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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET

LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 550

SWITCHBOARD 01-212 7474
Eacratary of Stare for indusitne

12 December 1979

The Rt Hon James Prior MP
Secretary of State for Employment
Department of Employment

Caxton House

Tothill Streat

London SW1

3%\/1’:- ‘

JANUARY NEDC

sending to me a copy of Tour
y together with draft
going tc u' on '“wn1ﬂ*mﬂ“* rends’
Technol and brmployment Policy'.
in the lr‘LLn.— on th 1.’.1qu-:".*.r_‘-.u of PI
technology to futurc employment prospeets.

I note that Grey Gowrie is to be soncerned with
employment implications of new technology.
should look at how the NEDC Sector Working

-

involved: u:f1”LT;ﬁ here have been looking at SWP interest in

'JJlC""'L-"J]._. ronics and will be glad to discuss with your Lepartment

scope for promoting this interest further. I.
hearing from Grey Gowrie on this auestion.

I am cppying this to the recipients of your letter.
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SECTORAL REPORT : PROCESS PLANT INDUSTRY

Memorandum by the Chairman of the Process Plant EDC

The process plant industry

1.

S el
The British process plant industry designs, manufactures and supplies
complete plants and individual plant items for the chemical, oil, gas,
electricity, steel, offshore and associated industries. The British
industry is the world's fifth largest after the US, Japan, France and

= — T E— —— —
West Germany. A work force of about 100,000 generates an annual output

of some £2 billion, of which about one-third is exported.

The industry can be divided into two distinct sectors, plant manufacturing
and contracting. Plant manufacturers employ about 80,000 and produce

a wide range of hardware from nuclear reactors and conventional power
station boilers to heat exchangers and storage tanks. The predominant
production processes are metal forming and welding. Output is oriented

'-____-_'_‘—\—_.
towards the home market. Most firms are British-owned and are fairly

#idely scattered geographically with concentrations in the Midlands,

the North East and Clydecide.

Frocess engineering contractors, employing about 15,000 - 20,000, are
responsibie for the design and construction of complete rlants and

sub-systems. Their skills are generally project management, design and

process development. Most companies are based in London and the South-East,

L)
and about half of the largest firms are US-owned.

industry's position

manufacturing sector of the industry is under severe threat. The

shed 25% of its labour between 1968 and 1975, and this
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trend is accelerating. The industry is in serious danger of becoming
unable to meet home and export demand, and this will have serious
repercussions in the late 1980s and the 1990s when a massive resurgence
in demand for process plant is expected as coal begins to take the place
of oil and gas. Whether this vast programme of high technology process
plant will be supplied by British manufacturers or will be imported

depends on strategic decisions to be made now and in the near future.

The EDC has identified seven principal threats to the industry's survival.

(i) The new industrial states

As powerful steel industries are established in newly industrialised
countries like Taiwan, Korea, Brazil and Mexico, so associated process

plant industries will develop. Cheap and plentiful steel, cheap energy

and low wages will make these countries formidable competitors, first in

the simpler products but increasingly in the high technology end of the

market.

(ii) Indigenisation in developing countries

[
Less powerful industrial newcomers like India, Venezuela or Indonesia, are

developing the capacity to produce much of their own process plant. They
will not offer the same threat on world markets as the new industrial

super-powers, but will certainly be able to supply their home markets

increasingly, thus denying traditional outlets to the British industry.

(iii) Competition from high-cost, high-efficiency producers
———, - TTE—
The UK has under 6% of OECD trade in process plant. Germany has 25%,

Japan 17%, the ﬂé‘;ax, France 12% and Italy 8%. High-cost industriniised




producers therefore can succeed in this industry, but high efficiency

and advanced technology are critical.

{(iv) Short-term decline in the home market

The home market for process plant is expected to contract rapidly in the
next few years, and then to grow again strongly in the late 1980s. This
will lead to a matching contraction in capacity, and a severe risk that
the following boom in demand will be met by imports from overseas

competitors who have been supported by their governments through the lean

Years.

{(v) Efficiency

The industry recognises that it must significantly improve its overall
resource utilisation if it is to survive. This means ensuring that its

resources of management and its productivity match those of its competitors.

(vi) Technology

There is evidence that the industry does not spend enough on R & D. 1In

addition, much process plant R & D is carried out by public sector

customers and by Government research establishments, remote from the

e ——

international market place.

(vii) Structure

The British industry is more fragmented than most of its competitors.
This is reffected in distant and sometimes difficult relationships between
industry and the Government; contractors and manufacturers; users and

contractors; and the industry and the financial institutions.




EDC action

13

EDC work has and will continue to concemtrate un resource utilisation,

technology, market product relevance and marketing.

(i) Resource utilisation

In 1977 and 1978, the EDC conducted a major study of resource utilisation
in its widest sense, involving detailed studies of production at three
works in the UK and two overseas. Areas identified for action included

estimating, first-line supervision and production control. These points

are being communicated to the industry. Future action in this area will

include a programme to improve the quality of production engineering and

an examination of demarcation.

(ii) Technology

The EDC is surveying the forward technology needs of the customers and
alerting the industry to them. It is also identifying the scale and
direction of the industry's own R & D activities and assessing how firms
are helped or hindered by outside bodies such as their customers of
Government research establfshments. The aim is to move process plant

R & D as firmly into the control of the plant manufacturers and thus

into the market-place.

{(iii) Market relevance

In addition, in 1978, the principal customer industries analysed in

detail the main items of plant they import, and the reasons for so doing.
The aim was to draw common lessons which would enable UK suppliers to
increase their penetration of home and export markets. Specific recommenda-

tions were developed for manufacturers, customers and the Government,




covering such areas as price, delivery, marketing, contract management,
material supply, technology, location, design change, standards and

specifications. They are being communicated actively.

{iv) Marketing

In 1978, the EDC produced a series of overseas market briefs covering
selected countries to help provide a base point for firms' own mere

detailed market research. They were distributed widely within the

industry.

In November, 1978, the EDC sent a mission to India. It identified a

very large market for process plant and expressed The fear that much of
—e

this market could be lost unless a systematic marketing attack was

launched. A follow-up co-ordination group was established and has con-

—— 4 el ] :
centrated on publicising the market, exchanging information and attempting

to establish more effective market representation for British firms.
The possibility of a federated marketing company is being actively explored.

Substantial orders have started to flow, helped to a large extent by the

—

favourable conditions for business laid down by the mission.

—

The EDC has now established a marketing sub-group with a view to improving
substantially the industry's marketing performance and ensuring that the

various parts of the industry mesh effectively with each other and with

Government and outside agencies.

Conclusions

The EDC is taking active steps to improve the industry's performance, and
management and unions are strongly committed to its three strategies in

production efficiency, technology and marketing.




Decause

The Government also has a crucial role to play[uf the industry's

dependence on public purchasing, the importance of the Government in
helping to win major export contracts, the central support of R & D

through the research establishmente and, not least, through the opportunities

it can take to stimulate the industry to attain the highest levels of

performance.

National Economie Development O0ffice 18 December 1979

Millbank Tower

Millbank
London SW1iP 4QX
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NEDC(80)6
EMPLOYMENT AND TECHNOLOGY

Further Memorandum by the Trades Union Congress

1 In November the Trades Union Congress presented a
memorandum to the Council (NEDC(79)56) summarising the
main points of the TUC report "Employment and Technology",
which was approved by the 1979 Congress. The memorandum
also referred to some of the preliminary views gained by
the Economic Committee when they visited the United States
of America to study the economic and social consequences
of microelectronic technology under the Government's
Micreoelectronic Technology Awareness Programme.

2 At the November meeting the TUC representatives said
that they would be bringing a fuller report of the visit
of the USA to NEDC. This report is now attached and the
delegation who visited the USA - Mr D Basnett (Chairman

1 e ————
of the Committee), Mr F Chapple, Mr K Gill, Mr J Gormley,
Mr C Jenkins and Mr W Sirs, Mr D E Lea and Mr B Callaghan -

presented this report to the TUC General Council on
December 19.

3 The Council's attention is drawn in particular to
paragraph 34 of the attached report. The Committee's
findings from their visit strongly reinforce many of the
points set out in the Employment and Technology Report
adopted by Congress.

(1) Technological development has to be part of
a national context of economic growth, so that
the large productivity gains in some sectors are
coupled with extra employment.

(ii) The nature of the extra jobs has to be
closely studied and urgent programmes developed
to meet problems of mismatch at all levels of
skill, including systems engineers.
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fiii) To be a significant industrial nation the
MK has to put a major effort both into chip manu-
facture and its applications, and in the British /

F
conkext public support is absolutely indispcnsa?le

to ackhlieve this.

{(iv) Thd& concept of New Technology Agreemgrits is
vital in ehsuring that the benefits of 4 new
technology a¥%e maximised and equitably ghared and
the costs minimised. The scope for agrfeements
should be explo¥ed at all levels, ingluding the
possibility of a gational framework/ agreement
with the Governmenk and the CBI, Ppased on the
TUC's 10 point checkiist.

4 As far as point (i) is gonceyhed, the overall economic
situation was discussed at the\ lAst meeting and the TUC
hopes that the Council will be /Meturning to this subject
in March. On point (ii) the @ounil has discussed the
general training programme Ofi a numper of occasions but

it now has to give specifig and detajled attention teo the
skills requirement of the/microelectr§nic revolution. The
TUC hopes that the Secretary of State fpor Employment and
the Chairman of the Mappower Services CoNmission will be
able to respond to thds pocint. On point ii) the TUC
would wish to underfine the need both for U firms to be
more adventurous applying the new technoldgy and the
need for public gupport to build up the UK's dyn micro-
electronic indystries. The TUC looks forward t{ hearing
the comments Af the CBI and the Secretary of Statg for
Industry.

5 Wity regard to point (iv) the TUC wishes to agal
draw atfention to the checklist for trade union negotia-
tors get out in the report "Employment and Technology"
and je hope that the Government and the CBI will give
their general support to a national framework which
?auld promote action at company and plant level.

December 18 1979
Restricted




(iii) To be a significant industrial nation the
UK has to put a major effort both inte chip manu-
facture and its applications, and in the British
context public support is absolutely indispensable

to achieve this.

(iv) The concept of New Technology Agreements is
vital in ensuring that the benefits of the new
technology are maximised and equitably shared and
the costs minimised. The scope for agreements
should be explored at all levels, including the
possibility of a national framework agreement
with the Government and the CBI, based on the
TUC's 10 point checklist.

4 As far as point (i) is concerned, the overall economic

situation was discussed at the last meeting and the TUC

hopes that the Council will be returning to this subject

in March. On point (ii) the Council has discussed the
general training programme on a number of occasions but
it now has to give specific and detailed attention to the
skills requirement of the microelectronic revolution. The
TUC hopes that the Secretary of State for Employment and
the Chairman of the Manpower Services Commission will be
able to respond to this point. On point (iii) the TUC
would wish to underline the need both for UK firms to be
more adventurous in applying the new technology and the
need for public support to build up the UK's own micro-
electronic industries. The TUC looks forward to hearing
the comments of the CBI and the Secretary of State for

Industry.

5 With regard to point (iv) the TUC wishes to again
draw attention to the checklist for trade union negotia-
tors set out in the report "Employment and Technology"
and we hope that the Government and the CBI will give
their general support to the checklist as providing a
naticnal framework which would promote action at company

and plant level.

December 18 1979
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ECONOMIC AND SOCIAL CONSEQUENCES OF MICROELECTRONICS

Visit of TUC Economic Committee to the USA

EVALUATION

Technology and Employment

1 One preliminary cobservation needs to be made at the
outset. Microelectronics is not the live issue that it is
in the United Kingdom and somé other Western European
countries. Many policymakers, particularly in Washington,
are worried about the slow rate of technological change in
the USA overall and indeed point out that the logical
implication about the fears of technology is a step up in
the rate of productivity growth, when in fact the exact
opposite is being cobserved. Energy policy is perhaps the
dominant topic of conversation and many Americans interpret
the debate about technology as being a debate about nuclear
power.

2 In America, in the last three or four years there
has been a fall in unemployment. Many parts of the USA
have been growing fast, including the parts visited by
the Committe&—7AIthough there are fears about employment
in the USA these are based on fears about the coming

recession and the energy shortage; they are not based on
technological developments.

3 It is difficult to disentangle the contributions
made by the microelectronics industry to the California
and Arizona economies. It was argued by some experts that
population shifts to the "Sun Belt" states were for
basically non-economic reasons, eg a pleasant climate, and
that firms were expanding in those areas because labour
Was available. It is clear that the industry is now a
major employer. MNevertheless although it is one that is
growtmg Tast it is also one which can experience difficul-
ties. 1In Arizona, at least, the employment growth path
has not been a smooth one with major lay-offs being
experienced in a recession.

4 Both the California and Arizona areas are ones of
fast economic growth and this has helped maintain employ-
ment levels. The US economy as a whole is slow growing
and there is no doubt that increasing computerisation and
the application of microelectronics had led to loyment cutbacks
elsewhere in the USA. For example, the Pacific Telephone
and Telegraph Company in California had managed toincrease
employment when it was introducing new electronics equip-
ment betause of the gro in services. However telephone
companies in the North Eastern states had experienced
falls in employment. This underlines the Committee's

viéw that economic expansion and technological change

must go together.
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5 Many US experts thought it was too early to judge
what the effects of Proposition 13 would be on the
Californian economy. This is the broad conclusion of a

TUC study of the Californian tax and public expenditure
cuts. The public expenditure cuts were made against a background of rising total
employment and a large state revenue surplus. This surplus
cannot be expected to continue and the damaging effects of
Proposition 13 will become more and more apparent. The
effects of Proposition 13 will be compounded by the newly
passed Proposition 4 and the growing effects of the reces-
sion.

b Another observation that needs to be made, though it
may be thought cbvious, is that the USA is a large country
within which both capital and labour are mobile. There has
been a major shift of both capital and labour into the
Southern states, the so-called Sun Belt, and some part of
these shifts has a direct bearing on the growth of the
microelectronics industry. The growth of the Sun Belt has
also corresponded with the relative decline of the North-
Eastern states. It has been alleged that many of the
unskilled and semi-skilled production workers in the micro-
electronic industry are recent immigrants intc the USA.
Moreover, in California there are many millions of illegal
immigrants. Although many work in the relatively low paying
agricultural sector, some probably also work in manufacturing.

7 The Committee are not in a position to make a
complete analysis of the impact of microelectronics in the
USA economy. That daunting task would require considerable
research resources and it is doubtful whether the statistics
are available for a proper analysis. 1Indeed it is worth
noting that US industrial policy, such as it is, does not
take an overall strategic loock. The point that needs toc be
stressed, though, is that it would be quite unrealistic to
encourage American style, or rather Californian and
Arizonan style, economic and social conditions in Britain
in order to build up a successful British microelectronics
industry. There are certainly lessons to be learnt from
the American experience, but the US experience has to be
studied and evaluated and not merely copied.

The Growth of the Micrcelectronics Industry

8 All of the US experts the Committee met confirmed
that the growth of the US microelectronics industry
originated primarily from the defence and space programmes.
One expert described how Shockley, the inventor of the
transistor, was given a $50 million budget to make the
best transistor in the world for the Minute Man missile.
It is of course possible to conceive of a microelectronics
industry developing partly in response to commercial
fonsiderations, but it is difficult to see how such
;Ennsideratiuns would have produced such a rapid growth and
he USA's technological lead.
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9 It would thus be wrong to describe the growth of the
microelectronics industry in the USA as the product of
"unbridled capitalism" or "market forces”. There is
certainly a strong entrepreneurial spirit in the USA, much
stronger than in the UK, but the vast contribution of the
space and defence programme cannot be ignored. Indeed it

is worth noting that the total output of semi-conductors was
consumed by the military until 1962. The first computers
were constructed for military uses; the drive towards
miniaturisation was dictated by military requirements; and
processes such as photolithography were products of military
research laboratories.

10 It is sometimes fashionable to view the growth of

the US electronics industry as an illustration of the value
of small firms. The first point to make on this is that
Fairchild Camera and Instrument Corporation is the trunk

of a family tree of small and medium sized businesses,

It is also true that the growth of the microelectronics
industry owes more to the activities of enterprising
individuals than it does to the activities of the large
corporations in the electrical field, although it should

be noted that these small firms were working in an atmosphere
of high Federal spending.

11 But whatever may have been true of the first 25 years

of the industry, the picture is very different today.
Microelectronics is big business and the leading firms are

now large corporations in their own right. Technological
advance means that increasing resources have to be devoted

to capital investment. One US expert stated that 70c of
investment was needed to generate a further $1 of revenue .

But ten years ago only 30c of investment was needed to generate
a further $1 of revenue.

12 There is no doubt that considerable capital investment
is needed to keep up to date in the microelectronics industry.
One university laboratory had been given obsolete equipment
by major semi-conductor manufacturers; some of the equipment
was as little as three years old.

13 After a number of years of neglect major US firms
are now beginning to buy into microelectronic firms. 1In
addition major foreign owned firms are moving into the
industry. For example, Fairchild has recently been taken
over by Schlumberger, a conglomerate. The table shows
the content of corporate investment in US semi-conductor
companies, :
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CORPORATE INVESTMENTS IN US SEMICONDUCTOR COMPANIES

Company Investor or Acquirer

Advanced Micro Devices Slemens (West Germany)
American Microsystems (Robert Bosch (West Germany)
(Borg Warner (US)
Analog Devices Standard 0il of Indiana (US)
Electronic Arrays Nippon Electric (Japan)
Fairchild Camera Schlumberger (Netherlands Antilles)
Inmos Inc National Enterprise Board (UK)
Interdesign Ferranti (UK)
Intersil Norther Telecom (Canada)
Litronix Siemens (West Germany)
Micropower Systems Seiko (Japan)
Monolithic Memories Northern Telecom (Canada)
MOS Technology Commodore International (US)
Mostek United Technologies (US)
Precision Monolithics Bourns (US)
Semtech Signal Companies (US)
Signetics Philips (Netherlands)
Siliconix (Electronic Engineers of California (US))
(Lucas Industries (UK))
Solid State Scientific VDO Adolf Schindling (West Germany)
Spectronics Honeywell (US)
Synertek Honeywell (US)
Uni trode Schlu mberger (Netherlands Antilles)
Western Digital Emerson Electric (US)
Zilog Exxon (US)

Source: Morgan Stanley Electronics
Letter August 31 1979 /Mackintosh Consultants

14 The degree to which the electronics industry will become
vertically integrated and dominated by the very large corpora-
tions is open to question but the trend is already clear,

Just as existing firms need injections of capital from outside,
50 new entrants cannot hope to compete without substantial
capital backing.

15 Many US experts expressed concern about increasing
Japanese competition and some referred to the level of public
support for R&D in microelectronics. In Japan microprocessors
are being produced not by relatively small firms but by large
{firms such as Hitachi. Some commentators suggest that the
Japanese have already caught up with the USA in terms of

A technology. Japanese attitudes towards productivity and
guality control are regarded favourably.
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16 Whatever view is taken of the scale of increased Japanese
competition, the picture that emerges is of a microelectronics
industry dominated by US and Japanese firms. Western Europe
will be a major user of semiconductors but its production

share will be small. Industry estimates are that the world
market for semiconductors will be $14 billion by 1982. Western
Europe will beusing some 22 per cent of all semiconductors

but producing only iner cent of them. The trade deficit

will then be 14 per cent of $14 billion or $2 billion a year.

17 On trade peolicy grounds alone there are strong grounds
for building up a European industry, and there are good grounds
for thinking that the UK could become a major manufacturer.
There are already a number of microelectronics plants in the

UK and more are to be constructed in the future. But such
ventures are unlikely to be financed through conventional
means. GEC, which is cash rich, is collaborating in a joint
venture with Fairchild, and Inmos is being developed with

NEB assistance.

18 It could be argued that it would be unwise for the
UK to enter this market because of dangers of overcapacity.
The Committee saw no evidence which bears out this view.
The semi-conductor market is a strongly growing one

and many firms cannot meet demand at present and have long
waiting lists for their products. Some are short of capital
and skilled labour. There seems no reason why UK resources
of capital and labour should not be used to create extra
and needed capacity. The Committee are convinced that a
high degree of public support is needed to establish a UK
microelectronics industry. There is already considerable
international competition in Western Europe to attract US
firms. Full use must be made of regional aid schemes and
the MISP and the Industry Act. And the NEB must be given full
scope to finance and develop the Inmos project.
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19 It is sometimes argued that the main growth in the
production of semi-conductors and assembly of devices will
take place in the low cost Far Eastern countries, and that
it would be uneconomic for the UK to enter these procedures.
This argument ignores the fact that labour costs are
increasing in a number of Far Eastern countries and more
importantly the advances in production techniques which can
make production in high labour cost countries economic. At
present a labour intensive part of the production process is
wirebonding, whereby the chip is wired into larger

assembly. Operations in the Far East can produce about

20 units an hour. The Committee saw a new computer bonding I
facility which can produce 1,500 units an hour.

Applications

20 There is further reason why the UK should build up

a microelectronics industry. The growth of semi-conductor
manufacturing creates a strong motivation on the part of the
manufacturers to be in the vanguard of creating new ideas for
application. One expert said that the production techniques
were similar in most establishments and what gave individual
firms their leading edge was their marketing capability.

Much of the growth of the industry was application driven,
and one US expert criticised the complacent attitude of

Eurcpean businessmen because they were unwilling to seek out
new markets. Although different skills are required for
microelectronics manufacture and application, US manufacturers
are aggressively marketing their products and so encouraging
applications.

21 Some of the applications of microelectronics are well
known and all US experts had similar views about the use of
silicon chips in capital goods, such as computers,
telecommunications and industrial robots. But egqually
significant are the applications in the consumer field. This
will involve the production of new goods. Common examples
given are electronic TV games. But the Committee also saw

the development of socially useful products, particularly
products to help the sick and the disabled. Perhaps more
importantly the applications involved improvements in existing
products. One expert predicted that the automobile industry
would become the third largest user of semiconductors, after
the computers and telecommunications sectors. Some uses will
be luxury extras, eg on board mini-computers to measure fuel
use, but other uses will be to improve ignition and
carburation systems. Any consumer good which involves a control
system, eg a washing machine, an electric drill, a camera,
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can incorporate a microprocessor. The speed and reliability
of microprocessors means then that consumer goods
incorporating mechanical and electromechanical systems

will become uncompetitive. The consumer market will in

fact be the largest user of silicon chips.

of both consumer and capital goods are not aware of the
potential of semiconductor applications. The Committee are
particularly concerned at the slow speed at which the British
|car industry is applying microprocessors. Already US,
Japanese and European cars are incorporating microprocessors

\1n their latest models. A major effort is needed in this
area. The TUC will be asking the four main UK car
manufacturers what their plans are to apply microelectronics
and will be drawing attention to the US experience.

\‘ 22 The Committee are concerned that British manufacturers

23 The Committee did not receive a clear picture of what
effect the application of microelectronics would have on
employment, or what effect it has had already in the USA.

It is statistically difficult to measure the impact of
technology. It is clear though that the introduction of
microelectronics in production processes will have a complex
and varied effect on employment. There will be effects on
skill and pay levels and these are dealt with in more detail
below.

24 The total employment effect will be the result of two
opposing factors. One will be a factor for greater working
standardisation. The other will be a factor working for
greater customisation of products. In fact it is likely that
the US economy will be able to offer a range of production
processes of varying degrees of capital and labour intensity.

25 It does seem likely though that the propertion of the
workforce engaged in manufacturing will decline; this is a

long run tendency anyway. But the success of the manufacturing
sector will depend on its ability to develop new and improved
products and to remain competitive. Computer Aided Design

has helped some US industries, such as the shoe industry,
regain lost ground by allowing quick product changes to meet
market needs.

26 US experts confirmed that the service sector would
be greatly affected by microelectronics and pointed to the
very low level of capital investment per person in this
sector. Again the employment effects were difficult to
estimate. On the one hand many routine service tasks would
be performed electronically. On the other hand high real
incomes in the USA meant that there was also a demand for
personalised services.
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27 It is the Committee's strong view that British industry
must apply microelectronics in production processes i1f the
deindustrialisation of Britain is to be stopped. If Britain
is to be competitive in world markets it can do so in two
broad ways. The first and preferable way is to develop more
capital intensive technigues incorporating processes which
have a high value added content. This will need a positive
adjustment policy to deal with the employment implications.
The second way is to move progressively downmarket; this,
though, is a strategy for low value added and low wages.

The advent of microelectronics allows this trend to be
reversed.

Skills

28 However it is not obvious that the full development of
microelectronics will proceed apace in the United Kingdom. A
number of US experts referred to factors which tend to slow
down the process of technological change. One such factor

is shortages of skilled manpower. The growth of microelectronics
will mean that some skills will not be in heavy demand, eg
those based on traditional mechanical engineering, but the
new skills will be in increasingly heavy demand. The US
debate about skill shortages is clouded by the lack of
adequate statistics and by the absence of any forward
manpower planning at national level, However, one indicator
given to the Committee was that each graduate of the
University of Arizona electrical engineering school, with a
degree in microelectronics technology, received 4 or 5 job
offers. In the US there are already shortages of the top
skilled professionals, the process and design engineers, and
the amount of university education in this field is
significantly above the UK level, even taking account of the
different size of the two countries.

29 There are shortages of other skilled people tco. The
production of the chip - the "hardware"- has proceeded much
faster than the development of systems to use its "software".
Systems analysis and computer programming will be key
professions and the demand for these skills is already very
high and will continue to grow.

30 Apart from these professional skills there will be
increasing demands for technical skills, for example
maintenance engineers and instrument technicians. One firm
identified skill shortages in this area as a major
constraint.
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31 The effect of microelectronics technology on the
semi-skilled and unskilled sections of the workforce is
difficult to ascertain. As far as the US production of
microelectronics is concerned, much of the work is carried
out by female labour on rates of pay which are low compared
to male earnings, but which are competitive with pay in
other predominatly female jobs. Indeed the pay has to be
attractive in order to recruit workers. However, it is
clear that pay in the California and Arizona microelectronics
plants, most employing non-union labour, is significantly
below pay in microelectronics plants in the NE, which tend
to be unionised.

iz In industries applying microelectronics a similar
pattern can be discerned. The Committee saw the difference
between the relatively high rates of pay and low labour
turnover in the computer operations of a unionised firm
and the low rates of pay and high rates of labour turnover
in a similar operation in a non-unionised firm.

33 The Committee are convinced that a major training
and education effort is needed in the UK in order to take
the best advantage of microelectronics. The Committee were
impressed by the activities of the University of Arizona
and UK universities should be giving priority to the training
of electronics engineers and computer scientists. (The
Committee are pleased to note the developments at Bristol
University in this regard). Closer links between the
universities and polytechnics and industry are needed. In
addition non-scientists should become much more aware of
the nature and implications of the new technoclogy. A
massive effort is needed, in which the MsC must play a key
role, in training and retraining skilled workers.

Conclusions
et M N L K

The Committee's findings from their visit strongly
reinforced many of the points set out in the Employment and
Technology report adopted by Congress,

(1) Technological development has to be part of a
national context of economic growth, so that the large
productivity gains in some sectors are coupled with
extra employment,

(11) The nature of the extra jobs has to be closely
studied and urgent programmes developed to meet
problems of mismatch at all levels of skill, including
Systems engineers.
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(iii) To be a significant industrial nation the UK

has to put a major effort both into chip manufacturer
and its applications, and in the British context public
support is absolutely indispensable to achieve this.

(iv) The concept of New Technology Agreements is vital
in ensuring that the benefits of the new technology are
maximised and equitably shared and the costs minimised.
The scope for agreements should be explored at all
levels, including the possibility of a national
framework agreement with the Government and the CEI,
based on the TUC's 10 point checklist.

December 7 1979
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10 DOWNING STREET

From the Private Secretary 17 December, 1979.

Thank you for your letter of 17 December
setting out the proposed agenda for the NEDC
Meeting on 9 January.

The Treasury have already been in touch
with us about the agenda, and you can take it
that your proposals are acceptable to the
Prime Minister. %

I am sending & cOpy of this letter to
Martin Hall in Lhe Treasury .

T.U. Burgner, Esd.




National Economic Development Office

Millbank, London S

Telephone 01-211 4148 or 211

From the Secretary o the Council

17 December 1979

Mr T Lankester
10 Downing Street
London SWi

—
D;w !"—l
NEDC MEETING, 9 JANUARY - AGENDA

As the Prime Minister has agreed to take the Chair at the
Council meeting on 9 January, I am writing to seek her
approval for the agenda for the meeting.

(i) The main item has the heading Technological Change,
Industrial Adjustment and Employment. There are
several papers for discussion under this item. A
report by the TUC on Employment and Technology
published in September will be tabled together with
a covering paper drawing on the lessons learnt from
the recent visit by trade union leaders to the USA.
There are two papers by the Secretary of State for
Employment, one on Employment Trends; the other on
Microprocessor Technology and Employment Poliey. A
paper by the CBI is alsc expected. Finally, there
are two papers by the NEDO reporting on the work that
EDCs and SWPs have done in the fields of Manpower
and Advanced Technologies respectively.

The second item is a sectoral report by Sir Cyril Pitts,
the Chairman of the Process Plant EDC. Sectoral reports
of this kind have been a regular feature of Council
meetings and are a way of exposing to Council the
problems and opportunities of individual sectors of
British industry. A short paper will be prepared for
this item and in addition Sir Cyril Pitts will attend

to make an oral presentation.

Cont/...




17 December 1979

Mr T Lankester

(iii) Finally the Secretary of State for Employment would
like to report on the progress made in dealing with
the problems of the engineering construction industry.

I should be glad to know if this agenda is ﬂuccpiublu.

I am copying this letter to Martin Hall in the Chancellor of
the Exchequer's office.

Joun
J*:,: =

I &},_.

T U Burgner







Caxton House Tothill Street London SWI1H 9NA

Telephone Direct Line 01-213 &400
Switchboard 01-213 3000

G ke Dot

Martin Hall Esq

Frivate Secretary to the ¢
Chancellor of the Exchequer

Treasury

Great George Street

LONDON SWl -? December 1979

-
dees Kafrie s

JANUARY NEDC PAPERS

On 5 December my Secretary of State wrote to the Chancellor of the
Exchequer enclosing covies of two draft pavers which he intends to
present at the January NEDC - one on "Employment Trends", the other
on "Microprocessor Technology and Employment Policy". Unfortunately,
the papers sent were not the latest drafts. I enclose the current
versions. Although they are substantially the same, some passages -
for example on small firms in the "Employment Trends" paper - have
been redrafted.

Flease accept our apologies for this error.
I am copying this letter and enclosures to Private Secretaries to

the Prime Minister, and the Secretaries of State for Industry, Trade,
and Energy, to whom I also send our apologies.

JOHN ANDERSON
Private Secretary




DRAFT

MICROPROCESSOR TECHNOLOGY AND EMPLOYMENT POLICY

Note by the Secretary of State for Employment

INTRODUCTION

1. When the enormous potential of micro-electronic technology became widely
known, some two years ago, there was widespread speculation about its effect on
the established pattern of employment. Two important documents have appeared
recently on the employment effects of new technology, and both, with their
level-headed analyses, do much to inform the debate and guestion the underlying
assumptions supporting future projections of high unemployment. One is the
TUC's report "Employment and Technology": this is on today's agenda. The other
is the report on extensive field work in the last eighteen months by a Manpower
Study Group in the Department of Employment, "The Manpower Implications of
Micro-electronic Technology", carried out on behalf of my Department and the

Manpower Services Commission.(1)

2 The TUC report which the Council have already discussed once is on the
agenda today. The Study Group visited the United States and Japan and nearly
one hundred companies, trade unions and other organisations in the UK. A

summary of its report is attached (Annex A). Its key themes are:-

= there are two major fallacies in the assumptions on which predictions
of large scale technological unemployment are based - they assume a
static economy; and they assume anything that is technically feasible
will rapidly become industrial reality. On the latter point they tend
to ignore the fact that, although electronic components are relatively
cheap, the cost of associated hardware and software are still considerable
and that this will lead to gradual rather than sudden application of the
technology;

in manufacturing industry overall growth in demand for products will be a
more significant determinant of employment levels than technological
innovation; product changes as a result of new technology will have both

positive and negative employment effects;

(1) In addition the report "Technological Change: Threats and Opportunities for the
United Kingdom" by ACARD contains much useful material.

1




= in the service sector the theoretical possibilities for new electronic
technology are not likely to be achieved in practice for some time, but

there may be a loss of job opportunities in the less skilled areas;

while the introduction of new techmnology requires skills and qualifications
in short supply, it is probably an illusion to suppose that massive public
training programmes can be a significant influence in making British

industry more innovative;

as firms change to new products and processes their workforce will need to

learn new skills and new work methods.

3. I agree broadly with the findings of the report. In particular my view is
that technological change will not of itself bring widespread net job losses.

I do not expect that the report will find favour with everyone. MNo-one can be
sure of. the pace of introduction of new products and processes, or of the extent
of the effects on employment. But on one point there is widespread agreement; we
must be quick to take advantage of technological change. If we do not, our
international competitors will produce better, more modern goods more cheaply
than we do, with the result that British industry will find no buyers for its
products. The employment consequences of this would be far worse than those
resulting from keeping pace with technological change. 5o, whatever the predictions
of how fast new technology will be adopted, employment policy must be geared to
facilitate fast and smooth adaptation.

k. The rest of this paper first discusses some of the main employment issues
surrounding the introduction of new technology - how to promote rapid application;
consultation of the workforce on its introduction; and its benefits. Then employment
policies and programmes tc facilitate adaptation are discussed.

ISSUES

Application of new technology

e Most people in this country must know by now that micro-processors ﬂxist}through
repeated exposure in newspapers, radio and television. But many distrust it through
lack of knowledge. However, on many occasions the Council have acknowledged the

importance of improving Eompotitiveness and the vital role in this of rapid

adaptation to new technology. What is needed now is widespread practical awareness

and acceptance of micro-processor technology.
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. 6. The employment policies described in this paper (paras 13 to 18) are one

of the ways in which the Government is trying to assist the rapid adoption of the

new technology. Other policies directed to this end include:-

- industrial policy - we are continuing to promote knowledge of the "chip"
through the Micro-electronics Applications Programme and boosting the
British micro-electronics industry through the Micro-electronics Industry
Support Programme; the NEB will be continuing its involvement in high
technology industries for the present, but with maximum private sector

participation possible;

education policy - the education service plays a major role in supporting
the MSC's training programmes relevant to micro-electronics and speﬁial
funds are being made available to universities through the Universities
Grants Committee for development within engineering courses of elements

" on micro-clectronics.

7. This is the Government contribution. and we shall continue to seek ways of
encouraging people to think towards a modern industrial world in Britain. Success
depends on employers examining how new technology can be applied to their business
and products; and on workers helping to secure a place in the future for their

industry and their jobs.

New technology and the workforce

8. New technology (and indeed any radical change in working methods and conditicns)
ghould not be introduced without thorough and genuine consultation with the workforce.
Access to information should be given to the workers wherever possible; and their
response should be carefully considered. These sentiments are easy to express but

we all know that there are plenty of employers who bring problems upon themselves

by trying to introduce changes without communication with employees or with line
managers; and without attempting to incorporate ideas from the workforce. Conversely.
many firms had adopted a sensible and progressive approach; and as a result have
micro-electronic technology with the full co-operation and assistance of their
employees. This good practice should be widespread, and my Department intends to

publicise case studies of successful practice.




9. The TUC report "Employment and Technology" devotes considerable attention to
these points. The report's insistent that '"no new technology which has major
effects on the workforce should be introduced unilaterally" is surely right, and
its generally positive approach is one that I hope to see widely

adopted by unions. It will, I hope, have a practical effect on day-to-day

decisions at the workplace.

Benefits of new technology

10. Associated with the debate on the new technology is discussion on various
means of reducing working hours, such as a shorter working week, longer holidays
and early retirement. The aim is twofold: to increase employment by sharing
available work among more people and to attain a higher quality of life thfuugh
increased leisure. The argument runs that the reduction of capital costs and the
increase in productivity associated with new technology will release the resources

to enable reductions in working hours to be achieved.

11. The Government accepts that workers should share productivity gains resulting
from the introduction of new technology as long as the share of increases in real
income (including cuts in hours of work) accruing to the workers is not achieved
at the expense of the profitability and competitiveness of their industries. But
cuts in working hours which put up unit costs would certainly produce nothing but

high unemployment; indeed, the task is to reduce unit costs.

12. As part of any agreement on the introduction of new technology between unions
and management the former will naturally want to negotiate a share in its benefits
for their members. However, it is important that thie share is not so high that
investors are left with no benefit from the change. Any attempt to do this will
inevitably lead to delays and disputes which can only be harmful to employment

in the long run. We must beware that our competitors abroad do not steal the

cake while we are debating how to cut it up.

EMPLOYMENT POLICIES

A. Training

13. I have already mentioned the need for pecple to learn new skills and new work
methods as firms adopt micro-electronic technology. Electronics engineers,

technicians and software specialists are likely to be in continuing demand;




often maintenance of electronics systems will call for an upgrading or broadening
of the skills of traditional maintenance craftsmen. There are plenty of companies

in this country where this is happening.

14, The prime responsibility for training must remain with employers, who can best
perceive their individual needs as well as take advantage of Manpower Services
Commission activities. The M5C's activities are also of prime importance in
steering the nation's training system towards meeting the gkill needs of micro-
processor technology. Without taking over employers' responsibilities it
nevertheless acts as a catalyst towards meeting present and future training

requirements, as well as contributing at the margin to training for new technology.

15. The Manpower Services Commission, through its Training for Skills Programme

has mounted a programme of action to help spread awareness to the new technology

and to ensure that analysis of training needs, training provision and content
and throughput of trainees are adequate. It has asked all ITBs and appropriate
organisations in the non-ITB sector to take full account of micro-electronics in
their training strategies and to encourage action as required in their industries
to meet future needs. It has made available extensive grant support for courses

relevant to new technology, especially in computer-related occupations.

16. For individuals who want to acquire relevant skills MSC is incorporating

micro-electronic training in appropriate courses in the Training Cpportunities
Scheme (TOPS) and is supporting technical level courses in electronics/micro-
electronics at colleges of further education. Relevant courses are also provided

through the education system, in polytechnics and colleges.

17. A fuller description of MSC activities with an indication of their scale is

given in Annex B.

B. Policies to help with redundancy

18. It is unlikely that new technology will of itself cause widespread job losses
in the country as a whole. However there is no doubt that some jobs in some
enterprises will disappear. Fear of this is recognised by many companies &s a major
obstacle to change. As a result many have developed constructive policies for

avoiding or handling redundancies. In addition there is a range of statutory

obligations on employers declaring redundancies to consult with unions, to notify

my Department, and to provide financial compensation to those made redundant.




Some of these provisions have been criticised both as too onerous and as too
generous. We have modified some of the obligations in relation to smaller
redundancies. However the Government recognises that these provisions facilitate
adjustment through providing employers and unions with an opportunity to discuss
the possibilities of reducing redundancies or mitigating their effects; enabling
the DE Group to think ahead about manpower requirements and offer help to

employers and employees; and providing financial compensation to those made
redundant. This is a statutory underpinning on which companies and unions are free

to build through collective bargaining.

19. In addition to the normal help provided by the MSC to help workers find new
jobs or retraining, if the unemployed or employees facing redundancy find it
difficult to get a job locally they can obtain financial assistance under

the Employment Transfer Scheme.

CONCLUSION

20. Council members agree, I am sure, that we must be positive in our attitude
to new technology. This is what our industrial competitors in Western Burope,
the USA and Japan are doing; if we do not, they will take over many of our

overseas markets, and increase further their inroads into our home markets.

21. Council members are invited:

(i) to take note of, and comment on, the report of the Manpower Study Group

on the manpower implications of micro-processor technology; and

(ii) to give their views on how national and company manpower policies

can help to smooth introduction of micro-processor technology.
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THE MANPOMER IMPLIZATIONS OF MICRO-ZLECTRONIC TeElHNOLOGY = sliMMaxY R-ZFORT
Intreoduction

1 The Manpower Study Group on Micro-electronics was established against
background of much publicised predictions of large-scale, technological
unemployment as a result of the application of micro-electronica. As well as
considering the implications, in overall job terms, of widespread application of
this and other computer technolegies, the report sesks to identify the major
constraints which may lie behind Britain's relatively low rate of adaption to date,

&nd what might be done to remove them,.

2 The Study Group chose to zdopt a case study approach to these questions; in
effect recognising that overall quantification is impossible. That is because any
overall impact on jobs will depend more crucially on an unforszeable economic
climate than on technological developments as such. There is now a general conszens
that Britain hes no option but to adapt to this and other technologies at least 2=
fast as our competitors. However, the report is equally aware that for Britain th=

remains a very real alternative of failure to exploit new technology and that we a:

very far from '=ing complacent about the employment and otherp consequences thak su:zl

failure would inevitably entail. B
II The Zconomic Background

3 It is widely believed that employment in menufacturing industry iz in a

state of inexorable decline and that employment has shifted massively to the servic
sector. Sometimes this decline in manufacturing employment is attributed to a
process of de-industrialisation, &nd sometimes it is attributed to progress towards
8 post-industrial society. More often these two concepts are simply confused with
each other. Although both would imply a reduction in the number of job opportuniti-
ies available in manufacturing, the former would require massive investment to bri=

it about whereas the latter would result from & failure to invest.

4 Micro-electronics will be a great deal more pervasive than almost any
historical example of technological change. It will affect processes and producls
in the manufacturing Settﬂr1iﬂﬂ elso a wide range of activities in the service
sector. Furthersore it may affect the non-labour as well as the labour inputs for
the production of given outputs. Technology can either in the shorter or longer

term lead to reduced imput requirements per unit of output which are not fully

compensated by increased outputs. In that event labour or other factors of input
will be saved; howaver new technology cannot be employed on any major scale without

1




considersble investment in the capital goods associated with the technelozy snd
thic of iteelf must lesd to new demands for labour. Compensatory effects may also
be expected to asrise from higher profits which must arise where unit costs are
reduced, whether those profits are distributed or reinvested, and from the

opportunities provided by new technology for the development of new products.

5 There can never be any guarantee that the compensatory effects of new
technology will balence the displacement effects., In the short term in particular

it is possible that drematic improvements in productivity will lead to transitionzl

unemployment. However productivity growth is 2 cyclical phenomenon and is fastest

when output growth is high. Investment in new technology {which may be assumed to
be productivity boosting) will tend to rise when investors see a reasonable prospact
of market growth., Thus the circumstances in which investment in new technology is
likely Lo be rapid are also the circumstances in which the compensatory effects

(in employ:ment terms) are likely to be working most effectively.

6 It is #lso necessary to bear in mind that what may be technologically feasibls
is not necessarily economically viable. Thus some of the more spectacular
applicetions of micro-electronic technelogy may be adopted rather more slowly; snd
this is one reason why past predictions of severe employment effects from new
technology have been wide of the mark. On the other hand too slow a rate o
diffusion can result in loss of competitiveness and hence to loss of jobs in the

longer term,

7 Clearly there are a number of opposing forces resulting from technolozical
change, and there is no unzmbiguous answer to the guestion as to whether or not

it always has positive employment efflects. Certainly the evidence from the
economic history of the entire industrial age is that technological change has beesz
beneficial to as-recate exployment. However, even though the total amount of
eaployment may grow, this does not mean that there vill not be unemployment &vongst
specific groups of workers whose skills &re no longer reguired, or social
implications arising from such factors as the mix of maie/female or part/full-ti-e

jobs, or the regional allocation of jobs. These will need to be studied further.

111 Analysis of Ezployzent Effects = Manufecturing Industry

8 Detailed analysis of the possible impuict of a new technology upon overzll

employment opportunities can best be attempted on the busis of looking at sctuel
effects of applications to date, especially where it is possible also to look at
the experience of other countriss which heve moved rather faster than Britain in

the application of such technologies, and are thus some years further along the
path thet we may be expected to follow.
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Product effecta

9 Some of the most spectecular employment effects that heve so far arisen from
the application of micro-electronic technology have been in the area of manufacturs
products. Particulsr exsmples are telecommunications equipment, cash regzisters and
colour television sets; all of which have been affected both by a dramaticelly

reducing component count and by a steadily rising proportion of coaponents that can

be sutpmatically inserted.

10 It is, however, quite wronj to extrapolate from such examples in order to

sus-est that similar effects may result from product chonges in other areas, Tne

snzlysis of employment effects arising from product changes must take account of

two fsctors:-

(i) the potential of the product to be affected by new electronic

technology; and

(ii) the market effect of innovation.
The above examples of product changes which led to severe job losses are all of
products where the scopa2 for labour saving innovation was considerable and the
scope for incrensing home markets was small. The electronics industry, as well es
suffering some major job losses through product chenges, also has the best
opportunities for developing new products besed upon micro-electronic techrology.
in particular the snticipsted changes in office lechnology offers the electironics
industry particularly significant opportunities for increasing job cpporturities,
25 does the growing demand for new ranges of industrial instrunentation and control

devices based on micro-electronic systems.

11 Micro-electronics is elresdy msking its impact on a variety of mechanical
encineering products fboth consumer end industrial). In general it is true that
wvhen an electronic coazponent repleces an electro-mechanical component the labour
requirement for the new component will be less. However wien measured against the
labour requirement for the product as a whole the reduction is slight. For exanrle
in cars cicro-electronics makes possible the development of a variety of entirely
new cozponents that would be product additions. where this occurs thers is a

positive labour effect. In the domestie sppliances field this is less so but th:re

is scope for domestic menufazcture of replacement components in place of imporis of

existing components. Over the next five to ten years market conditions will have

a far greater influence on employment in the manufacture of all these products tias

will new technology, New technology can, however, significantly improve market

prospects.




12 In several capital goods markets the incorpiration of micro-electronie
devices into products is rapidly beconming a condition for survival. In some areas,
such as numbericelly controlled machine tools, the controller is & major product
sddition znd thus could have a positive employment effect. Unfortunately about
half of the controllers in use in Britain are imported znd the position could get

worse., The British machine tool industry stands to regasin markets snd generste

new employment if it succeeds in expeanding production of NC mzchines. Alternativel

it could lose further jobs through failure to innovate. Slectronic companents on
other capital goods examined by the Study Group have often amounted to frills with
negligible lzbour effects either way. They are often, however, frills with sirong

market appeal and can determine whether a company stays in the market’ at all.

Process changes

13 Industrislisation can be seen as a means of achieving greater snd greater
continuity in the process of production. Different industries have reached diffece
stages with, for exemple, continuous process industries achieving very considerasble
continuity using pre-electronic means. At one level the capacity of micro-
electronic besed systems to reduce jobs is in inverse reletionship to the dezree

to which continuity in the process of production has already been achieved,

Computer sided production

1h In a number of batch production industries the Study Group hes looked at
computer aided production systems. These are usually based upon mainframe rather
than micro-systems. Such systems tend to evolve, usually beginning with stores an
inventory control and ultiTately extending into full production scheduling such ti=
#ll production paper work is computer produced. There are invariable job gains on
the programmting side and often job losses on the production control side. No
examples heve been found of companies that embarked upon such systems with a motive
of reducing léhaur, end the benefits for which they are looking - lower inventory,
more relisble delivery etc - are usuzlly considerable. ¥ost of the companies
currently using such sysiems are expanding employment overall, and enticipate that

the

the pein effect will be to freeze production control st2ff while the production t
they will control will continue to expand. 3Sutch production accounts for somethiss
like tso-thirds of all production, and use of such systems is likely to increazse

considerably over the next five to ten yeirs.

15 In mass production industries there is still considerzble scope for using suc
systems as those discussed in the preceding paragraph in such areas as stores contr
and indeed in any 'batch' type activities that support production lines. On
production lines themselves work scheduling is in effect alreazdy achieved,

is scope for monitoring systezs which are likely to make for more efficient
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production by helping to &void breaskdown tut will heve few job izplicatiens. In

effect they will provide zn entirely new facility to production staff,

16 In continuous process industries the major impsct of micro-electronics is &nd

will continue to be in the replacement of existing control systems with more
sophiscated ones, with negligible manpower implications. The possibilities for
growing sophistication will create major opportunities for manufescturers of control

systezs., Production will be better controlled with lower wastage.

Machine/men substitution effects

Mumericslly controlled machine tools

17 In theory such machines can have considerable lebour-saving implications since
they are both more productive than conventional machines, and also because it is
possible for one operator to supervise several of them. Very large productivity
gains are theoretically possible. In practice labour saving has not so far been a

result of use of these machines since:

a) - their penetration is so far slight;
b) there are significant skill shortages in the areas they impact; and
¢) their cost is such that many users prefer not to run the risks implicit

in under-manning them.

At static production levels they would be bound to reduce jobs in the next 5 - 10
years, but in an area where skills are in short supply. In operational terms they
may #lso have & marked de-skilling effect, but many meznufecturers will continue to

use skilled men on them in order to minimise the risk of expensive breakdovn.

Robotics

18 Robotic devices have, not surprisingly, excited great interest since their

man-replacing function is so conspicuous. In Britain penetration has been slow,
in west Europe &s a vhole one estimate suggests that there will not be more than
15,000 such devices in use by 1990. Part of the difficulty is the expense of
developing robots capable of performing manipulative operations, as opposed to
robots (such as welding or psint spraying devices) which oparate on statically he=
parts or assemblies., Tsaking the car industry &s an example, finsl trim is and will
remain the most labour intensive part of the production line. FRobots which are
cepable of such tasks as seat or carpet fitting, wiring etc are unlikely within a
five to ten year timescele. Where they are employed they will undoubtedly reduce
jobs, though a 1 for 1 per shift substitution is unlikely given the need for
monitoring work and having standby labour in the event of breakdown. Robot

production will generate jobs, though there is little sign so far of much of this
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work coming to EBritsin. Robets will also lend to a crestion of Jjobs on the serviciz
side, Overall the net impact of rchots upon employment will not be significant in

the next five to ten yenrs.

Convergence

19 is in the service sector some of the most job destroying developments that hev
bteen forescen in manufacturing industry would arise not from Hny‘sirgle application
of micro-electronic technology but from the convergence of a nunber of applications=.
Thus a coabination of corputer aided manufacturing technigues, robotic devices,

NC machine tools end large amounts of new transfer end machine loading devices could
in theory result in the entirely unmanned machine shop, or at least in unmanned cell
within the machine shop. Such systems are at present mainly theoretical but they a:
now within the range of the technically feesible, and mctive encouragement 1s now
being given to the development of such systems. Within the timescale of this report
it is not bolieved that such developments will have achieved sufficient penetration

in 2ritain to hzve msde =ny significant impact upon employment.

Iv Anzlysis of Z-ploymeat Effects - Service Sector

20 General >

There is very considerable scope for the capitalisation of offices &and other
important areas of employment in the service sector. In particular the feollowing

developzents will be significant over the next decade.

a) chesper computer systems of all kinds;

b) cheaper and simpler terminals with visual display units and prinﬁcrs;

¢) growing use of word processors, dsta retrieval systems and ‘'intelligent!

reprographic ecuipment;
ETHT Ulp i

d) wider use of telecomrunications facilities for electronic conveyance of

information.

It is slso possible that many of these systems are still largely at the theor
stage, end although it is eesy encugh to see the kinds of jobs that would be put

at risk by such systems (mainly lower grade clerical and sub-clerical jobs) it is
far from certain that such systems could be made to work as tidily ane econozically
as the theoretical blueprints tend to suggest. However even if job loss froa such
systems turps cut to be less than some have predicted there will certainly be job
change which will genefslly be in the direction of requirements both for more
technical staff and higher grade staff. These trends are already apparent in

organisations . that have mede the heaviest use of existing computer systems.
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21 Woerd processors Of sirictly micro-processor bssed office systems in

current use word processors have so far made the greatest impast, Measured over
the generzlity of typing tasks they appear to result in productivity gains in
excess of 100 per cent with much greater gzins for specialised work such es
standard paragraph documents. The theoretical productivity gain does not appear
to translate at all easily into actueal loss of typing Jjobs for a number of reasons

including:-

a) the fact that word processors are often used to overcome shortaze of
typisis;
b) their terdency to =uggzest new zreas of work (e.g. more standzrd letle

more preparatory drafts of the same document; aud

c) the low percentage of secretarial time occupied by typing.

Nonetheless their more widespread use cculd lead to some dimunition in job
opportunities for typists within the next five years, and will certzinly do so
within a ten year timescale, Reductions will probably be achieved by natural wests;
and it will therefore be new and re-entrznts to the labour market who will bear the

brunt of the problem. B

22 Banking The banks will continue to pick up & lot of new business over the
next decade, especially in the form of more small accounts. This will counteract
the labour reducing effects of new computer technology to the extent that overall
nusbers are likely to continue to increase at least for the next five years and are

unlikely to do more then stabilise in a ten year period. The major area in which

micrqrocessor-based systems are likely to impact directly upon staffing requirensan

is that of self-service systems. Developrents are possible but not certain in the
arcas of electronic funds transfer and electronic cheque clearing. Significaat

progress towards a czshless society will certainly not be made within ten years.

23 Telecozmunications The national telecommunications system is cruical to &

pace &nd pettern of change in many of the arcas discussed in the foregoing sections
At the heert of the tele-communications network is the switching system, 4t
present 80 per ceat of the British system uses Strowger eguipment invented some
90 years ago. From 1981 the fully electronic System X will be introduced, but by
7 mﬁ?WﬂﬂhM?’Mﬁ Lom XwiXI~te{Ttrodlsedy but dy-29S 0 it w-i
Aother semi-electronic systems will still only represent 57 per cent of the system.
The rate of chengeover to a fully electronic system puts Eritain some way behind
sajor competitors. Prégress in digitising the transmiesions systems will be Taster
From 1980-81 all new network systems will be digital. 3y the mid-1980s main netwsrs
growth requirements will incressingly be met by opticalfibre cables.

?




2h Some expansion ¥ill tske place in the 1930s in the renze of telcphone
equipzent that the Post Office will license for attachment to the public system.
The importance should not be overloocked of the contribution that a more sdventurous
approach in this area could make to generating new eaployment in the t=lecommunic-
ations services In particular, it is anticipsted that by the mid-1980s the Frestel
service will be availeble to 60 per cent of telephone subscribers, and that up to

3 million Prestel sets could be in use.

25 In the Post Office the main effect of moving towards an electronic switching
system end new transmission systems will be a considerable reduction in manpower
requirements for maintenance., However the aiditional installation recuirements &nd
continuing growth in the network are likely to keep engineering employaent
reasonably stable over the next ten years. Reasonsble stability is also expected it
the clerical area where savings from computcrisation are likely to be offset by
growth of the network, development of new services and more sggressive marketing

policy.

26 The Postal Service The mein pressure upon exployment in tha posial service
)2 P F

resulting from developments in electronics is the possible development of electroni
meil. A declining volume of business is in any case anticipated, but ‘within 10 je=
it is not thought likely that electronic mail will be a particularly significant
factor. One estimate puts the staffing effect at 2 per cent «f the outside by the
end of the 1980s, Autopmation of meil handling will largely be accomplished usirg

electro-mechanical systems.

v Employnent Issues

27 This section is essentially concerned with the essential prerecquisites to

successful adsptation and how they may best be achieved. For example, in its visi
to Japan the Study Group was concerned to discover how the Japanese manage to te in
the forefront in exploiting new technology without exciting fears about unemplojzes
- and indeed with how they have so far managed at least superficially to preserve
full employment. The essentisl elements, in view of the Study Group, are:-
a) the lifetime esployment gusrantee given by Japenese companies to their
employees;
b) the willingness of companies to diversify and expand output in order to
honour those guarantces;
¢) a company union structure in which craft demarcation is not a significa=t
feature; and®

a generally high standard of initizl education supplemented by company

training, making for a highly flexible and adaptable labour force.
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The Study Group has found striking parallels for most of these conditions in seversl
British companies, end has noted a high correlation batween the presence of these

features and a high rate of ianovation in the companies concerned.
L

Industrial relations =sspectis

28 The job-destroying potential of new technology has quite naturally been a
subject of considerable concern to trade unions. The mcent TUC report 'Zmployment
and Technology' put forward the suggestion that major innovations should be the

subject of technology agreements between mana_ exents and unions, which sould include

the followingi-

a) early and comprehensive consultation with full union access to
information;
b) joint union bodies on the employee side;
c) pnew technology should be seen as providing opportunities for inereascd
output andfor diversification;
d)  wherever posctible job security should be guaranteed as should individuzl
earnings and statusj
e) appropriate training for job adaptation chould be provided.
In general such matters must remain the subject for consultation between manageTnen e
end unions, &nd not all the ebove subSections will be appropriate to #ll individuzl
circuzstences. The TUC document itself pgzcepts that redundancy will be the
inevitable consecuence of innovation in some cases. MNonetheless there is
similarity between hie approach recomzended by the TUC and what is already
practice in (say) Japan and best practice in Britain.
cone mcross very few companies that expect new technology to lead to redundancies,
the scope for agreements appears tole considerable. On the other hand there is puck

evidence that & nuzber of firms will wish to be able to deploy skilled lebour with

ouch greater flexibility if they are to innovate successfully; end it will therefc:

be importent that unions recognise that this is an important quid proquo that they

will have to offer if menagements are to accept the various elements of the TUC

approach.

Work sharing

29 Pre TUC document lays stress on the desirability of using various means of
work shering in order to reduce the impact upon jobs of new technology. The view
of the Study Group is fhet long term technological unemployment is by no mesans an
jnevitable consequence of the widespread use of new technology. Our conclusion is

that most approaches to work sharing, if undertsken unilaterally would be more like

2




further to erode Britein's co-petitive position thza to ervate new full-time jobs.

Given the fazct that new technology is likely %o lead to.tha crezlion of a more
highly specislised work force this is likely a fortiori to apply to any attempt to
alleviate technological unezployment by such devices. On the other hand shere early
retirement is concerned the criterion of reversibility, which makes this an
unattractive course in the case of cyclical unemplojment, would weizh less heavily
if the unemployment arose from technological causes. imether a general or &
selective approsch would be most appropriale would depend upon the precise nature

and spread of technological unemployment.

Trainine for innovation

30 The Study Group found, contrary te soze views, that the absence of &any
electronics expertise on the staff of a company is not an insuperable obstacle to
it embarking upon micreo-electronic innovation. There zre a number of examp
cozpanies which have turned to consultancy services to eivise them on the mest
appropriate spplications end on how to set about making those applications. At an
early stuge the company will often send some of its (non-electronic) engineers on
short courses; snother early step may well be recruiizent of specialist electronic
engineering skills. If a company sished to innovate using in-house resources only,
the expertise it would reguire would be applicetions expertise which By definition
arises from experience rather then training, though a micro-electronics content in

alackrowice :
non-rlriAcnies courses undoubtedly mekes it easier lo acquire that experiesnce,

3l Beyond the stage of initial innovation there seems to be graater commonzli
of experience between companies of their new personnel reguirements, The followizz
is a list, with comzents, of the areays of need (and shortage) that have most often

been mentioned to the Study Group:

Electronics engineers: a universally perceived shortiege;

Flectronic test technicials: reguired for finel test of products incorporatic

microelectronic components; a widely perceived shortage;

Electronic maintenance
technicials: generally felt that this recuirement can be met by
retraining suitsble craftsmen electricians, but
structural/demarcation problems are likely to srise;
Software skills: needed in all arees of micro-electronic znd cozputers

epplication, Shortages exist &l 21l levels of software
_ ekill;
Hardwaré/software skills: Particularly relevant to higher level applicaticzs
and in very short supply;

Control theorists: felt to be & gap in course provision by institutions of
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education. Availzble courses ere msinly post-graduate. Control

theorists particularly sought by the cheaical process industry.

The role of training

32 The responsibility for training must rest primarily with firms, It should bs
borne in mind that all of the above categories of shortuge are a great deel less
precise than they look, and each will zean many differsnt things according to the

neture of the compuny &nd the application. In gen:zral the most innovative

companies recognise this end meet most of these training and retraining reguiremant

from in-house resources.

In considering the contribution that Sovernment can make Ltowerds solving
& 14

The

shortage problems discussed above, two general points must be emphesised,
is that a considerable task of definition of nzed has to be carried cut if new cou.
are to meet genuine n=eds. The second is that there are also widespread st

of guzlified menpower at graduate, tecknician and craft level in many more
traditional skills. Unless the structural problems leading to this situstion are

2

overcome it is unlikely that we cen solve in relation to 2 new technology problems

that we have failed to solve in relation to older technologies.

Retraining

3h Forezoing sections of this report make it clear that in the view of the Stuly

Group any reduction in manpower as a result of micro-electronic techonology will

overvhelmingly be schieved by natursl wastage; and this applies ecually in
menufzeturing industry and in the service sector. The Jobs that will he'wisted'
will be relatively low in skill content, and this will mean that the brunt (if any)

will larzely be borne by school leavers or would be re-entrants to the labour zere

In this sense the solution to the problem is more in the field of initial educaticn

then in that of retraining. The TUC report on employment and technelogy

9 -

scknowledzed that a massive expansion of public training provision would achieve
than superficially it might appesr. Notwithstanding these considerations asIong
case can be made, for trying through existing Government training schemes to edopt

pore ezbitious zims in the training of the relatively unskilled.

Conclurion and Government Folicy

25 Micro-electronic technology has given rise to widespread predictions of
imminent revolutionary change. A persistent theme emerging from the many study
visits carried out in connection with this project has been that change will be
evolutionary - but that the process has so far been a dangerously slow one in

Britain. Those who have taken the 'revolutionary' view have often urged that
inmediate changes in Government policy are needed if disaster is to beavoided..




nise that seems to the Study CGroup to

Such arguments are not only bzsed upon a pre
they &lso tend to ignore the existing infrastructure of policy in

be a false one,
the field of employment and training which is capable of being
act to see little cuantitative

aiapted to meet

evolving circumstences. Within five years we exp
though the detailed monitoring of areas

impact upon employment from new technology,
By the end of the 1930s

jdentified in this report as "at risk" will be important.

jt is probable that there will be &n jdentifiable reduction, especizlly in the

ctor, in job opportunities for the relatively unskilled. Micro-eleclronic

service se
alresdy have, and for which

technology, in short, will accentuale a problem that we

we are already paying a price: too high a proportion of our lsbour force is unskille

This points strongly to sducation ns the priority area, with continuing emphesis on
¥y j1 ¥ =] ! 5

the problem of low echievement.
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Microelectronics: The Problem of Skill Supply

1 Microelectronics creates2 main problems for skill supply. First it makes demands
for general skills, mainly in engineering and computing, which are already in obvious
ghortage. Secondly it will call for updating the technical knowledge of those

trained in electronics, and for giving some knowledge of electronics and computing

to workers trained in other subjects and involved in products and processes which

have not previously been electronics based, but now will be.

2 A further problem related to skill supply as well as other aspects is that of
ensuring that industry is aware of the potential of microelectronic technology and

its implications for manpower.

Awareness

3 The task of encouraging awareness has been primarily for the Department of
Industry, which has reached about 100,000 company directors, engineers, trade unicnists
and others through the nawareness" section of its Microprocessor Applications

Project. DI has also helped create nearly 3,000 extra places in 1978/79 on short
courses on microelectronics related subjects for engineers in industry - the number

will rise to over 28,000 in 1980,/81.

Training and the Manpower Services Commission

b The MSC has mounted a complementary programme of action to help spread
awareness and ensure that analysis of training need, training provision and content,
and throughput of trainecs is adequate. It has asked all Industrial Training Boards
and appropriate organisations in the non-ITB sector to take full account of
microelectronics in their training strategies and plans and to encourage action

as required in their industries to meet future needs.

5 Most major ITBs have mounted or plan to mount "gwareness" seminars and
packages and although these are more focussed on training aspects, ITBs have
been encouraged where appropriate to promote discussion of technology linked
with consideration of training. Most ITBs are at the stage of analysing the
training needs of their industries, but some are already designing training or
encouraging throughputon courses specifically geared to improving competence in

microelectronics.




6 MSC's Direct Training Services are offering and providing training for employers

in the advanced electronics field, and M5C is incorporating microelectronics whare

appropriate into the Training Opportunities Scheme {TOPS). All MSC Skillcentre

instructors involved in electrical/electronic courses are receiving training in
digital and microelectronics techniques and course content is being regularly updated.
TOPS is currently supporting 17 Technician-level courses in electronics/microelectronics

at Colleges and plans to support at least 27 by the end of 1980.

7 MSC is also working with the Inter-ITB Group on Administrative, Commercial,
and Clerical Training to produce a discussion document on training implications
of new office technology, and has helped develop TEC units in microelectronics
and is considering with DES and BEC the provision of microprocessor and computer

content in BEC courses at school and post-experience level.

8 Under the Training for Skills Programme and TOPS the Ms5C is giving high priority
to increasing the supply of the general engineering skills relevant to the exploitation
of micro-electronics. Under Training for Skills substantial MSC support is being

given in 1979-80 to engineering training both in the engineering industry and

elesewhere.

Computer Skills

9 In response to growing concern about the initial and increasing shortage of
computer personnel, TSD set up a working party on computer occupations in the
Automn of 1978 whose recommendations were subsequently approved by the MSC and are

now being implemented.

10 A 3-year computer occupations programme started in September 1979 under the
MS5C's Training for Skills initiative, for grant support for three new computer
training courses and increased utilisation of existing facilities. The existing
National Computing Centre's 'Threshold Scheme' for unemployed young people is to
continue with a revised syllabus and provisien for increased annual throughput.

A new initial programmer course using a similar syllabus is alsc being introduced
for new entrants sponsored by an employer. Together these courses ghould boost
.throughput in basic computer programming training to around 1500 places in each of
the next 3 years through Industrial Training Boards and other national training

organisations.




1 An entirely new pilot course lasting 24 weeks for real time programmers is
also being introduced for graduates and experienced computer staff and up to 250
grants will be available to industry through Industrial Training Boards in each of
the 3 years. A further 500 grants each year will also be available to employers

sponsoring employees for system analysis training through a new 10 week integrated

course designed to enable people with some business experience to enter computing.

12 In addition provision will be made for TOPS courses in programming and systems

analysis to be increased to around 2500-3000 each Year over the 3 year period.

13 Grants for the New Entrant Programmer and Systems Analysts courses may still
be available for the current academic year through the appropriate ITBs and other

national training organisations.

1 The main purpose of the new programme is to pump prime further effort by
industry itself which must retain the main responsibility for meeting its skill needs.

Further MSC Action

15 For the future the MSC has decided that a range of training relevant to
microelectronics be given high priority in MSC expenditure on TSPA. In addition
M5C is considering what further research and monitoring activity on microelectronics

training needs it should mount following the report of DE's Manpower Study Group.
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EMPLOYMENT TRENDS

Note by the Secretary of State for Employment

1. HNew technology cannot be considered independently of past and present
employment trends. There is a tendancy to view new technology as a foreign
intrusion upon a generally static structure of industry and employment. The
truth is that there has been a great deal of evolution in the last twenty

years, much of it itself due to technolegical change.

2. The main features of employment trends in the last twenty years are set

out in the attached note by officials. HKey points to emerge arei-

_ Growth in total employment.

A slow decline in industrial employment, which nevertheless
still accounts for 0% of total employment - more than in most

other countries.

An increase in employment in service industries, in the number of
married women and of part-time workers in the labour force. These

three phenomena are connected.

Nevertheless, many gains and losses have occurred against the trend

within these broad sectors.

A decline in unskilled manual employment.

Emigration of manufacturing employment from inner city areas.

3, The Appendix also discusses future labour supply, sources of new employment

and the role of small firms in the job generation process. The growth in

labour supply, the increase in non-manual employment and the decline in

unskilled manual occupations are expected to continue. A large proportion of

new jobs since 1966 have been generated by public services (mainly health, educaticn,
national and local government); however, since 1976 more jobs have been generated

in the private than public sector. The number of small firms and their share

in economic activity was declining in the UK until the early 70's. Recent




' American research suggests that small and new firms have an important part to
play in the job generation process. The Appendix concludes that the
implications for employment and industrial policy are unclear. My own view is
that the evidence out on the whole favours concentrating efforts on stimulating
job creation on small firms, which should in any case be encouraged because

they are such a source of innovation and initiative.

k. The evidence in the Appendix suggests that the labour market has shown
considerable flexibility in the last 20 years in response to changes in

industrial structure on the one hand, and size and composition of the labour

force on the other. However, the evidence suggests some slowing in the pace

of industrial change especially in the pericd since 1973; and a decline in
inter-regioml movement of employment. While this may owe something to industrial
policies sheltering certain industries and companies from the need to change

it may well be also connected with the slower rate of economic growth in the

last 5 years, and suggests that the adaptability of the labcour market may be
relatn& to the level of economic activity. The process of adaptation to industrial
change has been, and will be, painful sometimes to some pecple, but the
alternative of postponing change is likely to result in far greater job loss.
And, elearly, if the British economy declines seriously, there is little hope

of avoiding higher long-term unemployment.

5. In the shorter term some rise in unemployment seems almost inevitable
a5 a result of the current slowing of world trade and other factors. It
does not follow that high unemployment will be extended into the longer term
through technological change. In the past technological change has brought

compensating employment gains in manufacture of new consumer goods and capital
equipment. The DE Manpower Study Group's report indicates that the introducticn

of micro-processor technology could have the same effect. This is not to deny
the vital importance of improving the performance, productivity and
competitiveness of our manufacturing industry; this is indeed a pre-condition for
full employment. These issues have been discussed by Council at previous meetings

and are dealt with more fully in NEDC(79) and NEDC(80) .




EMPLOYMENT TRENDS

Note by Department of Employment

INTRODUCTION

1. This paper outlines the main trends in employment and labour supply over

the last twenty years (Note 1), analyses some aspects of the sources of new jobs,
and identifies some issues for future attention.

PAST TRENDS

Labour Supply

2. Between 1961 and 1978 the labour force (Note 2) is estimated to have grown
by just over 11% or by 2.7 million men and women. The growth is more than fully
accounted for by an increase of 3 million (80%) married women that more than

offeets decreases of nearly 100,000 men and 300,000 non-married women.

- The increased number of married women in the labour force reflects increases
in their activity rates. The proportion of married women at work rose from 29.4&%
in 1961 to 48.9% in 1976 and to an estimated 50.7% in 1978. Among men and
non-married women activity rates fell slightly (mainly because a growing
proportion of young people go on to full-time further and higher education) and
of fsetting demographic changes were not sufficient to prevent a fall in their

nunbers.

Employees in Employment

i, The number of employees in employment was 5.9% higher in 1978 than in 1959,
the number of self-employed and employers also rose. However, these increases
were less than the growth in the labour force and the number of registered

unemployed rose.

5. The rise in overall numbers of employeces in employment masks considerable
variation between sectors. MNon-manufacturing employment rose by just under
2 million between June 1959 and June 1978, while manufacturing employment fell
by 0.7 million from 7.9 million in 1959 to 7.2 million in 1978. The biggest

increase in employment came in professional and scientific services (primarily




‘ health and education). The slow decline in industrial employment is a
trend shared with all the major OECD countries except Japan. However in 1977
industrial employment in the UK still accounted for a larger proportion of total
employment than any of the other OECD countries with the exception of
West Germany (see Annex A).

6. The growth in the service sector is paralleled by a rapid growth in the
number of women in the labour force; nearly three-quarters of female employees
work in this sector. It is also reflected in the increase of part-time work,
which accounts for some four-fifths of the increase in the female labour force
between 1961 and 1976. The growth of part-time work in the service sector has

absorbed most of the increased economic activity among married women.

7. Between 1961 and 1978 the share of non-manual jobs in total employment rose
from about 38 per cent to 46 per cent. This general trend predates 1961 and is
expected to persist; on reasconable assumptions, manual and non-manual jobs might
each be expected to account for about half of total employment by the mid-1980s.

In the non-manual category there was persistent growth in managerial, professional,
technical and clerical employment, and also in personal service occupations. In
the manual category craftsmen with engineering and other transferable skills
maintained their share of total (manual and non-manual) employment, but there

were reductions among craftsmen with skills specific to declining industries.

These broad trends are expected to continue in line with requirements of industrial

and technical change; some illustrations are given in Annex B.

8. There were 1.67 million employers and self-employed in 1961,

rising to a peak of 1.88 million in 1973 and declining to 1.83 million in 1975, the
last year for which an estimate is currently available. Most of the change was
accounted for by the construction industry. There is little or no evidence either
to support or to refute the popular impression of a sharp growth in the numbers of
self-employed since the mid-1970s.

9. Boundary changes make regional comparisons difficult but comparable figures
exist for the period 1966-1975; during that time the regions of the UK where employmen
increased were East Anglia (11%), East Midlands (1.7%%) and Northern Ireland (5.7=).
The regions with the greatest decline were West Midlands and North West (7%). In

manufacturing industry there were employment gains only in East Anglia (13%), and
the biggest losses were in South East (23.5%) and North West (20%). Female
employment increased substantially in all regions, but in manufacturing industry

it declined in most regions. Annex C discusses regional and sub-regional trends

in employment change.




The labour force: projections

10. According to the most recent projections the total labour force is expecied
to increase by 2.3 million between 1976 and 1991. About 35% of the increase

is expected to be male, almost half married females. The activity rate of males
is projected to remain fairly constant, the increase in the male labour force
being entirely due to demographic changes. There is considerable uncertainty
about the future numbers of married women in the labour force {many of whom

in any case will only be available for mrt-time employment). The projections
assume a further rise in activity rates and a further increase in the number of

married women of working age.

11. These projections, like all others, are based on the assumption that current
trends continue to evolve in the future as they have in the past. They must,
therefore, be used with caution. This is particularly true of the projections
for married women for their activity rates may be sensitive to the demand for

their labour.
SOURCES OF NEW EMPLOYMENT
Sactors

12. The changing contributions to employment growth of manufacturing industry,
pablic services, private services and other industries (primary, construction
and utiliites) are shown in the table below. In each successive sub-period
manufacturing has accounted for a smaller proportion of employment gains and

a larger proportion of employment losses. In the two later sub-periods, public
services have accounted for the largest share of total employment gains,
accounting for over half total gains in the period 1966 to 1973. The non-traded
public services accounted for nine-tenths of these gains. Compared with private
services, the public services also accounted for a far smaller proportion of

total employment losses in the two later sub-periods.

Proportion of Total Employment Gains and Losses Generated by
Sector (%) (see Note 3)

1959-66 1966=73 1973-78""

gains losses gains losses gains losses

Primary Sector 0.1 1.8 0.1 15.6 0.3 7.0
Manufacturing 1.7 37.9 12.3 L2.9 6.9 59.5
Construction 8.9 0 (4] 12.0 0 12.6




1959-66 1966-73 152325H

gains losses gains losses gaine losses

Utilities 2.0 0.8 (4] 4.0 2.0 1.7
Private Services 20.7 2.2 0.2 19.7 45.0 13.3

Public Services' 26.6 12.4 50.4 5.9 45.9 6.0
of which =

non-traded 7
public services (23.9) (0) (46.3) (o) (45.2) {0.4)

TOTAL 100 100 100 100 100 100
(2,850,000)(1,063,000)(1,614,000)(2,217,000)(970,000) (948,000)

*Public Services encompass railways, road passenger transport, air transport,
postal services and telecommunications, education, health, national government,
local government and research and development. The Non-Traded public services
encompass education, health, national government, local government and research

and development.

**The 1978 figures are provisional. Provisional figures for the period June 1976-
June 1979 suggest that at least three-quarters of the 300,000 increase in
employment occurred in the private sector. It is too early to say whether this

represents a change in previous trends.

13. The Department of Employment has recently carried out an analysis which

suggests that some 30% of non-manfuacturing output is primarily dependent on the

level of demand for manufactured goods.

14, While the industrial structure of employment has clearly changed since

1959, it is difficult to evaluate by how much it has changed. A simple measure

of the pace of change (described in Annex D) suggests that the pattern of employment
changed more rapidly before 1966 than it did afterwards. Much of the difference

is accounted for by some particularly wide variations in the growth or decline

of employment among half a dozen of the biggest manufacturing industry groups

in the period 1959-66.

Regicnal and local job generation

15. From somewhat disparate data it can be tentatively deduced that variations

exist in the rate of job generation in different regions. For instance, the




. East Midlands appears to have been more successful than Scotland in internally
generating additional jobs, and the West Midlands, perhaps surprisingly, appears

to be generating few jobs in new establishments.

16. Relative changes in employment between regions are caused to a large extent
by migration of firms and establishment of branch plants. Regiocnal policy,
actively pursued by successive Governments over the last 20 years, has encouraged
this process; as may be expected, the assisted areas have in general gained most
from the establishment of branch plants from outside the region. The evidence

suggest s, however, that inter-regional movement has declined in employment significance,

17. London and the other conurbations have experienced substantial losses of
manufacturing jobs; much of this is accounted for by ocutward migratiom, for

instance from London to East Anglia.

Small Firms

18. The number of small firms and their share in economic activity has been
declining in most advanced countries, but until the early 70s further and faster

in the UK than elsewhere (Note &4 ).

19. A recent major study by David Birch of MIT on "The Job Generation Process"
has attracted a good deal of attention (see Annex E). Amongits findingswas that small

and young firms provided a large proportion of new jobs generatedin theUnited States
between 1969 and 1976. MNo comparable work has been done in Britain, but such

studies as have been done point to a similar conelusion. A survey of establishments
in manufacturing and some non-manufacturing industries indicates that between

June 1975 and June 1978 in small establishments (employing under 25 employees)
employment rose by 280,000, but in establishments employing 100 or more employees
employment fell by 320,000.

20. The implications of this, and indeed the results of the Birch study, are
unclear. Birch found that the qualities associated with job generation included
dynamism, mobility and volatility; these were particularly associated with small
firms. What is true of American may not be true of Britain; deep-seated cultural
factors are involved. MNevertheless, the evidence on the whole favours encouraging

more jobs in small firms.




i ANNEX A - Change in Distribution of Employment between
‘ Agriculture Industry and Services 1961-1977

1961 1966
CANADA

Agriculture
Industry
Services

Agriculture
Industry
Services

JAPAN
Agriculture

Industry
Services

BELGIUM
Agriculture

Industry
Services

FRANCE

Agricul ture
Industry
Services

GERMANY

Agriculture
Industry
Services

ITALY

Agriculture
Industry
Services

NETHERLANDS
Apriculture

Industry
Services

Agriculture
Industry
Services .

Source - OECD Labour Force Statistice
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‘GUP;.TIG::aL EMPLOYMENT TRENDS
1. Changes in proportions of the labour force employed in various occupations
reflect both changes in occupational balance within each industry and changes in
the industrial balance of the national economy. These developments have been
analysed and used to aid projections of future occupational change as part of a
programme of research commissioned from Warwick University by the Manpower Services

Commission.

2. The snalysis shown below is in terms of Warwick's occupational categories
{related to, but not identical with, KOS major groups) and drawn from their forth-
coming publication "Economic Change and Employment Policy'". Most of the growth in
managerial, technical and clerical employment between 1961 and 1978 arose from
increasing proportions within each industry - as also was true of non-manual employ-
ment as a whole - whereas the growth in professional employmentowed more to expansion
of the corresponding services, perticularly health and education, within the national
economy. -Among manual occupations, the decline in operative employment was largely
a result of falling labour requirements in manufacturing industries, though even
within manufacturing there was a relative shift away from operatives towards more

highly trained personnel associated with technological change.

3. The projections to 1985 are derived from economic forecasts, through input-output
relationships giving expected industrial output,and productivity assumptions giving
corresponding industrial employment projections. Occupatiocnal employment within each
industry is then estimated from inter-Censal trends, as modified by partial data

available up to 1978, which are projected forward to 1985.

4. Estimates obtained in this way for absolute numbers employed in each occupational
category in 1985 are clearly sensitive to the margin of forecasting error in pre-

dictions of national income and output, productivity, employment, and other components

he >
of}%ﬂin forecast, and thus liable to variation in the light of changes in Government

policy, international trade, aﬁd other factors liable to alter the main forecast.
Projections of relative occupational shares are less dependent on changes in total
employment, and hence aprear less sensitive to these forecasting uncertainties, though
they may be affected to a limited extent by changing reguirements in industries such
as engineering and construction that fluctuate with variations in economic growth

rates and investment ratios in the national income.

5. The table overleaf indicates a broad continuation of the trends noted at

paragraph 7 of the main paper and paragraph 2 above.

o e = e s =




OCCUPATIONAL SHARES OF TOTAL EMPLOYMENT

Percentages
Humbers
Occupational Category 1978
1978 1985 Thousands
Estimated | Projected

Managers & administrators 8.7 9.6 2,146
Education professions 3.8 k.0 933
Health professions : 3.8 .6 k2
Other professions 2.2 2.5 576
Literary, artistic & sports 1.7 2.2 hz2
Engineers & scientists 2.h 2.5 577
Technicians & draughtsmen 2.h 2.7 591
Clerical occupations 15.9 3,919
Sales occupations ; Ses 5.k 1,360
Supervisors & foremen (a) 0.h 0.4 106
Engineering craftsmen 9.1 2,250
Other transferable craftsmen 3.4 3.1 828
Non-transferable craftsmen B33
Skilled operatives . 669
Other operatives L.553
Security occupations 1 297
Personal service occupations 2,770

Other occupations 921

Non-manual = ; 11,435
Manual 13,228

Whole economy (b) 2l 663

7 {a) In engineering and transport only
(b) Excluding H M Forces
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JOB GEMERATION : REGIONAL AND SUB-REGICNAL EVIDENCE

1. Over recent years there has been a marked variation in the rate of

change of employment in the UK regioms. Table 1 shows employment change for

each region for 1966=75. Total employment fell in most regions, but increased

in Bast Anglia (10-?}@% East Midlands (1.3%) and Northern Ireland (5.7%), and
fell most in the North-West (7.0%) and West Midlands (6.8%). There were similarly
marked variations in employment change in manufacturing industry, with the

South East (-23.5%), the North West (-20.1%), Yorkshire and Humberside (-17.3%)
and the West Midlands (=17.2%) suffering the greatest decline; East Anglia (+12.6%),
Wales (no change), the South West (-0.5%) and the North (-1.5%) had the most
favourable experience. In manufacturing the decline in female employment in
general exceeded the decline in male employment; in all regions, however, total
female employment rose and in all regional female employment increase was greater

than the change in male employment, which declined in most regions.
INTER-REGICNAL EVIDENCE ON JOB GENERATION

2. Regional variation of manufacturing employment change can be looked at in
more detail by examining data collected in the Department of Industry's Record of
Openings and Closures (ROC). The ROC secks to identify openings of new
manufacturing units in the UK and to classify these openings as transfers from

elsewhere.

3. The regions with the highest proportion of manufacturing employment in new
openings over the period 1966-75 are Wales (17.5%), East Anglia (15.8%), North (13.6%)
Northern Ireland (13.3%) and Scotland (12.5%). With the exception of East Anglia,
these are regions who have been the major recipients of government regional policy
expenditure. East Anglia has benefitted from its proximity to the South East

and movement out of London.

4. A similar ranking of regions exists when only new openings with origins

outside the region are analysed. Again with the exception of East Anglia, and

for the same reason, it is the assisted areas of the country who have gained most
from inter-regional movement. Wales, the North and Northern Ireland have fared
particularly favourably. The West Midlands stands out as gaining very little of its
1975 employment from inward movement (0.1%).




B The evidence on movement suggests that both the number of moves and the
associated employment have declined in the 1970s compared to the late 1960s.
Employment in inter-regional moves in the period 1966-70 exceeded 100,000, while
in the period 1971-5 only some 60.000 jobs were associated with inter-regional

movement.

6. Variations in closure rates are also important components of regional
employment change. Yorkshire and Humberside (26.5%). the South East (26.3%) and
Scotland (26.1%) have lost most employment from closures; this obviously helps
explain why overall manufacturing employment in Scotland fell significantly despite
a relatively favourable employment effect of establishment openings. Wales (7.7%)
and East Anglia (10.3%) have lost least employment from closures.

7. In interpreting this data it is important not to confuse new openings in a
region with net employment change. It would be particularly inappropriate to
assume than an additional opening in one region necessarily represents an increase
in total UK or regional employment. A new opening in one locality may merely
displace employment opportunities at another locality, possibly within the same
region. This displacement may take the obvious form of closure elsewhere or the

less obvious form of a reduction in employment at a number of competing establishments.
SUB-REGIONAL EVIDENCE

8. One of the major features of manufacturing employment in the 1960s was the
extent of the decline in manufacturing employment in urban areas. This has
continued in the 1970s with the major conurbations showing in general the greatest

decline in manufacturing employment.

TABLE 2.2 % CHANGE IN MANUFACTURING EMPLOYMENT, 1971-6
Conurbations - 13. 4%
More urbanises counties - 6.7%
Less urbanised counties - 3.1%
Rural counties + 1.6%

Source: D Keeble "Manufacturing Dispersion and Government
Policy in a Declining Industrial System'.

9. Table 2 shows a consistent gradation between rate of decline of manufacturing
employment and degree of arbanisntion. A number of establishment data bases at a
variety of academic institutions throw some light on this process of conurbation

(and inner city) decline. In general the relative decline in manufacturing employment

2




in conurbations appears to owe more to higher contraction and closure rates than
to outward migration. Estimates suggest, eg that over the period 1966=74
Greater London lost 280,000 jobs through closure and 105,000 through outward
movement (36,000 of these to assisted areas). Evidence from other conurbations

suggests that decline in numbers employe<! in establishments which continue in

existence has also been significant.

10. Whereas most conurbations are similar in having suffered a relatively high
rate of overall decline in manufacturing employment, there is evidence that the
processes at work vary between conurbations. Thus, eg evidence suggests that
birth rates of new independent manufacturing companies are higher in Central
Clydeside than in the West Midlands conurbation; this is, of course, consistent
with the Scottish and West Midlands regional data discussed above.

11. Recent academic work on geographical variations in the formation rate of new
manufacturing firms has suggested that rates of new firm formation will be
relatively high in areas with a relatively large proportion of its workforce
employed in emall plants. Such a hypothesis seems to "gxplain" sub-regional
variations in new firm formation in the East Midlands and is consistent with
studies undertaken in the Northern region. This is consistent with US evidence
that small plants or enterprises are more likely backgrounds for new entrepreneurs

than large plants.




TAELE 1: RuGIOGAL LMPLOYMINT STATISTICS, 1966 AKD 1975

A1l Industry k Services. Hanufocturing Industry

1975 Charge as a ¥ of 1975 Chanpe an a & of
{C00a) 1975 Ezployzent 5 { *oods) 1975 Eaploysent

Eale &, 291 - 9.2 ; 1,42 -21.5
Female 3, LB v 6.3 57 —23.2
Total 7u319 - 2.8 1,913 =23.5

Eant= Hale LOG + 1.7 5] + 15K
knglin Feoali +21.9 59 + B.5
Tatal +10.7 +12.6

Fale = 5.0 - 0.6
Female 16,6 + 0.9
Total . - 5.8 ]

¥ Hidlends Fale p =140
Female =253
Total =17.2

E Kidlands Hale - k.9
Female : - 8.9
Total o et - 6.k

Yorkehire & Male =151
Busberaide Fesale =255

Total , =17.%

Fale ...1.},&
Female T
Totsl =20.1

Kale 2.7
Fezale
Totlal

Fule
Fraale
Total

Scotland Hale
Yezale

Total

Kortbern
JreThnd

Scurcet! Depar”~ent of Eaployseat Gapette, August 1976.

.
Note: Figurea are rounded to nearest thoussnd and Bay not sus to total.




.NHEC D THE PACE OF CHANGE IN THE STRUCTURE OF EMPLOYMENT

Al

It is clear that the industrial structure of employment has changed substantially
gince 1959; but it is difficult to design a straightforward measure that will
measure either the pace of change or its extent. A number of more or less
sophisticated measures are available and, for this exercise, a relatively simple
indicator has been chosen. The measure consists of the sum of the divergences
{irrespective of whether they are positive or negative) between the actual
change in employment in an industry and the change that would have occurred if
that industry had enjoyed a share of the increase or decrease in total employ-
ment equal to its share of total employment at the beginning of the pericd under
examination. In other words the indicator measures the difference between what
would have happened if each industry's share of employment had remained constant

and what actually happened to each industry's share of total employment.

This measure does not give an unambiguous measure of the rate of change because
the amount of change cbserved in any period depends upon the level of
aggregation. Thus the sum of divergences by MLH will generally be greater than
the sum of divergences by SIC because there are more MLHs than 5ICs. However,
provided the level of aggregation is the same throughout the peried, the measure
will show whether or not the rate of change in the pattern of employment is

speeding up, slowing down or remaining constant.

The first two lines of table A1 show that between 1959 and 1975 the divergence
between the actual pattern of employment in 1978 and the pattern that would

have obtained had all industries grown or declined at the same rate since 1959
was equivalent to an annual average movement between industries of 409 thousand

jobs; equivalent to almost 2% of employment in 1959.




.able A1: Rate of change in pattern of employment by SIC and by sector 1959-1978

1) Sum of gains and losses by industry (pa)

2) % of employment at beginning of period
of which

3) Sum of gains and losses by sector (pa)
4) % of employment at beginning of period

5) sector gains and losses as % of gains and
losses by industry

1959-66

1966-73

1973-78

1959-78

506,000

2.4%
213,000
1.0%

h2,1%

380, 000

1.7%
326,000
1.4%

85.8%

312,000

1.4%
275,000
1.2%

88.1%

409, 000

1.9%
271,000
1.3%

66 35

It is clear from the first two lines of the table that the rate of change was

higher in the years between 1959 and 1966 than it was in either of the two

subseéquent sub-periods, and it is of some interest to determine whether this

slowing down is a result of a reduced reallocation of jobs within or between

sgectors.

The last three lines of table A1 suggest that the reallocation of labour

between sectors was slightly faster in the two later sub-periods than it had been

in the first.

It follows, therefore, that the reasons for a slower pace of

change after 1966 must be sought in a slower reallocation of jobs within the

sectors.

Change between secctors.

The Service sector - which was growing throughout this

period - accounts for between 40% and 50% of the inter-sectoral divergences

between actual and 'trend' employment change.

the Primary sector - which was shrinking throughout the period - steadily

But the share accounted for by

diminished; while that of Manufacturing - which grew in the first sub-period

but shrank thereafter - increased.

Taken overall the rate of reallocation

between these three sectors has been accelerating slightly from around 1.0% of
total employment in 1959 between 1959 and 1966; to 1.4% of employment in 1966
between 1966 and 1973; and 1.2% of employment in 1973 between 1973 and 1978,

Chanpes within sectors

Within each of the sectors the contributions of individual sector 5ICe to the

changing pattern of employment vary widely from peried to period with little in

the way of a consistant pattern.

Much of difference between the first and




subsequent periods observed in the first two lines of table A1 reflects a
slower pace of change within manufacturing after 1966, In turn this seems to
be attributable to an exceptionally large number of big divergences between the
growth of employment in manufacturing as a whole between 1959 and 1966 and the
experience of some manufacturing 5ICs. While many of these big industries

reappear as major contributors to change in the periods after 1966 they do so

. : Ar "
at different times and changesi?mplnyment are therefore more uniform across the

manufacturing SICs.




EMPLOYMENT IN SMALL FIRMS : AMERICAN STUDY

1. A recently published rﬁscarch repart by David Birch of the Massachusetts
says that E
Institute of Technology/'small firms (those with 20 or fewer employees) generated

66% of all new jobs generated in the United States between 1969 and 1976". Firms
with 21 to 50 employees generated 11%, those with 51 to 100 employees 4%, those
with 101 to 500 employees 5% and those with over 500 employees 13%. "foung firms
(those less than five years old) play a crucial role, generating about 90% of

all replacement jobs". The report, "The Job Generation Process", was not primarily
about small firms. It found, however, that dynamisn, mobility and an
entrepreneurial spirit were qualities associated with job generation and often

present in small firms.

2. BSome limited information un a similar basis is available for Great Britain.

A survey of establishments in manufacturing and some non-manufacturing industries
shows that, between June 1975 and June 1978, employment in small establishments
(those with 25 or less employees) in these industries rose by 280,000 whilst

those in larger establishments (with 100 or more employees) fell by 320,000.

Another study, which traced employment in manufacturing establishments in

Cleveland from 1955 to 1976, showed overall net employment losses for establishments
of all sizes except for established firms of less than 50 employees, who experienced

a net gain.

3. The implications for policy purposes of these figures are far from clear.
Birch's analysis showed that there is no guarantee that a firms which has grown
will remain at its new size; for example, “a big gain in the past tends also to
lead to a higher than average expectation of a big loss. Volatility cuts both
ways; what has gone up has a higher than average tendency to go down in the next

period".

L. Both Birch's work and the figures for Great Britain are consistent with the
phenomenon typical of many statistical distributions which are relatively stable
over time, but are characterised by a continuous process of those at the bottom
moving up, those at the top moving down and those in the middle moving out in
both directions. Changes in employment size of firm may be an example of this
phenomenon. If so, there are very substantial problems in identifying those firms

which will expand and maintain their new size.

e 1 Possible conclusions to be drawn are:=-

(i) by any interpretation, small firms play an important part in the job
generation process;




* (ii) young and small firms do, however, have a high rate of failure or

contraction; therefore the cost-effectiveness of small firms policy

needs to be considered.
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Caxton House Tothill Street London SWIH 9NA
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Great George Street
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JANUARY NEDC

I am expected to table papers on Employment Trends on Microprocessors
and Employment Policy for this meeting which the Prime Minister is to
chair. I attach drafts of each of them. I will need to revise them
in the light of today's Council discussion but as they must be with
NEDO well before the holiday I would welcome any observations you may
have on the drafts by 12 December. We are seeking informal reactions
from TUC and CBI officials.

iy officials are arranging for Council members to receive copies of
the published version of the report of our study group on "The Manpower
lmplications of Micro-electronic Technology" before the January meeting.

You may also like to know that I have asked Grey Gowrie to involve
himself in the area of new technology - in particular te identify those
areas of potential application of micro-electronics where there could

be major employment consequences or where employment factors are holding
back important developments. He will be writing tc his opposite numbers
about this shortly indicating how he might proceed and how NEDC Sector
Working Parties might be involved and I see this as a useful complement
and follow up to the NEDC discussion in January. If you or the others
have any other thoughts on how we might follow up ithe discussion I

would welcome them along with comments on the drafts.

I am copying this to the Prime Minister, Keith Joseph, John Nott and
David Howell.




DRAFT

MICROPROCESSOR TECHNOLOGY AND EMPLOYMENT POLICY

Note by the Secretary of State for Employment

INTRODUCTION

1. When the enormous potential of micro-electronic technology became widely
known, some two years ago, there was widespread speculation about its effect on
the established pattern of employment. Two important documents have appeared
recently on the employment effects of new technology, and both, with their
level-headed analyses, do much to inform the debate and question the

underlying assumptions supporting future projections of high unemployment.

One is the TUC's report "Employment and Technology". The other is the report
on extensive field work in the last eighteen months by a Manpower Study Group in
the Department of Employment, "The manpower implications of micro-electronic
technology", carried out on behalf of my Department and the Manpower Services

Commission.

5. The TUC report which the Council have already discussed once is on the
agenda today. The Study Group visited the United States and Japan and nearly

one hundred companies, trade unions and other organisations in the UK. &

gummary of its report is attached (Annex A). Its key themes are:-

- there are two major fallacies in the assumptions on which predictions
of large scale technological unemployment are based - they assume
a static economy; and they assume anything that is technically
feagible will rapidly become industrial reality. On the latter
point they tend to ignore the fact that, although electronic components
are relatively cheap, the cost of associated hardware and software
are still considerable and that this will lead to gradual rather than
sudden application of the technology;

in manufacturing industry overall growth in demand for products will

be a more significant determinant of employment levels than
technological innovation; product changes as a result of new technology
will have both positive and negative employment effects;

in the service sector the theoretical possibilities for automation
are not likely to be achieved in practice for some time, but there may be

a loss of job opportunities in the less gkilled areas;




- while the introduction of new technology requires skills and qualifications
in short supply, it is probably an illusion to suppose that massive
public training programmes can be a significant influence in making

British industry more innovative:

= as firms change to new products and processes their workforce will need

to learn new skills and new work methods.

3. I agree broadly with the findings of the report. In particular my view is
that technological change will not of itself bring widespread net job losses.

I do not expect that the report will find favour with everyone. HNo-one can be
sure of the pace of introduction of new products and processes, or of the extent
of the effects on employment. Put on one point there is widespread agreement; we
much be quick to take advantage of technological change. If we do not, our
international competitors will produce better, more modern goods more cheaply
than we do, with the result that British industry will find no buyers for its
products. The employment consequences of this would be far worse than those
resulting from keeping pace with technological change. So, whatever the
predictions of how fast new technology will be adopted, employment policy must
be geared to facilitate fast and smooth adaptation.

4. The rest of this paper first discusses some of the main employment issues
surrounding the introduction of new technology - how to promote rapid application;

consultation of the workforce on its introduction; and its benefits. Then

employment policies and programmes to facilitate adaptation are discussed.
ISSUES

Application of new technology

o Most people in this country must know about microprocessor technology by now,
through repeated exposure in newspapers, radic and televieion. But many

distrust it. We must learn to regard it, like fire, as a bad master but a good
servant. What is needed now is widespread practical awareness and acceptance

of the new technology.

6. The employment policies described in this paper (paras13 to 18) are one
of the ways in which the Government is trying to assist the rapid adoption of




the new technology. Other policies directed to this end include:-

- industrial policy - we are continuing to promote kmowledge of the "chip"
through the Microelectronics Applications Programme and boosting the
British microelectronics industry through the Microelectromics Industry
Support Programme; the NEB will be continuing its involvement in high
technology industries for the present, but with maximum private sector

participation possible;

education policy - the education service plays a major role in supporting
the M5C's training programmes relevant to microelectronics and special
funds are being made available to universities through the Universities
Grants Committee for development within engineering courses of elements

on microelectronics.

7. This is the Government contribution, and we shall continue to seek ways of
encouraging people to think towards a modern industrial world in Britain. Success
depends on employers examining how new technology can be applied to their business
and products; and on workers helping to secure a place in the future for their

industry and their jobs.

New technology and the workforce

8. New technology (and indeed any radical change in working methods and
conditions) should not be introduced without thorough and genuine consultation
with the workforce. Access to information should be given to the workers wherever
poesible; and their response should be carefully considered. These sentiments
are easy to express but we all know that there are plenty of employers who bring
problems upon themselves by trying to introduce changes without adequate
communication with employces or with line managers; and without attempting

to incorporate ideas from the workforce. Conversely, many firms have adopted

a sensible and progressive approach; and as a result have introduced
microelectronic technology with the full co-operation and assistance of their
employees. This good practice should be widespread, and my Department intends
to publicise case studies of successful practice.

9. The TUC report "Employment and Technology" devotes considerable attention
to these points. The report's insistence that "no new technology which has major
effects on the workforce should be introduced unilaterally" is surely right, and
its generally positive and practical approach is one that I hope to see widely

adopted by unions.




Benefits of new technology

10. Associated with the debate on the new technology is discussion on various
means of reducing working hours, such as a shorter working week, longer holidays
and early retirement. The aim is twofold: to increase employment by sharing
available work among more people and to attain a higher quality of life through
increased leisure. The argument runs that the reduction of capital costs and
the increase in productivity associated with new technology will release the

resources to enable reductions in working hours to be achieved.

11. The Government accepts that workers should share productivity gains resultin
from the introduction of new technology as long as the share of increases in real
incame (including cuts in hours of work) accruing to the workers is not achieved
at the expense of the priftability and competitiveness of their industries. But

cuts in working hours which put up unit labour costs would certainly produce

nothing but high unemployment

12. As part of any agreement on the introductionof new technology between unions
and management the former will naturally want to negotiate a share in its benefits
for their members. However, it is important that this share is not so high that
investors are left with no benefit from the change. Any attempt to do this will
inevitably lead to delays and disputes which can only be harmful to employment

in the long run. We must beware that our competitors abroad do not steal the

cake while we are debating how to cut it up.
EMPLOYMENT POLICIES
A. Training

13. I have already mentioned the need for people to learn new skills and new work
methods as firms adopt microelectronic technology. Electronics engineers,
technicians and software specialists are likely to be in continuing demand;
often maintenance of electronics systems will call for an upgrading or broadening
of the skills of traditional maintenance craftsmen. There are plenty of companies

in this country where this is happening.

14. The Manpower Services Commission, through its Training for Skills

Programme has mounted a progromme of action to help spread awareness to the
new technology and to ensure that analysis of training needs, training provision
and content and throughput of trainees are adequate. It has asked all ITBs and




approriate organisations in the non-ITB sector to tak full account of
microelectronics in their training strategies and to encourage action as
required in their industries to meet future needs. It has made available
extensive grant support for courses relevant to new technology, especially

in computer-related occupations.

15. For individuals who want to acquire relevant gkills MSC is incorporating

microelectronic training in appropriate courses in the Training Opportunities

Scheme, and is supporting technical level courses in electronics/microelectronics
at colleges of further education. Relevant courses are also provided through the

education system, in polytechnics and colleges.

16. A fuller description of MSC activities with an indication of their scale

is given in Annex B. They make an effective contribution at the margin of

training for new technology and also act as a catalyst towards meeting present
and future training requirements. However the prime responsibility for training
pust remain with companies, who can best perceive their individual needs as well as

take advantage of MSC activities.

B. Policies to help with redundancy

47. It is unlikely that new technology will of itself cause widespread job losses
in the country as a whole. However, there is no doubt that some jobs in scme
enterprises will disappear. Fear of this is recognised by many companies as a
major obstacle to change. As a result many have developed constructive policies
for avoiding or handling redundancies. In addition there is a range of statutory
obligations on employers declaring redundancies to consult with unions, to notify
my Department, and to provide financial compensation to those made redundant. Some
of these provisions have been criticised both as too onerous and as too generous.
We have modified some of the obligations in relation to smaller redundancies.
However the Government recognises that these provisions facilititate adjustment
through providing employers and unions with an opportunity to discuss the
possibilities of reducing redundancies or mitigating their effects; enabling the
DE Group to think ahead about manpower requirements and offer help to employers anc
employees; and providing financial compensation to those made redundant. This is

a statutory underpinning on which companies and unions are free to build through
collective bargaining.




18. 1In addition to the normal help provided by the employment services,if the
unemployed or employees facing redundancy find it difficult to get a job locally

they can obtain financial assistance under the Employment Transfer Scheme.

CONCLUSION
19. Council members agree, I am sure, that we must be positive in our attitude
to new technology. This is what our industrial competitors in Western Europe,

the USA and Japan are doing; if we do not, they will take over many of our overseas

markets, and increase further their inroads into our home markets.

20. Council members are invited:

(i) to take note of, and comment on, the report of the Manpower Study Group

on the manpower implications of microprocessor technology; and

(ii) to give their views on how national and company manpower policies can

help the smooth introduction of microprocessor technology,
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effects with accuracy since the bese from which extrapolation L.ag
{0 be alte-pled is a ralher narrow one. This section looks in t:irn
at:

a) erployment effects of product changes;

b) employment effects of process changes;

Product effects

10 Some of the most spectacular employment effects that have so
far arisen from the application of microelectronic technology have
been in the area of manufactured products. Particular examples are
telecommunications equipment, cash registers and colour television
sets; all of which have been affected both by a dramatically
reducing component count and by a steadily rising proportion of
components that can be automatically inserted. These are all
examples of areas where products which were previously electro-
mechanical or purely mechanical have now become purely electronic.
Moving parts, in short, have been eliminated.

11 It is, however, quite wrong to extrapolate from such examples
in order to suggest that similar effects may result from product

changes in other areas. The analysis of employment effects arising
from product changes must take account of two factors:-

(i) the potential of the product to be affected by new
electronic technology; and

(ii) the market effect of innovation.

The above examples of product changes which led to severe job losses
are all of products where the scope for labour saving innovation was
considerable and the scope for increasing home markets was small.
The electronics industry, as well as suffering some major job losses
through product changes, also has the best opportunities for
developing new products based upon microelectronic technology. In
particular the anticipated changes in office technology offers the
electronics industry particularly significant opportunities for
inereasing job opportunities, as does the growing demand for new
ranges of industrial instrumentation and control devices based on
microelectronic systems., The development of a viable semi-conductor
manufacturing industry in Britain would have a positive though
modest employment effect. Its real importance, however, would lie
in the spin-off effects it could have in terms of indigenous

O




applications to new products vhich could pencrate many rore Jjob-=,

12 Microelectronics is already making its irpact on a variely of
mechanical engineering products. Examples looked at Ly the Study
Group include cars, cookers, washing machines =pnd (on the capital
goods side) machine tools and plant for the food processing industry.
A variety of labour effects can arise from applications to consurer
products. In general it is true that when an electronic component
replaces an electro-mechanical component the labour requirement for
the new component will be less. However when measured against the
labour requirement for the product as a whole the reduction is
slight. Where cars are concerned microelectronics makes possible
the development of a variety of entirely new components that would
be product additions. Where this occurs there is a positive labour
effect. In the domestic appliances field there is less scope for
product additions. However there is also scope for domestic
manufacture of replacement components in place of import of existing
components. Over the next five to ten years market conditions will
have a far greater influence on employment in the manufacture of all
these products than will new technology. New technology can, however
significantly improve market prospects.

15 In several capital goods markets the incorporation of micro-
electronic devices into products is rapidly becoming a condition for
survival. In some areas, such as numerically controlled machine
tools, the controller is a major product addition and thus ecould
have a positive employment effect. Unfortunately about half of the
controllers in use in Britain are imported and the position could
get worse. The British machine tool industry stands to regain
markets and generate new employment if it succeeds in expanding
production of NC machine. Alternatively it could lose further jobs
through failure to imnnovate. Electronic components on other capital
goods examined by the Study Group have often amounted to frills with
negligible labour effects either way. They are often, however, frill:
with strong market appeal and can determine whether a company stays
in the market at all.

Process changes

14  Industrialisation can be seen as a means of achieving greater
and greater continuity in the process of production. Different
industries have reached different stages and a rough spectrum can
be constructed running from custom-build and small batch production




_y;H:yLrie: #t one end to mucs proiuciion and continmious procers
fiﬁ%urtr{ns at the olher. At the lattler end very considerslile
continuity has already heen achieved using pre-electronic means.
At .one level the capacity of microelectronic based systems to
reduce jobs is in inverse relationship to the degree to which
continuity in the process of production has already been achieved.
The other significant process effect is where machines can be
substituted for men within existing continuities. The Study Group
has sepxzrately considered these two effects.

Computer aided production

15 In a number of tateh production industries the Study Group has

looked at computer aided production systems. These are usually

based upon mainframe rather than micro-systems. Such systems tend
to evolve, usually beginning with stores and inventory control and
ultimately extending into full production scheduling such that all
production paper work is computer produced. There are invariable

job gains on the programming side and often job losses on the
production control side. No examples have been found of companies
that embarked upon such systems with a motive of reducing labour,
and the benefits for which they are looking - lower inventory, more
reliable delivery etc - are usually considerable. Most of the
companies currently using such systems are expanding employment
overall, and anticipate that the main effect will be to freeze
production control staff while the production that they will control
will continue to expand. Batch production accounts for something
like two-thirds of all production, and use of such systems is

likely to increase considerably over the next five to ten years.
Where such systems are used without any intention to expand product-
ion jobs in the production control area will be lost.

16  In mass production industries there is still considerable

scope for using such systems as those discussed in the preceding
paragraph in such areas as stores control, and indeed in any 'batch’
type activities that support production lines. On production lines
themselves work scheduling is in effect already achieved, but there
is scope for monitoring systems which are likely to make for more
efficient production by helping to avoid breakdown but will have few
Job implications. In effect they will provide an entirely new
facility to production staff.




17 In continuous process indusiries the mejor inpact of ricio-

electronics is and will contirue to be in the replacenent of

existing control systems with more sophisticated ones, with
negligible manpower implications. The possibilities for growing
sophistication will create major opportunities for manufacturers
of control systems. Production will be better controlled with

lower wastage.

Machine/ran substitution effects

Numerically controlled machine tools
18 In theory such machines can have considerable labour-saving

implications since they are both rore productive (because they are
more versatile) than conventional machines, and also because it is
possible for one operator to supervise several of them. Very large
productivity gains are theoretically possible. In practice labour
saving has not so far been a result of use of these machines since:

a) their penetration is so far slight;

b) there are significant skill shortages in the areas
they impact; and

¢) their cost is such that many users prefer not to run
the risks implicit in under-manning them.

At static production levels they would be bound to reduce jobs in
the next 5-10 years, but in an area where skills are in short
supply. In operational terms they may also have a marked de-
skilling effect, but many manufacturers will continue to use
skilled men on them in order to minimise the risk of expensive
breakdown.

Robotics

19 Robotic devices have, not surprisingly, excited great interest
since their man-replacing function is so conspicuous. In Britain
penetration has been slow, and in West Europe as a whole one
estimate suggests that there will not be more than 15,000 such
devices in use by 1990. Part of the difficulty is the expense of
developing robots capable of performing manipulative operations, as
opposed to robots (such as welding or paint spraying devices) which
operate on statically held parts or assemblies. Taking the car
industry as an example, final trim is and will remain the most
labour intensive part of the production line. Robots which are




capatle of ruch tagks as seat or cmipet fitling, wiring etc are

unlikely within a five to ten vear Linescale. VWhnere Lhey are
cinployed they will undoubtedly reduce jobs, though a 1 for 1 per
shift substitution is unlikely given the need for monitoring work
and having standby labour in the event of breakdown. FHobot
production will generate jobs, though there is little sign so far
of much of this work coming toc Britain. Robots will also lend to
a creation of jobs on the servicing side. Overall the net impact
of robots upon employment will not be significant in the next five

to ten years.

futomated warehousing

20 Again penetration in Britain has been slight. One estimate
puts the number of computer controlled warechouses in Britain at
about 80 (as compared with about 1600 in Japan). Although the loss
of jobs from such systems is as inevitable as it is obvious - =
Japanese conmpany estimated that perhaps 20-25 people would be
needed to run manuslly a warehouse that now employs 4 people - it
tends to be the case that warehousing is an area that companies
only look at if their existing systems are imposing significant
constraints (ie if the company is expanding). Automated warehouses
have to be purpose-built and costs are considerable. Furthermore,
the wider the range of stores the greater the difficulties. No
reliable forecast can be made of the likely spread of such systems
in the next five to ten years. Automated warehousing is, sadly, an
area from which the British materials handling industry has been
retreating rather than one into which it is advancing. If the
market for such systems expands the job-generation potential is
considerable. On the other hand failure to advance in this area
will put jobs at risk in the existing materials handling industry.

Convergence

21 As in the service sector some of the most job destroying
developments that have been foreseen in manufacturing industry would
" arise not from any single application of microelectronic technology
but from the convergence of a number of applications. Thus a
combination of computer aided manufacturing techniques robotic
devices, NC machine tools and large amounts of new transfer and
machine loading devices could in theory result in the entirely
unmanned machine shop, or at least in unmanned cells within the




vuachine chop. Duch systens sre et present as theoretical ns is

ihe electronic office (sce follewing cection on the service sector),
but ss is also the case with the electronic office they are now
within the range of the technically feasible, and active encourage-
ment is now being given to the development of such systems. Within
the timescale of this report it is not believed that such develop-
ments will have achieved sufficient penetration in Britain to have

rade any significant impact upon ermployment.

IV  Analysis of Fmployment Effects - Service Sector

22 General
There is very considerable scope for the capitalisation of offices
and other important areas of employment in the service sector. In
particular the following developments will be significant over the

next decade.
a) cheaper computer systems of all kinds;

b) cheaper and simpler terminals with visual display
units and printers;

¢) growing use of word processors, data retrieval
systems and 'intelligent' reprographic equipment;

d) wider use of telecommunications facilities for
electronic conveyance of information.

It is also possible that many of these systems will converge in
order to make possible what is often referred to as the 'electronic'
or 'paperless' office. Such comprehensive systems are still
largely at the theoretical stage, and although it is easy enough
to see the kinds of jobs that would be put at risk by such systers
(mainly lower grade clerical and sub-clerical jobs) it is far from
certain that such systems could be made to work as tidily and
economically as the theoretical blueprints tend to suggest.
However even if job loss from such systems turns out to be less
than some have predicted there will certainly be job change which
will generally be intthe direction of requirements both for more
technical staff and higher grade staff. These trends are already
apparent in organisations that have made the heaviest use of
existing computer systems.




. 23 Word procescore. Of strictly micro-processor based office
Lystefﬁ in current use word processors have so far nade the gprastest
impact., There are currently about 15,000 in use in Britain.
Measured over the generality of typing tasks they appear to result
in productivity gains in excess of 100 per cent with much greater
gains for specialised work such as standard paragraph documents.

The theoretical productivity gain does not appear to translate at
all easily into actual loss of typing jobs for a number of reasons,
including:-

a) the fact that word processors are often used to overcome

shortage of typists;

b) their tendency to suggest new areas of work (eg more
standard letters; more preparatory drafts of the same
documcng; and

¢) the low percentage of secretarial time occupied by
typing.
Nonetheless their more widespread use could lead to some diminution
in job opportunities for typists within the next five years, and
will certainly do so within a ten year timescale. Reductions will
probably be achieved by natural wastage and it will therefore be
new and re-entrants to the labour market who will bear the brunt of

the problem.

244 Banking. The banks will continue to pick up a lot of new
business over the next decade, especially in the form of more small
accounis. This will counteract the labour reducing effects of new
computer technology to the extent that overall numbers are likely
to continue to increase at least for the next five years and are
unlikely to do more than stabilise in a ten year period. The major
area in which micro-processor-based systems are likely to impact
directly upon staffing requirements is that of self-service systems.
Developments are possible but not certain in the areas of electronic
funds transfer and electronic cheque clearing. ©Significant progress
towards a cashless society will certainly not be made within

ten years.

25 Insurance. This industry is already a heavy user of computers
and will make increasing use of all the systems mentioned earlier.
Numbers in the industry have been relatively stable over the last




20 years, despite increassing computer use; but contlinued business
growth will certainly be required if this stability is to cuntinue,
Even if overall employment is maintained a shift from lower grade
clerical and data preparation jobs towards higher grade computer
systems and data processing jobs is likely. The jobs at risk are
mainly female. Redundancies are unlikely, but some natural wastage

will probably cccur in the 'at risk' areas.

26 Telecommunications. The national telecommunications system is

crucial to the pace and pattern of change in many of the areas
discussed in the foregoing sections. At the heart of the tele-
communications network is the switching system. At present BO per
cent of the British system uses Strowger equipment invented some

90 years ago. ©Six per cent is the more advanced crossbar syétem

and the remainder is semi-electronic (TXE) systems. From 1981 the
fully electronic System X will be introduced. By 1989 the proport-
ions are expected to be Strowger: 25 per cent; crossbar: 18 per cent;
TXE systems: 42 per cent; and System X: 15 per cent. The rate of
changeover to a fully electronic system puts Britain some way behind

major competitors.

27 Progress in digitising the transmissions systems, which is
particularly important from the point of view of providing the
infrastructure for electronic comminication, will be faster. From

1980-81 all new network systems will be digital, and pulse code
modulation will provide a means of analogue to digital conversion
and vice versa. By the mid-1980s main network growth reqguirements
will increasingly be met by optical fibre cables.

28 Some expansion will tske place in the 1980s in the range of
telephone equipment that the Post Office will license for attachment
to the public system. The importance should not be overlooked of
the contribution that a more adventurous approach in this area could
make to generating new employment in the telecommunications service.
In particular, it is anticipated that by the mid-1980s the Prestel
service will be available to 60 per cent of telephone subscribers,
and that up to 3 million Prestel sets could be in use.




29 In the Post Office the niain effect of moving townsrds an
clectronic ewitching system and new trensmission systems will be

a considerable reduction in manpower requirements for maintenance.
However the additional installation requirements and continuing
growth in the network are likely to keep engineering employment
reasonably stable over the next ten years. Major reductions in
telephone operators have already taken place, and, with the virtual
completion of the automation programme, numbers will rise slightly
from the present level of a little over 30,000 as the network grows.
Reasonable stability is also expected in the clerical area where
savings from computerisation are likely to be offset by growth of
the network, development of new services and more aggressive

marketing policy.

20 The Postal Service. The main pressure upon employment in the
postal service resulting from developments in eleclronics is the
possible development of electronic mail. A declining volume of
business is in any case anticipated, but within 10 years it is not
thought likely that electronic mail will be a particularly
significant factor. One estimate puts the staffing effect at

2 per cent at the outside by the end of the 1980s. Automation of
mail handling will largely be accomplished using electro-mechanical
systems, but the development of optical character recognition devices
(for reading post-codes) could threaten the jobs of coding desk
operatives (about 2,000 in all). Viable systems have yet to be
developed in this area.

v Enployment Issues

31 This section is essentially concerned with practical aspects of
adaptation to new technology, in other words with the essential
prerequisites to successful adaptation and how they may best be
achieved. For example, in its visit to Japan the Study Group was
concerned to discover how the Japanese manage to be in the forefront
in exploiting new technology without exciting fears about unemployment
- and indeed with how they have so far managed at least superficially
to preserve full employment. The essential elements, in the view of
the Study Group, are:-

a) the lifetime employment guarantee given by Japanese
companies to their employees;




the willingness of corpanic. to diversify snd expand

output in order to honour those guarantees;

a company union stiructure in which craft demarcation
is not a significant fealure; and

a generally high standard of initial education
supplemented by company training, making for a highly
flexible and adaptable labour force.
The Study Group has found striking parallels for most of these
conditions in several British companies, and has noted a high
correlation between the presence of these features and a high
rate of innovation in the companies concerned.

Industrial relations aspects

A2 The job-destroying potential of new technology has quite
naturally been a subject of considerable concern to trade unions.
The recent TUC report 'Employment and Technology' put forward the
suggestion that major innovations should be the subject of
technology agreements between managements and unions. Key elements
in these proposed agreements included the following:-

a) early and comprehensive consultation with full union
access to information;

b) Jjoint union bodies on the employee side;

¢) new technology should be seen as providing
opportunities for increased output and/or diversification:

d) wherever possible job security should be guaranteed as
should individual earnings and status;

e) appropriate training for job adaptation should be
provided.

In general such matters must remain the subject for consultation
between managements and unions, and not all of the above suggestions
will be appropriate to all individual circumstances. The TUC
document itself accepts that redundancy will be the inevitable
consequence of innovation in some cases. Nonetheless there is
striking similarity between the approach recommended by the TUC and
what is already standard practice in (say) Japan and best practice
in Britain. In particular it is worth stressing that the Study
Group has come across very few companies that expect new technology
to lead to redundancies. Thus the scope for no redundancy agreement




. sppears to be considerable. On the other hand there is iuch
evidence that a nusber of firms will wish to be able to deplay
ekxilled labour with much greater flexibility if they are to
innovate successfully; and it will therefore be important that
unions recognise that this is an important quid pro quo that they
will have to offer if managements are to accept the various

elements of the TUC approach.

%%  The TUC document lays stress on the desirability of using
various means of work sharing in order to reduce the impact upon
jobs of new technology. The view of the Study Group is that long
term technological unemployment is by no means an inevitable
consequence of the widespread use of new technology. The Department

of Poployment has already done a considerable amount of analysis of

the likely affects of various approaches to work sharing including
reduction of normal working hours; inecreasing holiday entitlement;
reducing overtime working; and early retirement. This analysis

was carried out against the background of alleviating unemployment
arising largely from cyclical causes, but much of it is equally
relevant to unemployment hypothetically caused by technological
change. In general it was concluded that all of the first three
approaches to work sharing, if undertaken unilaterally would be
more likely further to erode Britain's competitive position than
to create new full-time jobs. Given the fact that new technology
ijs likely to lead to the creation of a more highly specialised

work force this is likely a fortiori teo apply to any attempt to
alleviate technological unemployment by such devices. On the other
hand where early retirement is concerned the ceriterion of revers-
ibility, which makes this an unattractive course in the case of
cyclical unemployment, would weigh less heavily if the unemployment
arose from technological causes. Whether a general or a selective
approach would be most appropriate would depend upon the precise
nature and spread of technological unemployment.

Training for innovation

B Where a company is taking its first steps in the field of
micro-processor technology a distinction has to be made between
one which is already in the electronics field and one which is not.
The greater the 'technical distance' of a company from electronics




crpincering the greater the problets (especinlly proychological

ones) that it may face in moving into the exploitation of rmicic-
electronic technolopgy. In studying the process of innovation
Study Group tried to identify cowpanies with considerable technical
distance from the electronics field. In general companies which

the

have already acquired experience in electronics systems have much
less difficulty in defining either their objectives or the require-
rments that have to be satisfied in order to meet those objectives.

35 The Study Group found, contrary to some views, that the

abs: nce of any electronics expertise on the staff of a company is

not an irsuperable obstacle to it embarking upon microelectronic
innovation. There are a number of examples of companies which have
begun from the realisation that the incorporation of microelectronic
systemns could enhance either products or processes and have then
turned to consultancy services to advise them on the most appropriates
applications and on how to set about making those applications. At
an early stage the company will send some of its (non-electronic)
engineers on short courses; another early step may well be recruit-
ment of specialist electronics engineering skills. If a company
wished to innovate using in-house resources only, the expertise it
would require would be applications expertise which by definition
arises from experience rather than training, though a microelectronic
content in non-electronics courses undoubtedly makes it easier to
acquire that experience.

36 Beyond the stage of initial innovation there seems to be greate:
commonality of experience between companies of their new personnel
requirements., The following is a list, with comments, of the areas
of need (and shortage) that have most often been mentioned to the
Study Group:

Flectronics engineers: a universally perceived shortage;

Electronic test technicians: required for final test of
products incorporating microelectronic
components; a widely perceived shortage

Electronic maintenance

technicians: generally felt that this requirement
can be met by retraining suitable
craftsmen electricians, but structural/
demarcation problems are likely to aris:




Nofivw-re skills: reeded in a'l areas of wiciroeoleclronic

and conjpulers application. Ohortapes

: exist at all levels of software skill;

Hardware/software skills: Particularly relevant Lo higher
level applications and in very short
supply;

Control theorists: felt to be a gap in course provision by
institutions of higher education. Available
courses are mainly post-graduate. Control
theorists particularly sought by the

chemical process industry.

The role of training

7 The responsibility for training must rest prirmarily with firms.
It should be borne in mind that all of the abtove categories of
shortage are a great deal less precise than they look, and each
will mean many different things according to the nature of the
company and the application. In general the most innovative
companies recognise this and meet most of these training and
retraining requirements from in-house resources.

38 In considering the contribution that Governnent can make
towards solving the shortage problems discussed above, two general
points must be emphasised. The first is that a considerable task

of definition of need has to be carried out if new courses are to
meet genuine needs. The TSD in conjunction with the ITBs are
involved in this task which will continue. The second is that this
section of the report is concerned with shortages that are perceived
in relation to microelectronic technology. There are also, of course,
widespread shortages of qualified manpower at graduate, technician
and craft level in many more traditional skills. Unless the
structural problems leading to this situation are overcome it is
unlikely that we shall solve in relation to a new technology
procblems that we have failed to solve in relation to older

technologies.




Brelrai ning

49 Foregoing sections of this report make it clear that in thre
view of the Study Group any reduction in manpower as a result of
microelectronic technology will overwhelmingly be achieved by
natural wastage; and this applies equally in ranufacturing industry
and in the service sector. The jobs that will be '‘wasted' will be

relatively low in skill content, and this will mean that the brunt

(if any) will largely be borne by school leavers or would be
re-entrants to the labour market. In this sense the solution to
the problem is more in the field of initial education than in that
of retraining. The TUC report on employment and technology
acknowledged that a massive expansion of public training provision
would achieve less than superficially it might appeaf. Notwith-
standing these considerations a strong case can be made, for trying
through existing Government training schemes to adopt more
ambitious aims in the training of the relatively unskilled.

Conclusion and Government Policy

40 Microelectronic technology has given rise to widespread
predictions of imminent revolutionary change. A persistent theme
emerging from the many study visits carried out in connection with
this project has been that change will be evolutionary - but that
the process has so far been a dangerously slow one in Britain.
Those who have taken the 'revolutionary' view have often urged
jmmediate changes in Government policy are needed if disaster is to
be avoided. Such arguments are not only based upon a premise that
seems to the Study Group to be a false one; they also tend to ignore
the existing infrastructure of policy in the field of employment

and training which is capable of being adapted to meet evolving
circumstances. Within five years we expect to see little quantit-
ative impact upon employment from new technology, though the
detailed monitoring of areas identified in this report as 'at risk’
will be important. By the end of the 1980s it is probable that
there will be an identifiable reduction, especially in the service
sector, in job opportunities for the relatively unskilled. Micro-
electronic technology, in short, will accentuate a problem that we
already have, and for which we are already paying a price: too
high a proportion of our labour force is unskilled. This points
strongly to education as the priority area, with continuing emphasis
on the problem of low achievement.

that




6. M5C's Direct Training gervices are offering and providing training for employers

in the advanced electronics field, and MsC is incorporating microelectronics where
appropriate into the Training Opportunities Scheme (TOPS). All MSC Skillcentre
instructors involved in electrical/electronic courses are receiving training in

digital and microelectronics techniques and course content is being regularly updated.
TOPS is currently supporting 17 Technician-level courses in clectrcnics}microalectronics

at Colleges and plans to support at least 27 by the end of 1980.

7 MSC is also working with the Inter=ITB Group on Administrative, Commercial,
and Clerical Training to preoduce a discussion document on training implications
of new office technologl, and has helped develop TEC units in microelectronics
and is considering with DES and EEC the provision of microprocessor and computer

content in BEC courses at school and post=experience level.

8 Under the Training for Skills Programme and TOPS the MSC is giving high priority
to increasing the supply of the general engineering ekills relevant to the exploitation
of micro—electronics. Under Training for Skills substantial MSC support is being

given in 1979=-80 to engineering training both in the engineering industry and

elsewhere.

Computer Skills

9 In recponse to growing concern about the initial and increasing shortage of
computer personnel, TSD set up a working party on computer occupations in the
putomn of 1978 whose recommendations were subsequently approved by the MSC and are

now being implemented.

10 A 3-year computer occupations programme started in September 1979 under the
MSC's Training for Skills initiative, for grant support for three new computer
training courses and jnereased utilisation of existing facilities. The existing
National Computing Centre's " Threghold Scheme' for unemployed young people is to
continue with a revised syllabus and provision for increased annual throughput.

A new initial programmer course using a similar gyllabus is also being introduced
{nr new entrants sponsored by an employers. Together these courses should boost
throughput in basic computer programming training to around 1500 places in each of
the next 3 years through Industrial Training Boards and other national training

organisations.




1 An entirely new pilot course lasting 2l weeks for real time programmers is
also being introduced for graduates and experienced computer staff and up to 250
grants will be available to industry through Industrial Training Boards in each of
the 3 years. A further 500 grants each year will also be available to employers
sponsoring employees for system analysis training through a new 10 week integrated

course designed to enable people with some business experience to enter computing.

12 In addition provision will be made for TOPS courses in programming and systems

analysis to be increased to around 2500-3000 each year over the 3 year period.

13 Grants for the New Entrant Programmer and Systems Analysts courses may still
be available for the current academic year through the appropriate ITBs and other

national training organisations.

1l The main purpose of the new programme is to pump prime further effort by

industry itself which must retain the main responsibility for meeting its skill needs.

Further MSC Action

15 For the future the MSC has decided that a range of training relevant to
microelectronics be given high priority in MSC expenditure on TSPA. In addition
MSC is considering what further research and monitoring activity on microelectronics

training needs it should mount following the report of DE's Manpower Study Group.




EMPLOYMENT TRENLS

Note by the Secretary of State for Employment

1. New technology cannct be considered independently of past and precent employ-
ment trends. There is a tendency to view new technology as a foreign intrusion
upon a generally static structure of industry and employment. The truth is that
there has been a great deal of evolution in the last twenty years, much of it

itself due to technological change.

2. The main features of employment trends in the last twenty years are set out

in the attached note by officials. Key points to emerge are:-

A slow decline in employment in manufacturing industry, which
nevertheless still accounts for 40% of total employment - more than

in most other countries.

An increase in employment in service industries, in the number of
married women and of part-time workers in the labour force. These three

phenomena are connected.

Nevertheless, many gains and losses have occurred against the trend within
these broad sectors.

A decline in unskilled manual employment.

Enigration of manufacturing employment from inner city areas.

3. The Appendix also discusses future labour supply, sources of new employment
and the role of small firms in the job generation process. The growth in
labour supply, the decrease in non-manual employment and the decline in unskilled

manual occupations are expected to contimue. A large proportion of new jobs

since 1966 have been generated by public services, in particular the "non-traded"




. services hiealth, education, national and local government and research and

development); however, since 1976 more jobs have been generated in the private

than public sector. The number of small firms and their share in economic
activity has been declining in the UK at least until the early 70's. Recent
American research has indicated that small and new firms have an important

part to play in the job generation process. The Appendix concludes that the
implications for employment and industrial policy are unclear - it does not
follow that efforts on stimulating job creation should be concentrated on small
firms. I do not question this but believe that small firms are such a source

of innovation and initiative that they should be given every encouragement;

L, The evidence in the Appendix suggests that the labour market has shown
considerable flexibility in the last 20 years in response to changes in industrial
structure on the one hand, and size end composition of the labour force on the
other. However, the evidence suggests some slowing in the pace of industrial
change especially in the period since 1973; and a decline in inter-regional
movement of employment. While this may owe something to industrial policies
sheltering certain industries and companies from the need to change it is
probably also connected with the slower rate of economic growth in the last

5 years, and suggests that the adaptability of the labour market may be related
to the level of economic activity. The process of adaptation to industrial
change has been, and will be, painful gcmetimes to some people. And, clearly,
if the British economy declined seriously, there is little hope of avoiding

higher long-term unemployment.

5. In the shorter term some rise in unemployment seems almost inevitable

as a result of the current slowing of world trade and other factors. It does
not follow that high unemployment will be extended into the longer term through
technological change. In the past technological change has brought compensating

employment gains in manufacture of new consumer goods and capital equipment.




The DE Manpower Study Group's report indicates that the introduction of
microprocessor technology could have the same effect. This is not to deny

the vital importance of improving the performance, productivity and competitiveness
of our manufacturing industyr; this is indeed a pre-condition for full employment.

These issues have been discussed by Council at previous meetings and are dealt with

more fully in NEDC(79) and NEDC(80) .




EMPLOYMENT TRENDS

Note by Department of Employment

INTRODUCTION

1. This paper outlines the main trends in employment and labour supply over
the last twenty years (Note 1), analyses some aspects of the sources of new jobs,
and identifies some issues for future attention.

PAST TRENDS

Labour Supply

2. Between 1961 and 1978 the Labour Force (Note 2) is estimated to have grown
by just over 17% or by 2.7 million men and women. The growth is more than fully
accounted for by an increase of 3 million (80%) married women that more than

offeets decreases of nearly 100,000 men and 300,000 non-married women.

L The increased number of married women in the labour force reflects increases

in their activity rates. The proportion of married women at work rose from 29. L%
in 1961 to 48.9% in 1976 and to an estimated 50.7% in 1978. Among men and
non-married women activity rates fell slightly (mainly because a growing
proportion of young people go on to full-time further and higher education) and

of feetting demographic changes were not sufficient to prevent a fall in their

numbers.

Enployees in Employment

4, The number of employees in employment was 5.9% higher in 1978 than in 1959, and
the number of self-employed and employers alsc rose. However, these increases

were less than the growth in the labour force and the number of registered
unemployed rose.

5. The rise in overall numbers of employees in employment masks considerable
variation between sectors. Non-manufacturing employment rose by just under

2 million between June 1959 and June 1978, while manufacturing employment fell

by 0.7 million from 7.9 million in 1959 to 7.2 million in 1978. The biggest

inerease in employment came in professional and scientific services (primarily




health and education). The slow decline in manufacturing employment is a

trend shared with all the major OECD countries except Japan. However in 1977
manufacturing in the UK still accounted for a larger proportion of total employment
than any of the other OECD countries with the exception of West Germany (eee

Annex A).

6. The growth in the service sector is paralleled by a rapid growth in the
number of women in the labour force; nearly three-quarters of female employees
work in this sector. It is also reflected in the increase of part-time work,
which accounts for some four-fifths of the increase in the female labour force
between 1961 and 1976. The growth of part-time work in the service sector has

absorbed most of the increased economic activity among married women.

2. Between 1961 and 1978 the share of non-manual jobs in total employment rose
from about 38 per cent to 46 per cent. This general trend predntE5l1961 and is
expected to persist; on reasonable assumptions, manual and non-manual jobs might
each be expected to account for about half of total employment by the mid=19&0s.

In the non-manual category there was persistent growth in managerial, professional,
technical and clerical employment, and also in personal service occupations. In
the manual category craftsmen with engineering and other transferabls skills
maintained their share of total (manual and non-manual) employment, but there

were reductions among craftsmen with skills specific to declining industries.

These broad trends are expected to continue in line with requirements of industrial

and technical change; some illustrations are given in Annex B.

8. There were 1.67 million employers and self-employed in 1961,

rising to a peak of 1.88 million in 1973 and declining to 1.83 million in 1975, the
last year for which an estimate is currently available. Most of the change was
accounted for by the construction industry. There is little or no evidence either
to support or to refute the popular impression of a gharp growth in the numbers of
self-employed since the mid-1970s.

9. Boundary changes make regional comparisons difficult but comparable figures
exist for the period 1966-1975 during that time the regions of the UK where employment
increased were East Anglia (11%), East Midlands (1.3%) and Northern Ireland (5.7%).
The regions with the greatest decline were West Midlands and North West (7%). In

manufacturing industry there were employment gains only in East Anglia (13%), and
the biggest losses were in South East (23.5%) and North West {20%). Female

employment increased substantially in all regions, but in manufacturing industyy

it declined in most regions.
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. The labour force: projections

10. According to the most recent projections the total labour force is expected
to increase by 2.3 million between 1976 and 1991. About 35% of the increase

is expected to be male, almost half married females. The activity rate of males
is projected to remain fairly constant, the increase in the male labour force
being entirely due to demographic changes. There is considerable uncertainty
about the future numbers of married women in the labour force (many of whom

in any case will only be available for mart-time employment). The projections
assume a further rise in activity rates and a further increase in the number of

married women of working age.

11. These projections, like all others, are based on the assumption that current
trends continue to evolve in the future as they have in the past.  They must,
therefore, be used with caution. This is particularly true of the projections
for married women for their activity rates may be sensitive to the demand for

their labour.

SOURCES OF NEJ EMPLOYMENT

Sectors

12. The changing contributions to employment growth of manufacturing industry,
puablic services, private services and other industries (primary, construction
end utiliites) are shown in the table below. In each successive sub-period
manufacturing has accounted for a smaller proportion of employment gains and

a larger proportion of employment losses. In the two later sub-periods, public
services have accounted for the largest share of total employment gains,
accounting for over half total gains in the period 1966 to 1973. The non-traded
public services accounted for nine-tenths of these gains. Compared with private
services, the public services also accounted for a far smaller proportion of

total employment losses in the two later sub-periods.

Proportion of Tobal Employment Gains and Losses Generated by
Sector (%) (see Note 3)
++

1959-66  1966=73 197378

gains losses gains losses gains losses

Primary Sector 0.1 k1.8 0.1 15.6 0.3 7.0
Manufacturing .7 37.9 12.3 ba.9 6.9 59.5
Construction 8.9 0 o] 12.0 o 12.6




++
. 1959-66 1966=73 1973-78

gains losses gains losses gains losses

Utilities 2.0 0.8 (4] L.0 2.0 1.7
Private Bervices 30.7 .2 7.2 19.7 45.0 13.3

Public Services 26.6 12.4 50,4 5.9 45,9 6.0
of which =

non-traded .
public services (23.9) (0) (46.3) (0) (45.2) (0.4)

TOTAL 100 100 100 100 100 100
(2,850,000)(1,063,000)(1,614,000)(2,217,000) (970,000) (948 ,000)

+ i : :
Public Services encompass railways, road passenger transport, air transport,

postal services and telecommunications, education, health, national government,
local government and research and development. The Non-Traded public services
encompass education, health, national government, local government and research

and development.

**The 1978 figures are provision. Provisional figures for the period June 1976=
June 1979 suggest that at least three-quarters of the 300,000 increase in
employment occurred in the private sector. It is too early to say whether this

represents a change in previous trends.

13. The Department of Employment has recently carried out an analysis which
suggests that some 30% of non-manfuacturing output is ultimately dependent on the

level of demand for manufactured goods.

14, While the industrial structure of employment has clearly changed since

1959, it is difficult to evaluate by how much it has changed. A simple measure

of the pace of change (described in Annex C) suggests that the pattern of employment
changed more rapidly before 1966 than it did afterwards. Much of the difference

is accounted for by some particularly wide variations in the growth or decline

of employment among half a dozen of the biggest manufacturing industry groups

in the period 1959-66.

Repional and local job generation

15. From patchy and disparate data it can be tentatively deduced that variations
exist in the rate of job generation in different regions. For instance, the




East Midlands appears to have been more successful than Scotland in internally
generating additional jobs, and the West Midlands, perhaps surprieingly, appears
to be generating few jobs in new establishments.

16. Relative changes in employment between regions are caused to a large extent
by migration of firms and establishment of branch plants. Regicnal policy,
actively pursued by successive Governments over the last 20 years, has encouraged
this process; as may be expected, the assisted areas have in general gained most
from the establishment of branch plants from outside the region. The evidence

suggests that inter-regional movement has declined in employment significance.

17. London and the other conurbations have experienced substantial losses of

manufacturing jobs; much of this is accounted for by outward migration, for

instance from London to Bast Anglia.
Small Firms

18. The number of small firms and their share in economic activity has been
declining in most advanced countries, but until recently further and faster

in the UK than elsewhere (Note 4).

19. A recent major study by David Birch of MIT on "The Job Generation Process"

has attracted a good deal of attention (see Annex D). It concluded that small

and young firms provided the bulk of new jobs generated in the United States
between 1969 and 1976. No comparable work has been done in Britain, but such
studies as have been done point to a similar conclusion. A survey of establishments
in manufacturing and some non-manufacturing industries indicates that between

June 1975 and June 1978 in small establishments (employing under 25 employees)
employment rose by 280,000, but in establishments employing 100 or more employees
employment fell by 320,000.

20. The implications of this, and indeed the results of the Birch study, are
unclear. One finding of Birch's which is often overlocked is that 'a big gain

in the past tends also to lead to a higher than average expectation of a big
loss'. 5o it cannot be lightly concluded that efforts on stimulating job creation

should be concentrated solely on small firms.




(1) Wherever possible the data presented applies to the years 1959-1978. However,
in many cases, and for various reasons (particularly where Census of Population

material is used), the information is not available for the precise time-span.

(2) The labour force includes all those who are working or seeking work, or
who are prevented from doing so by temporary sickmess. It therefore includes
numbers of employees in employment, self-employed and employers, the registered

unemployed, the unregistered unemployed and the temporarily sick.

(3) The table is derived by using employment figures for individual industries
(Minimum List Headings of the Standard Industrial Classification) to measure
whether the industry grew (gains) or declined (losses) and summing the figures
of gains and losses for the industries within individual sectors. There are

4 MIH's included under the primary sector, 121 under manufacturing, 1 under

construction, 3 under utilities and 43 under services.

(4) Findings of the Bolton Committee on Small Firms (1971).




ANNEX A - Change in Distribution of Employment between
Agriculture Industry and Services 1961-1977

1961 1966
CANADA

Agriculture
Industry
Services

Agriculture
Industry
Services

JAPAN

Agricul ture
Industry
Services

BELGIUM

Agricul ture
Industry
Services

FRANCE

Agriculture
Industry
Services

GERMANY

Agriculture
Industry
Services

ITALY

Apriculture
Industry
Services

NETHERLANDS
Agriculture

Industry
Services

Agriculture
Industry
Services

Source - QECD Labour Force Statistics
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Qm‘d FATIONAL EMPLOYMENT TRENDS

1. Changes in proportions of the labour force employed in various occupations
reflect both changes in occupational balance within each industry and changes in
the industrial balance of the national economy. These developments have been
analysed and used to aid projections of future occupational change as part of a

programme of research commissioned from Warwick University by the Manpower Services

Commission.

2. The analysis shown below is in terms of Warwick's occupational categories
(related to, but not identical with, KOS major groups) and drawn from their forth-
coming publication "Economic Change and Employment Policy". Most of the growth in
managerial, technical and clerical employment between 1961 and 1978 arose from
inercasing proportions within each industry - as also was true of non-manual employ-
ment as a whole - whereas the growth in professional employmentowed more to expansion
of the corresponding services, particularly health and education, within the national
economy. Among manual occupations, the decline in operative employment was largely

a result of fzlling labour requirements in manufacturing industries, though even
within manufacturing there was a relative shift away from operatives towards more
highly trained personnel associated with technological change.

%. The projections to 1985 are derived from economic forecasts, through input-output
relationships piving expected industrial output,and productivity assumptions giving
corresponding industrial employment projections. Occupational employment within each
industry is then estimated from inter-Censal trends, as modified by partial data

available up to 1978, which are projected forward to 1985.

4. Estimates obtained in this way for absolute numbers employed in each occupaticnal
category in 1985 are clearly sensitive to the margin of forecasting error in pre-
dictions of national income and output, productivity, employment, and other components
nﬂ)ﬁgin forecast, and thus liable to variation in the light of changes in Government
policy, international trade, and other factors liable to alter the main forecast.

Projections of relative occupational shares are less dependent on changes in total

employment, and honce apzear less sensitive to these forecasting uncertainties, though

they may be affected to a limited extent by changing requirements in industries such
as engineering and construction that fluctuate with variations in economic growth

rates and investment ratios in the national incoms.

5. The table overleaf indicates a broad continuation of the trends noted at

paragraph 7 of the main paper and paragraph 2 above.




OCCUPATIONAL SHARES OF TOTAL EMPLOYMENT

Percentages
Humbers
Occupational Category 1978
1978 1985 Thousands
Estimated Projected

Managers & administrators 8.7 9.6 2,146
Education professions : 7.8 k.o 933
Health professions 7.8 k.6 ah2
Other professions e 2.5 536
Literary, artistic & sports i i 2.2 L32
Engineers & scientists 2.4 2.6 577
Technicians & draughtsmen 2.5 2.7 591
Clerical occupations ; 15.9 16.7 3,919
Sales occupations 5.5 5.4 1,360
Supervisors & foremen (a) 0.4 0.4 106
Engineering craftsmen q.1 8.7 2,250
Other transferable craftsmen 3.b 3.1 828
Non-transferable craftsmen 3.5 2.6 833
Skilled operatives 2.7 2.3 665
Other operatives 8.5 16.3 4,553
Security occupations 1.2 1.3 297
Personal service occupations 1.2 12.1 2,770

Other occupations 3.8 2.9 921

Hon-manual LE. = : 11,435
Manual p 5%,7 13,228

Whole economy (b) 1.000 2l ,663

*(a) In engineering and transport only
(b) Excluding H M Forces




P'J( & THE PACE OF CHANGE IN THE STRUCTURE OF EMPLOYMENT

A1

It is clear that the industrial structure of employment has changed substantially
since 1959; but it is difficult to design a straightforward measure that will
measure either the pace of change or its extent. A number of more or less
sophisticated measures are available and, for this exercise, a relatively simple
indicator has been chosen. The measure consists of the sum of the divergences
(irrespective of whether they are positive or negative) between the actual
change in employment in an industry and the change that would have occurred if
that industry had enjoyed a share of the increase or decrease in total employ-
ment equal to its share of total employment at the beginning of the period under
examination. In other words the indicator measures the difference between what
would have happened if each industry's share of employment had remained constant

and what actually happened to each industry's share of total employment.

This measure does not give an unambiguous measure of the rate of change because
the amount of change cobserved in eny periocd depends upon the level of
aggregation. Thus the sum of divergences by MLH will generally be greater than
the sum of divergences by SIC because there are more MLHs than SICs. However,
provided the level of aggregation is the same throughout the period, the measure
will show whether or not the rate of change in the pattern of employment is

speeding up, slowing down or remaining constant.

The first two lines of table A1 show that between 1959 and 1975 the divergence
between the actual pattern of employment in 1978 and the pattern that would

have obtained had all industries grown or declined at the same rate since 1959
was equivalent to an annual average movement between industries of 409 thousand

jobs; equivalent to almost 2% of employment in 1959.




.5ubsequEnt periods observed in the first two lines of table A1 reflects a
slower pace of change within manufacturing after 1966. In turn this seems to
be attributable to an exceptionally large number of big divergences between the
growth of employment in manufacturing as a whole between 1959 and 1966 and the
experience of some manufacturing SICs. While many of these big industries

reappear as major contributors to change in the periods after 1966 they do so

; AN
at different times and changcsiemplcyment are therefore more uniform across the

manufacturing SICs,
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. EMPLOYMENT IN SMALL FIRMS : AMERICAN STUDY

1. A recently published research report by David Birch of the Massachusetts
Institute of Technology says that "emall firme {th;Ha with 20 or fewer employees)
generated 66% of all new jobs generated in the United States between 1969 and
7976". Firms with 21 to 50 employees generated 11%, those with 51 to 100
employecs 4%, those with 101 to 500 employees 5% and those with over

500 employees 13%. '"Young firms (those leas than five years old) play a crucial
role, generating about 90% of all replacement joba'.

2. Some limited information on a similar basis is available for Great Britain.

It relates to a survey of establishments in manufacturing and some non-manufacturing
industries and shows that, between June 1975 and June 1978, employment in small
establishments (those with 25 or less employees) in these industries rose by

280,000 whilst those in larger establishments (with 100 or more employees) fell
by 320,000,

3. However the implications for policy purpoees of these figures are far from
clear. Birch's analysis showed that there is no guarantee that a firm which has
grown will remain at its new size; for example, "a big gain in the past tends
also to lead to a higher than average expectation of a big loss. Volatility
cuts both ways; what has gone up has a higher than average tendancy to go down

in the next period".

4. Both Birch's work and the figures for Great Eritain are consistent with the
phenomenon typical of many statistical distributions which are relatively atable
over time, but are characterised by a continuous process of those at the bottom
moving up, those at the top moving down and those in the middle moving out in
both directions. Changes in employment size of firm may be an example of this
phenomenon. If so, there are very substantial problems in identifying those firms

which will expand and maintain their new size.

5. There are three possible conclusions to be drawn:-

(i) by any interpretation, small firms play an important part in the job

generation process;

(ii) young and dynamic firms do, however, have a high rate of failure or
contraction; therefore the cost-effectiveness of small firms policy

needs to be considered;

encouraing stability in existing firms may be as ef}octiva in employment




terms, in overall terms, by encouraging the creation/expansiocn

of small firms -~ though this may have adverse effects on the

ereation of a dynamic industrial structure.







NOTE FOR THE RECORD

Mr. Geoffrey Chandler, the Director General of NEDQ,
called on the Prime Minister at 1005 hours today.

Mr. Chandler said that the purpose of his calling was
to brief the Prime Minister on the NEDC as background for the
8 January meeting which she had agreed to chair. The general
atmosphere at the Council had so far been good under the
present administration. The discussions were frank and tough,
but at the same time informal and cordial. The Chancellor
was an excellent chairman. However, the atmosphere was
likely to become more difficult from now on, especially after
the row over the NEB. He believed that the majority of trade
union leaders wanted the trade unions to remain within NEDC
and the little Neddys, but the position would require careful
handling. The meeting the following day to discuss the economic
prospect was likely to be especially difficult. But Len Murray
was certainly doing his best to "build bridges" and stop the

trade unions from walking out.

The January meeting would focus mainly on investment, R&D

and technological change. These aspects would come up briefly

at this Wednesday's meeting, and were likely to be - if anything -
the few positive points to emerge from that meeting. There would
thus be a natural linkage to the January meeting. The TUC would
be putting in a paper drawing on their earlier booklet which
should be quite helpful. But they would be looking for trade-offs
from the CBI on dissemination of information and from the
Government on support for new technology and training. (On the
CBlI front, Mr. Chandler said that a recent survey showed

that 50 per cent of all firms had no effective communication with

their employees. )
In addition, the January meeting would have an oral report

from Mr. Atterton, the Chairman of Foseco Minsep and the Chairman
of the Iron and Steel SWP, on the work of his SWP.

/It would be




T

It would be helpful if the Prime Minister could indicate
at the January meeting her own views on technology and what
measures the Government intended to take in support: he hoped
that she would be able to do all she could to help the TUC.
Mr. Chandler went on to say that Len Murray would probably not
be able to attend the January meeting. He had arranged a
holiday, and was loath to break into it. This was partly simply
because of the difficulty of getting back from Madeira in the
middle of his holiday, but also he did not wish to give the

impression with his trade union colleagues that he always had

to be present: they ought to be able to manage on their own.
In Mr. Murray's absence, David Basnett would be leading for the
TUC side. Terry Duffy, Frank Chapple and Geoffrey Drain would
also be there and, also Moss Evans (though his attendance was

less reliable).

The Prime Minister said that she would much prefer it if
Len Murray could be persuaded to attend. She asked Mr. Chandler
to see what he could do to persuade him to. Mr Chandler agreed

and said that he would report back to us.

4 December 1979




10 DOWNING STREET

From the Private Secretary 4 December 1978

Mr. Geoffrey Chandler called on the Prime Minister
this morning. They had a general discussion about the
December and January NEDC meetings.

One point which I ought to record is that Mr, Chandler
told the Prime Minister that Mr. Murray was unlikely to be
present at the January meeting. This was because he was
planning to be on holiday abroad at that time. The
Prime Minister said that she would prefer it if Mr. Murray
could attend, and asked Mr. Chandler to see if he could
persuade ir. Murray to break into his holiday.

Mr. Chandler has since told me that he has spoken to
Mr. Murray, who has taken note of the Prime Minister's point.
He (Mr. Murray) intends to consider the matter further in
the light of tomorrow's NEDC meeting. Apparently, he feels
that if tomorrow's meeting goes well and if there promises
to be no difficulty with the January meeting, he would prefer
not to attend. This is not just because of his not wanting
to break into his holiday: he is also concerned that, if he
were to make a special effort to attend, his trade union
colleagues might take umbrage - on the grounds that he would
not appear to have confidence in their ability to handle the
January meeting. However, if tomorrow's meeting goes badly
and it appears that the January meeting is going to be difficult,
Mr. Murray will seriously consider attending it.

Notwithstanding what Yr. Murray has told Mr. Chandler, I
am sure the Prime Minister would still wish - if possible -
that Mr. Murray can attend the January meeting. Perhaps the
Chancellor and the Secretary of State for Employment might
consider how they could persuade him.

There is one other point which you should be aware of.
The Prime Minister would like to have the papers for the
January meeting so as to be able to read them over the
Christmas holiday period, together with the necessary briefing

/ from Departments.
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from Departments. The briefing will presumably include a
speaking note for her introducticn to the meeting.

.1 am sending a copy of this_ letter to Ian Ellison (Department
of Industry) and Ian Fair (Department of Employment).

M.A. Hall, Esq., M.V.O0,,
HM Treasury.




PRIME MINISTER

Meeting with Mr. Geoffrey Chandler

Mr. Chandler is coming to see you to brief you generally on
the NEDC and NEDO, and on the items to be taken at the 9 January

meeting which you are to chair.

The January meeting will focus mainly on technology and
industrial adjustment, with particular emphasis on micro-electronics.

There will alsc be a report from one of the sector working parties.

Mr. Chandler may also wish to take you over this Wednesday's
NEDC meeting, which will be devoted to discussion of the economic
outlook. The Chancellor, the CBI and the TUC - as well as the
Director General himself - have all circulated papers for this
meeting. They are universally gloomy about the short-term

prospects; but the prescriptions of course differ. (You might
glance at the TUC paper at the back of this folder to see just how
far they are from the Government in their unreconstructed Keynesian
approach. ) Mr. Chandler and the Chancellor will be trying to
avert a row with the TUC mequIs at this meeting, and possibly

their walking out, as a result of the NEB Board's resignation/
dismissal. I understand that Len Murray is reasonably confident
that he can persuade his people to stay in the NEDC and the little
Neddies, provided they get Sqﬂgthing positive out of the meeting:

for example, an affirmation that the Government attaches importance
to the work of the NEDC and the little Neddies, and some indication
that the Government is willing to listen to the TUC's views

rather than reject them out of hand. If that is what is required,
the Chancellor should not have much difficulty.

Mr. Chandler took over at NEDO in July, 1978, He spent most

of his previous career with Shell, where he ended up Director in

charge of PR. Before that, he was Managing Director of one of their

/ operating




operating companies. You might glance at a recent speech which

he made (Flag A). This argues the role of industrial policy

in quite a helpful way.

3 December, 1979.
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HATIGHAL HCOSGIC DeVILOMEIT COUNCIL: WRDHESDAY , 5 DRCEBER

" CHATRHAH'S STEZERIHG BRIEF

PROCEDURAL

There is only one substantive item: The UK Economic Situntion and Outlook.
There are four papers - from NEDO, the GBI, the TUC, and the Chancellor -
nd it is sugmested that they should be talen in that order. It is envisaged

that the meeting will be the normal duration - 5';’-“.'-']'10:1:".’5.

At the time of writing, apologies for absence had been recieved from Mr Whittall.
The C3I and TUC will have been forewarndd that Sir Leslie Murphy has stood down
following his resipnation from the lE3. {Thr- Chancellor may wish to mention
this, and to say that he has expressed thanks to S5ir Leslie on behalf of the

Council ?
Briefinm
Sl

Substantive briefing on specific points likely to arise in the discussion is

contained in ,'S.f‘]j.".:".‘lt.l; briefs anncexed hereto. (List of Briefs at Annex A)

O3JECTIVES

N These nust be fairly modest. It is unrealistic to expect any general endorsement
of the Government's policies - especially from the TUC. This meeting of the Council
also experimental. ' There have been general economic discussions from time to time
in the past but these have usually been in the specific context of an immediately pre
or post Budget situation. Moreover, the Council is a deliberative and not a decision
making body, and probably the most that can be achieved is some improved mutual under-
standing between the parties nbout economic objbctivesﬂ and about how each perceives
the scope and limitations for achieving these. But, within this, the Governnent's

aims might bel
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. to make clear tne nature and rationale of its econonic policies, and to

denonstrate that there are neo viable alternatives:

b. to draw out areas of conmmon rround.. (Pronositions on which most of the
parties may be able to agree are listed in the concluding section of this

brief).

e to demonstrate that the Government is not rigidly doctrinaire in its

policies, and to leave the way open for further discussions of this sort;

d. to direct attention beyond the immediate future to the more fundamental
adjustments we must expect in a fast changing world, and to what needs to he
done to lay the foundations for sustained non inflationary expansion of the

economy.

It may not be possible to achieve all of these cbjectives. The TUC in particular, in
their memorandum, remain uncompromising in their eriticism of the Government's economic
policy, though they offer no coherent alternative approach. On the other hand, the signs
are that both the TUC and the CBI want the meeting to be a "success", if only in the
sense of showing that the Council can tackle major macroeconomic issues in a way that
neither means a dialogue of the deaf,. nor simply results in generating clashes with j

further hardening of positicns,
HAIIDLING OF THE DISCUSSION

2. It would prﬂnglj be desirable if, in his opening remarks, the Chancellor made sorc
now
supgestion about/the discussion might be structured. This cannot be laid down too

rigidly in advance, but one possibility would be as follows:

a. short introductions to the memoranda by each of the parties, drawing out the

main issues on which the Council is invited to focus;
b. substantive discussion grouped around the following main headings:

- the short term: outlook, objectives and policy instruments.
(i) inflation and pay bargaining; (ii) company liquidity and profitability;

(iii) employment and output.

- medium term objectives: laying the foundations for sustained non-inflationary

expansion, through action to improve the supply side of the economy.

CONFIDENTIAL




THE ME-ORALUA

NEDO Paper: (NEDC(79)63)

i Following a brief description of economic developments in 1978, the paper compares

the projections of the more important independent forecasts (plus the Industry Act
forecast) up to the end of 1980. There is then a comparison of the projections up to

1982. (See also brief no 10 ).

L, Over the short term, the various projections show very .similar results. Broadly,
the picture is one of a set back to demand and output, with some decline in GDP; nil
productivity growth; and, allowing for lags, a rise in unemployment to 1.5 million by

the end of 1980. 5?&%@ Industry Act forecast did not of course contain an unemployment
ricurqi? The forecasts foresee inflation pealting in the range 16=20% in the first half
of 1980, and falling thereafter to an annual figure in the range i4-18%. The projections
for carnings growth are in the range 14-16%. All groups expect a fall in company profits

and in investnent. Most nredict at least some improvement in the current account deficit

over 1979 levels.

a Over the medium term, however, differences in the modelling of certain key
relationships (see paragraph 15 of the Memorandum) result in clearly divergent paths
for inflation, future growth and unemployment. Perhaps the most important relationship
is that concerning the impact of monetary and fiscal restraint on wazes and prices.

Most prouns sce uneaployment as a main link in the chain between monetary restraint and

moderation on pay, but they differ about the level and duration of empleovmaent needed.

The Liverpool ("rational expectations'") model leads to a rapid cut in inflation, with
an early resumption of growth. The LBS forecast is also fairly optimistic; output and
investment recover as inflation falls steadily from mid 1980, so that growth by 1982
is 34 and inflation below 8%, At the other extreme the .CEPG, who sugpest that
unemployaent may have no effect on wage claims, forecast a permanent stagnation in
output, with inflation continuing in the 16=-20% range throughout the next decade.

However, all the forecasting ~rouns accent the need to cut inflation, and nearly all

accept that monetary restraint is a necessary condition for achieving this.

6. Another source of divergence concerns the relationshig between the exchange rate,
the trade balance and outout. At cne extreme 135S, whilst predicting a current deficit
of over £2 millien in 1982, do not repard the current balance as an important policy '
target because of the extended scope for capital fbws to offset a current account deficit

following the abolition of eychange controls. At the other extreme is the well known
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For

severe constraint on enployment,

which the prescribed renedy in 1 = an distinct fros sclective - imporlt controls-
for all countries having hircher than averape propensities Lo import, topether with

cxpansion in domentie '

paner Iirmly restatesthe CBI's vicws t) lefeat of inflation must have first
nriority; rules out any major reflation until infl: 1 1is well under control: and
reaffirms the need to improve industrial competitivencss in the widest sense. It
the implications of the gloomy short term econonic prosnects for the company sector, and
singles out pay bargaining as the most important factor determining the prosnects for

inflation and industrial competi 1055 1 short term.

g. The paper paints a scobre pict " the outlook for the company sector in the

ns squeere on company finance will

cominr months

lead to an increasii inancinl deflidt and deter P 1odd The result will he

ployrent, and more bankruptciecs. At the sane time, risinre
luctivity have caused the cost competitiveness of UK °
dly in recent years, and the recent strength of the pound
to arrest this trend. The paper calls on companies to spell out
financinl problens, and points out that the

cts about

the introduction of current cost accounting has made

/ This delay due to the prolonged consultations which the accountancy bodies are

having with interested parties.; the Government is not directly involved though would

welcone op dy propress ?.

9. The enphasis placed by the C3I on the defeat of inflation accords with the Governmen

own: priorities, and the statement that there can be no cuestion of a major stimulus to
1

domestic demand from expansionary fiscal and monetary policies until inflation is

control is a helpful counter to the TUC. The C3I also welcune the tirht monetary and

tance, though they suggpest, rather varuely, that it is

hey recommended. They bring out clearly theneced for realist

if the process of scucezin 1flatic 3 not sult in an unneccesarily

in teras of 10 s of xnd in ase in unemployment.

-

sappointment that the Government is not doins more teo influ

LIk

<e the public more awarc of the limited econonic choices fa

refers specifically to the

be recalled thnt these uronosals




Ations bhrouszh for

Lo establish a National Economic Forum as a scene setting mechanism

v im accurate and valid

to "OGS arooinin put nublic oector settlements at

end

on Economic

nosition on (2} = (e) is clear. fﬂ"'!’.‘ also brief no

=
2
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indiviaunl cmployers, wnllst lin'.-:l+ as the C3I recopnise,

tible to short term treatment: The Chancellor
colleagues in econonic Devartnents have

ccononic realities in recent statements

i1« The paner { with an appeal parties to do sorztaine terether to bring

i

sense into the pay bargaining climate, with a specific invitation to the T

e 4

]

This is an anpeal which the Chancellor will no doubt invite the Council to consider

and respond to during the course of the dis ion.

Paner:  (NEDC(79)06)

This paper contains a bald and uncompromising restatement by the TUC of their
well known eriticisms of the Goverament's economic poliey. The gist of their arg
is that reliance on monetary control and restraint of public expenditure will havea
deflationary impact on demand, with adversc CD':{EE‘:’;'JI'_"!:f.'I.-.'.'. for output and employnont
that this in turn will resuire further monetary ahd fiscal restraint ; and that tl
Government is ther an economic cul-de=-sac.

The paper does indicate a willingness by the T

with the Jovernment on & Whole ranpe of economic issues", but only if there iso a

change in Government policy.

CCArIhn

e ericace in "a constructive dialogue



atiions rom Lhe naper. dHosbl important, perhaps,

ahsence of any recornition by the TUC of the il to eurb inflation; or of any suse
alternative set of policics for achieving thiz nud avoidine the fall in economic
about which they o 0 much concern. There is scant discussion about pay,

no acknouwl of the crucial role that mederation in pay denand will have in

determining the eventual outconme for the com: sector, investment and jobs. The

is prices wvhich are pushing up waces, hut total

papner asserts that it

l¥ irpnores the
[!;-‘:].l."

reverse relationshin - for exanple,the fact, as the C3I marer notesn,/may went up by

at least 45 per annum over the lest two years, whilst cuteoat remained flat.
there 15 no recognition of the link between infllation, and the loss of business

confidence and the fall in manufacturing investnent.

Th. There i5 also a somewhat Y ice’ {parapravh 18) to the Government!s

alleped belief that an i £ net increase inflation. Ilowever, the

in VAT rates in the June Budget was t of a move to trans some of the burden

taxation from direct to indirect taxes - an aim supported by all three political partie:

The new tax and ices index shows the overall effect, taking account of the reductions
The once for all nature of the VAT increase means that it should not

increase in th I ne rate of inflation.

he paper i the absence of any discussion about
constraints on t! poly s the economy, notably our record of lew or nil
productivity prowth. Th erestingly, no explicit reference to selective import
controls. Equally, however, the paver fails to recognise that, as amply demonstrated
by recent Un experience, the problen facing the UK econony is not one of inadenuate
demand but of sunply side weaknesses, and that productivity,crowth = and not increased

public spending - is thekey to sustained non-inflationary economic expansion.

16. The paper does not acknowledse 3 to which, on a number of issues, the

TUC have recently made ments atin hinking fairly close to the Government's

own position. These include:

Monctary Policy: '"Honetary factors cannot be ig and the Covernment does

have to ensure that the public sector demand ance does not nrevent

1 S

T

industrial investment or dislocate financial narkets"'(TUC Econonic Review 1973);

Importance of Controlline Inflatio L . he i interrelated conditions

for / e=vliasis not in oriziral / s ' ansionar progress in reducing
inflation and the Goverazent being able successfully to finance the PS3R"

(TUC Econouic Review 7973)

CONFILNENTIAL




Public Exponditure and Taxabtion ete: Je must find a way of reaching arreement

how to get the ripght balance and the use of resources between our productive::
industries and the public services, and how we get agreemcnt on priorities in
public spending. We need to think through the roles of direct and indirect
taxation and the taxation of wealth. Uhile we reject the Government's attack

on the nationnlised industries, therc are problems in- that area, such as the
right vasis lor Financing them and pricing policy and the role of subsidies"

{Speech by Hr Murray, 10 ilovember 1979)

It would be probably be tactically unwise to quote the above verbatin at the TUC,
especially as the statements in the 1979 Economic Review were made in the context of th
demands for measures to expand the economy. Hevertheless, it may be possible to steer

the FUC back to some of these points during the discussion.
Other specific points in the TUC paper to note are:

A criticisms (linked to the mbolition of cxchanme control) that the benefits
of Horth Sea oil are being permitted to po abroad and not into donestic investment

(see briefs no & and 15 Jic

b. a catepgoric statement that there is no basis on which trade union members
could now serve on the reconstituted board of the NEB (Sir Keith Joseph will

handle this point, but see also brief no £)

Cs references to proposals to the Wilson Committee for a new financing
facility involving Government and the Pension and Life Insurance Funds

(see brief no 13
Although there is no wmention of this in their paper, the TUC will orobably also be
eriticial avout the suspension of the worker participation scheme in the Post Office.

The Secretaries of State for Industry and Zmployment will be ready to respond on this.

The Chancellor's Paner: (IZDC(79)A%)

18. The Chancellor is already familiar with this, and a speaking note for introducing

paper is attached. (Anncx B).
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'is will necd to be tailored to the discussion, but we believe that all of the
partins want the meeting to end on a nositive naote, even thouch total accord cannot he
s

expected. The Chancellor will therefore want t f t the arcas of apreeme

wledge frankly points on which the DA 5 disagree and - assuming the discussion
has gone well = to refer to the possibility o ' discussions in the Council
before too lons. The summing up will also orovide a stecr for the Direcctor General whe:

briefling the press after the meetin-.

:I.r'-".] 1 OT rt'." snt

(these take account of the various TUC statements shown in pararraph 16 above).

1 forecasters are agreed on th : short term economic prompects, a
their views are accepted by the C& the TUC and Governrment in their papers.
In particular, there is agrecment on the serious prospects for the company sector

and on imnport penetration.

ii. all parties are agreed on the damare caused by hizn rates of inflation and
the necessity of reducine it. The GBI in their papcr arree with the Goverrment
Sy L

that a substantial reduction in the rate of inflation i= a precondition feor

cconomlc grou

5 necessary to the

of inflation. - } statutory pay policies, pay

norms, pay sanctions, a 5 ry way of dealing with inflation.

iv. the Governaent recognise that monetarism is not enouph. They agree with
the TUC and C31 on the -need to improve the performance ani adaptability of
in order to achieve growth. The Council has already had useful discussions

trade perfornance, ct
chair in January at a meeting to discuss nolopic nee izs

he Difforoncen of View

¥. the Governrment (and the CBI) differ from the TUC about the precise fiscal
stance which is apnropriate in current circumstances. The TUC believe that a
nore expansicna volicy would raise output, but the Government consider that

his would fuel inflation and benefit-imports rather than donestic production

t
(e experience in '978). However, althou th the parties disagreoe on the precisc

i T
GONT TN

donraditda




Wreen

between the public amd private scetors must accomnordate the neoeda of private

industry and the lepitinate aspirations of conoumers.

dilferences in viow aboutl the influence of pay scttlements on
TUC say that nrice inereases, including the effects of the
VAT, ¢ the main factor, wreas the C3I give much more weipght

pay

Government believe that money cupply

of ‘inflation, } that the level ol na

v settlenents ia a very

at in the

zs proceeded ily, the Chancellor will probably wish
further discussion in a few months time. / Just after the Budget
the most sultable tine ?

OTHER BUSIIES:

approval for all papers to be relaascd after the meeting

the Council will be on

Dividon

irensu :":1'

Hovenber
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BRIEF 1

1 REFLATICN

Factual

The TUC annual Economic Rewiew, published last February, argued
for a fiscal stimulus accompanjed by import controls. IThE
Cambridge Economic Policy Group's report last spring did
likewise. Its Director, Mr Wynne Godley, however, has lately
appeared to be ready to rely on import controls without the
fiscal stimulus. He wrote Tor Vickers da Costa after the

June Buaget: "I am not arguing in favour of a fiscal expansion
and Sir Geoffrey (llowe) is quite right to say that the elfect
of this would be perverse". Varioué backbench members of the
Labour Party - notably the Labour Ceo-ordinating Committee -
have also argued for higher public spending, lower taxes and

import controls.

Delfensive

Relfation now through more relaxed liscal and monetary policies
would be likely to lead to higher inflation and a deLtriDratihg
balance of payments or depreciating exchange rate. There is

no guarantee that it would lead in the long-run to higher
output or employment. The economy has sufflered from deficient
supply rather than inadequate demand.

Positive

The Government's overriding priority is to reduce inflation

but it of course shares the aims of those who want to see an
increcase in output and employment. It believes that this can
best be achieved by creating conditions in which enterprise
can flourish and markets work flexibly. Its tax policies

are directed towards encour.ging, assisting and rewarding skill

and success,




BHRIEF NO 2

CONFANY LIGQUIDITY
Backeround

There is clearly a difficult short term outlook for the company
sector. The share of profits in total incomes is already
exceptionally low (about &% for non-oil cempanies) and hds, recently
been adversely affected by the continued rise in labour costs and
fall in activity. The cushion of liquidity built up by companies

in 1977 and 1978 has been severcly depleted. The financial

deficit of non Horth Sea companies is unlikely to be as high as

a proportion of GUF as it was in 1974 (43%) but could come close

to itover the12months tomid1980. Diffieult trading conditions are
likely to continue next year reflecting weak demand at home and
abroad. But the pressure on companies will be eased somewhat in
the course of 1980 as they cut back on stockbuilding and investment.
Such cutbacks, which are to some extent a response to financial
pressure and a tight monetary situation, will contribute to the
expected fall in the level of economic activity. PBoth'the immediate

outlook for the sector and the prospects for future years depend
crucially on future pay bargains.

Positive

1. Our first objective must be to bring down the rate of inflation.
This is crucial to create the right conditions for investment and
future growth. To relax our monetary policy wculd risk a surge

in inflation which would be much more damaging to output and
enployment than tight monetary conditions.

2. The CBI recognised the 15 November package as a necessary part
of the Govenment's determination to bring money supply and hence
inflation under control. :

3. The impact of tight monetary policies depends on how both
sides cftindustry respond. If pay bargains are reasonable,
inflation will come down faster and any substantial loss of output
and jobs will be avoided.

Defensive

1.. Future interest rates ‘depend crucially on progress in reducing

monetary growth and inflation.




2. Froviding pay burgains are reasonable, there should be room
within the monetary target and 5SD scheme guidelines for necessary
.industrial finance. :

5. Interest rates, of themseives, are not an important determinant
of investment. The prospects for the economy generally are much

more important.

4. There are objections of practice and principle to schemes of

two-tier rates, sheltered finance for industry, etc. No sector
of the economy can be wholly isolated from the effects of high
interest rates; that would only undermine our policies.

5. ©Small firms face other difficulties, and we are locking at
which might be done to relieve this.

6. We accept that ."monetarism is not enough". Froductivity
needs to be improved 2s one element of a programme to improve
the supply side of the economy. The Chancellor's paper considers
progress on this and the further steps which parties represented’

on the Council can take.




4 IMPORT CONTROLS

L]

Factual

This brief considers the case for and against general'
import controls. It should be borne in mind that the TUC
itself, in its 1979 Economic Review, now advocates only

temporary and selective import controls in cases where

domestic industrial policies would be deemed insulficient

to contain import penetration within limits set by SWPs.

The case lor general import controls is most cogently
advanced by the Cambridge Economic policy Group and its
Director, Mr Wynne Godley. In the context of managed trade
for the world as a whole, the case is based on the view that
the adverse trends in British trade performance are such
that, unless general import controls are- imposed, the only
way of maintaining current a@ccount balance in the future will

be progressively to delflate the economy. General import
controls would reduce the propensity to import below what it

would otherwise have been and could thus be expected to raise
domestic demand. But this higher level of domestic demand would
probably mean that the overall level of imports would be
unaffected. The fraster rate of growth of output would, it is
argued, raise investment and productivity growlh and so

strengthen the industrial base.

On the other hand, general import controls would:-

i. lessen the need for improved industrial efficiency
rather than help to improve industry's long-term
competitiveness;
risk emulation and retaliation by our trading
partners in depressed world trading conditions with
the result that no country would gain in the long
run from protection;




. iii. be likecly to increase inflation and reduce welflfare

by restricting the range of consumer choice.

It is for these reasons that the Govermment is against general
import controls as the solution to the UK's economic problems,

Defensive

The Government firmly believes that general import controls

are not the answer to our problems, for three reasons:-

i. they would be more likely to loster inefficiency
than improve our competitiveness. Insulating ourselvecs
from international competition is no solution. Besides,
all Lhé evidence shows that output does not respond to

increases in domestic demand.,

unilateral import controls by the UK would be a

breach of our international obligations under GATT and
the Treaty or Rome., Retaliation or emulation by other
countries would have to be expected and would tend to
reduce any poténtisl benefits. The political and
economic damage to the UK could be significant.

Finally, any measure which would expand domestic demand in
present circumstances would worsen inflation. And it is
inflation, not the balance of payments, which is the primary
constraint on expansion. The fTaster rate of inflation,
reinforced by the switch to higher cost home-produced goods
and by the effect on efficiency, would be likely to frustrate
the growth of output long before the hoped-for benefits of
higher productivity growth came through.

Positive

While the Government is Tirmly npﬂnscd to general import
controls, we do see a role for intervention where there is

a clear case of unfair competition from abroad, Thus we will
oppose anti-competitive and restrictive practices by other
countries and give strong support to British firms in pursuing
genuine csses of dumping and other unfair practices.




. BRIEF NO 5

HATIONAL ECOICHIC FORUH
Backeround

Ministers (E Committee) have decided for the moment ud to pursue the idea of a separate-
national cconomic forum, but instcad to build in n modest way on the existing NEDC.

You and the Prime Hinister have said in the House that the Government is thinking along
these lincs. An important factor in reaching this decision was Mr Murray's advice that
the TUC would not want to be seen cooperating with the Governnent in some new.forum -
implicitly, if not explicitly, concerned with pay - whereas reneral economic discussions
as part of the regular business of ‘the NEDC would be acceptaiile.The CBI (and certain
other bodies such as the BIN) favour the forum concept, but secem willing to see first

what can be achieved in the NEDC and by other means.

The idea of the forum has not been ruled out for the longer, term but it is never likely

to be the answer. The prescnt approach is to use all available means to promote a wider

and more informed discussion aimed at getting a better understanding of economic realiti
by all available means. In your interview with Mr lYalden you said that, whilst a new
forum aipht only create false exnectations at this stape, the Government would be ready
to look at the possible ways in which various institutions might be developed. However
you coutioned against trying to push matters too fast or too far, which might only

jeopardise the progress which was already being made.
Line to Take

The Government wish to promote a more open and infeormed discussion of economic matters
by all available means. The discussion we are having today shows that the NEDC itselfl
has an important role in this process. We do not want to close any options, but it woul
be premature to start talking about some new forum until we all have a clearer idea

about what can be achieved in discussions of this sort.




BRIZF 6
NEB s L

.Pamgrnph 16 of the TUC paper is critical about the Government's policy for the

HEB as embodied in the Industry Bill; and the recent events culminating in
the resipgnation of the Board. The Chancellor will wish to let Sir Keith Joseph

deal with any discussion about these issues.
BACKGROUND

2. The Industry Bill provides for a reduced role for the NEB; for the power

to dispose of its assets; and for the ownership of NEB companiés to be transferred
to DOI at the discretion of the Secretary of State. The decision that Rolls Royce
will be transferred to DOI led to the resignation of the Board.

DEFENSIVE

5. The Government regret the resignations. Sir Keith has already paid tribute
to the way in which the business and trades union members of the Board had worked
well together. The decision to transfer ownership of Rolls Royce did not imply
lack of confidence in the Board. It reflected the inherent conflict in having
the Board of a company of the scale of Rolls Royce supervised by another Board
however eminent. While there are obvious similarities for BL that case is not

quite on all fours.

L. There is no denying that the Industry Bill will give the NEB a more limited
role. This reflects this Government's view that a general morchant banking role
is ipappropriate. for a public sector organisation insulated from commercial

discipline. The NEB will be required to dispose of its holdings as they return

to viebility and private finance can be introduced.

5. OSupporting industries in decline is inconsistent with the approach of freeing
resources to enzble new industries and jobs to flourish. As the Chancellor's
paper says, the pattern of this change will spring from trends in consumer
demands and technological change at home and overseas. Companies with a viable
future should be able to arrange funds to see them through temporary difficulties.
The last Government's financial plans for the NEB would not have allowed inter-

vention, however temporary, on any significant scale.

POSITIVE

6. The Government recognise the long term importance of the high technology
sector. They have decided that the NEB should have a limited role in investing
in high technology companies where private sector finance has been discouraged

in the past when reward has not been commensurate with risk. Investments in the
computer peripheral and software sectors and office systems are cases in point.
CThe future of INMOS, the NEB's microelectronics subsidiary, has yet to be resolved
so0 Ministers will not wish to refer to this.) The NEB has also been assigned a

small firms/regional role to invest in companies in the English assisted areas

where private sector finance is not immediately available.




BERIEF 7

WORLD ECONOAMY

INDUSTRIALISED COUNTRIES' RESPONSE TO HIGHER OIL PRICES

(a) Background

Industrial countries have responded to higher oil prices in

a much more uniform way than in 1974-75. A number of countries
argued then that, to the extent that the rise in oil prices did
not gencrate increased imports by OPEC, it was much the same as
an increase in taxation., So the correct response was to reduce
taxes to offset the inflationary impact and sustain growth and
employment. But experience showed that attempting to protect
domestic activity by fiscal and monetary relaxation allowed
inflation to be accommodated and this was ultimately more
damaging to growth and investment. Those countries which
recovered lastest from the increase in oil prices were those
which resisted the inflationary impact - eg Germany, Japan,

and the US; while the UK, Italy and France, which tried to
sustain output, experienced rapid inflation, severe balance

of payments problems and a declining exchange rate,

The priority given to the need to resist inflation has been

reaffirmed at numeérous international meetings. For example

the communique of the Interim Committee in Belgrade said

"The Cummitter'cmphasised thet the msin task of economic policy
was Lo contain inflationary pressure and to reduce inflationary
eéxpectations. One of the immediate problems was t o prevent

the recent surge of price increases for oil and other primary
products from adding to the strength of inflationary expectations
and thus being built into underlying rates of increases ofl

wages and prices,"

(b) Speaking Notes

Positive

Policy responses to the incresse in oil prices have heen
encouragingly uniform. We have learnt from our mistakes. After
the 1973-74 o0il shock we and some other countrics thought we
could cushion the impact by relaxing policy. We ended up with

a level of inflation which destroyed more Jobs than the attempt




to sustain activity had preserved. Those countries which

resisted inflation recovercd more quickly.

Defensive

Inflation in the major countries is still accelerating. Oil
prices are set to rise further. In most countries the policy
options are extremely limited. We know [rom experience in
1974-75 that, unless we contain inflation, output and employment
will be seriously hit. This does not amount to competitive
deflation. ]ﬁ is instead a recognition that short ierm

palliatives carry heavy long term costs.

11 THE EFFECT CF HIGHER OIL PRICES IN THE UK

(a) Background

The UK's status as an oil producer does not insulate it from

the adverse effects of higher oil prices.  First, we are not
completely self-sufficient: we must still import oil. Second,
while inflation might be moderated because the exchange rate is
higher than it would otherwise have been, this implies a further
deterioration in competitiveness. This adds to the effect of
slower growth in export markets, caused by the downturn in

world activity, and means a loss of output in the UK potentially
at least as large as the average for industrial countries.

Additionally, the rise in oil prices makes the conduct of
monetary policy more difficult (referred to in paragraph 7

of the Government paper):

i. higher inflationary pressure increases the strains
within any given target for money supply growth;

the increased OPEC surplus generates more erratic
capital flows. Exchange rates are dirferentially
alffected according to whether a country is relatively
favoured vis a vis the supply and price of o0il

(eg the UK) or relatively disadvantaged (eg Japan);




Increased inflationary expectations can lead consumers
and businesses Lo try and pre-empt anticipated price
increases by borrowing more and bringing purchases

forward.

(b) Speaking Notes

Positive

The North 5Sca does not immunise us against higher oil prices,
Exports and output suffer from the slower growth of world trade.
And stronger inflationary pressures produce distortions in

the economy and make the conduct of economic policy more

difficult.

Defensive

It may be true that because of North Sea oil and its effect on
the exchange rate the impact of dearer oil on inflation is less
pronounced in the UK than elsewhere. But we cannot insulate

ourselves from the slower growth of our export markets. And

it becomes more than ever necessary to improve compelLitiveness

through higher productivity.




BRIEF 8

8 EXCHANGE CONTR OL

Bnckgrﬂund

All remaining exchange controls [uxcapt in relation to,
Rhodesia) were abolished on 24 October, TuC leaders Criticiseqd
this move ror 4 few days but have not raisegd it directly with
the Chancellor,

Positive
——sllive

Remnving controls eliminates COsts and disLanans on investment
decisions and allows investors to look for the MOSL profitable
Opportunities, Balance or Payments will pe strengthened as
returns flow jn - pParticularly usefuy] when North Sea oi}l declines,

Defensive
—lslve

Overseas investment

Government ape not €ncouraging overseas investment at the expense
of domestic investment buL have removed artificial distortions
against overseas investment, Evidence of surveys [jneiudjng
NEDC 1977-78 survey accepted by Mr Healey in 9 Novembep

Financial Weekly article) is that overscas direct 1nvestment

is a Necessary part or Successful export performance, not i
Substitute for jt, The problem with domestic investment js ga°
lack or profits, not funds {xigg evidence to Wilson Committree) -
answer jg policies tg improye pruritahjlity.

Monetary policy

Abolition or exchange control does not significantly afrect our
ability to meect monetary ob jectives, -It does afrect the useryl-
ness of some SUpplumenLary Forms or monetary contro] (eg SSD) -
but these 4re not substitutes Ffor main methods or control, je
interest rates and pspp. Net effect on Mmoney supply likely to be
small whep inf]ows and out '] ows are both taken into account,




BRIEF 9
THE EXCHANGE RATE
Faectual

(i) The exchange rate is primarily determined by market forces.
The authorities intervene in the exchange markets to moderate excessive -

fluctuations in the rate.

(ii) .Many factors affect the rate. This year'sdirrmtdeficit is
tending to push the rate down. Similarly, on the capital account, the
abolition of exchange control is tending to increase the demand for
foreign currency and exerting further downward pressure. But this is
more than offset by the flow of funds into stérling, reflecting the
high level of UK interest rates and our position as an oil producer.

I would not like to predict what the net effect on the exchange rate
will be.

Positive

(i) British industry should over time become more competitive as
a result of the abolition of exchange control, since the rate is

likely to be lower than it would otherwise have bEEn??cmanufacturing
sector will no longer have to take the full force of the adjustment of
the balance of payments to increasing North Sea oil production.

Defensive

(i) A stable exchange rate is not an objective of Government policy.
The rate is set primarily by the markets. But there is no reason to
assume that sterling will be more volatile following the abolition of
exchange controls. Our firm commitment to strict fiscal and monetary
policies should ensure the pound's underlying strength.

(ii) We do not need to run a current surplus in order to maintain

a stable exchange rate. Movements on capital account are also
important. But the stable exchange rate projected in the Industry Act
forecast was a conventional assumption and implies nothing about future
Government policy.




(iii) MLR was roised purely on domestic grounds in order to
tighten monetary control. It is no part of the Government's policy
to use high interest rates to attract OPEC funds to Britain in order

to bolster the exchange rate. The exchange rate adjusts to the

Government's monetary stance, not the reverse,

-
]

(iv) I am wmaking no predictions about the future course of the

rate,




BRIEF 10

10 SHORT TERM FORECASTS

Fuctual

i. TIndustry Act forecast published 22 November. Muin'renLuregg

fall of 2% in GDP between 1979 and 1980
decline in inflaution rate to 14% by end 1980
decline in deficit on current account by £2 bn in 1980

PSBR in 1980-81: "little change as a percentage of GDP
on 1979-80". G

ii. London Business School forecast published in S. Times,
November 25, main features: fall of 1% in GDP in 1980; price
forecast similar to Industry Act; current account deficit of
£% bn in 1980; PSBR of £11 bn in 1980-81.

1ii. National Institute forecast, published 3 December

(NB CONFIDENTIAL until Monday 3 bDecember) main features: no
change in output in 1980; prices a little higher than in the
Industry Act forecast;  current account deficit of £ 3bn in
1980, PSBR £9 bn in 1980-81.

iv. Number of other forecasts summarised in NeDO paper are
generally not very different from these three.

Positive

i. Most forecasts show some decline in rate of inflation before
the end of next year;

1i. There is general acceptance of desirability, practicality

and ljkclihond_nr Light control over money Supply next _vear;
this is of course a necessary condition for controlling inflation.

Defensive

i. The range of forecasts, for example.on the extent of recession
next ycar, gives some idea of margin of uncertainty.

ii. The Government's policies of restricting public sector
activities, increasing incentives, and keeping tight control
of money supply, were never expected to produce rapid results.
The benefits will begin sooner, the earlier domestic cost

increases - above .all waze bargains - are moderated.




BRIEF 11
11 ECONOMIC PROSPECTS IN THE MEDIUN TERM

Buckground

There have been a number ©f economic forecasts covering the

medium term.  These have been widely reported in the press: th
majority are pessimistic on prospects for growth. An article
in the Times of 26 November (copy attached) purported to give
details of recent Treasury projections of the medium term,

Defensive

It is difficult enough to predict short term developments in the
economy with a tolerable degrec of accuracy. Any projections

of medium term developments are subject to very wide margins of
error and have a strictly limited usefulness in discussions on

economic policy.

Nevertheless the behaviour of the economy in recent years has
shown certain deep-scated weaknesses that have persisted over a
number of years - examples are low productivity growth, poor”
trading performance, and a tendency to high inflation.

Our policies are designed to remove the causes of these weakness
such as poor incentives, excessive state intervention in the
economy, and lax fiscal and monetary policies. Government,
however, can-only create the conditions for better performance .

Economic prospects in the medium term ultimately depend on the

extent to which individuals and companies make full use of the

opportunities created by our new policies.

Positive

History is dotted with the wreckage of over-ambitious economic
plans based on over-optimistic growth assumptions. The
government intends to be realistic and so is making no promises,
It is nevertheless confident that its policies can create the

right background against which economic growth can resume,




BRIEF 12

12 PROSPECTS FOR FURTHER TAX CUTS

Factual

The 1979 Finance Act B
- reduced the basic rate of income tax by 3p in the pound
from 33 to 30p
raised the thresholds by twice the amount needed to
make up for inflation, ie by £280 Tor a married couple
cut the top rate of tax on earned income from 83 per
cent to 60 per cent, bringing it into line with the
European average
raised the starting point Tor higher rate taxes from
£8,000 to £10,000 and widened the upper rate bands,
The cost of these reductions in direct tax ‘in a full yeor was.
£4,300 m.

Defensive

Income tax (including lower paid)

We have already made the biggest income tax reductions of all
time . However, it has been made clear we want to do more
over the years, particularly in.three areas:

i. widening the gap between those at work and those
drawing social security benefits. Tax is still
being collected at levels which are harsh, unjust
and discouraging;

ii. raising the thresholds;
iii. reducing the basic rate.

Why priority for capital tax changes?

We have made a start on income tax, but I promised a review
of capital taxes and action is needed here also. Capital tax
reform required because overall burden is too heavy and the
present haphazard accumulation of taxes Loo complicated.
Excessive capital taxation discourages the building up of
capital by risk takers, on whom much of our luture success
depends. But not able to m%kc any- precise commitments for
1980 Budgetr.




Small businesses

Reductions in income tax and eventual restructuring of capital
taxes are what small businesses neced most of all. Bul further
specific tax measures to assist small firms are not ruled out,

Company Lax

Main aim here is to improve profitability. Dirficulties sometimes
caused because of overriding need to keep money supply under

control.

Review is in hand on how best to take account of price changes
in company taxation. Complicated issues here, which call for
consultation in due course. At the same time stability in

corporate taxation is important.

Positive

Aim is to get taxation down to a level where it can be collected

from the mass of the people with their broad consent. Will
continue on this course, but wrong Lo have oveér-generous expectat
for 1980.

Further reductions in the tax burden will depend on progress

in the attack on inflation. Overriding need at present to keep
Government borrowing consistent with firm control of money supply
Tax cuts must not endanger that,

Firm control of the volume of public spending and through cash
limits, on cash disbursements is vital if a need for tax
increases is to be avoided.




BRIEF 130 15

TUC FINANCILG FACILITY

(Referred to in para 18 of TUC lemorandum, NEDC(79)66)

The Froposal

In a memorandum in Fay 1977 to Sir Harold Vilson's Committee on
the Functioning of Financial Institutions, the TUC advocated
an arrangement under which some part of the inflow of new funds
to the long-term savings institutions would bte set aside to
finance new productive investment in manufacturing industry.
There would be a public sector contribution financed by North
Sea 0il revenues and a new savings medium for the public. Tae TUC
sugrested a facility of £1 billion a year. The purpose wWould
be the finance "projects and companies which would not qualify
under present arrangements but which when taken in ageregate
could provide an adequate rate of return in the long run."

2. The principal objections to the scheme are that:-

(i) funds, at the going market price, are not scarce

for industrial investment (that is, investment is not
being 'crowded out' simply in terms of availability of
cash);

(ii) a facility of this sort would not be a source of
cheaper funds for industry unless the institutions were
constrained to lend below the market price (or there was
a Govermment subsidy) in which case it would represent

a tax on the institutions (or an increase in public
expenditure);

(iii) direction of funds in this manner is contrary
to the Government's view that so far as possible the
market should be allowed to allocate resources.

Line to take
5. If the point is raised, the Chancellor might say that he

sees no advantage in a scheme of this sort. It would not produce
additional funds, or cheaper funds. It is no.substitute for

the Government's wider policies designed to bring down interest
rates and the PSER, It is these policies which will, in the

longer-tern, produce the effects which the TUC wants not short-terr
palliatives of tha sort described here.




SHA".fIHﬂE AND EMPLOYMENT

Backrround

Parapraph 10 of the Chancellor's Memorandum - NEDC(73)65 - refers to small firms as

an important source of new jobs. The studies referred to are:
"The Job Generation Process", by David L Birch, published 1979 by MIT;

b. "Entrepreneurship, New Firm Formation and Regional Policy: The Case of
Cleveland County -" by David Storey of the Centre for Environmental Studies

(1979).

2. The MIT study is based on a survey of establishments covering 82% of US private
sector employment. Of net new jobs (ie subtracting job losses) in the private sector
in the US, 66% were created by firms with 20 or fewer employees. The Cleveland study
is hased on a comprehensive list of manufacturing establishments (not firms) existing
in 1965. Among these establishments, only the group of those with under 50 workers
made a net pain. All other groups (classified by size of establishment) showed net
losses. These data exclude new establishments founded since 1965, but include closures
of establishments. They are thus on a different basis from that of the US-Study.

A Department of Employment survey of privwhgsector establishments existing in

June 1975 shows that net employment rose in those with under 25 workers, and fell in

the rest, between then and June 1978.

3, The January NEDC will discuss employment trends, including the mle of small firms.
The Secretary of State for Employment's paper for that meeting will refer to some data

on small firms, including the US study above.
LINE TO TAKE
Positive

4., The US study has been subjected to close scrutiny; no reason to doubt its findings
has yet emerged. Similar results have been found in Canada and Japan. The UK studies

are more modest, but point in a similar direction.

S. In the Cleveland study, the net gain of small establishments was wiped out 35 times

over by losses in big establishments; but all the studies suggest, nevertheless, that

small and in pirticulnr new firms in new industries offer more hope of employment increas




noeen "n:’ 0
?.' large firma. The detailed policy implications may be unclear, but the/hichcr pate
0 eW=3rm formation in the UK io clear,

Ho differences betwoen the UK amd the us
fmall-firns sectors nullify that conclusion.




THE USE OF NORTH SEA OIL

.ckg.rmmd

The TUC argue that the Government should channel the resources from
the North Sea o0il into industrial invcstmenf, and complain that
North Sea oil profits are being invested abroad.

The previous Government produced a White Paper on the challenge of
North Sea o0il in which they stated that "a large part of the new
resources and extra revenues must be consciously identified and
allocated to the kind of long-term investment which we have not been
able to afford in the past so that when the o0il runs out our
industrial base is stronger than it was before". However, the
White paper rejected suggestions for a separate "North Sea oil fund"
for industrial projects as artificial and impracticable.

Line to take

1. North Sea oil revenues form part of the Government's total income
and it makes no sense to make separate plans for their allocation
distinct from the Government's expenditure priorities as a whole.
Without North Sea o0il, the economy would be in an even worse state
now than it is. However, the Government rejects the view that the
road to our economic recovery lies with ever-increasing Government
spending on industrial subsidies and aids, and this is what the TUC
proposal implied. Companies and private investors are generally a
better judge of what are good investment opportunities. Inadequate
industrial investment is a reflection of low profitability and other
aspects of poor industrial performance and not of shortage of finance.

2 The TUC allege that North Sea profits are being invested abroad.
The greater part of profits from exploitation of the North Sea accrue
to the Government. The remainder constitute the return to the oil
companies on their investment and they are free to invest them in the
most profitable ventures they can find whether at home or abroad.

It is in the long-term national interest that tke proceeds from

North Sea oil should be put to the most profitable use - in many cases
this will be in the development of new o0il and other Energy sources.
Without the prospect of profits, there would be no exploitation of the
North Sea and no benefit to the nation.




ANNEX B

SPEZAKING ROTE ON THE CHANCELLOR'S PAPER

There is pretty wide agreement on the shape of developments
over the next twelve months or so: inflation expected to moderate,
though more slowly than any of us would have wished, some fall in
output and a rise in unemployment. Within this overall pieture there

is expected to be considerable pressure on companies' finances.

2e My paper attempts to go beyond the outlook, whose depressing
nature must not be allowed to persuade us that there is no way of
breaking from the vicious ecirecle in which we have been trapped so as
to achieve sustainable non-inflationary growth. Some sectors and
companies have shown us what is possible and we must have an improve-
ment in the performance of others. The cholice of policies available
encourage
to / this is heavily constrained by the world picture and the
historical legacy of the poor performance of the economy in aggregate.
But the government believe that their approach offers our best chance

of success.

3 Our first objective, like that of other industrialised countries,
is a reduction in inflation. Without this, industrial and consumer

confidence will remain low and any attempt to pursue an expansionary

policy would tend to lead to higher iaflation and a worsening balance

of payments, with no long run benefit to output or employment.
North Sea 0il is benefiting us greatly in many respects but it
cannot cut at the roots of our economic problem: our poor overall
industrial performance and inadequate returns to investment. The

answer to that lies in improved productivity and my paper mentions

/the




.,he steps that have already been taken to improve the "supply side"

of the economy. As the Council has recognised, there remains a

lot of scope for further action at all levels,

L., The policies being followed in pursuit of these twin objectives
do in many respects reflect a common understanding about what is
feasible and right. For example I think all parties on the Council
have in the past acknowledged the necessity to get inflation down

as a condition for sustainable growth, that an institutionalised

pay policy is no answer, that the right monetary policy is important,
and that a proper balance of resources is needed between productive
industry and public services. These are the main things we have to
get right as the framework within which policies to improve the
supply side can Eear fruit. There is of course quite legitimate
disagreement over certain aspects of poliey - on public spending
priorities, detailed tax measures and so on but on the fundamentals
of the government's approach there is not a great deal of room for
argument. No real alternativesexist.

D The various economic forecasts before us today show that the

ad justment process that we face in moving to a sounder economic
framework will be a painful one, with the prospects for jobs and

the company sector and the rate at which inflation comes down
depending heavily on the level of pay settlements, But the
gavernmen£ believes that these costs of ad justment are outweighed

by the gains which will flow from openingup the prospect for economic

growth and greater prosperity.




CONFIDENTIAL

Tr{:ﬂsur}' Chambers, FParliament Street, SWIP 3AG

,2% November, 1979

01-233 3000

Yoo

I am circulating separately today the final version
of the Chancellor's paper for NEDC next month. Many
of the points raised at Monday's meeting here bore
directly on the drafting of the paper, and have now been
reflected in it. I am not, therefore, recording them
gseparately. A number of other substantive points were,
however, made at the meeting; you may find it useful to
have this short note.

PREPARATIONS FOR DECEMBER NEDC

Mr. Prior argued, and the other Ministers agreed
with him, that it was important not to build up the
December NEDC meeting too much beforehand, since results
would necessarily be modest. It was also suggested that
we should try to obtain in advance a copy of the TUC's
paper; I doubt whether we shall have much success.

Your Secretary of State argued, and all agreed, that

the thrust of the Government's approach should be all
in the direction of achieving common ground; but equally it
was agreed that it was essential not to be manocuevred into
the position of appearing to seek a package deal of any sort
with the TUC. There was a real risk of being pressed into
unreguited concessions, e.g. on the industrial relations and
housing fronts. These considerations re-emchasised
Mr. Prior's initial point. The dialogue must be kept
going, but expectations must not be raised too high.

Your Secretary of State suggested that it would be
useful to have a meeting of MNEDC entirely devoted to
the role and problems of small firms,

On the line to be taken with the press, it was agreed

I. Ellison, Esq.,

CONFIDENTIAL




CONFIDENTIAL

that pre-meeting publicity should reflect Ministers' wish
not to stimulate exaggerated expectations, and should
present the December NEDC as simply cne stage in an

evolving relationship. The meeting would be of normal
length, and papers would be released as usual. Mr. Chandler
would brief the press afterwards as usual.

Finally, there was some discussion of outstanding
issues on the membership of NEDC. It was agreed that
Sir Leslie Murphy should be asked to leave NEDC immediately
now that he had resigned the chairmanship of the NEB. As
for his replacement, an immediate decision was not needed;
but your Secretary of State said he by no means ruled out
Sir Arthur Knight as a possibility. Mr. Burgh reported that
Mr. Nott did not favour removing or replacing Mr. Michael
Shanks at the moment. 8ir Douglas Wass was in the process
of consulting the Governor of the Bank of England about the
possibility of his succeeding Sir Eric Roll; your Secretary
of State said he still had reservations about exposing the
Governor in NEDC on a regular basis.

I am copying this letter to the Private Secretaries

to the Secretaries of State for Employment, Trade and Energy,
and to Lippitt, Burgh, and Kennedy, in your Department, and
the Departments of Trade and Energy respectively. A copy also
goes to Tim Lankester for information.

e
e
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At yesterday's meeting with your Secretary of

State and the Secretaries of State for HFDIGFWCH;A

and Energy it was agreed that the Chancellor would

circulate his paper to NEDC members after amendment

in the light of points raised at that meeting,

This has now been done, and I enclose the fina
H

version which I have sent to the NEDC Secreta

I am copying this letter to Tim Lankester

information, and to Ian Fair, Bill Burroughs and

Hugh Bartlett.

(M.A. HALL)

Ian Ellison, Esq.




POLICY ON THE ECONOMY

Memorandum by the Chancellor of the Exechequer

Introduction

It is not difficult to define the main objectives of economic
policy. At the centre is sustainable non-inflationary growth in
output to provide more jobs and improved living standards -
including better public services as well as higher private
consumption. The real problem is in agreeing on the precise
means of achieving these objectives. But even here there is
probably more apgreement than many commentators would suggest.,

2. Before turning to the prospects for the coming year or so,

and the broad policles that seem inescapable if the foundations

for economic recovery are to be soundly laid, it must be recognised
that the economic position puts powerful limits on what is

feasible in the period ahead. This means that in the short run
the scope for influencing underlying trends is necessarily small.

The historical context

L1 Undoubtedly the most important general trends in the UK
economy in the last 10 or 15 years have been poor productivity

growth and continued inflation, reflected in weak industrial and

trading performance and erosion of company profits. Some

sectors - such as chemicals, instruments and electrical engineer-
ing - have grown rzpidly since the war. And their productivity
record has been good. Other industries for a variety of

reasons have performed badly. For example under the impact of
low productivity and industrial unrest the output of the UK car
industry fell from 1.7m vehicles in 1973 to about 1.2m in 1978,
whereas competitor countries inereased their output markedly.

As a result overseas competitors now have more than half the UK
market for cars and employment in the home industry is suffering.

The successful industries and companies are however a pointer to




what can be done,even though the dynamic sectors have

not so far been a mateh for those in decline.

b, The rate at which the economy in aggregate has lagged behind
has, of course, varied. At times we have done better but
recently performance has weakened. For example, output per

head in manufacturing rose by only } per cent a year between 1973
and 1978 - below previous trends and significantly slower than
for most of our competitors. By contrast, money earnings rose
fast and our relative labour cost competitiveness accordingly
worsened. And, squeezed by cost pressures and competition from
abroad, industrial and commercial companies' real rates of return
averaged only about 4 per cent in the past 5 years, compared

with around 11 per cent in the 1960s. All this has meant that,

taken as a whole, our industry has not expanded to meet demand;
manufacturing production last year, for example, was below its
1973 level, while the volume of manufactured imports had
increased since 1973 by more than 30 per cent. This inereasing
inability of significant sectors of home industry to compete
with overseas suppliers has been the main barrier to growth,

not lack of demand.

Immediate prospects

5. Under the provisions of the Industry Act the government
recently published forecasts for the periocd up to the end of
1980 and a number of other forecasts have also been published.
Although there are differences of degree and emphasis, and the
uncertainties are particularly large at present, three common
features perhaps stand out:

(i) Inflation is still too high, with the underlying

rate of increase in retail prices, for example, now
around 1 per cent a month. All the forecasts
predict a slowing of inflation during 1980 although
the year on year figure seems unlikely to come down
until the second half of the year. The government's
forecast suggests that in the year to the lth gquarter
of 1980 the RPI increase will be about 14 per cent,

o




provided - and this is a key assumption - there
is a progressive reduction in the size of pay

settlements.

Nearly all forecasters predict a fall in GDP in
1980 after the fairly flat trend over the past year,
although the precise course of this will depend on

success in reducing inflation, the pace of world

trade and our trading performance.

The current account of the balance of payments this
year seems likely to be in defieit by up to £3 billion
following the sharp increase in imports of manufactured
goods, particularly in the first half of 1979, and a
continued current account deficit, albeit at a reduced
rate, is expected for 1980.

6. This outlook necessarily reflects world developments

which increase domestic inflationary pressures and depress the
demand for our exports. The effective price of oil, for
example, is now 65 per cent higher than it was a year ago and
the quickening of world inflation is one reason for the expected
slower growth in the world economy. Output growth in the main
industrialised countries seems likely to slow down from about

4 per cent in 1978 to little more than 1 per cent next year.
And in turn markets for British exports of manufactures may
grow by only about U per cent in 1980, less than half the rate
enjoyed before 1974,

T These international developments make the task of economic
recovery that much more difficult. The shock effect of the oil
price increase has worsened world inflation and has made the
conduct of national economic policies, including monetary
policies, more difficult. Nevertheless they must not be regarded
as an excuse for failing to adopt the right measures for our own
situation.




Future policies

B. This background and the history of previous attempts to
improve cur performance underline the fact that there are no
quick or easy solutions. (A major test at present may indeed
prove to be how far, given the general recession in prospect
for the world economy as a whole, we can retain our present
standards of prosperity.) But they highlight again two

imperatives:

(i) If we are to avoid a long-term absolute decline in
overall econcmic performance we should lose no time
in laying foundations that will allow sustained
non-inflationary expansion of the economy;

growth and living standards cannot improve unless

resources are used more effectively and efficiently.

9. It is probably helpful to distinguish two main approaches

to be followed in setting the right climate for renewed growth.
First, it is common ground that government should try to set

the right overall economic framework in order to ensure, as far
as is within its power, a proper balance of resources between
different sectors of the economy, that inflation is controlled
and that a satisfactory external position is maintained.

Second, within this framework, there must be substantial improve-
ment in, and encouragement to, what has come to be ecalled the

" F o

"supply side" of the economy. A major lesson of
has been the ineffectiveness of overall economic policies that

have failed to pay sufficient regard to the problem of supply.

10. The pattern of industrial growth to be built on these
foundations is not something that governments ecan or should
dictate from the centre. Opportunities for building new
industries - services as well as manufacturing - around new
products and markets will spring from trends in consumer demands
and technological change at home and overseas. What these
trends will be is uncertain but they could, for example, spring

= el




from developments in the energy field and in service oriented
industries. Smaller scale enterprises will probably have a

big role to play: a recent study showed that in the USA 60 per

cent of all jobs are generated by firms employing 20 employees

or less and a recent study of the Cleveland area in the UK

indicated the importance of small firms in providing new jobs

as jobs in old-established industries disappeared. It will

be necessary to think in completely new ways about what will in
future constitute "employment". Trends for employment under

the impact of new technology will be discussed at the January meeting

of the Council, The economic frameworic and industrisl atmosphere

need to create an environment in which new occupations, industries

and jobs can flourish and take up resources freed from industries

in decline,

Overall economic framework

11. Successive Governments have set themselves the aim of
controlling inflation. Continued high inflation undermines
consumer confidence and demand and eats into the soecial fabric
through its perverse redistributive effects. It affects not
only today's jobs but, by corroding business confidence and
reducing investment, ensures that many potential new jobs will
be stillborn. There have been repeated attempts, whether of a
statutory or non-statutory kind, to restrain inflation by direct
control of incomes. The promulgation of a norm for pay
increases - for example a fixed percentage - has not been
successful, By introducing distortions and hampering the
flexible allocation of resources it can be positively harmful
and there is now increasingly general agreement that an
institutionalised "incomes policy" is not a realistic answer to
the problem of inflation, There has at the same time been a
growing recognition on all sides of industry that firm monetary
control is essential if inflation is to be tackled at its roots.

12, Precisely how that monetary control should be applied is a
matter for legitimate discussion and debate. The government
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has continued the practice of setting specific targets for
monetary greowth, and has demonstrated its determination to zee

that they are observed, Inflation can only be mastered if the

money supply is brought under firm control and its rate of

growth progressively reduced over the years.

13. But although an appropriate monetary policy is a vital part
of the framework, it is also necessary to ensure a proper balance
between the resource needs of the -publie and private sectors.

In particular this means that, though there is room for
disagreement over particular priorities, the total volume of
public spending must be planned on realistic assumptions about
economic growth. The evidence is that to allow publiec spending
plans to run ahead of growth of GDP leads to the need for
disruptive cut-backs and, except in the wvery short term, a
stifling of the very economic growth that is the only sound
basis for improvements in public services. The aim is to see
that over the years public spending as a proportion of GDP
should decline,

14, Experience has shown that excessive levels of publie
spending have led to too much government borrowing and to high
taxation, which have impeded growth. High levels of borrowing
have also prevented proper monetary control and therefore led
to inflation and high interest rates, and hence in turn to
further disincentives to investment and economic efficiency.
And the consequent lack of growth has made it harder to bear
the burden already imposed on the economy by rising public
expenditure, It is essential to break out of this vicious
circle; and proper restraint on public expenditure is clearly

a necessary element in achieving this. In present circumstances

indeed, it is not possible to plan for any increase in public

expenditure over the next few years.

"Supply Side" policies

15. The setting of the right overall framework is an essential
requirement for resumption of sustainable growth. But it is

e i




not enough. The challenge of the energy crisis, of new
technology and of newly industrialising countries - all of which
the Council have discussed - call for much greater flexibility
and willingness to adapt within industry and society generally.
The response has to come from industry, but the government can
help by doing what it can to create an environment favourable

to enterprise and innovation. A major need at present, as
recognised in papers before the November meeting of the Counecil,

is for a major programme to raise awareness of new technologies

throughout industry and to use all opportunities to persuade

people of the paramount need for more effective use of

industrial resources.

Incentives

16. There has been little doubt that the public has wanted the
burden of direct tax reduced. With current levels of public
expenditure this has necessarily involved a substantial switch
from tax on income to tax on spending. Income tax reductions

in the Budget helped to mitigate the disincentive effects of the
poverty trap and bring our personal tax rates more in line with
those in other countries. The restoration of incentives is an
important part of action to remove the contraints on growth
imposed by skilled labour shortages, which have tended to persist
even when unemployment generally has risen and have acted as a
brake on expansion. The TUC paper discussed at the November
Council meeting, for example, stressed the importance of

a proper supply of

industry. Improvements in manpower and training policies are

one part of the solution to this problem but tax policy mus

in establishing differentials which make it worthwhile to gain

and use improved skills,

17. The Government hopes in the years ahead to be able to make
further cuts in income tax and to achieve a further real inerease
in thresholds; and it is also reviewing the systems of company
and capital taxation. But the rate of progress in all these
areas will be subject to the constraints imposed by the difficult
economic prospect and to the need for fiscal policies consistent
with responsible monetary control.

_T.-.




18. Change in the economy inevitably involves upheavals for
individuals and their families as jobs disappear in one industry
and new employment opportunities arise elsewhere, It is an

important responsibility of government to ease the passage of

change for those who lose their jobs, through manpower and

training services and the social services.

Removal of barriers

19. Apart from changes in tax policy, of the kind now implemented,

there have been widespread demands for the removal of unnecaessary
controls and administrative burdens on industry. The government
is ready to do what it ecan. Price, dividend and exchange controls
have already been removed, as have Office Development Permits.
Changes have been made in the Industrial Development Certificate
system, and other planning controls are being modified, Ways of
simplifying planning procedures and building regulations are
being reviewed with a view to reducing the time taken to complete
investment projects. In addition certain changes were made in
July to provisions of the Employment Protection Aet and
consultations have begun on proposals to amend other provisions
which many agree have discouraged the formation of new jobs,

The aim of all these changes is not change for change's sake but

a genuine wish to let firms and their employees concentrate on

flexible deployment of resources and reduce the effort which has

too often had to be put into observing rules and repulations o

only marginal usefulness.

20, Although none of these measures by itself holds the key to
getting the "supply side" of the economy right, cumulatively
they should help to improve the general climate for industry.
But there are other factors of equal importance. In many
situations, for example, competition is the best promoter of
both industrial efficiency and the interests of the consumer.
This is why the Government have introduced the Competition Bill
which will permit the Director General of Fair Trading and the
Monopolies and Mergers Commission to investigate restrictive
practices more selectively - individual firms and bad practices
will be liable to investigation -~ and more expeditiously. The
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Bill also provides for the investigation of alleged abuse of
monopoly power by, and of the general efficiency of, public

sector trading bodies.

2l. Within the freer and potentially more rewarding environment
that we should like to create, the prime responsibility for
improving industrial performance must rest squarely with
management and employees at company and plant level, But, when
they operate effectively, the tripartite Sector Working Parties
(8WPs) also have a valuable role in helping to identify what
needs to be done in particular industries and in stimulating

the necessary action at company level, In many sectors the
problem is one of poor non-price competitiveness (e.g. outdated
product design, poor quality and inadequate delivery and after-
sales service); in other cases the SWPs have shown that theére
is considerable scope for improving performance by strengthening
co-operation between potential users (ineluding retailers) and
potential suppliers, or by curbing the unnecessary proliferation
of purchasing standards and requirements. There are other

major cross-sectoral issues such as productivity (in its widest

sense), the manpower issues such as skill shortages, and

technological developments including microelectronics. These

are all issues which the SWPs have been tackling and will need

to keep to the fore in future work.

General conclusions

22. In the light of this and the other papers before it the
Counecil will wish to consider the general approach to the
difficult problems ahead. While there will naturally be
different views on particular aspects, some broad conclusions
may be thought to emerge.

23. First, although the difficult prospect ahead limits the
room for manoeuvre and a painful period of adjustment seems
inevitable, the prime aims of economic poliey must be to reduce
inflation (and thereby restore confidence) by proper monetary
control, to get the balance of the econcmy right and to take
every opportunity to encourage growth through encouragement to
the "supply side" of the economy.







24, Second, within the above objectives, the prospects for the
company sector and the path of unemployment depend heavily on
the individual behaviour of those setting pay and prices in
industry. The absence of an institutionalised "incomes policy"
does not remove the need for a responsible attitude to pay
settlements. Indeed the firm restraint of money supply under-
lines the imperatives that need to be respected by both sides

of industry. Excessive increases in pay or prices are

to cause a deeper recession, more unemployment and slower

reduction of inflation.

25. Prosperity and jobs depend crucially upon achieving an
effective use of all resources. The economy can only grow if
we are industrially competitive, There is widespread
agreement about the need to accept new technology; and about
the importance of improving consultations and communications
between both sides of industry at all levels. The main focus
for action must be at company and plant level, and here the
Sector Working Parties have an important part to play. It is
vital that throughout industry and in government everything
possible should be done to help raise industrial verformance
and to equip the economy to respond and adapt more quickly to

a fast-changing world.

H.M. TREASURY

Parliament Street

27th November 1979
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After your meeting with the Chancellor this morning, which had

to be cut short, he mentioned to me three points;

(i) He hoped that you might encourage Mr. Whitelaw and Lord

Carrington to make a major speech on economic poliey. He

felt that too much of the burden of E;ﬁlaining Lhd'GGVEPHmun;‘H
economic policies was falling upon you and himself. It was
important, in his view, that other senior Ministers should be
speaking out. He suggested that John Hoskyns might provide

Mr. Whitelaw and Lord Carrington with suitable material.

{I am sure that you will not want to burden Lord Carrington
with anything more at the present; but perhaps you might have

a word with Mr. Whitelaw).

(ii) The Chancellor said that he was ponducting a post-mortem on

l cAne el e how the Bank went wrong in their ‘handling of the October
LAt iy rihee | et i

Lﬁhﬁdﬂﬁri’ - fﬁﬁaing prug?hmmé. Gordon Pepher has published some trenchant
e ey — i AN
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criticism of the Bank (see Flag A); and although some of his
S ———— e e—
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criticisms are unjustified (as explained in the Treasury note
é“Ji:%:ﬁAﬁ; Flag B), their performance was certainly lacking - especially
- the failure to arrange any funding.
:?if%: oy gﬁﬁnbfjdH&::;::qghai;;ii hiip (G “‘%j (¥ ﬂuﬂgrL
o (iii) The Chancellor said that David Lea of the TUC had been in
touch with Sir Douglas Wass after the resignation of the NEB
Board. Lea had said that there was growing pressure within
the TUC General Council for the TUC to withdraw from the NEDC

Sector Working Parties, and that this could escalate to demands

lfnr withdrawal from the NEDC and possibly the MSC and other

bodies as well. Lea explained that this would all come to a
head at next Wednesday's TUC General Council meeting, where
he thought there would be strong pressure on Len Murray to

ask for a meeting with you. Lea thought that this would be
—

- e ——

counter-productive in thatr vou would be unable to meet the
TUC's demands, and that this would then make withdrawal from
NEDC, etc. inevitable. He suggested that the position of

Murray and others who wanted to maintain contact with the

/ Government
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Government would be made a good deal easier if vou were to

take the Chair at the December meeting of NEDC.

The Chancellor does not think this would be a good idea,
although he thinks that Lea is trying to be helpful. The
December meeting of NEDC is, as you will recall, to review the

economic outlook (in lieu of the economic forum idea); and he

B

wants to handle this himself. But, in any case, your

attendance on that day would be difficult: you have the memorial

service for Betty Harvey Anderson followed by the Press Gallery

Lunch at which you will be making a major speech,

I take it, therefore, that you do not want me to pursue the idea
of yow chairing the December meeting. That said, if Lea's
prediction is correct, we may get a request from Murray next
week for an early meeting. If you agreed to a meeting, I

do not think it need necessarily be unproductive: I think you
could help to calm the TUC down. On the other hand, to refuse
a meeting would almost certainly aggravate the situation.

From the Chancellor's point of view, a meeting before the
December NEDC meeting would no doubt be helpful - we could
probably squeeze this in on 4 December. But, for the moment,

we do nothing.

*

22 November 1979




NOTE FOR THE RECORD :  Mr. Whitglore

[

The Chancellor of the Exchequer called on the Prime
Minister at 0900 hours this morning. They discussed very
briefly the Chairmanship of the Inland Revenue. The Chancellor
indicated that he had been unable to obtain any of the favoured
candidates from outside the Civil Service, and that his choice
was now Sir Lawrence Airey. The Prime Minister said that she
did not want to pursue the possibility of an outside candidate
any further - in particular, it would be a mistake to recruit
a "second-rater". She therefore agreed that Sir lawrence Airey

should be appointed in succession to 8Sir William Pile.

They also discussed Lord Caldecote's proposal that a Treasury
official should become # board member of one of his conpanies,

The Prime Minister reluctantly agreed.

I have written to the Treasury on both of these matters.

In addition, the Chancellor proposed that Mr. Heseltine
should become a full member of NEDC. He explained that there
was room for one more Ministerial member. The Prime Minister said
that she did not wish Mr. Heseltine to become a member - though
she had no objection to his attending from time to time when

matters relating to his Department came up.

15 November 1979




MEDG MEMBERSHIP (as at 14.11.79.)

TuC

Len Murray
Frank Chapple
Terry Duffy
David Basnett
Moss Evans
Geoffrey Drain

CB1

Sir John Methwven

Mr H A Whittall - M~g .

Bir Alex Jarrett
Eir Jeremy Morse
Bir John Greenborough
Sir Ray Pennock

Nationalised Industries

Sir Charles Villiers
Sir Denis Rooke

DATE OF APPOINTMENT

September 1973
October 1979
October 1978
April 1973
April 1978
November 1977

July 1976
January 1978
June 1976
July 1977
July 1977
August 1979

November 1976
October 1976

INDEPENDENT/EX OFFICIO MEMBERS

Sw Richard O'Brien

Lord Roll

Michael Shanks (omdwsda

DIRECTOR GENERAL NEDO

G\n.GEOfIrEF Chandler

Sy 1977
July 1977
October 1971
November 1977

April 1978

DATE OF EXPIRY

October 1981
October 1981
October 1980
June 1981
April 1980
October 1981

July 1980
January 1980
June 1980
July 1981
July 1981
August 1981

November 1980
October 1980

Juty—3979
July 1981
October 1979
November 1979

April 1982




10 DOWNING STREET

PRIME MINISTER

As you know, you are
chairing a meeting of NEDC
on Wednesday 9 Januar;-;?
1500. The Director-General,
—
Geoffrey Chandler, would like
to come and see vou for 15
minutes prior to the meeting.
I have had a word with Tim
and he considers this to be

a good idea.

13 November 1979
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The Prime Minister and the NEDC h .
HW

1. I have read your minute of 2 November to Martin Hall on the Prime

Minister taking the chair at the January meeting of the NEDC at which
technological change, industrial adjustment and employment will be

discussed,

2. The CPRS co-ordinated the work in Whitehall on the social and
employment consequences of microelectronics, The initial response of
some trades unions was hostile and defensive (i.e. Luddite), but their
current attitude is unusually forward looking. (I attach NEDGC(79)56 and

the Report to Congress. )

3. Such bright spots are rare enough to deserve every encouragement.
Perhaps the Prime Minister would make both encouraging noises at the

NEDC meeting or ina couple of speeches before and after.

4. I am sending a copy of this minute to Sir Robert Armstrong.

6 November 1979
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ADDRESS TO THE COML+:RENCE OF THE NATIONAL JOINT COUNCIL FOR_THE

;‘QEJRY_INDUSTRY IN ENGLAND AND WALES, DROITWICH, 5th NOVEMBER 1979

by Geoffrey Chandler, CBE, Director General, National Economic
Development Office.

We are a country in crisis, but do not recognise it.

The crisis lies in our continuing failure over the yYears to match
our industrial competitors so that we have seen a decline of our
share of export markets, the increasing loss of our home markets
to imported products, and the steady erosion of our ability to
provide the higher standard of living and quality of life that

people want.

Fifteen years ago our standard of living was ahead of France;
today it is 20% below it. But because our own standard of
living has in fact grown over the years, however slowly by
comparison with others, the underlying crisis goes unrecognised.
But the symptoms are now multiplying; and without appropriate
policies and action will multiply further. Our lack of money
for hospitals, for schools, for better wages and conditions,

for investment, all result from our lack of industrial success,

and the symptoms of failure also become its causes.

The reason for our situation is simply stated: it is that 4

"Made in Britain" in general no longer means goods which are
competitive in quality and delivery or are not what the

customer wants.




For this we have no-one to blame but ourselves. All have
contributed to this situation:- governments, management, trade
unions, and a culture and education inimical to productive
activity. We have never, short of wartime, had so great a need
for a joint perception of our common difficulties and for a
common approach to them. This does not imply corporatism, nor
a greater role for the state. It requires leadership and it
needs each part of society to play a positive role in solving
these problems - and in co-operation, not confrontation, and in

criticism of itself, not passing the blame to others.

But the first requirement is to understand that the problem is

real.

North Sea 0il hinders this understanding because it helps to
disguise our basic economic weakness. But it will not last
long. Like people within a fortress with crumbling walls, we
sit and quarrel among ourselves, failing to develop the weapons
with which to fight once those walls have gone - as inexorably

go they will.

Clearly we must regard high and accelerating inflation as the

prime enemy in the short term. Clearly a fiscal climate which

encourages enterprise is necessary. But we have to ask whether
present government policies are sufficient in themselves to
bring about the necessary industrial change. 1 do not believe

they are,




The roots of our inability to compete are far too complex
and deep-seated to be remedied in time - or remedied at all -
by these policies and by the market mechanism alone. The

diagnosis calls for much more,

The British cconomy is not ga frog-prince to be transmogrified

by a kiss or cold bath; it is a Rip van Winkle needing massage
in every limb. The human and technical failings which have
bedevilled British industry since the war - failure in industrial
relations, failure to involve people in their work and to give
them understanding of it, failure to identify changes in
international markets, failure to apply technological advances
sufficiently fast - all these need very much more to remedy

them than an appropriate environment alone.

We nced a comprehensive and positive industrial policy. Our

compctitors have long had such policies - either implicitly or

explicitly - and it is folly to believe that we can match their

performance without matching their behaviour.

responsive to market forces, more ready to undertake change.

It should have the support of both political parties, because the
time needed for solution - and indeed the whole time-frame of
industrial investment - are longer than the life of the average

government.




An industrial policy must involve all Parts of society. But
it requires a clear lead from government, since it is to

government that the country is entitled to look for leadership.

The elements of such 1 policy fall into three categories:-

improving the market mechanism; qupplementlng the market

mechanism; cushioning change for the individual.

None of these Proposals is intended to diminish the impact of
the market. Rather the opposite: they are intended to make
Britain more competitive in a market which will indeed work,
but without such a policy will work - as it is working now -
in favour of our competitors who in many cases already have
the elements of such a policy, or, for a variety of historical
and social reasons, do not require it. W1thuut it we may well
find that we achieve the conditions and climate for growth

without the ability to profit by

First we need an explicit commitment by government to Eive

Priority to productive activity and to harness the whole of
government and its institutions to assist the wealth- -Creating
process of this country, from the Te-shaping of school curricula
to specific assistance for industrial projects. This must not
mean abandoning the Protection of our physical envirenment: it
means a more effective clarification of the choices society
confronts, a clearer €xposition and application of guidelines,

and a speeding-up of decision- -making processes.




Second, to improve the market mechanism we need provision for
better and more intelligible disclosure about company performanc
(which must include inflation-adjusted accounting); guidelines
determining the role and qQualifications for outside company
directors; and a more positive role for the financial institution

as shareholders of a significant proportion of British industry.

Third, we need to help the dissemination of information about
market conditions, about changes in customer requirements, about
efficient methods of operation and new product opportunities,

so that companies can Tespond more quickly to change. Over the
thirty years or more since the war the market has not worked to
make companies generally efficient, though there have been
shining exceptions. Customers' needs - domestically and
internationally - have been anticipated faster by our competitors
and met more effectively by them. Here the NEDO tripartite
committees continue to have a vital role to play. By analysing
what is wrong with individual sectors; by extending knowledge
of best practices; by bringing together supplier and customer -
something that ought to, but doesn't, happen of its own accord;
by giving leadership to industries whose morale is shaken by the

severity of their problems, these committees, where they are

effective, have shown that they can make an essential contribution

They have in addition the unique value of providing a forum where
employers and trade unionists can sit down together to discuss
industrial problems crucial to the survival of both, but which
may otherwise only be discussed, if at all, in an atmosphere

of negotiation and confrontation. The government has shown a
welcome pragmatism and openmindedness in its approach to these

committees; but as it satisfies itself of their individual




relevance and potential, it needs to provide them with its

positive support and not simply a reluctant dcquiescence,

Fourth, there is a need for government assistance, selectively

applied, in the financing of modernisatiun, research and
development, and training in our existing industries, The
direction of such assistance should be ip areas of potential
growth. No-one Possesses a special wisdom in idnntifying such
dreas: they are eéventually sorted out by the market and the
wants of the consumer, But judgements wWill have to be made -
4s they are in competitor countries - about strengths and
weaknesses and the NEDO tripartite committees can again help

in pointing the direction for such assistance within individual
sectors.
Fifth, we have to stimulate investments in new technology and
new industries. We have to move 'up market'. This again is
something that has happened insufficjently fast in response to
market forces on their own and we need to add to the diversity

of decisinn-making and of decision-makers. No-one has a monopoly
of right decisicn-taking. It is from diversity of ideas and
effort, and from diver51ty of criteria that "winners" emerge,

We have been slower than our competitors in areas of new
technology. 1 therefore believe that an entity such as the
National Enterprise Board, or a body 1like it, has a role, not

as a sick-nurse for ailing industries, not as 4 conglomerate
State shareholder, but as an entrepreneurial gadfly providing

an added element of decisinn-making particularly in high

technology areas.
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10 DOWNING STREET

From the Private Secretary 2 November 1979

The Prime Minister has now considered your letter of
25 October about future meetings of NEDC.

The Prime Minister would like to take the Chair at «the
NEDC meeting on 9 January on the basils that the agenda for that
meeting will be the papers mentioned in your letter on technological
change, industrial adjustment and employment; a report from the
Chairman of a Sector Working Party; and some detailed aspect of
industrial performance. No doubt these papers will be circulated
well in advance, but the Prime Minister has specifically asked
whether we could see an outline of the SWF Chairman's report
before he makes it.

1 would be grateful for briefing in due course. If for any
reason the agenda has to be changed, please could you let me
know immediately.

I am sending a copy of this letter to Ian Ellison (Department
of Industry), Ian Fair (Department of Employment), Stuart
Hampson (Department of Trade), Bill Burroughs (Department of
Energy) and Martin Vile (Cabinet Office).

Martin Hall, Esq., M.¥.0.,
HM Treasury.




Treasury (Chambers, Parliament

Street, SWIP 3AG
0O1-233 30K } [
26th October, 1979

Further to my letter of 24th October,
I now understand that the Finniston Report
could well be late, and that February would
be the earliest possible date for an NEDC
discussion; even this could be optimistiec.

I am copying this letter to the

receipts of my earlier letter.

. (M.A. HALL)
Private Secretary

T. Lankester, Esq.,
Private Secretary,
10, Downing Street
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NEDC T\,

In my letter of 17 October, I said that I would
write to you again about the possibility of the Prime ’}H
Minister taking the chair at a meeting of NEDC early in

1980.

—

The Council will be meeting on the afternocon of
O January and in the morning of 6 February and 5 March.
The agendas have not yet been fixed and it should be
possible to take account of the Prime Minister's wishes if
she decides to attend one of these meetings. The major
items in prospect for these meetings are a cluteh of
related papers by the Departments of Employment and
Industry, NEDO and the TUC on technological change,
including micro-electronics, industrigl adjustmepnt and
employment, which could probably be taken in January
or February; a paper by the Department of Lnduutrj on the
Finniston Report on the supply and use of engineers,
which should be available for January or February; and
a paper on competition peolicy by the Department of Trade
which they hope to have ready for a meeting in February
or March. The first item is likely to produce the most
substantial discussion in Council and will attract most
outside interest, 1In addition to one of these items,
we would expect the meeting to include a prepoprt by
the Chajrman of a Sector Working Party, which is a
“cﬁula" feature of meetings and which we think would be of
interest to the Prime Minister, and a third item which
would probably cover some more detailed aspect of industrial
performance.
e ——————

There is, as I have indicated, some flexibility
about the timing of the major items 