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1. Ihe Cabinet were informed of the business to be taken i n the 
House of Cautions i n the following week, and of the proposal 
that, subject to the progress of business, the House should r i s e 
for the summer adjournment on Friday 28 July u n t i l Tuesday 17 
October. 

SECRETARY OF STATE FOR SOCIAL SECURITY said that i n the 
week i t would be necessary to seek to reverse i n the 

of Commons an amendment passed i n the House of Lords to 
Social Security B i l l which linked increases i n Child Benefit 

i n Family Credit. Ihe amendment would r e s u l t i n 
cant additional expenditure cn Child Benefit - the cost 
year's uprating of benefit would have been £675 million 

i f the provision held been i n force at the time of the 
- but reversing i t was l i k e l y to prove d i f f i c u l t . He 

was grateful for the help of the Lords Business Managers i n 
handling t h ^ S S i l l , but the d i f f i c u l t i e s encountered i n the House 
of LordsfmacWmeant that concessions had had to be made i n 
relation *SSvaSSb? amendments which were undesirable on policy 
grounds, s i f c ^ w ^ r o b l e m s had arisen i n the Lords i n relation 
to seme othe^-^Wernment B i l l s , which made the satisfactory 
planning of Gorcymrat policy very d i f f i c u l t . 

AFFAIRS 

tition of the 
Labour Scheme 

ious 
rence: 
9) 24.2 

up a short discussion, said that 
much too frequent, were bound to 

of the House of the Lords i n 

THE PRIME MINISTK 
such events, which 
revive questions 
relation to financial 

The Cabinet -

Took note. 

2. IHE SECRETARY OF STATE FOR EMPIO^NT said that s t r i k e action 
had started the previous Monday in former Scheme ports. 
Although the action had been strongly supported i n the older, 

Hull and 
istered dock 

ether with 
not a l l of 
!ted a l e s s 

art and 

larger former Scheme ports such as Tilbury 
Southampton, nationally about 1,000 fo:' 
workers had reported for work and their 
the efforts of management had allowed 18 
small size, to continue operating. This 
comprehensive response to the s t r i k e c a l l than 
General Workers Union (TCWU) had hoped for 
Government had predicted, and i t remained to be 
this would have on the development of the s t r i k e 
factor would be the extent to which flying pickets w< 
operate and t h i s needed to be watched very closely, 
there had been no sign of such a c t i v i t y so far. Devel 
the ports of Southampton and the Grimsby-Immingham complex 
l i k e l y to be an important indicator as to the l i k e l y outcome 



ndustrial A c t i o n 
JI the Local 
lovemment Sec tor 

,revious 
teference 
1(89) 24.2 

ndustrial Ac t ion 
in the Transport 
ector 

1revious 
eference: 
£ 1 24.2 

the s t r i k e nationally. So f a r there were no reports of 
indus t r i a l d i f f i c u l t i e s caused by the s t r i k e . Seme 1500 dock 
workers had taken voluntary redundancy under the compensation 
scheme, which appeared to be working well. On the whole the 
port enployers had been successful i n putting across the case 
for abolition of the Dock Labour Scheme and they continued to 

ready to negotiate new terms of employment on a l o c a l 

Y OF STATE FOR EMPLOYMENT said that the situation 
caus&l by s t r i k e action by members of the National Association 
of Local Government Officers (NALGO) was l e s s damaging than 
might have Jseen expected. Strike action i n the Midlands and 
the South ifesSjwas l e s s than i t had been the previous week. No 
major proB^ems^Jsad been reported with essential services and, 
contrary to a f a i J * by NALGO, i t appeared that only about half 
of NALGO mE9Sb£95)were taking s t r i k e action and that t h i s 
proportion was 

IHE SECRETARY OF STAT 
management had met a l l 
for t a l k s i n t h e i r 
machinery under the auspil 
Arbitration Service (ACAS) 
ta l k s about pay bargaining 
that further talks on that 
However, subsequent discussions 
National Council had broken down 
offered a l l three r a i l unions an 
pay, the increase recommended by 

PORT said that B r i t i s h R a i l (BR) 
way unions on the previous day 

about pay and pay negotiating 
Advisory Conciliation and 

regress had been made i n the 
and i t had been agreed 
d take place that day. 
jfithin the Railway Staff 

R a i l management had 
of 8.8 per cent on 

Railway Staff National 
Tribunal (RSNT) in relation to members of the Transport Salaried 
Staffs Association (TSSA) only. This 
payable, however, from the date when 
Union of Railwaymen (NUR) and Amalgamated 
Engineers and Firemen (ASLEF) ceased th e i r 
action. The offer was also subject to th 
cashless pay and the scaling down of pay suppl 
i n the South East previously offered by BR. The 
representatives had walked out of the talks on h 
conditions. BR had subsequently offered TSSA rep: 
payment of the 8.8 per cent pay increase from 10 
recognition of the fact that TSSA members had not so 
industrial action. But t h e i r offer was otherwise subj 
similar conditions on cashless pay and the scaling 
South East supplements. TSSA representatives had asked 

would only be 
f the National 
of Locomotive 

industrial 
iction of 
or s t a f f 

ASIEF 
these 



for a written statement of the offer made to them, but had 
subsequently commented publicly that BR had dishonoured the 
RSNT award by attaching conditions to the offer. BR would be 
writing to a l l three unions l a t e r that day confirming i t s 
various offers and demanding further t a l k s . Ihe situation could 
therefore develop rapidly. 

discussion, the following points were made: 

The increase i n the BR pay offer from 7 per cent to 8.8 
cent was a sizeable one. No additional subsidy would be 

l i a b l e frcm public funds to meet, the extra cost of t h i s 
which would have to be found from offsetting 

ivings, hence the conditions attached to the revised offer. 
The supplement for s t a f f i n the South East would f a l l on tap 
of the i«cseased national pay rate. m 
they had י 
example, to' 

Die that BR management had handled the 
negotiations badly. The conditions which 

\ed to t h e i r revised offer appeared, for 
taking back seme offers already made. 

c. More serii 
i n getting i t s 
dispute. This 
a single, convinc 
there had been 
successfully i n 
the point had not 
reasonable for BR's rev' 
those union members, beloi 
industrial action, and that 
would have to be met by of 
increases. 

BR management had not so far succeeded 
to the public on the issues i n 

because of a failure to put forward 
gement spokesman, partly because 

to marshal the arguments 
gement's case. For example, 
s a t i s f a c t o r i l y that i t was 

fer to treat more generously 
the TSSA, who had not taken 

in the offer to 8.8% 
savings or higher fare 

THE PRIME MINISTER, summing up the^discussion, said that the 
Cabinet were agreed that management's side of the r a i l dispute 
needed to be presented feu: more s k i l f u l l y 
identify one, or at most two, c r e d i b l 
present the management view consistently 
ensure that the Board arranged for 
systematically coached i n the arguments to 
of conveying them. The Secretary of State 
continue his efforts to ensure that BR 
urgent action to meet these needs. 

The Cabinet -

was a need to 
who could 

jively, and to 
to be 

the ways 
should 

took 

Noted with approved, the Prime Minister's summing up ο 
discussion and invited the Secretary of State for 
to proceed accordingly. 



3. THE FOREIGN AND OCMMDNWEALIH SECRETARY said that the 
current v i s i t to the United Kingdom of the Prime Minister of 
Pakistan, Miss Benazir Bhutto, had been going well and i t was to 
be hoped that i t would be helpful to her in domestic p o l i t i c a l 
terms since democracy i n Pakistan was s t i l l f r a g i l e . During 
Miss Bhutto's meetings with B r i t i s h Ministers the discussions on 

d for Pakistan had been satisfactory and there were no major 
a t e r a l problems. Ihe main subject had however been the 

ti o n i n Afghanistan. Miss Bhutto was firm i n support of 
ghan resistance although inpatient over t h e i r p o l i t i c a l 
tence and fa i l u r e to get r i d of the Najibullah regime i n 

The main problem remained the continuing lack of 
iveness of the interim government and t h e i r f a i l u r e s of 

communication with the Resistance leaders i n the f i e l d . 
Meanwhile on the wider international stage the p o l i t i c a l scene 
was shift, 
pressure 
United Na 
the Afghan 
message was 
government 
Pakistan would 
i n i t i a t i v e to 
autumn. As for 
contributed to bring 
also repeated 
threshold of aoqulr 
proposal for Pakistan's 
safely on the agenda for 
Meeting at Kuala Lumpur i n 

Pakistan was l i k e l y to ccme under increased 
Summit of the Non-Aligned Countries and at the 

Assembly i n favour of a ceasefire between 
and the Najibullah regime. Miss Bhutto's 
co-ordination on the part of the interim 

i a l . I t remained to be seen whether 
e to devise seme kind of p o l i t i c a l 

diplomatic high ground before the 
relations with India, Miss Bhutto had 

a much improved climate. She had 
t Pakistan would not cross the 
lear weapons capability. Ihe 

to the Commonwealth was now 
crronwealth Heads of Government 

ד 3  ׳

m 

Argentina THE FOREIGN AND OCMMDNWEAITH SECTARY said 
election campaign, the new Argentine President, 

revious had made a number of violent statements 
Reference: intentions toward the Falkland Island 
C(89) 18.3 inauguration, both he and h i s Foreign Μ 

clea r public statements suggesting that thi 
over the Falkland Islands cculd be set 
providing the opportunity for Argentina and t h 
to address a more practical agenda for an imp: 
over the Falkland Islands. These l a t e s t sta 
be treated with very great caution. But i f 
genuine change of attitude there could be scope for 
trade, transport, fisheries and other p r a c t i c a l 
Argentina faced an enormous economic c r i s i s . The tough 
j u s t announced by the Argentine Government new needed to 
into effect. 

that during his 
Mr Carlos Menem, 
about Argentine 

Following h i s 
br had new made 

sovereignty 
side, thus 
Kingdom 
tienship 

ed to 
k a 



Republic of 
South Africa 

Previous 
Reference: 
CC(89) 15.3 

THE FOREIGN AND CCMMONWEAKLH SECRETARY said that the United 
States President, Mr George Bush, had catpleted h i s v i s i t to 
Poland and was new i n Hungary. His presence had given great 
encouragement to democracy. The United States position on 
economic assistance was generally close to that of the United 
Kingdom. Ihe help he had publicly announced for Poland was 

modest - rescheduling of debt due for repayment t h i s year 
a sum of $115 million for s p e c i f i c assistance, subject to 

ional approved. On the question of Polish debt i t was 
rtant to maintain pressure for an agreement with the 

tional Monetary Fund and for economic reform, and t h i s 
to be considered further a t the forthexsning Summit of 
of State and Government of the seven industrialised 

ies i n Paris. Recent attempts by the Federal German 
Republic to put together a major economic package for Poland 
appeared to have f a i l e d . President Bush would no doubt also 
announce me£&jt a i d for Hungary during h i s v i s i t to Budapest 
though decBilywere not yet available and the position of the 
HungarianNsQygS^was l e s s serious. 

THE FOREIGN AND 
meeting between the: 
the imprisoned lea! 
Nelson Mandela, did 
their j o i n t endorsement' 
South Africa was being" 
repeated demands that 
pursuit of i t s ends. THE 
this meeting had taken place 

The Cabinet -

Took note. 

SECRETARY said that the recent 
African President, Mr Ρ W Botha, and 

rica n National Congress (ANC), Mr 
any s p e c i f i c new i n i t i a t i v e . But 
case for peaceful development in 
reted as a move towards the 

iduld repudiate violence i n 
STER said that the fact that 

d be welcomed. 

COM UNITY 4. IHE CHANCELLOR OF THE EXCHEQUER said 
AFFAIRS of the Economic and Finance Oouncil of the 
— been held on 10 July. A useful innovation ha! 

Economic and of a surveillance discussion, i n highly r e s t r i 
Finance the economic p o l i c i e s of member countries. Ihe 
Council interest i n the discussion had been the pressure 
10 July to do away with subsidies to industry including th< 

and shipbuilding as well as agriculture. This i s s u 
raised i n i t i a l l y by Belgium but the Netherlands and 
taken i t up i n addition to the United Kingdom. The 
Finance Ministry representative had privately welcomed t h 

i r s t meeting 
idency had 

holding 
ion, of 
int of 



Informal 
Meeting of 
Social 
Affairs 
Ministers 
10 July 

THE FUTURE 
OF THE LEGAL 
PROFESSION 

representations. There had been no discussion of taxation of 
savings and Madame Scrivener had not attended the meeting. 
However the effective withdrawal of e a r l i e r proposals i n t h i s 
area had been i m p l i c i t l y conceded by the circu l a t i o n by the 
Commission of a note new headed F i s c a l Cooperation. The 
question hew far member countries might be prepared to go to 
increase measures of cooperation i n relation to tax evasion 

ined to be seen. I t seemed l i k e l y that discussion would be 
on t h i s subject i n October. At lunch the Commission 

the French Presidency had set out the timetable of work 
they envisaged over the next months on Economic and 

Union (EMU) to follow up the conclusions of the Madrid 
Council. He had made cle a r the United Kingdom's 

[tion to develop ideas for alternative models of EMU to 
contained i n the Delors Report. There was expected to be 

a stocktaking discussion i n t h i s area a t an informal meeting to 
be held invQfi^d'Antibes i n September. 

FOR EMPLOYMENT said that the Minister of 
Cope, had attended an informal meeting 

on 10 July. A Working Group of 
to give further consideration to a 
The United Kingdom had agreed to 

i t s position was f u l l y reserved, 
it offer opportunities to expose 

i e s . 

THE SECRETARY 
State for Empl 
of Social Affa. 
o f f i c i a l s had been 
possible Social 
participate on the 
The meetings of the 
differences among other 

The Cabinet -

Took note. 

5 . The Cabinet considered a memorandum by the Lord Chancellor, 
(C(89)10), to which was attached a draft_/ij52j£e Paper on the 
future of the legal profession. 

THE LORD CHANCELLOR said that the broad p: 
Papers published i n January had been j u s t i f 
response. Talcing the main proposals i n turn/ 
rights of audience, been seme c r i t i c i s m that 

the Green 
,the public 

khad, on 
Paper 

proposals would have given the Executive too much 
area. He believed that t h i s c r i t i c i s m could be 
proposed that b a r r i s t e r s qualified by the Bar's 
education and training should have rights of audi! 
a l l courts and tribunals and that the Law Society should 
empowered on the face of the statute to declare 
qualified to plead i n a l l courts. This e x p l i c i t power for 

that 
He 
on 



Law Society would meet the Society's own representations and 
demonstrate that the Government had not weakened i n i t s 
determination to make reforms where they were needed. The rules 
of the law Society under which they determined qualification for 
advocacy would require the concurrence of the Lord Chancellor 
and the four Heads of Divisions i n the light of advice frcm the 

Advisory Committee an Education and Conduct. This 
lowed the existing model for j u d i c i a l approval of the 
iety's rules on advocacy and conduct. The Sub-Ocmmittee cn 

i t i o n Policy of the Ministerial Steering Committee cn 
Strategy (E(CP)) had broadly endorsed these proposals, 

also been concerned that the intention to extend rights 
Hence should be stated on the face of the statute. The 

redraft of the White Paper attached to C(89) 10 accordingly said, 
i n paragraph 2.4, that the statute would contain such a 
provision y^fetbelieved hcwever that the main emphasis should be 
put on th f j m e v e x p l i c i t pcwer to be given to the Law Society as 
soon as tnS^fiSX was passed and i t might be that a statement 
l i k e that irfjjaraaraph 2.4 would weaken the effect of that 
proposal by sftg^Sf/ipg that the extension of rights of audience 
lay further 

The proposal i n 
general effect was 
empowered to offer 
The White Paper con 
ensure that the s e r v i 
c o n f l i c t s of interest 
i n a l l cases c l i e n t s 
with the s o l i c i t o r or 
transaction. On contingency 

Paper which would have the greatest 
ding Societies and banks could be 
ing services to t h e i r borrowers, 
range of proposals designed to 

of a high standard and that 
, including the proposal that 
offered a personal interview 
conveyancer conducting the 

White Paper proposed to 
allow speculative actions, as 
lawyer and c l i e n t to agree a 
related to the costs otherwise 

and, with a r i ^ t for the 
ge u p l i f t i n fees 

I t rejected the more 
linked to a proportion extreme alternative of contingency 

of the damages received. FinalTy, on multi-disciplinary 
partnerships the White Paper proposed to abolish the statutory 
bar on the formation of such partnershi] 
future the professions would be able to 
the matter, but they would be subject to 
r e s t r i c t i v e trade practices l e g i s l a t i o n 
related to advocacy and the conduct of 
required the approval of the lord Chancellor. 

s o l i c i t o r s . I n 
i r cwn rules, on 

ier the new 
far as they 
on and so 

I f Cabinet agreed the White Paper, he would pub! 
make an oral statement, on 19 July. Since i t ref! 
proposed White Paper on r e s t r i c t i v e trade practices i 
desirable for that White Paper also to be published on 
that day. 



|«PONF>0ENTtM} 

In discussion, the following were the main points raised: 

a. Paragraph 2.4 of the draft White Paper not only risked 
weakening the impact of the decision to give the Law Society 
the immediate power to confer rights of advocacy, hut was 
unnecessary. Ihe objectives i n paragraph 2.2 were already 
s u f f i c i e n t to make the Government's intentions c l e a r and 

wauld be put i״ n the statute. Moreover, the Heads of 
. ^ ? b i v i s i a n would be bound to take account of the Advisory 
*Sj^jfitaimittee's advice and would be subject to j u d i c i a l review 
^vyM^they did not. Adding the statement i n paragraph 2.4 

^ ^ n i d reduce the judges' discretion and might reopen .the 
t with them. 

b. On the other hand, paragraph 2.4, and especially i t s 
l a s t s^Sfence, was necessary to ensure that intentions 
statedffn principle were not frustrated i n practice. I t was 
not 
since 
minimal 
paragraph 
presentatio: 
particular to 
represented a 

to rely on the objectives i n paragraph 2.3 
d argue that they cculd be met by no or 

the present system. Ihe statement i n 
also c r u c i a l l y important to the 

the Government's proposals, and in 
ing the l i k e l y c r i t i c i s m that they 

to a powerful pressure group. 

c. There was a 
judges, by delay 
slew down the pace of 
on them should be consi 

the Advisory Committee and the 
or approving proposals, would 
The imposition of a timetable 

d. Paragraph 5.15 of 
requirement on the new a 
the i r financial benefits 
services. I t was not clear 
far as that. I n i t s ρ 
requirements i n the general 
services and i f i t were retained 
that l e g i s l a t i o n to make similar 
was however that practitioners 
rather than profit, and paragraph 
make t h i s clearer. 

te Paper would place a 
practitioners to disclose 

nveyancing and linked 
requirement need go as 

orm, i t went beyond the 
egislation on financial 
would lead to pressure for 
proviajnn- The intention 

shculd/dieclose commission 
5.15Yfcau*we redrafted to 

THE FRIME MINISTER, summing up the discussi 
Cabinet endorsed the lord Chancellor's p: 
three points. F i r s t , as to paragraph 2.4 of th! 
Paper, they believed that i t was right to put on the 
statute a c l e a r statement of the intention to 
audience. The lord Chancellor should, however, i n co: 
with the Chancellor of the Exchequer and, as 
other Ministers concerned, reconsider the drafting 
paragraph i n the l i g h t of the points made i n discussion 

that the 
to 

White 
the 
of 

8 



Secondly, he should consider the case for putting a timetable 
on consideration by the Advisory Committee and Heads of Division 
of proposals to extend rights of audience. Thirdly, he should 
reconsider with other interested Ministers the drafting of 
paragraph 5.15 of the White Paper i n the l i g h t of the 
discussion. The Cabinet agreed that he should then publish the 

ν^Λ White Paper, with an o r a l statement, on 19 July. I t was highly 
/ d e s i r a b l e that there should be a favourable response to the 

/^/-Statement i n both Houses of Parliament. The Secretary of State 
^ Trade and Industry should arrange for the White Paper on 

a c t i v e trade practices to be published no l a t e r than 19 

- Cabinet׳

Took note, with approval of the Prime Minister's summing up 
of t h e i r discussion and invited the lor d Chancellor and the 
S e c r e t a r y ^ ^ State for Trade and Industry to proceed 
accordjjwly^ 



6. Hie Cabinet considered a memorandum by the Chancellor of the 
Exchequer (C(89)9) on economic prospects and a memorandum by the 
Chief Secretary, Treasury, (C(89)8) on the 1989 Public 
Expenditure Survey. 

CHANCELLOR OF ΊΗΕ EXCHEQUER s a i d that economic prospects 
not changed fundamentally since the Budget, when the Cabinet 
concluded that the defeat of i n f l a t i o n must be the 

eminent's top p r i o r i t y . Such change as there had been served 
to reinforce that conclusion. Demand was new expected to be a 
l i t t l e stranger than forecast a t Budget time, although the 
increase was not i n consumption but i n investment, where i t had 
led to pressure i n the construction sector i n p a r t i c u l a r . As a 
r e s u l t tf^the higher demand, i n f l a t i o n was also s l i g h t l y higher 
than K » S ^ t a t the time of the Budget, with the R e t a i l Price 
Index rB^^Dow a t 8.3 per cent or 6 per cent i f the e f f e c t of 

mortgage i n t e r e s t rates was removed from the 
e growth i n demand and i n f l a t i o n a l s o meant that 

i n t e r e s t rates were rather higher than 
time. The present l e v e l of i n f l a t i o n was 

the peak, and he expected i t to decline 
h a l f of the year. The decline would be 

the year the RPI might s t i l l be a t 6 3/4 
the 5 1/2 per cent forecast a י t the time 

c a l c u l a t r 
import 
forecast a t 
however a t or 
gradually i n 
gradual: by the 
per cent, 
of the Budget. 

Against t h i s background, i t was e s s e n t i a l for p o l i t i c a l and 
economic reasons to r e t a i n t i g h t control of public expenditure. 
Higher spending would 
further, e s p e c i a l l y i n the 
a r i s e i n taxation. Abov£ 
i t s reputation for good econ< 
keeping i n f l a t i o n under control? 
current Budget surplus provided 
higher spending. Part of i t 
l i k e l y to be rather lower i n 1989-90 

the pressure of demand s t i l l 
Lction sector, and might force 
the Government must maintain 

gement, and e s p e c i a l l y for 
wrong to think that the 
source of finance for 
y c y c l i c a l and i t was 
e had forecast i n the 

i n t e r e s t payments, Budget. Ihe surplus had also redo 
and the growth of programme e x p e n d i t i ^ ^ i ^ k e x i s t i n g plans was 
already f a s t e r than the projected growth d^Wfce economy. I t was 
therefore e s s e n t i a l to accept the recommendations i n the Chief 
Secretary's paper. 

ΊΗΕ CHIEF SECRETARY, TREASURY sa i d that the 1989 Survey was 
l i k e l y to be exceptionally d i f f i c u l t . Decisions Aready made 
had committed an extra £4 b i l l i o n of spending n e x l s b and had 
more than exhausted the scope for drawing down 
substantial savings on demand-led programmes whicli 
the outcome of l a s t year's Survey would not be 
anything l i k e the same s c a l e t h i s year. The use 
planning t o t a l would make presentation more d i f f i c u l t 
make i t a l l the more important to keep a close eye on g< 
Government expenditure. The more general background also 
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d i f f i c u l t . I t was e s s e n t i a l to convince the markets that the 
Government would continue to follow a prudent policy and give 
top p r i o r i t y to the defeat of i n f l a t i o n . And the tax burden was 
s t i l l higher than i t had been when the Government came into 
o f f i c e ten years ago. 

Against t h i s background, there had to be very substantial cuts 
i n the bids which had been made. I n t o t a l , they would lead to 

increase i n expenditure which would be quite inconsistent 
.th the Government's objectives and would b u i l d up commitments 

which would pre-empt the scope for desirable increases i n 
spending l a t e r i n the Parliament. Same aspects of the bids 
would cause s p e c i a l d i f f i c u l t y . Policy savings would not be 
easy to identify and would have to be pursued vigorously where 
a v a i l j j ^ ^ There had to be an assault on the problem of surplus 

sel l i n g s i n c e ntral Government. The system of cash 
on the assumption that higher i n f l a t i o n would 

c a l l y accommodated. He was concerned too about 
bids for higher c a p i t a l expenditure and t h e i r 

.dy overstretched construction industry: the 
increase i n t o t a l public sector demand on 
25 per cent. Ihe running cost bids would 

C i v i l Service by 10 per cent i n 1990-91 
ds for the nationalised industries would, 

ambitious increases i n t h e i r 
again with damaging e f f e c t s on the 
I t would also be necessary to look for 
a l l expenditure, by way of r a i s i n g 

e f f i c i e n c y . He would want to^.scrutinise t e r r i t o r i a l expenditure 
for evidence of a v e r p r a v i ^ ^ ^ r e l a t i v e to other parts of the 
United Kingdom. He would • A j ^ L l c w up these and other points 
i n b i l a t e r a l s with c o l l e a g u e S ^ B k he hoped Cabinet would agree 
that these should take p l a c e ^ J ^ J j ^ the objectives s e t out i n 
C(89)8. 

land 
p i 
not be 
the s i z e 
e f f e c t on 
bids 
the industry 
increase 
over t h i s year, 
i f accepted, lead 
investment programmes 
construction industry, 
o f f s e t t i n g savings on 

I n discussion the following were 

a. Ihe overriding need was to 
was e s s e n t i a l both for economic 
Government retained i t s greatest 
reputation for sound economic management. 

points raised: 

l a t i o n down. This 
and so that the 

i c a l asset, i t s 

b. I t was better to take the d i f f i c u l t decisions required 
on public expenditure now rather than l a t e r . This year's 
Survey might indeed prove to be the decisive^, tf^nt i n t h i s 
Parliament. 

c. The pay consequences of i n f l a t i o n were 
i t were not kept under control i t would 
further the already substantial d i f f i c u l t i e s 
next pay round. Pay pressures i n the private 
t h e i r repercussions on public sector rates, were one of 
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main i n f l u e n c e s pushing up running costs. More 
decentralisation and f l e x i b i l i t y i n public sector pay 
determination were highly desirable. 

d. High i n t e r e s t rates were necessary a t present for the 
reason given i n the Chancellor of the Exchequer's 
memorandum. But they were damaging both economically and 
p o l i t i c a l l y , and the decisions on expenditure should do 
rothing to prolong the period for which they were necessary. 

e. A t i g h t f i s c a l policy was needed to support monetary 
policy. Tax reductions next year might not prove to be 
desirable e s p e c i a l l y since they would coincide with the 
introduction of the community charge i n England and Wales. 
Goings further, i t could be argued that high i n t e r e s t rates 

unlikely to be s u f f i c i e n t to end the overheating 
economy. R e t a i l demand had proved to be 
e l y i n s e n s i t i v e to them and lenders, with the help 

deposited i n the United Kingdom i n response 
rates, had been successful i n t h e i r e f f o r t s 

nsumers to borrow more. Other means of 
, including curbs on l i q u i d i t y and higher 
ive to be considered, p a r t i c u l a r l y since 
c expenditure, such as health and 

gh p o l i t i c a l p r i o r i t y following the 
On the other hand, the evidence was 

taxation, 
same areas 
education, 
Government's re 

^ a ^ h i c 

nc polj that the present policy was working and that the recent 
increase i n demand has r e f l e c t e d spending on investment 
rather than consumption: moreover, tax increases would be 
very damaging to the government. 

f. At present many of 1 

to be convinced that the 
finance extra spending, 
persuasion was required, 
would deal with the po: 

/eminent's supporters remained 
surplus was not ava i l a b l e to 

jor and ea r l y e f f o r t of 
s l l o r of the Exchequer 
h i s usual l e t t e r to 

backbenchers before the recess. 

THE PRIME MINISTER, summing up t h e * i e B ^ s i o n , s a i d that the 
Cabinet had agreed that the top p r i o ^ s y ^&s to get i n f l a t i o n 
down and that continued t i g h t control of^^Bplc expenditure was 
e s s e n t i a l . They endorsed a l l the recommendations by the Chief 
Secretary, Treasury. He should new, as proposed, conduct 
b i l a t e r a l discussions with spending Ministers against the 
objectives which had been agreed. She hoped that the b i l a t e r a l s 
would r e s u l t i n agreement. I f they did not, she 4%L11d a t the 
appropriate time e s t a b l i s h a small group to consi 
issues and make recommendations to Cabinet, 
public l i n e should be that the Cabinet had held נ 
discussion of public expenditure. I t had a< 
abjective should be to maintain the downward trend i n 
of public spending (excluding p r i v a t i s a t i o n proceeds) to 
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Domestic Product, and hold as close as possible to e x i s t i n g 
plans, that with t h i s objective the Chief Secretary would hold 
b i l a t e r a l discussions i n the autumn and that i n the l i g h t of 
these the Government would take decisions on individual 
programmes and the planning t o t a l s , which would be announced, as 
usual, i n the Autumn Statement i n November. Ihe b i l a t e r a l 
discussions should be c a r r i e d on i n confidence and the press 
should be given no ground on which to base speculative s t o r i e s 
of M i n i s t e r i a l disagreement. 

The Cabinet -

Took note, with approval, of the Prime Minister's summing up 
of t h e i r discussion. 

Cabinet Of: 

12 J u l y 1989 




