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10 DOWNING STREET

From the Principal Private Secretary 15 September, 1980
) 8

As we agreed before your meeting with
the Prime Minister on Friday, I enclose
a copy on a personal basis of the note
which we have prepared on the meeting.

& A WHITMORE

Sir Raymond Pennock




10 DOWNING STREET

MR. WHITMORE

Here is the note
of the meeting and a
covering letter for you
to send to Ray Pennock.

e

15 September 1980




From the Private Secretary v L d (Do 15 September 1980
" 9
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1 enclose my note of the Prime Minister's meeting with
Sir Ray Pennock last Friday afternoon.

Page 4 of the note records that they discussed trade union
restrictions on apprenticeships and the demarcation issue. The
Prime Minister would like some examples of both of these for
possible inclusion in forthcoming speeches. She has in mind
her Party Conference speech and her speech to the Society of
Motor Manufacturers and Traders. I would be grateful for a note
from the Department of Employment, consulting the Department of
Industry as necessary, on this - to reach me by the end of next
week. S ] L

We agreed to a request from Sir Ray Pennock that he should
have - on a personal basis - a copy of the note of the meeting,
and we are therefore sending him one.

I am sending a copy of this letter and enclosure to Ian
Ellison (Department of Industry), Richard Dykes (Department of
Employment), Stuart Hampson (Department of Trade), Richard
Prescott (Paymaster-General's Office), David Wright (Cabinet Office)
and Gerry Spence (CPRS).

T. P. LANKESTER

John Wiggins, Esq.,
H.M. Treasury.
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NOTE OF A MEETING BETWEEN THE PRIME MINISTER AND SIR RAY PENNOCK
AT 1600 HOURS ON FRIDAY 12 SEPTEMBER 1980 AT 10 DOWNING STREET

Present: Prime Minister Sir Ray Pennock
Mr. David Wolfson
Mr. Clive Whitmore
Mr. Tim Lankester

*oK ok ok ok koK kK K K K K X

Sir Ray Pennock first described the pay situation as he saw
it. He had met the Chairmen of a number of major companies in
early August, and had urged them to hold out for moderate settle-
ments. The general message seemed to be getting over that no more
than single figure settlements could be afforded in the coming
round, and the negotiating prospects from management's stand point
appeared to be better than for several years. There was a much
greater realism in industry that excessive pay settlements would
cost jobs. For example, two vehicle companies had made sensible
offers, and BP had made an offer of 10% - though this was subject
to possible review next March. But industry remained very concerned
about pay in the public sector. He cited as the latest example
the rejection by the local authority white collar workers of a
13% offer, and the decision by the employers to accept arbitration.
There was always a tendency for arbitrators to ignore what could
be afforded, and he found it difficult to understand why the
employers had agreed to this course. Although the Clegg Commission
was being disbanded, industry was worried that the comparability
arrangements implicit in the Pay Research Unit agreement were being
continued; they were also concerned about index-linked pensions,
though they noted that these were being reviewed by the Committee
chaired by Sir Bernard Scott. In addition they were concerned -
as always - about the prospects for the miners settlement. If the
NCB had to borrow from the banks, rather than from the Government,
the situation might be very different

Sir Ray went on to say that the general position of industry
was not as bad as appeared from the press. Nonetheless, it was
very patchy. On the one hand there were companies such as his own
(i.e. BICC), and companies in the electronics and oil sectors,

which were doing very well. On the other hand, many companies were
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in real difficulty. Many companies were citing the exchange rate
as the main cause of their difficulties: for example, ICI had told
him that even if their wages were zero, they could no longer com-
pete in several of their product areas. There was a strong feeling
in industry that if interest rates came down, the exchange rate
would fall - though there was disagreement amongst bankers as to
whether this would happen. As to the effect of a fall in interest
rates on borrowing, many industrialists - for example, he had
recently heard this in Scotland - felt that borrowing would not
increase. Although the effect of high interest rates and the high
exchange rate palled into insignificance compared with the effect
of moderate or excessive pay settlements, interest rates - and the
exchange rate - were a major concern. He wondered whether public
expenditure was still too high, and whether this was the cause of
the continued high interest rates.

The Prime Minister said that the Government were deeply con-
cerned about public sector pay, and also about the high interest
rate/high exchange rate problem. As to the former, pay settlements
in the public sector had been more or less level pegging with those
in the private sector, and both must come down. It was crucial in
the coming round that public sector pay settlements did not under-
mine the new-found realism of the private sector. She agreed that
the reported decision to take the local authority white collar
claim to arbitration was worrying. As regards the miners, people
would not be too concerned if a high settlement for the face workers
did not go through to the surface workers; but this always seemed
to happen. Much would depend upon the negotiating tactics of the
NCB Chairman. The general financial position of the nationalised
industries, of which pay was a part, was one of the biggest problems
that the Government had to face: it was essential to the success
of the Govermment's strategy that the resources pre-empted by the
nationalised industries should be reduced. As regards PRU, she
hoped that CBI members would give evidence to the Scott Committee.

Turning to the problem of high interest rates, the Prime Minister
said that the main difficulty was that the banks had continued to
lend to the private sector at a high level. If MLR were reduced in
advance of market rates, there would almost certainly be 'round-

/ tripping"
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tripping", and this would inflate the money supply still more.

It was not clear whether a small fall in interest rates would
reduce the exchange rate. Nonetheless, it was essential to get
interest rates down as soon as possible, and the CBI could be
assured that Ministers were giving this high priority. The announce-
ment of the new "Granny Bond" should help. Public expenditure was
being kept under a tight rein, despite the huge demands of the
nationalised industries. For example, the Government had set
tough cash limits; a prospective overspend of £650 million on the
defence programme had been cut back to £200 million; and the Civil
Service was being cut.

In further discussion the following points were made:

(i) The Prime Minister said that Ministers would
have to make more of the nationalised industries'
problems in speeches - and of the fact that they
were, by their appalling performance, doing so
much damage to the economy. Public pressure
had to be brought to bear upon nationalised
industry managements to improve efficiency and
cut costs. Sir Ray said that, while the
general economic message seemed to be getting
over, it would be worth emphasising the
extent to which exports were now at risk if
pay went up too fast in the coming round.

The Prime Minister said that she was concerned
about the effectiveness of the Training and
Youth Opportunities Programmes. Given the
large amount being spent, it was essential
that we produced the skills that were needed.
Sir Ray said that many large companies had
not done enough to help with the Youth
Opportunities Programme, and he intended to
take this up with them. He had also written
to every CBI member to persuade them to absorb
as many school leavers as possible.
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(iii) Sir Ray said that, largely because of trade
union restrictions on apprenticeships, there
continued to be a shortage of craftsmen -
even at a time of deep recession. The unions
controlled the whole system of apprenticeship -
for example, no-one over 21 could become an
apprentice - and without having completed an
apprenticeship, it was impossible to obtain a
union card. At the same time, we did not make
full use of those who were trained because of
over-manning and demarcation. There were many
examples - for example in the chemical and
motor industries - where British industry
was obliged because of union restrictions to
use far more employees than were strictly
needed; and this showed up in comparative
productivity figures as between the UK and
other countries. Whenever he visited a plant,
he always asked the manager how many men
could run it if there were no union restric-
tions, and how many hours per day did the
fitters work. The Prime Minister said that it
was time the Government exposed the trade unions
on both the apprenticeship and the demarcation
issues. She wondered whether, on the demarca-
tion issue, it would be worth the CBI promoting
a campaign under the head of productivity or
efficiency through the NEDC.

(iv) Sir Ray said that the Government ought to do more
to publicise our industrial successes. There
were many fine examples of British inventiveness
and efficiency. The Prime Minister said she
would give some examples of 'success'" in her
Bordeaux speech.
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(v) Sir Ray said that the level of employee involve-
ment in British industry remained abysmal. Two
surveys had been carried out, one at the time of
the Bullock Report, and the other last year, and
the latter showed that - if anything - the situa-
tion had got worse. There was no way in which
industry could be successfully managed unless
problems and prospects were properly discussed
with employees. Employee participation arrange-
ments in most companies compared very badly with
the arrangements for political participation
available under our democratic system. He
intended to bring this issue to the fore. The
Prime Minister said that she might be able to help
by, say, attending a CBI Council meeting and
raising this issue.

The Prime Minister said she was delighted with the

appointment of Sir Terence Beckett as Director-
General of the CBI.

15 September 1980
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I attach a brief prepared by the Treasury for the
Prime Minister's meeting with Sir Ray Pennock on
12 September. As you suggested in your letter of
8 September, it concentrates on pay; but some
short notes are provided on EEmex'—togics in which
the CBI may be interested.
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SIR RAYMOND PENNOCKS CALL ON THE FRIME MINISTER

There is no fixed agenda. We know that Sir Raymond is
interested in discussing the pay scene. We know also, from the
press and from contact with thm that he will wish to go wider
and discuss industrial problems generally and what the Government
might do to alleviate e o

2. The meeting will take place after the discussion the
Prime Minister is to have on 12 September with Ministers about
ipdustrial problems. That discussion will therefore provide part

of the background.

e The developments on the monetary front, and in particular the
statement of 9 September, have already been the subject of substantial
briefing. The notes following are therefore limited to the additional
material which it may be useful for the Prime Minister to have in
connection with Sir Raymond's call.

PAY
4, (a) Factual

August 1 traditionally marks the beginning of a new pay round,
when negotiators look for a change in the typical level of settlement.
Settlements in the round which has just ended averaged 173%. With
wage drift and catching-up payments from the last rou.nd,-?arnings will
have increased 'by_?_z/: over the round. These averages conceal some
important features:-

(i) In the private sector, settlements averaged 184%. Settlements

in manufacturing industry averaged just under ’l_’ﬁi_'(.confirmed by
CBI's Databank, which reports manufacturing settlements at

16.€%). Non-manufacturing settlements averaged 184%. Exposure
to the high exchange rate and recent job losses seE the factors

operating to produce the lowest level of settlements. Because
of low output, earnings in the private sector increased by 19%%,
little more than the average settlement level. "1
(ii) The public trading sector settled on average at 18%,
reflecting the same sort of factors as operated in the private
sector.

==




(iii) The public services settled mostly for 14% increases, except
for those with independent pay reviews. The average level was
15%, but comparability payments, the staged implementation of
the April 1979 settlement for the non-industrial civil service,
and wage drift raised average earnings for public service
workers by another 12%.

(iv) About a quarter of manual workers negotiated reductions in the
working week, mostly reductions of one hour effective in 1981.
Many workers secured longer holidays. These improvements are
likely to become more generalised in the coming round. Most

of these changes do not show up in estimated settlement levels

or earnings statistics.

(v) There was a continuirg erosion of the principle that
settlements should last for not less than 12 months.

(vi) There was no apparent acceleration in the rate of increases
during the round; but also no signs of deceleration at the end
of the round (despite press stories).

G Some groups still await settlements from the last round, mostly
in the public services and the Post Office. They will probably
follow earlier settlements in those services. Talbot is the only
major company still to settle in the private sector.

6. Very few settlements have been reached for the new round. Those
that have been reported appear to be subject to the same influences
and at the same levels as prevailed through the last round. It is
too early to predict what private sector settlements will averagej;
or whether a "going rate" will emerge. The main influences are
likely to be:
- price movements. Now just under 17%; downward trend until

the new year, though with hiccups, and then to falil;

past earnings movements. Liable to move to 22% and not to

fall markedly until the new year;

unemployment. A major preoccupation of funions now;

falling demand. Reflected in touch negotiating postures

adopted by some employers (eg EEF,/KﬁA);

high cost of borrowing and high Qxhhange rate.

comparability. Groups who set;féd at relatively low levels in

the last round (some manufacturing companies; many public

services) may be looking Fd’reclaim their old, or at least

— o/




retain their new, relative positions.

7. (b) Aims for the future

The financial and economic pressures on manufacturing industry,
the Government's commitment to its monetary targets, and the need
to avoid a further decline in international competitiveness, all
point to settlements in single figures. Otherwise, the inevitable
consequence will be a further and unnecessary increase in
unemployment. Sir Raymond Pennock will be well aware of this and
has been doing a valuable job in putting across the message himself.
The Prime Minister might take the opportunity to thank him.

8. Some signs of a new atmosphere are already appearing in the
private sector (the Talbot settlement at an annual rate of about

10%, the Lucas 10% imposed settlement, the Vauxhall 8% offer, which
is going to secret ballot and has been narrowly accepted at Dunstable,
the EEF stance on the National Engineering Agreement, although their
6.2% offer has been rejected. Nevertheless the latest Financial
Times survey of business opinion shows half the respondents

expecting wages to rise by 15%-1%% over the next 12 months, whereas

a year ago over half the respondents put the bracket at 10%-14%.

9. The Prime Minister can assure Sir Raymond Pennock that the
Government will do all that it can to ensure that pay settlements
in the public sector will not embarrass firms in achieving these
low settlements. In the public services, this will be achieved
through cash limits. It is too early to set these, but the

Chancellor has indicated that the increases this year will need to
be significantly lower than last year. The Prime Minister might
speak in confidence in terms of single figures as a strong
possibility.

10. Nationalised industries are more of a problem. Some will be
heavily constrained by their financial position and EFLs and their
workforces have relatively little bargaining power in current
circumstances. Others (miners, electricity, water, perhaps railways)
are either not so financially constrained and/or have workers with
powerful muscle which they are prepared to use. Sir Raymond Pennock
will be well aware of the problems here. The Prime Minister can
assure him that the Government will do all that it can to hold
settlements to realistic levels, but he‘will not under-estimate the

-3 -




the difficulties. Since most nationalised industries are CBI
members, it would be helpful if he could help to bring pressure to
bear on nationalised industry managements through the CBI. It
will be helpful to build up public opinion to voice its distate for
excessive pay settlements (not just price increases) in monopoly
nationalised industries.

11. This is not only a problem in the public sector. There are
areas of the private sector - banks, o0il companies, insurance -
where firms have traditionally conceded high settlements and are
not financially inhibited from doing so this year. The Government
has no intention of intervening directly. But anything the CBI
can do through their own contacts would be helpful. The

Prime Minister mightask Sir Raymond Pennock whether he has any idea
on how settlements might develop in this sort of area.

12. Finally, as Sir Raymond Pennock will be speaking also about
interest rates and their effects on the exchange rate, profitability,
output and employment, it is important that he should appreciate
the links: interest rates are high partly because pay is being

settled on a basis which is incompatible with the monetary
targets - that lesson has not yet fully got across to the public
and is important.




FISCAL SUGGESTIONS

13, The CBI have hitherto supported two proposals in particular,
and may refer to them again:i-
(a) Reduction in the NIS.
(b) The 'Lord' proposal that companies should be able to pay
interest net of corporation tax.

Reduction/abolition of NIS

13s. The Chancellor's present thinking is that this is not the best
way of using any money that could be found to give relief to
manufacturing industry. A cut in the NIS would be very costly.
Even a reduction of one percentage point (from 33% to 23%) would
cost £750 million in a full year. It would also be rather
indiscriminate - about two-thirds of the benefit would go to other
than manufacturing industries, including the banks and oil companies.
For a reduction to take effect in April 1981 a decision would need
to be taken by mid-November. But there are precedents for a
mid-year change which could be announced in Budget.

Interest Payments net of Corporation Tax

14. The "Lord" proposal was rejected by Ministers at the Committee
Stage of the Finance Bill and the decision was reaffirmed by the
Chancellor in correspondence with the CBI. The proposal would
have assisted only those companies paying not mainstream tax. It

would have complicated monetary policy and encouraged borrowing.




EXCHANGE RATE

15, The CBI supports the Government's main monetary objectives as
the route to reducing inflation and accepts that a flexible exchange
rate is a necessary counterpart to the firm monetary policy.
Nevertheless they have shown great interest in any devices which
could be employed to make the exchange rate lower than it now is,
and there have been some contacts at technical level between the
CBI and the Treasury about this. The problem with most such
devices is likely incompatibility with monetary policys

Level of Exchange Rate

16. We have no target level for the rate which, apart from

some smoothing of excessive fluctuations, is determined by the
balance of market forces. The rate is sensitive in the short-term
to movements in relative interest rates, but the main factors
underlying its present strength are probably our possession of North
Sea 0il at a time of continued uncertainty in the world oil market
and overseas confidence in the Government's fiscal and monetary
policies. On the other hand, as a result of the abolition of
exchange controls the rate will probably be lower in the long-term
than it would otherwise have been.

Intervention to reduce rate

17. Government intervention in the foreign exchange markets to seek
to depress the exchange rate would risk monetary control, increasing
inflation - and thereby damaging competitiveness except im possibly

in the very short run. (CBI are unlikely to press this.)

Accelerate overseas official debt revayments

18. Repaying overseas official debt only affects the exchange rate if
financed by intervention in the foreign exchange market to purchase
the required foreign currency. The proposal would then be identical
to that above. Repayments are in practice made directly from the
reserves and thus have no effect either on the exchange rate or on

the money supply.

Inflow controls

19. The experience of other countries is that inflow controls
tend not to be effective for more than short periods. Taking into

. /account




account the extremely sophisticated UK capital markets, it seems
unlikely that the creation of barriers of this kind to the working
of the market would have more than a temporary effect on the exchange

rate.
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20, Provisional estimates to June show that industrial output fell
during the first half of the year. Industrial output in the six

months to June was some 33% lower, and manufacturing output some
43% lowerbthan in 1979 as a whole.

Index of Industrial Production (1375 = 100)

A1) A1l industries

Industries other than North Sea lande et e

1979 112.6 104.2 103.8

1980 Q1 110.3 101.7 100.7
Q2 107.4 Gl 97-9

Employvment

21., Employment in index of production industries fell by 385,000
between June 1980 and June 1979. Over the same period employment in
manufacturing industries fell by 355,000. There was a considerable
reduction in the number of hours of overtime worked in manufacturing
from 415.6 million in June 1979 to 12.4 million in June 1980. The
number of workers in manufacturing on short time working also ross
significantly from 35,000 in June 1979 to 205,000 in June this year.

Investment

22, The volume of capital expenditure by manufacturing industry fell
3% between the last cuarter of 1979 and first gquarter of 1980. The
provisional estimate for the second quarter shows a further fall of
1%. A longer comparison, which gives 2 better indication of trends,
shows the volume of investment in the first half of 1980 3% below
the previous half year. Over the same period investment in plant

and machinery, new building work and vehicles fell by 1%, 14% and

6% respectively.

23. The May Department of Industry Investment Intentions Survey
indicated a fall in manufacturing investment of 8-12% between
1979 and 1980.




Manufacturing Industries Stocks

24, It is estimated‘that manufacturers' stocks fell by about £480M
at 1975 prices in the first half of 1980. This is a turn round from
a rise of £130m in the second half of 197%. During the first half
of 1980 stocks of materials and fuel .felly by £2%0m, work in progress
by over £200m and stocks of finished goods by £50m. Despite this
fall in stocks the stock/output ratio continued to rise due to the
£all in manufacturing output more than offsetting the fall in stock
Jevels. The August CBI montiy trencs enguiry reported that the
number of firms reporting that stocks of finished goods westmore tran
adecuate continued to rise to 42%. Further attempts at destocking
are therefore likely.

Profits

25. Profit margins are being squeezed by weak demand, rising unit
labour costs and reduced competitiveness. he CBI forecast that the
real pre-tax rate of return of non-oil industrial and commercial
companies to fall this year to below 2% the lowest level ever

recorded. Measured ﬁy their net acquisition of financial assets

industrial and commercial companies are estimated to have had a
deficit of £2.4 billion in the six months to lMarch 1980 compared witha
a deficit,of £1.5 billion in the previous six month period.




CCUFIDENTIAL
CONMPANY SECTOR LIQUIDIKY‘

26. The Department of Indystry's survey of company liquidity for the
second quarter of 1980 vias published in 'British Business' on
5 September. 'It showed a slight improvement in the overall
position compared with the first quarter of 1980, but the llquldléy
ratio (total current assets as a percentage of total current
liabilitieg) was still at the mid-74 level. The ratio for
manufacturing companies deteriorated to its lowest level since

mid-1975, while the position of non-manufacturing companies
improved, with the ratio nearly back to the first half of 1979.

Chan2 Liquicity retio’: manufacturing
&nd non-manutecturing companies b ©

/[Prospects: not for disclosure: the outlook for the company sector,

especially for industrial and commercial companies excluding the
North Sea, is bleak. Profits and real rates of return are
expected to fall and there is likely to be continued pressure on
company liquidity./

CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 8 September 1980

Sir Ray Pennock is coming to see the
Prime Minister on Friday at his own request to
discuss pay. I would be grateful if you
could let me have a brief by Thursday evening.

(L B, LANKESTER

A J Wiggins,
— HN Treasury




PRIME MINISTER

Ray Pennock has telephoned to say that je will be holding a

press conference at 1500 hrs this afterngdn to announce the appointment

of Terry Beckett as successor to John Methyen as Director-General of
the CBI, and I imagine Ford have sofie good people at second rung level

from whom to pick a new chairma

You are seeing Pennock’ on Friday at his request to discuss pay
generally. He offered bring Terry Beckett with him, but thought
on the whole - since Beckett is very busy at the moment and will not

be taking over untiX 1 October - it would be better if he came on his

8 September, 1980




10 DOWNING STREET
MR. LANKESAER o/r ﬂ

Sir Ray Pennock, President
of the CBI is coming in on Friday,
12 September at 1600 hours to see
the Prime Minister about "pay'.

I have not requested any briefing

from anyone.

/y.

12 August 1980
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SIR RAYMOND PENNOCK'S CALL ON THE PRIME MINISTER
Sir Raymond Pennock is due to call on the Prime Minister
on 24 July in order to discuss pay, unemployment and

related presentational questions.

2. We understand that a brief has not been called for,
but that we have been invited to put forward something
if we think it worthwhile. I attach a note for this
purpose.

i It might be sensible in addition to send to No. 10

a copy of Mr Lord's letter to the Chancellor about paying
interest net of corporation tax and say that the Chancellor
is considering his reply. So far as we know, this is

not likely to be raised in discussion, but, if it were
referred to, the Prime Minister might show awareness of

it, and I attach a very short note on this.

Ry,

P V Dixon
2% July 1980
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SIR RAYMOND PENNOCK'S CALL ON THE PRIME MINISTER

Sir Raymond Pennock is calling on the Prime Minister on
24 July, in order to discuss, we understand, the public stance
of the CBI and the Government on pay/inflation/unemployment, etc.

25 The Prime Minister should be aware of the attached letter
which Sir Raymond Pennock has written to the Chancellor. The
letter is helpful. It is possible that the Chancellor will

have sent a friendly acknowledgement by the time the meeting
takes place, in which case the reply will be added to the brief.
The Government's answers on a number of points will become clear
when there are announcements relating to the discussion at

E Committee on 23 July. Meanwhile this brief deals with the
CBI's approach in fairly general terms.

A The line Sir Raymond Pennock has been taking in public
in the last few days has been most useful from the point of
view of talking down the likely level of pay settlements.

4. He is reported ( e g Sunday Times, 20 July) as having said:

(a) The country's economic performance suggests that
there should be no wage increase at all in this round,
though such a goal would be impracticable.

(b) Firms should settle for less than 10%, and he does not
mean 9%.

(c) Any notion that pay can rise in step with the retail
price index is foolish.

Do On the other hand, he evidently sees the causation of
inflation in different terms from the Government: ". . . unlike
the Government we do not believe that monetary influence and
control is the most important factor affecting inflation - we
believe it is wages" (BBC Radio 16 July). So far as the past

is concerned, the two views are not wholly incompatible: under
previous Governments there was a tendency to allow the money
supply to accommodate itself to the level of pay settlements

and inflation of prices was the result. But the present policy
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of adhering to firm monetary targets (which would be adequate
to finance a growing economy if there were less inflation in it)
means that inappropriate behaviour regarding pay will
increasingly be reflected in lower profits and higher
unemployment rather than higher prices. Sir Raymond Pennock
is clearly seeing the link between pay on the one hand and
competitiveness and unemployment on the other, even if he is
still emphasizing the (short-term in the Government's view)
link between pay and prices.

6. One other area of difference is the trend of public sector
pay. Sir Raymond Pennock is reported to believe that the
Government showed a loss of control. This is not altogether fair.
So far as public services are concerned, the large increase in
earnings in 1980/81 by comparison with 1979/80 is partly because
the inherited liability for catching up settlements was large,
and partly because the non-payment (through staging) of amounts
which were due in 1979/80, by depressing the base year for
comparison, made the year-on-year increase in 1980/81 look large;
new settlements in the public services during the 1979/80 pay
round, the Governm 8 first year, averaged 1505, which was less

*
than the rate of increase in the private sector, even manufacturing.
Nationalised industries have been roughly on a par with the
private sector.

7 So much for interpretation of the past. The more important
question is how to settle the future. Sir Raymond Pennock will
no doubt seek guidance on whether the line he has been taking
fits in with the Government's approach; he will wish to pick up
further suggestions; and no doubt he will make suggestions as
to what the Government can do to help.

8. On the first point, his attempt to talk down pay increases
below 10% can be strongly welcomed. He bases this argument
primarily on the need for greater competitiveness, which was
one of the arguments in the Chancellor's paper for E on
influencing national pay behaviour. Another argument he could
use is that settlements which do not reflect the target rate of
growth of the money supply (7 - 11%) put a stress on the
financial system which is reflected in interest rates and the

* 163% according to the CBI
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real exchange rate — it is not just the Government's operations
which lead to the level of interest rates, but the totality
of actions in the private sector and their compatibility
with the monetary targets. It is right, therefore, to
encourage the CBI to carry on talking in terms of single
figures with the aim of getting the maximum deceleration
possible.

9. As regards what the public sector can do to help, Sir
Raymond Pennock can be reassured that the Government is
determined that the rate of earnings increase in 1980-81
should be such as will make the task of deceleration in the
private sector easier and not more difficult. The normal
mechanisms for reviewing and settling pay may possibly have to
be disengaged, e g what has been done on the TSRB (and the

E Committee decision) - if they show incompatibility with the
trend which the Government wishes to see established. It

has been made clear that cash limits in the next round will
be set so as to reflect assumptions on pay significantly
lower than in the last round. The precise level has not yet
been decided; nor is it yet clear how great will be the
incompatibility with the normal methods of settling public
service pay. Sir Raymond Pennock's efforts to influence the
climate generally will assist the Government in playing its

part. If a single figure outcome looked genuinely possible

in the private sector, the Government would wish to ensure
that such possibilities were not vitiated by setting cash
limits on a more generous basis. The next few months will
be very important as regards the climate.

10. Finally, Sir Raymond Pennock may urge that the
Government do more, and in a greater variety of ways, to get
its message across. The problem, of course, is not simply
uttering the message - Ministers have been doing this on

an impressive scale since coming into office. The problem
is persuading the public to believe it - the consistent
speculation in newspapers and elsewhere on the likelihood
and timing of the "U-turn" reflects disbelief rather than
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non-comprehension., It is possible that the seriousness of the
Government in its adherence to monetary targets for a run of
years is being better understood now. If the Government had
been believed, it is almost inconceivable that both sides of
industry could have set bargains during the last year at
levels which, for their results in terms of profitability and
unemployment, both must now regard as having been disastrous.
It is therefore important that the CBI should do what it can
to enhance the credibility of the Government regarding its
monetary policy and not argue for modification of it, which
the Government could not accede to; but the argument itself
would help to perpetuate the public impression that engines
were about to be reversed.

Ak So far as comprehension of the message is concerned,

it does involve time and a lot of repetition and certainly not
all has yet been achieved. But the message is essentially

a simple one, intuitively obvious. Everyone has been brought
up in the knowledge that inflation is too much money chasing
too few goods. The Government will stop there being too much
money, and that will stop the inflation. That being so,

there are problems ahead for anyone who promises to pay what
he can't afford or makes a bargain on the basis that the money
will be forthcoming from somewhere. But the message, though
simple, is very different from that of previous Governments
and much effort is still needed to put it over.

122 A particular opportunity, though on a limited scale,
will be the August meeting of the NEDC, when the macro-
economic discussion will be continued, partly on the basis

of a paper by the Chancellor on "pay, prices and unemployment".
It is possible that the CBI will put in a paper of their own

(e g reflecting what Sir Raymond Pennock has been saying);

but whether or not they do so, if would be helpful if they
could at the NEDC meeting speak in support of the Chancellor's
paper and not leave the debate to the Government and the TUC -
to be fair, Sir Raymond Pennock's contributions on these
questions at recent meetings of the NEDC has been most notable
and influential and it would be right to compliment him on this.

Industrial Policy Group
H M Treasury 23 July 1980
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CORPORATION TAX - THE “LORD SCHEME"

Alan Lord, Chairman of the CBI Maxation Committee, has
put forward a proposal whereby companies that have
exhausted their normal corporation tax liability would
be able to get relief on interest payments. The CBI
have recently been pushing it hard. The scheme is
complex and likely to be costly, particularly since it
would be open to abuse. It would by definition only
help particular categories of industries, i e those
which do not pay mainstream corporation tax. The
Government has hitherto taken the view that it is more
important to get interest rates down by reducing the
burden: of financing the public sector than to help
selected companies by measures which would increase the
PSBR. Mr Lord has, however, recently written again

to the Chancellor and his letter is being considered.

Industrial Policy Group
H M Treasury 23 July 1980
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10% pay rlses,
says CBI boss

by Roger Eglin, Industrial Editor

A RTPE'IITION of pay increases
o lust years scale in the forth-
cominz pay round will be a
disaster for the econonty, CBI
pﬂ'nden( Sir Raymond Pennock
warn
in .m uclusnve interview with
h Times, Sir Raymond
pro;ecﬂnnn show that
senlmn in the area for
the. uests year w:ll produce &
missive leap in unemployment,
<ur company profitability in real
terms to 1% or less and under-
mine the aumy of companies to
invest. This will only cause
further unemployment as the
country’s industrial base de-
clines even more.
“ August sees the starl of next
cor's pay round. If it follows
e usual pattern, the setile-
m-.nn in the first three months
in influencing the
whale roun
While he ruosn
cvidence that there will be a
decline in inflation, is far
irom sharing the new mood of
optmism_gripping the govern-
meni, * There i isa long way to
40, 2 insists. “We hive had a
great deal of ralk about moderate
pay settlements but what we now
huve 1o see is deeds, not words.”
The country's e:anpmit per-
formance suggests there should
hie 0o wage increase at all in this -
round; he lm, but wkhout “
Aovernment pay pol h
the CBI would not uubpon,
#oal is impracticable. His . ad\&lu

fnrwurum {uund is that tﬁi
me! S “"

example of the 10 to th

(he Midlands who n the la t
montl have muea or less. ﬂun.

some

10%. Any notion that pay can
simply rise in step with the retail
price” index is foolish in the
extreme, he says, “ The evidence
slmws that settlements around
the RPI, even if it declines, are
not enough fo. regain competi-
tiveness becay e have had a
succession of mems in the
1 0 r three years
running when our com 10rs in
Germany, Japan and d S have
settled on average uver that
period in the 5%-7% i
The CBI sees a reducllun m
wage settlements, and 1l
tion, to0p prmn v i
restori e international com-
petitiveness of British industry.
Disagreeing with those minis
fers who see Narsh monetary
policies as the answer to infla-
tion, Pennock says that detailed
research by the I's economics
stafi shows a very close connecs
tion between wages and prices.
¥ en wage settlements in
197475 shot to 207,
creases of over ' 20,
within six months,” he says.
year later, with Jack Jones’s £6
flat rate pay policy, wage settle-
ments on average were down to
2% and again, within six to
eight months, price mcraases fell
to similar leyels, m the
May figures, there is lmln dnuln
that settlements from the last
rmmd are still running at about
15 This is an unmirigated di
amr for thie British econom;
New figures which show that
UK mnnufacmrlng production
ell 8% in the last quarter, and
that total out put is less than in
1975, are a direct consequence
of excamw pay sertlements

price in-
fnlh\wed
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which, according to 'l*mock.
mean “ we are paying ourselves
1027, more for this reduction in
output,” He emphasises that this
has been a main contributor 1o
utting out 250,000 jobs in manu-
‘}ac(unng industry and m | e
sharp increase in  company
bmkzumues in the first qunrm
of this veas

So strnltcned is the econamy
now, he says, thay soaring il
prices have had @ dispropor-
tionately greater efféct on British
industry than its mx:;r com-
petitors
With little publicity the CBI
recently organisi two confer-
ences, each artended by over 70
top executives of the (nunlrys
higgest companies, in its hid to
moderate pay clnuns At these
meetings, the central theme
reiterated by Pennock was that
last year's failure was a respon-
sibility that all had 1o share—
trade ns, managements and
gove

After the gnvernmem oss of
control over public sector pay,
Pennock feels that it has @
special responsibility 10 et a
‘better example tlns ear, " 1F
it does not,” he says, " it means
that public ‘,K“d‘“ cannot be
controlled, they are not
bringing down. interest rates,
and they are seiting an example,
as happened last year, which
makes it difficult to achieve
moderation in the
sector.”

Withour  moderation,  the
government by
revenue, which

£11bn and E£18hn by 1984, will
be lost.

Dated: 3017'30
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M Udo
. You will remember that at our meeting on 13 June,
I mentioned that we were intending to hold two conferences
of chief executives and key industrial relations personnel from
selected companies and employer organisations to consider the
outlook for pay. The conferences were held on 20 and 23 June,
and have been followed by further discussions with members of
our Employment Policy Committee and the President's Committee.

Perhaps the three most important points emerging from
the conferences were these:

first, a growing determination to secure a substantial
reduction in the level of pay settlements in the months ahead
and a clear recognition that pay increases cannot continue to
match price increases. Although we would like to see more
concrete evidence, there were clear indications in the
conferences of a decline in settlement levels, particularly
in engineering;

secondly, there was a strong feeling that concessions
on hours and holidays should be minimised and that it was
essential to avoid leapfrogging on these issues between manual
workers and staff;

thirdly, considerable concern was expressed about pay in
the public sector.

In bringing this concern to your attention in a private
letter, I would emphasise that we have no desire to interfere
in a matter which is the responsibility of employers in this
sector, but I feel I should write because of the impact of
public sector pay on our members - both through its effect on
pay in their own companies, ard through its effect on government
expenditure and hence interest rates.

’

\




While our members are determined to play their part
in reducing the rate of pay increases, they believe that
there are a number of steps which government might take that
would be extremely helpful.

The first would be to bring the work of the Clegg Commission
to an end as soon as possible. We appreciate that the Commission
has still to complete work on a number of references. We are
concerned, however, that even though these references cover
relatively small numbers of employees, the Commission's report may
attract public attention and, if the awards are for substantial
pay increases, raise the expectations of other employees in the
early stages of the next bargaining round. There may, therefore,
be advantages in government reviewing the remaining references
before the Commission to see if they can be withdrawn with the
agreement of the parties concerned, and settled more quickly by
negotiation.

_ We believe that there is a case for re-examining the whole
role of comparability in determining pay in the tax-dependent public
services. This is, however, a complex question, and might best
be dealt with by means of a wide-ranging enquiry covering the
institutional arrangements for determining public service pay,
including the levels at which bargaining takes place and the
timing of settlements; the role of comparability; and, if
comparability is to have an important role, which groups should
be covered by comparability mechanisms, what these mechanisms
should be, and the methodologies on which comparability should
be based.

Pending the outcome of this enquiry, we suggest that,
with the possible exception of those covering the police and
armed services, the work of the existing pay research and review
bodies should be suspended, and the pay of the groups concerned
should be negotiated between the employers and the unions involved
in the light of the government's overall economic objectives and
within the discipline of cash limits.

We have also considered further whether there would be
advantages in government making a single comprehensive statement
detailing the financial targets of all the nationalised industries,
making clear the responsibilities of both government and boards
of the nationalised industries to see that these targets are
achieved and spelling out the implications of these targets for pay
bargaining between the managements of the nationalised industries
and their unions. We feel that this would have attractions, and
shall be discussing it with the nationalised industries' chairmen
later this month. :

As I have already mentioned, our members are determined to
do all in their power to moderate the level of settlements. I
believe that government action on the lines I have suggested will
help them succeed. :

Yours sincerely,

The Rt. Hon. Sir Geoffrey Howe, QC, MP,
Chancellor of the Exchequer,

H.M. Treasury,

Parliament Street, SW 1.
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From the Private Secretary 25 July,1980

As you know, Sir Ray Pennock called on the Prime Minister
yesterday afternoon. The following are the main points which
came up in discussion.

Sir Ray said that the next three months were eritical for
industry. What happened to pay at the beginning of the pay round
would have a major effect on the outcome for the whole round. For
this reason, he had been vigorously advocating the need for single
figure settlements - and to get settlements down as low as possible
within single figures he had been arguing that the country needed
"a range of single figure settlements, and I don't mean 9%'".
Unfortunately, the oil companies and the banks settled early in
the pay round, and because of their high profits they were all too
likely to settle well above single figures. The same went for Ford,
and for different reasons, the mine workers. He was planning to hold
a meeting the following week with the chairmen of the major oil
companies, the chairmen of Ford and Vauxhall and of the National Coal
Board, and also Sir Jeremy Morse in order to persuade them to hold
out for moderate settlements. He was not all that confident that
he would be able to succeed because, for example, Shell's profits,
even on a current cost accounting basis, were very high. But it was
worth trying. He would argue that with the economic situation as it
was, most companies would only be able to settle within single
figures, and that it was unreasonable that profitable companies should
use their profits to pay much higher pay increases rather than to
lower their prices. It would help if the Prime Minister and other
Ministers could support the CBI in arguing for markedly lower
settlements at the beginning of the new pay round. This should,
however, be done without giving any impression of connivance with the

- CBI. Furthermore, in so far as the more profitable companies would _
still almost certainly settle at relatively high levels, it was
crucially important to try to distance less profitable companies from
them in their own negotiations. There was some evidence that this
was happening already; but the point needed to be emphasised a great
deal more.

/Sir Ray

/




Sir Ray went on to say that, while stressing the seriousness
of the current situation, he hoped that Ministers could hold out a
ray of hope for the medium-term. The message needed to be that
provided we got the inflation rate down, then with the help of
North Sea 0il revenues we would have the prospect by the mid-1980's
of a prosperous decade; if we did not get inflation down, industry
will become increasingly uncompetitive, and more and more imports
will be sucked in, and the economy will continue to stagnate.

Sir Ray made the following further points:-

(1) He hoped the Government would do everything possible
to play down the forthcoming settlement for the Police, which he
understood would follow the Edmund-Davies formula. Ministers should
stress the exceptional circumstances, including supply and demand
considerations.

(ii) In response to a question from the Prime Minister about
large companies delaying their payments to small businesses, Sir Ray
said that he had recently written to his members to try to get them
to pay more promptly.

(iii) Sir Ray said that he hoped that the Green Paper on Trade
Union Immunities would include tough proposals so as to redress still
further the balance of power between employers and employees. The
history of the last twenty years was one of companies being faced
with pay demands which they could not afford, and yet settling because
the cost to them of strike action was even greater. As a consequence,
profits had been continuously eroded and investment had consequently

suffered; only if the balance of power in industry changed would
British industry really recover. The Prime Minister commented that
the CBI had been distinctly lukewarm about more radical changes in
trade union immunities when the Employment Bill was being prepared;
she was glad to hear that the CBI were now taking a more robust line.
Sir Ray denied that the CBI had ever been lukewarm on this matter.

A J Wiggins, Esq
HM Treasury
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We have now received the results of the latest
CBI Industrial Trends Survey. Although this information
will not be released before 00.30 hours on Wednesday 30th
July it does reveal, as we expected, such a serious situation
that I thought it worthwhile to let you have the main features
of the Survey as far in advance as possible.

10

We will be using the results to keep up the pressure in our
campaign for moderate wage settlements in the ensuing pay round.
At the same time they confirm the statement I made at the last
NEDC meeting about the serious impact of current Government measures
on manufacturing industry. I would therefore like to reiterate
the contention also made at that meeting that the continuing
reduction of interest rates and some relief from N.I.S. would
be especially welcome at the present time.

A CBI team led by Campbell Fraser is meeting Keith Joseph
on Thursday to discuss the state of industry and this will provide
an opportunity to discuss these results with him also.

Yours sincerely,

The Rt. Hon. Sir Geoffrey Howe, QC, MP,
Chancellor of the Exchequer,

HM Treasury,

Parliament Street,

London, SW1P 3HE




TRICTLY CONFIDENTIAL: NOT FOR PUBLICATION BEFORE 00.30 HOURS
EDNESDAY 30 JULY

Briefing note for Chancellor of Exche?uer and Secretary of State for Industry
on Results of July ndustrial Trends Survey

The July quarterly CBI Industrial Trends Survey was conducted between 27 June

and 16 July and replies were received from 1961 manufacturing firms. The
sample normally directly accounts for about 3 million employees and over half

of the UK's manufactured exports.

The main points of the results, which show a sharp deterioration in

manufacturing activity levels, are set out belcw.

There has been a rapid decline in the past four months in the levels of new
orders and of output. This has occurred to a greater extent than forecast in
the previous quarterly survey. Over the next few months the decline is

expected to continue at least as rapidly.

Reflecting this fall in activity levels there has been a further worsening in

capacity utilisation, and 76 per cent of firms are now working "below a
satisfactory full rate of operation". Chart I illustrates the extent to which

below capacity working has become more widespread since the peak in July 1979.

For the next four months an unprecendented proportion of firms (see Chart II)

expect a lack of 'orders or sales' to limit output.

Accompanying this fall in activity levels, manufacturers have become less
optimistic about the general business situation in their own inaustries to

almost the same extent as during the three-day week (Chart III).

Investment intentions have once again weakened sharply, following the cyclically

small decline recorded in the April Survey (see Chart IV).
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(B Qnsistent with the spread of under utilisation of capacity, labour shedding in

manufacturing industry has become as widespread as ever previously recorded.
Over the next four months the rate of decline in manufacturing employment is

forecast to be even greater than in the past four months.

Chart V shows the reported trends in average unit costs and in average domestic
selling prices. There has been a sharp decline in the proportion of firms
raising their prices and a much less marked easing of unit cost increases.
Over the next four months cost pressures are expected to ease slightly furthgrﬁ

while a continued Tow proportion of firms expect to raise their domestic prices.

This pattern is much more apparent for export prices; 34 per cent of firms have
raised export prices over the last four months but 19 per cent have implemented
price reductioﬁs. In spite of this, a record percentage of exporting firms
expect "prices relative to those of overseas competitors® to limit their

ability to obtain new export orders over the next four months (see Chart VI). .

There has been a sharp falling off in new export orders and deliveries; and

this is forecast to continue just as rapidly over the next few months.

Participants' optimism about their export prospects over the next twelve months

has declined to a previously unsurpassed extent (see Chart VII).

Industrial Trends and Economic Forecasting Department

22 July 1980




CHART I
CBI INDUSTRIAL TRENDS SURVEY

Q4 TIs your present level of output below capacily [ie are you working below a salisfactory full rate of operation . )

Per ceat
linverted)
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CBI INDUSTRIAL TRENDS SURVEY

Is shortage of orders or sales a factor which is likely to limit oulput over the next four months
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- CBI INDUSTRIAL TRENDS SURVEY

Q1  Are you more,or less, optimistic than you were four months ago about the general business situation

in your indusiry .
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CHART IV
03a Do you expect lo authorise more or less capilal expendilure in the next twelve months than you authorised in the pust

twelve months on : BUILDINCS —— .
PLANT & MACHINERY ' :
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CHART V.
Q 11 What has been the trend over the past four months with regard to the average costs per unit of output

Q 12a What has been the trend over the past four months with regard to the average prices at which domestic .
orders are booked
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CHART VI

CBI INDUSTRIAL TRENDS SURVEY °®

Is the price of your exports (compared with those of overseas compelitors) a factor likely to limit your ability to

obtain export orders over the next four months .
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CHART V1T
— CBI INDUSTRIAL TRENDS SURVEY "

Q2 Are you more or less optimistic about your export prospecls for the next twelve months than you were “four months ago .
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before 0030 hours on Wedneaday 30 July 1980

CBI INDUSTRIAL TRENDS SURVEY SUMMARY OF RESLATS FROM APRIL 1979 TO JULY 1980

(Al figures are percentage balances of 'ups' over 'downs! except where otherwise stated)

JOTAL TRADE Apr 79 Jul 79 Oct 79 Jan 80 Aor 80 Jul 80

Optimism re business situation
12 month foreeast of capital expenditure
authorisations compared with previous 12
months on:

bulldings

plant and machinery

Firms working below capacity ¢

Numbers employed - past 4 months
Numbers employed - next & months
Volume of new orders - past & months
Volume of new orders - next 4 manths
Volume of aut put - past 4 months

Volume of output - next 4 months

Stocks of raw materials - past & months
Stocks of raw materials - next 4 manths
Stocks of wark in progress - past 4 months
Stocks of wark in progress - next 4 months
Stocks of finished goods - past 4 months
Stocks of finished goods - next 4 manths
Average unit costs - past 4 months
Average unit costs - next 4 months
Average domestic prices - past 4 months

Average domestic prices - next 4 months

Four month forecast of factors limiting
outpul

Orders or sales
Skilled labour

Other labour

Plant capacity

Credit or finance
Materials/companents.

Other




Expni TRADE

Optimism re export prospects
Volume of new export orders - past 4 months
Volume of new export orders - next 4 months
Volume of export dellveries - past & months
Volume of export deliveries - next 4 manths
Average export prices - past & months

Average export prices - next & months

Wi en

Apr 79

Four manth forecast of factars limiting
export orders *

Prices

Delivery dates

Credit or finance.

Quota and licence
Political/economic conditions abroad

Other

Percentage figures




CONFIDENTIAL

Trcasurv Chambers, Parliament Street, SWIP 3AG
01-233 3000 14 7u1v-1980

CABINET QFFICE 4
A yzj /

Richard Dykes Esq A
Private Secretary e .
Department of Employment

FILING INSTRUCTT

fiulENcs . SR
Deav Rickard ,
THE OUTLOOK FOR PAY

The Chancellor thought your Secretary of State,

and other interested Ministers, would like to see

the attached letter he has received from the President
of the CBI, before the E Committee discussion on pay
on Wednesday 23 July.

I am copying this letter, and the letter from

Sir Raymond Pennock, to the Private Secretaries to

the members of E and E(NF) Committees, and Sir Robert
Armstrong.

ﬂﬂ“ffm;ﬂdj

Jotw qu-;«
A J WIGGINS
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You will remember that at our meeting on 13 June,
I mentioned that we were intending to hold two conferences
of chief executives and key industrial relations personnel from
selected companies and employer organisations to consider the
outlook for pay. The conferences were held on 20 and 23 June,
and have been followed by further discussions with members of
our Employment Policy Committee and the President's Committee.

16th July 1980
‘PRIVATE

Perhaps the three most important points emerging from
the conferences were these:

first, a growing determination to secure a substantial
reduction in the level of pay settlements in the months ahead
and a clear recognition that pay increases cannot continue to
match price increases. Although we would like to see more
concrete evidence, there were clear indications in the
conferences of a decline in settlement levels, particularly
in engineering;

secondly, there was a strong feeling that concessions
on hours and holidays should be minimised and that it was
essential to avoid leapfrogging on these issues between manual
workers and staff;

thirdly, considerable concern was expressed about pay in
the public sector.

In bringing this concern to your attention in a private
letter, I would emphasise that we have no desire to interfere
in a matter which is the responsibility of employers in this
sector, but I feel I should write because of the impact of
public sector pay on our members - both through its effect on
pay in their own companies, and through its effect on government
expenditure and hence interest rates.




While our members are determined to play their part
in reducing the rate of pay increases, they believe that
there are a number of steps which government might take that
would be extremely helpful.

The first would be to bring the work of the Clegg Commission
to an end as soon as possible. We appreciate that the Commission
has still to complete work on a number of references. We are
concerned, however, that even though these references cover
relatively small numbers of employees, the Commission's report may
attract public attention and, if the awards are for substantial
pay increases, raise the expectations of other employees in the
early stages of the next bargaining round. There may, therefore,
be advantages in government reviewing the remaining references
before the Commission to see if they can be withdrawn with the
agreement of the parties concerned, and settled more quickly by
negotiation.

We believe that there is a case for re-examining the whole
role of comparability in determining pay in the tax-dependent public
services. This is, however, a complex question, and might best
be dealt with by means of a wide-ranging enquiry covering the
institutional arrangements for determining public service pay,
including the levels at which bargaining takes place and the
timing of settlements; the role of comparability; and, if
comparability is to have an important role, which groups should
be covered by comparability mechanisms, what these mechanisms
should be, and the methodologies on which comparability should
be based.

Pending the outcome of this enquiry, we suggest that,
with the possible exception of those covering the police and
armed services, the work of the existing pay research and review
bodies should be suspended, and the pay of the groups concerned
should be negotiated between the employers and the unions involved
in the light of the government's overall economic objectives and
within the discipline of cash limits.

We have also considered further whether there would be
advantages in government making a single comprehensive statement
detailing the financial targets of all the nationalised industries,
making clear the responsibilities of both government and boards
of the nationalised industries to see that these targets are
achieved and spelling out the implications of these targets for pay
bargaining between the managements of the nationalised industries
and their unions. We feel that this would have attractions, and
shall be discussing it with the nationalised industries' chairmen
later this month.

As I have already mentioned, our members are determined to
do all in their power to moderate the level of settlements. i
believe that government action on the lines I have suggested will
help them succeed.

Yours sincerely,

The Rt. Hon. Sir Geoffrey Howe, QC, MP,
Chancellor of the Exchequer,
H.M. Treasury,
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I am writing to you urgently as Chairman of the CBI i l'-'ab.up
Taxation Committee, on 2 matter of great importance to y
British business. 1 refer to the provisions in the Mo Craliin
current Finance Bill which will allow for the deferment ,U,C,Ml(:.:a)
in certain circumstances of stock relief recovery clmrges.nlﬂ

For some time now the CBI have been pressing for
such a relaxation in the stock relief rules, primarily in
order to relieve the grave financial difficulties which
may confront companies if a temporary fall in their stock
levels (generally for reasons beyond their control) co-
incides with the end of their tax year. We were
encouraged to hope, before the Budget this year, that the
Government were fully aware of this problem and intended
to take steps to remedy it.

We were therefore dismayed by the details of the
Government's proposals, and in particular by the intro-
duction of the new and highly suspect concept of 'net
indebtedness'. This concept is out of keeping with stock
relief as a whole, since net indebtedness is not relevant
in calculating either stock relief or clawback. We have
taken every available opportunity to explain to your
colleagues and officials why we regard this aspect of the
new relief as totally inappropriate. For reasons which
remain unclear, they did not appear to accept our arguments
but they will, I am sure, have reported to you our view
that the principle is misconceived and illogical, and that
any attempt to make practical sense out of it would result
in excessive administrative problems for both the Revenue
and taxpayers.

So far as those practical problems are concerned, the
Revenue conceded that in theory the legislation as drafted
could give rise to difficulties. But they assured us
that in practice tax inspectors would take a reasonable line.




We always viewed this reassurance with scepticism and our
misgivings have now been confirmed by the enclosed draft
statement of practice from the Revenue which attempts to
explain how the concept of 'net indebtedness' will be
interpreted. The Taxation Panel of the CBI studied this
draft statement very carefully yesterday afternoon, and I
have to tell you tha t remember any Government
document getting such a universally hostile reception. It
is clear from even a cursory inspection of these 'broad
guidelines' that they are theoretical in their approach,
naive in their apprecdation of the real problems of industrial
cost albcation and that any company which attempted to
comply with these requirements would be faced with an
extremely costly additional administrative burden even

if it was already equipped to produce full monthly CCA
management accounts.

There are only two ways in which this draft statement
can be interpreted. It may sim be that it fails to
achieve what it sets out to do, which is to explain clearly
and concisely how the 'net indebtedness' concept will be
interpreted. Alternatively, and we think more probably,
the defects of the statement confirm the view which we have
always taken, namely that the ‘net indebtedness' proposals

encapsulates a conceptual flaw so basic that it cannot be
concealed by a working practice, however emollient. Leaving
aside the unrealistic degree of detail which the guidelines
would require, jllustrate this central objection
by noting that their effect would be to deny relief to
companies which have the greatest liquidity problems and
confer greater relief on companies which have a relatively
strong liquid position. In short, the practical effect

of the legislation would be to achieve precisely the opposite
result of that for which the CBIL originally sought it.

I should add that the Report Stage Government amendment
proposing that the net indebtedness restriction should only
apply where the sum at stake exceeds £100,000 does nothing
to weaken our arguments: indeed it reinforces them for it
effectively concedes that the restriction is inoperable
except in cases where considerable resources of human skill,
both in companies and the Revenue, can be brought to bear.

dment may be to eliminate a large
number of small cases and therefore ease the burden of work
in tax offices. It will do nothing to help the larger
case, where there may be an equal need for relief.

I know well how busy this time of year is for you and
I much regret that my Committee feel it necessary to
trouble you with this matter. But I am sure that you
should be aware of this document and the strength of
feeling which it has provoked. The only conclusion to be
drawn from it, as I have already implied, is that the 'net




indebtedness' restriction is misconceived and ought to be

excluded from the Bill.

of this letter by hand to Mr.
d and Sir Lawrence Airey.

Mot Cuvcocetn
Au >

Alan Lord

I am sending copies
Rter Rees, Lord Cockfiel




CONFIDENTIAL

S

Dl

[
T/rQ

10 DOWNING STREET T e
‘4 e fem ¢
5

g:
From the Private Secretary 2 June 19 0

As you know, Sir John Greenborough and Sir Ray Pennock called
on the Prime Minister this evening. They were only able to have a
short discussion. The following were the main points raised:

i) Successor to Sir John Methven

Sir John said that this appointment was crucial. He and
Sir Ray had identified a few good names who might be willing to
serve. But it would be very helpful if, when they had finally
decided on a candidate, the Prime Minister would be willing to lend
her support. If she could indicate that this was a post of national
importance, that would help to persuade the person in question that
he should take on the post. They hoped to have identified a suit-
able candidate within the next two to three months. The Prime
Minister said that she would willingly do what she could to help.

ii) Getting over the realities

Sir Ray said that one of his main tasks would be to continue
Sir John's efforts to get over the realities of business life to the
trade unions. Management in British industry was signally weak at
explaining to employees the '"facts of life'; the CBI had to help
change this. They would do all they could to persuade trade union
leaders that pay bargaining must be realistic. The Prime Minister
commented that it was better for the CBI to do this than for
Ministers to do so - though she and her colleagues would continue
to do what they could in speeches. Sir John said that he hoped
that Ministers would make even greater efforts in this area.

iii) Discussions with the trade unions on other matters

Sir Ray said that the CBI were talking to the trade unions on
various matters. He mentioned, in particular, talks about profit
sharing schemes, and at some stage they might want to meet the
Prime Minister, along with trade union leaders, to discuss them.

iv) Trade union legislation

Sir Ray said that the trade unions were too strong, and that
more radical measures were needed if a better balance in pay
bargaining was to be achieved. The Prime Minister commented that
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the CBI in its representations had not appeared to have been in
favour of more radical legislation. Sir John explained this by
saying that it was important not to alienate moderate rank and

file trade unionists to whom the Government and employers had to
look if a greater sense of reality was to emerge. The Prime
Minister, however, said that it appeared to her that moderate trade
unionists were in fact asking for greater protection under the law.

v) Interest rates

Sir John said that the continued high level of interest rates
was a major concern to CBI members, particularly small businesses.
Their members felt that, now that there was evidence that M3 was
well within the target range, MLR should be reduced. They did not
want anything spectacular, but rather a small downward move to show
that the Government was sympathetic to their worsening financial
position. They would rather the Government took the risk of an
early reduction, with the possibility that this would have to be
reversed, than maintain MLR at its current rate. They felt that
the Government was now achieving firm monetary discipline. EBEut
they were also disappointed that public spending had not been
reduced more. Both Ministers in charge of Departments and civil
servants were too resistant to cutting back the programmes for
which they were responsible. The Prime Minister commented that it
would be a mistake to reduce interest rates until there was clear
evidence that bank lending to the private sector was coming down.
She was concerned that lending to the personal sector was continuing
to expand, and that this was being encouraged by advertising of
credit cards. Insofar as the banks were members of the CBI, she
wondered whether the CBI could bring pressure to bear on them to
reduce this advertising.

vi) National Insurance Surcharge

Sir Ray said that he hoped the Government would be prepared
to consider allocating some of the savings on the EEC budget to a
reduction in the National Insurance surcharge. The Prime Minister
replied that the first priority must be to get interest rates down,
and that the savings on the EEC budget would go to reduce the PSBR.

I am sending copies of this letter to Richard Dykes (Department
of Employment) and Peter Stredder (Department of Industry).

1. . LANKESTER

Martin Hall, Esq., MVO,
HM Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

30th May 1980

T. Lankester, Esg.,
No.10, Downing Street

[l

/
PRIME MINISTER'S MEETING WITH THE CBI

You asked for briefing for the Prime Minister's
meeting with Sir John Greenborough and Sir Ray Pennock
on Monday.

You have already seen the Chancellor's speech to the
CBI Annual Dinner, and the record of the Chancellor's
meeting with Messrs. Greenborough and Pennock on 1l6th
May. For the sake of completeness, I enclose copies
of 8ir John Greenborough's speech at the Annual Dinner
and/a larger meeting the Chancellor held with the CBI,
also on 1Eth May (as amended by John Isaac!) To go
with this material, I enclose a note on import
protection, picking up recent press reports of state-
ments by Sir Greenborough. It is interesting to note
that the tone of Sir John Greenborough's speech at the
CBI dinner was distinctly tougher than what he said at
the meeting with the Chancellor. We think this
reflects increasing pressure from CBI member firms.

All this by way of background. It is 1likely that the
CBI will press on the Prime Minister their view that
interest rates should be lowered fairly soon. They may
also complain about the exchange rate. I enclose
short notes, as an aide memoire, for the Prime Minister
following her recent discussion with the Chancellor and
Treasury officials.

There were two subjects which the Chancellor thinks the
Prime Minister might usefully raise with the CBI, viz

/pay and
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pay and discussion with the trade unions. A Treasury
brief on these points is enclosed. (The Chancellor

has not seen it.) I consulted the Chancellor over the
telephone, and he asked me to bring out one or two
specific points. Firstly, it would be well worth
asking the CBI what kind of bilateral contacts they
think the Government could most usefully pursue with

the TUC/the trade unions. This would be useful back-
ground to the Prime Minister's meeting on Tuesday with
the Chancellor and the Secretary of State for Employment.
On pay, the Chancellor sees three specific roles for the
CBI - as keeping the Government up to the mark on public
sector pay by analysis and comment; as a means of
influencing nationalised industry chairmen (who are
members of the CBI) on pay; and finally as an influence
on "market leaders". This last point is, of course,
double-edged, in that there clearly has to be some
reflection in pay settlements that some companies are
more profitable and have better productivity growth

than others; but equally, the e.g. toolmakers at BL
are part of the same labour market as those at Ford,

and it is hard to see how settlements at Ford will not
have some influence on other firms.

l/}M &2
e

M.A. HALL




SPEECHES AT THE CBI DINNER 20 IMAY

Chancellor's Speech

A copy is attached. The main theme of the speech was the

need to face up to economic realities. The Chancellor's

more specific references to the exchange rate; interest rat

pay bargaining and the level of pay settlements; and the

Government's readiness to talk to the TUC are sidelined.

Sir John Greenborough's Speech

A typescript of the speech is attached. The key points

addressed to Government were as follows;

The CBI support the Government's main economic
objectives and strategy. In particular they

support the overriding priority given to curbing
inflation, and the financial and monetary disciplines

that have been introduced (page 6).

(1) excessive pay settlements in the public sector
create major difficulties for the private sector.

The Government must recognise this and act accordingly

to control increases in public sector pay (page 11)




(ii) The Government is not yet doing nearly enough
to get across the message about the need to face up to

economic realities (page 12).

(iii) The CBI's major concern is with the current
financial situation in many companies, particularly
in manufacturing (ie low profitability, tight liquidity

and high interest rates). The CBI:

- accept that a?jreduction in interest rates

should be consistent with the monetary targets,

but believe that the targets have now been

achieved and that the time has come to reduce
—————eae e

interest rates (page 13)

— urge the Chancellor to look again at the
inhibiting effect of maintaining the National
Insurance Surcharge at its current level (page

16)

- urge the Government to look again at what
more could be done to control public expenditure,
particularly current as opposed to capital

expenditure (page 17)




Chancellor of the Excheguer,
Ministers,
My Lords,
Ladies and

Gentlemen:
< ! ,

I extend to you ‘all a most
cordial welcome to this CBI Annual
Dinner. It is by tradition a warm
and happy, albeit serious occasion,

but this year it is tinged with a

deep sadness brought about by the

tragic, sudden, untimely death of
our Director General, Sir John iiethven.

noving tributes have leen

walk of life and from many councries,
by those in high rank in industry, in

politics and in the Lrade union movement;

/A GE0




tributes to the exceptional gualities
and outstanding suceess of this great
business leader. John Methven worked,
lived, perhaps even died for the
prosperity and well-being of Britain,
and he fought to remove any obstacle
that he felt would impede progress to |,

this end. For him it was always
4 A e D

"busxnesa«asmsula'l“', and I know that
2 5

hg would not have wanted his passing
to cast a long shadow on tonight's
proccedings. He would have wished
the evening to take its traditional
form of =oanhomie, warm companionship
and good humour - And so be it. A
Memorial Service has been arranged at
\sestminster Abbey on June the 4th at

midday, when full tribute will be zaid




to our friend and colleague.
£

And so, it's "Business as usual"
tonight, and therefore it is my great
pleasure to propose the health of all
our guests and in particular our Guest

of Honour, The Rt. Hon. Sir Geoffrey

liowe, the Chancellor of the Exchequer.

The return of a Conservative
Government coincided almost to the day
with our Annual Dinner last year, so
you will not find it unnatural on my
part to have looked up what T said on
that occasion. | I_naturatiy congratulated

the winning party and wished: the new




would perform their ro constructjy

T e

‘were, at that time, greatly
encouraged of C€ourse to learn from
the Qucen's Speech that many of the
Policies which we hag advocated,
(policies that would support, encour .«
and cnthuse Britisp incustry), had %o
included in tya Teaislat jve prbgrhmm“.

But ny main Nesssgye was that in this

changed Political atmosphere jt




to British management to grasp the
opportunity and e;ert effective
leadership: building on this political
support in a way that could lead the
country back to economic success.

I said this was management's task,

that this was management's duty.

The task and duty encompassed all its

responsibilities from design, R & D,

.
production, marketing, and sound
industrial relations.

The ensuing year has passed quickly,

S v
inst-the bdciiground of the many
freedoms and initial incentives that
the CBI had been asking the Government

of the day, cver a nmmber of yezxrs
.




now the establishment of a set of

E
economic statistics, and short term
prognoses, far more enthusing than

those that we read.

But it is with long term prosperity

P
that we are basically concerned, and we
must not be blown off the main course «
by the many problems that beset the 6

country today. The CBI supports thes

e
main strategy andiobjectives of the

pPrescint Government. We still maintain
that the winning of the fight against
inflation is the nation's top priority,

with the inevitable short term burdens

this imposes. And we support tne
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about sustainable long term growth and

enhance job prospects.

A nation that has so much going
for it in, let us say, infra-structural
terms, needs to bring about the right
positive attitudes with which it can
build its national v:ealtr[. But although
we all know that attitudinal change
takes time, the end of one year in
office is";{;gutéuh;ke stock, to take
a lock at what has been achieved, to

review what more needs to be done and

to decide on the tactics for the yéar

to come. And there is clearly no
necessity to make an apology for
saying that -wuch,

done by ail con
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So let ,me point the finger, first,
at the employers' glass-house and say
that we still have an enormous amount
to do to improve the overall
productivity of our companies and to
bargain effectively so that we .achieve
realistic wage settlements within the

current freedoms of negotiation. In

o
aggregate terms the outcome of this

recent pay round can play no part in
the scene of national pride. High
average perceétage wage increases
against no increase in output will
only lead us into further cconomic’
decline. However, this year appears
to have marked a mile stone in the

énnual pay rcund in cne way. That is




sector, no single going rate, and the
range of company settlements has been
extremely wide starting from some
quite low levels. It is obviously
clear, therefore, that the message
has got across in some companies that
their ability to pay and maintain
their markets, and maintain people

in employment, has required realisgic

settlements. And so we need to make,

emplovers and employees alike, and

inceed all the people in this country,
understand the close relationship

which exists between their own
individual pay rises, their productivity,
the level of inflation, and thersfore

the icveli of our internaticnal




the prosperity and the job creation capability
)

of this country depends. The policy of 'live now -
pay later' is a policy of personal and national
suicide. It can only lead to higher and higher
unemployment; higher prices, more and more
firms going to the wall, and a lower stan.dard

of living for all.

o
But as you so well know, Chancellor,

pay problems are not exclusive to the private
sector. You've had your problems. But can

we take encouragement from some recent reports
suggesting that the Government is recognising its
responsibilities as a major employer in the public
sector - and that Ministers are considering how to

set an enample on future pay setilemienis there.

tonight on the precise accuracy of the various
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permutations that have been floated - 10%, a few
?

points below RPI, or whatever.

What we do hope you'll confirm is the
- basic message: that Government does recognise
the problems stemming from public sector pay -
the inevitable implications for the rest of us in
the private sector - and will act accordingly.

- 1
N

We'll plag our part to the best of our
ability. But “we can't doitall. And we can't

do it alone.

Indeed, Chancellor, we need far wider ranging

public detate on these issues than we have had to

daje, and that is rot heeavse of any k of trying
B Y g

its own cieariy d
workforce), and while we welcome a great deal

of the dischgagement of Goverament from
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. business affairs, in answer to our old
war-cry "Get Government off our Backs",
I don't absolve the Government from
the responsibility of communicating
the economic realities to the nation

in a manner that can be truly effective.

The Government can't leave it all b
S

management. You are just as involved
in this communication business as we
are, and we.need your help in
reinforcing the essage we put across
at company level, and in giving it a

national perspective.

of the realities across. Those of us
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who have been associated with marketing,
salesmanshig and advertising know, from
hard experience, that the required
degree of repetition is usually way
beyond that which would be considered
adequate by the communicator.

Now I have said that the CBI

supports the broad objectives and

”
strategies of this Government, but’

tonight I want to flag-up one or two
items of prime concern to us at present;
aémittedly on the understanding that we,
for our part, realise the onus which it
we, 25 managers -and emplo!_-'srs».' 'hla‘:e‘ on
us for getting the economy back on an
even keel. Indeed, as I said last

vear at-tais His
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that—the—Government has thrown down the
gauntlet tq us as a challenge.- However
that-gauntlet we.hope—is made-of-such
material that will allow a little-
flexibility to be—exercised, if we-—are
to_make the most of-the opportunities
that this-country can -have. As—a—
mattér of fact an Ameriean-commentator

£aidtowme,-+the- other day, that~

o
“Srifaiﬁ—is~é.land—o§—énsurmaunteble

oppcrt&nitigf".

High on our list of concern is
the current financial situation of
many ccmpanies throughout the.country,
particularly in the marufacturing
sector. We have made you fully aware

of the proplems of ine icw levels of




real profitability, the tightness of
company liguidity etc., in our
Representations to you, and we have
left you in no doubt that the rise
in MLR has greatly added to companieg
problems, particularly small compani
While we accept that a reduction in

interest rates should be consistent

with the monetery targets which have
o

béan set, we would urge Government
Avow et

not to delay ence/ theése monetary targ

have been aca

wonld.argue that the moment-aas.now

axrived.

Mam L

We have always supported, and if
fact urged on successive Governments

the ne=d for firm fiscal and. monetary
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policies if we are to break out of our
long endgred economic constraints. But
in the present climate we are
particularly conscious of the need

for some of the enormous financial
pressures on the private sector to be
eased so that we can minimise the

erosion effect that the current

necessary gencral disciplines will

have on the infra-structure of MBritish
industry, thus permitting us to sustain’
a sound launching-pad from which we can
aqain-achiove economic lift-off when
the time comes.

We would also urge you to take a
hard look again at the inhibiting effect

of maintaining the Xational Imsurance




Surchargé at its current level, in
terms of our international
Ccompetitiveness, Again we do not
ask you to divert from your basic

disciplines in controlling the growth

of "the money supnly, or your-close

—

surveillance Gf the level of the PSBR.
—————=_vel of t

What I do want You to do is to Lﬁke
another hard look at what vou have
achieved to date - of perhaps better,
failed to achieve to date - in terms

of the control of Government expenditure,
especially on revenue accoun? as opposed
to the relatively easy option of cutting
capital account, which has such a
Pernicious c¢ffect on industry,

Particularly the construction industry:




TRl I
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In essence, Chancellor, our call
to you ig for some alleviation of the
major pressure points in the system,
and a call to you and your Ministerial
colleagues to explain, convincingly,
the economic realities to the nation
with a much higher frequenc} of
communication. Our message to our
own members is to face the basic
problems of productivity and effective
Pay bargaining with resolve and
confidence, and to beccme increasingly
persuasive through greatly improved
communication systems to the workforce

and the exercise of cpen style

manazement.




who occupy positions of national leadership

of the trade union movement must also take

on board the message of economic reality and
lead from the front, and lead from an industrial
and not a political standpoint, in the long term

interests of their members.

Mr. David Basnett has warned that

trade unions will make no attempt to restrain

wage increases while the Government continues
with its cuirrent economic and industrial policies.
So what's new about that? The TUC made no
atiempt to restrain wages when the last Government

had brought irflaton down. They seem to be

adept at pulling out the plug, but they kave vet

leaving an inflatiorary tiZe-mark.




The TUC has doubtless heard the words
of Frank Chapple when he denounced the 'Day
of Action' as a futile gesture and said that union
leaders need to rethink their role and stop wasting

the precious loyalty of their members.

The pzst year has seen some significant

developments concerning industrial relations law.

As you know, the CBI have supported - indeed
-advocated - a measured adequately paced strategy -
with the first step being to tackie major abuses
such as secondary picketing and the worst
injustices of the closed shop. By and large the
Employment Bill does this - although I make no
sccret of the fact - I couldn't if I wanted tol -

et of our members wiched itwant guite a

DT fditer,




But we believe the Government -
and employers - must now consider the longer
term - just what legal framework is appropriate

for the economic, industrial and social climate

.
we face over the next ten years and more?

Frankly I den't believe the answers are known

yet - and that's why I welconie the Government's
intention to publish a Green Paper. 1 hope

that it is comprehensive, and that the Government

will allow ample time for full and wide debate,




The Presidency provides a great
challenge to the incumbent and keeps his Lflasv.ic
at full stretch during his term of office. But
it also provides him with what is, I think, a
unique experience in British industry and one

that is at once both rewarding and fulfilling.

1 count myself most fortunate to have
been chosen to be your President during what
I think I can rightly describe as an exciting period
in the CBI's history, and I shall lay down office
with a genuine sense of sadness. I shall

reme.iber my term of office with great aifection,

‘
and that affection embraces you all. Butl

EeizEnl
shall pass it'into the cxperienced, wise and
dedicatied hands of Ray Pearock who will
coutsue 10 build on the Hem fowdations laid

wiih =vch effectiveness by John Methven,




CONIFIDENTTAL

NOTE OF A MEETING HELD AT NO.11 DOWNING STREET: 5.00 P.M.,
FRIDAY, 16TH MAY, 1980

Present:

Chancellor of the Exchequer John Hedley Greenborough
Mr. Ryrie ir Raymond Pennock
Mr. Middleton ir Adrian Cadbury
Mr. Battishill’ Alan Lord
Mr. Dixon Donald MacDougall
D.R. Glynn

The Chancellor invited Sir John Greenborcugh to expand on the
arguments set out in his letter of 6th May.

2. Sir John Greenborough said that in their Budget representations,
the CBI had expressed concern about the liquidity of the corporate
sector, and the declining profitability of manufacturing industry.
They had argued that a PSBT somewhat larger than the Government's
target was acceptable, and had put forward the case for abolishing
the NIS, though they had not at that time thought it essential.
'They had also expressed concern about interest rates, but would not
want the Government tc compromise their monetary policies. By
March, however, the CBI had concluded that an early reduction

in MLR was unlikely. This lay behind the proposals in Sir

John Methven's letter of 14th March, putting forward the "Lord
scheme" of special relief for interest payments by companies

that have exhausted their normal corporation tax liability.

o In the intervening weeks, the CBI's concerns had
heightened. Pressure from members led them to press the
Lord proposals more strongly. They also considered

CONFIDENTIAL
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that there was now a strong case for an early reduction of MLR,
and that the arguments for abolishing the NIS were much stronger
than before. The CBI believed %hat these measures were possible
within.the Government's target for this year's PSBR. Room would
be made by settlement of the dispute over the British net
contribution to the EEC Budget, and, if necessary, further reductions
in public expenditure. The CBI had been particularly disappointed
at what they saw as a heavy concentration of cuts on capital
expenditure, and insufficiently vigorous action on the current
side. Finally, the CBI were most concerned about the excessive
burden of rates on industry.

i, The CBI saw the Lord proposals as well worth implementing
in themselves; but if there was no early movement in MLR they
became vitally important. Sir John invited Sir Adrian Cadbury
to amplify his opening remarks.

5. Sir Adrian Cadbury said that® the CBI well understood that
inflation had to be brought down. But it was essential that

when the Government's policies begain to show results, industry
should not be too weak to take advantage of them. The CBI's
mcing stocks
-and cutting back investment plans. The number still seeking to
borrow from the banks was now falling. The level of income .
gearing was high, and companies were now finding it very difficult
to borrow more. Action to help industry over the next few months
was becoming urgent. He could understand the Government's caution
in not wishing to lower MLR if there was a real risk of having
to put it up again. But he regarded this risk as low, and worth
taking. He also commended the Lord proposal.

6. The Chancellor said he had recently made several regional
visits, and had received very much the same message. Manufacturing
companies showed great concern over the scredgth of the exchange
rate; but there was little that the Government could do to

bring it down. But the success of the Government's monetary

R
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policies would lead to a fall in interest rates, which should in
turn remove one of the more important factors pushing the exchange
rate up. The rate of growth of' the money supply was certainly
falling; but bank lending was still high. He remained reluctant
to lower MLR whilst bank lending remained so high and there was

a risk that the rate would have to be raised again. The
de-stocking which was now taking place should reduce companies
need to borrow. Sir John Greenborough said that the CBI membership
would not necessarily be averse to rapid changes in direction of
interest rate movements. Mr. Ryrie observed that the effect of
such fluctuations on the gilts market would certainly be adverse.

Tl Mr. Lord said that the Government's present fiscal policies

had upset the established balance between the access of
manufacturing industry to bank borrowing and that of the rest

of the commercial sector. Within a given quantum of bank borrowing,
a manufacturing company had less capacity to borrow than a
profitable commercial company. He construed the Inland Revenue's
"fundamental objection" as simply opposition to new ideas. The

effect of his proposal would be to redress this balancel so that

manufacturing companies could, so to speak, sell their navienﬁi—s%eef
relief to the banks, thus reducing the rate of interest they

bad to pay. If this relief could be given, many potentially
worthwhile investment projects would be saved. If not, investment
would be seriously cut back, and manufacturing industry would

emerge in 1981-82 in even poorer shape than before the Government's
policies were introduced. He believed in any case that companies
would find a way of reducing the cost of their borrowing. It

was better to do this directly and transparently than by off

balance sheet techniques.

8. Mr. Isaac said that the cost of Mr. Lord's proposals could
be as high as £700 million. There was just insuffieient fiscal
headroom to accommodate 1t. Furthermore, for the scheme to be
successful depended'on the banks having substantial taxable

profits. The high level of their leasing activities severely

curtailed the scope for the scheme. Mr. Lord thought that

CONFIDENTIAL
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these two objections were on the face of it inconsistent.
Mr. Middleton said that tax relief on short term interest
payments was one of the reasons why bank lending was not

" responding to the high level of interest rates. If the fiscal

position permitted assistance to companies, it should arguably
be applied to longer term borrowing. Mr. Battishill observed

that if the Lord scheme were to be successful, the implication
was that other sectors would suffer, e.g. by a reduction in the
banks' leasing activity.

9. Mr. Lord said he was confident that the scheme would be
helpful to manufacturing industry, and that if something like it
were not introduced, the companies would find their own ways,
e.g. by stock adjustments and more leasing, to reduce the cost

of their borrowing. He did not think it would be right to folliow
up the Chancellor's own suggestion that this scheme be examined
in the context of the Government's review of corporate taxation.
It was a two-year temporary relief which the CBI were seeking.

Mr. Glynn commented that an advantage of the scheme was that it
would show up in next year's PSBR rather than this year's.

Sir Greenborough urged the Chancellor to reconsider the scheme,
would would be immensely valuable to manufacturing companies.
The CBI were under great pressure from their members to say
what they were doing to press the Government to reduce the cost
of borrowing. They had not yet revealed these particular
proposals to their members. They would be pressed very hard

at the next Council meeting. The Chancellor undertook to
re-examine the proposals in the light of this discussion.

Pay

10. The Chancellor said it was extremely important to get across
to employers and unions the message that the general level of
pay settlements had to be substantially reduced. The CBI could
help in this by publicly keeping the Government as an emnloyer

up to the mark.

= i =
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Employee Participation
11. Sir Raymond Pennock said he saw further discussion of

."employee participation" as one of the ways of involving the

TUC in a wider dialogue. At this stage, however, he thought
that this discussion was more profitably pursued as a dialogue
between the CBI and TUC,” »ather :than with Government involvement
Sir John Greenborough said that the dialogue was proceeding at
two levels, centrally between the national organisations, and

regionally between regional TUC ard CBI officials.

In many ways, the regional dialogue was more

fruitful. The TUC's regional officers felt isolated both from
the shopfloor and from the General Council in London. The
CRameetror—said that there was no doubt that an accurate
perceptimof economic realities did exist at various levels in

the trade unions and industrial management. The closer to the
coalface, the more realistic the perception. Sir Raymond Pennock
commented that when faced with a crisis, liaison between the TUC
and CBI worked well, but it was difficult in normal circumstances
to overcome the TUC's negative attitude. The NEDC 6 were quite
unable to deliver any kind of agreement on pay; they themselves

realised this, and were concerned about it.

(M.A. HALL)
20th May, 1980

pistribution

Officials prese i
Chief Secrgtarynt :r. AT
Financial Secretary r. Cropper
Minister of State (C)

Minister of State (L)

Sir Douglas Wass

Mr. Corlett

Mr. Butt

Mrs. Heaton
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PS/INLAND REVENUE

MR TOLKIEN
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5.00 PM MEETING WITH CBI, FRIDAY 16 MAY: AMENDMENT

I am sorry to circulate a further amendment to this
jll-fated record. I am however content that the
revision suggestion in Mr Iszac's letter below be
substituted for the present version.

¥ A HALL
30 May 1980




THE BOARD ROOM
INLAND REVENUE
SOMERSET HOUSE

23 May 1980
M A Hall Esq
HM Treasury
Treasury Chambers
Parliament Street
SW1
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MEETING WITH CBI ON FRIDAY 16 MAY

Paragraph 8 of your note does not quite get right the discussion
of the Lord scheme - I recognise that it was an elliptical
discussion on some rather complex issues. I do not ordinarily
like to suggest corrections of minutes. However, given that

the CBI is likely to reverttothe scheme, and that there are points
factually wrong, as well as important omissions, I wonder

if you would consider revising the beginning of thisparagraph

on the following lines -

"Mr Isaac said that the cost of Mr Lord's proposals could

be §Evera} hundred million Es. The prior question was whether
there Wassufficient fiscal headroom to accommodate that.
Furthermore, and even leaving aside the questions of

fiscal principle which Mr Lord had mentioned, officials

had doubts about the effects of the scheme on bank

lending; and in some of its possible forms the scheme's

success would depend on the banks having substantial

taxable profits. In practice, bank profits were at

present substantially sheltered by leasing. Mr Lord

thought that these two objections were on the face of it
inconsistent. In the following dicussion, Mr Lord said

that the CBI did not propose (as had been suggested in

earlier discgééions) that the bank should be able to claim
repayment of income tax notionally "deducted" by companies
under the Lord scheme. Mr Middleton said

I am sending a copy of this letter to Peter Middleton and
Tony Battishill.
Lyjh_

T -

J G ISAAC
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Recent press reports suggest a renewed interest by the CBI in

TMPORT PROTECTION

the question of selective import controls, though there was no
mention of this in Sir John Greenborough's speech to the CBI
Dinner. But at a speech on 29 May to the Export Houses Association
Sir John did say that "selective import controls may provide
temporary respite for hard pressed industries here at home who
can make out a case". He went on to say, however, that selective
controls would not tackle the "fundamental and probably self-
inflicted" problems of high wage rises and inflation and that

the main emphasis with regard to trade policy should be to
"establish the principle and practice of fair trade to a greater
extent than it is at the present time".

2. It is not clear whether the 8BI intend to touch on this
subject at their meefing with the Prime Minister, but there is

nothing in what the CBI has said so far which would suggest a

fundamental difference between them and the Government. The

Government (like the CBI) does not regard general import controls

as likely to help resolve our economic problems; such controls
would put up domestic prices, reduce the freedom of choice to
the consumer and would undermine the competitiveness of UK
industry. It is moreover likely that if the UK were to restrict
imports in this way other countries would follow suit, and this
could not fail to have adverse consequences for our exporting
industries and for the employment which depends on them.

s This is not to deny that imports, particularly low cost
imports, may cause serious problems for certain sectors of industry.
It is for this reason for example that the Government supports

the Multi Fibre Arrangement which is designed to ensure

the orderly growth of trade in tertiles. The Government has

also stated its willingness to consider the irposition of temporary
controls where sudden surges of imports threaten disruption and
loss of jobs. Moreover, imports from a number of sources are already
subject to restrictions and understandings at industry or Community
level (see annex) and these cover sensitive sectors such as cutlery,
footwear, TVs and audio equipment, vehicles and steel.
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4. The Government's policy on trade restrictions was set
out in the Secretary of State for Trade's open letter to the
TUC dated 3 April (copy attached). A major theme was the
Government's beliéf that the main emphasis should be on
persuading other countries to bring down their barriers to
trade, rather than in erecting fresh ones of our own. This,
again, seems entirely in accord with the views expressed by

Sir John Greenborough.




ce and fair trade within framework of international agreeinents.
cts to both producers and consumers through allocating resources

<n~e transitional arrangemmts far UK entry to EEC ired in 1977, trade in ail

goods betwe=n UK and EhC ceuntries is free of teriffs,

tariffs except asricultyral

sh end French

ged 9.8 per cc.nl on dutiable industrial goods (g

k
cent averaged over all non-agricultural imports)

(iv) preferential tariffs accorded some develcping countrics us
Schame of Prefesences (CSP).

(c) Two thirds of UK imports of industrial goods are from countries 2zainst whom 1o
is Jevied.
—

23

(and kence UK) tariffs on dutiable industrial go

1o 7.5 per cent. Average reduction in tariffs ¢

20 per cant against those from Japan. There

US will reduce average tariff against EEC industrial exports h) around ..O pes cent,
Jzpan by some 20 per cent. Major steps also taken towards reducing non-t

trade, such as import licensing procedures, technical standards and customs val
Specific measures to liberalise government procui=ment and trade in civil eircraft.

National Institute study dai

slightly lower than OECD & g

estimates beczuse ORs and VR As not noce
trade. Underlying therefore, pir il lo




(vi) EEC has negotiated \

4. "Dumping = I

EEC now respeasible in general for investigating alleged dumping. Experters have mostly

given satisfactory undact on price and/or volume.

5 2

(i) Cambridge Econo Policy Group (director Wyrne Godley) argues for policy of co-
ordinated world demend management coupled with discriminatory trade restrictions to
achieve growth without e al payments constrzints. (CEPG alternatively argues for
general unilatarnal UK import taziffs o quotas a=d claims ensuing domestic growth
would mean ro absolute reduction in import levels,)

TUC Economic Review argues for "selective and temporary" import controls to protec
core imdustriss - cars and steel cited as examples. TUC also wants increased effort
by NEDC and Sector Working Parties to menitor and counter impc:t pen

B

, suzgested (Times 7 March) that controls &a 60 §
with a rising import surcharge over time, would allow fa

(ii) Government is prepared to protect particularly hazd-hit UK indust i
disruptive imperts. Current protective me are all selzact
They are either volun i iationally agreed. They ==c
domestic industry time to adjust.

(3ii) Governmat also se=ks to ensur2 no uafaiz o
tariff and nca-tariff basri UK exp
interest in free accass to werld maskets.

(iv) Govarnment policizs to raduce inflation and improve supply side
limit pemetration.

Defensive

(i) Governmeat oppcsed to gensral impert controls on grounds likely to breach
international obligations, risk rataliation and no guarantee that they would lead o
extra domestic cutput rather than higher inflation. Also reduce competition and foster
inefficiency.

(ii) Gensral and permanent impert controls would fester inefficieacy amaig domnstiz
producers and limit choice of consumers.

(iii) Newly Industrialisad Countrics' (NICs) account for cnly 10 per cent
manufacturad impests. We “large menufacturas surplus with NICs, ©
snment vigilant against unfair trade by

ts.

:nt acticn ogainst US syathatic testile imports and pessible US acti
p-an steel not par Atlantic trade SORE € .§
m gronnds i




‘From lheStcrzlary of Stele

The Rt Hon Lionel l’.urray OBE
(’(-n“tal Secretary

rades Union Congress
Congress House .
Great Russell Street . 5
Tondon, VICAB 3LS . : 3 April 1980

D’Q GA \7“4- Nr—um

Tnank you for your le tter of 13 Harch en:losiﬁg a statement issued
by your Fconomic Cozmittee. You wrots in sinilar terms to
Keith Joseph, and I am replying on behalf of us both.
I fully share your concern at the size of our trade deficit and
in particular at the rising rate of icport penetration in some
manui‘actum.nc, sectors. me figures for 1979 of course re[lec\.ed
a nuzoer of snec1a1 adverse factors; ths xuorts side was afre:tud
oy »nn loss of much of the Tranizn aaa. liigerian ma_u.ecs and tne
P =
Toad haulage dlsoute, vhilst a subst:ntlal pre—electlon .-ocm s
ed in imports on the other side. h-VEI‘uL\“lESS, I am Iar from
satisfied. But the question ve need to consider is vhether import
controls would in fact offer a solution to our wider economic
problems; of vhich increasing import penstration is itself only
2 syaptom. 7 . ‘ .
The key factor here has been the relativaly low [;i‘owth of
productlvlty in some UK manufactur irg sectors comparad vith that
in CD.AD‘L].\OI‘ countries, acconpznied oy a disastrously nigh rate
of inflation. Tmport controls would treat the symptom rather than
the disease, and they would do so in a way which vould be likely
Lo maXe the .situation worse. Widespread controls would be bouad
to create distortions and bottlenzcks in tha ocom':y uhlch Yould




Fromthe Secretary of Stale

reduce efficiency. Tney vould deor:.ve British manufacturers

i of supplies of impotted equ:.pmen—ts and materials on wnich success’
in the home and domestic market night depend. They vould divert
our exports bac\f into the home market to satisfy domestic
dznands. They would put up prices, there by fuelling inflation
2nd resbtricting consumer choice.- The removal of the spur of
co-\patltlcn would encourage complacency, and shelter the inefficie:
rather than lead to quarnlsatmn and re—uqulnnent. To the extent
that current perforza%'ée is due to the high value of the pound,‘
inport controls by themselves would, if effective, drive the
pound even higher and make life yet more dli‘flcult: for our
exporters.

Pablic attention is concentrated on the 1eve1 of mport.. but
neslects the fact that a third of our manuacturlno' output goes
into exports, arnd millions of jobs depend on our maintaining
‘ access to overseas markets. Ve export a greater proportion of
our GDP than 211 our major competitors _ double the proportion
of J‘apan and four times that of the Uniteé. States- ’

Al.,nou_,h we are mpcrulno more, Ve are also erportmé more eacn

year, and our share of uorld trade over the 1.45t 6 or 7 yea...s

has besen constant at about 9% despl»e mcreasmg Ccmp°bltlon. I _'
therafore partlcularly vulnerable to retaliation and have
eful =bout setting an e/a:uole in floutlng trade Oblla_ 3

I 2m hot rulirg out import controls in*limited and par‘:.’\cularly

ifficult areas and, as you know, Ve do (in textiles and clotn

iron and steel, consuzsrl electronics, Japanzse cars and a varieiy
of other Droc\ucts) already have various types of r-sl.ra*mns. Aa
i"u:)rl;a_nt recent measure vas the inposition of import restrict ion
on Anmerican polyester fil ament and nylon carpet yarn- And T
certa inly bellCVC strongly in vigorous action through the Cepouni

inst du;apnd or subsidised imports. But the more general Dol
of import conlrols vhich is impplicit in your. proposal for &




Fromlhe Secretary ojSI‘u te
penetration ceilings secems to me very much the wrong raod for a
rpajor trading nation - and particularly for the country with the .
Vsingle greatest depepdépce among the major industrial nations
on the growth of world trade. Ve can hardly encourage that
growth by i_nhibiting' it ourselves. '_E,
Itich the same arguments api)ly to the concept of "core" dndustries,
%o the extent ab least that they would nzed to be protected by
izport controls. I'-a:]:'scepbical too about our ability to determine
froa the centre where q‘u_r industrial future l_ies. I have also
not=d that thé production of food (which must surely rank as a
major core industry) is one which many advocates of this policy.
p-opose should be exposed to more open trade. - :

You mentioned the threat from imports o a number of particular

irdustries. But we need to distirguish babveen cause and effect.
In several of those industries rising inports are the effect causzd
by our own industry's failure to be sufficiently competitive-
liowhers has this been mors true than in the case of tne motor
venicle industry, vhose productivity has long been notoriously
lower than that of our overseas conpetitors.. The poor performa
of this one sector significantly affects the overall trade figures-
Tade=d if motox= vehicles are excluded from the figures, the
exvort/import ratio in 1979 deteriorated by only “1% from its 1978
level in spite of the special adveérse factors which T mentioned
above. Tne Covernment has agreed to provide a further £500m of
investment frunds to BL in 1980/31. But the r:z'ajcr‘ concern is
To improve productivity and perforsance in this industry; for
) Ford's substantial inports into ‘the UK could ba raduced
Thz company could pro:iuce more in its UK plants. This is vecy
mich an international ir.ldustt'y; as you kmow, last year 40% of PL's
sales went overseas. JTmport controls would not bring about the
" irmprovement in performance required but would certainly be likely
to prozote countermeasures against some of our iuaportant overseas
venicle and comporznt business - and our exports of componznts
2mounted to £1.7 billion in 1979. i

s

5




Frumthe Secrelaryof State”

As regards steel, British Steel Corporztion's purchases of coking
co2l zre a matter for their commercial Judgenent, but to force - -
thea to rely enl:lrely on UK coking coal would push up costs .and: :
dcr them less compeultlve, facing us with a choice of either
creased inport penetration (which would destroy ‘Jobs in the
S22l industry) or import conbrols (which \.ould put up the cost
stesl to the uanmachn-mv industry and thereby present an
uzl threat to jobs). But BSC have agreed with the NCB that
y will not enter-<into additional comlfr\ent, for the mporb
of coking coal in '198(5 -

Te ig '-certainly a videspread belief that other counbries bp at
=or2 pon-tariff barriers than we do, and it is of course the )
case that the efficiency of the UK distribution system acts as an
e-couragensnt to imports. In particular, there are special
=-odvleas in some markets, such as Japan, ‘and \-/h_.e-n I was in Toljo

Jenuary I impressed on the Japanese Government the concern i

feel on a nuzber of issues. But we should neither exz ggerat

extent to waich our exports are hinderzd by the trade barc

0 our major ‘"‘ading'p?.rtners ror overlook the fact that in

rie
som!

reas (such as vextiles where 95% 01' imports from 1ow cost source
{]

Te sub;;ect to control) we are rega=ded as bzing more protsc ad
‘haa most - and about one third of Japanese goods imported into
ta2 UK are st_bgect to some kind of restraint. We believe that the
solution to this problem lies in persuading other countries to
oriaz down their ‘aa rriers rather than in erecting fresh onss of
22 own. In this respect the GATT codes concluded as part of the
ultilateral trade nsgotiations regpresented an important
rvard. Any eviderce which your members wish to pub for
crade barriers will be actively pursued.
are more protective, but we have

diiferent problems. Under the’
es

of Freferenc there is a general agreenznt
sed count ries to provide these countries
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.rg_ :55 to our markels and our cbligations to the third world
have recently been recalled through the publicztion of the
Brapd® report; it was interesting to read the spzeches of IPs
on this subject in last week's debate. T do believe though that
the stronger of them -'should. start.opeui:g up their markets. *
Vhenever the IMinister for Trade or I visit one of ths newly
industrialised countries we press stroasly for a liveralisation
of import regines, and e intend that cont _nuLO pressure shnould
ba- brouobt on them to bHis end. - ) . g
Selective finarcial assil"'stance has a role to play in strengthening
our irndustries' ability to coapete boin in the domestic and in
export markets and is guided by thess considerations. Tnport
coatrols are not pscessary for it to bes effective. Selective
fipancial assistance continuss to bes m2ds available ooth on a
regicral and national basis; althouszn the aQu allfylno criteria
have been tightsned to ensure a greater de;ree of cost-effectivensss.
In the longer term it is the Goverp=ezt's intention that its
policies to crzate conditions which stinalats econonic growth
and zew investment will reduce the nz2d for selective financial
assistance. '

Tae Ifinister for Trade and I are endeavouring to visit most ‘of

L

Ger £2in mazkets overssas so as to encourage greater export
enetration by British manufacturing industry. In general, "
ndustry is doinz a splendid job in some of the most coapztitive
arkets in the vorld. In this respect wz should look to our
uccesses — rather than dwelling on our failures. To enhance
hese successes we need to- beconme more co= 2titive, to build on

tradition for high quality, on-tizme dzlivery and good a
service. Tne achievezent of this objective will lead to a growtn
in our exports and substitubtion of British goods for imports.
Tnis, T an sure, is where the trade unions and nanagcaent

should concenbrate their efforts. fTae Covernrent's tasy




g Fromthe Secretary of Stale

* ensure that trade is free and fair. I we both succeed the -
_benefit will accrue to your members and to industry as a whole.

Gl Uil et

v Sty
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= MONETARY POLICY AND THE EXCHANGE RATE

.lel Facts
1) Money Supply. £M3 grew an annual rate of 63% in 4 months fo
mid April, compared with 121% in previous 6 months. But CGER
averaged only £80 million in last 4 months, compared with £960 million
in previous 6 months (and with a monthly average Budget forecast of
£780 million for 1980-81).

2) UK Interest Rates. 3 month interest rates have eased over last
2 months (from 183% early April to 174% early May to just over 17%
now). Longer term money market rates fallen further (1 year rates
from nearly 174% early April to about 15% now). Over same period,
long term gilts fallen 3% to 14% now. MLR and banks' base rate
remained at 17%.

3) Overseas Interest Rates. 3 month US rates have fallen substantially
after reaching a peak (for the euro % rate) of 192% in early April.
There was a sharp fall in April and early May, to 112% on 9 May, and a
moderate fall since (to about 92%). Rates in other countries have
remained broadly stable. In West Germany they have increased slightly
in the last 2 months.

4) Exchange Rate. Sterling's effective exchange rate has risen in
the last 2 months from 72.3 on 1 April to 74.4 {peaking at 74.7 on
28 May). The rise against the dollar has been more marked (nearly
10% over the 2 months); from £2.14 on 1 April to $2.35 on 29 May.

The greater part of the rises have been in the last 10 days foilowing
further oil price increases.

Points for Discussion

1. Monetary Objectives: Government's objective is in terms of money
supply, not bank lending (and £M3 growth in 10 months to mid April
was, at an annual rate of 10% within the target range). But there is
a need for caution: CGER returning to more normal level and bank
lending still increasicg rapidly. Before reducing interest rates,
must be confident that money supply growth can be contained within
target range despite more normal CGER.

2. Interest Rates: Whole thrust of medium term policy is to reduce
public sector spending and borrowing, thereby reducing reliance on
interest rates to bring down money supply growth. Recognise burden




s

Qigh interest rates place on industry, and intend to bring them
down as soon as there is a reasonable chance of sustainable lower
rates. Caution is not pessimism; it will be possible to lower
interest rates. But foolish to speculate about timing which will
depend on developments. CBI's proposal for tax relief for bank
borrowing would worsen, not help, prospect for lower general level

of interest rates: it would mean assisting company sector in way
which increased the PSER (and possibly also bank lending).

3. Exchange Rate: Relatively high UK interest rates, particularly
following falls - which were preceded by a sharp rise - in us,

among factors pushing up exchange rate recently. But North Sea o0il,
at a time of uncertainty and rising oil prices abroad, is also
important. As explained, UK interest rates must be primarily
determined by domestic monetary requirements. (In this respect,
cannot follow falls in US rates. US economy moving sharply into
recession and underlying inflationary pressures uuch less. In other
countries activity, and with it interest rates, has remained high.)
Exchange rate not under Government control and mainly determined

by market forces. Holding down exchange rate not feasible; and
attempts to do so would make reducing inflation more difficult.
Long term competitiveness can only be improved Ly keeping down
domestic costs.
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The CBI were disappointed with the outcome of their publicity
campaign for the last pay round. They intend to launch a new
campaign for the next round. They are also urging the Government
to press on with a more vigorous and sustained attempt to get the
message across. They are also concerned about public sector

pay and comparability. You may like to draw on the following.

239 We are very concerned about pay settlements which are
incompatible with the monetary framework because (a) they may
force undertakings to put up prices when this is not justified
by market conditions and (b) - partly because of (a) - they
force a contraction of activity and extra unemployment.
Eventually a firm monetary policy will curb inflation. But
folly over pay carries a cost meanwhile in terms of lost output,
lower living standards and higher unemployment. Greater
imagination and understanding on the part of bargainers and

the public generally would enable the lesson to be learnt without
going through all the agony in practice. It is frustrating

to watch injuries being self-inflicted, and we owe it to

the public to provide as much enlightenment as we can.

5 At the same time we must not slip imperceptibly into having
a pay policy as such - all experience shows that coercion will
fail and leave a worse condition than that from which one sfecrts.
4, Therefore action by government (and the CBI) cannot be

more than (1) trying to bring market and other pressures to bear

effectively and (2) trying to get the message across.

Public services

59 Apart from catching-upﬂbdg?gc service pay settlements
have lagged behind the private sector in the current round.

The putlic trading sector has been only marginally above. But
because of (a) catching up ( e g Clegg) and (b) delayed imple-
mentation of earlier settlements, eparnings in the public sector
in 1980/81 will show a larger rise in 1979/80 than those in

the private sector.

6. The Government is concerned about the. present procedures
for establishing pay in the public services. Throwing out all
the comparability arrangements is not necessarily the best

answer in the longer term, though there could be a case for
it in logic.
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e If we do decide to keep some form of comparability, it

is difficult to see how it can be allowed to remain the sole
determinant of pay, since pay levels must also be negotiated
within cash limits fixed at levels consistent with the
Government's strategy for reducing monetary growth. From this
point of view there is no skin off the government's nose if
the CBI continues to draw public attention to the problem of
public service pay. But . . . -

Private sector

8. In the last resort the government can control the pay

of its own employees and in—the lact nscent it is private
sector pay which is predominant in scale, most difficult to
influence and rising fastest now in terms of settlements.
Nothing should be allowed to obscure this: it is therefore
very important that anything the CBI say about public services
should not be such as to direct attention away from the
private sector problem.

9. While the government does not wish to discourage pay
increases for employees in firms which see them as commercially
justified and can afford them, such increases may nevertheless
make it more difficult for less profitable firms to resist
increases which can only result in further redundancies.
Moderation by all is therefore important, with the Government
playing its part in the public services to reinforce the weaker
impact of market forces in those areas.

Tripartite discussion

10. It may be worth enquiring from the CBI what value they
see in direct CBI/TUC discussion or tripartite CBI/TUC/
Government discussion ( e g in the NEDC) as helping to create
the right climate for getting iuflation down with the

minimum industrial damage, i e through deceieration of pay
settlements.

Ihl The NEDC's macro-economic discussions have been

constructive but have so far reached agreement on counter—
inflation only as an objective: there is no agreement on

its importance in relation to other objectives ( e g employment )
or on means of achieving it. At least no one (not even the
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TUC) has proposed any alternative to monetary policy as a
counter-inflation tool. While useful so far, there is a danger
of such talks becoming sterile, particularly if they appeared
to be exclusively about pay.

12. At the May meeting of the NEDCIthe CBI and TUC proposed

to conduct some bilateral talks. It would be useful to enquire
what is expected from this. It would be useful if the TUC

were induced to see how the unions could contribute to keeping
inflation down and employment up. But it could be damaging

if the TUC were to persuade the CBI to espouse any of its
approaches on economic policy.

13. Both the CBI and present Ministers in opposition saw
value in the idea of a wider (and presumably more public) forum
than the NEDC. But this has not been proceeded with because

of likely opposition by the TUC and also the probability thac
some of the parties might address their constituents

rather than each other and so make understanding less likely.

14, There therefore seems no alternative to proceeding broadly
as at present, using existing channels but trying to get a

clearer message across in public.




19 May 1980

8ir John Greenborough and Sir Ray Pennock have
asked to call on the Prime Minister to mark their
hand-over as President of the CBI. The Prime Minister
has agreed to see them on Monday 2 June., I imagine
the discussion will range widely over CBI - Government
relations, trade union legislation, pay and economic
policy generally. There is no need to provide a brief
on all these matters, but if there are any particular
points which the Chancellor would like the Prime Minister
to take up, I am sure the Prime Minister would welcome
advice.

M.A. Hall, Esq., M.V.O.,
HM Treasury.




(°“10 DOWNING STREET

MR. WHITMORE

Sir John Greenborough is
handing over to Sir Ray Pennock
next week and they wondered
whether the Prime Minister
would receive them both. I
said that next week was out of
the question, but apparently
they would not mind waiting
until after the Recess.

Do you think that this is
something that the Prime
Minister should do? Apparently
it happened when Lord Watkinson
handed over to Sir John Green-
borough.

15 May 1980
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Confederation of British Industry’

C A Whitmore Esq

Principal Private Secretary to Prime Minister

for the Civil Service
Prime Minister's Office
10 Downing Street
LONDON
SW1

Dear Private Secretary

21 Tothill Street
London SW1H 9LP
Telophane 01-930 6711
Telax 21332

Telograms.

Cobustry Londan SW1

29 April 1980

I thought you would like ta be aware of the changes in day-to-day responsibilities
at the CBI that have been necessary with the most unfortunate death of

Sir John Methven.

For the time being, Mr E F James and Mr B Rigby the CBI's two Deputy Directors
General will carry overall responsibility individually for the following policy and

administrative matters:

Mr E F James

Information
Administration
Company Affairs
Regions
Membership
Personnel

Mr B Rigby

Economic Affairs

Social Affairs

International Affairs

Smaller Firms

Education, Training and
Technology

Mrs D Drake, Director

Mr D E Jackson, Secretary

Mr P S Taylor, Director

Mr N Tate, Director

Mr J R E Warburton, Deputy Director
Mr D J Smee, Deputy Director

Mr D R Glynn, Director

Mr R J V Dixon, Director

Mr H Herbert-Jones, Director
Miss S I L Elkin, Director

Mr M O Bury, Director

Would you please be so kind as to pass on the above information to the

appropriate departments.

Yours sincerely

Qo

Andrew Shrager

Personal Assistant to the late Sir John Methven

Director-General
Sir John Methven

Secratary
D E Jackson







MR. LANKESTER cc. Paymaster General
Mr. Sanders

I
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Attached is an extract from a
speech by Sir John Greenborough at the
Mansion House last evening. I suggested
that the CBI might make some comment

on the TUC's proposed national one-day
stoppage and the attached is the result.

S

B. INGHAM

28 February, 1980




. EXTRACT FROM A SPEECH BY THE PRESIDENT OF THE CBI ON WEDNESDAY,
27 FEBRUARY, 1980

Speaking at the dinner of the Ironmongers Company, he said:

"There was never a more important time for us - Parli-
ament, employers and trade unions - to work together
to put this country back on the road to recovery.

In saying this, I see no place for talk of calling
a national one-day stoppage in protest against the
Government's policies. This can do nothing to
help solve the nation's problems.

Despite the difficult financial position which
many companies are suffering at present, the CBI
continues to support the Government's economic
strategy and objectives. God knows the route

of high Government spending, high taxes, wage
and price control has been tried - and it just
didn't work. If I may say so, the TUC didn't
seem to think much of it either. Just cast your
mind back to this time last year, for who was it
who blew the whistle on the Government then?

So, let's give the alternative strategy a real
chance. No one can expect economic miracles

in nine months. And we certainly can't expect
miracles unless we all work together to give

it a go. Businessmen are showing that they are
prepared to do their bit - despite the diffi-
culties. But if we are to succeed, it needs all
of us - Government, Opposition, trade unions,
employers and all the people of this country also -
to give it a go."




Sir Robert Armstrong
Mr. Wolfson
Mr. Hoskyns
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Sir John Methven called on the Prime Minister at 1145
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NOTE FOR THE RECORD

today. David Wolfson, Clive Whitmore and I were also present.
Steel Strike

Sir John referred to the ISTC threat to withdraw safety
He said that the threat should not be taken too seriously

ISTC official and,

cover.

because it had come from an at least in

England, the safety work was
BSC did not believe that the
own plant. But in any case,
out the work, it could still

in Scotland was more serious

carried out by blast-furnacemen.
blast-furnacemen would ruin their
even if they did refuse to carry
be done by BSC staff.
because the blast-furnaces there

The position

were manned by ISTC members. However, BSC's Scottish management

ought to be able to cope with the situation.

Sir John went on to say that the CBI's latest assessment
was that steel consuming industries could manage for another
But BSC

make a major effort to settle the strike within the

three or four weeks without suffering much damage.

ought to
He had been in touch with Villiers and Scholey

next two weeks,

to make this point. After another two weeks, industrial opinion

was likely to begin swinging in favour
The strike had had little

of a quick, costly

settlement. effect so far because
of large steel inventories and because successful of swopping
arrangements (which the CBI had for obvious reasons not
publicised). But the situation would change quite rapidly in
It would then be hard for the CBI to hold
If BSC had not

it would have been far more difficult

another few weeks.
their members behind the Government and BSC.
been a member of the CBI,
to have held the membership: by keeping in close touch with
Villiers and Scholey, and by enabling members to hear BSC's
case at first hand, he had found it much easier than it would
have been to keep them in line.

/The Prime Minister

CCNFIDENTIAL
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The Prime Minister asked why ACAS had not been more effective
in dealing with this dispute. Sir John said that both ISTC
and the blast-furnacemen were suspicious of ACAS. It was much
more likely that Len Murray and other union leaders such as
Moss Evans and David Basnett could help to conciliate. It was
unfortunate that Len Murray had intervened prematurely early
in January.

Employment Bill
Sir John said that the Employment Bill and Mr. Prior's

proposal for reversing MacShane would outlaw tertiary action

in all its forms, but would only outlaw secondary action in

the form of picketing: in other words, sympathetic strikes,
blacking and boycotting at first customer/first supplier would

not be covered. He understood that, on tertiary action, the
Department of Employment favoured a 'territorial' test - which
would expressly say that the scope of dimmunity was confined to
employees of the party in dispute and employees of his first
supplier or customer. The CBI favoured a 'general objective!

test on the lines used in the Court of Appeal decision on MacShane.
Although this might offer less clarity, it might also - in certain
cases - enable an injunction to be brought against secondary
action. Both approaches were apparently included as options

in the draft consultative document which Mr. Prior was planning

to publish later in the week; he hoped that the Government

would consider carefully before coming down in favour of the
"territorial" test.

More generally, he felt that Mr. Prior's proposals went
about as far as was possible in the present Bill. The objective
must be to gain as much ground as possible and to make it stick.
His recommendation was that the Government should push through
the existing Bill with the additional clauses reversing MacShane
and to follow this up with a Green Paper on all forms of
secondary action and possible remedies with a view to legislating
further in due course; alternatively, the Government might
propose a 12 months inquiry. Before deciding to strengthen

CCNFIDENTIAL

/the Bill
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the Bill either by removing union immunities or by outlawing
secondary action , the following factors ought to be borne
in mind.

First, consultation would be required, and - judging from
the time it had taken to draft the presentation consultative
document - this would take several weeks to get off the ground.
All the more so since the idea of removing union immunities
was a highly complex issue. It would be quite wrong not to
consult with the unions and the employers on these matters,
and to allow the necessary time for this would put at risk
the passage of the Bill during the current session. Second,
the union movement had been founded on secondary action - that
was how traditionally they brought the most pressure on
employers. Any further move by the Government against secondary
action would therefore be bitterly opposed. Third, there were
many problems in going down the union immunities route.

In particular, it would often be difficult to decide when and
where a union was responsible for action which had been outlawed.
Before it would be possible for a plaintiff to attach union
funds, it would be essential to identify this responsibility.

For example, if one union official authorised unlawful strike
action, while another official from the same union countermanded
it, would the union be responsible? Furthermore, if employees
took unofficial action against their union's instructions, this
remedy would be ineffective.

Sir John said that he was not against going further: on
the contrary he would in principle favour it. But it was
crucial that the employers should support the Government's
measures. If the Government were to announce more radical
measures, he himself would support them; but he could not
guarantee his membership. Their response was much more likely
to be that the Government should confine any additions to
the present Bill to reversing MacShane. As between outlawing
all forms of secondary action and removing union immunities,
he thought that the former would cause less trouble.

/The Prime Minister
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The Prime Minister said that on tertiary action, the
Department of Employment had indeed favoured the 'territorial
test at first; but it now seemed that they were moving towards
the 'general objective" test favoured by the CBI. On the
general question of whether the present proposals were adequate,
she was more concerned than anything about the lack of adequate
remedies. Recent events showed that trade unionists as
individuals would not obey the law and would readily go to
prison. This was why she strongly favoured making unions as
institutions responsible for their members' actions. Sir John
responded that there was no case in the last few years of
trade unions or their members not sticking to the law. The
Prime Minister commented that this was because there was,
in effect, no law for them to obey. Sir John went on to say
that, if there was a problem in preventing unlawful actions
by individuals, the Government ought to consider making the
act of picketing unlawful, just as he understood the act of
squatting was unlawful. He had suggested this to the Department
of Employment but they had rejected it. He understood that if
an injunction were successfully brought against the act of
picketing of a particular establishment, the police would then

have the power to remove any pickets. The Prime Minister

said that she doubted whether this was the case: since it
would be a civil suit , she thought pickets would have to be
removed by officers of the court.

As regards the timing of more radical measures, the
Prime Minister said that there would always be a risk of
confrontation with the unions. It seemed to her that it would
be better to accept this risk in the coming few months rather
than wait until next Autumn when the miners and others could
cause the maximum disruption. It was a great pity, in her view,
that the Government had not brought forward more radical
proposals when the Bill was introduced: nine months had virtually
been wasted in reached the present unsatisfactory juncture.
The alternative to amending the existing Bill would be of course
to announce that further legislation would be introduced, and
to make this clear in the consultative document .

sremome  CONFIDENTIAL -
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From the Private Secretary
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Sir John Methven called on the Prime Minister this morning,
The following points which came up in discussion are worth
recording.

The Business Climate and Publicily
N

Sir John said that the business community was still supporting
the Government's strategy to a remarkable degree, notwithstanding
the financial pressure particularly on smaller firms - caused by
the increase in MLR. The vast majority of businessmen felt
that '"this was the last chance". It was all the more noteworthy
that business support was continuing at a time when short-term
expectations were becoming increasingly gloomy.

However, he was concerned that not enough was being done to
put the Government's policies over. He accepted that the Prime
Minister and the Chancellor were doing a good deal on this front, but
he felt bound to say that more was needed. The CBI were themselves
doing a great deal to put over the Government's message. He would
find it easier to hold his members' support when the business
climate got tougher in the coming months if senior Ministers
could speak out more. He was not so much concerned about
projecting the message to the community as a whole, but rather
with providing moral support to employers to enable them to see
out the recession.

Public Expenditure

Sir John said that the CBI Council would be considering a
draft letter on public expenditure at their next meeting. This
would argue the need for further public expenditure cuts, and
he hoped to send it to the Prime Minister in early January.

Employment Bill

Sir John said that the CBI completely supported the current
Bill, but they thought it would be wise to include an amendment

/at Committee
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at Committee stage to restore the legal position to what it was
before the McShane judgement. He felt it would be a mistake

to include amendments aimed at removing the immunities in respect
of commercial contracts. Although it might be desirable in
principle to remove these immunities, there was a real risk

that this would be going too fast. The legislation would be
useless unless employers could be persuaded to enforce it.

If too big a step was taken, it was all too likely that they
would not support it, There was also the danger that to remove
the commercial contract immunities would bring a real breach
between employers and Government on the one hand, and the unions
on the other.

The Prime Minister said that the Government would certainly
include an amendment at Committee stage of the Bill to deal with
the McShane judgement. She noted what Sir John had said about
immunities in respect of commercial contracts but commented that
in her view these immunties must at some stage be removed.

Pay. \

Sir John said that the CBI Data Bank showed that big variations
in pay settlements were emerging -~ ranging from as little as
5 per cent to over 25 per cent. This was all for the good,
since it indicated that pay bargaining was beginning to take
into account the ability of firms to pay. None the less, the
average rate of settlement was still running too high. The main
factor behind this was the continuing influence which the RPI had
on union claims. But opposite factors were beginning to have
an effect: these were the immediate threat of redundancies,
and the realisation that excessive pay can jeopardise employment
in the future.

CBI Surveys

The Prime Minister said that recent CBI industrial trends
surveys had provided the Government's critics with a lot of ammuni-
tion. She wondered whether the presentation of the survey results
could not be more balanced. Sir John replied that he would look
into this, and in any case he would ensure that Ministers were
given greater warning when the survey results were likely to cause
particular difficulty.

I am sending copies of this letter to Ian Ellison (Department
of Industry), Ian Fair (Department of Employment), Richard Prescott
(Paymaster General's Office) and Martin Vile (Cabinet Office).

A. M. W. Battishill, Esq.,

H.M. Treasury.
CONFIBENTIAL




Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000
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In your letter of 11lth December you asking for I"'
briefing for Sir John Methven's call on the Prime Minister
tomorrow.

s IRn
fa Can b

The following are the more important issues in our
field which could arise and background briefing is provided
in the notes attached;

- Pay, and pay Eublicity

- Monetary policy and the company sector

- National Economic Development Council/economic
forum

CBI mutual insurance fund

Copies of this letter go to Ian Ellison (DOI) and
Ian Fair (Department of Employment), though without the
annexes to the brief on the first item which are rather

.

(A.M.W. BATTISHILL)

Miss C. Stephens,
10, Downing Street




PAY

1. Whilst the broad level of settlements remains higher than hoped (and higher
than implied by the Government's monetary policies), there are some encouraging
signs that a greater sense of reality is beginning to enter at grass roots level -
the miners' ballot (even though the settlement was still a very high one), accep-
tance of the closure of Corby (even though the ISTC is pursuing a hopelessly un-
realistic line in relation to the BSC pay offer), the return to work by Shell tanker
drivers (although the dispute is not about pay and may not be resolved until the
New Year, it is seen by the union as closely related to the current pay negotiations).
Further it is clear that a pattemis developing of a wide dispersion of pay settle-
ments, though this is not publicly as clear as it might be - both because the Prees
tend to concentrate on the high settlements, and because employers who settle at
realistic levels are generally not anxious to publicise the fact for fear of

pressures to reopen.

2. The CBI have done much through their publicity over the last fortnight or so
to help influence attitudes. The release of information from the CBI Databank
(Press release at Annex A) has done much tocounteract the impression of uniformly
high settlement levels, in spite of reservations about the accuracy of its
methodology (see Department of Employment note at Annex B). Further, the recently
released survey of workers' views commissioned by the CBI from ORC (contained in
the latest CBI circular to members at Annex C) shows that, in spite of their
unrealistic attitudes on the levels of pay that employers can afford, workers

are prepared to reconsider their attitudes if the realities are put to them
forcibly enough by their employer. You may wish to welcome these initiatives by

the CBI and encourage Sir John Methven further ip this direction.

%. The Government's overall message on pay remains unchanged:

i) the Government's monetary and fiscal policies will exert
firm pressure on companies, and thus upon wage settlements.
If wage negotiators seek to ignore those pressures and
reach settlements which cannot be justified by the financial
position of a company, then the results will be horrendous
in terms of unemployment and bankruptcies, and thus for

the economy as a whole. But there is clear evidence that

the majority of employees, if faced with hard facts, will

recognise the situation and be prepared to respond;




companies, looking at past history,may be banking

on the Government changing course when the going

gets rough, and are therefore conceding settlements
beyond what they can afford, rather than face disruptive
strikes. If so, they are going to face a rude awakening,
because the Government is not going to relax its fiscal

and monetary policies;

the Government as an employer is taking a full part in
restoring a sense of realismin pay bargaining. The use
of cash limits means that public expenditure will not
exceed the limits of what the taxpayer can afford -
excessive pay awards cannot be accommodated by increased

cash limits;

given the gloomy economic outlook, improvement of our

lamentable productivity record is essential if we are to
achieve economic revitalisation. The Government is doing
its part to increase efficiency in the public services,
through financial pressures and directly through

Sir Derek Rayner's work. Industry must respond similarly:
increased productivity will allow not only economic growth,

but increased earnings and profits as a result.

None of this will be new to Sir John Methven, who has been bringing out a similar
message in recent speeches. You may wish to express appreciation for his help.

Pay Publicity

4,  There has been some criticism from the CBI that the Government has not been
doing enough in this field. They have been slow to appreciate the limitations
under which the Government must work - non-intervention in the details of pay
bargaining (which we think the CBI warmly welcome) means both that it is in general
inappropriate for the Governnmt to comment on the outcome of particular negotia-
tions, and that its information on pay bargaining across the board is insufficient
to give a detailed picture. The Government's role (and we understand this to be
the Paymaster-General's view) must in general be limited to ramming home the
general message. We believe that this is now accepted by Sir John Methven, who
has expressed appreciation in particular of the way you and the Chancellor have




repeatedly restated the Government's policies. The CBI's role should include

the complementary one of providing the detailed evidence and support - which is

why their work in recent weeks is soc valuable.




ANNEY A

Confederation of British In dustry
News Felease

;
21 Tothill Streat London SWIH aLp Telephone 01-830 6711 Telex 21332

P.£0.79 NOT TO BE PUBLISHED OR
QUOTFED BERORE 2
ON SURDAY 2 DE

SIGNIFICANT VARTATIONS IN PAY SETTLEENTS

NO SINGLE "GDING RATE", SAYS CBI

There have been significant variations in pay settlements reached
since 1 August, according to information collected by the Cenfederation
of British Tndustry and published today (Sunday 2 Decerber). "For-
this reason it is misleading to speak of a single going rate", says
the CBI. "These variaticns are eipected to increzse as employess'

awareness of the sericus financial position of meny firms grows."

The CBI has received information about settlements covering some
2 million employees. Nineteen of the settlements are naticnal
agresments and wages council awards, and provide for increases (in

most cases in minimum rates of pay) of between 9.1 per cent and 27.3 per

5 3 ey o
cent. The impact of these rates on actual earmings varies considerably.

Copany settlements show a similar range - fram 5.5 per cent to over
20 par cent. The majerity of settlements are in the 12 per cent to
16 par cent range.

*Purther details are attached.




CCNFEDERATION OF ERTIISH INUUSIRY

PAY SIMMWARY

1 Although previous years' experience shows that claims are a poor
guide to the level of settlements, claims are follcwing the same pattern
as last year. The majority are for pay increases of between 20 per cent
and 30 per cent. A limited number include demards for same fomn of
indexation. In addition, nearly all include demands for a shorter working

week.

2 There is a significant variation in settlements reached since 1 Auvgust.

!The CBI has informaticn about settlements covering same two million e
“Nineteen of the settlements are national agrecments and wages council a

and provide for increzses (in most cases in minimun rates of pay) of bet

9.1 per cent and 27.3 per cent. The impact of these rates cn actual earnings
varies considerably, Campany settlerents show a similar range - fram 5.5 per
cent to over 20 per cent. The majority of scttlements are in the 12 per cent

to 16 per cent range.

2 Managers report that three factors are baving a major influence on
the level of settlements - cost of living, state of the labour market and
the company's ability to pay. The interaction of thess factors explains
why scme settlements are sbove the current rate of price increases and sane
balow.

4 In the CBI's pay Databank survey, a rardan sample of managers who have
made sattlements since 1 August reported that in just over half the settlements

. the cost of living, and in nearly a third the ne=d to recruit/retain latcur,
were "very important"factors exerting an upward pressure on the level of pay
rises. For factors exerting a "very important" downward pressure, in just over
a third of settlements it was the level of profits, in another third it was the
campany’s inability to pass on a substantial part of the pay increase in hict
prices, and in about a sixth it was the threat of redundancies if high increases
were awarded, This reinforces infomaticn being supplied to the CEI from a
number of scurces - that while the cost of living is exercising a predaninant
influence on settlements, market forces are encouraging variations arcund the
RPT. .
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For this reason it is misleading to speak of a single going rate for
The variations are significant - a trend which we expect

pay cettlenents,
to increase as e_'nployees‘ awareness of the serious financial position of many
Tt would also be wrong to assume that the present general level

firms grows.
of settlerents will continue, or even rise over the caning months. Several

negotiations reported to the CBI have been influenced by the fact that
enployees who settled at a relatively modest figure last year have been
seeking to catch up with those who settled later for larger amounts. Thus it

is possible that the pattern of settlements in 1979/£0 may prove to be a reverse

of the pattern in 1978/79 - instead of starting low and getting higher, they
may be higher at the start than later, especially if public urderstanding of

.the serious econcmic situation Grows.

6 A significant muber of settlarents centain elements desicned to raise
productivity. A gnall proporticn make same comuitment to reduce the number
of hours at work, and about a U‘L.j.:d provide for lenger holidays. The majority
of settlenents are for pericds of 12 wenths or more.
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0 BACKEROUND NOTE

Current Tevel of Settlement

1. The average settlement in the pay round that slarted on 1 August vas
estimated in mid-November to be 193%6 (216 in the private scclor and 1529 in
the public seclor), This was reported by the Secretary of State for Employuent

in his monthly pay brief.

2. These figures are not made public (unlikc practice under the previous
Mministration) partly because pay cetitlements are not now monitored in detail
and parily because publicity would lend credence to the dangexrous concept of

the "going rate".

3. VWith each settlement, the aim is to estimate the average increase in

earnings in the 12 months after the seltlement date compared vith the previous

12 ponths. It is often necessery to make this estimate on the basis of imcomplele
datz or of data - such zs chenges in {he minimum or basic rates or in the pzay
1ill - vhich needs to be converted. Evaluation of individual settlements is

thus open to a significant margin of error. It follows that esiimates of ihe
averzge level of seitlements arve also lieble to such error. lMoreover, these
averages tend to wndsrstate the likely increase because they do not reflect

such fzclors as settlement periods of less than 12 months and indexation e

ye-opener clzuses.

L. The Times and Fipancial ‘Mimes have reports today (3 Dec) ebout figures
jssued by the CBEI on ihe level of recent pay settlements. These reports are
besed on 2 Hews Release (copy attached) by the CBI. This Release includes

2 pzy summery but contains no detziled becking up information.

5. Mthough these reporis accurately reflect a statement in the CBI note that
"The mejority of settlements are in the 125 to 16} range", they do not meke cleer,
vhat ve believe io be the case, that these figures relate only to compeny

settlements and not to the generality of settlezents (including industxy

setilements).

6. The 12% to 16% estimate is based we believe on some 1,0/50 compay setilemesnis

notified 1o the CBIs Datszbank. A full list of ihese is not given in ihe GBI

note. MNor is it clear as to whether those setilements bear out the estimates.
Vithout full detasls of the reported seitlements it is not possible to judge

whether the estimates are reasomeble.




ve are other difficalties in evaluating these estimat

(1) It is not cleax \? sther the size of ihe pay groups has been reflected

by uz the figaves;
(2) Tt is not clear vhether the figures xclate to earnings, pay bill, basic
rates or minimum rates;
(3) Tt is not clear vhether the CBI's estimates relate to all settlements
since 1 fugust (ie including some left over from the old round) or are
confined to new-round settlements — as are the Departument of Pmploymat's
eslimates given in pera 1 above.
(4) Tt is possible that the CBI's figures for settlements reflect differences
in the experience of small pay groups compared with the major groups
monitored by the Depariment of Employment, vhere there could be more union
militance.
(S) They mey also veflect a bias in fovour of low settlements, since ihe
companies concerned seem more likely to have reported these "good" settlementis
ihan compenies that feel they have let the side dovn by conceding
large increases. However, the Econonist (1-7 December) records that the
CBT say this bizs hes been corrected.

8. Ve believe that despite the 12)% to 16 estimate, companies are report

to be expecting settlements in the 15% to 20% range.

9. 'The estimate does not reflect the tendency this peoduces to urderstete the

zverage settlement,

10. On the detzils aveilszble, it is not possible to tesi the figures given
for the ranze of naticnal agreements ete (9.1% - 27.3%) or the zenge for
compeny settlements (5.55 to over 20;%). It ceems possible that the 5.0
figure relales to the Telbei settlement. If so, the 5.5% relates to basic
rates only. / This compares with zn estimate of 13224 increzse in earnings by
the Depariment of Bmployment. VYhat is certainly clsar is that there is a
wide eoresd in the level of settlements, and that it is therefore not sensible

to talk of a "going rate" average about which most settlements are clustering.

41. The rumber of private-sector settlements so for in this roundé is higher
then thet for last yesr - L0 (870,000 ers) compared with 2l (517,000 v
(The corzcsponding 76/77 figures vere 22 settlements end 660,000 vo rs)

is known 1hat zrvound this time last year a number of grouns wvere holdi

in the expectation that the 5% policy would collapse




12, Mie ORT nole zays it is possidle thal ducing th's round the patlern of

ssttlanents mayr be the "reverse! of last year'sand, f efore, lover in the
later part of the vound. They base this on the belief that the early settlencnts

this round include Groups which last year seitled for modest increases beforc

the collapse of the 5% policy (\liose numbers will decline as the rownd progresses)

znd on the possibility that the public understanding of the serious economic
situation will grow. The view that groups due to settle later in the round
will moderate their demends in the light of last year's increases is b a
Jargely on conjecture. It remains to be seen vhether the fear of unemployment
will substantially moderate settlements in the rerwainder of the round.
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ng Lo you again, as we now have sone useful infox on about the pay se
and also we have prepared more leaflets in our Business

s series.

THF, PAY DRNTARANK

now have the first results from our Pay Databank for this year. Although experic
shows that clai: @ pxn guide to the level of cettleéments, claims are follo:

a limited number include denands for scme form of ind
ds for a shorter working week.

Settlements since 1 divectly covering two million employees, show that those

covered by national ts and wages council awzrds provide for inc i

minimm rates of pay een 2.1% and 27.3% vhile c 1y tlenents range from

5.5% to over 20%. T ty of company settlements, however, ave in the 125 to 1

range, and a sionifica i include elanents desis to raise productivity

A simall proportion 3 me camitment to reduce the nurber of rs at work, and anout
a third provide for longer holidays. The majority of settlerants are for periods of

12 nonths or more.

A sample survey of those corpanies which have settled since 1 August shows that in
over half the settlenents the cost of living, and in nnarly one third the ne=d to
recruit or retain labour were "very important" factors in pushing up the level of pay
rises. Tiportant sons vestraining pay increases included:

© The level of profits (just over a third of settlements).

o The canpany's inabilityv to pass on the increasz in prices (also a third).

o The threat of redundancies (a sixth).

This demonstrates that, while ost of 1 i re. nant influence cn sabf iy o
market forces are cncourading a wide spread in Ln_ lL Jel f settleronts, with the e
below the current Fatail Price Index.

With these siqnif t variations it is not true to say that there is a

As avareness qrows of the serious financial position of mwny corpanics,

settlaoents can be expected to arow.

ecent opinion poll by Opinien Reseavch and Curmmunicaticns revealed that

of vorkors would seltle for 100 or loss,
vases ranging fyaa 150 Lo e (h..xz L

campanies can af ford ity




o But, more inportantly, if a campiny can d=zonstrate to its umloyces that
the outleok for business is bad, then 7 out of 10 aployces would reconsider
heir pay claim.
'

1 enclose d simmary of the findings of this most inporlant opinion research, with
sane of our own cofirents.

RBUSTNESS BRIEFS : "TNVESIMENT ABROAD" AND “PRODUCTIVITY & COMPEITTIVENESS

1 am enclosing with this letter two more leaflets in the series of Business Briefs -
No 2 : "Investment Abroad" and No 3 : "Productivity & Competitiveness".

"Investment Abroad" is not directly related to the crucial issues of pay and product-
ivity; but it will be useful as an aide-nermire of the reasons why freedom frem
exchange controls should be beneficial to companies and employees both in reducing
upward pressure on the exchange rate, which affects our ability to sell abroad, -nd
in creating new ets overseas and so jobs at home. "Productivity & Campetitive
goes to the heart of our probluxs. The calculations give stark evidence of tlie nced
for radical improvenents.

It may be useful if I remind you briefly of the other material the CBI has produced
in the last few months designed specifically to try to help you in your pay negotiations

Talking Point 37 : "Pay and Taxes"

(Reasons why the RPI should not be accepted as
a measure of changes in living standards)

Talking Point 38 : "Econamic Background to the 1979/80 Pay Round"
(Summary of prospects for growth, profits,
canpetitiveness and inflation, which has been
expanded and brought up-to-date in the form of a
Slide Kit).

Business Brief 1 : "Pay, Profits and Jobs" .
(The need for increased profitability and its

implications for jobs and investment).

Business Realities : Practical do's and dont's for commmnicating with
your work force.

(All these leaflets are available from CBI Publications Sales at £3.00 per hundred to
cover print and postage. The slide kit "Econcmic Background to the Pay Round 1979/80"
costs £15.00 plus VAT).

The CBI's fortnightly Members' Bulletin is sent to each company in membership; and you
are probably a reader. We are in the process of making a number of changes to the
Bulletin. We are going to place greater reliance on it as a key way of giving you
information to help you, amongst other things, in pay negotiations. I do hope that
you will ensure you sece the Bulletin over the coming months.

I have said that we must not allow ourselves to be distracted from our OJJDL(\‘ e of
reversing our econcmic decline. Success lies, in my vicw, in explaining 1dil
realities and prospects for each individual business in a @ifficult world ma

indeed, in a domestic econamy which is going through seme fundamental but nece
changes.

m,lam/l,
/ it M‘J F
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KEY FACTS FOR CURRENT PAY NEGOTIATIONS

Below are key findings fram an up-to-date survey of workers' views by Opinion Rescarch
and Communication*, with the CBI's caunentis.

What emerges fram its survey is that the mood of most workers in the present pay round
is more unhelpful than at any time for the past three years.

However, the findings make clear that it is possible, given the right response, to
change @ployee attitudes and achieve realistic pay settlements.

FINDING RO 1

It
55% of vorkers are looking for wage incresses this pay yound, ranging from 15% to more
than 25%, though 32% want 10% or less. (See %able 1). -

gv_mmeni

Unless productivity is increased dramatically, the effect of the higher /m]y imcreases would be a further dvop
i our export competitiveness and lead to even greater invoads into the home market by import.
Bankruptcies and lay-offs must follow. (See CBI Business Bricf No 2 - Productivity & Competits

FINDING NO 2 5

72% of vorkers believe their companies can afford their particular claims. (See Table 2) ||
50% of workers believe that campanies, in general, are earning good profits. (See
Table 3).

Comment

Companies are not making enough profit to maintain investment at this year’s level. With high pay
settlements, we are bound to see an even greater fall in investment plans than the up to 5% already
expected for manufacturing companies in 1980. (See CBI’s Business Bricf No I - Pay, Profits and Jobs).**

FINDING NO 3

41% of workers believe they are entitled to a bigger increase this round because of
the Budget's switch to VAT from Income tax. (See Table 4). Half of workers belicve
that inflation is not a problem, as long as incanes keep up with the cost of living.
(See Table 5).

Comment.

Taking the case of a marvied man with two children who got  rise 1o £4,500 in November last year
(ronghly the average pay for a man at that time) — his veal net income will only have fallen by 10.5% if the
RPI has risen 17.5% sice then. :

ORAC is launching the new CBI Business Attitudes Cuide which will momniter
pay round attitudes each year. Rurther information on the Guide the
survey referred to in this Summary are available from ORAC: 2 lay: Street,
London WL, '

CBY leaflets are all available fronm GBI Publication Sales, 21 Tothill Slecct,
Tondon SWI 9LP.




s say they would reconsider their pay claim if the business
ny was pretty bad, while 60% would reconsider if their claim

Ll ook
_"\1 substantially cut fulure growth and investiment.
r

If profits were cut substantially by the claim, then the result is more evenly balanced,
h 41% saying they would reconsider, vhile 36% would press ahead with their claim,

wever,

743 would recensider if the claim would bankrupt the organisation. (See Table 6).

Comment

The more a company explains its business prospects, the better the likelihood of getting a pay deal the
company can afford. (Sce CBI’s “Business Realities —-/!M(Imzl steps for explaining them to people at work”
and CBI’s “Communication wwith People at Work”). ** ‘

TABLE 1

Increases workers say they wonld settle for

[t of Workers 1977 Bov 1978 | Oct 1979 Nov 1979

Less than 10%
10%

ver 10%, and under 15%
15%, under 20%

20% or over

TABLE 2

Ability of employers to pay increases workers are now expecting

Question : From what you have scen and heard do you think
your employer is doina well enoush to be able
to pay an increase of the size you have just
ment{oncd? (See Table 1)

(A1) those able to give % figure of increase)l

[Enployers hug 1979 oct 1973

[Employer can afford to pay

tmployer cannot afford to pay

pon't know




TABLE 3

Question : Would you say that, in gencral, most
companies are or are not making good
profits at the moment?

Position of profits © of Companies

Are making good profits

Are not making good profits

It depends on industry

Don't know

TABLE 4

Question : The cut in income tax means that p"oplc Hill
take home more of what they earn, but
increase in VAT will mean that the prJCL' o
some things they buy will go up. Do vou
think that this will leave you better off or
worse off thanbefore or do you think it will
make 1ittle difference?

Financial Position t of Findings

Better off

Worse off

Makes little difference




TABLE 5

Question : Tnflation §s not a problem s long
as incomes keep up with the cost
of 1iving?

Agreenent/Disagrecnent t of employees guestioned

Agree very strongly

Agree fairly strongly

Neither agree of disagree

Disagree fairly strongly

Disagree very strongly

Don't know

TABLE 6
| Factors likely to make workers moderate pay expectations

Question : Suppose you and your fellow workers were
negotiating a pay claim with the management
at your place of work. Would you still
press ahead with the claim or would you

* reconsider it if you knew:

Would still press alicad| Would reconsider

Don't know
Not applicabl

That the future outlook for
business was pretty bad

That the claim would substantially
cut the organisation's profits

That the claim would substantially
cut future growth and investment

That the claim would probably
bankrupt the organisation




* The UK's co

Chact 3 gives a picture of the degree to which exporters see their
prices in international markets asa major constraint on their business.
The position has never been worse.

ar \ne rmx' (Oul months,

T e wm wm wn e am wm e

position is particularly worrying in view of the gloomy prospects for

world trade. Trading conditions are likely to be very depressed and
competitiveness exceptionally important.

THE ECONOMIC REALITIES

/ shown devaluation is not a real answer. In any
case in the current situation it is probably not even an option. With
North Sea oil and the need for strict monetary policies we cannot expect
to postpone the ncccxnr\' lenus b\' devaluation.

proved and matched by realistic pay
1 he lost and company closures and

jetas smplokers on(eibuiions employee welfare schemes, as.
cduced by the temporary pick-up in
R d\\n.mnm in e revious quaricr, () Thisis
(@) Since the third quarter of this
< been larsely offsc( by the continuing under
d the position \oday (30 November) is abaut the same s it was in

i the saurees and caleulations the table and chasts or any witier comments on the

Dircetorate, CBI, 21 Tothill Street, SWIH OLP.
et are available from CBE Publications Sales.

Past experience shows that:

* The compunkl\cncw of British products has been reduced
by excessive pay settlements and poor productivity.

* Devaluation is not a real answer. It has made inflation
worse and posiponed the necessary changes.

We have still not solved our underlying problems. Qur
competitiveness continues to be eroded by poor productivity
and excessive pay settlements. It has also been worsened by
the recent strength of the pound.

The UK’s compelitive position is now very wo
particularly with the gloomy prospects for wo

Unless productiv u) improved and m'-(chcd
settlements, markets will be lost; company clo
redundancies will follg




HART 1
s Table 1 piakes clear, during the 20 years to 1976: UK relative to competitors

a) Exchange rule relative to main
competitor countries in Table 1
UK U arling

utput per man hour in manufacturing industry rose more slowly in 'f:{}‘;ﬁ“ﬁ:“’n‘:,ﬂ“‘:;'ﬁ'::’;;rj:':‘cy
he UK than in every one of our main competitor countries. €) relative unit labour costs — UK

L relalive o main compotitars —

i " X after agjustment for eéxchange

s We over-paid ourselves to a greater extent than our competitors. | ata cirgas Gt

¥ Pro prowth was very poer.

Jur wage increases were excessive — much higher than could
¢ afforded given our productivity performance. % e ag W,
¥ Sowe had the fastest increase in wage costs per unit of output.

. Tablo2  Annual growth rates (%) in Manutacturing Industry 197604-197902

asle 1 Annual growth rates (%) in Manufacluring Industry 1956-1976  ° Japan naly France Germany
. Output per man hour 6.5 6.1 5.0 43
gl Hourly carnings 5¢ 192 a2 6.5
L per hour % 5.6 5.8 2 . v ‘Wage costs per unit
earnings % | 10.2 K i X of output -0.4 11.8 7.2 2.0 i 11.812)
agecosts per unit )
 outaut : # 42 - .
¥ Qur competitiveness has been seriously reduced.
¢ dotted red line in Chart 1 shows how our competitiveness was
tuced by the faster increase in the labour cost!! of production in the
.l shows that from 1966 to 1976 this had increased by about S0%
hore than our main competitors.
The solid green line shows how the pound fell 40% against our main
ompetitors® currencies. Initially cach fall reduced the relative cost of

The labour cost of production in the UK (including the National
Insurance Surchargc) has risen about 20% more than our main
competitors’ (see the dotted red line in Chart 2). But because the pound
has strengthened at the same time, the labour cost element of our
products in world markets has actually risen 40% more than our main

'K products in world markets (see the solid red line), making our competitors'."Y

rocucts more competitive — abroad and at home. But each fall in the e [

ound dui to our inflation and thus worsened the problem of our S

zcessive pay settlements, CHART 2 i EXcHAGERATL

retsiimerees

- 5 UK relative to competitors

real answer is to solve the underlying problems of poor a) UK elfactive exchange rate
sductivity arowth o SeheTy 53 . b) UK unit labour costs in sterling
preductivity growth and excessive pay settlements. (51ve (B TNEr DECD cauntus’
2 : unit labour costs in thelir currency
-y relative unit labour costs — UK
! XPERIENCE relative ta other OECD countrios — u.b.,,‘g.,;.,..
= afier adjustment for exchange WonsMAN

b rate changes: Lt
2 shows that, since 1976

.‘e still not solved these problems.

sce back page




o8 ey have to invest in loeal markets abroad simply (o ‘
sty in thier - one sursey showed (hat about a quarter of
investment weal to markets which impose restrictions
s eaports.

ese Voreinn activities by UK companics, keeping them healthy
in world markets, can produce extra ¢ash to be brought home -
and the healthior the companies, the stronger the likelihood they
will not Lave to ent back their UK operations.

THE WIDER WOR

There are other points which may appear less obvious but which are
equally important:

* Qur stunding in the world must improve when it is seen we are
©nol usir tilicial props to holster up our currency and that we
are Irying to make provision for the day our oil earnings run

down.

* Greater freedom of movement ol capital will further the
development of the world cconomy as a whole - inciuding
descloping countries - and this must lead to higher living
standards afl round.

Above all, it has to be remembered that investment abroad is scldom an
aiternative to investment in the UK. The way to increase investment in

ish industry is by making investmient worth while - through greater
cifcieney and lower production costs.

cantrols impeded foreign investment. [nvestment abroad

e contents of this Business Rrief please contact: Economic
W H VLR, Tel: 01-930 6711, Further copies of this
3 ( Bl l‘nl\ln ations Sales.

NWVESITENVIEN
NBROAE)
m’i@ NOEBS
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Investing abroad is rarely an alterative to investing in
Britain - cutting down on the first seldom increases the second.

Foreign inyestment by UK companies creares jobs in Britain.

The way to sccure more investment in British industry is to
increase real profits (See Business Brief N°1) by d
efficieney and lower production costs.

Lifting exchange controls removes an artificial interference with
the value of the £ abroad when most British exporters wonld
ben from 2 free market Ievel. So would British companies
competing with foreigners in the UK markel.

Capital outflow builds up assets, giving us futuie income from
abroad, without which we shall be that much poorer when
North Sea oil begins to decline.

Lifting all exciange controls removes from Dritish con
particularly small ones - a heavy burden of form
bureaucracy




Y ABRCAD?

ampanics mostly invest abroad either to spread their risks or expand
their business to secure worthwhile returns on a particular projcu They
very rarely just switch these inycstment plans to projects in the UK,
aliernetive 1o overseas investment is often no investment at all.

estment abroad does not reduce the funds available for invesiment in
"k UK. There is no g\.mml shortage of funds for this purpose - if the
expected profitability is auractive enough. This was a finding of the
Compn qu.‘ set up under the chairmanship of former Premier Sir
Harold Wilson, to review the functioning of financial institutions.

The results of a CBI survey, presented in evidence to this Committee,
showed that out of 160 investment schemes abroad which were
d, only four could have involved the investment of the money in

S e o s e

Money bein mcmd abroad is seldom money which would be

invested in

CONTROLLING THE FLOW

feot uf removing altogether the exchange controls which (until Oct
had existed in one form or another for 40 years has still to be

\\NJ in d u'uI What is certain, as the Chancellor said in the
Commons on Oct 23, is that the controls had ‘outlived their usefulness’.

While they rargly stopped companies from investing overseas, since
any, for example, were allowed to borrow abroad for this purpose,
v distart the pattern of {inancing and loaded companies,
~larly small ones, with administrative burdens and form-filling.
¢ small companies actually lost commercial opportunities because of
L ays in processing exchange contro! permission.

: original reasons for imposing controls, the £ does not now
cial prop to maintain its value. This is true even though the
{ sterling may owe more to North Sea oil than to the overall
ned oF Beitish industry.

Removing exchange conirols is of deliui
s usiry.

In time, any capital outftow will be offset by thie e
baiels to Britain from thie forcign investments mule,

This will be of great value when our income from North Sea oil begins
to decline.

THE BENEFITS

We have seen that companies seldom have the simple choice of
just switching a sum of money from a planned foreign project
1o the UK. But how can Britain's economy - and Britain’s
workers - actually benefit when it goes abroad? There are a
number of ways:

1 % Fore

L

investment can |rL.||L' ]()ll\ i the UK.

Investment in overseas distribution networks can be expected to
stimulate exports and, thus, jobs in Britain. Often, building a factory
abroad can mean increased sales of British capital goods for its
construction and equipment. And once it is in operation, a continuous
flow of British components, spare parts and - in some cases - expertise -
can follow. Setting up a local subsidiary can often convince foreig:
buyers that it is safe 1o continue ‘buying British' - the British company is
on the spot 1o cope with problems.

% Foreign investment produces extra income for this country which
ielps us to pay for imports of food and of materials used in
our factories.

+* Sometimes companies need to invest abroad to secure their
sources of raw materials.
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MONETARY FOLICY AND THE COMPANY SECTOR

Background
There is clearly a difficult short term outlook for the company sector. The

share of profits in total incomes in already exceptionally low(perhaps about
6% for non-oil companies) and has recently been adversely affected by
continued cost pressures and fallhts activity. The cushion of liquidity
built up by companies in 1977 and 1978 has been severly depleted. The financial
deficit of non North Sea companies is unlikely to be as high as a proportion
of GDP as it was in 1974 (42%) but could come close to it over the 12 months
to mid 1980. Difficult trading conditions are likely to continue next year
reflecting weak demand at home and abroad and unfavourable competitiveness.
But the pressure on companies will be eased somewhat in the course of 1980

as they cut back on stockbuilding and investment. éuch 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. But
both 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 would risk a surge in inflation which would be much
more damaging to output and employment than tight monetary conditions.

2. The CBL recognised the 15 November package as a necessary part of the
Government's determination to bring money supply and hence inflation under

control.

3. The impact of tight monetary policies depends on how both sides of industry
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. Providing pay bargains are reasonable, there should be room within the

monetary target and SSD scheme guidelines for necessary industrial finance.

3. Interest rates, of themsclves, are not an important determinant of investment.
The prospects for the economy generally are much more important. A lower rate

of inflation is crucial; this would also allow lower interest rates.

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 looking at what might be

done to relieve this.

6. We accept that "monetarism is not enough". Productivity needs to be

improved as one element of a programme to improve the supply side of the economy.




NATIONAL ECONOMIC DEVELOPMENT COUNCIL

Sir John Methven may offer some thoughts about the discussion of
UK economic performance and prospects at the December meeting of
NEDC, and the conclusions to be drawn for future similar
discussions. He may also express an interest in Uhe January
meeting, at which the Prime Minister will take the chair, where
the main item for discussion will be/Employment Trends ang]
Technological Change, Industrial Adjustment - Employment

December meeting

2. We believe that this was a modest success. There was a fair
measure of agreement about the immediate economic prospects, though

probably little closing of the gap between the TUC and the Govermment
positiong. At the very least, however, all parties seemed to have
found the discussion useful, and the way is open for a similar

discussion in a few months time. The Chancellor was also able to
draw out a number of more specific issues to which the Council could
return over the months ahead, including trade policy, industry
support, small firms, the relationship of financial institutions to

manufacturing industry, and the effectiveness of the tripartite
Sector Working Parties in stimulating action at company and plant
level.

D The Chancellor has not yet had the opportunity to consider
with his colleagues the timing of a further general economic
discussion in NEDC. This would probably, however, be in three or
four months time, though would not necessarily mean taking up the
whole of a Council meeting. Sir John Methven has indicated a strong
preference for the next such discussion to be held before the
Budget. There would be much to commend this - ie in terms of
influencing the presentation of the Budget, and the Budget Speech,
even though there may not be much room for influencing the substance
of the Budget itself.

4. Though the CBI have been pressing for a national economic forum
implicitly if not explicitly concernmed with pay - all parties at the
December meeting seemed to accept that whilst the Council would need
to come back to the question of pay, tripartite discussions at this
stage would be premature. A?The Chancellor will shortly be

discussing the future of the tripartite machinery generally with




the Secretary of State for Employment, with regard in particular
to the slightly longer term aim of being in the position, as a
result of discussions about the economy in NEDC (and elswhere), to
influence atéitudes and behaviour in the next pay round./

Line to take

Bk The Prime Minister might say that the December meeting was
very much a first step towards getting a wider understanding about

economic realities. The Government is feeling its way forward, and

did not want to push the TUC in particula:éoo far or too fast. The
oK

meeting was a modest success, and the way/ open for further general

economic discussions, as well as for follow-up on some of the more
specific issues which came out of the meeting. However, all parties
seemed in agreement that it would be premature to have tripartite
discussions specifically on pay. We need, therefore, to see what

more can be achieved by further discussions in NEDC before considering
the need for, and likely success of, some new national economic forum.

January meeting

6. Discussion on the main agenda items will probably be grouped,
conveniently, around three main headings:

(i) employment trends over the longer term;

(ii) technology (particularly micro-electronics)
and employment;

(iii) work being done by the Sector Working Parties
in this area as a whole.

The Government's aim will be to underline the fairly extensive
common ground which exists between all the main parties, both
about the positive potential benefits of new technology for jobs
and living standards, but also about the danger of jeopardising
future prosperity if we fail to adapt and inmovate quickly enough
and keep abreast with our competitors. The Government will
acknowledge its own role both in getting a greater awareness of
new technology, and in casing the process of adjustment for those
whose jobs are lost as a result of technological change. An
important theme of the discussion will be the importance of consulta-
tion between management and workforce about the introduction of




new technology, and the Government hope that the CBT will be able
to agree with the TUC on a joint approach to this. (For example,
the CBI might join with the TUC in monitoring and publicising
cases where new technology has been incorporated successfully as

a result of fulll consultation and co-operation between management
and employees.)

e Another theme will be the need for people to learn new skills
and new work methods as firms adopt the new technologies. The
Government will reiterate its view that, whilst the activities of
the Manpower Services Commission are important in steering the

nation's training system towards meeting the skill needs of micro-

processor technology, the prime responsibility for training must
remain with employers, who can best perceive their individual needs.
Again, therefore, the Government hope that the CBI will underline
their own endorsement of this view.

8. If the opportunity arises, the Prime Minister might also ask
Sir John Methven for his views about possible and desirable outcomes
for the meeting.




MUTUAL INSURANCE FUND

1. The attached press cutting from The Uaily Telegraph- is the fullest
recent account for public consumption of what is happeniing on this front. Ve
imagine that if the subject is raised, Sir John Methven will wish to do most of
the talking by bringing you up to date and filling you in on the background.
Formally the CBI regard the fund as very much a matter for themselves, and have
not discussed it with Government. However, the subject did come upatthe CBI's
working dinner with the Chancellor at the end of October: although the Chancellor
considered such a fund essential to redress the balance of power between employers
and unions, he did have very serious doubts about the possibility of the fund

being located in a tax haven.
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DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
123 VICTORIA STREET
LONDON SWIE 6RB
TELEPHONE DIRECT LINE 01-212 %301

SWITCHBOARD 01-212 7676
Secretary of State for Industry

- » . 13 December 1979

Martin Hall Esq

Private Secretary to the
Chancellor of the Exchequer

HM Treasury

London SW1

X;;>e0-r QV{»-»L4r\
Caroline Stephens copied to us her letter of 11 December to

Tony Battishill requesting briefing for the Prime Ministers
meeting with Sir John Methven tomorrow.

I enclose a brief on points of interest to this Department
suggested by our officials. This has not been cleared by the
Secretary of State due to lack of time.

I am copying this letter to Caroline Stephens (No.10) and
Andrew Hardman (Employment).

s

e Sie0.00

B C. DODWELL
Private Secretary




BRIEF FOR MEETING ON 14 DECEMBER BETWEEN THE PRIME MINISTER AND
SIR JOHN METHVEN

RESTRICTED

INDUSTRY BILL/NEB

The CBI gave their views on the Industry Bill when they saw
the Secretary of State on 3 December. In general they
welcomed it, although the Director General expressed.stronz
concern about the power in Clause 6 for the Secretary of Stats
to nominate the NEB's Chief Executive. The Secretary

State is now following this matter up with the Scotti

Welsh Ministers. It is unlikely however that the CBI's
concern about this would become public.

RESIGNATION OF "NEB BOARD"

Following the resignation of the NEB Board, after a decision
to hand Rolls Royce back to the Department of Industry,

John Methven requested a meeting to discuss the Depart
plans for NEB and Rolls Royce.

During discussions in late November with Sir Peter Carey,
Sir John expressed unease about the wider implications of
the Rolls Royce decision, but indicated that he could ses
the sense of the argument that there was an inherent
inconsistency in having the Board at RR supervised by a
separate Board of equal stature. When Sir Peter indicated
the names to be announced by the Secretary of State Sir J
showed that he was favourably impressed. In discussions 2
the implications for the TUC, Sir John said that he int

to contact Mr Murray to try and pour oil on troubled waters.
This offer was welcomed.

In subseguent talks within the KEDG, the TUC took the lin
that the old Board had been shabbily treated by the Gov
and it was for that reason that thére was no trade uni
representatives on the new Board.

COMPANY LIQUIDITY

The CBI have expressed concern about the forecast wors

of compeany liguidity. Industrial and commercial com
estimated to have had a financial deficit of £2.4 bi
seasonally adjusted, for the first half of 1979, compa
£2.2 billion for the whole of 1978. Most forecasts su
deficit of between £4 billion and &% billion in 1920,
CBI's forecast being £5-6 billion. It is estimated

North Sea sector has now moved into surplus, hence

for the non North Sea sector could have been £3-3% billics
in the first half of 1979. If North Sea activities are




excluded from the forecasts for 1980, the top end of the
range of forecast deficit for industrial and commercial
companies could be reached, and could approach the previous
peak of 1974 (about £3.8 billion) in real terms.

It is generally expected that the increased financial d

will shortly start to be reflected in deteriorating co!
liquidity. This is supported by the CBI's six monthly s

of company liquidity (as part of their 'Trends' survey) which
indicated a 'significant worsening in liquidity between
October 1978 and October 1979'. This was particularly marked
among the larger companies. A further deterioration is
anticipated. The Bank of England's monthly survey for October,
based on contact with industry and banks, manifests a good
deal of concern about prospects for profitability, but less
anxiety about liquidity than is reflected in the CBI's sur

12 December 1979
IP1




10 DOWNING STREET

From the Private Secretary 11 December 1979

Sir John Methven has requested a short
meeting with the Prime Minister and he is to
see her at 1000 a.m. on Friday 14 December.

\ I would be'grateful for a brief on any
of the points the Prime Minister should be
aware of.

I am sending a copy of this letter to
Ian Ellison (Department of Industry) and
Ian Fair (Department of Employment).

5

Tony Battishill, Esq.,
H.M. Treasury.
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WORKING DINNER WITH THE CBI

I attach a note on last Monday's meeting, with apologies
for the delay in circulation. The discussion was on a very frank

) ; —
and private basis, and I should, therefore, be grateful if the
et

confidentiality of the record could be respected.

—

fiwy -

M. A. HALL
2nd November 1979
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CONFIDENTIAL

RECORD OF DISCUSSION AT A WORKING DINNER WITH
THE CONFEDERATION OF BRITISH INDUSTRY:

21 TOTHILL STREET, MONDAY, 29TH OCTOBER, 1979

Present:

Sir John Hedley Greenborough Chancellor of the Exchequer
d K.B.E. (Host) Secretary of State for Industry

Sir Raymond Pennoclc Secretary of State for Trade
Sir Adrian Cadbury
Sir Arthur Knight
Mr. H. A. Whittall, C.B.E.
Sir John Methven
Sir Donald MacDougall, C.B.E.

Richard Dixon

After dinner, Sir John Greenborough welcomed Ministers, and
proposed a semi-structured discussion based on the agenda in his letter
of 19th October (attached). He opened the disecussion by outlining
the themes he intended to pursue at the CBI's Annual Conference the
following week. He would say that the CBI supported the broad thrust
of the Government's policies; and that he accepted that the ball
was now in management's court. But the perennial problems remained.
Reality must be faced without defeatism. It was not just
Trades Unionists who had yet to adjust to the new freedoms. ke noped
that the Conference would provide the backcloth to a broad ang thorough
discussion. A main objective would be to help management to explain
the relevance of the Government's policies to their shopfloors.

The other main issue would be the fundamental problem of righting
the balance of power between management and unionised labour.
The CBI's idea of a mutual insurance fund would be launched.

2. Sir John Methven said that the CBI's extended data bank .
suggested that pay settlements in the private sector were running at or

above levels reached last year. Although the Government's approach to

economic policy was undoubtedly kindling a new spirit, this was not
—

manifested in day-to-day negotiations on the shopfloor. In his

VIEW, 1C WOUIT B¢ cause Tor reliefl if settlements could be
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contained to the range 13 - 16 per cent, however distressing the
sentiment may be. Picking up Sir John Greenborough's point,

he regarded the central problem as enabling individual companies
to get across to the shop floor the dangerous consequences of
settlements at unrealistic levels. He observed that over the past
year the public sector had in fact led the private sector;

at least the latter had been de-manning. The Clegg Commission

was a further complication, and the Government was still conceding
pay increases in the public sector which were incompatible with
their broader policies. In short, he himself was very anxious

. about the progress of the present pay round.

S Sir Geoffrey Howe agreed with Sir John Greenborough that
reality must be faced. There was little point on this occasion

in ranging over the now familiar problems of world economic
stagnation and the UK's relatively poor performance. It was

a policy of despair to suggest that our problems could be escaped
by progressive depreciation of the exchange rate. He too was
concerned about settlementsin the public sector. The Treasury

was faced with acute problems in this area. Its role was to
forecast as accurately as it could the cash resources which would
be available, and then to fix cash limits; if these were unrealistic
they were over shot; if they were set realistically, they
influenced expectations elsewhere, with damaging effect. He had
been struck in discussion earlier that day with the Welsh TUC

how the union side had seen no connection at all between

the future of the steel industry as a whole, and the

problems at Hunterstorw/Ravenscraig. Clearly the whole tone of the
public debate needed to be changed; he confessed to a quandary ,
in that his own speeches were criticised equally severely, on
grounds either of excessive pessimism or undue euphoria. On the
balance of industrial power, the Government was trying to redress the
position as far as it judged sensible. He thought that most
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CBI members would think the Government was going far enough; but
were they really stopping short of what was necessary?

L Sir John Methven said that everyone was against inflation,
but that no one saw his own pay claim as fuelling it. There was
a need for ingenuity in establishing this link in peoples minds.
Managers on the shop floor must be armed with the right arguments.
Institutions tended to concentrate on the macro economy; not

enough effort was being put into the problem at micro level.
The Chancellor commented that in the public sector there was no such dis-

. cussion at shop floor level at Ql Sir Keith Joseph thought that this
was a bit harsh; the nationalised industries were making real

efforts to eliminate their losses. He thought that a major problem
was the perverse effects of redundancy payments. Because of the
cushion these provided, individuals no longer felt a stake in the
survival of their employers. Mr. Dixon commented that arrangements
in the UK were no more generous than elsewhere; the fact that
unemployment had lost its sting was a fact of life, to which
management must adjust.

5 S8ir John Greenborough said the importance of communication
within the firm could not be overstressed. Managers had to turn
themselves into communicators. The Chancellor thought it was
essential that the Government should not underplay the vital message
on pay. Specific examples should be gquoted - e.g.Hunterston

and the firm of ship repairers in Mr. Noft's constituency which had
beén forced out of business by the engineering strike.

Sir John Methven said the CBI supported the Government's broad
economic policy to the hilt. But the battle would be lost unless

victories were won on the pay and public expenditure front.
There was no sign that the Government was adopting new methods of
getting its message across. The CBI on the other hand, was

experimenting in many ways:- regular letters to member companies;

tapes for managers; preparation of talking points; invitations to
—
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trades unionists from Germany etc. Sir Raymond Pennock agreed

that the Government could not escape its responsibility to put
across the argument at national level. But management too was
failing by conceding in individual battles over wages. The
Government should say, and say soon, what the country can afford by
way of wages. If it did not act decisively, events over the next
six to eight weeks would result in an outturn of 17-20 per cent
settlements for this year.

6. The Chancellor commented that the burden of this message
would have to be that on average there would have to be a decline

* in real living standards. But such a stark message would have to

be presented as positively as possible. Mr. Dixon thought that

if this really was the message, neither the Government nor the CBI
had yet begun to explain it. Sir John Methven disagreed. The

CBI had not ducked the issue; even againstthis sombre background,
where a firm improved its productivity, it was possible to concede
pay rises above the general level of inflation. S8ir Raymond Pennock
accepted this as fair comment in a free economic climate.
There were certainly companies that could afford generous pay rises.
But the way in which companies' results were presented gave a highly
misleading impression. For example, on a historic cost basis

ICI's third quarter results were excellent; but they represented
only a 3.3 per cent real return on assets. Nc company could in fact
afford wage rises at or above the level of the RPI. This was another
aspect of reality which needed to be exposed.

1fcs Mr. Whittall commented that the Chancellor was a lone voice;

other Ministers had not hammered hm

8. Sir Adrian Cadbury then outlined the CBI's view of the
immediate future. There was already a squeeze on profitability
and liquidity, which would intensify. But there was no real evidence

that either member companies or their bankers had talken aboard the
_—
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full consequences of the Government's monetary policies. The

message he would try to put over in Birmingham was that companies
must look to their cash flow, and take appropriate action. The CRI
had no alternative but to produce a gloomy forecast. Economic

discomfort in the short term future was unavoidable if growth was to
be resumed. And the Government's policies offered the only route

to growth. The Chancellor agreed that the message was uncomfortable.
But maintaining monetary disciplines as a perimeter fence implied

that some firms would go To ThE WEII. —There was no escape from this

conclusion. Successful companies could be found, and they would
survive the storm; but the weaker firms caused real concern.

Sir Keith Joseph agreed with Sir John Methven that the liquidity
position was in no way as serious as it had been in 1974-5. The
Present corporate sector deficit of £4-5bn would be as high as $£9bn.
if 1974/5 conditions obtained.

9. Sir John Methven said his discussions in Whitehall during

the summer had revealed no new Government thinking on propagating

the message. Outsiders must be brought in, just as the CBI had
recruited the services of Brian Redhead. Sir John Greenborough
thought that detailed analysis was needed of precisely who should try
to influence whom; e.g. at which audience were Ministerial speeches
directed?

10. The Chancellor observed that at least in private sector
enterprises the market was a strong influence on decisions;

this was absent from the public sector. Sir Raymond Pennock
commented that it was cold comfort to companies paying wages
beyond their means that things were even worse in the nationalised
industries. Sir Keith Joseph said that the Chancellor's policies
were ip fact leading to a reduction in the proportion of resources
absorbed by public sector. The number of people working in it

was falling, and a better competitive base for the nationalised
industries was being established.

CONFIDENTIAL




CONFIDENTTIAL

11. Sir Donald MacDougall thought that it would be counter-
productive to suggest that people should settle for a reduction in
their standards of living, even if this were true. It was better
to argJE'EE'EE?EE‘or getting both wages and prices down.

Sir Keith Joseph thought most of the public debate was misguided.
Money supply was growing at an annual rate of some 11 per cent as
compared with an inflation rate of say 17 per cent. The difference
between these figures was the crucial factor. S8ir John Methven thought
this message lacked intelligibility and immediacy to the shop floor.
His concern was to avert, by whatever means of communication he could
Muster, as many bankcruptcies as he could. If unemployment rose

to very high levels, he was deeply concerned about the social
consequences. Sir Keith Joseph pointed out that it took time

to reduce the level of inflation by firm monetary policies. Instant
remedies were not available.

12. The Secretary of State for Trade thought that the CBI
and the Government would help their own case by ceasing publication

of forecasts. Events would sort themselves out, given time.

The removal of controls had set the Government well on the way to
solving the fundamental problems; the basis of a self regulating
system was now installed. Sir Arthur Knight commented that the
new freedoms had come very quickly. It was up to employers to
insist on real productivity improvements in exchange for generous
pay settlements. This was possible where companies negotiated

separately; but they lost control where settlements were made
nationally.

13. Sir John Methven said that the next eighteen months would
be a testing time. Good communications were the only way of keeping
CBI members on the Government side when the going got rough.

1h. Mr.Nott reverted to his earlier theme. We were all
obsessed with crystal gazing. He would willingly free the Government

from its commitment to publish the "Bray" forecast
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by tacking an amendment on to one of his Bills in thepresent session.

He took pride in the paucity of statements about statistics

made by his Department. The Chancellor said there was no doubt

that monthly examination of the entrails was unhealthy. But,

like corporate finance directors, the Government had to produce

a cash framework within which the economy could work. It could

not avoid being drawn into detail where the nationalised industries

were concerned. Sir Raymond Pennock said that the Government would

have to explain its policies carefully; otherwise it would be

voted out. Mr. Nott thought the tone of the evening's discussion
. was unduly pessimistic. Pessimism was self-fulfilling. It,

rather than the lack of clear explanations was the real root of

present problems. Sir John Methven disagreed. Ordinary people

tended to take sensible decisions - e.g. in the various referenda -
provided they were given a well argued choice. There was no
downward risk in attempting to clarify Government policy.

The Chancellor deplored the lack of informed commentators in the
media. It was particularly difficult for the Government itself to
get the message home to the shop floor. Mr. Dixon commented that
the Government disposed of by far the largest information machine

in the country. It should work on the more influential interviewers.

15. The Secretary of State for Trade thought that the one major area

still to be tackled by the Government, and possibly the most
difficult, was employment protection. The Opposition were

disorganised, and now was the moment to act.

16. The Chancellor of the Excheguer raised the guestion of the
CBI's mutual insurance fund (MIF). He thought such an instrument

essential in the "balance of power"; but he was distressed at
reports that the CBI was contemplating locating the fund in a

tax haven. Sir John Methven said that this was certainly not the
—_— G I —h e — 5

CBI's objective. But in order to be able to base the fund in the UK,
certain conditions needed to be met:(a)premiums must be deductible
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for tax purposes. (b) Taxation levels on investment income must

be kept low. (c). Premiums paid e.g. by companies like Plessey
should be includable for Government contracts. He hoped Ministers
could help the CBI over these conditions; his advice was that

at present location outside the UK would be advantageous from the
taxation point of view. Mr. Dixon added that a further complication
was that the fund would have to be established for six months before
it could function, if it were set up in the UK.

17. The Chancellor said that any savour of tax evasion would

_ make the fund markedly less attractive, and would cause positive
harm to the CBI. Mr. Nott said he agreed; but that if there was
anything he could do to help through Bills now on the stocks,

he would gladly do so. The CBI should contact officials in the
Department of Trade. The opprobium attaching to measures helpful
to the CBI on this would be less than the damage done by an
offshore fund. Sir John Methven said the timetable was tight.
The scheme must be put together by December, and sold to member
companies during December to March. A small number of participant
firms would suffice; but the risk would have to be spread.

18. The Chancellor said that CBI must accept political reality.
Their scheme must be compatible with the UK tax system, and the

Government could not be expected to adjust the law in order to
accommodate it. Nor could the CBI expect their scheme to be taken
seriously if in order to work it had to be established in
Lichtenstein. It may be that accommodation through legislation
Would be necessary; but the CBI should do its utmost to fit it to
existing UK law.

CONFIDENTIAL
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19. Mr. Dixon said the advantages of going off shore were over-
whelming . The CBI were well aware of the presentational dis-
advantages.

20. Sir Raymond Pennock said it was essential not to lose sight
of the main point. The important thing was to rectify the balance
of power; the right means must be found. Mr. Nott thought the
Chancellor had stated the case too starkly. The "deemed strike pay"
provisions,for instance, were no more politically difficult than
adjusting the law to accommodate such a scheme. He would much

. rather do this than let the fund go offshore. The Chancellor said
he very strongly supported the CBI's objective; but he remained
strongly opposed to an offshore fund.

218 Sir John Methven expressed disappointment at the Chancellor's
view. The fund was not even off the ground; it risked being
still-born. The Chancellor had placed a major roadblock in the way
of the scheme. This was a great pity, since it would make a

Very major impact on the industrial scene. Mr. Whittall commented
that it would be embarrassing to CBI, not the Government; the

latter could always disown the fund. The Chancellor said the CBI and
the Government were fighting the same battle. Neither could disown
the other.

22. Sir John Methven said he personally now accepted that

an offshore fund was politically unacceptable. The fund however was
vital; it must be got off the ground by September 1980;

and the Government's help was needed. The CBI would,therefore, let
the Chancellor and Mr. Nott have a memorandum on the scheme within
two weeks. To meet the CBI's own deadlines, cast iron solutions
would be needed by mid-January 1980.

4

M. A. HALL
2nd November 1979
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10 DOWNING STREET

THE PRIME MINISTER 30 July 1979
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Thank you very much for your letter of 25 July in
which you report on the two conferences which you have

recently held on the 1979/80 pay round.

I was most interested to hear about the points
which were raised at these conferences, and I am sure
they will have strengthened employer determination to
stand firm against excessive pay claims in the coming

round.

o ’).—W“/

Sir John Hedley Greenborough, K.B.E. /
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PRIME MINISTER

This is a letter from the
President of the CBI reporting on
two recent conferences on the next
pay round which the CBI mentioned
to you that they would be holding.
These appear to ha;v_e__b_e_eg guite

helpful in stiffen%e-nﬂ&_
n st =
resolve. I attach a draft reply.

i

26 July 1979 (\\/\/\




Confederation of British Industry

21 Tothill Street
London SW1H 9LP
Telephone 01-930 6711
Telex 21332
Telegrams

Sir John Hedley Greenborough KBE Cobustry London SW1

From the President:

25th July 1979

'l)u-a (l,um. /{M(,.l‘(-q,,

You will remember that at our meeting on 9th July
I mentioned that we were planning to hold two Conferences
of Chief Executives and Industrial Relations Directors to
seek employers' assessment of the manner in which the
1979/80 pay round is likely to develop; how they can help
to establish the right climate for sensible and economically
effective pay bargaining; and their individual attitudes and
potential responses to the claims made on them.

The Conferences were held last week and I thought you
might be interested to receive a brief report on them. They
were attended by some 130 very senior representatives from
the largest CBI member firms (including the Nationalised
Industries), the major employer organisations and the smaller
firms.

There was total agreement that main bargaining will
take place at a critical time with low real profitability in much
of industry, tight liquidity, declining international competitiveness,
a sharp rise forecast in the cost of living, and the likelihood of
increasing unemployment. It was recognised that the gravity
of the situation placed a particularly heavy responsibility on
employer and union negotiators.

The Conferences identified the pressures likely to be
faced in the forthcoming round - in particular, demands for
pay increases at least as great as movements in the RPI, for
increases based on comparability rather than on companies'
ability to pay, and for a reduced working week without loss of
pay. Participants, however, saw some possibility that
responsible trade union negotiators would show greater realism
than in the recent past.

[ ont




The chastened mood of many trade unionists, following
the disruption of last winter and the defeat of the Labour Government,
together with the implications for employment of large pay increases
at a time of strict control of the money supply, were cited as giving
some hope towards such realism.

The outcome of the next pay round clearly depends very
much on the way expectations develop. In this context, both
Conferences emphasised the importance of the Government stressing
publicly, and repeatedly, its determination to achieve its monetary
targets and to stick to its cash limits. It is also mostimportant
for your Government to make it absolutely clear that you have no
intention during this pay round of introducing any form of pay freeze.
ThHis was T'ecomTmended 10 discourage union negotiators Irom pre 3
home excessive demands in order to get in before the "boom is
Towered". Although it was recognised that managers would be
unirealistic to attempt to bargain about net rather than gross pay,
those attending felt that negotiations would be helpfully influenced
if employees were regularly reminded, not only by their employers
but particularly by Government, of the benefits they had received
from the direct tax reductions in the Budget. It was stressed that
in this way, and more generally by bringing to public attention,

frequently, the economic realities surrounding pay, the Government
could do much to influence expectations,

It was of course accepted that ultimately the responsibility
for ensuring a realistic level of settlements lay with the employers
themselves. There was widespread determination by companies'
representatives to convey their own particular circumstances to
their employees by effective in-house communication, to encourage
their managers at all levels to stand firm against excessive claims,
and specifically to resist demands for a reduced working week.

A desire to strengthen the position of employers by improving
employer liaison and, where possible, by mutual support, was
clearly expressed. The need for well informed, confident, and
determined management was stressed repeatedly.

A great sense of urgency was apparent at both Conferences.
It was essential to start taking action now to influence expectations
in the period ahead and for Government, employer organisations and
companies to bring home the same consistent message.

The Conferences showed great appreciation for what the
Government has done so far and voiced strong determination to do
everything possible to seize the opportunities which lie ahead.
The road will not be an easy one.




The candid and unrestricted exchanges of view at both
Conferences were, I am sure, born from my assurance that the
confidentiality of the meetings would be respected.

1 am sending copies of this letter to the Chancellor of
the Exchequer and to the Secretary of State for Employment,

S‘;wﬁ],
T
. Ma///

The Rt. Hon. Margaret Thatcher, MP,
Prime Minister,

10, Downing Street,

London, SW 1.
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From the Private Secretary 10 July 1979

I enclose the record of the Prime
Minister's meeting with the CBI yesterday.

I am sending covnies of this letter
and enclosure to Andrew Duguid (Department
of Industry), Ian Fair (Department of
Employment), Tom Harris (Department of Trade),
Richard Prescott (Paymaster General's Office).
and Martin Vile (Cabinet Office).

Tk

A.M.VW. Battishill, Esq.,
H.M. Treasury.
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RECORD OF A MEETING BETWEEN THE PRIME MINISTER AND THE CBI AT
1545 HOURS ON MONDAY 9 JULY 1979

Present:

Prime Minister John Greenborough
Chancellor of the Exchequer ir Adrian Cadbury
Secretary of State for . Fiennes Cornwallis

Industry Francis Tombs
Secretary of State for

Employment Mr. H.A. Whittall
John Methven
Donald MacDougall

Richard Dixon

Secretary of State for Trade
Mr. Ian Gow

Mr. David Wolfson

Mr. John Hoskyns

Mr. Henry James

Mr. Clive Whitmore

Mr. Tim Lankester

* ok koK K K K K K

Wielcoming the CBI delegation, the Prime Minister thanked
them for their warm welcome to the Budget and to the Government's
overall economic strategy. The strategy consisted of two key
elements: improving incentives and returning power and responsi-
bility to the private sector. The Government depended upon the
private sector to make the strategy succeed.

Sir John Greenborough said that the CBI were pleased to have
the opportunity to express their views to the Prime Minister
directly. The CBI were indeed very pleased with the Government's
strategy, and this was reflected in the letters which they had
sent out to their members. He and Sir John Methven had found
that the response of many employers was encouraging. Industry
was committed to accept the challenge which the Government had
provided. It would be important to monitor progress.

Against this generally encouraging background, the CBI wished
to discuss with the Prime Minister two main policy areas: first,

/ the exchange
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the exchange rate, exchange controls and interest rates; second,
the coming pay round. On the latter, Sir John Greenborough said that the
Prime Minister's speech in Cambridge the previous Friday had

struck just the right note.

Sir Adrian Cadbury said that the CBI's view on the short-
term economic prospect was similar to the Government's. The main
problems facing industry were high interest rates, declining
competitiveness and low profitability - for the first quarter
of 1979, profitability in real terms had been only 2.9 per cent
and the CBI were forecasting only 3 per cent for the rest of the
year. The CBI fully supported the Government's efforts to
economise on public expenditure, but they felt it important -
for the sake of the construction industry and for the country's
infrastructure - that the cuts should not be concentrated on the
capital side. As for interest rates, they accepted the overriding
need to reduce the rate of inflation, but they were concerned
about the effect of high interest rates, especially on small
businesses. High interest rates were also putting upward
pressure on the exchange rate. They therefore hoped that the
MLR would be reduced as early as possible, consistent with keeping
the money supply under control.

The CBI's latest survey showed that 67 per cent of respondents
regarded prices as the major factor constraining exports; and
even where export performance was being maintained, the high
exchange rate meant that profitability was being reduced. A
study carried out by Mr. Oppenheimer for the CBI in 1978 showed
that many firms were worried about becoming uncompetitive because
of the rising pound; the recent appreciation only underlined this
concern. The CBI appreciated that there were certain advantages
of a high exchange rate - in particular, the discipline which
this imposed and its effect on inflation. But the speed and
magnitude of the recent appreciation, and uncertainty over
sterling's future course, were causing difficulties. The CBI
hoped that the Government would abolish the remaining exchange
controls as soon as possible: this would remove any artificial

/ boost to the
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boost to the rate and would encourage the building up of assets
abroad against the eventual decline of North Sea oil

The Chancellor replied that the Government and the CBI
appeared to be in close agreement on objectives. The Government
disliked high interest rates, but against the background of
accelerating inflation and excessive monetary growth, it had
had no alternative but to increase MLR. Unfortunately, there
was no evidence as yet that monetary growth was slowing, even though
the authorities had achieved heavy sales of gilts since the Budget.
The main problem was the very high level of bank lending to the
private sector. Sir Adrian Cadbury agreed that it would be a
mistake to reduce MLR prematurely before the money supply was
firmly under control again, but asked that in reaching a decision
on timing the Government should take into account the heavy cost
which industry was having to pay as a result of high interest
rates.

The Chancellor went on to say that he had made clear in his
Budget speech that he intended to move to the progressive
dismantling of exchange controls. The trade union response
to this had been muted because they seemed to understand that
an excessively high exchange rate was likely to threaten jobs
But after forty years of controls, it was only sensible to move
step by step. Although he could not say what was a desirable
level for sterling, it was clearly right on merits to relax
exchange controls. The CBI's point that there should be early
relaxation was well taken. But the extent to which the
Government could influence the exchange rate was limited:
industry might have to live with a relatively high rate and
improve its trade performance through better non-price competi-
tiveness.

Mr. Whittall commented that many companies had been forced

to take on fixed-price export contracts because of tough
competition, and this - particularly in the capital goods field

/ was causing
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was causing problems. Mr. Cornwallis said that small companies
were especially vulnerable to the high level of interest rates.
Their priority at present was to reduce their overdrafts, rather
than expand their businesses. They were also badly affected by
the uncompetitive pound, and were more likely to give up exporting
than were larger companies. Sir Adrian Cadbury said that, more
generally, industry was likely to be facingaliquidity squeeze by
the end of the year: although it was vital that the Government
should maintain its policy of monetary discipline, industry's
requirements could not be altogether neglected.

Turning to pay, Sir John Methven said that the next round
was not going to be easy. However, the pay climate was already
rather different from what it had been the previous year. The
CBI were doing all they could to strengthen employer solidarity:
they were planning two major conferences on pay and they would
be circulating to all their members '"pay talking points'' which
were intended to provide employers with advice on how they
should set about negotiating in the coming round; for example,
they would spell out the tax cuts in the Budget and the prospect
that inflation - after peaking at 16 to 17 per cent - would
thereafter be falling.

The CBI were thus doing their best to create the right
climate for pay negotiations. It would be helpful if the
Government could do more itself. It was especially important
to influence trade unionists over the next two months when they
would be at their annual conferences. The Prime Minister had
projected the message very well in her weekend speech, but it
needed to be spelt out again and again - and not just by the key
economic Ministers. The message would only get home if it was
repeated frequently. Sir John Greenborough added that he hoped
that Ministers would consider carefully this whole communication
aspect.

/ Sir John Methven
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Sir John Methven went on to say that the CBI were keen to
pursue the idea of a public discussion on the economic prospects.
Neither the CBI, nor the Government, nor the trade unions, wanted
a pay norm, but there appeared to be increasing support for the idea
of a wider discussion of the choices ahead. In their view, it
was important that such discussion should get under way if the
economic realities were to be brought home to people. In
particular, every effort must be made to disconnect the likely
peaking of the rate of inflation from next year's pay claims.

The Chancellor said that the Government would do all they
could to communicate the strategy, and create the right climate,
as Sir John Methven had suggested. The Secretary of State for

Employment pointed out that it was not always easy for Ministers

to put the message across: in some ways it was easier for
industry itself. The Government had an important role to play
in influencing claims in the public sector, but its influence
on private sector bargaining was likely to be fairly limited.
The private sector would have to bear the brunt of claims early
in the round. The Prime Minister said that Ministers would find
it helpful, in communicating the strategy, to have a list of
'success stories" in industry. Sir John Methven said that the
CBI did keep such a list, and they would be glad to provide
Ministers with examples: it was much easier to get publicity
for them if Ministers, and preferably the Prime Minister,
mentioned them.

As for the CBI's proposals for a wider economic discussion,
the Prime Minister said that the Government were considering
the proposal to set up a Forum. If such a Forum were
established, it would be important that small businesses should
be represented on it.

Sir John Methven then referred to the latest exposure draft
on inflation accounting. The sooner progress could be made on
inflation accounting, the sooner there would be a clearer under-—
standing of the real level of profit in companies. He hoped

/ that the
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that the Inland Revenue would clarify their approach to the
fiscal aspects. The Chancellor replied that this work was in
hand .

Thanking the Prime Minister for the meeting, ¢ John
Greenborough said that he hoped that she would be willing to
meet the CBI regularly; he suggested a further meeting in the
latter half of September. The Prime Minister said that she
would be willing to meet regularly.

Finally, Sir John Methven said that in speaking to the
press after the meeting he would only tell them what the delegation
had told the Prime Minister; they would not indicate what
Ministers' response had been.

The meeting closed at 1645.

10 July 1979

Distribution:

Private Secretary to the Chancellor of the Exchequer
Secretary of State for Industry
Secretary of State for Employment
Secretary of State for Trade
Sir John Hunt
Paymaster General
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You may by now know that alas I cannot accept your very
kind invitation to address the CBI Annual Dinner on. 16 May, 1980.
I know that Caroline Stephens spoke to you on the telephone
this morning explaining that I had three major political speeches
to make over that period and if you agreed I would be most grateful

if, for 1980, you could see your way to inviting the Chancellor of

the Exchequer.

I must apologise for bringing you this disappointing reply

but I know you will be the first to understand.

Perhaps we could negotiate a date for 1981 that did not

coincide with the Part-y commitments that I have around that time,

\...\.o’)-':

—
Sir John Hedley Greenborough, K.B.E. W
2
/

o




PRIME MINISTER c. Mr. Hoskyns
Mr. James

Meeting with the CBI at 1545 on Monday 9 July

The CBI delegation will consist of the following:

John Greenborough President, CBI

Adrian Cadbury Chairman, CBI Economic and Financial
Policy Committee

Fiennes Cornwallis Chairman, CBI Smaller Firms Council

Francis Tombs Chairman, Nationalised Industries
Chairmen's Group

H.A. Whittall Chairman, CBI Employment Committee
John Methven Director General, CBI

Donald MacDougall Chief Economic Adviser, CBI
Richard Dixon Director of Social Affairs, CBI

Sir John Methven has told me that they will wish to focus
mainly on two policy issues:

i) the exchange rate and competitiveness and the

related issues of high interest rates and exchange
controls; and

ii) the pay scene
B

Sir John has subsequently written to say that he may wish to raise

the issue of competition Eolicy. The CBI are unhappy with the powers
which Mr. Nott is proposing for the Director Ge of Fair Trading.
They think - unjustly in my view - that these powers are going to be

excessive and arbitrary. There has been correspondence between
Sir John and Mr. Nott on this matter, and Mr. Nott wrote to him
yesterday setting out the arguments for what he is trying to do.
This letter should have helped to assuage the CBI; but I understand
they may still raise it in passing. I think it would be unwise for
you to get involved in any detailed discussion on this, but in case
they do press the matter, I have taken the liberty of inviting

uAﬁx. Nott to the meeting. Other Ministers who will be coming are:

The Chancellor, Sir Keith Joseph and Mr. Prior. Q=
" — (=2
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I attach:

6 July 1979

Treasury briefing on the exchange rate, exchange
control, etc., and pay issues. (The pay papers
for E Committee are of course highly relevant.)

Department of Trade briefing on competition policy

A note by John Hoskyns
e

Detailed background material on the competition
policy issue (though I do not think you need bother
with this).

A letter from Sir Arthur Knight arguing the case
for a lower exchange rate. (He wants a meeting
with you; can I assume that you will not want
to see him?)

Recent correspondence between you and the CBI.




PRIME MINISTER

CBI MEETING

Here are one or two points which you may like to consider for your agenda
with CBI on Monday.

What are their views of the likelihood of serious industrial unrest
i T SR

this winter?
o

How much effect do they think our proposed union reforms will have
S e T
in redressing the union-management bargaining balance?

Union officials have lots of time to think about bargaining etc,
while managers have other things to worry about. Does the CBI
invest any effort, centrally, in giving its members the benefits of
its accumulated experience on negotiating (which is a skilled

business)?

What is the present position on the feasibility of an employers'
strike fund?

Methven is planning to urge his members to respond positively to
Budget. It would be interesting to know whether there are any
hard-edged proposals emerging or whether there will be simply vague
undertakings to 'try harder, do better'. Politically, they ought
to think of accompanying any initiative on a central strike fund
with other initiatives like reducing management perks in line with
cuts in taxation. I believe Methven is already suggesting some

action on perks.

They are bound to raise the question of the exchange rate, though
there seems little we can offer.

JOHN HOSKYNS
6 July 1979




DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SWIH OET Telephone 01-215 7877

Fromthe Secretary of State

Tim Lankester Esq
10 Downing Street
London SW1 4 Juiy 1979
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COMPETITION BILL: BRIEF FOR PM's MEETING WITH SIR JOHN METHVEN

As requested I attach a short brief for the Prime Minister's use
on Monday should Sir John Methven raise the Competition Bill in
a way which requires discussion. The brief is self-contained
but the issues are amplified in Sir John Methven's letter of

3 July and Mr Nott's reply of 5 July. It deals only with the
question of anti-competitive practices. Mr Nott will be able

to deal with any other points that are raised.

I am copying this letter and attachments to Andrew Duguid (Industry),

Ian Fair (Employment), Richard Prescott (Paymaster General's Office),
Tony Battishill (Treasury) and Martin Vile (Cabinet Office).

S oy

"’Z:;:: F{<Lu~;{

T G HARRIS
Private Secretary
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BRIEF FOR PRIME MINISTER'S MEETING WITH SIR JOHN METHVEN

COMPETITION BILL

1 Sir John Methven sent the Prime Minister a copy of
his letter of 3 July to the Secretary of State for Trade
complaining about the ne S_on anti-competitive
practices. IMr Nott replied fully in his letter of 5 July
to the points made by Sir John Methven. Sir John may
nevertheless raise the question with the Prime Minister
in passing.

2 The powers on anti-competitive practices will enable
the Director General of Fair Trading (DGFT) to mount a
quick investigation (subject to Ministerial veto) of any
f£iTm which he suspects of engaging in an anti-competitive
practice. He will publish his findings indicating wiether
if he has found an anti-competitive practice he intends
referring it to the Monopolies & Mergers Commission (IMMC).
If he refers the practice to the MMC (this can be vetoed
by Ministers) the IMMC must find the practice against the
public interest before it can be condemned. A firm can
offer an undertaking to the DGFT as an alternative to a
refe; e to the MIC if it so prefers. ere will be a
minimum size (£5m p.a. turnover) below which a firm cannot
be investigated ‘ess it has more than 25% of a market.
(Although the CBI know there will be a lower limit this
figure has not been announced). —_—

If Sir John does raise this issue the Prime Minister may
wish to draw on the following points:

i The new Eowers for selective investigation and control
are an integral part of the Government's decision to
abolish the Price Commission and strengthen competition
policy.

There are safeguards built into the process at all
stages (two ve%oes, publication of the DGFI's findings,
and order-making powers resting with Ministers). There
is to be a minimum cut off to the size of firms to be
investigated.

In order to meet the CBI's concern the DGFT will be
required to say whether he Thinks it appropriate to
refer an anti-competitive practice he has found to the
MMC to determine whether it is against the public
interest.

The resources available to the OFT for this purpose
(45 extra staff) are very small by comparison with the
number of staff in the Price Commission (530). The
number of investigations that can be carried out is
thus clearly limited.
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Although the definition of anti-competitive practice
is wide, the System involves selective investigation
and control, not outright prohibition as is common
in the EEC and elsewhere.

If the DGFT could only investigate firms with a market
share above a certain size, this would represent
little or no strengthening of competition policy by
comparison with the present Fair Trading Act powers.

CcP1
6 July 1979
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ADVICE FOR THE PRIME MINISTER

In your minute of 29 January, you asked for advice cn a
number of topics, of which the first was whether the Prime Minister
should see the President's Committee of the CBI to ask them what
they could do to secure a better export performance.

20 Since then we have been briefing for a meeting between the
Prime Minister and the CBI on g July, and trade performance

(in the light of exchange rate movements) has been covered. The

team which will be coming to see the Prime Minister is not the
full President's Committee but, as usual with the CBI, a smaller
group, including some members of the President's Committee

and staff support, specially selected for the occasion, faybe
this covers the point I was asked to advise on. But in case it
is useful, let me add the following.

558 The President's Committee itself consists of about two dozen
leading industrialists, including the Chairmen of a number of the
CBI's specialized committees and Regional Councils. It does not
normally perform representaticnal functions collectively; but it
did have drinks with the Conservative 1922 Committee and also

met the Press at Brighton. Whether there woula be value in the
Prime Minister seeing the Committee would depend on whether there
were messsges Lo get across to a wider audience than the smaller
group seeing her on Monday - two-way discussion is likely to be
easier in the smaller group. This is something she might like
to bear in mind on Monday if the discussion points up the need for
a further meeting.

/L. As to




L, As to what the messages should be, my own view is that
export performance alone is too narrow. With a rising exchange
rate, it is becoming equally difficult and important for
manufacturers to compete successfully in the home market.
Perhaps (following yesterday's NEDC) what we used to call
"productivity" - the efficient use of all factors of production -
is the key. But probably even more cruciaml is the need for
menagers to appreciate what the new monetary climate (including
its exchange rate aspect) implies for what firms can afford

by way of pay settlements. To the extent that the deceleration
of inflation implied by monetary policy is based on a reduced
rate of pay settlements, profitebility and employment will be
protected: otherwise the counter-inflatiocnary lesson will be
learnt only at the cost of severe damage to the economy as well
as to individual firms and employees. It is worth trying to
promote & climate in which this understanding is diffused.

5o This takes one into the whole question of how to get a
better public understanding of the economic facts of life, the
"Forum" etc, Regardless of decisions on an institutional
framework for this, it is obviously important meanwhile to take
such opportunities to influence the climate as arise, subject

to the important constraint that it would be easy for Ministers
to get into a false position of appearing to adopt an incomes
policy.

6. In sum, I think there could be value in the Prime Minister's
having centacts with the management side of industry across a
broad front - British Institute of Management and Institute of
Directors as suggested in your minute as well ss OBI, though the
CBI alone is represented on the NEDC and is likely to be the

Government's main channel for discussion and negotiation of

specific issues,. It would of course be important for such a
pattern of contacts not to get out of balance and to appear to
be concentrated only on the management side of industry.

s I suggest that the guestion of further contacts with the
management side of industry be considered again after the
Prime Minister has seen the CBI. It is possible that the
Chancellor also might wish to extend his contacts (I gather

/that he




that he declined a meeting with the BIM on the "Forum").

G I will deal sepsrately with the other questions in your
minute relating to the NEDC.

)

P V DIXON
5 dJuly 1979
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BRIEF FOR PRIME MINISTER'S MEETING WITH CBI ON 9 JULY

—_—

The CBI have indicated that they would like to focus discussion
at this meeting on two areas: the exchange rate (together

iy .
with the related issues of competitiveness, interest rates
_—

and exchange control) and the pay Scene. They have not
—

e
suggested an eneral discussion of the economic outlook

or of the effects of the Budget on industry but the Prime

Minister might care to glance at the material supplied in
Annex A as background. The Department of Trade will be
briefing separately on whether the issue of competition
poliey is ‘likely to arise at the meeting.

STRUCTURE OF THE MEETING

The CBI have given the Budget a warm public welcome and the
Prime Minister might express her appreciation for their
= support at the outset of the meeting. She sees the revival
of private industry as the key to our future economic
prosperity. She was therefore much encouraged to note the
recent CBI Council resolution recognising that the success
of the Government's economic strategy 'will hinge to a
large extent on the ability of managers and employers
throughout business to respond to the challeng and incentives
it provides" and to learn of the positive action which
individual firms have already taken in the light of the Budget.

The Prime Minister might then invite the CBI to unfold
their views on the exchange rate. The ensuing discussion
of competitiveness will lead naturally to talk of pay.




EXCHANGE RATE, COMPETITIVENESS, INTEREST RATES
AND EXCHANGE CONTROL

LINE TO TAKE
The Government is committed to controlling the money supply. This

is vital to tackling inflation. The recent changes in the exchange
rate and in interest rates need to be seen in that context.

23 The exchange rate has risen significantly since the Budget. This
has owed much to the continued rise in oil prices which has increased
the attractiveness of sterling to international investors. The high
UK interest rates which have been necessary to restore monetary
control have also played a part. But it seems possible that the recent
euphoria in the exchange markets has been somewhat excessive. However,

the exchange rate is determined by market forces and a Government
committed to monetary targets has only limited scope for influencing
it directly.

B We realise that the present strength of sterling will in the
short-term make it more difficult for industry to compete in both
el

domestic and world markets. We would like to hear the CBI's views

on how different sectors may be affected. But both sides of industry
must recognise that the main cause of uncompetitiveness is excessive
domestic cost increases and that devaluation is not a cure for these:

indeed it gives a further upward twist to inflation. A high exchange
rate reduces the cost of the raw materials and components which we
import and so helps to reduce the rate of inflation more generally.

As these effects feed through to the whole of the economy the problems
arising from a short-term loss of competitiveness will diminish.

4. For the benefit to inflation to be felt quickly it is vitally
important for companies to play their part by negotiating responsible
pay settlements that take account of changes in import prices and of
the competitive pressures in world markets and that, above all, are
related firmly to increases in productivity. Failure to do so will
certainly reduce competitiveness and threaten profitability, export
markets and jobs.




S High interest rates are not welcome. As inflation is brought
down and as we reduce public expenditure and borrowing, interest rates
will come down. But the Government inherited a situation in which the
money supply was getting out of control. In order to regain control
it was necessary to take immediate action in the Budget, including a
rise in MIR.

6. The Government intends progressively to dismantle exchange controls:
they cause unnecessary costs and distortions. But the effect on the
exchange rate and competitiveness of relaxing exchange controls is

very uncertain; in the short-term it might even be perverse. Our
exchange control relaxations must be seen as part of a long-term policy
of freeing the economy from costs and distortions and of building up
overseas assets to provide income when the o0il runs out. We are, of
course, giving careful consideration to when and what the next steps

in our programme of relaxations should be.

BACKGROUND NOTES

Background notes are attached on :

(G1) The exchange rate and competitiveness.

The consequences for industry of the loss
of competitiveness.

Interest rates.

Exchange controls.




EXCHANGE RATES
L

A graph showing exchange rate movements since the start of 1978 is
attached. For the first half of 1978 the rates declined both in
effective terms and against the dollar. In the second half of 1978 it
recovered fast against the dollar, touching $2 at the end of the year,
but this reflected the weakness of the dollar rather than the strength
of sterling. Sterling recovered a little in effective terms but ended
the year at 63 - 3 points lower than at the end of 1978.

2. Apart from the odd episode of selling)sterling has consistently
appreciated this year, gaining over 10% in both effective terms and
against the dollar. The movements aégznst the dollar relative to other
currencies have reflected the recovery in the dollar in the early part
of this year and then, more recently, some renewed weakness in the
dollar as a result of the oil price rises.

3. The day before the Budget (11 June) sterling closed at 67.3 and
2.07. By the close of Budget day (12 June) the effective was up to
68.3 and the rate against the dollar to 2.08. With the occasional odd
reverse sterling has climbed since then steadily. The current
effective level of around 71 is the highest since the present effective
index was introduced in 1977 while the present dollar rate of around
$2.23 is the highest for over four years.

INTERNATIONAL COMPETITIVENESS

4. There is no unique way of measuring international price or cost
competitiveness and none of the measures available are entirely
satisfactory. The two most common measures used are relative normal
unit labour costs and relative export prices. The table attached gives
figures and definitions for both these series.

5. As is apparent from the table, we have lost competitiveness
substantially over the last year as prices and costs in the UK have
risen rather faster than those in other countries while the exchange
rate has appreciated. By the second quarter of this year we were
probably less competitive in terms of our costs than at any time since
the early 1970s. The table also includes a rough estimate of what

our competitive position might be if the effective exchange rate
remained at 70 throughout the third guarter: this reveals a considerable
additional loss of competitiveness.
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MEASURES OF COMPETITIVENESS
Index Numbers 1975 = 100

Relative Normal Relative Expor
Unit Labour Costs (c) Prices d
1970 100.2 104.5
1971 103.6 106.7
1972 103.7 106.6
1075 92.6 97.8
1974 96.6 96.3
1975 100.0 100.0
1976 92.6 98.0
1977 88.8 102.8
1978 93.8 107.6

1977 Q1 88.8 98.7
Q2 88.1 102.1
Q3 88.1 103.4
QU 90.2 107.0

94.7 110.3
Q2 92.2 104.1
Q3 4.1 107.2
Q4 9.3 108.7

1979 Q1 98 (a) 112(a)
Q2 106 (a) 115(a)
Q3 110 (b)

For both series an increase means a loss of
competitiveness

(a) Rough estimates based on Treasury forecasts

(b) An illustration of what mig;‘,terl}a open if the
effective exchange rate were to / during QIII.
(c) Defined as unit labour costs in manufacturing in
the UK relative to those in other countries adjusted
for exchange rate changes and for cyclical variations
in productivity.

(d) Defined as the unit of value of UK exports of
manufactures relative to those of our competitors,
adjusted for exchange rate changes.




.TH'E CONSEQUENCES FOR INDUSTRY OF THE LOSS OF COMPETITIVENESS

One of the most significant features of the April CBI Industrial Trends
Survey was the continuing decline in optimism about export prospects and
the large number of firms worried about export price competitiveness.
The proportion of firms citing price competitiveness as a factor likely
to limit new export orders rose from 58% in the January survey to 67%
in April: although similar to the leczi.reached in the April and
October 1978 surveys, this was the highest figure recorded since the
question was first introduced in 1974. The latest CBI Economic Situation
report and the Financial Times Business Opinion survey confirm that
industry is becoming increasingly worried about the erosion of its
competitive position in both home and overseas markets.

2. The CBI themselves have in the last couple of years taken a fairly
balanced view about the implications of the high exchange rate. They
have, as in their recent Economic Policy and Budget Recommendations,
acknowledged the value of a high and stable exchange rate to counter
inflation policy but have also (with increasing force in recent months)
pointed to the problems created by the resulting loss of competitiveness.

58 The immediate prospects for trade,particularly in manufacturing, were
shown in the forecasts given in the Financial Statement and Budget Report
and are extremely poor - mainly as a result of worsened competitiveness.

A fairly flat path is predicted for export of manufactures, whilst

imports continue to rise. This results in a forecast of falling
manufacturing output and low profitability in the non-oil sectors.

Sectors most likely to suffer from price/cost competition are basic
chemicals, metal manufacture, mechanical engineering, textiles, clothing,
footwear and timber and furniture.

4. A high exchange rate increases domestic costs in relation to overseas
competiEEEET_EBEEET_SK¥_Eas a beneficial effect on the cost of imported
raw materials and, eventually, on domestic labour costs. Research
suggests that 1t could be several years before the bemeficial impact on
UK costs fully compensates Hr the initial loss of competitiveness.

Export performance also depends heavily on non-price competitiveness -
eg quality, design and reliability. There is much evidence to suggest
thag-zgé long-term fall i;-;E;-ﬁK share of world exports of manufactures
is associated with a fall in the relative quality and sophistication of
UK exports. —




INTEREST RATES

Lo Since the adoption of monetary targets in 1976 UK interest
rates have reflected the importance attached to restraint of
e

monetary growth, as well as external considerations. But the
relationship between interest rates and the rate of monetary
growth is complex, and much depends on market expectations

about such things as future inflation and public sector borrowing.
A table showing movements in both short and long term interest
rates over the last year is attached.

25 In the autumn of 1977 interest rates, especially at the short
end, were very low refizzzing the previous Government's policy
towards interveﬁ??on and the exchange rate at that time. Since
then there has been a general upward movement in rates as

funding of the PSBR and monetary control have assumed paramount

importance. The timing of changes has reflected expectational
factors to a considerable extent, however. Between April and

June 1978, for example, the rise in interest rates largely
reflected worries in the market about the implications of the
prospective level of the PSBR for 1978-79,and in the early part of
this year concern at the prospects for wage settlements and also
the likely level of the PSBER in 1979-80 resulted in an upward
movement in rates which was eventually followed by the MLR rise

to 14% on 8 February.

3. Between February and the June Budget| interest rates fell back
as market expectations became more sanguine about the outlook for
1979-80. But concern about the underlying rate of monetary growth,
and in particular about the very rapid growth of bank lending to
the private sector, prompted the Chancellor to announce an increase
in MIR of 2% in his Budget speech. After the Budget gilt-edged
stocks also rose; although there was an immediate burst of gilt
sales, the market was generally weak until the latter part of

June when substantial gilt sales were achieved and yields again
fell back.




9 June
10 July

August

1978
1978
1978

September1978

October 1978

November 1978

December 1978

January 1979
February 1979

March
April
May
June
June

July

1979
1979
1979
1979
1979
1979

Clearers'

base rates

9
10
10
10
10

123
123
123
13
12

12
12
14
14

3 months'

interbank

10 1/16
9 15/16
9 9/16
gEN5/16

10%

123

12 5/16

12 5/16

13%

11 9/16

113

112

11 15/16

1% 11/16

14

. *Yield curve rates as calculated on the nearest convenient date.




CONFIDENTIAL (Para 2)

EXCHANGE CONTROLS

A substantial first step in dismantling exchange controls
was taken on 12 June concentrating (as the CBI suggested in
their Budget representations) on outward direct investment —

(£5m ration of official exchange periproject per year; mno
restriction on reinvestment of profits; repayment of foreign
currency borrowing over 5 years). Controls on individuals
were also eased, - in particular those on private property
purchases overseas, and private and business travel.

Only two minor steps were taken on portfolio investment,
mainly to simplify the control. Sterling finance was
reintroduced (w.e.f. 5 July) for UK merchants engaged in
third-country trade (but not to banks because of the potential
size and volatility of outflow involved).

2. The CBI are expected to press strongly for an abolition
of the remaining controls: there have been several press
reports to this effect. The Chancellor is intending to
introduce a further package before the recess which would

—

1ift all restrictions on direct investment and make a
substantial start on portfolio. The CBI cannot be told
Eﬁli xet but can be assured that the Government is actively

considering when and how soon the next step in relaxing
controls should be taken

3. The CBI may argue that with sterling at its present levels
there can be no justification for not relaxing all controls
immediately. The response might be that the Government will
certainly take the present strength of sterling into account

when deciding on the next step in its programme. But exchange
controls have been in force for forty years and no-one can
predict what might happen if they were abolished overnight.

It is right to continue with a step-by-step relaxation,
although the intervals between the steps might be shortened.




CONFIDENTIAL
PAY AND THE PRIVATE SECTOR

Tactics

The CBI are likely to place their primary emphasis in
discussion on publicity and communication. They will
describe their own efforts in This area and may argue

that the Government are not doing enough. However, their
criticism of lack of Government effort seems to stem in part
at least from a misunderstanding of the Government's

role in this field. Since the Government require the full
support of bodies like the CBI in order to secure a
favourable pay outturn in the private sector, we suggest
that the Prime Minister might take the initiative in
explaining politely but firmly how the Government see

their role and how the CBI can help to further their
objectives.

Background

The CBI policy, as set out in their recent booklet '"Pay:

The Choice Ahead', is broadly in line with the Government's

view, subject to some difference of emphasis. Thus the CBI

place less weight on monetary policy - which they regard as

a necessary but not a sufficient condition for success -
e

and more stress on changes in collective bargaining procedures.

This is hardly surprising, since the latter is a field in
which the initiative ought to rest with employers not the

o Ll il el A
Government (except on trade union legislation). Again, the

CBI support a national economic forum but woula give it a
role rather beyond that which the Government at present have
in mind.

The CBI have already shown Treasury officials informally
a draft copy of their "Talking Points' brief which they
intend to circulate to their members advising them on points
to use in pay negotiations. The draft stresses that in
principle, pay negotiations should be flexible, taking into




CONFIDENTIAL

account factors such as company profitability, labour market
conditions and productivity. But it accepts that in practice
— —_—

negotiators are likely to use the increase in the RPI over

the past year as a base for their bargaining positions.
They therefore rightly remind employers of the way in which
the Budget tax cuts have broadly offset the rise in prices
stemming from last month's indirect tax increases; but

they then come close to advocating a 10-12 per cent pay norm

by not explicitly ruling out negotiating in terms of real take-

home pay (strictly, real family income). We think this is
potentially damaging, and senior officials have pointed out
the dangers to Sir Donald MacDougall who has agreed to look
again at the presentation of the material.

Points to make

3., The Government's view of private sector pay bargaining
is that firms should negotiate settlements based on what they
can afford in the light of current monetary policy. If they

settle too high, they will have to suffer the consequences;
there will be no one to bail them out. This cannot be
stressed too often, but it is for individual firms to work

out what this means in any particular case: there is no general
solution and there is little more that the Government can given
in the way of specific guidance.

ii. The Government will certainly continue to stress the
way in which the direct tax cuts in the Budget broadly
offset the effects of the indirect tax increases and they
have already pointed out that movements in the Retail Prices
Index will therefore not be an appropriate guide to changes
in real living standards over the months ahead. Indeed,
the Government are already giving consideration to an index
of real living standards to supplement the RPI.
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iii. But strictly speaking, neither movements in the RPI
nor changes in real living standards are relevant to the
level of pay settlements. These must be determined by
What Tirms can afford, taking full account of the economic
cmare operating. If a firm cannot
provide sufficient pay increasesto maintain real living

standards, then its workforce must either increase their

—_— - - - ~ -
productivity or accept _some decline. Unions will inevitably

e

use RPI movements as a basis for pay claims and there
may be circumstances in which firms will wish to dispute
the facts. But in general, it would be wiser to keep out
of this area completely. Detailed arguments about movements
in real incomes, as contained in the draft CBI brief,
or worse still, any specific suggestion of a percentage
increase needed to maintain real living standards, implies
both that RPI movements are relevant to pay bargaining
and acceptance oly%h%ugo“%%ﬁsw%&ch can all too quickly become
a floor for negotiation. The Prime Ministerwill wish to
stress to the CBI that it would be most unhelpful for
their advice to members to concentrate on the maintenance
of living standards.

on
iv. The CBI will beLerongcr ground in giving advice
to their members on how they should negotiate. As a result

——
of years of pay policy, management have in many cases forgotten

how to bargain effectively. They need to relearn this skill.

The CBI should also advise their members on what they can
really afford - often negotiators do not know. Frequently
they look only at their cash flow position and not at the
longer-term consequences of their decisions or even at the
wider market context, The draft CBI advice contains some
very useful information on, for example, the low real return
on capital for most British firms but more needs to be said

=)
to punch the message home. Unless industry is prepared to

adopt a new approach, the outcome must be disaster, given

the Government's commitment to a strict monetary policy.

The CBT should see it as their central task to put that lesson
across clearly and effectively.
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The national forum

The CBI will have noted the Prime Minister's remarks in

the House on 19 June that the Government propose to set up

a national forum "wider than the TUC and CBI" to discuss
economic issues. They themselves have advocated the
establishment of a national economic forum with Parliamentary
links, perhaps through a Select Committee,jn their

booklet on the future of pay determination. They foresece
four main functions for the forum:

i. to produce a regular economic analysis;
ii. to spell out the likely scenarios for the

year ahead on various economic assumptions,

including pay;
e

iii. to act as an authoritative source of facts and
v figures;
iv;//to educate the public on economic issues.

However, they stress that the emphasis of the forum should
rest with providing information, not fixing rigid norms.

Ministers will be considering these issues in due course
and no decisions have been taken as yet. While, therefore,
it is important to keep options open, there is probably
little more that the Prime Minister can add at this stage.

She will presumably not want tO raise the subject hersell
at this meeting. IF_?RE CBI do so, she could refer to her
earlier statements and indicate that Ministers had

not yet been able to consider together the appropriate
form that any forum might take. She would, of course,

be glad to hear any views which the CBI themselves might
have.
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BACKGROUND NOTE: THE BUDGET AND INDUSTRY
The Economic Outlook: General

1. The economic outlook to 1980 (incorporating the effects of the Budget itself)

were set out in the Financial Statement and Budget Report 1979-80. The prospect is

for economic activity to decline slightly over the next year or so; there will be

rather little change in real personal disposable incomes, a small fall in the level

of total output, and a rather larger fall in manufacturing output reflecting adverse
overseas trade movements. The retail prices index is forecast to be 16% higher

in the third quarter of 1979 than in the third quarter of 1978 - although it should
be only around 133% higher a year later. The adverse trend in British competitive-
ness is likely to continue though the current account is likely to remain approci-

mately in balance,

The Economic Outlook: Manufacturing Industry

2 The published forecast shows a 2%% fall in manufacturing production from the
first half of 1979 to the first half of 1980, The overall picture is very serious
for manufacturing industry - a sharp setback is envisaged from a situation which
industry regards as already depressed. The main features of the forecast are as

follows:-

a. output

Manufacturing output is expected to decline about 1% this year and 2% next year.

b. international trade

The outlook for manufacturing trade is particularly depressed. While exports are
virtually unchanged in volume between 1978 and 1980, imports rise by a sixth. This

is partly caused by an adverse competitive position in which UK unit labour costs

rise more than 10% relative to those of our competitors.

Ce employment and productivity
With the decline in manufacturing output, employment prospects are poor even though

productivity growth this year and next is expected to be rather worse than last
year's. Manufacturing employment is forecast to be more than a quarter of a million
lower in 1980 than in 1978.

d. manufacturing investment
The poor prospect for output, adverse profitability and high interest rates combine
to produce declines in manufacturing investment and stock levels from now on. The

prospect is for the level of private investment in manufacturing in 1980 some 10%
below that for 1979.

CONFIDENTIAL
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e. profitability and finance
The reduction in investment and stock building expenditure holds the non-oil

industrial and commercial companies' financial deficit down to a little over
€4 billion this year and mext, ie about 23% of GNP. This is a high level, though

not disastrously high, by comparison with previous periods; the worrying factor

however is that it occurs at a time of low Etofitahility and low investment, and

therefore may be more difficult to finance than if the climate were Zn expansionary

one.

' The position for manufacturing industry is therefore an uncomfortable one. Two
—

further qualifications are however necessary; one which would exacerbate the position

and one which would ease it. On the negative side, industry will bear the brunt of

a squeeze between tighter monetary policies and high exchange rate on the one hand

S o T
and the pressure of wage costs on the other. The Treasury model suggests that the

net effect of the budget package on wage settlements will be small. If this assess-
ment underestimates the increase, the long term prospects for manufacturing output

and employment will be gloomier still.

S On the positive side, it has not been possible to make an allowance in the
forecast for any dynamic effects on the supply side of the economy resulting from
improved incentives given by the Budget. Although these dynamic effects may not
add up to much in the relatively short period ahead covered by the forecast, to the
extent that they do exist the prospect for economic and industrial activity may be

less gloomy than implied by the forecast.

CONF IDENTIAL







DEPARTMENT OF TRADE 1 VICTORIA STREET LONDON SW1H OET Telephone 01-215 7877

Fromthe Secretary of State

Tim Lankester Esg

Private Secretary to the Prime Minister

10 Dovming Street

Tondon, SW1 Z quly 1979

I refer to your letgyf/;f 3 July about Sir John Methven's correspondence
on the Competition Fill. As you will see from the attached letter, my
Secretary of State has given a full and detailed reply to the points

in Sir John's latest letter.

My Secretary of State feels that the proposed policy is very close
indeed to what Sir John Methven advised himself whilst they were in
opposition and Sir John has discussed the proposals twice with the
Secretary of State since the election., It may be that he is under some
pressure from certain of his members to adopt 2 more formal approach.
My Secretary of State feels that it would be very damaging to the
credibility of our whole approach if we were seen to be yielding
further to CBI pressure.

My Secretary of State thinks that his letter deals with the points
raised by the CBI, and hopes that you will be able to persuade

Sir John not to raise the question with the Prime Minister on Monday.
As I mentioned to you, if Sir John does insist on raising the issues,
my Secretary of State would wish to be present.

I also attach previous correspondence from the Secretary of State which
Sir John did not copy to you.

I am sending copies of this letter and attachments to Andrew Duguid
(Department of Industry), Ian Fair (Department of Employment),
Richard Prescott (Paymaster General's Office), Tony Battishill
(Treasury) and Martin Vile (Cabinet Office).

\t}«v: .
Tm%

J M D Symes
Private Secretary







I.ARTMEN T OF TRADE 1 VICTORIA STREET LONDON SW1H OET ‘Telephone 01-215 7877

Fromthe Secretary of State

Sir John Methven

Director General

Confederation of British Industry

21 Tothill Street

London SW1 g’ July 1979

e ...

Thank you for your letter of 3 July. I am glad to note that you
accept that an effective competition policy is necessary.

As you know we felt, with you, that the effect of the Price Commission
Act has been damaging to jobs and investment while having a negligible
effect on inflation. This arose for a number of reasons including the
Price Commission's powers to freeze prices during an investigation

but also because it was never altogether clear whether the Price
Commission was intended to promote competition or to reduce inflation.
We therefore decided (and you welcomed our decision) to abolish the
Price Commission, but at the same time we regard it as essential to
ensure that competitive conditions should be promoted in industry. Ve
trerefore decided that we must, at the same time as abolishing the
Price Commission, take steps to strengthen our existing approach to
competition policy. This, as you know, is a two-pronged approach
designed to promote competition but to do so recognising that other
factors need to be taken into account in arriving at the public interest.
The new powers on anti-competitive practices which we propose to take
are designed to follow this approach.

The objective is thus clear and unambiguous (unlike the objective of

the Price Commission Act). Anti-competitive practices will be defined
in terms of their effect on competition, and although this definition

COXTA /g




is wide, it is by no means novel (compare for example Articles 85 and
86 of the Treaty of Rome) and unlike the systems in many European
countries, the EEC itself, and in the United States, a practice will
not be banned per se, but only after an investigation has shown it to
be anti-competitive - and it is contrary to the public interest - in
the circumstances in which it operates. As you know, in many other
systems, violation of the per se prohibition can lead to heavy fines.

The power we propose to take is one of selective investigation by the
Director General and possibly subsequently by the Monopolies and
Mergers Commission and as I have already explained, there will be the
power of Ministerial veto at both stages. The act of investigation
itself, although unwelcome to the firms being investigated, will not,

in contrast to the powers under the Price Commission Act, be accompanied
by the freezing of prices or any other sanction. Order making powers
will only be available if the MMC condemns the practice, though a firm
may offer the DGFT an undertaking earlier if it prefers to do so.

When we met on 21 June I said that, in order to meet your concern, I
would consider further the extent to which the Director General should,
in his published report, take account of the public interest. In
deciding the approach to adopt on this I have had in mind the situation
on mergers where the Director General offers me advice as to the course
of action to follow, and I have to decide whether to refer the merger

to the MMC to investigate. As you know, the reference to fhe Commission
does not indicate that the Government or the Director General think that
the merger is against the public interest, but rather that there are
matters relevant to the public interest which need to be investigated
further before a decision can be taken. Accordingly I am proposing to
include a provision to give effect to a procedure of this sort. The
Bill will thus require the Director General not only to publish his
findings as to whether what he has investigated is an anti-competitive
practice, but also whether he considers that the course of conduct is
such that it is appropriate for him to make a reference to the MMC to
determine whether it operates against the public interest.

contd/.....




If I went further and required the Director General actually to make
public interest findings, he would not only need to have the power to
summon witnesses for public interest hearings but this would inevitably
lengthen his own investigation and would add considerably to the burdens
on industry. I have in mind also that one of the principal beneficiaries
of these new powers will be smaller firms trying to establish themselves
in new markets.

I have written to you se£arately about the other two points in your
letter. On confidentiality I explained that the Price Commission
records will be subject to the Public Records Act 1958 and that it would

a draconian measure to provide that their files should be destroyed

otherwise not made subject to the Act. I have also explaimed that

is not my intention to allow the Price Commission's material to be
made available before 30 years have elapsed, and that I intend to
announce publicly my undertaking to consult the CBI if any change is
contemplated. As to the powers in section 2 of the Prices Act, I
have explained that the provision is currently being used to prevent
the diversion of EEC subsidies and to regulate the practice of
repricing food which has been displayed.

I would like to close by saying that I was surprised at some of the
remarks in your letter which seem to be based on a misunderstanding of
our proposals. You refer to the Director General being given authority
"effectively to control business practices", and that he is "to an

extent independent of normal judicial and parliamentary processes'.

Neither of these points is correct. His only power of initiative is

to mount investigations into suspected anti-competitive practices. He

is subject at the initial stage to Ministerial veto, and again at the
point where he makes a reference to the MMC. Although he will be able

to accept undertakings as an alternative to the latter reference, order
making powers, which are vested in Ministers and subject to Parliamentary
control, only arise following adverse findings by the IMMC.

contd/....




You refer also to firms being subjected to "long and costly Monopolies
and Mergers Commission investigations". Again, as I have explained, it
is a central part of our proposals that the MMC investigations into
anti-competitive practices should be carried out much more speedily
than has been the case for full-scale monopoly references and their
investigations will be directed only at limited questions. Moreover
the initial investigation by the Director General, which is subject to
a Ministerial veto and from which no sanctions flow at all, is
specifically designed to prevent any undue burden on industry by an
unnecessary reference to the Monopolies Commission. If I were to

give the DGFT precisely the same powers as the Monopolies Commission
it could involve industry in two full investigations on the same
reference.

%SWML,
S Nttt

JOHN NOTT
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Fromthe Secretary of State

Sir John Methven
Director-General

Confederation of British Industry
21 Tothill Street

TOMDON

SWAH. 9LP I 29 June 1979

Ow Gan dlatln,

At our meeting on 25 June, I promiséd to give further thought to the

ouestion of access to the Price Commission's commercially confidential
material over the next thirty years.

You rightly pointed out that before thirty years had elapsed, it

would be possible under section 5(4) of the Public Records Act 1958

for me or my successors to allow access to these files on an individual
basis, and that officers of the Office of Fair Trading could be granted
such access. As I indicated in my letter to you of 19 June, it is not
ny intention to allow the Commission's commercially sensitive material
to be made available to the public - or to the Office of Fair Trading —
before thirty years have elapsed. I can also confirm that it is not

my Department's intention to requisition any of these files for their
ovm purvose, or to let other departments requisition them. If except-
ionally these arrangements needed to be modified, the CBI would be
consulted beforehand.

L= wan vointed out at our meetinc. no administration can bind its
cunmarsors. However, T intend ta announce in the House, durine the
—mn=masn Af the maw lacislatinn. mv nronnsals for areservins the

zonfidentiality of the Commissinn's files over the next thirty vears,




Fromthe Secretary of State

and I shall certainly include in this statement the undertaking to
consult the CBI if any change in procedure is contemplated. While I
suppose it is conceivable that a future administration might wish to
modify the procedure, I do not think it is realistic to imagine they
would do so without at least informing the CBI of the change. This
would warn the CBI that scrutiny of files was at least a Dvossibility
and would open the - to representations and public pressure.

In the light of these proposals, I see no need to make further
vrovision in the legislation for protecting the confidentiality (
of the Commission's commercially sensitive information. T hope, :
however, that the arrangements meet most of Yyour worries._

Also, you raised the question of the consideration of the public
interest in relation to the reports of the Director Generals invest—
igations into anti-competitive practices. T asked my officials to
look again at this question and T hove to be able to write to you

shortly.
H1;v—$ éﬁ—”‘z"ﬂﬂ,

T

7%
fp- JOHN NOTT

(Approved by the Secretary of State,
and signed in his absence)
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Fromthe Secretary of State

Sir John Methven

Director-General

Confederation of British Industry

21 Tothill Street

Tondon, SWAH OLP \Q June 1979

e T

ABOLITION OF THE PRICE COMMISSION

Thank you for your letters of 31 May and 8 June about the new competition
legislation. 3
Ve have considered carefully whether the existing povers over food prices in
section 2 of the Prices Act 1974 should be abolished. I recognise the concern
of your members about the retention of general powers, but the provision is
currently being used to prevent the diversion of EEC subsidies and the regulate
the practice of repricing food which has been displayed. We feel therefore that
the powers are useful and should be retained.

On the question of confidentiality, I do very much appreciate the fears of industry

about the future of data collected by the Commission under their information-
seeking powers. However, the Price Commission are already subject to the Public
Records Act 1958 and it would be a draconian measure to provide that their files
should be destroyed or otherwise not made subject to the Act. Moreover, when

the National Board for Prices and Incomes was wound up, its files became subject to
the Thirty Years Rule along with most other categories of public records and I do

not think there are compelling arguments for treating the Price Commission differently.
There is of course no question of the Commission's commercially sensitive information
being made available to the public before thirty years have elapsed, but thereafter
it seems unlikely that disclosure could harm the firms concerned. I can also confirm
that the material will not be made available to the Office of Fair Trading. I hope

thercfore that this will set your members' minds at rest.




PR
In your letter of & June you referred to the provi‘:ions f‘o’r dealing with ant:)~
competitive practices. VWhile I note your remarks in favour of retaining the
25 per cent market share\statutcry monopoly criterion such a limitation would
not be consistent with oul general approach to these practices which can be
used to limit competition wherever there is an abuse of market power. I have
noted the two other points you have made on anti-competitive practices and will
certainly bear them in mind in formulating the detailed proposals.
I have also noted your remarks about the criteria of the Fair Trading Act.
Unfortunately the Bill will not provide a suitable opportunity for amending
the criteria of the Act, but we will, as part of our wider review of competition
policy, be considering whether the criteria should be amended and we will take

your remarks into account in that context.

2>
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Confederation of British Industry

21 Tothill Street
London SW1H 9LP
From the President: T.|.ph,,", 01 930 6711
Telox
Telanmmn
Sir John Hedley Greenborough KBE Cabustry London SW1

5th July 1979

Dear Mr. Lankester,

I am writing to let you know that those attending
the meeting now scheduled for 8.45 p.m. with the Prime
Minister on Monday July 9th at 10, Downing Street, are
as follows:

Sir John Greenborough President, CBI

Sir Adrian Cadbury Chairman, CBI Economic and Financial
Policy Committee

Mr. Fiennes Cornwallis Chairman, CBI Smaller Firms Council

Sir Francis Tombs Chairman, Nationalised Industries

Chairmen's Group

Mr. H.A. Whittall Chairman, CBI Employment Committee

Sir John Methven Director General, CBI

Sir Donald MacDougall Chief Economic Adviser, CBL

Mr. Richard Dixon Director of Social Affairs, CBI

Yours smcerely,

el zicn (M Tl

Personal Assistant to
The President

T, P. Lankester Esq.,

Private Secretary to The Prime Minister,
10, Downing Street,

London, SW 1,
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10 DOWNING STREET

PRIME MINISTER

CBI meeting next Monday 9 July
at 1500

Would you be happy that
the Chang€llor of the Exchequer,
Sir Kei Joseph and MVPrior

should attend on our side?

o i

3 July 1979

D Jle U
w\x




From the Private Secretary A A 3 July 1979

I enclose a letter which we have received from
Sir John Methven about competition policy. I would
be grateful if this could be covered in separate
briefing for the Prime Minister's meeting with the
CBI next Monday. It would ke helpful if this could
reach me by midday on FridaE so that I can tell
Sir John whether we ink the issue has been resolved;
or whether it is something the CBI could raise with
the Prime Minister on Monday.

I am sending copies of this letter and enclosure
to Andrew Duguid (Department of Industry), Ian Fair
(Department of Employment), Richard Prescott (Paymaster
General's Office), Tony Battishill (HM Treasury) and
Martin Vile (Cabinet Office).

Fooe

v

T.G. Harris Esq
Department of Trade.




Confederation of British Industry

21 Tothill Street
London SW1H 9LP
Telephone 01-930 6711
Telex 21332
Telegrams

From the Director-General; Sir John Methven Cobustry London SW1

3 July 1979

Deesz 1 k2 w&: mcfa(\,

We will be coming to see the Prime Minister on Monday 9 July.
Obviously we would wish, if the Prime Minister agrees, to

talk mostly about the economic and pay scene. But there is
one area where we are in danger of getting locked into an
unnecessary conflict on competition policy with the Department
of Trade: and that is over the proposed power to give the
Director General of Fair Trading the power to investigate
anti-competitive practices. We believe that there should be
some reasonable limit on that power: and the best way to make
my point is to send you three documents, which I enclose.

If we have not got this point resolved this week, I would

hope that it might be possible to raise this point on
competition (and this point alone) with the Prime Minister.

It might help you to know that I have done the Director General
of Fair Trading job and consider the powers he is being given
in its present form unreasonably wide.

T Foptsioo

A c

H [z Tl lettoec

-

Incidentally, I shall from Wednesday to Saturday of this
week be in Edinburgh hosting a three day Conference of all
my equivalents from Europe. But I can be got at the
Caledonian Hotel (Tel No: 031-225-2433). If you want

me, please do not hesitate to ring.

C Whitmore Esq
10 Downing Street
London

SW1




CONFIDENTTAL

PROPOSALS FOR THE PROMOTION OF COMPETITION

‘I'tie Government has | its proposals, as part of its new approach to
economic policy to strengthen Competition. It will, soon after the
Whitsun recess, introduce a short Bill to strengthen the powers of the
Director General of Fair Trading and the Monopolics & Mergers Commission.

s will alse be taken to abolish the Price Commission. This note
deals yith the Government's proposals to strengthen competition.

S

The Government's intention is to strengthen the power of the Director
Generel of Fair Trading and the Monopolies & Mergers Commission to deal
with practices which limit competition and to provide a new procedure for

enquiry into guestions relating to prices to determine whether the level

of prices is ?Tfected by a limitation of competition.

ANTI-COMPEIITIVE PRACY¥ICES

The Government's proposals on this point follow the recommendation (in
paragraph 1.12 rccommendation No 1) outlined in the recent Green Paper

WA Review of Restrictive Trade Practices Po].ic.y" Cmnd 7512). Chapter 6

and paragrapns 7.28 to 7.40 of he consultative document deal with
anti-compotitive practices. In accordance with the proposals of the Green
Paper we propose to give the Director General of Fair Trading (DGFT) a
power to carry out a quick investigation where he has reason to suspect

that a firm or firms are engaging in a practice (other than a registered
agreement under the Restrictive Trade Practices Act) which has the purpose
or effect of restricting or distorting competition. lle will be given powers,
much on the lines of those already available to the MHC, to gather
information and he will be required to publish his findings (but not to make
a full report). If following such investigation he reaches the prima

facie conclusion that the practice is restricting competition he will
(subject to veto by the Secretary of State) be able to refer the practice

by a particular firm or firms to the Monopolies & Mergers Commission

(1:¢) for investigation and report. The Commission will

Sed




then be required to report within a specified time whether the firm or
firms concerned is or have been carrying out the practice specified and
whether that practice restricts or distorts competition,and if'so whether
it operates or may be expected to operate apgainst the public interest.

In determining the public interest the Commission shall take account

of section 84 of the Fair Trading Act 1973. The MMC will submit a

report to the Sccretary of State, and the usual provisions about excisions

and publication 311 apply on the lines of the Fair Trading Act.

If the MHC's report is adverse, the Secretary of State will then have
the power by order to require the firm or firms to desist from the
practice or, if that would be inappropriate,to regulate their prices
(as provided for in Schedule 8 of the Fair Trading Act). Alternatively,
as with a monopoly report the Secretary of State may instruct the
Director General to ndgotiate suitable undertakings and then to monitor

them.

Ta addition, as an alternative to making a reference to the MMC following
his initial investigation, the DGFT will be empowered to accept undertakings
from firms and to monitor those undertakings. The sanction for breach of
such undertakings would be the power to make a reference to the MHMC.

These new powsrs on anti-competitive practices will apply equally to

nationalised industries and to the private sector.

PRICES -
The primary means of dealing with excessive prices will be by tackling
the limitations of competition that give rise to such prices, that isi-

a either by making a reference to the MMC under existing powes
where monopoly conditions prevail. This will enable the Director
General to deal with cases where competition is limited by the
structure of the market, and, as is alrcady the case under monopoly
reference powers, such a refcr?nﬁe cZN be limited to particular

aspects of behaviour including pricing; or

! 3
b by following the procedures outlined above for dealing with

anti-competitive practices.




Thus the DGET's powers to act on his own initiative will arise only whero
he has reason to consider that competition is limited in one or other of

these ways.

The Secretary of State will in addition have power to request the Director
General to investigate a price which he considers to be of major public
concern. Such a request will give rise to the same poweré of investigation
for the Director Sbneral as in the cases described abave, but he will be
required to produce a full report on the question. " This report will be
submitted to the Secretary of State, who will have responsibility for
publication and for excision of any matters that should be kept confidential,
The only powers which will flow from the report however will be the
possibility of a reference to the MHC as described above if the report
disclosed a limitation of competition ameanable to such action. There will
be no requirement to pte-notify price increases or to freeze prices

during an investigation, though, as described above, in the event of an

adverse finding by the MHMC, repgulation of prices might be appropriate.

NATIONALISED INDUSTRIES
Anti-competitive practices carried out by nationalised industries will be

subject to the same scrutiny as those of private industry. In addition the

Director General of Fair Trading will be given greater power
to refer nationalised industries to the MMC where there may be an.abuse

of monopoly power, which at preseni can only be done by Ministers.

INSTITUTIONS

To enable the DGFT and the MMC to carry out their enlarged functions
effectively and as speedily as possible, the Government is considering,

in conjunction with the organisations concerned the staffing, resources and
procedures of the institutions which will require some strengthening.

There will however be a substantial overall saving in public services

man power when the abolition of the Price ‘Commission is taken into account.

e




GCV/TRA/1 3 July 1979

At the ené of our meeting on Monday, I promised to let you
have a note of our principle recommendations relating to
your proposals on competition policy. Let me at the outset
say that we believe that an effective competition policy

is nscessary. What we are concerned to ensure is that the
proposals are balanced and fair. To that end, there are
three points which I wish to repeat to you.

First, we take strong exception to the present proposal on
anti-competitive practices which would be a uniquely wide
and dangerous power — particularly when compared with the
approach to this problem in other EEC countries. Experience
with the Price Commission illustrated the danger of giving
an independent agency wide powers and an imprecise objective.
We, therefore, see grave dangers in your proposal to give
DGFT authority to investigate and, effectively, to control
business practices without there being any statutory
indication of the intention or focus of that authority.

We believe it is a totally inadequate argument to say that
such practices are hard to define or may change through

time so that the power has to be flexible.

On the contrary we regard it as necessary discipline on the
authorities to reguire that the purpose of such powers is
specified, particularly when the agency concerned is to an
extent independent of normal judicial and parliamentary
processes. Otherwise the result will be uncertainty and
damage to business confidence and will be interpreted as
showing that the Government has not appreciated the strong
objections that business has in principle to this type of
regulation - and indeed to which we thought that your
Government itself was opposed.




=% =

One way to secure a clearer definition of the power would be
to have a market share criterion. But, if you reject this
approach, an alternative method — and one I strongly urge
you to adopt - is to require that DGET does not merely
Consider the narrow competitive effect of a practice but is
reguired also to report publicly with reasons, whether he
considers that thare is a prima facie case the practice has,
or may be expected to have, an adverse effect on the public
interest.

Ths central argument for this suggestion is that it is quite
possible to coasider that many business practices have an
competitive effect, although they are quite desirable
+her rezsons - for example long-term business contracts.
1a ba needlessly worrying for UK business if such
cas were thought to be open to scrutiny, analysis and
le prchibitiom, and that the only way through to
tion was through a long and costly Monopolies
igation. )

k you to raconsider your position on this. I must
s2r that this is an issue of principle and that
£ail to meet us on it or provide a
anation why that is not possible, CBI
sizh us to use every means at our disposal
e that we believe is reasonable and

necessary.

We also attach considerable importance to the question of
the future of Price Commission papers. We have your assurance
£rat OFT will not be given access to them during the 30-year
this cannot bind any future Government. It would
deterrent to possible misuse of the power
i +~horisation had to be publicised, and it would
nct prevea =ss for any legitimate purposes. I ask that
adopt chis proposal.

Bill will refer, as I understand it, to at least
= o Acts 2nd I doubt whether a reference to another
piecs of legislation would appreciably intensify the debate
on the principle of price controls. You must know that if
‘the Governmant are ever forced to use the power we will

oppose it wholeheartedly.

Rt Hon John Nott MP
Secretary of State for Trade
Dzpartment of Trade

1 Victoria Street

LONDON

S Wl

or General




GOV/TRA/1
8 June 1979

Since we last wrote to you regarding your proposals on the

Piice Commission and competition policy, we have been able

to consult more widely and give fuller consideration to

the changes you intend making. The purpose of this letter

is to record the points that we hope you can include in the
forthcoming Bill. L

Anti-compatitive practices

The proposed new power to enquire into anti-competitive
practices is causing some worry because, as I mentioned in
my earlier letter, it provides the DGFTywith an 11l defined
ronit to investigate wide .aspects of the behaviour of trade
and industry. Such a novel and complex nww procasdure does
not appear to be justified by the incidence of the practices
recorded in the 3reen Paper "A Review of Restrictive Trade
Practices Policy". You will understand that business is
inavitably suspicious of a power which extends beyond the
identified deficiencies in present law and procedure.

In this context there is therefore a strong argument for
retaining the 25% market share statutory monopoly criterion.
The CBI has for long supported this criterion on the basis
that it provides some reassurance to business about the
extent to whichthe wide-ranging powers embodied in the

/legislation




Rt. Hon. John Nott MP 8 June 1979

legislation could be used and that any cases falling
outside its scope are unlikely to have anti-competitive
effects of any major significance. We would hope there-
fora that you will reconsider the decision not to apply
the present market share criterion.

We should also like to see the adoption of two other
changes whichk would not unreasonably limit the remit
of the DGFT's power to initiate enqguiries.

First, the concept of a "restriction to competition” is
vaery vague and imprecise and could be seriously misleading
£or the authorities and bu iness. Thus many practices
restrict competition but are wholly desirable: for
exzample; price-cutting may increase market share and
hence the market power of a company, but it is hardly
unéesirable. To make the objective of enquiries and
ceferences more precise, we believe tha DGFT should be
required to consider not only whether a practice is,

prima facie, restricting competition, but in addition
whether there is prima facie evidence that the practice
has, or may have, an adverse effect on the public interest.

The DGFT is already obliged to consider the guestion of
the effect on the public interest in his consideration of
merger references (and, de facto, in considering moncpoly
references). Our proposal would therefore require him

to answer a question with which he is familiar under
present procedures.

A second type of change would remove from the scope of
the legislation very minor instances of anti-competitive
practices. We understand that yau may be considering an
exemption for small firms; and my officials have already
suggested that the DGFT should be required to assess
whethar the practice is having an adverse effect to an
economically meaningful or significant extent. Both of
these amandments would beof value.

Finally on the proposal on anti-competitive practices,
we note that it is suggested that the order-making power
following an adverse MMC enquiry of an anti-competitive
practice should include provision for the regulation of

/prices




Rt. Hon. John Nott MP =2 8 June 1979

prices "where this is appropriate". There has been
some concern expressed that, as a price enguiry may
prompt an MMC enquiry if a restrictive practice is
discovered, an effective system of price regulation

is being preserved. We hope that the order-making
power will only provide authority to require amendment
or cessation of the practice referred. If an analysis
wera to suggest that a practice was leading to high
prices, then removal of the practice would force the
price down, so a power to regulate the price directly
would be superfluous.

International competition

UK business today operates in a highly competitive EEC

and world market and there is always concern that national
cmmpetition law may be too parochial in its assessment

of the const. aints on business. We suggest therefore

that you take this opportunity to amend the public interest
criteria in the Fair Trading Act to include a greater
obligation on the authorities to have regard to the need
for UK 4industry to have the resources to ba able to compete
in the world market. Such a move would be seen by

industry as a welcome recognition that the new government
appreciates the realities of international trade and
campetition.

Finally, che points in this letter are in addition to
those contained in my letter to you dated 31 May.

ORIGINAL

Rt. Hon. John Nott MP
Secretary of State for Trade
Department of Trade

1 Victoria Street

London SW1
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Confederation of Britisﬁnlndﬂstry

21 Tothill Street
London SW1H 9LP
Telephone 01-930 6711
Telex 21332
Telegrams

From the Director-General: Sir John Methven Cobustry London SW1

GOV/PM/1 28 June 1979

b P P,

In the letter to you of 21 June, the President said that
we would be writing to all CBI members urging them to
respond to the new climate that you and your Government
created by the Budget.

I now enclose a copy of the letter which I have just sent
out. We shall be publicizing individual examples of

actions taken by companies and management in the new climate.
I have mentioned R T Z Wheal Jane in the letter to members
and I also enclose a copy of the letter that I have had

from Bob Thornton, Chief Executive of Debenhams, which

arose from a conversation which I had with him and to which,
I am sure that you will agree, he has responded in the
fullest fashion.

We will also be publicizing shortly a note which should
help managers to resist wage claims based on the RPI: and

I will send that to you, if I may.-I am sure that you will
agree that it is absolutely essential that we all get

over to the public in every possible way over the next two
months the fact that people really will have more money

in their pockets and that excessive wage claims pushed
through by the unions, will, in the absence of much higher
productivity, only lead to higher inflation and further loss
of jobs. I hope that you will agree that we might discuss
this information problem as one of the topics at the meeting

on 9 July.
for =

Prime Minister
10 Downing Street
LONDON § W 1

P
The Rt Hon Mrs Margaret Thatcher MP j’-"
—
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Confederation of British Industry

From the Director General, Sir John Methven 21 Tothill Street
i i London SW1H 9LP
To the Managing Director or Chief Executive Telephone 01-930 6711
Telex 21332

Tolegrams
Cobustry London SW1

28 June 1979

Over the last three years, I have written to all of you on a regular basis,
explaining in my own words what I believe that the CBI had achieved and the
objectives I thought we should be striking out for.

I had intended to use this letter as a normal report to you all. But that T
now think would be wrong. This letter needs to be straightforward and to the
point;arﬂlvmldaskymalltoreaditandthmdiscussitmu]ymr
colleagues throughout your organisation. My reason for asking this is as
follows.

Every one of us knows that we are entering a crucial period in the UK. We
have a Government which, in its Budget, has set out to do many of the things
that on the personal incentives front we have so long argued for. They have
taken risks, but they have been bold and couragecus. They have been bold in
dealing with the Price Camiission. I kelieve too, that they intend to move
firmmly on the Industrial Relations front. If they don't, they will get pushed
very sharply by the CBI!

So at last we have a Government which is intent on giving us - managers, employers
and shopfloor - many of the conditions for which we have asked: and they are
goingtoaskusall—astheyaremtit.ledto-mdgaregoingmrespond.

How can we - each of us - respond? At its meeting on Wednesday last week the
CBI Council responded by passing the following resolution (and the CBI Council
very rarely passes resolutions!):

'This Council fully supports the strategy and the direction of the Budget
and recognises that its success will hinge to a large extent on the
ability of managers and employers throughout business to respond to the
challenge and the incentives it provides. The CBI Council therefore calls
manCBIanberfinnstodoeveryﬂﬂnginﬁxai:mthmughthe
efficient and competitive management of their enterprises to ensure that
the policies, which the CBI has lang advocated and which are now being
pursued by the Government, lead to higher productivity, higher living

, more jobs and a more successful econcmy, in the interests of
the British people as a whole.'

The CBI, as I well know, has no power or right, of its own initiative, to make
pranises on behalf of its membership. It is not samething I would ever attempt.
Butwehaveleamedtoactaxﬂfighttogetheroverthelastﬂlreeyearswhenit




was rg.ly necessary — over Bullock, on Goverrment contracts, on sanctions: and
I thank you for that.

NwwhatIaskymtoshowonani:ﬁividualalﬁcmpanybasisisthatymrecognise
thatwehaveansvclimateformsjnessandthatwecanammlresmmtoit.

and above all by getting real productivity increases: by showing,

individual example after individual example, that we - as managers as employers -
are responding to the new climate by specific actions on the investment front, on
the wages and salaries front, on the productivity front and by explaining the facts
of life to our work—force to a much greater extent than in the past - encouraging
a much greater sense of involvement with the firm for which they wark.

Those of you who are owners of independent small firms (and you camprise the vast
majority of members of the CBI) have a special challenge. The way in which you
respond to the encouragement of risk taking will be crucial to the success or failure
of the Govermment's policy. I believe that now you have a real opportunity to do
the job you should be doing - taking risks and creating prosperity as a result.

I do not pretend that the next 12 months, or even thereafter, will be easy. The
world ecanamic outlook is certainly difficult. Indeed it may be that the CBI will
have substantial disagreements with the present Government, for example over what
changes the Goverrment should make in industrial relations legislation or over changes
to campetition policy. That is why the CBI is needed — to go on putting the business
point of view, irrespective of who is in Government.

‘But that should not and, T believe, will not deter each and every one of us fram

to the new climate and doing our best (which means much better than in the
past) to deliver a high output, high earnings econamy which will enable us to create
the free, prosperous and caring society in which we all believe.

If we fail in this new enviromment - when we are being given the sort of incentives
we have asked for - we may never be believed again. We may never get such a chance
again. And we shouldn't be surprised then if other, unpalatable, alternative
strategies gain more attraction.

I can assure you that every one of the CBI staff in the Regions and in Tothill Street
(not least myself) will be ready to help you. In particular I will be sending you
shortly a note on inflation, pay and the changes in personal taxation which I hope
that you will find helpful.

But please tell us specifically how you are responding to the new climate and what
you are doing. We want to help to publicise it.

Yes, this is a call to ams. This is a call to be positive and to publicise what
we are doing. This is a call to show that we believe in a market econamy and that,
when given the right conditions, we can make a market econamy work for the benefit of
the British people as a whole - even though it may take us same long time fully to
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Thank you very much indeed for your letter of 25 June 1979.
If I may say so I was absolutely delighted to read it.

I am taking the liberty of including a copy of your letter
in a letter to the Prime Minister which I now enclose.

I am sure that she will be as delighted as I am.

Are you going to publicise what you are doing? And, would
it be possible for us to use the information provided

that we do not in any way use your name unless you agree
to it? I feel it is a question of getting a stone rolling:
and what you have done should greatly help.

R C Thornton Esqg
Deputy Chairman and Chief Executive
Debennhams Limited
1 Welbeck Street
London W1A 1DF
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25th June, 1979

Sir John Methven,

Director General,

Confederation of British Industry,
21 Tothill Street,

London, SWIH 9LP.

e
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I thought I would drop you a line and let you know
something of ths general feeling in the Debenham Group as a
result of the new Budget.

First, and I am writing with restraint; there was
a strong surge of patriotic feeling went through the senior
management as the realisation sank in that here at last was
a Government azcting in the best interests of the country.
With this c 2 Gotermination to make the Budget work.
Here ars a few of the things we have decided to do as a result:-

1. The increase in V.A.T. has left us in some
confusion about our sales, margins and stock
planning for the future. The one point,
however, which comes out most clearly is the

‘grave danger of a drop in unit sales with
resultant price increases throughout the
TOup. We have, therefore, as a matter of
urgency, instituted a review of all our
sources of supply to ensure that the axe falls
most gently on the suppliers, particularly in
the U.K., with whom we wish to have growing
long term relations. This means, of course,
a cruel blow to a number of fringe people;
but we take the view that in any case one of
our problems as a country is that we have too
many fringe activities.

"Although we regard ourselves as the lowest cost
Department Store Group in the world, we have
instituted another look at all our costs,
particularly those associated with the bureau-—
cracy, both our own and that of Whitehall which,
as you know, imposes on us heavy demands for
paper returns, etc. We are going to perform
surgery with zest I look forward to the first
confrontation with some Whitehall Department

asking /
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asking for returns that we are no longer going
to send them. I should be glad if you would
tell your friends in Government that this is
going to happen and I will keep you informed
of how the battle goes.

We have struggled here for a year or two with
a number of fringe activities of our own and
have probably been self-indulgent; we shall
be closing down a number of these within a
matter of weeks and hope to claw back £5m. of
capital and put it to better use.

I am attaching an extract from the Financial
Timss of 15th June which gives you a clear
picturs of our investment programme and our
optimisa about the United Kingdom. It makes
no mention there of the $40m. of sales we
achieve in the United States. We intend to
grow in that market from profits achieved there
and without cost to the U.K. will build up a

- pard selling, high return asset.

We belizve that the Chancellor means what he

says about credit and therefore we are increasing
our credit charges in order to damp down this
pethod of selling and, incidentally, make more
monsy.

Wa are looking again at fuel and distribution
costs and, in particular, at company motor cars.
We hopa to come up with an idea for putting the
choice back on the individual. We provide over
700 company cars and what we have in mind is to
give staff the money instead. We think this
will encourage them to be more frugal in their
use of cars and fuel.

It was a pleasure to see you again the other day and,
on behalf of my colleagues I want you to be assured, and pass
the message on, that we intend to support the Government in its
actions.

Yours sincerely,

é:{, ﬁ/u,@;«,\/\/{i—k—«—-.
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From the Private Secretary 28 June 1979

The Prime Minister will be receiving a delegation from the
CBI at 1500 hours on Monday, 9 July. The delegation will probably
consist of: Sir John Greenborough, Sir John Methven, Mr. Astley
Whittall, Mr. Richard Dixon, Mr. Fiennes Cornwallis, Sir Adrian
Cadbury, Sir Donald MacDougall and Sir Francis Tombs. Sir John
Methven has told me that they will wish to focus mainly on two
areas: the exchange rate and competitiveness, and the related
issues of high interest rates and exchange controls; and the pay
scene. On the latter, the CBI will want to tell the Prime
Minister what action they are taking to impress upon their members
of the need for a tough stance in the coming year's pay negotiations.
They will also want to discuss the Government's own efforts in
communicating the need for pay restraint, taking into account
the income tax reductions in the Budget. Sir John tells me that,
in the CBI's view, the Government is not doing enough on this
front.

I should be grateful for briefing for the Prime Minister, to
reach me by 1700 hours on Friday, 6 July. I expect the Prime
Minister will wish the Chancellor of the Exchequer and the
Secretary of State for Industry to attend the meeting; I will
confirm this when the Prime Minister returns from Tokyo.

I am sending copies of this letter to Andrew Duguid
(Department of Industry), Ian Fair (Department of Employment),
Tom Harris (Department of Trade), Richard Prescott (Paymaster
General's Office) and Martin Vile (Cabinet Office).

T. P. LANKESTER

A.M.W. Battishill, Esq.,
HM Treasury.




PRIME MINISTER

Sir John Methven telephoned me today.

He was much concerned that your seeing Mr. Murray later
this week had become pretty widely known and he was, in
consequence, being taken to task by the senior members of the
CBI for not having made contact with you on their behalf. It

was being put to him, crudely, that one would expect a Labour
Government to have an early and informal contact with the
General Secretary of the TUC, and one could see the point of
a Conservative Prime Minister having an early meeting with
him, but surely the CBI ought to be given precedence.

John Methven, who obviously felt embarrassed by this,
answered his own problem by saying that, of course, he was
aware that you already had a good understanding of the CBI's
position and his own judgement had been that you did not need
him to bother you at this stage simply to tell you what you
already knew. Their Committee had last week been to see the
Chancellor of the Exchequer about the Budget so they were in
contact with the Government. Nevertheless he said it would
be of great help to him in relation to the CBI membership if
he could come to see you from time to time. He would like to
be able to indicate that this would be your intention, although
he himself is not pressing for an early meeting.

It is a pity that what was intended to be a private
meeting with Mr. Murray has become fairly well known. The
difficulty about having an early meeting with the CBI, whether
it be John Methven alone or two or three of the President's
Committee with him, is that as John himself would be the first
to say, they have nothing particular that they want to put to
you or that merits your attention at this stage. That is why

he suggests he should make it clear that, while there is no
immediate need for him to come and see you simply because you

/are seeing




are seeing Mr. Murray, you have said that you would see them
periodically to keep in touch. Would you be content for him
to let this be known?

o KKS .
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29 May 1979







