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THE PRESENT CRISIS - SOME_SCENARIOS AND QUESTIONS
[Note by the Research Departmenf/

The Crisis

Since the Buwdget sterling has depreciated Ly 3 per cent
bringing the €all since tiw Pmdthoomigy agmegment Co 27 pex tent
against other major currencies. Although the Budget was
maderstely tough end although several tinisters have been
making "belt—tightening' speeches, all that the Government's
recent actions seer to have done is to underline the gravity
of our economic situation and the inadequacy of the weapons
with which they are tackling it. Inflation 15 mounting in
Britain while it abates elsewhers. Unions are demanding (and
recelving) wage settlements which probably ensure an even
higher rate of inflation in the future, and these demands are
pressed home even at the risk of bankrupting the enterprises
involved or ¢reating greater umemployment, Production and
investment are falling. The collapse of British Leyland -
typlfies much that has been wrong with British management,
industrial relations and Covernment policy for the last few
years, and the latest chapter in the sad story shows that few,
if any, lessons have been learned, While the economic situation
deteriorates, Mr, Benn pushes through a mejor programme of
nationalisation which further depresses confidence, There is
widespread bitterness and unrest. Events seem beyond the capacity
of government to cope, and when forelgners say we are ungovernable
they are repeating what they hear us say about ourselves.

The time=scalexand ouxr position

We have assumed in the past that, though the situatiqn was
deteriorating fast, we probably hed until zfter the Referendum
or even Into the autum or the bﬂginnin% of next year before
reaching the bricik well at the bottom of the hill, It now seems

psstblc that the crunch may be reached sooner rather than iater -

and that the Covernment may even have to act before the Referen-
dum. In these circumstances, we may:podaibly find owurselves con-—
Fined even mpre firmly to the margins of events than 1s customary
for Oppositions. It is doubtful whether it is in our Interests
or the nation's for us to seem so peripheral, especially at a
time when the possibility of some temporary or permanent
redrawing of the political boundaries looks attractive fo a

owing mumber of people and seems less unlikely Chan it usually

s In the past,

The Lever scenario

The Shadow Cablinet may recall that the last Rescarch
Department note on the political situation set out & number of
gcenarios including the rosy-spectacled view that might be taken
by Harold Lever, It now seems considerably less likely that
this scenario wilil work out. The reactions to Mr, Wilson's
Panglossian performance on Sunday show that expounding the
Lever philosophy is not enough to restore confidence, O©Of course,
things may not as bad as they seem, It was always expected
that sterling would degraciate baefore the Referendum and it may
be that the market will adjust in the next few days¥ We may

(* The fact that we have a floating rother than a fixed exchange
rate possibly stretches the time-scolc as agoinst praevicus crises

of confidence).
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even get through the sumrer with a mini "July package', and then,
with a trade union movement made more cowmpliant by mounting
unemployment, hatch a more successful successor te the Soclal
Contract, abter a difficult few menths, everything will then
come right as the cil arrives in greater quantities next year.
This does not seem very credible; in addition to the cconomic
realities, one has to cemsider the political difficulties Inside
the Labowr Party, Mr, Wilson's position mnoy be_ lcss securc,.am:
the de%ree of political bitterness inside his Perty makes It
untikely that there will be any "rallying round" after the Refer-
endum or that the Cabinet, and the Labour Party in general, will
be able to agree on economic policy.

The ""Benn take=over!! scenario

Less likely still than the Lever scenario 1s a complete
shift to the sizge economy measures favoured by Mr, Benn (import
controls, price freeze, direction of investment etc.}. ile are
only likely to be faced with tids if there is a '1i0" vote in the
Referendun; it may then be possible that under a stooge Frime
Minister (e.g. Mr, ililson) Mr. Denn's Scclalist visions would
be turned intc some sort of reality. However, a "No" note and
the on-set of Bernmery on an even larger scale mipht split the
tabour Party and drive the right-wing into the wilderness. A
Covernment commlitted to Denmery might not be able to survive
the withdrawal of Jenkins, (f{lliams, Lever, Prentice and othars.
We carmot however depend on theilr much advertised politiczl courage

The Summer Packope and Iintegrity.
ile can probably now expect one of the follewlng:

{a) Measures in the next few days (e.g. 8 big Increase in
interest rates) which steady the position until after the
Referendum, when a full-scale package of measures is produced;

(b)Y a full-scale packare before the Referendurc-~ and may
be ancther one later;

(c} & major package after the Referendum - and perhaps
anothey later in the sumeer or in the autumn. -

The Govermment may not be albe to delay egction {as they would
1ile to do) until afier the Referendum.

The contents of any package or packages could be tipped
towards Lever or Benn; in the first case they are likely to be
inadequate, In the second economically disastrous and difficull
for the Right-wing of the Labour Party to accept, No-one outside
(@g.p. the I.M,F,) will tell us precisely what we must do, but it
will be made pretty clear what is needed to restore confidence.
Tikely measures Include:

T

(2) Some public expenditure cuts now with more promised
later. The Government will be in difficulty here as they have
already made some cuts and are mow entangled in the early stages
of the PESC exercise., However, they could act on subsidies (to
rents, food and nationalised industry prices), increase some
charges, col actual programmes and issueftoughei. gulde lines to
local authorities and naticomalised industries,

(b} Tuax increases.

{c) An import deposits scheme or selective action aimed
against particuler products (e.g. textiles, clothing, cars),
Across-the-hoard ort controls have been ruled oul by many
Ministers, though this does not make their introduction impessible.
Any direct action on Imports would presumably have to awalt the
Referendum in view of the trouble causced with our EEC partners.,

---i-;(d} Action orl WaRes.
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(d) Actior on wages. This could talke a mumber of forms.
The Government may seek a voluntary pause while pursuing the idea
cf a "national dividend' with Govermnent and both sides of
Industry involved in deciding the size and allocation of the
shares In any Increase in thr national product., This might
appeal to Mr. Hlson but preobably not - for long - to many others,
Alternatively the Government might go for a tigﬁtEning cf the
Social Contract gulde lines with, say, some element of indexetion
{possibly linked to food, fual amd rents)., They may finally be
driven the whole way into a freeze or statutory incomes policy;
this mlght be called somathing else {e.g. job protection) and
involve new machinery (e.g. use of the tax system as the Liberals
suggast), but in practice it would involve the same Interference
in the free collective barpaining machinery that has provoled
imilon hostility before. Fallure o apply a price freeze as well
as wape controls or a wage standstill would preatly Increase
left-wing opposition, but surelﬁ cven this Government could not
no? be so witless as to try to hold down prices. again.

{¢) In addition to direct action on wages, the Government
mignt abandon Benn in favowr of Fimndston and Mapsh — inslsting
in ¢ther words on linlitapge between naticomalised inaustry wage
seltlzpents and price and employment levels, and also on greater
commercial discipline in these Industries.

(£} There are other more technlcal thinpgs that might be
donte such as Increasing Interest rates or asking for specisl
depgsits from the clearing banks., '

Conservative Beactions

We would prasumably support (&) and (b}, though we would
want to lool ai <he detail and teo urge mucn heavier reliance on
expenditure cuts and increases in charges than on tax increases.
e would almost certainly incline towards opposing any direct
action o imports but obviously owr attitukles would depend on
what exractly the Government proposed to do. On wapges, Mr, Prior
is circulating a paper which the Shadow Cabinet 1s discussing
tomorrow, It might, however, be worth noting the following points:-

{a) Ho-ome sensible 1s now sugpesting an incomes policy as
the zlternative to public expenditure cuts and a tight grip on
the money supply.

(b) Price controls in addition to action on wages would
not be tolexable.

() We willi have 'confrontetions' with or without incomes
pﬂligy {e.g. over unemployment, levels or the ¢lesing down of a
firm).

(d} Ve will have to sgy something on wages soon, partly since
wvhatever the rival schools of =zconomists say the public see a
rather obvicus connection between 30 per cent ware demands and
big price increases, We would be heavily criticised if we =aid
nothing sbout wages, if only that wage restraint is the best
way of preventing imemployment golng even higher than would other-
wise be the case.

Political cffects of a package

{a) Any packapge that i1s likely to work will cause an
explosion of hostility from the Tribune Group and some undlons,
They mey prove to be paper tigers, but this is less likely now
that there 1Is such & fundamental division between the Left and
the Sccial Democrats.

llill!(b} If the
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{b) If the Government cammot carry their measures throuph
the House of Commons on their own they have a number of options s

(1) to challenge us to support them - on their terms -
an the growmds that Lt would be unpatriotic for us not
Lo do so;

{11) to attempt to reach a formal apreement with us without
actually poing the wholes way te a coalition govermment -
thizs might involve dropplng Mr, !filson and replacing him

with, say, Mr. Calilaghan;
{111} to seek a national governnent;

(vi) to call an election.
{c) The cholces for us might be as follows:-

(1) to abstain - this would probably not be politically
possible or desirable;

(i1} to support the Government on their teras - unless
wa tzhke an inltiative ourselves we may be driven into this

position;

{(1i1) to bar-ain our support in retuwn for dropping the
nationalisation programae and doing what we balleve to be
the right things on public expenditure etc;

{(vi) to insist on a General Election = but could we govern
1f we won? and do we really want o do all the dirty worle
on our oun?

(v} to seak to bring about a coalition or naticnal
government.

uestions to Le rasclvad

: Against this backaround, some obvious gquestions arilse
involving our view.of the naticnal interest and of our own

party intersst:-

{(a) Should we continue to adopt a relatively low profile,
ieaving the labour Government to do all the dirty work and
responding to events according to our weelk-by-waek vicw of our
party Interest?

{(b) If this is not our view, what initiative should we
take? Should we confine ourselves to spelling out in general
terms what we think should be done (abandoning Benmnery, cutting
public expenditure, action on wages)? Or should we asctually set
out our terms for a barpgain? Tould this be wise at this stage?
It could trap us with litrle room for subsequent manceuvre. If

we gre golng to act, @ may hove to move scon.

{c) Do we actually need to take any action now which
might help push events towards or away from a coalition? If
we thinl a coslition may be necessary do we actually know what
we should do.to bring it about on our terms? Is 1L necessary
or desirable to embar't on this potentially dancercus road In
auch a fast-changing situation? Anyway, are national povernments
in practice created by parties or borne by events?

{(3) 1Is =ny package of conventional deflationary measures
going to solve our problems in the medfium and long ternm, even
if #€ caves sterling this summer? Can this Government or a Con-
servative CQovernment reduce the nationfs standard of living and
survive? Are these questions at best over-dramatic and at worst

hysterical?
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