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THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTYS GOVERNMENT 

C A B I N E T 

M I N U T E S O F M E E T I N G 

No. of Date of Papers 
Meeting Meeting Considered Subjects Discussed 

1 s t 13.1.77 1. PARLIAMENTARY AFFA IRS 
R o a d T r a f f i  c C a s u a l t i e s B i l  l 
P a r l i a m e n t a r y P r i v a t e S e c r e t a r i e s 

2 . FOREIGN AFFA IRS 
R h o d e s i a 

CP 84 3. H0UGHT0N COMMITTEE ON F INANCIAL
TO P O L I T I C A L PARTIES 

 A I D 

2nd 20.1.77 1. PARLIAMENTARY AFFA IRS 
W a t e r C h a r g e s E q u a l i s a t i o n B i l  l 
S c o t l a n d and W a l e s B i l l : T i m e t a b l e M o t i o n 

2 . FOREIGN AFFA IRS 
R h o d e s i a 

M e e t i n g o f t h e C o u n c i l o f M i n i s t e r s 
( F o r e i g n A f f a i r s  ) 18 J a n u a r y 

8 , 9 3. INDUSTRIAL DEMOCRACY 
S t a t e m e n t on B u l l o c k R e p o r t 

3 4 . DEVOLUTION TO
R e f e r e n d u m s 

 SCOTLAND AND WALES 

4 , 5 House o f Commons R e p r e s e n t a t i o n 

-

2 

7 

5.

6.

 PUBLIC EXPENDITURE WHITE PAPER 

 ROAD TRAFFIC CASUALTIES B I L L 

3rd 27.1.77 1. PARLIAMENTARY AFFA IRS 

10 2 . HEALTH AND SAFETY REPRESENTATIVES 

3. UNION OF POST OFFICE
THE COURT OF APPEAL 

 WORKERS AND 

6 4 . LEGISLATION ON HUMAN RIGHTS 

(2635) 3 801973/074160 3/74 12m NCS 821 
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4th 3.2.77 1. PARLIAMENTARY AFFA IRS 
S o c i a l S e c u r i t y ( M i s c e l l a n e o u s 
P r o v i s i o n s ) B i l  l 

S c o t l a n d and W a l e s B i l l  : T i m e t a b l e M o t i o n 

S c o t l a n d and
Q u e s t i o n s 

 W a l e s B i l l  : R e f e r e n d u m 

2. FOREIGN AFFA IRS 
F a l k l a n d I s l a n d s 

R h o d e s i a 

A b d u c t e d C h i l d r e n 

13 3. STATEMENT ON THE DEFENCE ESTIMAYES 1977 

5th 10.2.77 1.
2.
3.

 THE QUEEN'S SILVER JUBILEE 
 PARLIAMENTARY AFFA IRS 
 FOREIGN AFFA IRS 

Economic Summit 
M e e t i n g o f t h e C o u n c i l o f M i n i s t e r s 
( F o r e i g n A f f a i r s  ) 8 F e b r u a r y 

11, 12, 16 4. DHSS PEXPENDITURE SAVINGS 

1 4 , 17 5. PAR: STOCKTAKING AND PROPOSALS FOR 1977 

15 6. WHITE PAPER ON DIRECT ELECTIONS 

6th 17.2.77 1. PARLIAMENTARY AFFA IRS 
S c o t l a n d and W a l e s B i l l  : 
T i m e t a b l e M o t i o n 

A i r c r a f  t and S h i p b u i l d i n g I n d u s t r i e s B i l  l 

2. FOREIGN AFFA IRS 

R h o d e s i a 

E u r o p e a n Economi c Communi ty : 

F i s h e r i e s N e g o t i a t i o n s 

Uganda 

3. REVISED INTERIM SHIPBUILDING STRATEGY 

7th 24.2.77 1. PARLIAMENTARY AFFA IRS 
S c o t l a n d and W a l e s B i l  l 

22 
2.

A i r c r a f  t and S h i p b u i l d i n g

 FOREIGN AFFA IRS 

 I n d u s t r i e s B i l  l 

R h o d e s i a 

Uganda 

21 3. PUBLIC EXPENDITURE EXERCISE
ECONOMIC BACKGROUND 

 1977: 
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No. of Date of Papers 
Subjects Discussed 

Meeting Meeting Considered 

8 t h 25.2.77 2 0 , 15 DIRECT ELECTIONS TO THE EUROPEAN ASSEMBLY 

9 t h 3.3.77 1. PARLIAMENTARY AFFAIRS 
S u b j e c t s f o r G e n e r a l D e b a t e 
P o s t O f f i c e (Amendment ) B i l l 
F u t u r e L e g i s l a t i o n 

2 . FOREIGN AFFA IRS 
F a l k l a n d I s l a n d s 
Uganda 

23 3. NATIONALITY LAW 

1 0 t h 15.3.77 1. B R I T I S H LEYLAND 
2 . ECONOMIC PROSPECTS 

3. SALE OF BP SHARES 
4 . THE SHIPBUILDING INDUSTRY 

H a r l a n d and W o l f f 

5. UNION MEMBERSHIP AGREEMENTS I N THE 
C I V I L SERVICE 

11 th 17.3.77 1. THE QUEEN'S SILVER JUBILEE 
2 . THE SHIPBUILDING INDUSTRY 

H a r l a n d and W o l f f 

3. PARLIAMENTARY AFFA IRS 
S c o t l a n d and W a l e s B i l  l 

Gove rnmen t B u s i n e s s d u r i n g t h e 
r e s t o f t h e 1976-77 S e s s i o n 

4 . FOREIGN AFFA IRS 
P r i m e M i n i s t e r ' s v i s i t t o 
W a s h i n g t o n 
Uganda 
R h o d e s i a 

24 5. PUBLIC EXPENDITURE P R I O R I T I E S I N 
THE NEXT SURVEY 

25 6. PUBLIC EXPENDITURE SURVEY 1977 
G u i d e l i n e s 

2 7 , 29, 31 7. DIRECT ELECTIONS TO THE EUROPEAN ASSEMBLY 

12th 23.3.77 THE P O L I T I C A L SITUATION 

13th 24.3.77 1. PARLIAMENTARY AFFA IRS 

2 . FOREIGN AFFA IRS 
M e e t i n g o f t h e E u r o p e a n C o u n c i l i n 
Rome 25 - 27 March 

I n d i a n E l e c t i o n s 

32 COMMUNITY AGRICULTURAL SUPPORT 3. 
PRICES 1977-78 

4 . INDUSTRIAL DEMOCRACY I N THE POST OFFICE 

OCCUPATIONAL PENSION SCHEMES B I L L 5. 
6. GAS PRICES 

-
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No. of Date of Papers 
Subjects Discussed 

Meeting Meeting Considered 

14 t h 28.3.77 THE BUDGET 

15 t h 31.3.77 1. PARLIAMENTARY AFFA IRS 
D e b a t e s : Mr A g e e and Mr H o s e n b a l l ; 
T e a c h e r T r a i n i n g C o l l e g e s i n S c o t l a n d 

B u d g e t R e s o l u t i o n s on P e t r o l Tax 
and V e h i c l e E x c i s e Duty 

2 . FOREIGN AFFA IRS 
Sou th A f r i c a 
I n d i a 
M e e t i n g o f t h e C o u n c i l o f M i n i s t e r s 
( R e s e a r c h ) on 29 March 

3. PRICE COMMISSION B I L L 

16th 21.4.77 1. PARLIAMENTARY AFFA IRS 
2 . FOREIGN AFFA IRS 

R h o d e s i a 
P a k i s t a n 

36 COMMUNITY AGRICULTURAL SUPPORT PRICES 
1977-78 

3. 

4 . DIRECT ELECTIONS TO THE EUROPEAN 
ASSEMBLY 

17th 28.4.77 1. NORTHERN IRELAND 
T h r e a t o f d i s t u r b a n c e s 

2 . PARLIAMENTARY AFFAIRS 
I n d u s t r i a l Democ racy i n t h e P o s t 
O f f i c e 
O c c u p a t i o n a l P e n s i o n Schemes B i l  l 

3. FOREIGN AFFA IRS 
P a k i s t a n 
R h o d e s i a 
M i d d l e E a s t 

38 4 . DIRECT ELECTIONS TO THE EUROPEAN 
ASSEMBLY 

1 8 t h 1 . PARLIAMENTARY AFFA IRS 
P e t r o l Tax 

2 . FOREIGN AFFA IRS 
The Downing S t r e e  t Summit 
R h o d e s i a 

42 3. GUARANTEED PRICE FOR MILK 

39, 41 4 . VACCINE DAMAGE 

40 5. GOVERNMENT RESPONSE TO THE LAYFIELD 
REPORT ON LOCAL GOVERNMENT FINANCE 
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No. of Date of Papers Subjects Discussed 
Meeting Meeting Considered 

19th 12.5.77 PARLIAMENTARY AFFA IRS 

1. P o l i c e P a y 

2. O c c u p a t i o n a l P e n s i o n Schemes B i l  l 

45, 47, 49 
48 2. UPRATING OF SOCIAL SECURITY BENEFITS 

20th 19*5.77 l o PARLIAMENTARY AFFA IRS 
D e b a t e on A i r p o r t s P o l i c y 
A t t e n d a n c e o f P r e s i d e n t Amin a t 
t h e Commonwealth C o n f e r e n c e 

O c c u p a t i o n a l P e n s i o n s Schemes B i l  l 

2 0 NORTHERN IRELAND STRIKE 

3. FOREIGN AFFA IRS 
I s r a e l 
I r a n 
S o u t h e r n A f r i c a 

54 4. 1977 UPRATING OF SOCIAL SECURITY BENEFITS 

51 5. £ 2 0 8 . INCREASE FOR TOP SALARIES GROUPS 

6. BP SHARES 

50,52 7o HOUSING POLICY REVIEW 

21st 26.5 1. PARLIAMENTARY AFFA IRS 
P r i c e Commiss i on B i l l 
A b o r t i o n B i l l 
M e e t i n g a t C h e q u o r s 
D i r e c t E l e c t i o n s t o t h e E u r o p e a n A s s e m b l y 

2. FOREIGN AFFA IRS 
Uganda 

58 HOUSING POL ICY GREEN PAPER: 
TAX REL IEF ON MORTGAGE INTEREST 

22nd 16.6.77 l o PARLIAMENTARY AFFA IRS 
N u c l e a r T e s t Ban T r e a t y 
F i n a n c e B i l l 
D i r e c t E l e c t i o n s t o t h e E u r o p e a n A s s e m b l y 

2. FOREIGN AFFAIRS 
Commonwealth H e a d s o f Gove rnmen t 
M e e t i n g 
Uganda 
U n i t e d K i n g d o m / U n i t e d S t a t e s 
A i r S e r v i c e s A g r e e m e n t 
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CABINET 

CONCLUSIONS of a Meeting of the Cabinet 
held at 10 Downing Street on 

THURSDAY 13 JANUARY 1977 

at 10. 30 am 

P R E S E N T 

The Rt Hon James Callaghan MP 
Pr ime Minister 

The Rt Hon Lord Elwyn-Jones The Rt Hen Michael Foot MP 
Lord Chancellor Lord President of the Council 

The Rt Hon Anthony Crosland MP The Rt Hon Denis Healey MP 
Secretary of State for Foreign and Chancellor of the Exchequer 
Commonwealth Affairs 

The Rt Hon Shirley Williams MP The Rt Hon Merlyn Rees MP 
Secretary of State for Education and Secretary of State for the Home Department 
Science and Paymaster General 

The Rt Hon Eric Varley MP The Rt Hon Anthony Wedgwood Benn MP 
Secretary of State for Industry Secretary of State for Energy 

The Rt Hon Roy Mason MP The Rt Hon Peter Shore M P Secretary of State for Northern Ireland Secretary of State for the Environment 

The Rt Hon John Morr is QC MP The Rt Hon Bruce Millan MP 
Secretary of State for Wales Secretary of State for Scotland 

The Rt Hon Albert Booth MP The Rt Hon Fred Mulley MP 
Secretary of State for Employment Secretary of State for Defence 

The Rt Hon Lord Peart The Rt H0n David Ennals MP 
Lord Pr ivy Seal Secretary of State for Social Services 



The Rt Hon John Silkin MP The Rt Hon Roy Hattersley MP 
Minister of Agriculture, Fisheries and Food Secretary of State for Prices and 

Consumer Protection 

The Rt Hon William Rodgers MP The Rt Hon Stanley Orme MP 
Secretary of State for Transport Minister for Social Security 

The Rt Hon Harold Lever MP 
Chancellor of the Duchy of Lancaster 

ALSO PRESENT 

The Rt Kon Michael Cocks MP 
Parliamentary Secretary, Treasury 

SECRETARIAT 

Sir John Hunt 
Sir John Garlick (Item 3) 
Sir Roy Denman (Item 2) 
Mr W I Mclndoe (Item 1) 
Sir Clive Rose (Item 2/ 
Mr J S Scott-Whyte (Item 3) 

Mr A D Gordon-Brown (Item 1) 

C O N T E N T S 

Item Subject 

1. PARLIAMENTARY AFFAIRS 

Road Traffic Casualties Bill 

Parliamentary Private Secretaries 

2. FOREIGN AFFAIRS 

Rhodesia 
3. HOUGHTON COMMITTEE ON FINANCIAL AID TO POLITICAL 

PAB.TIES 

ii 



PARLIAMENTARY! .
AFFAIRS

Road 
Traffic 
Casualtie s 
Bill 

Previous 
Reference: 
CM(76) 30th 
C ^elusions, 
Minute 2 

 The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. 

THE HOME SECRETARY said that the Cabinet had decided in July that 
public expenditure savings, of £20 million in 1977-78 and £40 million 
in a full year, should be made by legislation to recover from 
insurance companies the full costs to the National Health Service 
(NHS) of treating road accident cases. As he had recalled in the 
minute which he had circulated to members of the Cabinet the previous 
day, the Cabinet had turned down on 4 November a proposal by the 
Secretary of State for Social Services that these savings should instead 
be found by an increase in vehicle excise duty (VED). Since then two 
things had happened which seemed to the Home and Social Affairs 
Committee, which had discussed the matter the previous day, to 
require further discussion in Cabinet. He regretted the very short 
notice, but the matter was urgent because, unless the Bill was 
introduced and given a Second Reading very soon, there would be little 
chance of securing the full £20 million savings in 1977-78. The two 
new factors were, first, the total opposition of the insurance 
companies to the original proposal, which was to recover the money 
from them and leave them to adjust premiums on whatever basis they 
liked; it had been expected that they would load the increases against 
unsafe dr ivers. Instead, the Secretary of State for Social Services had 
had to propose a flat rate charge of £3 to £4 per vehicle, which the 
insurance companies would simply collect for the Government as an 
addition to the premium, and this scheme would be open to much more 
crit icism. The insurance companies were prepared to co-operate in 
this method of collection, though they reserved the right to attack the 
Bill in Parliament; and it might be difficult to carry it unscathed 
through Standing Committee. Second, the Eill had been ruled to be a 
taxing measure which must be founded upon a Ways and Means 
Resolution, and this almost put it into the same category as an 
increase in VED, but without the same simplicity and certainty of 
collection. 

In discussion of the arguments between flat rate or loaded increases in 
insurance premiums, it was suggested that a basic point of equity was 
involved. It would be difficult to argue that one section of the 
community, motorists, should be singled out to pay flat rate 
contributions to the costs of the NHS regardless of needs or means. 
A flat rate would inevitably be seen as a tax, just like an increase in 
VED, and motorists - who tended not to be rational in such matters 
might even refuse to pay. Premiums loaded against unsafe drivers, 
however, would be much fairer and could more easily be presented as 
a charge and not a tax, levied on those who caused these costs to the 
NHS. An alternative to the loading of premiums or a flat rate would be 



a percentage increase in premiums, the familiar form of most 
increases, or perhaps a percentage increase in premiums for third 
party cover, since many of those likely to have accidents, such as the 
young and those running older vehicles, had third party insurance only. 
Another possiDility would be to collect the actual cost of each 
accident from the insurance company concerned, leaving it to the 
companies to make whatever adjustments to individual premiums they 
chose to cover this additional liability. But it was already possible 
under the present law to recover costs where liability could be proved 
against the motorist concerned; and experience suggested that this 
would be a very costly and ineffective way of seeking to recover such 

costs. 

Against the idea of loaded premiums, it was argued that this new 
impost would be unpopular whatever form it took; but a flat rate would 
be only slightly more unpopular than loaded premiums, whereas it 
would be very much simpler and easier to collect. It would be 
invidious that insurance companies should not only collect what 
amounted to a new tax but also to decide the precise rate of the tax as 
between their clients; and this might indeed cause more resentment 
among motorists than a flat rate charge. The co-operation of the 
companies was important, and the reopening of negotiations with them 
would prejudice this and would delay the Bill . On the other hand it 
was suggested that a row with insurance companies would be preferable 
to a row with the motoring population at large. Insurance companies 
were both well qualified and accustomed to assessing risks and 
discriminating between their customers. It was their habit to protest 
against new developments of this kind, but they would operate a scheme 
involving loaded premiums if required by Parliament to do so. 

In further discussion considerable support was expressed for the view 
that if, notwithstanding the arguments in favour of loaded premiums, 
the view was taken that a flat rate system was unavoidable on 
practical grounds, there would be every advantage in increasing VED 
by the requisite amount and so avoiding the need for a highly 
contentious Bill in Parliament and for requiring insurance companies 
to take on the job of collecting agents. Alternatively, a very small 
increase might be made in petrol tax; petrol prices were going up all 
the time and the increase would be little noticed. Moreover, there 
was some correlation between the rate of petrol consumption and the 
incidence of road accidents, though express hypothecation of the 
additional revenue would have to be avoided. Against this, it was 
strongly argued that the choice was not between a Bill or an increase 
in taxation, but between a Bill or other cuts in Department of Health 
and Social Security (DHSS) programmes. The saving to be achieved 
by the Bill was being scored as a public expenditure saving, and the 
International Monetary Fund had been informed accordingly. The 
proceeds of the Bill would be offset against NHS expenditure and 



would reduce the DHSS vote. But an increase in VED or in petrol tax 
would not count as a public expenditure saving and would not reduce 
the DKSS vote; it was not possible to hypothecate tax revenue. The 
increase would reduce the public sector borrowing requirement, 
although not public expenditure, and if no other DHSS savings were 
made in compensation, the contingency reserve for 1977-78 would be 
reduced by £20 million, and that amount less would be available to 
meet claims from all Departments. Control of public expenditure 
would become impossible if spending Ministers could propose 
increases in taxes vaguely relating to their area of responsibility in 
order to avoid real savings in public expenditure programmes. 

In discussion of Parliamentary and political aspects, it was suggested 
that the Bill as drafted would not cause comparable difficulty to the 
problems experienced over the provision in the Social Security Bill 
relating to unemployment benefit for occupational pensioners, which 
had recently been lost in Committee. Government supporters would 
recognise that the proposals were preferable to the alternative, which 
would be further cuts in the NHS or increased prescription charges. 
On the other hand it was suggested that all the arguments that had been 
canvassed in the Cabinet's discussion would be raised in Parliament 
and that, while the Bill would no doubt obtain a Second Reading without 
difficulty, there would be considerable difficulty in maintaining the 
form of the Governments proposals in Committee. This was not the 
kind of issue which it was desirable to have before Parliament at the 
time of the Stechford by-election, particularly given the very high 
proportion of motorist voters in that constituency. Moreover, the 
insurance companies would inevitably stress in their requests for 
payment of premiums that an addition had been forced upon them by 
the Government, and they might well blame the Government for any 
increase in premiums however caused. Such notices from insurance 
companies might be reaching motorists just before the next local 
elections. 

THE PRIME MINISTER, summing up the discussion, said that three 
different viewpoints had been expressed in the Cabinet: in favour of a 
flat rate scheme imposed by Parliament; in favour of a scheme which 
permitted or even required the loading of premiums by the insurance 
companies; and in favour of an increase in VED or perhaps in petrol 
tax. The general view of the Cabinet tended towards loading rather 
than a flat rate. The Cabinet were not, however, in a position to 
reach a f irm conclusion as between this or an increase in VED or 
petrol tax without further consideration, and it would be important to 
have the views of the Secretary of State for Trade, in view of his 
responsibilities relating to insurance companies. Accordingly the 
Cabinet should continue their discussion of the matter the following 
week. In the meantime, officials should draw up a paper for 
circulation to the Cabinet setting out the facts and considerations 
relevant to each of the possible options. 

3 



Parliamentary 
Private 
Secretaries 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion and 
instructed the Secretary of the Cabinet to arrange 
for a paper by officials to be circulated 
accordingly. 

The Cabinet discussed the situation arising from the fact that seven 
Parliamentary Private Secretaries were amongst those Labour 
backbenchers who had voted the previous evening for the Tribune 
Group's amendment to a Conservative Motion on the Government's 
defence cuts. 

THE PRIME MINISTER said that although Parliamentary Private 
Secretaries were not members of the Government, they were in a 
special relationship to Ministers and, as the Cabinefs discussion had 
amply confirmed, it was not tolerable that they should feel free to vote 
against the Government and remain Parliamentary Private Secretaries. 
He would arrange for this to be made clear to all Parliamentary 
Private Secretaries and for the existing guidance to Ministers to be 
brought up to date accordingly; and the individual Ministers whose 
Parliamentary Private Secretaries had voted against the Government 
should make a special point of speaking to them to ensure that they 
understood the position. 

The Cabinet 

2. Took note, with approval, of the Prime 
Minister1 s statement. 

4 



2. THE FOREIGN AND COMMONWEALTH SECRETARY said that 
Mr Richard had completed his first round of consultations in Southern 
Africa. He had explained our ideas for a transitional government in 
which we would be prepared to play a direct role to the four front-line 
Presidents, the nationalist leaders, Mr Smith and Mr Vorster. He 
had not made much progress with Mr Smith or Mr Vorster. Mr Nkomo 
and Mr Mvigabe had taken a hard line and were generally unhelpful. 
The talks with President Kaunda and President Nyerere had been 
slightly more hopeful. The overall picture was not however promising, 
and he had to consider whether to send Mr Richard on a second round 
of consultations or to bring him back to London to report. He would 
shortly be letting his colleagues know his conclusions. We had been 
in close touch with the outgoing United States Administration whose 
public statements had been excellent. 

The Cabinet -

Took note of the statement by the Foreign and 
Commonwealth Secretary. 



HOUGHTON 
COMMITTEE 
ON FINANCIAL 
AID TO 
POLITICAL 
PARTIES 

3. The Cabinet had before them a memorandum by the Lord 
President of the Council (CP(76) 84) abcut the handling of the Report of 
the Houghton Committee on Financial Aid to Political Parties. 

THE LORD PRESIDENT OF THE COUNCIL said that it was not 
necessary for the Cabinet to reach conclusions at this stage on the 
detailed issues arising on the Report. He proposed that there should 
first be a Commons debate in order to test Parliamentary opinion. In 
the course of this it cotild be made clear in general terms that, subject 
to the views of the House, the Government were disposed to accept the 
main principles of the Report. There had been some preliminary 
discussion within the Parliamentary Labour Party which revealed 
differences of view and it would be desirable to attempt to secure a 
greater degree of agreement within the Party before the debate was 
arranged. In the light of the debate, legislation (for which there was 
not now time in the present Session) would be necessary to implement 
the Report. The various detailed Issues could be considered by 
Ministers before the Bill was prepared. 

In discussion it was suggested that it might be preferable, having 
regard to the divisions of opinion amongst the Government's supporters 
and in the House generally, for any debate to take place on a "take note" 
or other Motion which made it unnecessary for the Government to 
commit itself to a view. Such a debate would serve *o educate 
opinion both as to the Committee's recommendations and as to the 
problems of Party organisations which underlay them, whereas a 
debate which revealed serious differences of view on this subject 
between the Government and sections of their supporters would, 
whatever the formal outcome, merely encourage their political 
opponents and possibly put at risk a satisfactory later outcome to the 
issue. The point was made that there was unlikely to be an 
opportunity for a debate in the Commons until after Easter although it 
was also widely argued that it was important to make progress sooner 
or later on the recommendations in the Report. The problems of 
Party organisations would be increased by the cost of elections for the 
European Parliament, although the difficulties of the Labour Party 
related, in general, less to the cost of elections than to normal annual 
running expenses. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet would wish to return immediately after the Easter Recess to 
the question of how the Report should be handled and that the Lord 
President of the Council should bring the matter before them again 
then in the light of his appraisal of opinion at that time. They should, 
at the same time, consider more fully the merits of the Report's 
recommendations. If the Cabinet were to decide to implement the 
Report it would be important not to move until they were certain of a 
Parliamentary majority for this policy. 



The Cabinet -

Took note, with approval, of the Prime Minis ters 
summing up of their discussion. 

Cabinet Office 

13 January 1977 

7 
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CABINET 

CONCLUSIONS of a Meeting of the Cabinet 
held at 10 Downing Street on 

THURSDAY 20 JANUARY 1977 

at 10. 00 am 

P R E S E N T 

The Rt Hon James Callaghan MP 
Pr ime

The Rt Hon Michael Foot MP 
Lord President of the Council 

The Rt Hon Denis Healey MP 
Chancellor of the Exchequer 

The Rt Hon Merlyn Rees MP 
Secretary of State for the Home 
Department 

ae Rt Hon Anthony Wedgwood Benn MP 
Secretary of State for Energy 

The Rt Hon Peter Shore MP 
Secretary of State for the Environment 

The Rt Hon Bruce Millan MP 
Secretary of State for Scotland 

The Rt Hon Fred Mulley MP 
Secretary of State for Defence 

The Rt Hon David Ennals MP 
Secretary of State for Social Services 

The Rt Hon Lord Peart 
Lord Pr ivy Seal 

 Minister 

The Rt Hon Lord Elwyn^Jones 
Lord Chancellor 

The Rt Hon Anthony Crosland MP 
Secretary of State for Foreign and 
Commonwealth Affairs 

The Rt Hon Shirley Williams MP 
Secretary of State for Education and 
Science and Paymaster General 

The Rt Hon Eric Varley MP 
Secretary of State for Industry 

The Rt Hon Roy Mason MP 
Secretary of State for Northern Ireland 

The Rt Hon John Morris QC MP 
Secretary of State for Wales 

The Rt Hon Albert Booth MP 
Secretary of State for Employment 

The Rt Hon Edmund Dell MP 
Secretary of State for Trade 

The Rt Hon John Silkin MP 
Minister of Agriculture, Fisheries 
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PARLIAMENTARY
AFFAIRS

 1. The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. 

Water Charges
Equalisation Bill

 THE LORD PRESIDENT OF THE COUNCIL said that the Second 
 Reading of the Water Charges Equalisation Bill had now been 

rearranged for Monday 24 January. Owing to the late start to the 
Session there were problems about getting the Bill through by the 
time required, which the loss of the business on 17 January had added 
to. But there was nothing to be done except to press ahead with the 
Bill as quickly as possible. 

f Dtland and 
Wales Bill: 
Timetable Motion 

Previous 
Reference: 
CM(76) 43rd 
Conclusions, 
Minute 1 

THE LORD PRESIDENT OF THE COUNCIL said that it would be 
necessary to wait until the conclusion of the fifth Committee day on 
Wednesday 26 January before considering further the timing of a 
timetable motion on the Scotland and Wales Bil l . Soundings would 
be taken next week to assess whether a timetable motion could then 
be carried, and it was conceivable that a recommendation on the 
matter would be put to the Cabinet on 27 January. 

The Cabinet -

Took note. 
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FOREIGN 2. THE FOREIGN AND COMMONWEALTH SECRETARY said 
AFFAIRS that following Mr Richard1 s first round of consultations, there 

seemed no possibility of making progress unless we were able to put 
Rhodesia our proposals on paper. Following consultation with the Pr ime 

Minister he had therefore authorised Mr Richard to hand over the 
Previous document attached to his minute of 17 January. It had been carefully 
Reference: drafted in the form of suggestions rather than as a cut and dried 
CM(77) 1st British plan, and its contents were well within the guidelines agreed 
Conclusions, by the Cabinet on 23 November. It was difficult to say what the 
Minute 2 prospects were. Some of the African leaders had proved very 

elusive and it had not yet been possible for Mr Richard to have a 
further meeting with Mr Nkomo and Mr Mugabe. Mr Richard had 
therefore visited Cape Town first and had now gone on to Salisbury. 
The Nationalists might be prepared to accept our suggestions as a 
reasonable starting point; and the South African Pr ime Minister, 
Mr Vorster, might possibly support them on the same basis, although 
no report had yet been received of Mr Richard's talk with him. 
Mr Smith had however got himself into a rigid position and it was 
hard to say what his eventual reaction would be. He was not a very 
clever politician; the sensible thing would have been for him to try 
to conciliate Bishop Muzorewa but instead, as had been reported in 
the Press recently, he had antagonised him by hanging eight of his 
supporters. Mr Smith1 s rigidity might be partly explained as reaction 
to the strong support given by the front line Presidents to the Patriotic 
Front. In the meantime thought was being given to possible 
alternatives should the present initiative fail. 

The Cabinet 

1. Took note of the statement by the 
Foreign and Commonwealth Secretary. 

Meeting of the THE FOREIGN AND COMMONWEALTH SECRETARY said that the 
Council of first meeting of the Council of Ministers (Foreign Affairs) under the 
Ministers British Presidency on 18 January had gone well. However we faced 
(Foreign Affairs) a difficult six months on fisheries questions, and our task would not 
18 January be made easier if there were Press reports, such as had appeared 

in the Guardian that morning, of alleged differences on this issue 
between the Foreign and Commonwealth Office and the Ministry of 
Agriculture, Fisheries and Food. 

THE PRIME MINISTER, summing up a brief discussion, said that 
several recent Press reports about differences between Ministers 
had probably been the result of deliberate misrepresentation for 
political reasons. It was all the more important therefore that 
Ministers should be on their guard against this. 
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The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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INDUSTRIAL
DEMOCRACY

Statement on
Bullock Report

 3. The Cabinet had before them a memorandum by the Secretary 
 of State for Trade (CP(77) 8) on the report of the Committee of 

Inquiry on Industrial Democracy under the chairmanship of 
 Lord Bullock to which was annexed a draft statement which the 

 Secretary of State proposed to make at the time of publication of the 
report. They also had before them a note by the Pr ime Minister 
(CP(77) 9) to which was attached an amended draft statement 
following discussion in the Ministerial Committee on Economic 
Strategy. 

THE PRIME MINISTER said that industrial democracy was an 
explosive political issue. The Government was firmly committed 
by its Manifesto and the social contract to a radical extension of 
industrial democracy by means of the representation of workers on 
boards of directors. This would result in fundamental changes in 
society and if successfully carried out could bring very great 
advantages in economic performance. However the cause of 
industrial democracy would not be advanced by forcing through 
legislation against a commitment from the Opposition that they 
would repeal it at the first opportunity. To proceed in that way 
as the Tory Government had with their Industrial Relations Act 
would involve a great risk of disrupting the improved working 
relationship between management, unions and the Government which 
had been carefully developed. People needed time to get used to 
any new idea and he was sure that the first step towards durable 
legislation was to provide time for consultation. The draft 
statement which he had circulated followed this course. He 
believed the draft would be acceptable to leading members of the 
Trades Union Congress (TUC) but would certainly result in a very 
angry response from the Confederation of British Industry (CBI) . 
Even the consultation which he proposed might not in the end avoid 
the major split and polarisation of views to which he had referred 
but the effort should be made. The legislation which would be 
introduced would be a landmark in industrial history and every 
effort should be made to secure its success. 

THE SECRETARY OF STATE FOR TRADE emphasised his long
standing personal commitment to the promotion of industrial 
democracy, the achievement of which he would regard as a major 
advance. He nevertheless did not believe it was necessarily to be 
achieved on the basis of the recommendations of the majority of the 
Bullock Committee. Publication of the Bullock report would 
undoubtedly give r ise init ial ly to a hostile reaction by the CBI and 
by management. Nevertheless it was his belief that they could be 
moved to acquiesce in legislation for industrial democracy and that 
it was worth a major effort to do this. It was also necessary to 
secure the active support of rank and file trade union members 
which certainly did not exist at present. So long as this support 
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would only come about at the positive initiative of the employees in 
the company, met many of the major points of concern which had 
been expressed in advance by the Opposition. The draft circulated 
by the Pr ime Minister maintained a judicious balance between 
indicating that the majority proposals would be the basis for 
consultation without committing the Government to those 
recommendations, and should not be weakened. It was further 
argued that the statement should go further than repeating the 
commitment already clear from the terms of reference of the 
Bullock Committee and should specifically renew the Government's 
commitment to parity of representation which had been set out in the 
TUC-Labour Party Liaison Committee Document "The Next Three 
Years " . That document was a solemn agreement with the TUC on 
whose support the Government depended. On the basis of the 
Government1 s commitment the TUC had given the Government 
backing on many issues which had not been welcome to the union 
movement. The opposition of the CBI to industrial democracy was 
part of a political policy to defeat the Government and at the same 
time was grounded in their fear that the introduction of democracy 
would destroy management prerogatives. No concessions on the 
detailed proposals would lead them to end their opposition. 

On the other hand it was argued strongly that it was necessary to have 
full regard to the reactions which the Government statement would 
arouse. If it gave the impression that the Government was 
committed to the majority recommendations which were not well 
thought out it would unnecessarily provoke opposition from the CBI. 
While conflict with them might be inevitable in the end it should not 
be brought about unnecessarily or any earlier than necessary. 
Their opposition, while misguided, was genuine rather than 
politically motivated. Open conflict could well result in the CBI 
withdrawing from the National Economic Development Council and 
a range of other organisations in which they participated jointly, 
and in their putting pressure on the Opposition to commit themselves 
to repeal the legislation at the first possible opportunities. In 
addition the need for flexibility must be a constant objective. The 
advantage lay in the Government not being identified with these 
recommendations so that the CBI criticism was directed not at the 
Government but at the majority report itself. It would be unwise to 
go further than indicating that the majority report would be the basis 
on which consultation would start. 

It was pointed out that although the draft statement referred to a 
Government decision on the extension of industrial democracy in the 
nationalised industries this issue had not been previously considered 
by the Cabinet. Nevertheless there was general agreement that 
employees in the nationalised industries should be given a right to 
representation at board level though the precise arrangement might 
differ from those in the private sector. 
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In relation to public services it was argued that there were 
fundamental differences between these services and industry so that 
it was inappropriate to refer to industrial democracy in the public 
serv ices. There might be some advantage in using in the statement 
the phraseology used by the Minister of State, Civil Service 
Department in his Parliamentary Answer of 11 February 1976. On 
the other hand it was argued that the existing draft was unspecific 
and was therefore not objectionable. 

The Cabinet then considered specific amendments to the draft 
statement. 

THE PRIME MINISTER, summing up the discussion, said that the 
object of the statement must be to make clear the Governments 
commitment, to avoid unnecessary conflict with the CBI and at the 
same time avoid unnecessary strain with the TUC on whose support 
the Government depended. The Cabinet were agreed that the draft 
statement which he had circulated should be amended by making the 
last sentence of the third paragraph into a new paragraph so as to 
emphasise the extent of flexibility which could result from the 
application of the majority recommendations. The third and fourth 
sentences of the fifth paragraph should be deleted. In their place a 
new sentence should be introduced after the first sentence of the 
existing sixth paragraph indicating that the Government would begin 
consultation on the general basis of the recommendations in the 
majority report. The final sentence of the paragraph should be 
replaced by the corresponding sentence in the draft circulated by 
the Secretary of State for Trade but with the replacement of the 
words "mutually acceptable solutions" by the words "a lasting 
settlement". The paragraph should then conclude with the 
Governments intention to bring forward legislative proposals in the 
present Session. In the penultimate paragraph, dealing with the 
nationalised industries, the words "as in the private sector" should 
be deleted. Further consideration would need to be given to whether 
it would be preferable to replace the final paragraph of the existing 
draft dealing with the public services by an alternative formulation 
drawn from the Parliamentary Answer, Minister of State, Civil 
Service Department on 11 February 1976. In addition a final 
peroration was required. 

The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion 
and noted that he would circulate the revised 
draft to members of the Cabinet. 
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DEVOLUTION 
TO SCOTLAND 
AND WALES 

Previous 
Reference: 
CM(76) 42nd 
Conclusions 
Minute 4 

Referendums 

4. The Cabinet considered a memorandum by the Lord President 
of the Council on the main features of the referendums on devolution 
to Scotland and Wales (CP(77) 3). 

THE LORD PRESIDENT OF THE COUNCIL said that the basic 
principle of having referendums had been settled, and the 
announcement to this effect had already proved its worth in 
Parliamentary proceedings on the Scotland and Wales Bil l . 
Paragraph 3 of his memorandum summarised the recommendations 
of the Ministerial Committee on Devolution Strategy (DVY) on the 
main characteristics of the referendums. The most difficult issues 
concerned the participation of English and Northern Irish voters, 
and the posing of a question on independence. DVY were convinced 
that both these ideas must be f irmly opposed, despite the inevitable 
pressure for them in Parliament. As regards the other aspects, 
having a decentralised count might expose politically awkward 
outcomes in Shetland and Orkney, but this possibility could not be 
avoided. 

In discussion, there was general support for the DVY recommendations. 
Resisting any question on independence might not be easily achieved 
in Parliament, but the inclusion of such a question would make it 
much more difficult to defend confining voting to Scotland and Wales. 
It was noted that the position of Service voters was being studied. 
The possibility of reconsidering the position of Shetland and Orkney 
in the light of the referendum results should not yet be finally ruled 
out. On the formal status of the referendum, it was desirable to 
avoid describing the outcomes as binding; this could be an 
awkward precedent and indeed might be constitutionally impossible. 
There was no doubt that in practice the Government would have to 
act on the results, whatever they were, in spite of the embarrassment 
in this particular case if there were a low turn-out and/or only a 
narrow majority in the outcome. There would be some pressure to 
extend the referendum to English and Northern Irish voters; but it 
was further argued that the possible outcome of such an extension 
would be likely to create much more difficulty than resisting the 
extension in the first place. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet endorsed the recommendations in paragraph 3 of CP(77) 3. 
Any further related issues concerning Shetland and Orkney could be 
discussed later, as necessary. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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House of Commons
Representation

 The Cabinet considered a memorandum by the Lord President of 
 the Council on levels of representation in the House of Commons in 

the light of devolution to Scotland and Wales (CP(77) 4) . A background 
note by the Constitution Unit was relevant to the discussion 
(CP(77) 5). 

THE LORD PRESIDENT OF THE COUNCIL said that aspects of the 
role and numbers of Members of Parliament for Scottish and Welsh 
constituencies after devolution had already attracted much attention 
on proceedings on the Scotland and Wales Bill . It seemed certain 
that sooner or later amendments requiring change from the present 
situation would be pressed to a vote. Logically, role and numbers 
were distinct issues, with the former being the more relevant and 
important; but the impractability of any kind of "in-and-out" voting 
rights meant that no material change in respect of role was feasible. 
This meant that pressure fell all the more strongly upon the issue 
of numbers - that is , the present arithmetical over-representation 
of Scotland and Wales. The present position would be indefensible 
in equity, and to try to stand on it would run a high risk that 
Parliament might impose specific changes damaging to the 
Government. It would be better to make a measured concession, 
in the form of agreeing that future levels of representation for all 
four countries of the United Kingdom should be considered by the 
Speaker's Conference if the result of the referendums were to bring 
the Scottish or Welsh devolution schemes into operation. 

In discussion, there was general support for the Lord Pres idents 
proposal. In particular, it was noted that evaluations of the 
possible effect of reducing Scottish and Welsh and increasing 
Northern Irish representation to parity with England in electorate 
size suggested that the likely effect in Party terms might be more 
limited than was often supposed, and that only in quite exceptionally 
close-run General Elections would it have altered the governing 
Party. A limited concession of the kind proposed by the Lord 
President would, on the whole, be helpful in the Northern Ireland 
context. Any changes agreed upon following the Speaker's 
Conference could hardly come into effect until well into the 1980s, 
and the prospect of possible changes might make necessary some 
deferment of the Boundary Commission's current work programme; 
such a deferment would not necessarily be disadvantageous. The 
timing of the proposed concession, and its presentation to 
Government supporters, would however need careful consideration. 
It would be important to ensure that the Speaker's Conference took 
into account the major differences between the Scottish and Welsh 
devolution schemes. 



THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet endorsed the Lord Pres idents proposal for conditional 
agreement to refer levels of House of Commons representation to 
the Speaker1 s Conference, and he would write accordingly to the 
Leader of the Opposition. He would consider further with the 
Ministers concerned the timing and presentation of this. 

The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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PUBLIC 
EXPENDITURE 
WHITE PAPER 

Previous 
Reference: 
CM(76) 31st 
Conclusions 
Minute 4 

5. The Cabinet had before them a note by the Chancellor of the 
Exchequer (CP(77) 2), covering a paper by the Chief Secretary, 
Treasury and a draft of Part 1 of the 1977 Public Expenditure White 
Paper. 

THE PRIME MINISTER said that there was insufficient time at the 
present meeting to go through the draft White Paper. However it 
reflected the expenditure decisions which the Cabinet had already 
taken, and embodied no new policy issues. If any Minister had 
points on the text, these should be put to the Treasury before the 
end of the week. Such points should, if possible, be settled 
bilaterally since if any matter had to be brought back to the Cabinet 
in the following week (when there would in any case be another 
heavy agenda) it would delay publication of the White Paper. Subject 
to that, the Cabinet agreed that Part 1 of the White Paper should be 
published as soon as possible. 

The Cabinet 

1. Took note with approval of the Pr ime 
Minister's statement. 

2. Invited the Chief Secretary, Treasury, 
subject to any amendments to be agreed 
bilaterally, to arrange for publication at an 
early date of the draft White Paper attached 
to CP(77) 2. 
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ROAD TRAFFIC 
CASUALTIES 
BILL 

Previous 
Reference: 
CM(77) 1st 
Conclusions 
Minute 1 

6. The Cabinet had before them a note by the Secretary of 
the Cabinet (CP(77) 7) to which was attached a note by officials on 
the Road Traffic Casualties Bil l . 

THE PRIME MINISTER recalled that the three main options 
considered by the Cabinet at their last meeting were a flat rate 
charge per vehicle as in the present draft Bill, a levy on insurers 
which would allow them to load premiums according to risk and an 
increase in Vehicle Excise Duty (VED) or fuel duty. He invited 
the further views of his colleagues on these options. 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that he 
had become more and more convinced that a levy on insurers was 
not a viable option. The delay involved in further discussions 
with the insurers would mean that the required savings for 1977-78 
could not be secured. The Government would either have to 
prescribe the method of adjusting premiums, which would present 
great difficulty, or accept the probability that, left to themselves, 
the insurers would impose a flat rate charge and blame it on the 
Government. If therefore an increase in duty were ruled out, he 
favoured going ahead with the present draft Bill. But his own 
view was that the objections to an increase in duty were not 
overriding. The principle of hypothecation of tax revenue had 
already been accepted in the case of the Child Benefit scheme 
which involved a transfer of resources from tax allowances to the 
payment of benefit. The Chancellor's revenue-raising power need 
not be pre-empted if the requisite increase in duty were announced 
by him as being specifically related to the purpose of recouping 
the costs of road accident cases. The difficulty about treating the 
additional revenue as a public expenditure saving was one which 
applied equally to the present draft Bill which had been ruled to be 
a taxing measure. To obtain the sums required by increases in 
duty would offer considerable advantage, not least the ability to 
dispense with the costly bureaucracy which would be required to 
collect the money under the proposals for legislation. 

In discussion there was considerable support for the view that of 
the options presented by legislation to recoup road accident 
treatment costs, a flat rate charge, as provided for in the draft 
Bill, was to be preferred. Either measure would be very 
unpopular and there would be particular difficulties in the proposal 
to make non-payment a criminal offence, which was unprecedented 
in the case of a tax, but the option of a levy on insurers appeared 
to offer no advantages to offset the further delay which would be 
involved. Although the possibility of carrying the Bill in the House 
in its present form could not be entirely ruled out, there was every 
likelihood that it would fail, so that the Government would incur a 
great deal of odium with the motoring public without having anything 
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to show for it . It was strongly argued, however, that the alternative 
to legislation of the kind proposed was not to increase VED or fuel 
duty but for the Secretary of State for Social Services to find 
alternative savings from his expenditure programme as had been 
agreed by the Cabinet in July and reaffirmed in their discussion on 
4 November. It would seem nonsensical to attribute a small 
proportion of VED to National Health Service (NHS) road accident 
treatment costs. The difficulties and objections of principle to 
establishing a correspondence between tax revenue and expenditure 
were very real as had been found in the past in the context of 
proposals for a Road Fund; and the Government should be especially 
wary at the present time of setting a precedent which might be 
seized on by the Scottish National Party to justify the hypothecation 
of oil revenues. If the Secretary of State for Social Services could 
not find alternative savings, the Contingency Reserve for 1977-78, 
which at £ 650 million was already uncomfortably low and lower than 
at the corresponding time last year, would have to be reduced by the 
amount required. 

It was suggested that out of a total budget of over £5, 500 million 
for the NHS, it should not be too difficult to find alternative savings 
of £20 million in 1977-78. It was pointed out, however, that the 
Secretary of State for Social Services had already agreed to save 
£15 million on drugs, which involved difficult negotiations with 
doctors and the pharmaceutical industry, and that after prolonged 
efforts he had, shortly before Christmas, secured the agreement 
of the Chairmen of the Regional Health Authorities to a programme 
of reductions in administrative costs. The choice for further 
savings probably lay between prescription charges and a general 
reduction of services and costs in the NHS, and either of these would 
be highly unpopular with the Party. Reductions in general NHS costs 
in Scotland would be very hard to achieve, and it might there be 
necessary to find the savings from some other expenditure programme. 

THE PRIME MINISTER, summing up the discussion, said that there 
was a strong view in the Cabinet that legislation to recoup the costs 
of NHS treatment of road accident casualties could not be got through 
the House and that even if it could be, the consequences would be 
politically damaging. It was agreed, therefore, that the draft Bill 
should not be taken any further and that there would be no point in 
pursuing the alternative scheme of a levy on insurers which would 
also require difficult and contentious legislation. The Chancellor of 
the Exchequer had made it clear that he was not prepared to increase 
VED or petrol duty to offset the loss. If therefore the sum was not 
to be a charge on the Contingency Reserve - and thus affect the 
claims of other Ministers - the Secretary of State for Social Services 
would have to find alternative and politically achievable public 
expenditure savings. He should consider this further and report 
back to the Cabinet in due course, 
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The Cabinet -

Took note, with approval, of the Pr ime 
Minister1 s summing up of their discussion 
and invited the Secretary of State for 
Social Services to proceed accordingly. 

Cabinet Office 

20 January 1977 
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PI. L IAMENTARY
AFFAIRS

HEALTH AND
SAFETY
REPRESENTATIVES

(Previous
Reference:
CM(76) 32nd 
Conclusions,
Minute 6

 1. The Cabinet were informed of the business to be taken 
 in the House of Commons during the following week. 

 2. The Cabinet considered a memorandum by the Secretary 
 of State for Employment (CP(77) 10) reporting his consultation 

 with Health and Safety Commission (HSC) and the Trades Union 
Congress (TUC) on possible arrangements for phasing the 

 introduction of proposed regulations under the Health and Safety 
 at Work Etc. Act 1974. 

 THE SECRETARY OF STATE FOR EMPLOYMENT said that in 
 his view when the Cabinet had earlier discussed the introduction 

of the regulations proposed by the HSC their concern over 
public expenditure had caused them to lose sight of fundamentals. 
Eight deaths occurred a day in British industry, which lost 
23 million man days a year through industrial injuries. The 
Royal Commission on Health and Safety under Lord Robens had 
estimated the cost of industrial accidents at at least £200 million 
per annum. The accident rate was increasing. It was against 
this background that the proposed regulations should be considered. 
As requested by the Cabinet he had consulted the HSC, the TUC 
Health and Safety Committee and the Parliamentary Labour Party 
Employment Group. They had all expressed implacable 
opposition to any form of phasing of the introduction of the 
regulations. The HSC, which included representatives from the 
local authorities as well as from industry and the trade unions 
were unanimous. Each employer would have staff in each of the 
different categories which had been considered for implementation 
at varying dates and it would result in confusion if rights were to 
be given to some staff and not to others. Al l the discussions in 
the HSC had been on the basis of implementation of the regulations 
across the board at one time. The Confederation of British 
Industry (CBI) saw the regulations as a balanced package which 
could not be split into parts. Against this background he considered 
that the best course would be to make the regulations at an early 
date but to delay the time in which they were brought into effect, 
perhaps until 1 October 1978. As a result of his consultations he 
believed that if this date were chosen substantial progress could be 
made with applying the regulations on a voluntary basis before they 
had statutory effect. He believed that a realistic estimate of the 
costs to local authorities for the period from October 1978 to 
Apri l 1979 would be £12 million although the authorities themselves 
still took the view that it would be higher than this. In view of 
the difficult public expenditure position he would be willing to find 
£12 million to meet the local authorities1 costs in the period 
October 1978 to Apri l 1979 from savings in his departmental budget. 
Since the public expenditure programme for the period from 
Apri l 1979 had not yet been reviewed it was not yet possible to see 
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how the extra cost of the regulations to the local authorities after 
that date could be dealt with. He hoped however it would be 
possible to arrive at satisfactory arrangements within the context 
of the Rate Support Grant. A final consideration, though one 
which was subordinate to the main argument on merit, was that 
to achieve a satisfactory solution to this problem T*?ould remove 
an issue which would otherwise threaten to become an irritant 
which would make more difficult the discussions with the TUC 
about the third phase of incomes policy. 

THE PRIME MINISTER said that it had become known to the TUC 
that the Cabinet would be discussing the regulations at 4MB me.5.ting 
and he had been very strongly pressed by the TUC to receive a 
delegation urgently. He had seen them the previous evening and 
it was evident that their view that the regulations must be 
introduced as a whole without undue delay was very strongly held. 
He had made clear that a sense of proportion was needed in 
balancing the merits of the regulations against the financial 
constraints. He had warned them that it would probably not be 
possible to implement the regulations before the year 1978-79 
and the TUC had indicated their preference for 1 April 1978. 

la discussion there was general recognition of the strength of 
feeling in the TUC and of the need to find a satisfactory solution 
to the problem. There was however strong feeling the other way 
among Labour groups in local authorities. It was a regular 
complaint, to which there was a good deal of substance, that the 
Government regularly asked the local authorities to reduce their 
expenditure and at the same time imposed new obligations upon 
them. While there was a need to make a clear commitment to 
bring the regulations into force, the maximum of scope should be 
left for consultation with the local authorities so as to minimise 
the danger of conflict with them. For this reason it would be 
preferable to delay the bringing into force of the regulations until 
1 Apri l 1979. It would be preferable to defer a decision on the 
financial arrangements for 1979-80 until they could be fitted in 
with decisions on public expenditure for that year as a whole. It 
was most unlikely that the authorities themselves would be 
satisfied by a commitment on the Governments part to underwrite 
the costs only for a short initial period. Nor would a solution which 
involved the addition of the costs arising under the regulations to 
relevant expenditure for Rate Support Grant purposes be likely to 
be satisfactory for the local authorities who would insist on specific 
financial provisions since they themselves had other priorities for 
expenditure financed by Rate Support Grant. There were also 
practical difficulties in a commitment to savings in the budget of 
the Department of Employment since a large part of their 
expenditure was demand determined. 
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Attention was drawn to the additional costs which the regulations 
would impose on the National Health Service, estimated at 
£6 million for a full year. It was argued that the Secretary of 
State for Employment should find savings to accommodate the 
costs of the initial period of operation there in addition to the 
costs falling on the local authorities. Attention was also drawn 
to the effect of the regulations on the education budget and the 
view was expressed that it would not be tolerable for the costs 
after Apri l 1979 to be met out of an unchanged share of the Rate 
Support Grant for education. It was explained that the differing 
views between the local authorities on the one hand and industry on 
the other about the desirability and value of the regulations was 
natural since circumstances were quite different in the two 
sectors. Industry had far more opportunity to absorb costs and 
the accident rate in industry was much higher than in most local 
authority activities. 

THE PRIME MINISTER, summing up the discussion, said that it 
was necessary for the Cabinet to come to a solution which would 
permit an early commitment to bring the regulations into force 
without undue delay. The Secretary of State for Employment 
had offered to find savings to finance a reasonable estimate of 
the costs which would fall on the local authorities in the first 
six months after introduction on 1 October 1978. This was a 
generous offer; to delay implementation after that date would not 
be satisfactory. The view of the Cabinet was that the matter 
should be settled on that basis. The Secretary of State for 
Employment should consider whether he could make any contribu
tion to meeting the extra costs which would be incurred in the 
National Health Service in 1978-79. It was however too early to 
settle the financial arrangements for the period after 1 Apri l 1979. 
The local authorities should be informed of the Government1 e 
decision before any announcement was made, and th* question 
of costs after Apri l 1979 would be considered in the normal way. 
There should be genuine consultation with the local authorities 
about the -way in which the Governments decision should be 
implemented, but these detailed consultations need not delay an 
early announcement. 

The Cabinet -

Took note, with approval, of the Pr ime Minister1 s 
summing up of their discussion and invited the 
Ministers concerned to be guided accordingly. 



Ur )N OF 
POST OFFICE 
WORKERS AND 
THE COURT OF 
A P P E A L 

LEGISLATION ON 
HUMAN RIGHTS 

Previous 
Reference: 
CM(76) 8th 
Conclusions, 
Minute 4 

3. THE PRIME MINISTER said that if he returned from abroad 
in time, the Attorney General would make a statement in the 
House of Commons that afternoon explaining his decision not to 
take proceedings for an injunction to restrain the Union of Post 
Office Workers from industrial action directed against South 
Africa. This statement would not deal with the question of an 
appeal to the House of Lords against the judgment which the 
Court of Appeal was expected to make that morning. The decision 
whether to appeal was one which it was appropriate for the Attorney 
General to take without reference to the Cabinet. 

The Cabinet -

Took note of the Pr ime Minister's statement. 

4. The Cabinet considered a memorandum by the Home 
Secretary (CP(77) 6) about legislation on human rights. 

THE HOME SECRETARY said that in June last year the Cabinet 
had agreed to the publication of a discussion document on human 
rights legislation partly as a means of heading off an expected 
proposal by Lord Hailsham for the reference of Lord Wade's Bill 
of Rights Bill to a Select Committee. Lord Wade had reintroduced 
his Bill this Session and Lord Hailsham had now put down a motion, 
which would be discussed in the Second Reading Debate on 
3 February, to refer the Bill to a Select Committee. The time 
was ripe therefore for a further discussion by the Cabinet in order 
to determine the line which the Government spokesman should take 
in the debate. His own view was that it would be premature to 
take any decision about Government legislation on human rights and 
that the Government spokesman, while accepting the possible value 
of an enquiry by a Select Committee, should reserve the 
Governments position on the question of principle. Public reactions 
to the Union of Post Office Workers' case currently before the 
Court of Appeal made the present an inopportune time to announce 
a decision on a major constitutional issue affecting the powers of 
Parliament and the courts. 

THE LORD CHANCELLOR said that he did not believe that the 
Government should support the proposal for a Select Committee 
since this would give the Committee and its recommendations the 
special standing which Lord Hailsham clearly intended for it and 
there would be a serious danger that the initiative on human rights 
legislation would then be taken out of the Government's hands 
altogether. But it was desirable for the Government to react 
positively, one way or another, to the public pressures which 
undoubtedly existed for such legislation. He had therefore 
suggested to his colleagues that serious consideration should be 
given to the setting up of a Human Rights Commission or similar 
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body with appropriate legal and social expertise in order to review 
the existing law and make proposals for its reform where it might 
fail to meet our international obligations on human rights. In his 
view, this remedy would be preferable to introducing into our 
domestic law broad statements of principle such as were contained 
in the European Convention on Human Rights and then leaving it to 
the courts to interpret these with little or no guidance. 

In discussion, there was considerable support for the view that any 
Government commitment to the principle of human rights 
legislation as might be implied in the lending of support to 
Lord Hailsham's motion for a Select Committee would be undesirable. 
It was also argued that there was a strong case for opposing the 
motion outright. Much of the pressure for human rights legislation 
came from right wing elements in society who saw it as a means of 
erecting a judicial barrier against the powers of Parliament and 
against social reform of the kind to which the Government was 
committed. The language of the European Convention was very 
imprecise and its interpretation would leave a wide degree of 
judicial discretion in determining politically sensitive issues. 
It was alleged by the proponents of human rights legislation that 
our existing law was in many respects inadequate to protect the 
rights of the individual; but if there were defects in the law, they 
could be remedied by specific legislation. To this end and to 
allay any public concern, there was considerable merit in the 
Lord Chancellor1 s proposal that the Government should consider 
the setting up of a Human Rights Commission to review the existing 
law and make proposals for its reform where necessary. It was 
relevant that the new Chairman of the Standing Advisory Commission 
on Human Rights in Northern Ireland, after extensive visits in the 
Province, had come round to the view that no useful purpose would 
be served by legislation on human rights, but he had indicated that 
he would welcome the establishment of a permanent advisory body 
to review and suggest improvements to existing law as it affected 
the rights of the individual. On the other hand, it was argued that 
human rights legislation was a l ive issue in the country as a whole; 
there was a wide measure of support for it in bodies such as the 
National Council for Civil Liberties whose sympathies were 
generally liberal; and the Human Rights Sub-Committee of the 
Labour Party 's National Executive Committee had unanimously 
recommended the incorporation in our domestic law of the European 
Convention. While it might be right therefore for the Government 
to give serious examination to the Lord Chancellor's suggestion of 
a Human Rights Commission, it would be wrong to combine with this 
a decision actually to oppose the appointment of a House of Lords 
Select Committee on Lord Wade's Bill of Rights Bill . Such a move, 
which was in any case unlikely to succeed, would be seen as a 
reactionary attempt to choke off further debate only 6 months 
after the publication of the Governments discussion document; and 
it would be open to widespread crit icism. The Government would 
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in any case be in a difficult position in opposing the motion for a 
Select Committee unless it were able to offer a direct alternative 
such as a proposal for aHbu.ee of Commons or Joint Select 
Committee, either of which might be preferable to a House of 
Lords Committee. If therefore the Cabinet favoured in principle 
the Lord Chancellor's idea of a Human Rights Commission, it 
would be desirable to present this not as necessarily excluding a 
Select Committee on Human Rights legislation but as being a more 
worthwhile subject for examination. If nevertheless a Select 
Committee were appointed, the Government would feel the more 
free to reject any recommendations which it might make in favour 
of human rights legislation. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet saw little merit in a reference of Lord Wade's Bill of 
Rights Bill to a Select Committee of the House of Lords but 
recognised that this might be unavoidable. They agreed that in 
the Second Reading debate on the Bill the Government spokesman 
should take a robust line in defence of the existing position and 
should explain the Governments doubts about the proposal for a 
Select Committee. He could indicate that if any positive action 
were required at this stage, it would be preferable, in the 
Governments view, to examine the case for the creation of a 
standing body - such as the Lord Chancellor had suggested - which 
would have the ongoing function of reviewing our law to ensure that 
it complied with our international obligations on human rights, 
including the European Convention. The Government should not 
however take a formal stance against the motion for a Select 
Committee or put on any Whip. 

The Cabinet -

Took note, with approval, of the Pr ime Minister's 
summing up of their discussion and invited the 
Home Secretary to be guided accordingly. 

Cabinet Office 

27 January 1977 
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Re rence: 
CM(77) 2nd 
Conclusions, 
Minute 1 

 1. The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. 

 THE MINISTER FOR SOCIAL SECURITY said that the Home and 
 Social Affairs Committee had taken decisions the previous day about 

 Government amendments to the Social Security (Miscellaneous 
 Provisions) Bill at Report Stage. Royal Assent for this Bill was 

 needed in March in order to secure public expenditure savings in 
1977-78, and it was important that Report and Third Reading should be 
taken as early as possible. 

THE PRIME MINISTER, summing up a brief discussion, said that the 
Lord President of the Council would do his best to find a time for the 
remaining stages of this Bill as soon as possible. 

The Cabinet 

1. Took note. 

The Cabinet then had a general discussion of the Parliamentary 
situation in the light of progress to date on the Scotland and Wales 
Bill. 

THE PRIME MINISTER, summing up the discussion, said that the 
majority of the Cabinet took the view that the prospect of carrying a 
timetable Motion would be improved if the new clauses providing for 
post-As sent referendums were debated first. These clauses should 
therefore now be tabled and should be proceeded with as quickly as 
possible. No announcement of a guillotine should be made meanwhile. 
The Cabinet would consider this at a later meeting. 

The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister1 s summing up of their discussion, and 
invited the Lord President of the Council to be 
guided accordingly. 
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THE LORD PRESIDENT OF THE COUNCIL said that the Ministerial 
Committee on Devolution Strategy (DVY) had now agreed on the terms 
of the questions that would be put in the Scottish and Welsh 
referendums. For Scotland, they recommended that the question 
should be: 

"The Scotland and Wales Act 1977 provides for an elected 
Scottish Assembly and Executive. Scotland would remain part 
of the United Kingdom. The new Assembly and Executive 
would exercise substantial powers devolved by Parliament. 
These provisions will however come into force only if approved 
in this referendum in Scotland. 

DO YOU AGREE THAT THE PROVISIONS OF THE SCOTLAND 
AND WALES ACT 1977 SHOULD BE PUT INTO EFFECT IN 
SCOTLAND?" . 

The question for Wales would be identical apart from the appropriate 
references to Wales in place of Scotland. 

THE PRIME MINISTER, summing up a short discussion, said that the 
Cabinet agreed with the terms proposed for the questions. 

The Cabinet 

3. Took note, with approval, of the Pr ime 
Minister1 s summing up of their discussion. 
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Rhodesia 

1 evious 
Reference: 
CM(77) 2nd 
Conclusions, 
Minute 2 

Abducted
Children

2. THE FOREIGN AND COMMONWEALTH SECRETARY said 
that the statement which he had been authorised to make in the 
House of Commons on 2 February had been received without 
controversy. Attitudes seemed to have changed since 1968 when the 
subject aroused strong feelings and he thought it should now be 
possible to avoid major Parliamentary difficulties. 

THE FOREIGN AND COMMONWEALTH SECRETARY said he would 
prefer to delay a detailed report on Mr Richard1 s mission until he 
was in a position to put specific proposals to the Cabinet. He had 
however had a useful preliminary talk with Mr Andrew Young, the 
United States Representative to the United Nations, on the previous 
day. Mr Ivor Richard was now back in London and it was hoped to 
have informal talks with the Americans in the following week. 

 THE FOREIGN AND COMMONWEALTH SECRETARY said that there 
 were conflicting accounts of what had happened to the 400 children 

who had crossed the frontier between Rhodesia and Botswana. The 
Rhodesians claimed they had been abducted to Botswana: while the 
Botswana Government said they had come to Botswana voluntarily. 
Botswana officials said that the situation in which the children had to 
l ive in Rhodesia was intolerable and that, as others had done 
previously, they had made their own decision to cross the border. 
Their ages ranged from 13 to 18 and they might therefore be presumed 
to be able to make up their own minds. The incident had occurred 
in an area which was a long way from any British representative and 
we had no means of discovering the true facts. We had no practical 
responsibility in the matter and it was unfortunate that the Speaker 
should have allowed an emergency debate on the matter. He 
proposed that Mr Rowlands should make only a brief reply. 

THE PRIME MINISTER said that, while it was true that there was 
nothing which we could do about the matter, this was the sort of case 
which, because of the involvement of children, aroused humanitarian 
sympathies in the House. He hoped that, while making clear our 
position, Mr Rowlands would adopt a generally sympathetic and 
humanitarian approach. 

The Cabinet -

Took note of the statements by the Pr ime Minister 
and the Foreign and Commonwealth Secretary. 
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3. The Cabinet had before them a memorandum by the Secretary 
of State for Defence (CP(77) 13) to wMch was attached a draft of the 
Statement on the Defence Estimates 1977. 

THE SECRETARY OF STATE FOR DEFENCE said that in layout the 
draft attached to his memorandum was similar to previous Defence 
White Papers. The main issues were treated in Chapter I, in which 
the passages describing the military capability of the Warsaw Pact 
and the response to it of the North Atlantic Treaty Organisation (NATO) 
had been considered with particular care by the Defence and Oversea 
Policy Committee (DOP). There could be no doubt about the 
continuing growth in Soviet military power, and its essential features 
were described in Chapter I, as they had been in the 1975 and 1976 
Defence White Papers. But he had sought to expand the account of 
NATO's response as far as he could within the limits imposed by 
security and what our Al l ies would be prepared for us to say about 
their own military contribution to the Alliance. It was not possible 
to please both those who thought we spent too much on defence and 
those who thought we spent too little: but he believed that a generally 
satisfactory balance was struck in the present draft of Chapter I, 
which included amendments agreed by DOP. 

In discussion of Chapter I of the draft Statement the following points 
were made 

a. Purchasing power parity was a more satisfactory basis 
than the United States dollar for international comparison of 
defence spending. Since recent purchasing power figures were 
not available, an explanation of the limitations of the dollar 
statistics had been included in paragraph 143 of the draft 
Statement. It was suggested that use of the dollar basis 
significantly understated our comparative defence spending per 
capita: if account were taken of purchasing power parity, our 
ranking in the Alliance might be as high as it was if defence 
spending were measured as a proportion of national output. 
This point should be made during the defence debates. 

b. The disappointingly slow progress in the negotiations on 
mutual and balanced reductions of forces in central Europe 
made it the more important that the United States and the 
Soviet Union should reach a further agreement this year on 
strategic arms limitation. The new American Administration 
wished to give a fresh impetus to the talks, and this was 
welcome. The Soviet Union too seemed willing to work for an 
agreement, but there were genuine difficulties on both sides 
which made an early agreement unlikely. 
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In discussion of the remaining Chapters of the draft Statement the 
following further points were made 

a. The draft Statement contained no reference to the future of 
Gibraltar Dockyard. A decision to close the dockyard would 
have to be announced soon if the savings envisaged in the 1975 
public expenditure review were to be achieved. The 
announcement of such a decision would however be received 
very critically in Gibraltar: and on this account there might 
be advantage if it could be made during the debate on the 
Defence Estimates rather than as a separate announcement. 
Such a decision would also be very badly received by the 
Trades Union Congress. 

b. In the section of the Statement dealing with the operations 
of British forces in Northern Ireland the last sentence of 
paragraph 230, referring to the Peace Movement in Northern 
Ireland, might be counter-productive and should be deleted. 
In the preceding sentence the phrase "a majority of the 
community" should be changed to "a majority of the people". 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet approved the text of the Statement on the Defence Estimates 
1977 subject to the points made in discussion and agreed that it 
should be published on 28 February. No decision could be taken about 
the future of Gibraltar Dockyard on which there were no papers before 
the Cabinet: this would require separate and careful consideration by 
the Ministers concerned. 

The Cabinet -

Took note, with approval, of the Prime Minister's 
summing up of their discussion. 

Cabinet Office 

3 February 1977 
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1. THE PRIME MINISTER said that he thought that the 
Cabinet would wish to mark The Queen1 s Silver Jubilee by 
presenting a token to her, as had been done in 1935 on the 
occasion of King George V  s Silver Jubilee. Prel iminary 
enquiries had indicated that this would be acceptable to The Queen 
and he now sought his colleagues agreement to the proposal. 

The Cabinet -

Agreed that this presentation should be made and 
took note that the Pr ime Minister would give 
further consideration to the form which it should 
take. 

2. The Cabinet were informed of the business to be taken 
in the House of Commons during the following week. 

The following points were made in discussion:

a. Although it was hoped that difficulties would not arise 
on the Report Stage of the Social Security (Miscellaneous 
Provisions) Bil l , there was likely to be a considerable 
debate on the amendment to Clause 13 relating to 
supplementary benefit for students. 

b. Discussion of the new provisions on referendums ia 
the Scotland and Wales Bill was likely to continue on both 
Tuesday 15 and Wednesday 16 February. 

c. The Housing (Homeless Persons) Bil l , introduced by 
Mr Stephen Ross, was the Government Bill on this subject, 
for which it had not been possible to find a f irm place in 
the legislative programme, and it should be given all 
necessary support to ensure a Second Reading on 
18 February. 

d. The Chief Whip was putting forward measures designed 
to avoid recurrence of the situation which had resulted in 
the Reduction of Redundancy Rebates Bill not obtaining a 
Second Reading on 7 February, and the Secretary of State 
for Employment had under preparation proposals for a 
different Bill which would achieve the same result. 

The Cabinet -

Took note. 
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F 1EIGN AFFAIRS

Economic Summit

Meeting of the
uncil of

Ministers
(Foreign Affairs)
8 February

 3. THE PRIME MINISTER said that the latest indications he 
had received were that the Summit would be held in London and 
that the most suitable time would be early May. He would be 

 considering the most favourable date from our point of view and 
it would be his responsibility, as the representative of the host 
Government, to call the meeting. He would report further to the 
Cabinet on the proposed arrangements. 

The Cabinet 

1. Took note, with approval, of the 
Pr ime Minister1 s statement. 

 THE FOREIGN AND COMMONWEALTH SECRETARY reported 
 on the outcome of the meeting of the Council of Ministers (Foreign 
 Affairs) in Brussels on 8 February. Three points in particular 

 were worthy of comment. On pigmeat we had suffered an 
 irritating setback in that the Danes had secured support from all 

other Member States apart from ourselves for a view that our 
recent action in subsidising pigmeat producers was incompatible 
with the Rome Treaty. The Commission would therefore be 
considering this question further and it was possible that we might 
be taken to the European Court. On Portugal there had been a 
lengthy discussion on the line to be taken by Member States in the 
discussions which the Portuguese Pr ime Minister, Dr Soares, 
would shortly be having in Community capitals on Portugal1 e desire 
to accede to the European Community. A substantial difference of 
emphasis existed between ourselves, the Germans and the Danes 
on thetosie hand and the $tench, who were much more reserved in 
their attitude to Portuguese accession, on the other. Agreement, 
however, had been reached on a general line which while recognising 
the goal of ultimate membership would effectively provide for any 
Portuguese application for accession to be the subject of a good deal 
of discussion and negotiation before the Commission proceeded 
under Art icle 237 of the Treaty of Rome to give an opinion. This 
was satisfactory in that all Member States would now give a broadly 
identical answer to the Portuguese Pr ime Minister, although 
differences in emphasis would doubtless emerge later. Discussion 
on fishery questions had kept the Council up till 4. 00 am on 
9 February. The action being taken on the external regime had 
occasioned little argument and discussion had concentrated on 
conservation. A wide measure of agreement had emerged on 
common action in this field, but the Danes had maintained a 
temporary reserve on the grounds that they could not agree to 
unilateral action by the United Kingdom. We had maintained 
against strong opposition our right embodied in an agreement 
reached at a meeting of Foreign Ministers in The Hague in October 
last year to introduce, if necessary and after consultation with the 
Commission, unilateral conservation measures. The outcome 
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therefore from the United Kingdom standpoint could be regarded 
as reasonably satisfactory. More generally, the Foreign and 
Commonwealth Secretary had put to the Council that an excessive 
amount of time at their meetings was being devoted to highly 
technical fishery questions without adequate discussion beforehand 
of the policy implications. He had therefore suggested that more 
of the detailed discussion should be undertaken in future by the 
Council of Ministers (Agriculture). Agreement had also been 
reached to set up a high level group of officials to deal with 
fisheries questions and to prepare the ground for their discussion 
in the Council of Ministers. 

In discussion it was suggested that the setback we had received 
on pigmeat was not irretr ievable. It should be possible to put 
this item on the agenda of the Council of Ministers (Agriculture) 
on 14-15 February and for us again to make our case. One major 
difficulty was that the Danes were clearly taking a tough line on 
this in view of the imminence of their elections early next week. 
It was maintained that, if the issue were referred by the Commission 
to the European Court, we should have a good case in that we could 
argue that our subsidy was designed to reduce the distortion of 
trade which was the subject of the Danish complaint. Furthermore 
Mr Gundelach, the Agricultural Commissioner, was reported as 
being willing to consider some compromise. Further develop
ments in this matter, including the length of time the Court would 
need to consider the case if referred to it by the Commission 
compared with the duration which we had in mind ourselves for 
this scheme, would need to be considered by the Ministerial 
Committee on European Questions. 

In further discussion it was argued, in particular in relation to the 
discussion on Portuguese accession, that we were not adequately 
exploiting the negative line which the French were taking on a whole 
number of issues. On Portuguese accession they were the most 
reserved of all Member States. They had also inflexibly opposed 
our suggestions, put forward in the interests of developing a 
Community policy, for informal meetings of Ministers of Energy 
and Transport. It was however the United Kingdom and not the 
French which was popularly supposed to be the most obstructive 
member of the Community. It was argued that the French 
exploited skilfully the use of European rhetoric, were skilful in 
finding legalistic cover for their actions and had the advantage of 
a Press which, unlike ours, tended to support Government action. 
It was also necessary to bear in mind that, as seen by many 
Europeans, we had the hesitations and doubts of renegotiation to 
l ive down. On the other hand it was argued that the picture of an 
isolated United Kingdom in the Community was exaggerated. Our 
reputation in the Community was good and had been enhanced by the 
positive nature of the Foreign and Commonwealth Secretary1 s 
keynote address to the European Assembly in Luxembourg in 
January. It would be i l l advised for us to spend too much time 
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worrying about the French. We should define our interest 
carefully, defend it tenaciously and bear in mind that the French 
were doing the same. 

The Cabinet -

Took note. 

4. The Cabinet considered memoranda by the Secretary of 
State for Social Services (CP(77) 11) and the Chief Secretary, 
Treasury (Annex to CP(77) 12) about the social security and health 
public expenditure programmes, and a Note by the Secretary of 
State for the Home Department (CP(77) 16), to which was annexed 
a note by officials, about various suggestions for savings in the 
social security field, some of which had been discussed by the 
Home and Social Affairs (HS) Committee. 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that the 
table of losses and potential losses of savings set out in 
paragraph 3 of the Chief Secretary's memorandum required some 
qualification. The losses consequent on the abandonment of the 
Road Traffic Casualties Bill were attributable to a decision of the 
Cabinet as a whole; he himself had always been ready to proceed 
with the Bil l . The estimated full-year losses of £40 million for 
1978-79 and subsequent years in any case fell outside his 
departmental responsibility since it had been decided that the 
National Health Service (NHS) should not benefit from the revenue 
which the Bill was aimed to secure. The potential losses were 
most unlikely to be realised. He and the Minister for Social 
Security were confident that they would be able to carry the 
necessary regulations on student access to unemployment benefit 
and the amendment to the Social Security (Miscellaneous 
Provisions) Bill dealing with the discretionary withholding of 
supplementary benefit from students in the short vacations. He 
had offered savings, which went some way to offset the losses, 
of £3-31 million in 1977-78 and £6 million in 1978-79. In the 
health field he had already gone to the l imit of finding savings on 
drug costs and although he recognised that there might be scope, 
beyond the 5-j per cent reduction in management costs which he had 
agreed with the Chairmen of the Regional Health Authorities, for 
further savings in NHS administration costs, these were of a 
longer-term nature and could not be determined in advance of the 
report of the Royal Commission on the NHS. Therefore, apart from 
the further savings of £1-1-1 million which he had been able to offer 
in respect of centrally financed services, the choice lay between 
increasing prescription charges and cutting down Health Authority 
expenditure. The latter would involve further ward closures and 
staff redundancies which could adversely affect the welfare, and 



even endanger the l ives, of patients, and for these reasons was 
unacceptable. Although he fully recognised the political 
difficulties of an increase in prescription charges, he had no doubt 
that the public would see this as the more reasonable of the two 
options. In the social security field, there were severe 
Parliamentary constraints against securing any further savings. 
For the reasons set out in CP(77) 16 HS Committee had found the 
Treasury suggestions for further savings politically unacceptable. 
They would hit lower-paid workers and other disadvantaged groups. 
Of the further possibilities for savings, set out in the note by 
officials annexed to CP(77) 16, a reduction in the supplementary 
benefit scale rates would be quite unacceptable. It would mean 
taking from the poorest section of the community what might 
otherwise have been secured from occupational pensioners who 
were relatively well off. The proposal for abating the benefit to 
national insurance beneficiaries in hospital was less objectionable 
on that score but there would be great difficulty in getting the 
necessary regulations through the House and there might be an 
adverse report from the independent National Insurance Advisory 
Committee. 

THE CHIEF SECRETARY, TREASURY, said that it was necessary 
either to find additional savings or to acoept an equivalent reduction 
in the Contingency Reserve which would affect the expenditure claims 
of other departmental Ministers. It was for the Secretary of State 
for Social Services, and not for himself, to identify ways in which 
savings might be made. But it was difficult to believe that out of a 
total budget of £18 billion more of the required savings could not be 
found, particularly since there had been substantial underspends in 
1974-75 and 1975-76. Although an increase in prescription charges 
would present political problems it would not be inequitable since 
60 per cent of all prescriptions, including those for the poor and 
chronically sick, were exempted. It seemed a gross exaggeration 
to say that a \ per cent reduction in NHS costs, where the total 
budget wa8 over £5 billion, would put patients at serious risk. On 
the social security side, a lOp reduction in the scale rates of 
supplementary benefit, though he recognised the political difficulties, 
would be distributed across nearly 3 million beneficiaries. A 
possible measure which would not hit the poor would be to shorten 
the period of full payment of national insurance benefits to hospital 
in-patients from 8 weeks to 4 and to alter the percentage reductions 
of benefit. This would save £7.75 million which, together with the 
other savings already offered, would cover the shortfall in social 
security savings. 

In discussion, it was argued that DHSS expenditure in 1977-78 and 
subsequent years was already under severe constraint through 
planned reductions and the imposition of cash limits and that it would 
be wrong to rely on any underspend in place of savings. 
Prescription charges had remained the same since Apri l 1971 and 
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there was no case on the merits for resisting an increase now, 
but the political objections to such action at the present time 
were overriding. There were limits as to how far the Government 
could go in trying to secure any further savings in the face of 
Parliamentary and political opposition. The International Monetary 
Fund must recognise these limits but they were in any case only 
concerned with the aggregate of expenditure. Although there was 
a large sum of potential claims on the Contingency Reserve for 
1977-78, which at present stood at £650 million, the f irm claims 
were small. Nevertheless, if alternative savings were not found 
to offset those which had been foregone, unpalatable decisions might 
have to be taken later on in order to maintain the agreed limit of 
the Contingency Reserve. So far as 1978-79 was concerned, the 
possibility of increasing the NHS element of national insurance 
contributions should not be ruled out. On the other hand, there was 
no relationship between these contributions and savings in public 
expenditure; it was known that the national insurance fund was in 
substantial surplus and the Trade Union Congress were already 
using this as an argument for higher pensions. 

In discussion of the proposed method of giving effect to the Cabinet's 
decision, in November last year, to save £25 million in 1978-79 
and subsequent years by withdrawing child tax allowances (CTAs) 
from the parents of non-resident children, it was argued that in 
taking this decision the Cabinet had envisaged that the CTAs would 
be phased out over a period sufficient to enable parents to secure 
entry for their children into this country; and it had been thought 
that this period would be about 18 months. On the other hand, it 
was pointed out that the Cabinet had taken a f irm decision on the 
savings required, leaving the detailed implementation of this to be 
worked out later, and there were very clear operational advantages 
in the method of implementation which had been agreed between the 
Secretary of State for Social Services and the Chief Secretary, 
Treasury. This would bring in savings of £29 million in 1978-79 
but the effect on individual families of the additional £4 million 
savings thus secured would be very marginal, would be unlikely to 
make any difference to individual decisions about whether to bring 
children into the country and would therefore be consistent with the 
general principle which the Cabinet had favoured. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet recognised the political difficulties of adopting any of the 
suggestions for alternative savings in the DHSS field which had been 
put forward by the Chief Secretary, Treasury, or set out in the 
note by officials annexed to CP(77) 16. They agreed therefore 
that these possibilities should not be pursued. In the health field 
the only practical scope for significant savings lay in an increase 
in prescription charges, for which there was a case on the merits, 
but the Cabinet had concluded that this would not be politically 
acceptable at the present time. Some members of the Cabinet had 
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expressed opposition to the proposal for withdrawing CTAs from 
the parents of non-resident children, but the majority of the 
Cabinet accepted this as a logical extension, in practical and 
operational terms, of the decision taken in November 1976 to 
secure savings of £25 million ?n 1978-79 by this means. 

The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

5. The Cabinet had before them a note by the Chancellor 
of the Exchequer (CP(77) 14) covering a memorandum by the 
Chief Secretary, Treasury, to which was attached a report by the 
Public Expenditure Survey Committee covering all major ongoing 
and planned reviews, whether or not they were formally regarded 
as Programme Analysis and Review studies (PARs ) . They also 
had before them a note by the Central Pol icy Review Staff 
(CP(77) 17). 

THE CHIEF SECRETARY, TREASURY, said that when the Cabinet 
discussed the PAR system in October, they had asked him to bring 
forward a stocktaking paper in order to enable them to agree upon 
a 1977 programme of studies. The report attached to his 
memorandum reviewed all major ongoing studies and set out, in 
Part 2 on pages 31 and 32, a summary of the reviews which it was 
proposed to undertake in 1977 under the PAR label. He 
recommended to Cabinet that they should agree that the proposed 
reviews should proceed. 

In the course of a short discussion the suggestion was made that 
reviews undertaken by officials ought also to cover or do more to 
take into account documents or ideas emanating from Labour Party 
sources. The prime responsibility for arranging this kind of 
political input lay however with departmental Ministers, many of 
whom had already arranged for their junior Ministers to establish 
close links with the appropriate Party groups or committees. In 
this way there could be both a contribution from the Department to 
the Party deliberations and a feedback to the Departmental work. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet were content with the stocktaking report which was attached 
to CP(77) 14, and approved the programme of PAR studies for 1977 
included therein subject to further consideration by the Ministers 
concerned of the provisional studies. They also took note of the 
continuing need for close liaison by Ministers with the appropriate 
Party groupings, though this should not of course detract from the 
fact that the responsibility for decisions lay with the Government. 
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The Cabinet -

I . Took note with approval of the Pr ime 
Minister's summing up of their discussion. 

2. Invited the Chief Secretary, Treasury, 
to arrange for the approved PAR studies to 
proceed. 

6. The Cabinet had before them a memorandum by the 
Secretary of State for the Home Department (CP(77) 15) to which 
was annexed a draft White Paper on Direct Elections to the 
European Assembly. 

THE HOME SECRETARY said that the draft White Paper raised 
some difficult political issues. But there were advantages in 
publication at an early date. Our Community partners would be 
reassured. The Government would be seen to have given careful 
consideration to the issues raised in three separate reports by the 
Select Committee on Direct Elections to the European Assembly. 
And it would also be useful to bring out the difficulties, of which 
many of those who supported direct elections were unaware, 
raised by the delimitation of the new and larger constituencies 
which would be needed. 

In discussion it was argued that not to give evidence soon that we 
were going ahead with preparations for direct elections would have 
serious consequences. It was now clear that all our Community 
partners would be ready for direct elections by the target date of 
May/June 1978; doubts about whether the French and the Danes 
would be ready in time had recently been removed. If we were to 
talk of continuing to nominate our members the French would say 
that under their constitution their agreement to direct elections 
was necessarily dependent on reciprocity. In theory we could 
then seek to put the blame on the French, but in practice we would 
incur the odium from all our partners. In any case we had under
taken to use our best endeavours to be ready to hold direct elections 
in May/June 1978. If we introduced a Bill but could not carry it 
this would not be inconsistent with best endeavours: but not even to 
introduce a Bill would be held by our Community partners to be a 
breach of faith. This in turn would have adverse consequences for 
a number of objectives which we needed to pursue in the Community 
context. On the other hand it was argued that publication now of 
the present draft White Paper would raise a number of serious 
difficulties. In the first place, those Government supporters in 
the House who were opposed to direct elections might take 
publication to imply a f irm resolve by the Government to carry 
legislation this year. This could induce them to delay the 
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passage of the Scotland and Wales Bill in order to obstruct a Bill 
on direct elections. This argued for not publishing the White 
Paper until after the guillotine on the Scotland and Wales Bill and 
also for omitting from it clear dates by which under various options 
the Bill needed Royal Assent. Even so it had to be recognised 
that a debate on the White Paper, as was proposed, would show a 
substantial majority for direct elections. In the light of this it 
would be difficult to argue afterwards that passage of the Bill 
through the House was impracticable. Yet the Bill could only be 
got through by relying on Opposition support, and at the cost of 
exacerbating difficulties in the Labour Party. Moreover, there 
had been no adequate discussion in the House of Commons of the 
fundamental issues raised by the relationship between Parliament 
and a directly elected European Assembly. 

In further discussion it was argued that insufficient consideration 
had been given to the major differences in electoral practice which 
existed between the United Kingdom and the rest of the Community. 
Our Community partners in agreeing to direct elections were more 
concerned to promote a symbol of unity than democratic control. 
Denmark, for example, intended to make the dual mandate (that 
is an obligation that members of the European Assembly should 
at the same time be members of a national Parliament) compulsory. 
Other Member States such as France would operate on the basis of 
a single l ist. The delimitation of a number of large constituencies 
in the United Kingdom with a first past the post system generally 
applied would in all probability mean the absence of any Liberal 
members, a very small perhaps single figure Labour share of our 
81 members, and an overwhelming Conservative membership. 
This would undermine the position both of the Labour Party in 
office and individual Labour MPs in relation to their constituencies 
and a result as distorted as this would not be good either for the 
European Assembly or for the regard in which it would be held in 
this country. We had too readily assumed that the first past the 
post system was right in this country. In particular there were 
strong arguments for a single list. Admittedly if we decided to 
adopt a single l ist this would mean the adoption of proportional 
representation which had been resisted in the case of the Scottish 
and Welsh Assemblies but the circumstances, and in particular the 
size of the constituencies, were quite different. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet recognised the advantages of early publication of a White 
Paper on direct elections as an indication to our European partners 
that we were continuing to use the best endeavours to which we had 
pledged ourselves. However, the electoral system proposed in 
the White Paper raised a number of fundamental issues which 
required full examination. Officials should therefore prepare a 
memorandum on the electoral practices of our Community partners 
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and the options, including the single l ist and the dual mandate, 
which it would be open to us to adopt. He would then arrange for 
it to be given some prior political consideration by a Group of 
Ministers before it was circulated for further discussion by the 
Cabinet towards the end of February. 

The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

Cabinet Office 

10 February 1977 
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1. The Cabinet were informed of the business to be taken in the 
House of Commons during the following week. 

THE LORD PRESIDENT OF THE COUNCIL said that on Tuesday, 
22 February it was proposed to take a Timetable Motion on the 
Scotland and Wales Bill. It was clear from the slow rate of 
progress on the Bill so far, and the ease with which debates on the 
Bill could be spun out without serious filibustering, that there was 
no prospect of getting the Bill through without a guillotine. The 
Motion would allot 20 further days for the completion of the Commons 
stages of the Bill, apart from consideration of Lords amendments, 
with each allotted day extended by one hour up to 11 pm. This would 
mean allowing about the same number of days for the Bill as 
originally envisaged, with some extra days for the referendum 
provisions. It would nevertheless involve a severe curtailment 
of debate, and if an amendment were put down to allot a larger 
number of days, this could prove awkward to deal with. 

THE PRIME MINISTER, summing up a brief discussion, said that 
the whole Cabinet agreed that a Timetable Motion on the Scotland 
and Wales Bill should be taken in the following week. There would 
be no guarantee of success, but the prospects of obtaining a 
guillotine would not improve with time. A guillotine was now 
generally expected, and every possible effort should be made to 
ensure that the Motion was carried. It was important that the 
arrangements proposed by the Business Committee should allow for 
all major provisions of the Bill to be debated before it was sent to 
the Lords. Differing views had been expressed on the desirability 
of an extension to 11 pm on each allotted day, and the Lord President 
would give further consideration to this question; he would also 
consider what advance information could be given to Ministers about 
the days of the week likely to be allotted to this Bill in the coming 
weeks. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion, and 
invited the Lord President of the Council to be 
guided accordingly. 
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THE LORD CHANCELLOR said that the Examiners had reported 
that morning to the effect that the Aircraft and Shipbuilding Industries 
Bill, which had been referred to them by the House of Lords, was 
hybrid. He understood that the report was 15 pages long and of a 
technical nature, and that it raised some far-reaching issues. The 
next step would be for the Standing Orders Committee to consider 
whether or not Standing Orders applicable to hybrid Bills, but not 
complied with in respect of this Bill, ought to be dispensed with. 
The Committee1 s conclusions would not be known until the following 
Thur sday. 

THE PRIME MINISTER, summing up a brief discussion, said that 
the report of the Examiners would require detailed study before any 
conclusions could be reached about the nature and extent of the 
Bil l 's hybridity and about the options open to the Government. He 
would arrange for a small group of the Ministers most closely 
concerned to examine the range of options, taking into account the 
implications for the industries concerned of further delay, and to 
report their conclusions to the Cabinet for discussion next Thursday. 
In the meantime, the Government could decline to make a statement 
of their intentions by pointing to the complexity of the report and to 
the need to await the completion of the procedures which were in 
train in the House of Lords. 

The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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2. THE MINISTER OF STATE FOR FOREIGN AND 
COMMONWEALTH AFFAIRS, reporting on the South African 
proposal for trilateral talks, said that this was made after 
Mr Vorster, the South African Pr ime Minister, had summoned 
Mr Smith to see him in Cape Town on 9 February. On the following 
day Mr Vorster told the British and American Ambassadors that 
he was convinced there was a change in Mr Smith's attitude and 
that the latter was sincere in his acceptance of the principle of 
majority rule in two years and of the establishment of an interim 
government with the aim of achieving this. It was clear that 
Mr Vorster wanted a high level Ministerial meeting. We were 
understandably sceptical about the sincerity of Mr Smith's conversion, 
but the Americans were anxious that we should take a positive 
attitude towards the South African proposal. The first step would 
therefore be to have bilateral official discussions with the Americans. 
\ie would wish to establish that there was no division on policy 
between Ambassador Young and the State Department, each cf whom 
had been saying rather different things about Southern Afr ica. We 
would also need to ensure that there was complete solidarity of 
views between the Americans and ourselves on the line we should 
take with the South Africans and on our interpretation of Mr Smith's 
attitude. These talks would take place on 21 February, after which 
we would wish to assess the results on the following day before 
agreeing to trilateral official level discussion with Ambassador Botha' 
participation. The Pr ime Minister would probably wish to discuss 
with President Carter during his visit to Washington in March 
whether we should then move on to trilateral talks at Ministerial 
level . 

In discussion it was suggested that we should proceed with great 
caution since it was important that we should not be left in an 
exposed position, as had happened after Dr Kissinger's initiative. 
We should bear in mind the political advantage Mr Vorster would 
hope to gain from a meeting with Mr Vance and the British Foreign 
and Commonwealth Secretary. There was a case for inviting a 
representative of the front line States, either President Kaunda of 
Zambia or President Nyerere of Tanzania, to be present at any 
meeting we and the Americans had with the South Africans. The 
difficulty would be to find a single African representative who could 
speak for the others. But it would in any case be desirable to 
ensure in advance that the African Presidents did not object to a 
trilateral meeting on the lines proposed. These were all points 
which would have to be discussed with the Americans at the official 
bilateral talks. 

THE PRIME MINISTER, summing a brief discussion, said that we 
had to balance the desirability of not allowing Mr Vorster to derive 
political advantage from the situation, against the importance of not 
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giving the Americans the impression that we were not actively 
concerned in trying to achieve a settlement. The latter was of 
major significance to us in a wider context. We should send a 
senior official to Washington for bilateral talks on 21 February with 
a view to working out a common position with the Americans. In 
the light of the report to Ministers on these talks, we would then 
be in a position, if we and the Americans agreed that this was the 
right step to take, to move to official trilateral talks with the 
South Africans within a few days. The question of a trilateral 
Ministerial meeting could be considered subsequently. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

THE MINISTER OF STATE FOR FOREIGN AND COMMONWEALTH 
AFFAIRS said that he had led the European Community delegation 
at the opening talks with the Russians in Brussels on 16 February. 
The talks had started well and the Russian approach had been 
reasonable. Mr Ishkov, the leader of the Soviet delegation, had 
agreed to respond on 17 February to the Community's proposals 
on licensing. In the light of yesterday's talks the risks of a 
serious confrontation at sea appeared to be much reduced. It 
seemed possible that we should arr ive at some compromise for 
the interim period during February and March. 

In discussion it was pointed out that, although we were aiming to 
reduce the number of licensed Russian ships fishing at any one 
time to 17, these ships were each eight times the size of one of our 
own. This made the extent of Russian fishing much greater than 
it appeared. It was pointed out however that the formula for 
calculating the number of ships to be licensed was a flexible one 
and permitted an increase in numbers to balance a redaction in size 
This could provide the basis for a compromise with the Russians. 

The Cabinet 

2. Took note. 
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In a brief discussion, reference was made to the death of the 
Anglican Archbishop of Uganda, who had apparently been killed by 
orders of President Amin. It was suggested that we should make 
clear our sense of outrage at this event which made it all the more 
important that President Amin should not attend the Commonwealth 
Heads of Government Meeting. We should in any case make clear 
our view that President Amin's behaviour was a disgrace to the 
Commonwealth. 

THE PRIME MINISTER, summing up a short discussion, said that 
it was not for the British Government to issue invitations to the 
Commonwealth Heads of Government Meeting. He agreed with the 
views expressed but from his experience, making clear to 
President Amin that his presence would be unwelcome would only 
be l ikely to encourage him to come. 

The Cabinet 

3. Took note. 
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3. THE CHANCELLOR OF THE EXCHEQUER said that the 
world prospects for the shipbuilding industry were appalling. The 
previous year Japan had secured 75 per cent of the free world 
orders. Their prices were 25 per cent below those of Europe 
on average. Although the British industry was now competitive 
with the rest of Europe the merchant shipbuilding sector was 
threatened with the loss of two-thirds of its employment by the end 
of 1978. The problems had been considered the previous week by 
the Ministerial Committee on Economic and Industrial Policy which 
had approved the establishment of a selective intervention fund to be 
used to subsidise orders. There would be a control figure of 
£65 million on commitments in the period to the end of March 1978. 
Present estimates were that with this fund it might be possible to 
limit the redundancies in the shipyards to 11, 000 by the end of 1978; 
if the large order from Poland at present under negotiation could be 
secured the rundown might be substantially smaller than that. 
Taking account of existing commitments the public expenditure 
provision required to implement the strategy amounted to 
£83 million. The sums involved in 1978-79 and 1979-80 exceeded 
the present provision by £12 million and £7 million and he 
recommended these amounts should be a charge on the contingency 
reserve . It would be necessary to start right away to obtain the 
co-operation of the firms in the industry to enable assistance to be 
concentrated on those yards where prospects of long term survival 
were best. 

THE SECRETARY OF STATE FOR INDUSTRY said that the Pr ime 
Minister had asked that a new interim strategy should be prepared 
for the shipbuilding industry which should provide for selectivity so 
as to channel assistance to the yards with the best future prospects, 
and to provide for a limit on expenditure. The strategy which he 
had put forward met both these requirements. There was no question 
about the need for extremely urgent action. Half of the yards in the 
country would be out of work by the end of the present year unless 
new orders were secuied, and only four had work which would last 
beyond the end of 1978. Of these three were warship builders. The 
industry was heavily concentrated in areas where unemployment was 
particularly high and where other industries such as 
telecommunications, steel and power plant equipment which were 
also threatened with rundown were also concentrated. The key was 
the need to secure additional orders. The production capacity of 
the merchant sector of the industry was some l^ million tons a year: 
orders obtained in 1975 amounted to only 70, 000 tons and in 1976 to 
400, 000 tons. The competitive position of the United Kingdom 
industry was better now than when the Cabinet had last discussed 
the prospects in March 1976. British prices were now competitive 
with those of the rest of Europe. Every effort was being made by 
his Department to assist the securing of orders. One of his officials 
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had been appointed Managing Director of the trustee company which 
would oversee the companies already owned by the Government in 
the period before vesting. 100, 000 tons of orders were needed by 
the end of March, 480, 000 by March 1978 and 830, 000 tons by 
March 1979. The selective intervention fund which he proposed 
would give discretionary grants to individual yards to enable them 
to secure particular orders. It would be operated highly 
selectively, but there could be no simple formula to decide whether 
assistance should be given in each case. Decisions would have to 
depend on the future prospects of the yard, the extent of 
competition, the work content of the order in question and the 
location of the yard. Decisions would be taken, as in the past, 
by a small group of Ministers concerned. The trustee company 
would be used as a vehicle and as a catalyst, though the orders it 
secured would not necessarily be steered wholly to yards already 
owned by the Government. He proposed to make an early 
announcement of the new strategy to Parliament but did not intend 
to announce the size of the intervention fund. The European 
Commission was already being consulted and there were grounds 
for optimism that they would give their approval. The Fund would 
be welcome to the Confederation of Shipbuilding and Engineering 
Unions. It would be necessary at the same time to make it quite 
clear that there would be redundancies although it would be a 
mistake to disclose the level of redundancies expected: the unions 
were most unlikely to accept in the abstract that any redundancies 
were inevitable. It was however to be hoped that they would 
co-operate case by case. 

In discussion there was general agreement with the analysis of the 
very severe prospects of the industry and widespread welcome for 
the revised interim strategy put forward by the Secretary of State 
for Industry. Attention was drawn both to the very high levels of 
unemployment already existing in the shipbuilding areas and to the 
large number of additional redundancies amongst suppliers which 
would be caused by the rundown of the shipbuilding industry. 
Emphasis was placed on the need for investment in addition to 
the securing of orders so that as much of the industry as could be 
retained was fully competitive when the order situation improved. 
It would also be necessary to improve the national capability in 
specialised types of ships, since i t was unlikely that the demand 
for simple ships such as tankers would recover to the level which 
existed before the energy cr is is . These were however questions 
on which it was difficult for the Government to form a view until 
after nationalisation. The need to secure orders should not 
however result in a lack of effort also to attract alternative 
employment to the areas affected. Attention was drawn to the 
major defence interest in the shipbuilding industry. Naval work 
at present accounted for 35 per cent of the total employment in the 
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industry. The possible Iranian order referred to in the paper 
before Cabinet now seemed most unlikely to go ahead: future 
prospects for naval export orders were not good though there 
seemed a better chance of sales of marine technology. Attention 
was also drawn to the problems of Harland and Wolff, which was not 
covered by the interim strategy. Despite the very severe 
employment position in Belfast and the critical dependence of the 
city on the company, employment there was to be run down by 5, 000, 
a much larger proportional rundown than was envisaged for the 
industry in Great Britain. This was despite the fact that in terms 
of steel throughput per head the company was probably the most 
efficient in the whole of the United Kingdom. 

In further discussion attention was drawn to the extent to which 
delay in the passage of the Aircraft and Shipbuilding Industries Bill 
had damaged the long-term future of the industries. This fact 
would need to be given due weight when the Government decided on 
its reaction to the decision by the House of Lords that the Bill was 
hybrid. 

Great emphasis was placed on the need for care over presentation 
in the statement to be made about the future of the industry. 
Although the Government was proposing to spend very large sums 
to support the industry there was grave danger that the Confederation 
of Shipbuilding and Engineering Unions would regard the 
Government's action as negative. In particular they would argue 
for speculative building as a means of avoiding the need for 
redundancies. The possibility of undertaking some speculative 
construction had been envisaged in the previous strategy as a last 
resort and should not be ruled out in the future. It should 
nevertheless not be regarded as anything other than a last resort. 
In order to preserve relations with the European Commission it 
was very desirable that the statement should not be made until their 
agreement had been secured. Since the statement might be 
regarded as unsatisfactory by Northern members it might be 
preferable for it to be delayed until after the debate on the Timetable 
Motion for the Scotland and Wales Bil l . 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet recognised the extreme difficulty which the shipbuilding 
industry faced. They endorsed the interim strategy put forward 
by the Secretary of State for Industry. Despite the difficult prospects 
it would be wholly wrong to think that the industry had no future. 
It had come out strongly at his meeting with British shipowners that 
the British industry was fully competitive, perhaps even with Japan, 
in ships in the 20-25, 000 ton range. There could also be a good 
prospect in specialised ships. He would himself be seeing that 
afternoon the Confederation of Shipbuilding and Engineering Unions 
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and he would wish, in addition to describing the measures envisaged 
to secure orders, to advise them of the Government's intention to 
provide after nationalisation for Government finance for a special 
scheme of redundancy compensation. The statement to Parliament 
should cover both the need for the intervention sums to be used 
selectively and the intention to introduce a redundancy scheme. 
Al l concerned in the industry knew that redundancies were inevitable 
and it would be a mistake not to face up to this. Consideration 
should also be given to the question whether the balance of advantage 
lay in announcing the size of the selective intervention fund or not. 
The terms of the statement would need to be agreed with the 
Chancellor of the Exchequer, the Secretary of State for Employment 
and the Minister of State for Foreign and Commonwealth Af fairs. 
He would himself wish to have advice on what he should say about the 
world-wide problem of the industry at the forthcoming meeting of the 
European Council and at the Economic Summit. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion and 
invited the Secretary of State for Industry to be 
guided accordingly. 

2. Endorsed the revised interim 
shipbuilding strategy annexed to CP(77) 18. 

3. Instructed the Secretary of the Cabinet 
to ensure that briefing for the forthcoming 
meeting of the European Council and the 
Economic Summit covered the problems of 
the shipbuilding industry. 

Cabinet Office 

17 February 1977 
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PARLIAMENTARY 1. The Cabinet were informed of the business to be taken in 
A * FAIRS the House of Commons during the following week. The importance 

was noted of ensuring that the private business set down for 
Monday, on behalf of the Greater London Council, did not fail for 
want of support on the Government side. 

Scotland and Wales 
Bill 

Previous 
Reference: 
CM(77) 6th 
Conclusions, 
Minute 1 

THE PRIME MINISTER said that while the Government had 
suffered a serious reverse in the vote on Tuesday on the timetable 
motion on the Scotland and Wales Bil l , it was clear that no blame 
for the situation should attach to the Government Whips. 

THE LORD PRESIDENT OF THE COUNCIL said that it was essential 
to make, in Parliament that afternoon, some statement of the 
Government1 s intentions in the light of Tuesday's vote. He had 
circulated to the Cabinet the draft of such a statement. It should 
have three themes: the Governments continuing commitment to 
devolution, their willingness to embark on talks with other parties 
to seek a wider measure of agreement, and their intention to 
continue with the Bi l l , He saw no high likelihood that inter-Party 
talks would lead to positive results, but they might valuably 
expose the hollowness of rival policies. He had considered the idea 
of immediate recourse to a referendum, for which there was 
considerable support in the House, but this would raise grave 
practical and constitutional difficulties. He had it in mind that 
there might prove to be merit later on in declaring an intention to 
introduce a motion for the carrying-over of the Scotland and Wales 
Bill to the next Session of Parliament. This would demonstrate the 
Governments resolve, and might offer the best hcpe of keeping 
Scottish and Welsh opinion (including nationalist Members of 
Parliament) in support of the Government. He did not however seek 
a decision on this concept at the present stage. The immediate need 
was for a holding statement on the lines he had suggested. Meanwhile 
officials should study both the modalities of inter-Party talks and 
possible fall-back options if the talks proved unfruitful. 

In discussion, there was general support for the view that the 
Government must f irmly uphold and stress its basic commitment to 
a policy of devolution, and must be seen to offer better prospects of 
action on the subject than any other Party. This was particularly 
important to the Governments position in Scotland and Wales, both 
now and at a future General Election. At the same time, the vote 
on Tuesday had underlined the growing importance of the English 
dimension. 

There was general support also for the view that study should be 
undertaken of alternative options, as the Lord President had 
proposed. This study should identify major criticisms of the 
present Bill and consider how they might be met. It would however 
be an illusion to suppose that better schemes were easily to be had. 
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The Bill reflected a great deal of work, during which Ministers had 
identified and discussed at length all the issues on which the 
Parliamentary debate was focusing. There was little ground for 
optimism that renewed efforts would produce fresh solutions of 
wider appeal within anything like the same basic concept of 
devolution. It was argued that in this situation the fundamental 
fact which the Cabinet must face was that no substantial devolution 
measure could be expected to pass in the present Parliament, 
where the Government commanded no secure majority. 

It was suggested that the idea of an early referendum on devolution 
had certain attractions; many of the Governments Scottish 
supporters in the House favoured it, and the results might help the 
Government against the Bi l l 's cr i t ics. There were however very 
powerful objections. It would seem a device for going over the 
head of Parliament; legislation to set it up would be contentious and 
might not pass; Labour supporters in Wales might particularly 
dislike the concept; it would be difficult to resist a proliferation of 
questions, and the extension of voting to all parts of the United 
Kingdom; no clear and realistic proposition would be placed before 
the voters, who might as a result express il l-considered opinions, 
including perhaps an uncomfortably large Scottish vote for 
independence; and the results would offer no guarantee, and perhaps 
little prospect, of dissolving the Parliamentary impasse. 

As regards the idea of inter-Party talks, it was noted that these 
would entail some risk of the Governments seeming to lose control 
of events; but for the immediate future there appeared to be no 
alternative course available, poor though the prospects of ultimate 
success might be. It would be best to conduct the initial contacts, 
directed towards establishing the agenda and machinery for 
substantive discussion, on a bilateral basis. The Government 
should keep options as open as possible for the structure of the 
substantive phase. A Select Committee of Parliament might well 
prove suitable, but other possibilities should not be excluded. The 
Government1 s aims in the talks should include the exposure of the 
divisions within the Conservative ranks and their lack of any truly 
viable devolution schemes. If it became clear that no inter-Party 
process could deliver a useful agreement, one device that might 
merit consideration would be to set up a special commission of the 
Cabinet itself to take evidence in public and to make papers widely 
available. Whatever consultations were undertaken, it was 
important that the Governments own backbenchers should not feel 
ignored. 

Differing views were expressed on whether to continue with 
proceedings on the Bi l l . It was strongly argued that to do so with 
no prospect of its eventual passage would be a patently pointless 
exercise, placing the Ministers concerned in an impossible position 
and likely to lead to sharp discontent and even demoralisation among 
the Government1 s supporters in the House. To continue while 
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inter-Party talks, entailing the possibility of major changes, were 
in progress would seem all the more absurd. Against this, it wag 
urged that to suspend all action on the Bill immediately would be 
regarded as tantamount to its abandonment, which in turn would be 
seen particularly by the nationalist parties and in Scotland and 
Wales generally, as the end of the only existing process which 
offered any prospect at all of leading to action within a reasonable 
timescale. One intermediate possibility might be to schedule days 
of debate, without votes taken, on particular major aspects of the 
Bil l , such as taxation powers. This might be a useful way of 
educating opinion in the House and elsewhere about the problems 
which any realistic scheme of devolution must address. It might 
incidentally reduce the risk that, in the absence of any proceedings 
on the Bil l , the Parliamentary timetable during March might have 
to embrace debates on matters inconvenient to the Government at 
this stage. 

THE PRIME MINISTER, summing up the discussion, said that the 
Government had suffered a serious setback; but it would be quite 
wrong to view the situation as disastrous. Although there could be 
no prospect now of securing the passage of the Scotland and Wales 
Bill in the current Session, and no better scheme of devolution lay 
easily to hand, the Government must nevertheless remain clearly 
committed to the principle of devolution, and must also, while 
recognising the importance of English concerns, keep its position 
in Scotland and Wales as the only Party likely to deliver it. In the 
meantime, the fact was that the Government had not now the power 
to force its own views through the House of Commons, and moreover 
they might not wish to concentrate excessively on devolution during 
the remaining life of the present Parliament. The Cabinet agreed 
that an immediate holding statement should be made in Parliament, 
and that this should promise inter-Party discussions, initially on a 
bilateral basis to explore the possible scope, agenda and machinery 
of any substantive talks; he would refer to this when, as the Cabinet 
agreed, he saw the leaders of the Scottish National Party and of 
Plaid Cymru at their request. For the present, both procedural 
and substantive options should be kept as wide open as possible 
(though the majority of the Cabinet clearly saw little attraction in a 
referendum) and the Constitution Unit should undertake studies on the 
options as the Lord President of the Council had proposed. The 
Cabinet was not yet ready to reach a f i rm view about future proceed
ings on the Bil l itself; for the moment, the Lord President of the 
Council should say merely that no proceedings were being scheduled 
for the coming week. The Cabinet agreed that in other respects the 
Lord President '8 statement that afternoon should be generally on the 
lines he had proposed, subject to any necessary adjustment in the 
light of the p o i n t 6 made in discussion. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister1 s summing up of their discussion. 

3 



AT :raft and 
Shipbuilding 
Industries Bill 

Previous 
Reference: 
CM(77) 6th 
Conclusions, 
Minute 1 

The Cabinet had before them a memorandum by the Lord President 
of the Council (CP(77) 22) reporting the conclusions of a Group of 
Ministers which had considered the implications of the ruling by the 
House of Lords Examiners that the Aircraft and Shipbuilding 
Industries Bill was hybrid in respect of the shiprepairing companies 
scheduled for nationalisation. 

THE LORD PRESIDENT OF THE COUNCIL said that two options 
were available. The first would be to allow the Bill to follow the 
normal procedure for hybrid Bil ls, which would mean reference to 
a Select Committee, and to pass it under the Parliament Acts in its 
present form at the end of the Session. The second would be to 
seek a deal under which the shiprepairing companies would be 
dropped from the Bill in return for a clear commitment from the 
Opposition in both Houses that they would allow the remainder of 
the Bill to proceed to Royal Assent without further delay or amend
ment. A majority of the Group had reluctantly reached the 
conclusion that the industrial consequences of delay and the political 
risks of proceeding under the Parliament Acts made it necessary 
to adopt the second option. He himself was one of the minority who 
had favoured the first option. The second option would mean asking 
the Commons to agree to Lords amendments excluding the ship
repairing companies. The reaction of Government supporters 
would be hostile, and they were likely to vote against these 
amendments while Ministers had to vote in the same lobby as the 
Conservatives. The Bill had been found hybrid on the most trivial 
grounds, quite different from those raised in the House of Commons 
at an earl ier stage. The Examiners had set aside the rulings of 
two Speakers of the House of Commons, and if the Government 
accepted their conclusions, future legislation might be affected 
unless the Government could take steps to rectify the situation. 
The industrial difficulties in the aircraft and shipbuilding industries 
were great, but the Parliamentary difficulties of a deal with the 
Opposition would also be very great, and the Cabinet should consider 
very carefully before deciding to seek such a deal. 

THE MINISTER OF STATE, DEPARTMENT OF INDUSTRY, said 
that he would agree with the Lord President of the Council if it was 
completely certain that the Bill would go through at the end of the 
Session in its present form; the industries would just be able to 
manage until then. But the Parliamentary situation was uncertain, 
and although the use of the Parliament Acts did not require the Bill 
to come back to the Commons later in the Session, there could be 
no confidence that the advice given to the Speaker on any attempt 
made at that stage to secure further consideration in the Commons 
would be of a kind helpful to the Government. The conclusion 
reached by the Examiners was not open to challenge, and he reluctantly 
favoured seeking a deal with the Opposition, ridding the Bill of 
hybridity by leaving out shiprepairing. Any such deal should be 
subject to two f irm conditions: that the only amendments to be made 



should be those excluding shiprepairing companies; and that the 
Opposition gave cast-iron guarantees in both Houses that the 
passage of the Bill with these amendments would be expedited. 
The Confederation of Shipbuilding and Engineering Unions (CSEU) 
saw the industrial considerations as more important than the 
political ones, and had said they would back the Government either 
way. Mr Bailey of Bristol Channel Ship Repairers would have a 
triumph, and it would be important to consult the Parliamentary 
Labour Party ( P L P ) , perhaps through the Industry Group and those 
who sat on the Standing Committee on this Bil l , and also to reaffirm 
the Governments commitment to the nationalisation of shiprepairing. 

In discussion of whether to seek a deal with the Opposition, it was 
argued that the political reasons against doing so were overwhelming. 
Such a deal would be bitterly resented in the P L P and would have a 
very bad effect on morale, especially when combined with the 
conclusion which had just been reached on the Scotland and Wales 
Bi l l . The Government had decided in the Autumn not to give way 
on shiprepairing because their supporters would not have stood for 
it, and it would be very damaging for the Government to seek a deal 
with the Opposition unless they could carry the P L P with them. 
Under the Parliament Acts it seemed clear that the Bill could be 
enacted in its present form at the end of the Session. More 
generally if the Government became a minority one it was better to 
fight for policies in which they believed than to avoid issues on which 
they might be defeated. In favour of seeking a deal it was argued 
that the industrial considerations were more important than the 
political ones, and pointed strongly to getting the Bill passed as 
soon as possible. Further delay and uncertainty would involve 
serious risks of further damage to the prospects of both industries, 
with adverse effects on employment, exports and new projects. 
These risks should not be taken. Moreover, the possibility could 
not entirely be excluded,of loaing the whole Bill at the end of the 
Session. There were indications that members of the P L P were 
coming to the view that the better course would be to obtain the 
greater part of the Bill now. 

In discussion of the timing of the next steps and the nature of the 
discussions with the P L P , differing views were expressed on 
whether the Cabinet should first decide to seek a deal and then 
inform the P L P of this decision before starting negotiations with the 
Opposition; or whether there should be consultations with the P L P 
before any final decision on seeking a deal. It was pointed out that 
time was short, in that the Standing Orders Committee of the House 
of Lords had recommended that notices should be placed in the Press 
on Friday, 4 March, informing those affected of their right to 
petition against the Bill; it was not clear procedurally what the 
position would be if no such notices appeared. The Minister of 
State, Department of Industry was about to announce the Government's 
decision to establish an intervention fund of £65 million to help the 
shipbuilding industry, and this would help to create the right 
atmosphere for the discussions with the P L P . 
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THE PRIME MINISTER, summing up the discussion, said that the 
majority of the Cabinet took the view that the better course was to 
decide now to seek a deal with the Opposition, subject to the two 
f irm conditions specified by the Minister of State, Department of 
Industry. The Minister of State, in consultation with the Chief 
Whip, should arrange to inform Members of the backbench Industry 
Group and those who had sat on the Standing Committee on the Bill 
of this intention on Monday. The necessary approach should then 
be made by the Lord Pr ivy Seal to the Opposition, in the House of 
Lords in the first instance. The Lord Pr i vy Seal should inform 
the Lord President of the Council when this had been done so that 
any necessary approach could be made to the Opposition in the 
Commons. The results of these approaches should then be reported 
to the meeting of the Parliamentary Labour Party on 3 March. 
The Lord President of the Council should prepare a paper on how the 
general question of hybridity might be pursued, for consideration 
by the Cabinet or the appropriate Ministerial Committee. 

The Cabinet 

2. Took note, with approval, of the summing 
up of their discussion by the Pr ime Minister, 
and invited the Ministers concerned to proceed 
accordingly. 
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FOREIGN 
AFFAIRS 

Rhodesia 

Previous 
Reference: 
CM(77) 6th 
Conclusions, 
Minute 2 

u ganda 

Previous 
Reference: 
CM(77) 6th 
Conclusions, 
Minute 2 

2. THE FOREIGN AND COMMONWEALTH SECRETARY reporting 
on the talks in Washington said that the Americans shared our general 
scepticism about the intentions of Mr. Smith and the South African 
Pr ime Minister, Mr, Vorster. A trilateral meeting had been held 
on 23 February with Mr Botha, the South African Ambassador to 
Washington, but nothing substantial had come out of it. We were now 
having further bilateral talks with the Americans, in the light of which 
we would need to consider carefully whether to take up the South African 
proposal for higher level trilateral talks. No decision had yet been 
taken on this. Meanwhile, we were doing our best to reassure the 
African Presidents and others about the nature of the talks with the 
South Africans. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that there 
was little doubt that the story that Archbishop Luwum and his 
companions had been killed in a car accident was a cover up. Our 
sense of outrage had been publicly expressed and we were now trying 
to bring the matter up in the United Nations Commission on Human 
Rights. We were faced with a filibuster by the Philippines, Cubans 
and others which had so far prevented us from getting the subject on 
to the agenda, but we were continuing to press our request. As 
regards the Commonwealth Heads of Government Meeting, his own 
belief was that President Amin would not, in the event, leave his 
country. But it was necessary to make dispositions in advance against 
all contingencies and he was in contact with the Home Secretary on the 
question of President Amin's right of entry into the United Kingdom. 
Delicate issues were involved and he had spoken to the Shadow Foreign 
and Commonwealth Secretary about the handling of them in Parliament. 
It would be necessary to play the matter very much by ear. But he was 
impressed by the advice he had received that if a decision had to be 
made among all members of the Commonwealth on the question of 
preventing President Amin's attendance, we would be likely to find 
ourselves in a small minority. 

The Cabinet -

Took note of the statements by the Foreign and 
Commonwealth Secretary. 
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PUBLIC 
EX SNDITURE 
EXERCISE 1977: 
ECONOMIC 
BACKGROUND 

3. The Cabinet had hetiore them a memorandum by the 
Chancellor of the Exchequer (CP(77) 21), covering a note by the 
Treasury, on the economic background, and a proposed approach, 
to the 1977 Public Expenditure Survey. 

THE CHANCELLOR OF THE EXCHEQUER said that his paper set out 
the broad picture and put forward what in his view were sensible 
proposals on which to plan public expenditure from 1979-80 onwards. 
He hoped and believed it would be possible to avoid emergency 
packages of expenditure cuts, and to resume a modest real growth in 
public expenditure of some 2 per cent a year from 1979-80 on. This 
could only be achieved if the Government adhered to their counter
inflation strategy and their industrial strategy. He emphasised that 
his proposals were only a basis upon which planning should proceed, 
and that there would be time at later stages to consider the matter 
further. The underlying assumption was that Gross Domestic 
Product would increase by 3f per cent per annum from 1979-80, and 
this assumption itself postulated an improvement in the United Kingdom's 
industrial performance. It would be vital to avoid any resurgence of 
inflation, and since it would not be possible over future years to rely 
upon as tight a wages policy as had been achieved in the last year or so, 
it would be necessary to rely upon tax reductions to achieve increases 
in take-hoine pay without adding to iaduja trial cost. Ho hoped to make 
a *tart by including t&jc reductions in his forthcoming Budget; but in 
thft later yaars, if public expenditure was to bp.allowed to grow at 
2 psr coat, there would be no room for continuing cuts in. incomo tax. 
unless economic growth of 3f per cent was in &a.ct achieved. 

In discussion it was argued that the Cabinet should devote more time 
than was possible at the present meeting to considering the implications 
of the Chancellor's proposals. Public expenditure was being sharply 
reduced in 1977-78 and 1978-79, and the Government would not wish to 
approach the next election with plans which meant that future public 
spending would grow less rapidly than the economy in order to increase 
personal consumption. Against this it was argued that in considering 
the increase in personal consumption, a distinction had to be drawn 
between what was privately financed (from take-home pay) and what was 
publicly financed (from social security and other benefits). At present 
the gap between social security benefits and low pay was dangerously 
small, and that was fuelling a backlash against the welfare state. 
Since there was to be no change in the statutory basis on which benefits 
were increased annually, that gap would narrow for a further year if a 
satisfactory Stage 3 pay policy was negotiated. It therefore became 
important to leave room at least to revalorise tax allowances year by 
year, and if possible to reduce the income tax burden in real terms. 
There was a balance to be struck in the allocation of additional 
resources flowing from economic growth. Some £5-6 billion a year 
would be needed up to about 1985 to service and repay the existing level 
of overseas debt. A f t e r that, and other prior claims, such as invest
ment, had been met, it would be a matter of judgment how far to allow 
a reduction of income tax and how far a modest increase in public 
expenditure. 



In continuing discussion it was maintained that the proposal to 
increase public expenditure from 1979-80 on at an annual rate of 
2 per cent a year implied a reduction in public expenditure in 1979-80 
itself which had not yet been agreed and which would be unacceptable. 
In the absence of a medium term economic assessment including an 
estimate of what unemployment might be in 1979-80, it was very 
difficult for Cabinet to take decisions on what the expenditure level 
should be. It would be wrong to settle, without a full-scale debate in 
Cabinet, cuts in public expenditure to transfer resources to private 
consumption. The figures for 1979-80 and later years in Part II of 
Cmnd 6721 did not make allowance for the continuing cost of existing 
policies in all programmes. On the other hand, it was recognised 
that 1979-80 would be a difficult transitional year. The Cabinet, by 
their decisions to reduce public expenditure in 1977-78 and 1978-79, 
but without carrying the effect of these into later years, had left a sudden 
rise of some 4 per cent (perhaps as much as 6 per cent if nationalised 
industry refinancing were included) in the figures between 1978-79 and 
1979-80; and the problem was how to adjust this so as to make it 
consistent with the proposed steady increase in public expenditure in 
later years. It was emphasised that what was involved was no more 
than cuts in programmed expenditure, not cuts in actual expenditure, 
which would, on the Chancellor of the Exchequer's proposals rise by 
2 per cent a year from 1979-80. 

In further discussion it was argued that too little account was taken, 
particularly when additional expenditure to reduce unemployment was 
under consideration, of the net as opposed to the gross cost of that 
expenditure. However, it was maintained that in recent discussions of 
proposed additions full allowance had been made for such offsetting 
savings, including reductions in the cost of eg. unemployment benefit. 

THE PRIME MINISTER, summing up the discussion, said that what the 
Chancellor of the Exchequer had proposed was a f irst step in the 
procedure for mounting the 1977 Public Expenditure Survey. Decisions 
had already been taken on the level of expenditure in 1977-78 and 
1978-79. The Cabinet were now embarking on a planning exercise for 
1979-80 and later years. The Chancellor of the Exchequer's paper 
set out the economic background, and although this had been subject to 
some challenge, there was general agreement in Cabinet that it would 
be wise for the time being to plan on the assumption of an increase of 
Z per cent a year in public expenditure in 1980-81 and 1981-82, There 
would be opportunity to argue for higher figures later if Ministers wished 
to do so, 1979-80 was an awkward transitional year, and the assumed 
level of expenditure in it would need to be considered further when 
Cabinet looked at a joint Treasury/Central Pol icy Review Staff paper 
on priorit ies and the draft guidelines for the survey. These papers 
might provide Ministers with some indication of the meaning in 
programme terms of the proposed 2 per cent increase in 1979-80 and 
possibly with options for alternative guidelines. 



The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

2. Invited the Chancellor of the Exchequer to 
arrange for the circulation of a joint paper by 
the Treasury and the Central Pol icy Review Staff 
on priorit ies and of draft guidelines for the 1977 
Public Expenditure Survey taking account of the 
Cabinet's discussion. 

Cabinet Office 

24 February 1977 
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DIRECT 
ELECTIONS 
TO THE 
EUROPEAN 
ASSEMBLY 

Previous 
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CM(77) 5th 
Conclusions, 
Minute 6 

The Cabinet had before them a note by the Secretary of the Cabinet 
(CP(77) 20) covering a paper by officials on the electoral systems 
of other member States and possible electoral systems open to the 
United Kingdom Government for direct elections; and a memorandum 
by the Secretary of State for the Home Department (CP(77) 15) 
covering the draft of a White Paper on direct elections. 

THE PRIME MINISTER said that recent discussion both with the 
National Executive Committee and with the Parliamentary Labour 
Party had underlined the major political problems which legislation 
on direct elections would involve. On the other hand the Government 
had certain commitments which it could not ignore. He suggested 
that there should be a free-ranging discussion concentrating 
primarily on the options set out in the note by officials and that in 
the light of this the Cabinet should subsequently consider the draft 
White Paper and the handling of the situation. 

In discussion it was argued that the introduction of legislation for 
direct elections in the present Session would lead to serious 
Parliamentary difficulties. A guillotine would be required; and the 
Labour Party would be deeply divided. The legislation might pass 
but the Party would be demoralised. A substantial number of its 
members were still opposed to direct elections as such. Many more 
were worried about the electoral consequences for the Party of a 
first past the post system: and if a form of proportional 
representation were adopted to avoid an electoral debacle this would 
divide the Party for different reasons. In accepting a commitment 
to best endeavours to introduce direct elections in 1978 we had under
estimated the difficulties. We could not be expected to undertake 
major constitutional changes without the full-hearted support of the 
Government Party a.nd under a guillotine procedure. Indeed the 
consequences to our interests in Europe of a failure to use our best 
endeavours would be less damaging than those of dividing the Labour 
Party. It would therefore be desirable to bring out in a White Paper 
the very great difficult?es of proceeding quickly to direct elections: 
these were inherent in our constitutional traditions and did not arise 
to the same extent for other member States, and they would justify 
our continuing to nominate members to the Assembly. The 
continental electoral systems were not essentially more democratic 
than nomination would be in the United Kingdom. There were serious 
constitutional and political objections to any arrangements which 
allowed a divergence to arise between the balance of power at 
Westminster and the Party composition of a United Kingdom 
delegation to the Assembly. There was also a danger that separate 
Assembly elections would allow the growth of European Parties 
rivalling national Parties and with different programmes. The 
whole question of the future character of the Community and our role 
in it should be fully debated in the Labour Party before we undertook 



any further political engagement of the kind implied by direct 
elections. Indeed it was arguable that if we proceeded in this way 
we shall not be abandoning our best endeavours but would have to 
make it clear that there could be no early prospect of legislation. 

On the other hand it was argued that while the difficulties of 
proceeding to direct elections might be formidable, our wider 
interests in the Community would suffer seriously if we were not 
seen genuinely to honour our commitment to use our best endeavours 
to prepare for elections in May/June 1978 even if we ultimately had 
to accept failure. We should therefore fulfil the commitment in 
The Queen's Speech to introduce legislation. Failure to proceed 
thus far would also threaten the unity of the Party. As a first step 
we should present a White Paper in response to the Report of the 
Select Committee which would develop the case both for our 
traditional electoral system and for some form of proportional 
representation which would accord with the interests of the Labour 
Party. It would still be open to the Government to conclude in the 
light of reactions to the White Paper that it would be impossible to 
secure the passage of the legislation, though there was a risk that 
i t would become evident that legislation could be passed with 
Opposition support, which would again be damaging to the Labour 
Party. On the other hand the Government should not go out of its 
way to court defeat. The best course would be to concentrate on 
reconciling the Party to direct elections and devising an approach 
which would minimise dissent within the Party and improve its 
prospects of electoral success. A system of proportional 
representation which clearly reflected the real distinctions between 
Assembly elections and national elections would be most satisfactory 
from this point of view. The longer term future of the Community 
would take years to evolve and a decision on direct elections could 
not await on this. Furthermore the risk of the growth of European 
Parties rivalling their national counterparts was one of the factors 
that should lead the Labour Party to participate fully in direct 
elections. There were grave objections to a failure to honour 
any international commitment and particularly the commitment to 
direct elections to which the Community attached great importance. 
This would be damaging to the Governments general standing in the 
country and abroad and a political bonus to the Opposition. Direct 
elections at some stage were inevitable and a decision could not be 
indefinitely deferred. The possibility of an electoral debacle for 
the Party should not be exaggerated, and a refusal to allow direct 
elections to take place would in itself be electorally unpopular. 

In further discussion it was argued that a balance must be found 
between the Governments obligations in the Community and its 
responsibilities to the Party. It would not be possible to proceed to 
direct elections if the result would be to break up the Party so that it 
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would not contest the elections effectively. Electoral matters were 
as much the concern of the Party as of the Government. The 
dilemma was that our traditional electoral system would produce 
inequitable results and would court defeat for the Government in 
the short term. On the other hand a proportional system would 
involve a hazardous departure from our electoral traditions which 
would have adverse constitutional consequences. This dilemma 
could largely be avoided by holding direct elections to the Assembly 
simultaneously with national elections and applying a compulsory dual 
mandate. In this way the primacy of Parliament would be fortified 
against the federalist threat implied by separate direct elections to 
the Assembly. The Labour Party could accept this course which 
would accord with our Treaty commitment to direct elections and 
would correspond in effect to the continental system. It would not 
however satisfy our commitment to hold elections in May/June 1978 
and we would have to continue to nominate members until a General 
Election was held. Alternatively direct elections could be held on 
an interim basis pending a General Election, with candidates chosen 
from the House of Commons to stand in multi-member constituencies. 
A dual mandate would be no more burdensome to the members 
concerned than Ministerial office and some solution might be found 
to the problem of the implications for Party voting strength at 
Westminster. There were however dangers in a dual mandate, 
which would tend to expose dissension within the Party at the time 
of General Elections, and it would be difficult to prepare for direct 
elections if they coincided with General Elections. 

In continued discussion there was general support for the view that 
we must be seen to continue to use our best endeavours to proceed to 
direct elections. The White Paper should however expose the 
fundamental constitutional issues and their relevance to electoral 
systems rather than necessarily commit the Government to a specific 
course of action. There should be consultations with the Party both 
before and after its publication. Subsequent Parliamentary debate 
might then reveal the genuine constitutional difficulties for the 
United Kingdom of proceeding to direct elections, or pave the way 
for legislation. Such a White Paper might refer to the options of 
the system recommended by the Select Committee, some form of 
proportional representation allowing for regional lists and a 
compulsory dual mandate. Divergent preferences had been 
expressed between these options and there need be no final 
commitment to any of them. But in this way two possibilities for 
meeting our commitment to May/June 1978 would be kept open, as 
would be essential if we were to continue to be seen to be using our 
best endeavours. A compulsory dual mandate related to the date 
of a General Election would not meet our commitment to a date, but 
it might prove to be the only means of proceeding to direct elections. 
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A firm lead might well secure Party support for proceeding to 
direct elections, given a suitable electoral system. There was 
no reason why a constitutional measure should not be subject to a 
timetable Motion, or why it should not be carried with Opposition 
support. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet were agreed that the United Kingdom must be represented 
in the Assembly. There were also strong arguments for saying that 
arrangements should be made by the present Government and not left 
to a possible future Conservative Administration. In that way they 
would best accord with the interests of the Labour Party. We 
were committed to use our best endeavours to proceed to direct 
elections in May/June 1978, but we were faced with genuine 
constitutional and Parliamentary difficulties. To introduce 
legislation which would court defeat would not be consistent with 
our commitment. This would be better served by further discussion. 
Whether this would allow us to be ready for direct elections in 
May/June 1978 was not yet clear. The Government had a need to 
carry the Parliamentary Party, the National Executive Committee 
and the Party in the country with it as far as possible, and could not 
be expected to carry legislation against the wishes of a majority in 
the Government Party. The Home Secretary, in consultation with 
the Foreign and Commonwealth Secretary, should prepare a new 
draft of the White Paper including much of the present material but 
covering also the other options identified in the Cabinet1 s discussion. 
Whether the Government should express a firm preference between 
them should be considered at a further meeting of the Cabinet in 
mid-March on the basis of alternative paragraphs representing a 
firm preference and an open position. Meanwhile the Home 
Secretary should explain to the newly formed joint sub-Committee 
of the National Executive Committee the approach of the Cabinet 
both on the substance of the issues discussed and on the procedure 
to be followed. He would himself write to the Chairman of the 
Parliamentary Labour Party to explain the procedure which the 
Government had in mind, and to offer a discussion of the substance 
after the publication of the White Paper. He would also arrange to 
inform the Opposition of the procedure to be followed, as an indication 
that the Government was pursuing the matter. In replying to any 
enquiries all members of the Cabinet should confine themselves to 
letting i t be known that the Cabinet had held a full and serious 
discussion, had confirmed its commitment to use its best endeavours 
to hold direct elections in May/June 1978, had recognised the 
considerable problems which arose from the difference between our 
constitutional traditions and those of our partners, had discussed 
possible courses of action and had reached no final conclusion, but 
would be publishing a White Paper as a basis for discussion within a 
few weeks. Members of the Cabinet should not disclose their 
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personal views. The Cabinet, should also have before it at its 
next discussion of direct elections a fuller paper on the option of 
legislating for a compulsory dual mandate on which the Secretary 
of State for the Environment should be consulted, and a further 
paper on a system of proportional representation allowing for 
regional l ists. 

The Cabinet 

1. Took note with approval of the Pr ime 
Ministers summing up of their discussion. 

2. Invited the Home Secretary, in consultation 
with the Foreign and Commonwealth Secretary, 
to circulate a new draft of the White Paper on 
the lines indicated in the summing up for 
discussion at an early meeting. 

3. Invited the Home Secretary to explain 
the Governments approach to direct elections 
to the relevant sub-committee of the National 
Executive Committee. 

4. Took note that the Pr ime Minister would 
communicate as he proposed with the Chairman 
of the Parliamentary Labour Party and the 
Leader of the Opposition. 

5. Instructed the Secretary of the Cabinet 
to arrange for the preparation of further papers 
on legislation for a compulsory dual mandate 
and on a system of proportional representation 
allowing for regional l ists. 

Cabinet Office 

28 February 1977 
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PARLIAMENTARY 
AFFAIRS 

Subjects for 
general debate 

Post Office 
(Amendment) 
Bill 

1. The Cabinet were informed of the business to be taken in the 
House of Commons during the following week. 

The Cabinet then discussed the approach which the Government 
should adopt in the current Parliamentary situation to Government 
business in Parliament. In discussion of subjects for general 
debate, the point was made that there were likely to be demands 
for a debate on unemployment and that it would be better to arrange 
such a debate than to attempt to fend off the pressure. The 
Secretary of State for Employment was, however, making a statement 
that afternoon about further measures to rel ieve unemployment, 
which might reduce the pressure for debate. It was also suggested 
that local government finance and the Layfield Report, on which the 
Conservative Party had no credible policy, and new towns and 
energy, would be suitable subjects for general debate, though it 
might be desirable for the Government to ha^e reached clearer 
conclusions on policy in the nuclear field before any debate on the 
last of these subjects. It was pointed out that, although the Session 
was not now likely to be overloaded, there would not be any 
appreciable amount of Parliamentary time available for additional 
business. 

THE PRIME MINISTER, summing up this part of the discussion, 
said that i f there were general demands for a debate on unemployment 
the right course would be to arrange such a debate, though not next 
week, and to take this opportunity to explain the Governments 
policies. It was desirable to have recesses of normal length, and 
there might not be a great deal of time for general debate. The 
Legislation ( LE ) Committee should, however, review the question 
what would be suitable subjects for debate in the present 
Parliamentary situation, and report back to the Cabinet. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion, and 
invited the Lord President of the Council to be 
guided accordingly. 

THE SECRETARY OF STATE FOR INDUSTRY said that the 
Ministerial Committee on Economic Strategy had agreed in principle 
that the experiment on industrial democracy worked out in agreement 
between the management and unions in the Post Office should go ahead. 
The Committee had recognised that there would be some dangers and 



controversy, but the proposal was for a two-year experiment, 
involving two of the most sensible trade unions in the country, who 
were very keen to go ahead. The Conservatives had said they 
favoured experiments in industrial democracy and the introduction 
of agreed arrangements, so these proposals need not be too 
controversial. It was essential to increase the size of the Post 
Office Board from 12 to 16 to enable the experiment to go ahead, but 
only in this respect was legislation necessary, and the Bill would 
have only one clause and could be introduced very quickly. 

In discussion there was general agreement on the desirability of 
proceeding now with this experiment, but doubts were expressed 
whether it would be possible to do so without cutting across 
consultations on the Bullock Report, and whether the necessary Bill 
could be carried without amendment. It was argued that neither 
the Opposition nor the Confederation of British Industry (CBI) could 
be expected to judge this Bill on its merits; they would be bound to 
take the opportunity to deploy the case against the Bullock 
Committee's proposals. The Government had made clear their 
wish for the widest possible consultation on these proposals; and 
to introduce a Bill to enable worker-directors to be nominated by 
trade unions, when the question whether such directors should be 
trade union nominees or should be elected was at the heart of the 
debate on industrial democracy, would be seen as provocative. 
Some Government supporters in the House, as well as Opposition 
Parties and people in the country, favoured the election of worker
directors; hence there would be no certainty of carrying the Bill 
through the Commons, and it would be even more difficult to get it 
through the Lords, if the Government held to the position that 
worker-directors in the Post Office must be nominated by the unions. 
The possibility of their being elected should at least be put to the 
Post Office unions, although this v/ould conflict with the agreed 
proposals and would mean that the small unions could expect no 
representation on the board. 

On the other hand it was pointed out that what was proposed was only 
an experiment, for two years, which might not become permanent in 
its present form. The arrangements proposed had been agreed by 
all concerned in the Post Office after two years of discussion, and 
the Conservative Party and the CBI had said they favoured 
arrangements in industrial democracy introduced by agreement, 
without any legislative constraints. A private firm would be free to 
introduce comparable proposals without any legislation, and the 
Post Office experiment required legislation only because of the need 
to increase the size of the board. To proceed with an agreed 
experiment in the public sector need in no way pre-empt eventual 
decisions on legislation affecting the private sector, and if the nature 
of the experiment and its background were properly explained it 
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should be possible to carry the Bill in both Houses without undue 
difficulty. This legislation would be welcome to the Parliamentary 
Labour Party ( P L P ) and its introduction would demonstrate that the 
Government were not acting as a lame duck Administration. 

THE PRIME MINISTER, summing up this part of the discussion, 
said that the Cabinet agreed on the desirability of going ahead with 
the Bill, if it could be carried. This would give heart to 
Government supporters and would demonstrate to the country the 
Government's commitment to industrial democracy. But to 
introduce the Bill and fail to carry it would be a setback to industrial 
democracy. It would therefore be necessary to put these proposals 
to the P L P , and to approach the minority Parties, so as to ensure, 
before any final decision on the introduction of the Bill was taken, 
that it would have a Parliamentary majority. The Parliamentary 
difficulties would however be reduced if the worker-directors in 
the Post Office were to be elected, and the Secretaries of State for 
Industry and for Trade should therefore consult the Post Office 
unions to see whether they would be prepared to agree to elected 
directors. Ministers would then need to consider the matter 
further in the light of their response. 

The Cabinet 

2. Took note, with approval, of the summing 
up of their discussion by the Pr ime Minister and 
invited the Secretaries of State for Industry and 
for Trade to proceed accordingly. 

The Cabinet then discussed the kind of legislation which the 
Government should introduce in future. 

THE PRIME MINISTER, summing up a brief discussion, said that 
the Government had to consider what strategy to adopt while without 
a Parliamentary majority. The question was whether to introduce 
Bills which would be popular with the Governments own supporters 
but likely to be defeated in Parliament, or whether to take special 
steps to obtain the necessary support for Government legislation. 
The aim should be to carry through a positive programme of 
desirable legislation, and Ministers would have to construct the 
necessary Parliamentary majorities for their legislative proposals, 
by putting these proposals to the P L P and obtaining support f o r 
them, and by seeking support from the minority Parties, at the 
planning stage. The Legislation Committee should now consider this 
issue in more detail and report back to the Cabinet. It was important 
that senior Ministers who were members of the Committee should 
attend for this purpose. 
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The Cabinet 

3. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion, and 
invited the Lord President of the Council to be 
guided accordingly. 
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FOREIGN 
AFFAIRS 

Falkland 
Islands 

Previous 
Reference: 
CM(77) 4th 
Conclusions, 
Minute 2 

Uganda and the 
Commonwealth 
Heads of 
Government 
I\ eting 

Previous 
Refer ence: 
CM(77) 7th 
Conclusions, 
Minute 2 

2. THE FOREIGN AND COMMONWEALTH SECRETARY said 
that the Minister of State for Foreign and Commonwealth Affairs, 
Mr Rowlands, had recently spent three days in the Falkland Islands 
followed by discussions in Buenos A i r e s . In the Falkland Islands 
he had secured agreement that we phould, with the approval of the 
Islanders, try to establish a basis for negotiations with the 
Argentines involving both economic co-operation and sovereignty. 
Progress had been made in the subsequent discussions in Buenoo 
A i res , although the Argentines still wanted two parallel sets of 
negotiations whereas both we and the Islanders wanted to discuss 
both issues together. V/e had not yet decided whether the Islanders 
should take part in the negotiations. This might raise problems 
even if they were to do so as members of our delegation. But at 
least we had secured their support for what we were doing. 
Although there was some activity by the Falklands lobby in this 
country, the mood of the House of Commons in the debate on 1 March 
had been restrained and he thought the House was generally 
satisfied that we did not intend to go ahead without the Islanders' 
agreement. 

The Cabinet 

1. Took note of the statement by the 
Foreign and Commonwealth Secretary. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that v/e 
had not succeeded in getting the United Nations Commission on Human 
Rights to agree in their confidential session to our proposal for an 
investigation of the situation in Uganda. We were now pursuing 
this proposal in open session where there might be rather more 
chance of securing the support of some of the non-aligned countries 
who had voted against the proposal in confidential session. He was 
not however hopeful about the outcome. As regards the possibility 
of President Amin coming to this country we had already drawn a 
distinction between the Jubilee events and the Commonwealth Heads 
of Government Meeting and we might need to be more explicit on 
this point. He had discussed with the Commonwealth Secretary 
General, Mr Ramphal, our intention to take soundings with other 
Commonwealth Governments about the question of President Amin's 
attendance at the Commonwealth Heads of Government Meeting. 
Mr Ramphal had already said publicly that he was deeply troubled 
about the situation. This was a delicate question to handle: he 
would hope to get other Commonwealth Governments to regard the 
issue as one which they must take seriously but it had to be 
recognised that there was not the same public pressure in many 
other Commonwealth countries as there was here. 



In discussion it was suggested that the Commonwealth would be 
totally discredited if President Amin were to come here and that 
we should not allow him into this country. In reply it was pointed 
out that no decision was needed about this at the present stage. 
There was a strong probability that in the event he would not dare 
to leave Uganda especially since he had overthrown his predecessor 
during the latter's absence on a similar occasion. If we were to 
say in advance that v/e intended to exclude one particular Head of 
Government we would be certain to be criticised by all the others 
and this would do us no good. This possibility should therefore be 
left for consideration only as a last resort. 

THE PRIME MINISTER, summing up the discussion, said that he 
was already proposing to send an emissary to the main 
Commonwealth countries in order to seek their views on the agenda 
for the meeting. This emissary, who he hoped would be 
Lord (George) Thomson, could also take private soundings of the 
Heads of Government concerned on how the problem of President Amin 
might be handled. 

The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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NATIONALITY
LAW

 3. The Cabinet considered a note by the Secretary of State for 
 the Home Department (CP(77) 23) to which was attached the draft 

of a discussion document on possible changes in nationality law. 

THE PRIME MINISTER said that a Group of Ministers under his 
chairmanship had considered the draft discussion document, and 
some changes, including the insertion of a preface, had been made 
to it in the light of their discussion. There had been no disagreement 
in the Group about the substance of the proposals as a basis for public 
discussion. The Group had recognised that there would be adverse 
reactions abroad to some of the proposals and that early legislation 
on nationality law was not practicable. They had concluded 
nevertheless that there was little alternative to early publication of 
a discussion document: the Government were f irmly and publicly 
committed to this and Mr Lyon, MP, the chairman of the Working 
Party of Ministers and officials which had drawn up the report on 
nationality law, would be ready to keep them up to the mark. It 
was possible that the proposals would be subjected to some criticism 
at the meeting of Commonwealth Heads of Government in May, but 
the preparatory visits of Lord Thomson to Commonwealth 
capitals would help to disarm crit icism. The purely consultative 
nature of the document would have to be emphasised. 

THE HOME SECRETARY said that although it might not be 
practicable to contemplate legislation for two or three years, the 
complexity of the subject justified early publication of a discussion 
document. The proposals in the draft had been put more tentatively 
than in the report of the Working Party which had included 
representatives of other interested Departments apart from the 
Home Office. The British Nationality Act 1948 did not reflect the 
changes which had taken place in the Commonwealth, and a new 
nationality law would have the additional advantage of enabling 
immigration policy to be rationalised. The proposals were 
summarised in the preface to the draft discussion document: the 
main proposals involved the creation of two separate citizenships 
a British citizenship and a British Overseas Citizenship. 

In discussion, it was suggested that the proposals were of a very 
far-reaching character and that their publication could give r ise to 
mixed reactions and much uncertainty. Since, if allowance were 
made for a period of consultation with other Governments of at 
least four weeks, it would not in any case be possible to publish 
the discussion document much before Easter, there might now be 
advantage in waiting until after the meeting of Commonwealth Heads 
of Government. This would also avoid any risk of the proposals 
becoming an issue in forthcoming by-elections. Mr Lyon should not 
object to this delay provided that he was assured that the Government 
were going to publish the proposals. On the other hand, it was 
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pointed out that Commonwealth Heads of Government would have 
cause to complain if publication of the proposals followed too closely 
on their meeting in May; and, to judge by the lack of any strong 
reactions to the recently published Franks Report on the feasibility 
of a register of dependants, public opinion in this country was 
unlikely to be much affected by the nationality law proposals. 

In discussion of the draft text of the discussion document the 
following points were made 

a. The final paragraph of the preface should be 
transposed to the beginning which should also be expanded 
to bring out the fact that the Government fully recognised 
the complexity of the task of preparating any framework of 
proposals to take the place of historical evolution in a way 
which would not create fresh grievances. 

b. The reference in paragraph 14B to separate passports 
for British Citizens and British Overseas Citizens might be 
rephrased in order to place less emphasis on this aspect. 

c. Subject to further consultation between the Foreign 
and Commonwealth Office and the Home Office, the reference 
to Brunei in paragraph 67 should be omitted in view of 
forthcoming negotiations to be held with the Sultan. 

d. Although some of the figures in Annex A to the draft 
document were liable to create misunderstanding, to omit 
them altogether might simply direct attention to their 
absence. It would be better to deal with the figures by 
means of a narrative passage. 

THE PRIME MINISTER, summing up the discussion, said that, while 
some apprehension had been expressed about the far-reaching 
implications of the possible changes in nationality law discussed in 
the draft document, the Cabinet agreed that the proposals provided 
a suitable basis for public discussion and that they should be 
published as soon as the necessary consultations with Commonwealth 
and other oversea Governments concerned had been completed. In 
finalising the text of the discussion document the Home Secretary 
would take account of the specific changes which had been suggested 
in the discussion and would circulate a revised preface, with the 
modification and expansion suggested, to himself and the Foreign 
and Commonwealth Secretary for any final comments they might have. 
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The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion 
and invited the Home Secretary to proceed 
accordingly. 

Cabinet Office 

3 March 1977 
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1. THE CHANCELLOR OF THE EXCHEQUER reported that there 
had been a meeting the previous evening between the Secretaries of 
State for Industry and for Employment, the management of British 
Leyland and representatives of the Confederation of Shipbuilding and 
Engineering Unions (CSEU). It had been agreed that two statements, 
one by British Leyland and one by the CSEU, would be issued at noon 
that day. The British Leyland statement would say that the company 
made a positive declaration of its desire to agree a phased programme 
to pay comparable wages to employees performing the same job 
throughout Leyland cars as and when incomes policy permitted; that 
the company would be opening all its plants for production on Monday 
21 March; and that if the toolmakers did not report for work then they 
would be deemed by the company to have terminated their employment. 
The CSEU statement would say that the desire for separate bargaining 
arrangements for toolmakers could not be conceded; that they accepted 
the company decision to reopen the plants involved in the stoppage; 
and that the Executive of the CSEU endorsed the decision of the 
Executive Council of the Amalgamated Union of Engineering Workers 
not to support its members if they refused to return to work forthwith. 
A group of Ministers had considered these statements at a meeting 
earl ier that morning and agreed that, when they had been made, a short 
statement should be issued by the Secretary of State for Industry on 
behalf of the Government, welcoming these steps to end the dispute 
and expressing the hope that the move would be successful. The 
statement would also say that the Government would be reviewing the 
future of British Leyland; and that the Ryder Plan would in any case 
now need to be reviewed, though how drastically would depend on how 
soon full production was restored. It appeared that Mr Len Murray 
had not so far been consulted about the latest developments, and the 
Secretaries of State for Industry and for Employment would therefore 
take the opportunity during the morning to discuss the proposed 
Government statement with him. 

The Cabinet -

Took note. 
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ECONOMIC 2. The Cabinet discussed economic prospects. Their 
PROSPECTS discussion is recorded separately. 

SALE OF BP 3. The Cabinet discussed the sale of the public sector sha 
SHARES in British Petroleum. Their discussion and the conclusions 

reached are recorded separately. 
Previous 
Reference: 
CM(76) 39th 
Conclusions 
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THE 4. THE SECRETARY OF STATE FOR NORTHERN IRELAND 
SHIPBUILDING referred to the minute of 11 March which he and the Secretary of 
INDUSTRY State for Industry had sent to the Pr ime Minister about the need 

for an immediate decision on a deal with Shell which would provide 
a major shipbuilding order for Harland and Wolff (H and W) . 

Harland and Wolff Shell had a requirement for 2 Liquid Gas Petroleum Carriers 
(LPGs) of advanced design. They had been on the point of ordering 
them from a Japanese shipbuilder but had been dissuaded by 
Ministers. Discussions with Shell had reached the stage where an 
order could be placed for the two LPGs to be built at H and W on 
the basis of a package whereby Shell would lease the ships from a 
specially created leasing company formed by H and W and the four 
London Clearing Banks. An immediate decision was needed 
because Shell had indicated that they had an option on an alternative 
leasing arrangement which expired today. The deal would have a 
direct public expenditure cost to the Government of £12 million, 
plus a possible £1 or £2 million more if the ships were not 
delivered on time. The proposals involved taking full advantage of 
capital allowances on the same terms as could be done by companies 
in the private sector. The package was in line with the Cabinet's 
endorsement on 17 February of the use of joint leasing companies as 
part of the shipbuilding interim strategy. The order would provide 
2, 000 jobs for 2 years at H and W who had not had an order since 
1974. Shell were satisfied that H and W alone among United 
Kingdom yards had the professional and technical capability to do 
the work. The LPGs were a new breed of ships and it was 
important for the future that British shipbuilding had a 
technological capability to make them, otherwise a potential new 
market would be lost to our competitors. If the order were not 
given to H and W the prospects for the f irm and its labour force 
were very bleak and these difficulties would inevitably worsen the 
political, social and economic problems of Northern Ireland. 

THE CHIEF SECRETARY, TREASURY, said that H and W had 
received £140 million in subsidies since 1966, over half the total 
help given to the United Kingdom industry as a whole. A year ago 
a corporate plan from H and W had been requested but nothing had 
been received. The £12 million direct public expenditure cost was 
only a small part of the real cost of the proposed package. The 
total cost to the Government of the leasing package would almost 
certainly exceed the cost of the direct subsidy (£34 million) which 
would have been needed to make H and W competitive with the 
Japanese bid. Treasury officials had estimated that the total cost 
of the ships under the leasing arrangements, net of any liabilities 
to meet the costs of late delivery, would be £74.9 million as against 
£70 million under a direct subsidy approach. The penalty for late 
delivery could be up to £3^ million, the last H and W ship was 
delivered 15 months late; and the new ships were of a new advanced 
kind where delays were more likely. Even the lesser sum of the 
direct subsidy would represent about 100 per cent subsidy and this 
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was quite out of line with the 20-30 per cent criteria agreed for 
subsidies in the shipbuilding interim strategy. The package 
amounted to a large tax avoidance scheme which wotild give the 
banks a massive £5.8 million profit in tax reliefs for putting up 
£20, 000 on the setting up of their leasing company and providing 
periodic advances during the construction period. No private 
company could indulge in risks of the order involved without 
Government backing so it was a distortion to say that the package 
would simply enable the public sector to enjoy the benefit of 
arrangements available to the private sector. There was a real 
risk of heavy crit icism in Parliament and from the Press and 
the business world if the Government accepted the deal, and a risk 
of pressure for similar deals elsewhere in the public sector which 
would involve tax avoidance to an extent which the Government 
could clearly not accept. H and W had orders which would keep 
them busy to the end of 1978 so there was plenty of time to seek 
alternative orders if the Shell orders were placed elsewhere. In 
his view it would be disgraceful to proceed with this proposal. 

In discussion it was argued that the Japanese price of £36 million 
was artificially low and reflected 1970 prices. This was only 
possible because of massive government subsidy. If the 
Government wanted * aticoessful shipbuilding industry it would have 
to be built on subsidy. The H and W yards had received massive 
public inve stment which had given them the potential to make 
advanced ships such as the LPGs and it would be wrong now to deny 
them the chance. The shipbuilding strategy would not recover if 
these orders went elsewhere; and the consequent problem at 
H and W and their implications, political social and economic for 
Northern Ireland were extremely powerful factors in favour of 
placing the order there. 

In further discussion it was argued that the Government could not 
possibly accept a proposal which involved such blatant tax 
avoidance as the proposed package. However, given the powerful 
arguments in favour of placing the order with H and W, it would 
be desirable to re-examine the case for a direct subsidy and to look 
more closely than had been possible so far at the relative costs of 
the proposals, and to consider modifications or alternatives. It 
was also suggested that more information was needed about the 
potential world market for LPGs . There were also possible 
EEC and OECD repercussions of the leasing package which there 
had been no opportunity to study. It was accordingly most 
desirable to have more time to consider the matter and not to 
reach a hurried decision on inadequate examination of the 
possibilities. Efforts should therefore be made to persuade Shell 
to give more time for reaching an agreement with the Government. 
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THE PRIME MINISTER, summing up the discussion, said that it 
was unfortunate and undesirable that Cabinet should be faced with 
matters of this complexity and difficulty at such short notice. The 
majority of the Cabinet felt that the scheme proposed by the 
Secretaries of State for Northern Ireland and Industry was 
unacceptable because of its tax avoidance aspects; but every 
effort should be made to find a reasonable means of securing an 
order for these advanced technology ships which was of great 
importance to H and W. Shell should therefore be told that the 
Government had a full appreciation of the nature of the problems 
involved and were disposed to make a financial arrangement which 
would make it possible for Shell to place an order with H and W 
for the 2 LPGs provided that this could be done at a reasonable cost. 
The Government were not however satisfied with the present 
package, and particularly with the element of tax avoidance which 
it involved. The Government hoped therefore that Shell could 
delay a little longer before deciding on alternative arrangements 
in order to allow all the possibilities to be properly explored. 
Officials of the Treasury and, if necessary, the Foreign and 
Commonwealth Office should be involved in the further 
discussions. The Cabinet would wish to consider revised 
proposals as soon as possible. 

The Cabinet -

Took note with approval of the Pr ime Minister's 
summing up of their discussion and invited the 
Secretaries of State for Industry and for Northern 
Ireland to be guided accordingly. 



U" TON 
MEMBERSHIP 
AGREEMENTS 
IN THE CIVIL 
SERVICE 

5. THE CHANCELLOR OF THE EXCHEQUER referred to his 
minute of 10 March setting out the conclusions reached on 8 March 
(EI(77) 3rd Meeting) by the Ministerial Committee on Economic and 
Industrial Policy (El ) on the response the Government should make to 
the request for union membership agreements (UMAs) in the Civil 
Service received from the unions representing industrial staff and 
three of the unions representing non-industrial staff. Whilst El had 
not been particularly happy that the Government should enter into 
negotiations for UMAs in the Civil Service most members saw them 
as unavoidable, given that the Government had promoted legislation 
in this field and could hardly refuse on principle to enter negotiations. 
It had accordingly proposed that the Government should accept UMAs 
in principle for the industrials (where the principle had already been 
virtually conceded) and that in relation to the non-industrials it should 
make it clear that it was not opposed to UMAs. In both cases it 
would be made clear that acceptance of the UMA would be subject to 
obtaining satisfactory safeguards to take account of the special 
position of civil servants in their relations with Ministers and 
Parliament. El had approved the safeguards set out in his minute 
although the Secretary of State for Employment had strong reservations 
about the third safeguard (paragraph 6c. of the minute). 

THE SECRETARY OF STATE FOR EMPLOYMENT said that he was 
strongly against any safeguard in a UMA which could be interpreted as 
indicating that the Government accepted or condoned the principle of 
a political strike. He feared that the proposed third safeguard 
(paragraph 6c. of the Chancellors minute) could be understood in that 
way. He thought it would be preferable to try to negotiate an arrange
ment whereby a union member who was expelled from the union 
because he did not take part in industrial action could be asked to pay 
the equivalent of his membership due into union funds rather than be 
dismissed by his employer. 

In discussion it was suggested that there was general agreement that 
the Secretary of State for Employments formulation provided a 
constructive way of achieving the safeguard El had proposed. It was 
argued that UMAs in the Civil Service raised important constitutional 
issues; any UMAs entered into by this Government would affect future 
Governments and Parliament. Although there was a strong and 
defensible case for UMAs with adequate safeguards the tactical 
handling of this issue required -great care. Pr ior consultation with 
other political parties was therefore desirable as soon as the 
Government had agreed on its own negotiating position. The issues 
at stake were such that the Government would need to obtain really 
effective safeguards if the traditional relationship between civil 
eervantsand Ministers were to be adequately protected. It was 
however doubtful whether such safeguards would be either adequate or 
permanent. The right course might be to oppose UMAs in principle, 
at least for the non-industrials, on the grounds that they were 
incompatible with the elective principle and with the non-political 
character of the Civil Service. It was wrong simply to yield to union 
pressure over such a fundamental matter. 
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On the other hand it was argued that the unions were pursuing a quite 
reasonable line in requesting negotiations and that it would be 
provocative either to tell them that before there could be negotiations 
the Government needed to consult other parties, or have a 
Parliamentary debate. Such an approach would make it much more 
difficult to get a sensible result from negotiations and to avoid 
confrontation. As an employer the Government should enter into 
negotiations in good faith and seek to get an agreement which took into 
account the special conditions of the Civil Service. It should then be 
prepared to defend the outcome publicly. The case for a UMA for 
industrials was in general stronger than for non-industrials but a clear 
dividing line could not always be drawn (e . g. in the prison service) 
and there were some areas where a strike by industrials could be as 
politically difficult and sensitive as one by non-industrials. It would 
accordingly be difficult to treat the two groups very differently. The 
proposed safeguards should apply to both groups except for the safeguard 
restricting any IJMA to junior staff which need only apply to the non
industrials. It was also argued that widening of the conscientioue 
objection clause should be regarded as an essential condition rather than 
simply a desirable one, so that objections to union membership on 
secular as well as religious grounds could be allowed. 

THE PRIME MINISTER, summing up the discussion, said that Cabinet 
accepted that it would be necessary for the Government to enter into 
negotiations with the unions for UMAs in the Civil Service, both 
industrial and non-industrial. The constitutional and political implica
tions of such agreements could however be serious and it would be 
essential to obtain adequate safeguards. The Cabinet broadly endorsed 
the proposals in the Chancellor of the Exchequer's minute of 10 March, 
including the safeguards proposed which should, with the exception of 
of the second proposal apply both to industrials and non-industrials. 
The third safeguard should however be revised to incorporate a proposal 
on the lines proposed by the Secretary of State for Employment which 
should be cleared with El. It would be very desirable to obtain some 
widening of the grounds for conscientious objection but this should not 
be regarded as essential. The responsible Ministers should when they 
considered the time was right tell their opposite numbers in the 
Opposition what was being done. 

The Cabinet 

1. Took note, with approval, of the Pr ime Minister's 
summing up of their aiscussion. 

2. Invited the Secretary of State for Employment 
to circulate to El a draft of his revision of the 
safeguard in paragraph 6c. of the Chancellor of the 
Exchequer's minute of 10 March. 

3. Invited the Lord Pr i vy Seal to be guided accordingly 
in negotiations with the trade unions. 

Cabinet Office 

15 March 1977 , 
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ECONOMIC THE PRIME MINISTER said that the purpose of the discussion was to 
PROSPECTS enable the Chancellor of the Exchequer to explain briefly to members 

of the Cabinet who were not members of the Ministerial Committee on 
Economic Strategy the background to the Budget and the Third Pay 
Round, and to give them an opportunity to express any views which 
the Chancellor could then take into account in reaching his final 
decisions. He emphasised that it was essential that all members of 
Cabinet should observe absolute secrecy about the discussion. 

THE CHANCELLOR OF THE EXCHEQUER said that the measures 
taken last December had transformed the financial context in which 
the Budget was set. The Government had secured the loan from the 
International Monetary Fund ( IMF) ; had successfully arranged a 
safety net for sterling; and had subsequently raised a commercial 
loan of some £1-jr billion. As a result the sterling exchange rate had 
risen some 16 cents above its low point in 1976 to stand at $1. 71, at 
which it was now nearly stable. There had been a big increase in 
the reserves, probably because of the reversal of leads and lags, 
and because of this inflow it had been possible to intervene to steady 
the rate on three occasions when it had faltered, and to recover the 
cost of doing so within a few days. The new short term economic 
forecast had been based on the assumption that the sterling rate 
would decline during 1977 in line with the change in United Kingdom 
competitiveness to around $1. 60. On that basis, the Retail P r i ce 
Index (RPI ) would be down to 12f per cent by the fourth quarter of 
1977 on the year-on-year comparison, compared with the 15 per cent 
which had previously been forecast. The balance of payments was 
expected to be in deficit by £500 million in 1977 and in surplus by 
£1, 500 million in 1978. The Public Sector Borrowing Requirement 
(PSBR) was forecast for 1977 at £1 billion lower than the £8. 7 billion 
ceiling agreed with the IMF, largely because of lower interest rates 
and lower forecast prices. However export demand would be rather 
less favourable, and growth slightly lower than previously forecast, 
and - surprisingly - unemployment would be slightly lower, a 
phenomenon which might be caused by a fall in productivity. 
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On exchange rate policy, he reminded Cabinet that the extent to which 
this could be managed was limited. If there were a loss of 
confidence, the rate would plummet; conversely if confidence ran 
high this could force the rate up, The preference of both the Trades 
Union Congress and the Confederation of British Industry (CBI) was 
to keep the rate more or less where it was now, in spite of the fact 
that this implied a slightly worse picture on the balance of payments 
and on unemployment. He himself felt that it would probably be wise 
to hold the rate at its present level as long as possible, in view of the 
advantage this brought through a lowering of the rate of inflation. 
Past devaluations of sterling had been made necessary by poor 
industrial performance, and this was why the industrial strategy was of 
crucial importance. If the exchange rate were kept up, the year-on
year increase in the RPI could be down to 10 per cent by the end of 
1977 - although this was dependent upon a number of factors outside 
Government control, such as commodity prices. The lower rate of 
inflation should make it more possible to hold whatever third round of 
pay policy the Government might be able to agree. In his view it 
would not be possible to afford a higher increase in earnings under 
round three than that allowed under round two. Because of this, it 
was important to maximise tax reliefs in the Budget so as to improve 
the chance of holding the pay policy. From contacts so far with union 
leaders it was clear that it would be very difficult to get agreement on 
a third round. He emphasised the importance from a political point 
of view of avoiding a set-back in the next 12 to 18 months of the kind 
which the Government had endured in 1976. This pointed to a cautious 
approach to the Budget, although the need to get a pay agreement 
pulled in the opposite direction and called for generous tax concessions. 
The judgment to be made would be a difficult one, not helped by the 
unavoidably large margins of error in the forecast figures and the 
erratic behaviour of the balance of payments in the last three months. 
This degree of uncertainty, coupled with the uncertainty about the 
third pay round, suggested that there might be a case for leaving at 
least some points in the Budget open for a further 2 to 3 months, so 
that they would be conditional on events. He was contemplating income 
tax reductions, particularly at the bottom end of the scale and at a level 
to help middle-management. Some increase might be necessary in 
indirect tax to finance this, but he was anxious to avoid increasing the 
RPI , and would want to justify such increases on energy conservation 
or health grounds. There were some possibilities involving additional 
expenditure which would be sensible - further employment measures, 
the extension of the Temporary Employment Subsidy and some help 
for the construction industry - which he would be considering further. 
He would also like to do something for small companies. 

In discussion it was argued that while the management of the exchange 
rate involved a difficult judgment, it would be wrong to do anything 
which would allow the rate to become uncompetitive. Recent trends 
in exports of manufactures showed that the United Kingdom was not 
obtaining the volume increases which were needed. The recent 
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attitudes survey by the CBI had shown that price constraints were 
inhibiting exports. It could be argued that it had been a mistake to 
allow the exchange rate to go as high as it now was, so that it 
operated against the ixiterests of the industrial strategy. The 
maintenance of the competitiveness of British industry was vital. 
Over the next few years the country would have a large oil surplus 
and a large and increasing surplus on invisibles, but there was a 
danger that the country would run a deficit on trade in manufactured 
goods. If this happened, the industrial strategy would not be working 
and the country would become too dependent upon oil revenues. 
Against this it was argued, not only that what the Government could 
do to influence the rate against market pressure was limited, but 
that the achievement of competitiveness by way of the exchange rate 
involved the transfer of resources from wages to profits; and while 
this might be desirable in view of the need for investment, it might 
also be the case that the process of price increases without 
corresponding wage increases had now gone as far as the unions were 
prepared to tolerate. In any case, the most important single issue 
in the minds of the public at present was price inflation, and this 
pointed to the need to manage the exchange rate so as to keep inflation 
to the minimum. The increases in Post Office and gas charges had 
clearly touched a strong chord of public feeling, and unless the 
Government could produce something which looked like an initiative on 
prices there would be great political difficulty. Indeed if an agree
ment on a third round of incomes policy proved unobtainable, it would 
be because the Government had been unable to deliver what had been 
seen as promises on price inflation when round two was agreed. The 
increase in gas prices appeared to be a particularly sore issue in 
Stechford, and the Government might well lose the seat at the pending 
by-election if no action could be taken to mitigate it. It was arguable 
that, if money were available in the Budget for concessions, some of it 
should be devoted to general subsidies, particularly fuel subsidies. 

THE PRIME MINISTER, summing up the discussion, said that the 
Chancellor of the Exchequer would take into account what had been said 
in reaching his decisions on the Budget. Tne main points raised 
had been in relation to the sterling exchange rate on which two views 
were held, and in relation to prices. It would be necessary to consider 
what could be done about the latter though he would himself be opposed 
to reviving wholesale subsidies; these in any case ranked as public 
expenditure, which the Government was committed to keeping within 
the published l imits. He enjoined upon his colleagues once again the 
need for total secrecy about the discussion they had just completed. 

The Cabinet -

Took note, with approval, of the P r ime Minister's 
summing up of their discussion. 

Cabinet Office 

16 March 1977 3 
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The Cabinet had before them memoranda by the Secretary of State 
for Energy (CP(77) 28) and the Chancellor of the Exchequer 
(CP(77) 26) about the sale of the public sector shares in British 
Petroleum (BP ) . 

THE SECRETARY OF STATE FOR ENERGY said that he wished to 
press for a reversal of the Cabinet decision of 7 December last 
that 17.4 per cent of BP shares should be sold in 1977-78, reducing 
the public sector holding from 68 per cent to 51 per cent. This 
decision had been announced and had produced a hostile public reaction 
Mr Murray of the Trades Union Congress (TUC) had written to him 
in protest. The Government would be selling the shares at a time 
when they were undervalued - the price would certainly rise when 
the benefits of the Alaska investment came on stream. There was 
no guarantee that the Government would win the lawsuit with the 
Burmah Oil Company, and if they did not their holding, after the 
proposed sale, would drop to 31 per cent. There was no reason in 
his view why the British National Oil Corporation (BNOC) should not 
borrow the money and purchase the shares. It was absurd to sell 
them merely in order to keep down the Public Sector Borrowing 
Requirement (PSBR) when the forecast of the PSBR contained so 
wide a margin of e r ror . It would be a classic financial mistake to 
sell a capital asset and use the proceeds for revenue purposes. It 
would be both psychologically and politically axi error to sell the 
shares when they were about to r ise . In particular it would be 
disastrous if foreign governments were able to purchase the shares 
and to bring pressure upon BP. He therefore proposed that a 
Ministerial Committee should be set up to consider how the need 
to meet the Chancellor of the Exchequer's financing problem could 
be squared with keeping the BP shares in the public sector. 



THE CHANCELLOR OF THE EXCHEQUER said that it was not 
necessarily certain that the value of the shares would rise; they had 
in fact fallen by some 28 pence in the last few days. Of the headroom 
he had for concessions in the Budget, half would come from the 
proceeds of the sale of the BP shares. The choice was therefore to 
sell the shares, to let income tax be 2 pence in the pound higher than 
it would otherwise have been, to increase the Retail P r i ce Index by 
1 per cent through indirect taxation increases, or to cut current 
government expenditure. A l l of these options had been known in 
December when the Cabinet had agreed on the sale. The last three 
would all increase unemployment in a way in which the sale of BP 
shares would not. The Government had never intended to hold on to 
the shares which happened to come into their possession as a result 
of the support given to Burmah, save to the extent needed to raise 
their holding from 48 per cent to 51 per cent. There was in fact no 
point in holding a higher precentage of the shares unless some change 
were made in the relationship between the company and the 
Government, and that would damage BP"s international standing since 
it would then be seen as a nationalised company. For the BNOC to 
borrow for the purpose of purchasing the shares was no help in the 
present situation, since such borrowing would score as part of the 
PSBR. It was important for him to have a decision that day on the 
question, since the sale was worth some £800 million in potential tax 
rel iefs. He would be quite content with the setting up of a Ministerial 
Committee to consider subsidiary issues related to the way in which 
the sale should be organised. 

In the course of discussion the following points were made:

a. The court case with Burmah was likely to take a long 
time, partly because of inherent difficulties in the case, 
partly because it raised points of Crown privi lege of 
significance far beyond the case itself. 

b. Providing the Governments holding did not fall 
below 25 per cent, the degree of control the Government 
exercised over BP would not be affected either by the 
size of its shareholding, or by whether or not it revoked 
its present undertaking not to exercise voting rights in 
respect of the former Burmah shares held by the Bank of 
England. The Government had, half a century ago, 
entered into an agreement limiting the use of their powers 
of control over the company, and that agreement could not 
be changed as long as the Government held a blocking 
25 per cent of the total shares. Nevertheless the 
possibility of voting the ex-Burmah shares if shares were 
sold from the Governments portfolio should be further 
considered. 



c. Although the view of the Attorney General that the 
Government were likely to win the case against Burmah 
was supported both by the legal advice which the Bank of 
England had obtained and by independent Counsel, it was 
impossible to be sure of the result. In this situation it 
would be desirable to find some course whereby the sale 
could be delayed, and interim financing made available, 
until the case had been settled, perhaps through using the 
shares a6 collateral for a loan on the Euro-dollar market. 
It was, however, pointed out that this would automatically 
increase the PSBR and count against the International 
Monetary Fund limit. 

d. The criticism that the use for revenue purposes of 
the proceeds from the sale of a capital asset was bad 
financial practice was not relevant, since it had never been 
the Governments intention to hold the shares acquired from 
Burmah, which had themselves been purchased from income, 
except to the extent needed to bring the Governments total 
holding in BP to 51 per cent, 

e. It would be important to avoid sale to foreign 
governments or their agents. Indeed, i t might be possible 
consider restricting the sale to United Kingdom residents, 
so that the benefit of any increase in the value of the shares 
would accrue to the national economy. 

THE PRIME MINISTER, summing up the discussion, said that by a 
majority the Cabinet agreed that the Chancellor of the Exchequer 
should prepare his Budget on the basis that the BP shares would be 
sold as already agreed and announced. The discussion had, howeve 
raised a number of interesting and useful points related to the mode 
and timing of the sale, and he would arrange for these to be 
considered further by a group of Ministers. 

The Cabinet -

Took note with approval of the Pr ime Minister's 
summing up of their discussion and invited the 
Chancellor of the Exchequer to be guided accordingly. 

Cabinet Office 

15 March 1977 
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THE QUEEN'S 1. The Cabinet were informed by the Pr ime Minister that, 
SILVER JUBILEE following their earlier decision to mark The Queen1 s Silver Jubilee 

by a presentation to her, he had informally sought The. Queen1 s 
Previous view on a gift which might be acceptable for her personal use. 
Reference: This gift had now been purchased and the Pr ime Minister showed it 
CM(77) 5th to the Cabinet for their approval. 
Conclusions, 
Minute 1 
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THE 
SHIPBUILDING 
INDUSTRY 

Harland 
and Wolff 

Pr evious 
Reference: 
CM(77) 10th 
Conclusions, 
Minute 4 

2. The Cabinet considered a minute dated 16 March from the 
Secretary of State for Northern Ireland to the Pr ime Minister 
reporting on developments since the Cabinet discussion on 
15 March on the proposed Shell order for two Liquid Gas 
Petroleum Carriers (LGPs) . 

THE SECRETARY OF STATE FOR NORTHERN IRELAND said that 
following Cabinet discussion on Tuesday officials had met yesterday 
with the financial advisers concerned (Hambros Bank). The financial 
advisers said that they thought the financial package proposed was in 
conformity with the guidelines for leasing arrangements involving 
the nationalised industries and that several other similar schemes 
involving the nationalised industries had been approved in the last 
two years. In his view it was virtually certain that Shell would not 
wish to consider direct purchase and this option should be regarded 
as closed. In the time available the only possible modification of 
the package that could be suggested was an increase in the equity 
holding by the clearing banks from £20, 000 up to a level more 
nearly approaching that of the Government's injection of £12 million. 
They would then be putting up genuine risk capital for the expected 
return. It would take some weeks to establish whether the banks 
would be prepared to do eo^ After an approach at the highest level 
Shell had extended the deadline for a decision until 2. 00 pm on 
18 March. Accordingly if a positive answer were to be given to Shell 
it would have to be on the basis of the package already proposed but 
with the understanding that every effort would be made to modify it 
so as to increase the banks' equity holding. Otherwise the order 
would be lost. A further possible order for Harland and Wolff for 
two LGPs was being considered by an American company but solely 
on a leasing basis. If leasing arrangements of the type proposed 
were rejected there would be no chance of obtaining this or future 
orders which were increasingly likely to require a leasing basis. 

In discussion it was argued that the information in the minute by the 
Secretary of State for Northern Ireland went virtually no further than 
that available to Cabinet earlier and did not provide a basis for 
making a positive decision. The modification proposed under which 
the equity holding by the banks would be increased would not 
necessarily reduce the profitability of the deal to the banks as they 
could increase the interest rates they charged. It was questioned 
whether the leasing arrangements entered into by the nationalised 
industries in recent years were strictly comparable to the Harland 
and Wolff proposal. The only comparable case had been the British 
Rail package in 1972. That scheme had been severely criticised by 
the Public Accounts Committee and the Departments concerned had 
said that similar arrangements would not be repeated. Although 
the Treasury was not against leasing arrangements as such, the 
package proposed, involving massive tax avoidance, fell well outside 



agreed guidelines to the nationalised industries on such arrangements. 
In view of the size of the tax leakage and the extremely high level of 
subsidy the package still seemed quite unacceptable. On the other 
hand it was argued that the financial advisers concerned had been 
asked to draw up a scheme which did not violate the tax allowance 
arrangements and fell within the guidelines for nationalised 
industry leasing arrangements. Treasury officials had said that 
the scheme proposed did violate them but had not explained why. 
The imposition by Shell of a further deadline of 12 noon on Friday 
18 March was regretted but Shell had the chance to take up an 
attractive leasing arrangement with a French company and needed 
to take a decision by then. Shipbuilders generally were now finding 
that leasing packages were necessary to do business and the United 
Kingdom shipbuilding industry would be at serious disadvantage if 
it could not enter into them. If this order were not obtained for 
Shell there would be very high social and economic costs for the 
industry and for Northern Ireland and full weight needed to be given 
to those factors and to the Northern Ireland political considerations. 
Whilst it was not possible to give firm indications of the potential 
size of the market for ships of this kind, there was no doubt that the 
United Kingdom would be a sizeable exporter of North Sea gas and 
if the Shell order were lost so would be any prospect of the gas 
being exported in British built ships. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet found it. most unsatisfactory to be asked at short notice 
to make a decision with so little information and where the facts 
were in dispute. Indeed a decision could not be taken without 
knowing definitely whether or not this scheme was on all fours with 
leasing arrangements made by the nationalised industries. Nor 
should Shell expect to be able to browbeat the Government into a 
decision by imposing such a short deadline. It was essential for 
Ministers to go into the matter, including the tax avoidance 
aspect, more fully than had been possible so far. For this purpose 
the Chancellor of the Duchy of Lancaster should convene a group of 
Ministers consisting of the Secretaries of State for Industry, 
Northern Ireland, Scotland and Trade, the Chief Secretary, Treasury 
and the Attorney General. The Ministerial Group should urgently 
examine the issues and, subject to reference back to him by the 
Chancellor of the Duchy, it should have authority to settle the 
matter. It was desirable to obtain the order if it could be done at 
reasonable cost. The interim shipbuilding strategy approved by 
Cabinet laid down that a subsidy from the intervention fund should not 
normally exceed 30 per cent of the price of a ship but there might be 
overriding political considerations for some variation in this case. 

The Cabinet -

Took note with approval of the Pr ime Minister's summing 
up of their discussion and invited the Ministers concerned 
to be guided accordingly. 
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PARLIAMENT AR Y 
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Scotland and 
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Previous 
Reference: 
CM(77) 7th 
Conclusions, 
Minute 1 

Government 
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During the 
Rest of the 
1976-77 Session 

Previous 
Reference: 
CM(77) 9th 
Conclusions, 
Mi" te 1 

3. The Cabinet were informed of the business to be taken in 
the House of Commons during the following week. 

THE LORD PRESIDENT OF THE COUNCIL reported that 
discussions had been taking place with the Parties, and with all 
groups of Members who wished to have discussions with the 
Government. The aim of these talks was to test out the 
possibilities for making progress on devolution, and it had been 
emphasised in each case that the position of the Cabinet was fully 
reserved. The response of the Conservatives to the initial 
discussions would not be known until the following week. 

The Cabinet 

1. Took note. 

The Cabinet considered a minute from the Lord President of the 
Council to the Pr ime Minister dated 14 March, reporting the 
conclusions reached by the Legislation ( LE ) Committee on 
Government business during the rest of the current Session. 

In discussion the importance was stressed of fitting in a debate on 
airports policy. A l l other interested parties had been consulted, 
and the House of Lords had debated this subject; it would create 
considerable difficulties if the Governments policy conclusions 
were to be announced in the autumn without the House of Commons 
having been given an opportunity to debate the matter. The fact 
that a subject was contentious should not be regarded as ruling out 
a debate, especially where the main object was to listen to the 
views of the House. The Government would be able to adopt the 
same posture in a debate on the Layfield Report on local 
government finance, but there was a risk that this might be used 
as an occasion to mount an attack on the Government and the level 
of the rates. It was pointed out that considerations of timing were 
important in arranging debates, and a subject such as airports 
would be better avoided in the period immediately preceding the 
local government elections in May. A half-day debate on new 
towns would be useful, after these elections but before the 
Government announced any conclusions on new towns policy. 



THE SECRETARY OF STATE FOR INDUSTRY reported that 
consultations with the minority Parties on the Post Office 
(Amendment) Bill, following the Cabinet*s discussion cn 3 March, 
had shown that broad support could be expected from the Scottish 
National Party and Plaid Cymru, which should suffice to ensure a 
majority for the Bill, but not from the Liberals or from Northern 
Ireland Members. The Post Office unions had been adamant that 
worker-directors in the Post Office should be chosen within their 
organisations - the Union of Post Office Workers would dominate 
any elections involving the workforce as a whole - and further 
consideration of this problem would be necessary. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet broadly endorsed the conclusions reached by the LE 
Committee, and the Lord President and the Chief Whip should 
proceed accordingly in the management of the Session's remaining 
business. The Committee1 s main conclusions were that suspension 
of proceedings on the Scotland and Wales Bill had removed a 
considerable burden but did not create spare Parliamentary time. 
Assuming normal recesses, there would be only a small margin for 
contingencies. He wished to underline the need for Ministers and 
backbenchers, at this stage in the life of the present Parliament, to 
get out into the country and their constituencies and put the 
Government's case. The Government could not afford to lose Bills 
regularly, but there might be some Bills which it would be 
advantageous to bring forward even if it might not be possible to 
carry them. Each Bill should be considered on its merits, and the 
Ministerial Committee on Economic Strategy would be considering 
on 21 March whether the Post Office (Amendment) Bill and the 
Occupational Pensions Schemes Bill should be introduced this 
Session. The LE Committee should have a continuing role in 
considering subjects for general debate, and Ministers with 
proposals for debates should put them to the Lord President. 

The Cabinet 

2. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion, 
and invited the Lord President of the Council 
to be guided accordingly. 



4 . THE FOREIGN AND COMMONWEALTH SECRETARY said 
that during the early weeks of the new United States Administration 
there had been criticism in some European capitals of 
President Carter's lack of consultation with his allies on subjects 
on which he had made outspoken statements: and there had been 
uncertainties about both the Pres idents personality and his policies. 
As a result of the visit which the Pr ime Minister and he had paid 
to Washington in the previous week he felt that President Carter was 
a tough and able man, genuinely concerned about racial prejudice 
and about human rights, and also intent on making progress on 
arms control and nuclear non-proliferation. President Carter was 
anxious that the human rights issue should be seen within a wider 
context than that of East-West relations. His position on the latter 
had been fully thought out and he had been in closer contact with the 
Soviet leadership about it than had appeared. On economic matters, 
the American response to our views on the need to stimulate 
expansion was satisfactory. The Americans were ready to 
encourage Japan and the Federal Republic of Germany to stimulate 
demand, although Germany was taking an unresponsive line. As 
regards the Conference of International Economic Co-operation, our 
views on the Common Fund were close, but the Americans were 
more reserved about the problem of indebtedness. Their 
difficulties with Congress mean that they were unlikely to be able 
to agree to any large International Development Association 
replenishment. The President was committed to making a success 
of the Downing Street Summit of industrialised countries, the 
preparations for which had begun at a meeting between senior 
officials from the seven countries involved. He himself had talked 
separately to Mr Vance, the Secretary of State, who had expressed 
a wish to work closely with us on a wide range of subjects, including 
especially the problems of Southern Afr ica. There was no doubt 
about the warmth of the reception they had received in Washington, 
and of the Pr ime Minister1 s personal success in establishing 
relations with President Carter. The President and other leading 
members of the Administration they had seen, including 
Mr Blumenthal, Dr Brown and Dr Schlesinger, had all made it clear 
that they would welcome the establishment of a close working 
relationship with us. We would now have to build on the success of 
this visit. It was clear that we were dealing with a very able team: 
we might find some rough edges and they could turn out to be tough 
customers if they felt they were being crossed. The fact was that 
they wished to work with us and we should take maximum advantage 
of this. 

THE PRIME MINISTER said that he had raised the question of 
Concorde with President Carter. The President stood by what he 
had said earlier about the case for Concorde being given a trial in 
New York. This was however a highly political issue and it was 
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Uganda 

Previous 
Refer ence: 
CM(77) 9th 
Conclusions, 
Minute 2 

very doubtful if President Carter would be prepared to apply any 
real pressure on New York. Mr Meaney, the President of the 
American Federation of Labour and Congress of Industrial 
Organisations, had, in the Pr ime Minister1 s presence, told 
President Carter that he ought to have been more forthright. 
There had been some movement, but he was not optimistic about 
the prospects for a favourable result. However, an even more 
important matter in thi s field was the renegotiation of the A i r 
Services Agreement about which he had also talked to President Carter 
On human rights it was clear that the Presidents public statements 
were not made out of the blue and that he had had direct contact with 
Mr Brezhnev about them. In general he had been impressed with 
the mastery which the President had achieved of the wide range of 
subjects they had discussed. He was a man of great ability, even 
if occasionally he might after only a short period in office lack the 
feel for handling an unfamiliar subject. President Carter was 
evidently prepared to make some mistakes, but he was determined 
to test the Russians fully on such matters as a comprehensive test 
ban, knowing that they did not yet trust him. The President had 
expressed his firm support for the strengthening of the European 
Community. He had also appeared anxious to treat the United 
Kingdom as an equal partner. This was flattering and welcome, 
but he had found it necessary to warn the President not to expect 
more of us than we were able to deliver. President Carter had 
however said that he wanted to give the present British Government 
all the help that lay within his power. 

The Cabinet 

1. Took note of the statements by the Pr ime 
Minister and the Foreign and Commonwealth 
Secretary. 

In a short discussion it was suggested that since President Amin 
had recently visited Cairo for several days, it might be necessary 
to revise the earlier assessment that he would be unlikely in the 
event to come to the United Kingdom for the Commonwealth Heads 
of Government Meeting (CHGM) in June. He had considerable 
backing in Uganda from Libyans and this might give him more 
confidence in leaving the country. Soundings were being taken of 
Commonwealth Governments about their views on President Amin's 
attendance at the CHGM. Some Heads of Government felt so 
strongly about the matter that they would not attend themselves if 
President Amin were present: and the majority would probably 
accept the position if we decided not to admit him even if they did not 
say so openly. In this connection it was argued that, since popular 



opinion here would be strongly in favour of excluding President Arnin, 
we should avoid a last minute decision lest this appear to have been 
taken only in response to public pressure. On the other hand it 
was pointed out that if an early announcement was made it could 
put the whole meeting at risk. We had also to consider the position 
of the British community in Uganda. 

THE PRIME MINISTER, summing up the discussion, said that it was 
premature to discuss tactics over the exclusion of President Amin. 
Most of the Commonwealth countries would probably go along with the 
decision not to admit him, even though they would not say so publicly. 
But the time to consider our position would be when Lord Thomson 
returned from his tour of leading Commonwealth countries at the end 
of Apr i l . He doubted whether there would be any serious risk to 
the British community if we decided to tell President Amin that he 
could not come, but we should need to make contingency plans 
against this possibility. 

The Cabinet 

2. Took note of the Pr ime Minister's 
summing up of their discussion. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that he 
recognised there had been some questioning of his decision not to 
visit Rhodesia during his forthcoming tour of African countries. 
The question whether or not to visit Rhodesia was a difficult one. 
He did not exclude going there, at least on some later visit, but 
Mr Ian Smith had already agreed to meet him in Cape Town. In 
considering the matter, we had to be careful not to offend the Black 
Africans, who were only too ready to suspect our motives, or to 
provide a boost for Mr Smith's position. But his mind was not 
closed and he was quite prepared to go to Rhodesia at some point if 
this would be helpful. 

The Cabinet 

3. Took note. 
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SURVEY 

Previous 
Reference: 
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Minute 3 

5. The Cabinet had before them a memorandum by the Central 
Policy Review Staff (CP(77) 24) about public expenditure priorit ies. 

THE PRIME MINISTER said that the memorandum provided an 
opportunity for Cabinet to have a general discussion about priorities 
in public expenditure, without the need at the present stage to reach 
any firm conclusions. He reminded Cabinet that the next public 
expenditure survey would cover the period up to 1981-82, so that 
they were effectively considering the first tv/o or three years of the 
next Government, and thus a period to be covered by the next Labour 
Election Manifesto. The Cabinet should therefore be considering 
what were the priorities they would wish to see emphasised during 
that period. 

THE CHANCELLOR OF THE EXCHEQUER said that the Cabinet had 
tried on a number of previous occasions to bring about a shift in 
public expenditure priorit ies, but had usually found this extremely 
difficult. On occasion they had agreed that some particular 
programmes should have very high priority, and had preserved 
them from subsequent reductions; but in general the decisions at the 
end of the day had been reached by hard bargaining between interested 
Ministers each arguing for their own programmes. The 
memorandum before them set out the problem, and paragraph 14 
suggested the questions to which they should address their minds. 
However, the time for taking decisions would be in the middle of the 
year when the Public Expenditure Survey Report was available. 

In the course of discussion the following points were made 

a. Within whatever totality of public expenditure was 
agreed, the broad strategic choices were between current 
expenditure, capital expenditure and transfer payments. 

b. When the hard argument on programmes was reached, 
such topics as inner cities and unemployment among the young, 
which cut across departmental and programme boundaries, 
tended to get lost. It was for consideration whether money 
should not be set aside for programmes of this kind at the 
start of the public expenditure exercise. 

c. The standard of housing in the United Kingdom was 
higher than that of many countries in Europe. The whole 
question of priorities in housing expenditure was dealt with 
in the Housing Finance Review, which would be coming to 
Cabinet for consideration in due course. Reviews of this 
kind did not however put the Cabinet in a position to consider 
priorities between programmes. 
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d. The use of North Sea oil resources was another tcpic 
of importance. Such resources should be used to develop 
alternative sources of energy and to improve tha country's 
industrial capacity, although it was not always clear what 
was the best way for Government to influence industrial 
investment. Tax reliefs for investment projects had perhaps 
been too high, although it would be difficult to change at the 
present juncture without appearing to be acting contrary to 
the aims of the industrial strategy. It might be that labour
intensive, rather than capital-intensive, projects should be 
supported. However capital intensive industry was needed 
to produce the goods which we could sell in export markets. 
The wealth thus created should be channelled into solid 
programmes which provided jobs to replace those not required 
in capital intensive industry. It was noted that a given sum 
spent on the building of a hospital produced more employment 
than a comparable sum spent through investment grants. 

e. Reductions in public expenditure might cut the total 
but they did not eliminate waste. There was a case for 
saying that every Minister should be required to justify his 
total spending to a group of other Ministers in order that a 
politically critical approach might be brought to bear upon 
his ongoing expenditures. 

f. The Government needed a strategy for a return to full 
employment. For this it would be necessary to increase 
resources in the public sector and to expand public industrial 
investment since only thus could a credible economic strategy 
leading back to full employment be deployed. Unemployment 
was not a major issue in the public mind at present - although 
this view was questioned - but it could easily, through the 
actions of either the Press or the Opposition, speedily 
become a public issue of the f irst magnitude. In the longer 
term a view was needed of the level of employment through to 
the end of the century, so that policies for shorter working 
hours, increased leisure, etc. could be considered. 

g. The publication of planned expenditure figures for 
five years ahead brought nothing but trouble to the 
Government, since the published figures had so often 
subsequently to be reduced, thus exposing the Government 
to crit ic ism. Priorit ies should be discussed, but not 
necessarily in public expenditure terms. There was a case 
for bringing the annual five year exercise to an end. 
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h. With a limited growth of available resources, various 
views were expressed on which programmes should be given 
priority. It was suggested that the belief that putting public 
money into industrial investment led to increased economic 
growth was the triumph of optimism over experience and 
that social expenditure should take priority over Government 
expenditure on industry. Conversely it was argued that 
industrial expenditure should have first priority. Among 
social programmes those which were redistributive in their 
nature, such as inner cities, should have most emphasis. 

THE PRIME MINISTER, summing up the discussion, said that the 
paper by the Central Policy Review Staff had been put to Cabinet in 
order to meet the complaint regularly made by Ministers that in the 
Public Expenditure Survey procedures the machine took control in 
advance of a political input. The present point, where priorities 
were still open, was the stage at which i t was possible to inject seme 
political dimension. On inner cities, he doubted whether the 
timescale of 3-5 years, which they had been discussing, was the 
right one, since action there needed to be taken more urgently. 
The Cabinet had recognised that both investment and unemployment 
were important priorit ies; but they had made no clear choice between 
social programmes. Any Ministers who had further thoughts on the 
matter should communicate them direct to the Chief Secretary, 
Treasury. 

The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 
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PUBLIC 
EXPENDITURE 
SURVEY 1977 

Guidelines 

Previous 
Refer ence: 
CM(77) 7th 
Conclusions, 
Minute 3 

6. The Cabinet had before them a memorandum by the Chief 
Secretary, Treasury (CP(77) 25) to which was attached a draft of 
the guidelines to be used in the 1977 Public Expenditure Survey. 

THE CHIEF SECRETARY, TREASURY said that there was no 
question at the present stage of asking Cabinet for any decisions on 
public expenditure. The time for decisions would be when Cabinet 
had the options displayed before them, and the purpose of the draft 
guidelines was merely to ensure that the Survey was set up in such 
a way as to set out the options which Ministers would need to 
consider. What was essential was to provide some benchmarks 
which could then be varied when decisions were taken. The Cabinet 
had already agreed the expenditure for 1977-78 and 1978-79; and 
they had also agreed that in 1980-81 and 1981-82 the overall increase 
on the preceding year 's level should be of the order of 2 per cent. 
1979-80 had been left as an awkward transitional year. At present 
because the cuts agreed in December had not been carried beyond 
1978-79 - the figures for 1979-80 showed a 6 per cent increase on 
those for 1978-79. However, of this, 2 per cent was attributable 
to an increase in borrowing from the National Loano Fund by the 
nationalised industries for refinancing purposes, and could be 
discounted for the present exercise. This left the increase at 
4 per cent. In his view, international confidence in the pound was 
still sufficiently fragile to be badly shaken if the Government, in 
their next public expenditure White Paper, were seen to be planning 
an increase in spending of 4 per cent in 1979-80, He thought it 
would be wiser to set up the figures so as to produce an increase of 
2 per cent, which would thus provide a smooth transition between 
1978-79 and 1980-81. He emphasised that Cabinet would still be free 
to decide upon a higher figure in July if they then thought that 
appropriate. On this basis, he recommended that Cabinet approve 
the guidelines attached to CP(77) 25. 

In discussion the following points were made 

a. Given the uncertainty about what the rate of 
economic growth would be over the period under review, 
there would be advantage if Ministers could consider public 
expenditure programmes based on increases of 2 per cent, 
2% per cent and 3 per cent a year from 1979-80 onwards. 

b. The requirement in the guidelines to provide 
illustrative cuts of Z\ per cent in 1978-79 and 5 per cent in 
later years might cause difficulty. It would require discussion 
with local authority representatives, who would be greatly 
alarmed, and from whom the exercise might become public, 
which would be damaging to the Government. In the defence 
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field, cuts of this order could only be identified by a mini-
Defence Review, which could cause both national and 
international turmoil, and would be very likely to be noticed 
in the Press . 

c. The proposal to reduce the 4 per cent increase in 1979-80 
to 2 per cent should not be treated lightly, since it implied 
reducing the total of axisting programmes by £1. 5 billion. 

d. If the Cabinet was to get a broad view of the problem 
of allocating resources, it was essential that crucial 
definitions, such as that of the public sector borrowing 
requirement, should be meaningful. The borrowing 
requirement still contained certain conventional elements 
which had no real meaning for resource allocation. 

e. Some capital programmes - such as those for prisons 
and for law courts - had been very severely cut indeed in 
last year 's reductions. It would be essential in the next 
Survey to consider the effect of these reductions on individual 
Departments. There would also be advantage if consideration 
were given across the board to the need to place some 
emphasis on construction, given the present state of the 
construction industries. The illustrative figures for health 
and personal social services quoted in the Chief Secretary1 s 
paper did not allow for demographic growth. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet accepted the point about nationalised industry refinancing 
which the Chief Secretary had explained. It was clearly understood 
that no commitments relating to any individual programme were 
being taken that day, and that when the Public Expenditure Survey 
Report came to Cabinet in the summer they would be free to make 
whatever adjustment within the overall quantum already settled which 
they were able to agree. The possibility of deciding then on a growth 
in public expenditure from 1979-80 onwards of more than 2 per cent 
a year was not ruled out. It had to be recognised that it was always 
possible that some change in external circumstances - eg relating 
to the Soviet threat - might upset the calculations upon which present 
thinking was based. Subject to this, the Cabinet acquiesced in the 
guidelines attached to CP(77) 25 and agreed that they should be 
adopted as the basis for the conduct for the 1977 Public Expenditure 
Survey. 

The Cabinet -

Took note with approval of the Pr ime Minister's 
summing up and invited the Chief Secretary, 
Treasury, to be guided accordingly. 
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7. The Cabinet had before them a memorandum by the 
Secretary of State for the Home Department (CP(77) 31) covering 
a revised draft of the White Paper on direct elections; and notes 
by officials on a list system (CP(77) 29) and on a compulsory dual 
mandate (CP(77) 27). 

THE HOME SECRETARY opening the discussion, said that the 
revised draft of the White Paper reflected the Cabinet's 
discussion on 25 February. Greater emphasis had been placed 
on the constitutional issues and a variety of electoral arrangements 
was discussed including the single transferable vote. Some 
revision of the proposed Annexes (especially CP(77) 27 which had 
not been written for publication) would be required to bring them 
into line with the main text. 

In discussion a number of suggestions for amendment were agreed. 
In particular it was agreed that the description of the powers of 
the Assembly might be somewhat amplified. It was further agreed 
that the draft White Paper struck in general a fair balance between 
our traditional electoral system and the alternative systems 
subject to some minor drafting amendments. The characteristics 
of the system used in this country for national elections should not 
necessarily determine the choice of electoral systems for direct 
elections. And the implications of alternative systems for party 
organisations should not be exaggerated. The importance under 
any system of a democratic procedure for the selection of 
candidates should however be recognised. 

In discussion of the compulsory dual mandate it was agreed that 
reference should be made to the long standing application of the 
compulsory dual mandate in the nomination of Assembly members, 
and that changes in the organisation of Parliament should not be 
ruled out if it were applied to direct elections. However a 
compulsory dual mandate would not necessarily contribute to the 
supremacy of Parliament. It should also be recognised that it 
would exclude peers, whose views on the legislation would be 
important and whose role in filling seats in the Assembly had 
proved valuable. There were in any event doubts as to the 
compatibility of a compulsory dual mandate with our Community 
obligations. The implications for the disqualification of candidates 
should however be brought out. 

In further discussion there was general agreement that the 
Government should not express any preference as between electoral 
systems, but that a preference should be expressed as in the draft 
White Paper between alternative Boundary Commission procedures. 
It was further agreed that the extent to which the Government1 s 
response to the Select Committee in relation to procedural matters 
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was unaffected by the choice of electoral arrangements should be 
made clear. A reference should be made to the Governments 
estimate of the cost of financing direct elections from the 
Consolidated Fund, but no reference should be made to the prospect 
of Community or other assistance to political parties. The 
Governments response to the Select Committee should be extended 
to cover the compulsory dual mandate, even though this was not in 
fact an electoral system comparable with the others discussed in 
the White Paper. 

In discussion of the timing of direct elections it was recognised 
that simultaneous Parliamentary and Assembly elections, though 
compatible with any electoral system, would be incompatible with 
our Community obligations. It would therefore be desirable for 
the compulsory dual mandate to be presented, in conformity with 
the different electoral systems, as a device which would be 
compatible with direct elections in May/June 1978. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet agreed to the publication of the White Paper at about the 
beginning of Apri l with a view to a Parliamentary debate soon after 
the Easter Recess. The Home Secretary should revise the text of 
the White Paper and Annexes in the light of the discussion and 
circulate the revised version to the Cabinet before publication. 

The Cabinet -

Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

Cabinet Office 

17 March 1977 
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THE The Cabinet discussed the political situation in the light of the 
POLIT ICAL informal discussions which had taken place with the Leaders of the 
SITUATION Ulster Unionist and Liberal Parties. Their discussion and the 

conclusions reached are recorded separately. 
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 THE PRIME MINISTER informed the Cabinet that at the end of the 
 previous week, following the tabling of the Conservative Motion cf No 
 Confidence in the Government, the Chief Whip's calculation had been 

that without some new accommodation tne Government were almost 
certain to bo defeated, and this would of course precipitate an 
immediate General Election. The Liaison Committee of the Trades 
Union Congress and the Labour Party had discussed the matter on 
Monday when the view had been strongly expressed that it was in the 
interest of neither the country nor the Labour Party for there to be an 
early Election. He had therefore been encouraged to undertake 
confidential discussions with the Ulster Unionists and the Liberals to 
see whether their support could be obtained without the sacrifice of 
Labour Party principles. The Lord President of the Council had 
taken part with him in these talks, and the Home Secretary and the 
Secretary of State for Northern Ireland had been brought in on certain 
matters of direct concern to them. He had not assumed that 
agreement had to be reached even if on disadvantageous terms and 
planning had gone ahead for an alternative scenario if the talks failed, 
including the timing of an Election and the handling of the Budget. He 
was grateful to the rest of the Cabinet for their forbearance while 
these talks were continuing and he now wished to report their outcome. 

At f irrt it had seemed more likely that an accommodation could be 
reached with the Ulster Unionists than with the Liberals, but this 
expectation had not been borne out. Two propositions had been 
discussed with the Ulster Unionists which the Lord President of the 
Council a.nd he would have been ready to commend to the Cabinet and 
which they had reason also to believe would not seriously upset the 
Social Democratic Labour Party. The first was a reference to the 
Speaker's Conference on the number of Members of Parliament at 
Westminster representing Northern Ireland constituencies. The 
second was an attempt to make some progress towards greater local 
government in Northern Ireland: the Ulster Unionists accepted that 



direct rule would have to be renewed for a further year in July, but 
they wished to see arrangements to elect some of the members to 
certain local boards all of whose members were at present appointed. 
It had become clear however that while both Mr Molyneaux and 
Mr Powell would have liked to reach an agreemert these two 
suggestions would not be sufficient to command the support of the 
majority of the Ulster Unionists who also wanted a tougher line on 
security. The talks had therefore led to nothing, although he had 
thought it right to Fay that nevertheless the Government wotild follow 
up the first of the two proposals. 

The talks with the Liberals had begxui with less expectation and the 
latter had indeed pitched their initial demands unacceptably high. He 
had however received a number of private indications that the 
Liberals were anxious to reach an accommodation and after some very 
hard bargaining an agreement had been reached between himself and 
Mr Steei on a draft statement, subject to confirmation by the Cabinet 
and Liberal Members of Parliament. 

The Prime Minister then read the following statement, copies of which 
were subsequently handed round for the Cabinet to study. 

1. We agreed today the basis on which the Liberal Party 
would work with the Government in the pursuit of economic 
recovery. 

2. There wil l be a consultative Committee between the two 
Parties which will meet regularly. 

3. The Committee will examine Government policy and other 
issues prior to their coming before the House, and Liberal 
policy proposals. 

4. The existence of this Committee will not commit the 
Government to accepting the views of the Liberal Party, or the 
Liberal Party to supporting the Government on any issue. 

5. We agree to initiate regular meetings between the 
Chancellor and the Liberal Party economic spokesman, such 
meetings to begin at once. In addition, the Pr ime Minister 
and the Leader of the Liberal Party will meet as necessary. 

6. We agree that legislation for direct elections to the 
Etrropean Assembly in 1978 will be presented to Parliament in 
this Session. The Liberal Party reaffirm their strong 
conviction that a proportional system should be used as the 
method of election. The Government is publishing next week 
a White Paper on Direct Elections to the European Assembly 
which sets out the choices among different electoral systems, 
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but which makes no recommendation. There will now be 
consultation between us on the method to be adopted and the 
Governments final recommendation will take full account of 
the Liberal Party's commitment. The recommendation will be 
subject to a free vote of both Houses. 

7. We agree that progress must be made on legislation for 
devolution, and to this end consultations will begin on the 
detailed memorandum submitted by the Liberal Party today. 
In any future debate on proportional representation for the 
devolved Assemblies there will be a free vote. 

8. We agree that the Government will provide the extra time 
necessary to secure the passage of the Housing (Homeless) 
Persons Bill, and that the Local Authorities (Works) Bill will 
be confined to provisions preserving the existing powers of 
local authorities. 

9. We agree that this arrangement between us should last 
until the end of the present Parliamentary Session, when both 
Parties would consider whether the experiment has been of 
sufficient benefit to the country to be continued. 

10. We also agree that this understanding should be made 
public. 

Continuing, the Prime Minister said that if this agreement were 
confirmed both by the Cabinet and by the Liberal Members of 
Parliament, who were meeting early that afternoon, the Liberals 
would vote for the Governinent on the Confidence Motion. They would 
also support the Government generally during the remainder of the 
present Session of Parliament, although they might abstain or vote 
against the Government on particular issues. There were no private 
understandings that did not appear in the statement which the Cabinet 
had before them and he had rejected attempts by the Liberals to insert 
references to industrial democracy and nationalisation. Indeed they 
had been offered little more than the promise of consultation and for 
this reason they had felt it essential to insist on a free vote on direct 
elections and on proportional representation for the devolved 
Assemblies in Scotland and Wales. Paragraphs 4 and 9 of the 
statement had to be read together: this was an experimental 
arrangement which would not run beyond the end of the present 
Session unless both sides thought it was of sufficient benefit to the 
country to continue it; and it committed neither side on particular 
issues other than those mentioned. The Chairman of the Parliamen
tary Labour Party had been directly involved in the consultations; and 
he had taken the view that, since it would not be possible to change the 
terms of the statement as a basis of an agreement with the Liberals 



it would not be appropriate to put it to a Parliamentary Labour Party 
meeting before the Prime Minister announced it. Individual 
Members of Parliament would have to decide whether to support the 
Government or not: but, before confirming his agreement to the 
Leader ox. the Liberal Party, he wished to know that he would be 
supported by all his Cabinet colleagues. 

In discussion some members of the Cabinet strongly expressed the 
view that the agreement reached went much further than they had 
expected and should not be confirmed. This was not to say that the 
Prime Minister and the Lord President of the Council had not driven 
the best possible bargain. The main effect of it would however be to 
enhance the position of the Liberal Party to the disadvantage of the 
Labour Party. The agreement to introduce legislation on direct 
elections and to allow a free vote would cause great bitterness within 
the Labour Party: and some of the other provisions in the agreement 
were unnecessary and humiliating. The accommodation was said to 
be a temporary and experimental one, but it would tend to become 
permanent and could lead into something like coalition government. 
This, in turn, would make it extremely difficult to develop a Socialist 
Manifesto for the next Election. It would be far better not to pursue 
thia path of expediency but to face the consequences of losing the 
Confidence Motion and to set about winning an early Election. In any 
case it was highly objectionable that, while the Liberal Leader was 
being allowed to consult all his Members of Parliament, the Cabinet 
were being asked to take a decision without consultation with the 
Parliamentary Labour Party, the National Executive Committee or 
constituency opinion. The Cabinet had no mandate to commit any of 
the se. 

On the other hand, the large majority of the Cabinet expressed their 
support for the agreement which had been reached. The Government 
had no automatic majority and, even if it survived the Confidence 
Motion, its position was likely to deteriorate as a result of by
elections or maverick behaviour by some of its backbenchers. It was 
therefore faced with the choice either of trying to assemble majorities 
on particular issues division by division or of reaching an agreement 
with the Liberals which would provide stability over the rest of the 
Session. The latter was clearly preferable unless the conditions 
imposed were intolerable: and this was certainly not the case. 
Indeed the only concessions of significance involved free votes on two 
issues when all members of the Parliamentary Party, including 
Ministers, would be free to express their views: and it was arguable 
that a free vote on direct elections was the best way of solving one of 
the Labour Party's own internal problems. Furthermore, the 
arrangements for consultation between the two Parties would provide 
a much better chance of success on individual issues and if the 
agreement was confirmed the Governments position would be stronger 



than it was before the events of the previous week. The offer of 
consultation with the Liberals was no more than the consultation 
regularly extended to the Trades Union Congress, the Confederation of 
British Industry and other sectional interests. In any case the only 
realistic alternative was an immediate General Election. The 
Government had no need to fear putting their record to the electoral 
test but the fact remained that at a time of inflation and recession 
Governments throughout the world had done badly at elections and the 
Labour Party's chance of winning an early Election must be very 
slight. A decision not to confirm the agreement with the Liberals 
would therefore be tantamount to installing a Conservative 
Government. This in turn could put the whole democratic process at 
risk if a Conservative Government engaged in confrontation with the 
unions and was succeeded by one from the extreme right. The Prime 
Minister had achieved a great success which would be overwhelmingly 
endorsed by the Parliamentary Labour Party in the Vote that night, 
even though some members would no doubt grumble thereafter. It 
would however be inadvisable to try to consult the Party in advance. 

In continuing discussion it was suggested that, even if it was not 
practicable or desirable to hold a meeting of the Parliamentary Labour 
Party before the Prime Minister announced the agreement, there was 
a strong case for having such a meeting later that day and before the 
Vote was taken. This would provide an opportunity to explain the 
agreement to the Governments backbenchers and also to spell out the 
consequences of rejecting it. In such circumstances the Liberals 
would not abstain but would vote against the Government. 

THE PRIME MINISTER, summing up the discussion, said that a large 
majority of the Cabinet thought it right to confirm the agreement which 
he had reached with the Leader of the Liberal Party. His own view 
was that it would not do serious damage to the morale of the Labour 
Party and that it would provide the Government with the essential time 
to build on the improving economic position and restore their 
electoral fortunes. If the agreement were confirmed, the 
Government would of course have to deal with the Liberals in good 
faith: but he believed that any boost to Liberal fortunes would be at 
the expense of the Conservative rather than the Labour Party. He had 
noted a suggestion that paragraph 2 of the agreement should be 
amended to refer to a Consultative Committee between the Party 
Leaders rather than the two Parties. He accepted that on this issue 
the Cabinet could not commit anyone other than themselves and that 
other Labour Members of Parliament would have to reach their own 
decision whether to support the Government on the Confidence Motion. 
The Lord President of the Council would consult the Liaison 
Committee about the desirability of a meeting of the Parliamentary 
Labour Party before the Vote that evening. He did not however feel it 
possible for the Cabinet to be divided on the matter and his under
standing was that his colleagues would all be with him in the Division 
Lobby that night. 



The Cabinet -

Took note, with approval, of the Prime Minister's 
summing up of their discussion. 

Cabinet Office 

24 March 1977 
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PARLIAMENTARY
AFFAIRS

FOREIGN 
AFFAIRS 

Meeting of the 
European Council 
in Rome 
25-26 March 

Indian Elections

 1. The Cabinet were informed of the business to be taken in 
 the House of Commons during the following week. 

2. THE FOREIGN AND COMMONWEALTH SECRETARY said 
that one issue which would prove difficult at the meeting of the 
European Council due to be held in Rome on 25-26 March concerned 
the possible representation of the Community at the meeting of the 
Downing Street Summit on 7-8 May and in particular the possibility 
that Mr Roy Jenkins might attend as President of the Commission. 
When the Council of Ministers (Foreign Affairs) had discussed this 
question on 8 March the French had been isolated in opposing the 
representation of the Community as such (that is by the Presidency 
of the Community and by the President of the Commission) at the 
London Summit. Since then there had been a growing chorus of 
protest from the smaller Member States, in particular the Benelux 
countries, and the hope had been expressed that the French line 
might change after their municipal elections. But the French 
Foreign Minister had made it clear to him that French opposition 
was f irm and this had been confirmed by a message the previous day 
from President Giscard to the Pr ime Minister maintaining French 
opposition in uncompromising terms. While, therefore, it was our 
duty as the Presidency to try and promote agreement it would be 
most undesirable to let the atmosphere of the forthcoming European 
Council be soured by prolonged argument over an issue which, 
though important, was not a major one. 

In discussion it was suggested that there would now be advantage in 
inducing the smaller Member States to recognise the hardening of 
French opinion and the risk in these circumstances that a row at 
the European Council would only be counter-productive and distract 
from major and substantive issues such as unemployment and the 
wo l id economic situation. 

 In a brief discussion on the outcome of the Indian election, it was 
noted that according to the latest information Mr Desai was likely 
to be the new Pr ime Minister. Although now an old man he still 
combined determination and high moral purpose with authoritarian 
views and financial conservatism. It was however too early to 
form a reliable judgment of the policies of the new Indian 
Government: and it might be several months before these became 
clear. Indeed it was arguable that the Janata Party might not hold 
together for long. We had welcomed the new Government but we 
should not turn our backs on Mrs. Gandhi, who had to some extent 
been misrepresented and of whom we had probably not heard the last 
in Indian politics. 

The Cabinet -

Took note. 
1 



COMMUNITY 
AGRICULTURAL 
SUPPORT 
PRICES 1977-78 

Previous 
Reference: 
CM(76) 34th 
Conclusions, 
Minute 2 

3. The Cabinet considered a memorandum (CP(77) 32 by the 
Minister of Agriculture, Fisheries and Food recommending a basis 
for the settlement of the Community agricultural support price 
package for 1977-78. 

THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD, 
introducing his paper, said that the Ministerial Committee tsn 
European Questions (CQM) had broadly agreed that we could accept 
price increases at or near the average level of 3 per cent proposed 
by the Commission. The main question for Cabinet was whether we 
should refuse any devaluation of the Green Pound or whether, as he 
proposed, we should accept a devaluation of 2 - 3 per cent on 
condition that its effect on food prices generally was more than offset 
by a Community butter subsidy for the United Kingdom. Such a 
settlement would be in accordance with the strategy for the Common 
Agricultural Pol icy approved by Cabinet on 25 November 1976 
(CM(76) 34th Conclusions, Minute 2) and with the views expressed 
in the Economic Review for 1977 published by the Trades Union 
Congress (TUC) . A settlement would also be consistent with our 
specific aims which had been endorsed by the TUC. It would result 
in price reductions in real terms for commodities in structural 
surplus. This in turn would help to improve access to the Community 
for third country and especially Commonwealth foodstuffs, on which 
we had already had some success with beef and potatoes. We were 
also seeking to retain the essential functions of the milk marketing 
boards, to continue the system of beef premiums and more generally 
to counter inflation. The choice of a butter subsidy as the means of 
offsetting the proposed devaluation of the Green Pound was justified 
by evidence from the National Food Survey that butter consumption 
was higher among the less well-off and the elderly than among the 
well-to-do. . It would help to meet the current political and public 
crit icism of incx*eases in butter prices against the background of 
subsidised exports. He had circulated with his minute of 23 March 
a note by officials showing that a 2 per cent Green Pound devaluation 
would increase consumer prices by £63 million. A butter subsidy 
sufficient to offset this increase would in practice be equal to the 
effect on butter prices of the two transitional steps to full Community 
prices that we were due to take in 1977. Although the Council of 
Ministers (Agriculture) were unlikely to reach agreement at their 
meeting on 25-27 March, it would probably not be possible to defer a 
decision beyond the end of Apri l or early May. But it would be 
tactically advantageous to accept a settlement, if satisfactory terms 
were available, at the Council to be held on 25-27 March, subject to 
prior consultation with the Pr ime Minister if the terms were not 
fully within his authority. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that the 
Ministerial Committee on European Questions at their meeting on 
21 March had not had the detailed calculation of the proposed butter 
subsidy before them. But the majority of the Committee had been 
ready to accept a small devaluation of the Green Pound provided that 

2 



its effect on food prices was at least offset by a Community butter 
subsidy which could be presented publicly as a demonstrable 
advantage for the United Kingdom. 

In discussion it was pointed out that a butter subsidy to offset a 
Green Pound devaluation of 2 per cent would require a contribution 
from the Exchequer on New Zealand butter of £16 million. An 
early devaluation could have an adverse effect on the climate for 
the Budget and the ensuing discussions with the TUC on pay policy. 
The TUC leaders were less ready to contemplate a devaluation than 
their Economic Review might imply and were more apt to regard the 
Green Pound as a symbol of the Governments detsrmination to 
resist price increases. It would be difficult to demonstrate the off
setting effect of a butter subsidy financed partly by the Exchequer 
against a background of rising food prices, a growth in the Community 
butter surplus far exceeding the increase in consumption attributable 
to the subsidy, and continuing subsidised exports. This difficulty 
would be increased if the subsidised butter was allocated for 
institutional uses. A devaluation which would increase our farm 
prices would not help our partners to accept lower prices for their 
farmers. Moreover, it would be permanent whereas a subsidy 
would be subject to annual negotiation. While the proposed common 
price increases could be defended as below the rate of inflation a 
settlement involving a devaluation should not be accepted at this 
stage. The Community contribution to the proposed subsidy would 
be financed through a co-responsibility levy on milk production of 
2j per cent set against a proposed price increase of 3 per cent. 
This was objectionable as a method of raising additional revenue 
for the financing of CAP operations in the milk sector and might 
set an undesirable precedent for other sectors. It was acceptable 
only as a device for offsetting the inevitable price increase, and 
for discouraging high-cash production. 

On the other hand it was argued that desirable as it might be to avoid 
a Green Pound devaluation for as long as possible, it was acceptable 
to contemplate a devaluation for which we were adequately compen
sated. A butter subsidy would be a useful form of compensation 
given the eharp price increases in proepect and the maintenance of 
consumption would be helpful to New Zealand, The effective 
reduction of the levy on New Zealand butter would be consistent with 
our aim of improving access for imports to the Community. A 
devaluation of the Green Pound would also help to mitigate the adverse 
competitive effect of the devaluation of the Irish Green Pound on the 
agricultural industry, notably in Wales and in Northern Ireland where 
substantial Exchequer subsidies were paid to offset the effects on 
employment. More generally, devaluation of the Green Pound was 
not unprecedented. We would be in a difficult negotiating position 
if we could not accept any devaluation. This would react 
unfavourably on our other objectives at the price-fixing and on our 
Presidency. 
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INDUSTRIAL 
DEMOCRACY 
IN THE 
POST OFFICE 

Previous 
Reference: 
CM(77) 11th 
Conclusions, 
M-*mte 3 

THE PRIME MINISTER, summing up the discussion, said that 
Cabinet were agreed that the Minister of Agriculture should have 
authority, if otherwise he would be isolated, to accept a settlement 
at the Council of Agricultural Ministers on 25-27 March on the basis 
agreed by the Ministerial Committee on European Questions, and 
including a devaluation of 2 - 3 per cent in the Green Pound on 
condition that its effect on the level of food prices generally was more 
than offset by a Community butter subsidy for the United Kingdom. 
There would however be political advantage if a settlement could be 
deferred to a further meeting of the Agricultural Council. If the 
Minister wished to accept a settlement which went in any respect 
beyond this authority he should consult the Foreign and 
Commonwealth Secretary who should in turn consult the Chief 
Secretary and the Secretary of State for Pr ices and Consumer 
Protection as necessary. 

The Cabinet -

Took note, with approval, of the Pr ime Minister's 
summing up of their discussion and invited the 
Minister of Agriculture, Fisheries and Food to be 
guided accordingly. 

4. THE CHANCELLOR OF THE EXCHEQUER referred to his 
mimite of 22 March to the Pr ime Minister reporting that the 
Ministerial Committee on Economic Strategy (EY) on 21 March 
had discussed papers on the Post Office Bil l , which was required to 
facilitate the introduction of a scheme for industrial democracy in the 
Post Office, EY had noted that the Bill might run into Parliamentary 
difficulties; and that some people would regard it as prejudicing the 
Government's attitude on the Bullock Report generally, although on 
balance the Committee did not think that would be justified. The 
scheme was one which had been agreed between the management and 
the unions in the Post Office, and it would have been implemented 
without reference to the Government were it not for the fact that the 
agreed arrangements required an enlargement of the Post Office 
Board from 12 to 16, the maximum size of the Board being fixed by 
Statute. One reason why it was feared that the Bill might become 
an occasion for raising matters relevant to the Bullock Report was 
that the scheme provided that worker representatives would be 
appointed by the Post Office unions, and not elected by all the workers 
although it was noted that 97 per cent of Post Office workers belonged 
to a union. The Post Office unions had made it clear that they would 
not agree to election by all workers; nor were they in favour of an 
interim solution operated within the present size of the Post Office 
Board. Since the discussion in EY, a new situation had been created 
by the agreement with the Liberals announced the previous day, and 
he suggested that the best way to proceed would be to seek Liberal 
support for the Bill in its present form. Some members of EY took 



the view that the Bill should be delayed until the shape of the 
general legislation of the Bullock Report was clearer; but the Post 
Office unions were anxious for an early settlement. Even if the 
Liberals were not prepared to support the Bill, it was possible that 
the Scottish and Welsh Nationalists would do so. 

In discussion it was argued that, although the Post Office scheme was 
undoubtedly a good one, the Bill would provide Parliament with an 
opportunity to discuss the way in which worker representatives should 
be selected, and in particular the Post Office proposals for their 
being nominated by trade unions. One possibility might have been to 
have nominations put forward by the trade unions followed by elections 
by all Post Office staff; but the unions were adamant that they would 
not agree to non-unioni6ts being involved in the selection of representa
tives. The Liberals had already said that they would oppose this 
legislation, and it seemed unlikely that the Government could rely 
upon the support of the Nationalists. There was no doubt that to 
proceed with the Bill would make the Governments handling of the 
Bullock proposals more difficult. The Bil l should therefore be 
postponed until the Governments position on the Bullock proposals 
was clear - which meant until the next Session of Parliament - when 
the present difficulties would disappear and the Bill could proceed. 
Against this it was strongly argued that the likelihood of Parliamentary 
difficulty was being exaggerated. It was only a one clause Bill, and 
it could be demonstrated that the scheme flowed from discussions 
which had begun well before the Bullock Committee had reported. 
The Post Office unions would be both disappointed and puzzled if the 
Government did not go ahead. One possibility might be to introduce 
the Bill in the Lords to see how much trouble it provoked. Defer
ment now would arouse the suspicion that the Government was 
retreating because of the deal with the Liberals, and although this 
would be wrong it would be undesirable to give such an impression. 

THE PRIME MINISTER, summing up the discussion, said that the 
majority in the Cabinet would like to proceed with the Post Office Bill 
this Session. Under the new arrangements the Government had a 
requirement to consult the Liberals. It should be made clear to 
them that the Government believed that there were strong arguments 
for going ahead, and their support should be sought. A final decision 
would be taken when their reaction was known. In the meantime 
nothing should be said publicly. 

The Cabinet -

Took note, with approval, of the Pr ime Minister's 
summing up of their discussion. 
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OCCUPATIONAL 
PENSION SCHEMES 
BILL 

Previous 
Reference: 
CM(77) 11th 
Conclusions, 
Minute 3 

5. THE CHANCELLOR OF THE EXCHEQUER referred to 
his minute of 23 March to the Pr ime Minister reporting that the 
Ministerial Committee on Economic Strategy (EY) had, on 
22 March, discussed the Occupational Pension Schemes Bill . 
This Bill would give members of pension schemes the right to 
appoint up to 50 per cent of the members of the management 
bodies, and would do so by giving the right to nominate those 
members to recognised independent trade unions - as had been 
proposed in the White Paper "Occupational Pension Schemes: 
The Role of Members in the Running of the Schemes" (Cmnd 6514). 
On the latter point the majority of the Committee had favoured 
sticking to the White Paper proposals. This had been agreed 
with the Trades Union Congress (TUC), but opponents of the 
Bullock proposals - including in particular the Confederation of 
British Industry (CBI) - would regard it as highly prejudicial to 
the Governments position on those proposals. In his view 
there was in fact no real analogy with the question of putting 
workers on company boards., since pension was essentially 
deferred pay and therefore a proper concern of trade unions 
although not all members of EY shared that view. There was, 
however, the question whether the Bil l could be got through 
Parliament. Unlike the Post Office Bil l , it contained 17 clauses 
and would be far more vulnerable to amendment in Standing 
Committee - indeed it might emerge in a form which would be 
unwelcome to the TUC, who regarded the trade union nomination 
of members as of critical importance. It would therefore be 
necessary to discuss the matter with the Liberals . 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that 
the Bill was not about the same issue as the Bullock Report, 
since it dealt with deferred pay. If the CBI opposed it because 
of Bullock, the Government could demonstrate that it wat quite 
different, and could point to the fact that in an increasing number 
of companies arrangements of the kind envisaged in the Bill were 
being implemented. Since the Bill sought to ensure equal rights 
for men and women it was likely to be electorally popular. In 
his view the agreement made the previous day with the Liberals 
meant that there was even less justification than previously for 
not going forward with the Bil l , and he favoured consultation 
with the other Parliamentary parties as rapidly as possible with 
a view to its early introduction. 

In discussion it was argued that, while it was right that contributors 
to pension schemes should have up to 50 per cent representation on 
the management body, the controversial question would be how 
those representatives should be selected. Inevitably this question 
would become mixed in the public mind with the issues raised by 
the Bullock Report. It would be quite indefensible to exclude 
from the process of selection people who were contributing to the 
pension scheme. A Bill incorporating such a proposal had no 
chance of being approved by Parliament, and the Government 
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would be unwise even to consult the other Parties about introducing 
such a Bil l . It would make the Governments handling of the 
Bullock proposals more difficult and was very unlikely to be 
electorally popular. It was one thing to favour greater employee 
participation in the management of pension funds; but those who 
insisted upon confining to the trade unions the right to appoint such 
representatives demonstrated that their real purpose was to 

increase trade union participation, not employee participation. 
The savings of a large number of people were involved, and to 
suggest that a large share in the management of those funds should 
be handed over to trade unionists not elected by all the 
contributors would be a political mistake and ethically wrong. 

On the other hand it was argued that it was mistaken to treat this 
issue as a major point of principle. The truth was that the now 
widely accepted collective bargaining process had only become 
possible because of the existence of trade unions, and those who 
chose not to join trade unions couid not complain if they were 
outside that process. Trade unions had been given a greater say 
in industrial training and health and safety matters and it was 
natural to extend this process to the pension field. It was pointed 
out that at present many of the 64, 000 pension schemes in 
operation were run with no consultation whatsoever with the 
contributors to the schemes, being wholly under the authority of 
management. Where enlightened management - as in such large 
f irms as Unilever and ICI and in the electricity supply industry 
had entered into arrangements for employee representation, 
whether by universal ballot or through trade union nomination, 
those arrangements would remain unaffected by the Bil l , which 
would do no more than provide a framework within which 
appropriate arrangements would be worked out for all schemes. 

In continuing discussion it was argued that, if only because two 
widely differing views of the Bill were possible, it would be 
necessary to proceed with caution. Parliamentary time in the 
present Session was not unlimited, and the Bil l , being 
controversial, would occupy a good deal of t ime. It would therefore 
need to be considered in relation to the whole legislative programme, 
and to the vulnerability of the Government in Standing Committee. 
Its introduction could mean shorter Recesses than the Government 
had been hoping for, or it might increase the need for an overspill 
period. There was the possibility that the House of Lords might 
object to a new Eil l being brought forward feo late in the Session. 
It was also suggested that Cabinets discussion of the Bill had 
underlined the need for Ministers to give more careful collective 
consideration to the important question raised by Bullock of 
selection (by trade unions) versus elections (by all employees). 

THE PRIME MINISTER, summing up the discussion, said that the 
majority of Cabinet favoured going ahead with the Bill sufficient 
Parliamentary time could be made available and there was a 
reasonable chance of ensuring its passage without undue mutilation. 
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It would be essential to consult the TUC, and to explain to them that 
the Government might find it necessary, on Parliamentary grounds, 
to choose between this Bill and the Post Office Bill; and to make clear 
that the latter might be preferred because of its better chance of being 
passed. There should also be consultations with the Liberals but 
not until after the consultations on the Post Office Bill had taken place. 
The results of these consultations would then need to be brought back 
to Cabinet for further consideration. Guidance would be promulgated 
shortly about the machinery for consulting the Liberals but in the 
meantime the Lord President of the Council should be consulted before 
an approach was made to the Liberals on any subject. More generally 
he reminded Cabinet of the importance of close consultation with 
Labour Members of Parliament, and drew their attention to the 
letter of 31 January 1977 which he had sent to Mr Cledwyn Hughes, 
the Chairman of the Parliamentary Labour Party CPLP), setting out 
the basis on which consultations with the P L P would be conducted. 
These arrangements had been accepted by the P L P , and all Ministers 
should observe them carefully. 

The Cabinet -

Took note, with approval, of che Pr ime Minister1 s 
summing up of their discussion and invited the 
Secretary of State for Social Services to be guided 
accordingly. 

6. THE CHANCELLOR OF THE EXCHEQUER referred to his 
minute of 23 March to the Pr ime Minister reporting that the 
Ministerial Committee on Economic Strategy (EY) had discussed on 
22 March a proposal by the Secretary of State for Energy that the 
gas price increase announced for 1 Apri l should not take place. That 
price increase had been agreed by Cabinet the previous December in 
order to save £88 million in 1977-78 and £100 million in 1978-79, the 
decision having been taken on a unanimous recommendation from a 
Ministerial Group chaired by the Secretary of State for Energy. It 
had been preferred to the alternative of cuts in public expenditure on 
the grounds that it would assist energy policy and reduce the total debt 
of the British Gas Corporation. It had formed part of the agreement 
with the International Monetary Fund ( IMF) , and had been announced " 
in the House of Commons. The increase had been unpopular; and the 
Pr ice Commission had been unable to agree to it within the terms of 
the P r i c e Code, so that, as had always been known, it would be 
necessary for the Secretary of State for Energy to override the Pr ice 
Commission. The unions naturally disliked seeing what appeared to be 
a price increase engineered by the Government; but the Gas Consumers' 
Council had not complained. A majority of the members of EY had 
thought it would be economically damaging and politically counter
productive to reverse the decision now; but EY were equally divided on 
whether some concession might be made during the negotiations on the 
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third round of the pay policy. Since EY had reached their view on 
gas prices, Ministers had decided upon measures affecting the 
Temporary Employment Subsidy and inner cities which would between 
them put an additional demand of some £45 million on the contingency 
reserve in 1977-78 in addition to the provision which he earlier had in 
mind for inner cities. It was impossible to accommodate additionally 
the £88 million which a reversal of the gas price increase would entail. 

THE SECRETARY OF STATE FOR ENERGY said that since the 
decision in December a number of things had changed. The forecast 
of the public sector borrowing requirement in 1977-78 had been reduced 
by £1 billion. Pr i ce inflation was now a much bigger factor in the 
public mind, particularly after Mr Jack Jones' demand for a price 
freeze. The implications of overriding the Pr i ce Commission were 
clearer and appeared very difficult. The significance of the increase 
for the pay negotiations had become more manifest; and the reactions 
of the electorate in Stechford had demonstrated the significance of this 
issue for the Governments political position. 

In discussion it was argued that this was an issue on which the 
Government could well at some stage face difficulty in Parliament. 
Had the Government tabled a normal Motion on the Public Expenditure 
White Paper, it was a point on which the Opposition could have put 
down an amendment - which the Government would probably have 
lost for lack of support from their own side. There was an Early 
Day Motion on the Order Paper, signed by many Labour members, 
protesting against this increase in prices. That Motion would be a 
continuing incitement to the Opposition to use a Supply Day to seek to 
embarrass the Government on the question. The argument that it 
would be weak to change direction now was wrong; rather it would be 
folly, given the public feeling on the matter to proceed. One 
possibility might be to reverse the decision in the context of the 
following week's Budget, so that some credit could be taken for this 
in the subsequent round 3 pay negotiations. Other alternatives were 
to reduce the price increase to a level compatible with the Pr ice Code; 
or to make it clear that some kind of winter fuel scheme would be 
introduced the following winter in order to mitigate the hardship to 
the poorest consumers. 

On the other hand it was argued that the Government had already 
Buffered whatever political damage the announcement of a gas price 
increase had brought and that it would gain nothing by reversing the 
decision now. Furthermore, if the arguments for not making the 
increase were accepted it would be necessary to settle where alterna
tive savings were to be found. Ministers had already accepted claims 
totalling some £200 million against the contingency reserve of 
£650 million for 1977-78, and the year had not even begun. If the 
Government wished to spend a further £100 million on social purposes, 
it was questionable whether they would choose t o devote it to gas 
consumers. There were in any case powerful arguments of energy 
policy for the gas price increase, both in regard to conservation and 
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to choice of fuels. To include a reversal of the decision in the 
Budget would convey an impression of both irresolution and an 
attempt to bribe the electors of Stechford, which would damage the 
favourable impact of the Budget as a whole. 

THE PRIME MINISTER, summing up the discussion, said that the 
balance of opinion in the Cabinet was that no change should be made 
in the proposed increase in gas prices at the present juncture. If it 
were the subject of a political attack the Secretary of State for Energy 
would be able to mount a powerful defence on grounds of energy 
policy and energy conservation. Once the Budget was over, they 
would be engaged in crucial negotiations on a third pay round, and it 
was possible that the question of gas prices would be raised in that 
context. At that stage the suggestion for a winter fuel scheme might 
be a helpful element towards a satisfactory outcome. It was 
however premature to take any decision now as to the most cost
effective concession that might be offered. Any such proposal 
would of course be brought before Cabinet or a Cabinet Committee as 
appropriate. 

The Cabinet -

Took note, with approval, of the P r ime Minister's 
summing up of their discussion. 

Cabinet Office 

24 March 1977 
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THE BUDGET THE CHANCELLOR OF THE EXCHEQUER communicated to the 
Cabinet particulars of the proposals in the forthcoming Budget. 

In accordance with precedent details are not recorded in the 
Cabinet Conclusions. 

Cabinet Office 
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PARLIAMENTARY 
AFFAIRS 

Debates: 
Mr Agee and 
Mr Hosenball; 
Toacher 
Training 
Colleges in 
Scotland 

Budget 
Resolutions 
on Petrel 
Tax and 
Vehicle 
Excise Duty 

1, The Cabinet were informed of the business to be taken in *Jhe 
House of Commons during the following week. 

The Cabinet noted that it was important that as many Ministers as 
possible should be present to lend their support to the Home Secretary 
and the Secretary of State for Scotland who were likely to be under 
personal attack in the debates on Mr Agee and Mr Hosenball and on 
teacher training colleges in Scotland. In the decision to deport 
Mr Ag&e and Mr Hosenball the Home Secretary had -fully carried out 
the procedures in the Immigration Act 1971 as the courts had confirmed 
and even if the Government were defeated in any vote on the 
adjournment there could be no question of him rescinding that decision. 
The most he might do would be to undertake to look once again at the 
procedures. 

THE CHIEF SECRETARY, TREASURY, said that he had discussed 
with Mr Pardoe the reported intention of the Liberals to vote against 
the Budget resolution proposing increases in petrol tax and Vehicle 
Excise Duty (VED). Mr Pardoe recognised that these proposals were 
in accord with Liberal views on switching to indirect taxation and 
energy saving, but had explained that the Liberals, who had believed 
that the sum involved was £300 million, had a problem with their 
constituents in rural areas who would be adversely affected by the 
proposals. In fact, the sum involved was £670 million in a full year. 
The Liberals were prepared to support increases in VED on 
commercial vehicles and in the duty on heavy oils, and their concern 
related to the proposals to increase VED on cars and motorcycles 
(which would raise £150 million in a full year) and to increase the duty 
on petrol (which would raise £300 million in a full year ) . These 
proposals were all embodied in a single Budget resolution, and it 
would be technically feasible to divide this resolution into two, one 
covering the proposals acceptable to the Liberals and the other the 
proposals which they disliked. But if this were done, and the 
resolution relating to petrol duty and VED on cars was defeated, the 
result would be administrative chaos, and the question would arise of 
paying refunds of petrol duty. He was due to see Mr Pardoe that 
afternoon, and he suggested that he should explain these difficulties and 
should make clear that it was the Governments intention to move 
towards more broadly based indirect tax increases, but that they 
could not do so now. If this did not suffice to persuade the Liberals 
to abstain in the vote on this resolution, he suggested saying to 
Mr Pardoe that the Liberals could move an amendment in Committee 
on the Finance Bill to reduce the rate of increase in petrol duty by, 
say, Ip, which would cost £60 million in a full year. 
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In discussion it was noted that the Government could expect to win the 
vote on the resolution provided the Liberals abstained - even if the 
Ulster Unionists voted against and the Conservatives won the 
Stetchford by-eiection - but not if the Liberals voted against. The 
same problem would have arisen whether or not any arrangement had 
been made with the Liberals. It was suggested that attempts to 
persuade them to change their minds might well fail, and that it would 
be absurd for the Government to destroy themselves on the issue cf 
petrol tax and VED. Similar situations would regularly recur while 
the Government had no Parliamentary majority, and if they wished to 
survive they would have to accept the views of the Louse on such 
issues. If these particulai proposals could not be carried, then 
alternative means of raising the money would have to be found, which 
the House would accept. 

On the other hand it was argued that defeat on a Budget resolution 
involving £670 million would damage the Government's credibility and 
seriously jeopardise its future. To consolidate Value Added Tax at 
10 per cent, which the Conservatives favoured, would be acceptable as 
a longer-term aim, but would increase the retail price index by more 
than the increases in petrol tax and VED, thus damaging pay policy, 
and would particularly affect the housewife, which would be politically 
damaging. The Government could not govern if all unpopular 
proposals had to be abandoned. It should therefore be made clear to 
Mr Steel that the Government could not lose their Budget and survive. 
It was noted that Mr Beith had said that morning on the radio that the 
Liberals had taken no firm decision how to vote, and they might be 
looking for a way out of the situation into which their inexperience had 
led them. The forthcoming White Paper on transport policy was 
likely to include proposals to deal with problems of rural transport 
which would be attractive and not too expensive, and if the Liberals 
were offered consultations on transport policy this might provide them 
with a way out, and with the possibility of some share of the credit 
for the proposals in the White Paper. 

THE PRIME MINISTER, summing up the discussion, said that he 
would see Mr Steel after the Cabinet meeting and warn him that the 
Liberals could not expect the Government to carry on until the autumn 
if they were defeated on VED and petrol duty. Failure to carry the 
Budget resolutions would destroy any Government's credibility, and 
the consequences of defeat would be the same whether or not the vote 
was treated as a formal vote of confidence. If the Liberals did not 
wish to bring the Government down, then they must recognise that this 
was the position. They could not, however, be expected to do more 
than abstain on this issue, and they would remain free to raise it again 
on the Finance Bill . He would then say to Mr Steel that the 
Government recognised the grounds for the Liberals ' concern over 
problems of transport in rural areas, and the Government were very 



ready to discuss vnth them what might be done to alleviate these 
problems in the wider context of transport policy. The Chief 
Secretary, Treasury, and the Secretary of State for Transport would 
then follow up this possibility in their discussions with Liberal 
representatives that afternoon, but should offer no possibility of any 
Government concessions on the Budget. The Chief Secretary, 
Treasury, would also speak to Government backbenchers who were 
concerned about this aspect of the Budget proposals. 

The Cabinet -

Took note, with approval, of the Prime Minis ters 
summing up of their discussion, and invited the 
Ministers concerned to be guided accordingly. 
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2. THE FOREIGN AND COMMONWEALTH SECRETARY said that 
we were engaged in the United Nations in resisting an attempt by 
African countries and others to secure a major determination under 
Chapter VII that the situation in South Africa represented a serious 
threat to peace. Such a determination would provide the basis for 
the introduction of mandatory sanctions. In an attempt to forestall 
a vote for such a determination we were discussing with the Western 
members of the Security Council a proposal for a strong declaration 
expressing abhorrence of apartheid. We should also have to accept 
an undertaking to return to the subject in a few months time. It was 
clear however that if it were to be effective in buying time the 
declaration would have to be in very strong terms and he felt that his 
colleagues should be aware of the line he was taking. There had 
been a major hardening of the American attitude on South Africa and 
we were likely to remain under continuing pressure. He had 
therefore asked that the Cabinet Office should take the lead in 
preparing an assessment of the balance of interest as between all our 
economic links in South Africa and those with Black Africa. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that his 
general feeling, after talking to our High Commissioner in Delhi, 
was that the Janata Party would hold together, but there would be 
internal pressures and tension within both the Party and the Cabinet. 
The Indian Government intended to introduce a number of 
constitutional measures for which they would need a two-thirds 
majority - 358 votes - although the Janata Party and its allies 
could only muster 349. It seemed probable however that some of 
the younger members of the Congress Party would go along with 
these changes. It was difficult at this stage to see how the new 
Governments policies would develop. In foreign policy they seemed 
likely to become more strictly non-aligned than their predecessors and 
they gave the impression of wishing to improve relations with the West, 
and particularly with the United Kingdom. There was a feeling that 
the Pr ime Minister, Mr Desai, might come to the Commonwealth 
Heads of Government Meeting in June, but as yet no definite decision 
had been taken. There would be a Presidential election at the latest 
by August, that is within six months of the death of the previous 
President, and this might be an occasion for political upheaval. It 
was possible that Mrs Gandhi might return to politics in the fairly 
near future, but if her son was charged with corruption the situation 
would become more difficult and bitter. India had adjusted 
remarkably well to the change, but a good deal would depend now on 
how Mr Desai and Mr Jagjivan Ram, the Defence Minister, got on 
together and what role Mrs Gandhi decided to play. 

The Cabinet 

1. Took note,of the statements by the Foreign 
and Commonwealth Secretary. 



Meeting of the 
Council of 
Ministers 
(Research) on 
29 March 

PRICE 
COMMISSION 
BILL 

THE SECRETARY OF STATE FOR ENERGY said that the meeting of 
-he Council of Ministers (Research) in Brussels on 29 March had not 
succeeded, as we had hoped, in reaching agreement on the siting at 
Culham in Oxfordshire of the Joint European Torus ( IET ) project. 
The German Minister, Herr Matthoefer, had told him privately 
beforehand that the Germans would support Culham if we could be 
helpful on coking coal and Euratom loans, but it was clear on arrival 
in Brussels that the German position had been reversed. In addition, 
all the smaller countries supported the German site for the project 
(Gascbing), It was possible that our f irm stand on the Green Pound 
in the Council of Ministers (Agriculture) which had finished the 
previous day had done something to sour the atmosphere, but this 
was unlikely to have been a determining factor. After eight hours of 
discussion and some able chairmanship on the part of the Minister of 
State for Industry (Mr Kaufman) we had only just been able to avoid 
a vote which would have produced a majority in favour of the German 
site. Thus the effective choice in terms of future action seemed to 
lie between agreeing to the project being located at Garching or no 
agreement on the project at all. This represented a major and 
disappointing reversal of our expectations. He would be circulating 
a paper on this to the Ministerial Committee on European Questions. 

In a brief discussion it was argued that our standing in the Community 
was not as bad as the Opposition and some of the Press were claiming. 
The European Council meeting in Rome had gone well and on matters 
such as the Green Pound we needed tenaciously to defend our interests: 
but we needed to continue to ensure that we did not become 
unnecessarily isolated on particular issues. A paper on our further 
tactical handling of Community agricultural support prices for 
1977-78 would shortly be circulated to the Ministerial Committee on 
European Questions. 

The Cabinet 

2. Took note. 

3. THE CHANCELLOR OF THE EXCHEQUER referred to a 
minute he had sent the Pr ime Minister the previous day about an 
unresolved issue on the Price Commission Bill, The matter needed to 
be passedby the.*nd of July and-the Liberals ' agreement that itneednot be 
discussed in the new Consultative Committee was conditional on its 
being published this week. The issue related to an asymmetry in the 
provisions of the Bi l l . Large f irms were required under the Bill 
to give advance notice of price increases which could then be frozen 
for up to 12 months while investigations took place. Small f irms 
were not required to give advance notice of price increases; and 
where those increases were deemed by the Pr ice Commission to be 
excessive, there would be power to roll back the excessive price 
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in so far as it was attributable to an excessive pay increase under 
whatever were the terms of the current social contract; but where 
the excessive price was attributable to other causes, including 
excessive profits, no such power to roll back the price was included, 
and all that could be done would be to freeze the increased price for 
up to 12 months and require the f irm to give advance notice of any 
further price increases so that the freeze could be extended for a 
further 12 months after investigation if necessary. In earlier 
discussions between Ministers it had been argued that the power to 
roil back excessive prices should apply whether or not they were 
attributable to pay increases. Agreement had not been reached on 
this issue; but a compromise proposal had been put forward whereby 
power might be taken to roll back prices in the case of f irms not 
covered by the requirement to pre-notify to the level applying 28 days 
before the price investigation was notified. This would at least 
ensure that f irms did not raise prices in anticipation of an investigation. 

In discussion it was argued that the existing power of the Pr ice 
Commission to reduce an excessive price, regardless of its cause, 
should be continued. To remove it would be interpreted as a 
significant weakening of price control. Furthermore, if it were 
removed, there would be cases of price increases which, although 
the Pr ice Commission had declared them to be excessive, would 
continue in force because the Bill gave power to freeze prices but not 
to roll them back. Such a situation would make it extremely difficult 
for the Government to persuade workers to accept a reduction rather 
than a freezing of an excessive pay increase,, It would also make the 
negotiation of a third round of pay policy more difficult, since the 
Trades Union Congress (TUC) would be bound to raise the point. 
Against this it was argued that, although the TUC had commented on 
this point when they sent in views on the Consultative Document, they 
had since made it clear informally that they were anxious for the price 
sanction on excessive pay increases to be both visible and tough; and 
that they would on balance prefer not to be consulted further. When 
the Ministerial Committee on Economic Strategy had agreed the broad 
lines of the P r i c e Commission Bil l , they had favoured the freezing of 
prices, not reductions (save in respect of excessive pay increases), 
and the subsequent discussions with the Confederation of British 
Industry (CBI) had proceeded on this understanding. To depart from it 
now would risk an attempt by the CB.T to re-open the whole basis of the 
Bi l l . It was pointed out that, if the Bill were to provide powers to 
roll back price increases as proposed, a new £symmetry would be 
introduced, with small f irms, who did not give notice in advance of 
price increases, being subject to the roll back power, while larger 
f irms, who were required to give advance notice of price increases, 
would not - a situation which would put those who gave advance notice 
at an advantage. It might even mean that some thousands of small 
companies would elect to give advance notice of the price increases, 
which could present the Pr ice Commission with an administrative 
problem. 
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THE PRIME MINISTER, summing up the discussion, said that the 
balaace of vistw i& Cabinet favoured the compromise proposal whereby 
powei would be taken in the Bill, in respect of those firms who did not 
notify price increases In advance, to roll back prices to the level 
obtaining 28 days before the price investigation was notified. The Bill 
should be amended in this sense and published in the course of the 
current week. 

The Cabinet -

Took note, with approval, of the Prime Minis ters 
summing up of their discussion. 

Cabinet Office 

31 March 1977 
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PARLIAMENTARY 1. The Cabinet were informed of the business to bs taken in 
AFFAIRS the House of Commons during the following week. 
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2. THE FOREIGN AND COMMONWEALTH SECRETARY 
referred to his statement in Parliament on 19 Apri l to which, at this 
stage, he had little to add. There was a good deal of speculation 
about whether or not a conference would have the support of the 
Patriotic Front. He had discussed the position of the Patriotic 
Front with President Neto of Angola and had left behind him in 
Luanda an official from his party who had links with Mr Nkomo 
and Mr Mugabe. He had since spoken to the official concerned 
who had confirmed his own view that the private position of the 
Patriotic Front was less hard than their public position: the 
Patriotic Front were conducting an armed struggle and to sustain 
this found it necessary to maintain a firm position in public. Their 
declared aim was to take the lead in any nationalist government 
but they feared they would not achieve this if they were forced to 
rely on internal support in Rhodesia. They did not consider 
American involvement in the settlement negotiations as compatible 
with their interests and they claimed that Mr Smith should take part 
only as a member of the British delegation. He thought the 
Patriotic Front were wrong on ail these counts but so far there 
was not much sign of their giving way. There was no immediate 
urgency for decisions about a conference. We were awaiting the 
views of the United States Administration and he was anxious not to 
hurry them. He had kept the Americans fully informed of the 
outcome of his consultations and would take no steps without the 
support of the United States. There were still many difficulties 
and there could be no certainty of success. We should need to 
consider very carefully whether we should embark on a new 
conference. If we went ahead we should have to accept the risks 
and act with the intention of carrying our proposals through. No 
decision would be taken except with the agreement of his Cabinet 
colleagues and he hoped within the next week to be able to assess 
the prospects and to make recommendations to them. 

THE PRIME MINISTER said that they would all wish to congratulate 
the Foreign and Commonwealth Secretary on the fact that the 
consultations he had conducted during his arduous tour of Southern 
Africa seemed genuinely to have opened up the situation. It was not 
irrelevant that this development had contributed to improving the 
standing of the Government both at home and abroad. The problem 
of Rhodesia would be discussed shortly in the Ministerial Group on 
Southern Africa, but it should also be considered again by the 
Cabinet before any decisions were taken on the timing of the next 
steps. What had happened so far had improved the prospects for 
a reasonable atmosphere at the Commonwealth Heads of Government 
Meeting, but it would be very important to ensure that this problem 
did not go sour before the Meeting took place. 
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The Cabinet 

1. Took note with approval of the Pr ime 
Minister's remarks. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that the 
situation in Pakistan gave cause for concern. President Bhutto 
was fighting back against criticism and violent demonstrations and 
a curfew had been declared in Karachi. There was a real risk 
that the Army would intervene in order to take over control. If 
they did so, their aim would be to ensure the conduct of fair 
elections. So far there was fortunately no sign of any inclination 
to interfere on the part of the Indian Government. 

The Cabinet 

2. Took note. 
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COMMUNITY 
AGRICULTURAL 
SUPPORT 
PRICES 1977-78 

Previous 
Reference: 
CM(77) 13th 
Conclusions, 
Minute 3 

3. The Cabinet had before them a memorandum (CP(77) 36) 
by the Minister of Agriculture, Fisheries and Food reporting the 
conclusions of the Ministerial Committee on European Questions 
on the line to be taken in further consideration of Community 
agricultural support prices at the meeting of the Council of 
Ministers (Agriculture) on 25-26 Apr i l . 

THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD, 
introducing his paper, said that the revised proposals now before 
the Council included an additional increase in prices of \ per cent 
on average, a net increase in the milk price of 2-3 per cent, and 
a Green Pound devaluation of 2.9 per cent. The butter subsidy 
already proposed of 30 units of account per 100 kilogrammes would 
more than offset this marginal devaluation, and consumers had 
benefited to the extent of some £15 million from the delay in 
reaching a settlement. His expectation in the light of bilateral 
contacts was that he could secure an increase in the butter subsidy 
to a level above the minimum of 33 units of account per 
100 kilogrammes which would be sufficient to offset the effect on 
consumers of the additional price increase as well as the 
devaluation of the Green Pound. 

In discussion there was general support for the proposals of the 
Minister of Agriculture which had been endorsed by the Ministerial 
Committee on European Questions. The settlement now in prospect 
would represent considerable progress with our strategy of 
reducing the level of support to continental producers in real terms 
and thus discouraging surplus production. We had been justified 
in defending our national interests in the face of criticism from the 
rest of the Community. But we should avoid a further clash over 
an issue which was now small by comparison with the magnitude of 
our wider interests in the Community which would suffer if we 
prolonged the disagreement. There were grounds for thinking that 
we would be able to negotiate the continuation of the butter subsidy 
in future years though no such commitment could be obtained at 
this stage. It would be helpful if the settlement could include some 
delay in the full application of the Green Pound devaluation. 
Careful presentation of the settlement would be needed against the 
background of the transitional price increases to which we v/ere in 
any event committed by the Treaty of Accession. 

THE PRIME MINISTER, summing up a brief discussion, said that 
our hard negotiating position had been justified by the results now 
in prospect. The Cabinet agreed with the proposals of the 
Minister of Agriculture, Fisheries and Food, which had been 
endorsed by the Ministerial Committee on European Questions, for 
reaching a settlement on Community agricultural support prices at 
the meeting of the Council of Ministers (Agriculture) on 25-27 Apr i l . 
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DIRECT 
ELECTIONS 
TO THE 
EUROPEAN 
ASSEMBLY 

Previous 
. ;ference: 
CM(77) Hth 
Conclusions 
Minute 7 

The Cabinet -

Took note with approval of the summing up 
of their discussion by the Pr ime Minister. 

4. The Cabinet reviewed the position on direct elections to 
the European Assembly in the light of Parliamentary discussion 
on the first day of the two-day debate on the White Paper on 
direct elections. 

THE SECRETARY OF STATE FOR THE HOME DEPARTMENT, 
introducing the discussion, said that Cabinet might wish to consider 
whether any fresh guidance was needed on the handling of the 
second day's debate on 25 Apr i l . The Government1 s present 
position as stated to the Parliamentary Labour Party was that it 
would "reconsider the issues raised in the White Paper on Direct 
Elections in the light of the Party 's views and in the light of the 
views expressed in the debate in the House. The Cabinet's 
conclusions - on both the electoral system to be used for direct 
elections and on the related issues - will then be put as 
recommendations to a meeting of the Parliamentary Party. Only 
after that meeting will the Government bring forward firm 
proposals". The Pr ime Minister, in describing his arrangement 
with the Leader of the Liberal Party, had said in the House on 
23 March that "there will be consultation between us on the method 
to be adopted, and the Governments final recommendation will 
take full account of the Liberal Party 's commitment. 
. . . . whatever the final recommendation on these matters, it will 
be subject to a free vote of both Houses of Parliament. " If the 
Government were to proceed to introduce a Bill without first 
securing a majority in the House for a particular electoral system 
there was a danger that it might have to be withdrawn if the choice 
of electoral system ran into difficulties in Committee. The 
Conservative Party had asked for a separate vote on the choice of 
electoral system but this was opposed by the Liberal Party who 
wished to expose the extent of Conservative support for proportional 
representation that would emerge if this were essential to the 
passage of a Bil l . Consideration would also be needed of the 
timing of the Affirmative Resolution that would be required to 
ratify the Community Decision on direct elections of 
20 September 1976, but this could be arranged before, during, or 
after the passage of the Bil l . The Cabinet would also need to 
consider the circumstances in which free votes might be allowed 
either on the principle of direct elections or on the method of 
election. 
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In discussion of the handling of the debate on 25 Apri l it was 
generally agreed that the Government should not depart from its 
present position as described by the Home Secretary. Any vote 
on that occasion would be helpful to the Conservative Party and 
would alienate Government supporters. 

In discussion of voting arrangements it was argued that the decision 
to allow a free vote on the method of election, to which the Liberal 
Party load agreed, should be maintained. But there were 
arguments also for allowing a free vote for members of the Cabinet 
and for junior Ministers, as well as back-benchers on the principle 
of direct elections. Although meetings of the Parliamentary Labour 
Party on this subject had been attended mainly be a relatively small 
number of Members who were mainly critical of our membership 
of the Community, there was abundant evidence that direct elections 
in May/June 1978 would be likely to result in an electoral defeat 
which would be damaging to the Party, to its prospects in a 
subsequent General Election, and to the Governments relations 
with it. Since direct elections and the choice of electoral system 
were major constitutional issues on which the Party was deeply 
divided, the Government would be justified in relaxing the doctrine 
of collective responsibility. An agreement to differ had served the 
Party well during the renegotiation of the terms of our membership 
of the Community. The circumstances in which the Cabinet had 
accepted the commitment to direct elections were different from 
those which it now faced. 

On the other hand it was argued that while a free vote on the 
principle of direct elections might be possible for the Party, and 
perhaps even for junior Ministers, members of the Cabinet were 
committed to support the pledge we had given to our Community 
partners, with the Cabinets approval after full discussion on a 
number of occasions, to use our best endeavours to hold direct 
elections in May/June 1978. Any indication that the Cabinet was 
seeking to resi le from its commitment would destroy the credibility 
of the British Government both in the country and in the eyes of the 
world. The loss of Liberal support could well result in an early 
General Election which might leave a Conservative Government to 
proceed to direct elections on its own terms. While an agreement 
to differ had been defensible during renegotiation the use of this 
device could not be justified now that the referendum on our 
membership of the Community was behind us. The doctrine of 
collective responsibility should not be lightly modified. 

In discussion of our commitment i t was argued that direct elections 
should be deferred until a General Election when it should be 
possible to get Labour voters to the polls in adequate numbers. This 
might not be unwelcome to some of our partners. Alternatively they 



would have the option of proceeding to direct elections on the 
understanding that direct elections in the United Kingdom would 
follow in due course. Such a delay would not call intc question 
our support for the principle of direct elections, and could be 
defended in terms of the special nature of our electoral system. 

On the other hand it was argued that even if some of our partners 
might be privately relieved by a move to withdraw from our 
commitment they would unite in censuring it . There would be the 
gravest difficulties with other Community Heads of Governments 
and our case for deferment would have to be shown to be 
overwhelming. The risk of electoral defeat in direct elections in 
May/June 1978 was exaggerated by those who opposed direct 
elections in principle. 

The intrinsic importance of direct elections was not sufficient to 
justify the risks entailed in seeking to defer them, more particularly 
since no increase in the powers of the Assembly was entailed. 
Moreover such a deferment would merely prolong dissension within 
the Party. Simultaneous direct and general elections would be 
difficult to organise, would give undue prominence to Community 
issues and highlight the divisions within the Party on those issues. 

In discussion of future Parliamentary tactics it was argued that a 
Bill would be likely to secure a second reading whatever voting 
arrangements were made. A free vote on the method of election 
would be likely to show support from Government back-benchers 
for a system of proportional representation. It would then be for 
the Conservative Party to decide whether to support such a system 
or to destroy the Bil l . Direct elections would then be delayed 
unless a Conservative Government secured office in time to 
introduce legislation of their own. For these reasons it would be 
better to whip Government supporters than to be seen to rely on 
Conservative votes. It would be important both in the drafting of 
the Bill and in the handling of the Committee stage to ensure that a 
viable electoral system could be enacted. 

THE PRIME MINISTER, summing up the discussion, said that there 
was no need to carry the discussion further at the present meeting 
since no new decisions were immediately needed. The Cabinet 
had however repeatedly been committed to the principle of direct 
elections and they had also accepted the commitment to use our 
best endeavours to hold them in May/June 1978. The arrangements 
already made for the debate on 25 Apri l should stand. The Home 
Secretary should bring forward to Cabinet in the light of the debate 
proposals for the recommendations to be made to the Parliamentary 
Labour Party. 
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The Cabinet 

1. Took note, with approval, of the summing up 
of their discussion by the Pr ime Minister. 

2. Invited the Home Secretary to be guided 
accordingly in the handling of the debate on 
25 Apri l . 

3. Invited the Home Secretary to bring forward 
to Cabinet in the light of the debate proposals for 
the recommendations to be made to the Parliamentary 
Labour Party. 

Cabinet Office 

21 Apri l 1977 
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NORTHERN 
IRELAND 

Threat of 
Disturbances 

PARLIAMENTARY
P ""FAIRS

Industrial 
Democracy 
in the Post 
Office 

Previous 
Reference: 
CM(77) 13th 
Conclusions 
Minute 4 

1. THE PRIME MINISTER said that the Ministerial 
Committee on Northern Ireland had considered the serious threat 
of early disturbances and disruptive action by Loyalist 
organisations in Northern Ireland led by the United Unionist Action 
Council, which could interfere with the l i fe of the civilian 
community. It was incumbent on the Government to do their 
utmost to prevent this. The situation differed from that in 1974 
in that almost all the Northern Ireland politicians were likely to be 
opposed to a strike on this occasion and the public generally would 
be locking to the Government to display firmness and resolution 
from the start. It was therefore proposed to declare a state of 
emergency in the province on Monday or Tuesday oi the following 
week, to bring in additional battalions and to make available 
specialist troops to help maintain essential public services. He 
would be seeing the Leader of the Opposition in order to enlist her 
support for the Government's action. The Secretary of State for 
Northern Ireland would make it clear in a speech in Northern Ireland 
on 29 Apri l that the Government were not looking for a. confrontation 
but equally were not prepared to abdicate their responsibility for 
maintaining the life of the community. He would also refer to the 
likely effects on the Northern Ireland economy of disruptive action. 

The Cabinet 

Took note, with approval, of the Pr ime Minister's 
statement. 

 2. The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. It was noted that the 

present intention, which would be announced in the House that 
afternoon, was that the House should r ise for the Spring Recess on 
27 May and return no sooner than 8 June,It was hoped that the 
resumption could be delayed until 13 June, but that would depend on 
the progress and the state of the business. 

THE LORD PRESIDENT OF THE COUNCIL said that, following the 
Cabinet's discussion of this matter on 24 March, there had been 
further discussions with the Liberals and the Post Office unions, 
in which the Minister of State, Department of Industry, had played 
a leading part. The Liberals had now reluctantly agreed, after much 
pressure and argument, to vote with the Government on the Bill to 
increase the size of the Post Office Board. The composition of the 
Board would now be 7 management representatives, 7 trade union 
nominees and 5 independents, so that there could be two independent 
members representing consumers, rather than the 6:6:4 formula 



Occupational 
Pension 
Schemes Bill 

Previous 
Reference: 
CM(77) 13th 
Conclusions 
Minute 5 

previously agreed. The Liberals were unhappy about proceeding 
with this experiment in the Post Office in advance of consideration 
of the report of the Carter Committee on the review of the Post 
Office, but had nevertheless agreed to support the Bil l . The way 
was accordingly clear to go ahead, and he hoped that an 
announcement could be made in the following week, with Second 
Reading of the Bill in the Commons before Whitsun. 

In discussion it was noted that the Post Office unions would need 
to secure authority for their part in the experiment at their 
forthcoming annual conferences, and that it was proposed in the 
following week to reconvene the tripartite meeting between the 
Government and the management and unions in the Post Office to 
tie up any loose ends. 

THE PRIME MINISTER, summing up this part of the discussion, 
said the Cabinet agreed that the Post Office (Amendment) Bil l 
should be introduced as soon as any necessary further consultations 
with the Post Office unions and management and with the Liberals 
had taken place. The Lord President and the other Ministers 
involved were to be congratulated on the success of their efforts 
to persuade the Liberals to support this Bill, which illustrated 
the advantages of the arrangement with the Liberals. Without 
such consultations, the Government would probably have decided 
to go ahead without being sure of the attitude to the Bill of the 
Liberals, who might well have voted against i t . 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion and 
invited the Secretary of State for Industry to 
proceed accordingly. 

THE MINISTER FOR SOCIAL SECURITY said that, following 
discussion of this Bill by the Cabinet on 24 March, he had had a 
meeting, together with the Lord President and the Secretary of 
State for Industry, with Mr Len Murray, who had indicated that the 
Trade Union Congress were in favour of the Post Office (Amendment) 
Bill but attached higher priority to the Occupational Pension Schemes 
Bil l . He had then consulted representatives of the relevant 
Parliamentary Labour Party Backbench Groups, and had held a 
first round of discussions with the Liberals, the Ulster Unionists 
and the Scottish and Welsh Nationalists, and these consultations 
were continuing. 
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In discussion it was pointed out that, although a two week Whitsun 
Recess was desirable and would be generally welcomed, its 
practicality would depend upon the number of further Government 
Bills which were brought forward. Moreover there was a risk 
that, if additional Bills were to be introduced, there would be 
insufficient time to get them through the Lords as well as the 
Commons in time for Parliament to r ise for the Summer Recess 
by the end of July. The decision to introduce the Post Office 
(Amendment) Bill would consequently make it more difficult to 
accommodate any other new Bil ls . 

THE PRIME MINISTER, summing up this part of the discussion, 
said ft was important to ensure that Parliament could rise by the 
end of July and that there was no need for an overspil l . Members 
of the Cabinet who still wished to bring forward additional Bills 
should take full account of this. 

The Cabinet 

2. Took note. 

3. THE FOREIGN AND COMMONWEALTH SECRETARY 
informed the Cabinet that, while the political position in Pakistan 
remained unsettled, the introduction of martial law had done a 
good deal to stabilise the position. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that 
talks were going on at official level in London with United States 
representatives and he would be reporting to the Ministerial 
Committee on Southern Africa and to the Cabinet next week. The 
main question to be resolved was how to deal with the Patriotic 
Front, in particular their resistance to the idea of American 
participation in a conference. He did not think this was insoluble 
and the Americans were keen to go ahead. 



Middle East THE FOREIGN AND COMMONWEALTH SECRETARY said he had 
just returned from a visit to Syria and Egypt. There had been a 
change in the attitude of the Arab leadership and it was now apparent 
that they wanted a peaceful settlement and might be prepared to take 
risks with their public opinion in order to achieve one. The 
situation should become clearer in July when the United States 
Secretary of State, Mr Vance, would be visiting the Middle East 
again. It looked as though there was now a unique opportunity for 
a settlement. The Israelis would however have to make some 
movement. This was unlikely until after the election and much 
would depend on the Americans bringing pressure to bear on them. 
We might need to reconsider our attitude towards the Palestine 
Liberation Organisation at a later stage. President Carter's 
recent statements about a Palestinian homeland had not been 
unhelpful, although the formulation he had used was slightly 
different from our own reference to a "home for the Palestinians". 
During his own tour he had made i t clear that we intended to maintain 
our good relations with Israel and had encountered no criticism on 
this account. 

The Cabinet -

Took note of the statements by the 
Foreign and Commonwealth Secretary. 
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4. The Cabinet considered a memorandum by the Secretary of 
State for the Home Department (CP(77) 38) on the electoral system to 
be used for direct elections to the European Assembly and related 
matters. 

THE HOME SECRETARY said that his paper set out the considerations 
relating to the choice of electoral system as well as those relating to 
Parliamentary procedure and the timing of legislation. On the choice 
of electoral system, there was considerable support in the House for 
the simple majority system, but this would be bitterly opposed by the 
Liberal Party who would also resist any Boundary Commission 
recommendations. The single transferable vote (STV) system was 
complex and enjoyed little support though it was the first preference 
of the Liberal Pax*ty. A regional l ist system would be supported by 
some members of the Conservative Party, despite their preference for 
the simple majority system, because they would not wish to delay 
legislation. This was the explanation for Liberal opposition, of 
which the Government must take account, to a vote on the choice of 
electoral system in advance of a Bil l . A regional l ist system would 
produce less extreme results than a simple majority system. It 
should be adopted for the whole of the United Kingdom. On procedure 
an Affirmative Resolution would be required to give effect to the 
Community Decision of 20 September 1976 on direct elections. This 
would provide an opportunity for a vote on the principle of direct 
elections in advance of legislation. But there would be disadvantages 
in such a vote, which would not avoid a further vote on the Second 
Reading of the Bill. On timing, a Bill providing for a simple 
majority electoral system would need to be passed in the present 
Session to allow time for Boundary Commission procedures and this 
might be difficult. A Bill providing for a regional l ist electoral 
system would raise a number of unfamiliar issues and might take 
more Parliamentary time but would require little or no action by the 
Boundary Commissions and could be introduced in the 1977-78 Session. 
The substitution at the Committee Stage of a simple majority for a 
regional l ist system would be easier than the reverse procedure and 
would offer tactical and presentational advantages. There was little 
support for a compulsory dual mandate. A vote on the principle of 
direct elections should be deferred until Second Reading and a free 
vote on the electoral system should be held at the Committee Stage of 
the Bil l . 

In discussion of electoral systems xt was argued in favour of a 
regional list syatem that its complexity should not be exaggerated. 
Compared with a simple majority system it would limit the effect of 
electoral swings on the representation of the major Parties. A 
simple majority system would deny representation to the Liberal 
Party and might result in derisory representation for one of the 
major Parties. There was no reason why a delegation to the 



European Assembly should be elected by a system designed to provide 
a clear majority at Westminster. The election of Assembly members 
by a regional list system would help to emphasise that their status was 
not that of Members of Parliament, It was clear that a regional list 
system could be so operated as to render the election of extremist 
minority candidates improbable. Further consideration was needed of 
alternative methods of operating such a system. But in so far as it 
limited the swing between the major Parties it would be helpful to a 
Government faced with direct elections in mid-term. It would also 
limit the risk of divergence between the Assembly delegation and the 
Government. A choice in favour of a regional list system should not 
be based on short-term electoral considerations, even though the 
Government was at present concerned with the first direct elections, 
but on its intrinsic advantages. 

The risk of encouraging pressure for proportional representation in 
national elections could be discounted by Parliamentary determination 
to preserve our present system. Alternatively, this danger might be 
avoided by a l ist system based on the four countries of the United 
Kingdom. Political Parties would thus have considerable influence 
over candidates without the need for a compulsory dual mandate which 
would raise insuperable problems. Extremist minorities could be 
excluded and Assembl/ members could be given local responsibilities. 
There would be no implications in favour of proportional representation 
at national elections, while the risks for the Labour Party of the 
simple majority system would be avoided. 

In favour of the simple majority system it was argued that it would not 
exaggerate the effect of electoral swings in a close-fought election. 
It could be defended as representative, though not proportionately so, 
and would avoid according substantial representation to the Liberal 
Party. It should not be too readily assumed that electoral rasults 
would necessarily be influenced by Labour abstentions, especially 
where candidates were critics of our membership of the Community. 
In some areas a simple majority system would help Labour candidates. 
A regional l ist system would be unlikely to produce an overall 
majority for any Party and might therefore embarrass a Government 
in office. The Governments interest lay in simultaneous national and 
Assembly elections. It would be undesirable even if it were possible 
to operate two different electoral systems at the same time. Mid-term 
direct elections would favour extremist minorities especially under a 
regional list system and increase their influence in national politics. 

A regional l ist system would enhance the prospect that proportional 
representation would be adopted as the method of election to the 
Assembly in the longer term. Indeed the Assembly might well insist 
on determining its own method of election. Substantial Liberal 
representation in the Assembly would greatly strengthen the pressure 



for proportional representation in our national elections. The 
Liberal Party might even secure greater representation in the 
Assembly delegation than in the House of Commons unless a 
compulsory dual mandate were applied, in which case their prospects 
of representation in the Assembly would be minimised. A compulsory 
dual mandate would also help to counter the risk that Assembly 
members would strive for equality of status with Members of 
Parliament and would also discourage candidates who had ambitions 
to hold office. 

In discussion of the recommendations to be made to the Parliamentary 
Labour Party it was argued that they would wish to take a decision on 
the principle of direct elections in advance of the introduction of 
legislation. They were not bound by the Governments commitments 
and major constitutional issues were involved. Moreover the House 
had not ratified the Decision of 20 September 1976 and critics of direct 
ejections could claim that the issues had not been exposed at the time 
of the Referendum. Our obligations to the Community and the 
Liberals might be satisfied by submitting this Decision (which related 
to direct elections in May/June 1978) to a free vote. The 
Parliamentary Party could not be expected to vote contrary to the 
decision of the Party Conference. Free votes should be allowed at all 
stages to members of the Cabinet as well as to junior Ministers and 
backbenchers. This need not prevent the passage of the Bill, but it 
would minimise conflict between the Government and the Parliamentary 
Party. 

On the other hand it was argued that although the Parliamentary Party 
should be allowed a free vote on the principle of the Bill, it was not 
for them to decide whether a Bill should be introduced. The 
Government were committed to introduce a Bill by Community 
agreement, by the agreement with the Liberal Party and by The 
Queen's Speech, which the House had accepted. There was a further 
obligation to the Liberal Party to allow for the possibility of a 
proportional system of election. A decision to recommend a simple 
majority system would be unwelcome to the Liberal Party, but they 
would have to recognise that they could not impose proportional 
representation on the major Parties, and Cabinet were not committed 
to recommend a system of proportional representation. Their 
obligation would be met if a free vote on the method of election were 
deferred until a Bill was before the House. But if legislation were not 
introduced the Liberal Party would De bound to withdraw from its 
agreement with the Government. If a General Election ensued and 
the Government were defeated a Conservative Administration would 
legislate for direct elections on a basis unfavourable to the Labour 
Party, and the Party's credibility would be damaged to no purpose. 
This should be made clear to the Parliamentary Party. It remained 
only for the Government to decide on its proposals and introduce 



legislation for the decision of the House. Tactically there seemed to 
be no advantage and some disadvantage in arranging for a vote on the 
principle of direct elections in advance of the introduction of 
legislation, since there was a majority in the House in favour of the 
principle and in any event the commitment to introduce a Bill would 
remain. There were grave objections to allowing a free vote for 
members of the Cabinet even if the passage of the legislation were not 
affected and it was questionable how far the decision of the Party 
Conference was binding. The possibility of a vote on the principle of 
direct elections in advance of legislation should not however be ruled 
out. If the Parliamentary Party had had the opportunity to express 
their view in advance of legislation they might be prepared to support 
a Bill on Second Reading to preserve their solidarity and to avoid a 
situation in which the Government's ability to honour its commitments 
was seen to depend on Opposition support. Further consideration was 
needed of the precise handling of consultations with the Parliamentary 
Party, and those consultations should precede any Parliamentary 
action. 

THE PRIME MINISTER, summing up the discussion, said that before 
deciding on their recommendations to the Parliamentary Labour Party 
Cabinet would need to give further consideration at their meeting on 
5 May to the issues raised in discussion and particularly to the 
modalities of consultation with the Party. 

The Cabinet -

Took note, with approval, of the Prime Minister's 
summing up of their discussion. 

Cabinet Office 

28 Apri l 1977 
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1. The Cabinet were informed of the business to be taken in the 
House of Commons during the following week. 

THE CHIEF SECRETARY, TREASURY, said that the Government 
had two options in deciding how to handle tha vote on 9 May on petrol 
tax: to fight to maintain the budget proposals and face a strong risk 
of defeat, or to make some concession. The Liberals had however 
chosen to make this a major issue, and even if the Government won 
this vote it could well lead to difficulties with the Liberals over other 
amendments to the Finance Bill and would sour the working 
arrangement with them. Furthermore every vot0! lost by the 
Government affected its credibility. Accordingly he favoured 
making a concession. The Liberal amendment on the Order Paper 
would however remove the duty from both petrol and DERV. He 
thought that the Liberals would agree to the removal of the petrol 
tax only with effect from August: this would save one-third of the 
revenue in 1977-78 and would avoid administrative problems. The 
cost would be £140 million as compared with the £180 million 
entailed by the Liberal amendment. The Government would need to 
say in the debate that this loss must be offset, but provided the 
petrol duty remained in force untij August, there was no need for an 
early decision on how this should be done. The matter should be 
considered later in the context of progress on the Finance Bill as a 
whole and taking account of what could be carried in the House: for 
example some Labour backbenchers might well vote against an 
increase in the duty on beer. Although the proposed concession 
might look like a climb-down, the Government would gain some credit 
since many of its supporters were also unhappy about the petrol tax. 
It would be necessary to ensure that the motorist received the 
benefit of the concession and not the petrol companies. 

THE CHANCELLOR OF THE EXCHEQUER said that the concession 
was preferable to being humiliated by losing the vote. Working with 
the Liberals was difficult but necessary, and he proposed that the 
concession should be offered on condition that the Liberals would not 
only support the Government amendment on petrol tax but would also 
support the Government on other issues arising on the Finance Bi l l . 
This concession should not be presented as due to the Liberals alone; 
the view of the House as a whole was against the Government. He 
agreed that the Government would have to be in a position to 
demonstrate credibly that the motorist would get the benefit. A 
difficult decision would be involved over offset, but at the present 
time the size of the ultimata requirement following amendment to the 
Finance Bill was uncertain. He had previously indicated that some 
measure of further stimulation might be possible in the context of 
the Third Pay Round. At present there was some £200 million 
headroom on the public sector borrowing requirement, and further 
headroom might be obtainable. On the other hand, the decision not 



to over-rule the Pr ice Commission on telephone charges would cost 
£100 million, and more might yet be lost through amendments to the 
Finance Bil l , He would therefore like to give further consideration 
to the beat presentation of the Governments position on offset, 

In discussion there was general agreement that, while there was a 
theoretical possibility of winning a vote on the budget proposals, in 
practice there was no reaJ chance of success and that the concession 
proposed by the Chief Secretary, Treasury, should be made. It was 
argued that representations had been received from all parties and 
that this point should be brought out clearly in defending the 
concession which would also be helpful in the consultations on pay 
policy. It would be desirable not to allow any impression to gain 
ground that the likely alternative was an increase of 3p on beer, which 
would be unpopular among Labour supporters. It was also suggested 
that it would be preferable not to be firmly committed tc the proposi
tion that some offset would be unavoidable. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet approved the proposal by the Chief Secretary, Treasury, to 
table a Government amendment removing the 5p duty on petrol from 
August. This would need careful presentation, and it would be for 
the Chancellor of the Exchequer to consider this, taking account of 
the points made in discussion. 

The Cabinet -

Took note, with approval, of the P r ime Minister1 s 
summing up of their discussion. 



2. THE PRIME MINISTER informed the Cabinet about the 
arrangements for President Carter 's visit to the North-East of 
England on 6 May, the Downing Street Summit to discuss mainly 
economic matters on 7-8 May at which the Heads of Government of 
Canada, France, the Federal Republic of Germany, Italy, Japan, the 
United States and the United Kingdom will be present, the meeting 
between President Carter, President Giscard, Chancellor Schmidt 
and himself on 9 May to discuss Berlin and certain other political 
matters, and the NATO Ministerial Meeting which would be opened 
in the presence of 14 Heads of Government on 10. May. At the 
Downing Street Summit the first day was likely to be taken up by a 
wide-ranging discussion of the world economic situation. Following 
his own briefing meetings he had thought it right tc send a personal 
letter to President Carter expressing his deep concern about a 
situation in which the growth rates of the stronger economies might 
not be achieved or, even if achieved, would be insufficient to lead the 
rest of the industrialised world out of the recession. He had made it 
clear that no country had the right to ask another to take action which 
it believed to be unwise: but the question then arose of how the 
weaker economies, who had pursued policies of restraint, were to 
deal with their own unemployment problems. One possibility would 
be through action by the International Monetary Fund ( IMF) to ease 
the financing problems of the weaker industrialised countries and the 
developing countries, but even if the IMF's own proposals were 
accepted in full they might well be inadequate. He had said therefore 
that he would like to talk to President Carter privately about this 
before the Summit opened. This was a major issue of substance: 
but its presentation would also need careful thought. Chancellor 
Schmidt took the view that the policies now being pursued by the 
seven countries at the Summit were broadly correct and that no 
further action was necessary other than to strike a f irm not3 of 
confidence to correct what he saw as an unjustified malaise. In other 
words the Summits job was to restore confidence. This was indeed 
an important argument, but it was also questionable whether confidence 
or credibility would be maintained by an optimistic communique if 
there was little substance to justify it. The second day of the Summit 
would be attended by the President of the Commission of the European 
Communities and items of Community competence such as trade and 
the dialogue with the developing countries would be discussed. In 
this connection it was noted that energy was a cloudy area: we did not 
accept that the Community had necessarily or on all aspects of the 
subject to speak with one voice, but there was a Community interest 
and we were ourselves promoting discussion of a Community energy 
policy. 

The Cabinet -

Took note. 
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THE FOREIGN AND COMMONWEALTH SECRETARY said that he 
had undertaken to give a further report to the Cabinet and he hoped 
to be in a position to do so next week. It was not yet clear what the 
American position on the next steps would be. He would be seeing 
the United States Secretary of State, Mr Vance, on 6 May, and he 
would also be seeing Mr Nkomo on the same day. He had circulated 
to his colleagues on the Ministerial Group on Southern Africa (GEN 12) 
a minute indicating the course of action to which he proposed to seek 
American agreement,, This was to go ahead, jointly with the 
Americans, with bilateral consultations in Southern Africa, but not, 
at this stage, to do anything about calling a conference. In Ms view 
it was desirable to avcid trying to bring the parties together too early 
and the more that could be agreed before a conference was held the 
better. He thought it probable that the Americans would go along with 
this line. It was important to keep them involved at all stages. 
There was no reason to think that they were backtracking on their 
undertaking to give us full support, but they had not taken kindly to the 
Patriotic Front's rejection of their participation and they still had to 
face up to the fact that if they became involved with ue they were bound 
to get a good deal of crit icism. Alter his meeting with Mr Vance he 
proposed to make a statement for which he would seek approval in 
advance. 

In discussion the point was made that despite what the Foreign and 
Commonwealth S e c t e i a i y Iwd ach ieved , there was some risk of 
drifting into a position where we would be pressed to enforce a 
solution reached as a result of the consultations on which we were now 
embarking, without having the power to do so. 3efore there was any 
chance of this point being reached, Ministers should consider carefully 
where the balance of our advantage lay. The hope was expressed 
that the Foreign and Commonwealth Secretary would circulate a paper 
in the fairly near future which would set out the political and economic 
implications of our proposals for a settlement of the Rhodesian problem.. 

The Cabinet -

Took note. 



GUARANTEED 30 The Cabinet considered a note by the Secretary of State for 
PRICE FOR MILK Foreign and Commonwealth Affairs (CP(77) 42) seeking decisions 

on the level of the guaranteed price for milk and on the timing and 
extent of the consequent increases in the retail milk price; and a 
memorandum by the Minister of Agriculture, Fisheries and Food 
(CP(77) 43) suggesting that the guaranteed price should not be less 
than 47p per gallon and that this should be financed by increases in 
the retail price of l^p on 22 May and jrp in mid-October. 

THE FOREIGN AND COMMONWEALTH SECRETARY, introducing 
his paper, said that the guaranteed price for milk was a matter for 
national determination separately from the Community price-fixing, 
The Ministerial Committee on European Questions had been unable 
to reach a decision. The agricultural Ministers had favoured a 
significant increase reflecting their assessment of the need to 
restore confidence in the industry while other Ministers had favoured 
a more modest increase taking account of the consequences for 
retail prices and incomes policy. But the Committee had narrowed 
the area of disagreement to the difference between 46p per gallon 
which would have been acceptable to the majority of Ministers and 
47p per gallon which was preferred by the agricultural Ministers. 
On the one hand the policy of agricultural expansion embodied in the 
White Paper "Food from our own Resources" called for the expansion 
of milk production on import saving grounds,, On the other hand it 
might be difficult to defend a price increase for our own producers 
larger than we had been prepared to accept in the Community, On 
balance he recommended a guarantee of 46p per gallon. 

THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD, 
introducing his paper, said that Cabinet need not be influenced by 
the relationship between our guaranteed price and the Community 
price for milk. The Community recognised that producers in 
deficit areas could be expected to secure some advantage from their 
position. At a realistic exchange rate the guarantee of 47p per 
gallon which he proposed would be some 25 per cent below the 
Community target price, which was in turn below the price 
received, for example, by German producers. The guarantee now 
to be fixed would be the last to be determined before 1 January 1978 
when the full Community support price would become applicable. 
The policy laid down in the White Paper was one of expansion in the 
dairy herd in milk production with the aim of reducing our massive 
dependence on imports. There was no inconsistency in seeking to 
expand efficient production in the United Kingdom and to reduce 
inefficient production elsewhere in the Community, The number 
of dairy heifers in calf had declined by over 14 per cent in the past 
year as a consequence of declining profitability. In view of the 
retail price implications he was seeking a guarantee of 47p which 
was the minimum at which in favourable conditions some expansion 
might be secured and the credibility of the Governments policy 
maintained. It would represent an increase of 7 per cent in 
producers' returns against an inflation rate of 15 per cent. Such 
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an increase in the guarantee would aot have required a retail price 
increase untii the end of 1977 were it not for the phasing out of food 
subsidies which would in any event require a retail price increase of 
lp this summer, A guarantee of 47p would require an additional 
increase of fp at an early stage and a further -jrp in mid-October. 
A guarantee of 46p would not greatly reduce the retail price effect, 
but would involve abandoning the policy of expansion. 

In discussion it was argued that the Government should maintain its 
policy of expansion for an important and efficient industry on import 
B a v i n g grounds. The dairy herd was also our main source of beef 
supplies. The decline in the breeding herd in Wales was particularly 
serious. If the herd were allowed to decline in the short term a 
disproportionate increase in support would be needed later to reverse 
the trend. A guarantee of 47p would be disappointing to producers 
and there was Liberal support for a higher figure provided that the 
food subsidy wa3 continued. The difference between an increase of 
2p and one of 3p in the guarantee would be more critical for 
producers who were facing a n increase of 5p in costs than it would 
be for consumers who were i n any event facing the loss o f the subsidy. 

On the other hand i t was argued that each additional lp o n the 
guarantee would increase the income from a n average herd by over 
£400 per annum. If expansion were not secured i n the short term 
it could be encouraged at a later stage, whereas damage to the 
prospects for a satisfactory incomes policy would be i rrevers ib le . 
The price of milk was highly sensitive for consumers. A guarantee 
of 45p would be sufficient on present forecasts to avert a serious 
decline in milk production. A guarantee of 47p would increase the 
present healthy level of producers1 returns to record levels and 
would add 0; 6 per cent to the retail price index - nearly as much as 
the abolition of food subsidies, or five times the benefit gained from 
the Community butter subsidy. 

In discussion of the size and timing of retail price increases, it was 
pointed out that an early increase of lp in the retail pr ice was 
inevitable. The further increase needed to finance the guarantee 
should therefore be deferred until the expected easing of retail prices 
later in the year. While the prospects for retail prices could be 
inferred from the level of the guarantee, there would be advantages in 
limiting any retail price increase during the present negotiations on 
incomes policy to lp and in avoiding a further increase before the 
annual conference of the Trades Union Congress (TUC) . The 
possibility of reintroducing the milk subsidy was not attractive since 
it would not avoid some increase in the milk price.. It would be 
helpful to producers' confidence if they could be assured of the 
maintenance of the retail price from January to March 1978, but 
such a decision would require furthe r consideration. 
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THE PPJME MINISTER, summing up the discussion, said that the 
problem was to balance the need for adequate support to the dairy 
industry against the need to hold down retail prices in the interests 
of incomes policyP The level of the guarantee ar.d the size and 
timing of the retail price increases were interlinked. Both 
factorb were subject to some uncertainty. The Cabinet agreed on 
balance that the guaranteed price for milk should be 46jp per gallon. 
Such a figure although not popular with the farming community would 
take account both of the requirements of incomes policy and of the 
need for import saving. It need not imply a departure from the 
Government's expansion policy, though it might have to bo acknow
ledged that expansion would not continue if there were an untoward 
increase in production costs. There should be an early increase of 
lp in the retail price of milk with the intention of deferring any 
further increase until after the annual conference of the TUC. No 
assurance could be given as to the maintenance of the retaix price 
after the end of 1977, though the Minister of Agriculture would be 
free if necessary to bring the issue back to his colleagues. 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

2. Invited the Minister of Agriculture, 
Fisheries and Food to proceed accordingly. 



4. The Cabinet considered memoranda by the Home Secretary 
(CP(77) 39) and the Secretary of State for Social Services (CP(77) 41) 
about compensation for vaccine damaged children, 

THE HOME SECRETARY said that when Home and Social Affairs (HS) 
Committee first considered this problem, it had not yet been 
established whether a commitment in principle to compensation for 
vaccine damaged children would be compatible with the likely 
recommendations of the Royal Commission on Civil Liability and 
Compensation for Personal Injury which was sitting under 
Lord Pearson; the Commission1 s report was expected towards the end 
of the year. At their second meeting, however, the Committee had 
the benefit of Lord Pearsons views, as set out in paragraph 3 of bis 
memorandum, and of a note by officials, annexed to the memorandum, 
listing the questions which would need to be settled before a scheme of 
compensation could be introduced. There was HO doubt about tlie 
sympathy with which the Committee had viewed, the claims of parents 
for vaccine damaged children, though the style of the campaign by 
Mr Jack Ashley MP was open to crit icism. The Committee felt that 
compensation would have to be conceded sooner or later but they were 
unable to reach a clear view on the wisdom of announcing a commitment 
in advance of the Pearson Report, as the Secretary of State for Social 
Services was proposing. Paragrapn 5 of his memorandum set out the 
reservations which had been expressed, and the Committee had been 
particularly influenced by the interventions of the Lord Chancellor and 
the Attorney General on the wider legal implications. He himself was 
ready to trust the judgment of the Secretary of State for Social Services 
that a commitment in principle to compensation would in fact enable the 
Government to reverse the fall in the take-up of vaccination; and he 
instinctively believed also that vaccine cculd be treated as an 
exceptional case on the basic ground that we had a state health service 
which actively promoted vaccination programmes for children. He 
recognised, however, that some of his colleagues had serious 
reservations about proceeding in advance of the Pearson Report; and 
he had just received a letter in which the Secretary of State for 
Employment, who was in Brussels, had pointed out that, while he did 
not wish to dissent from the proposal by the Secretary of State for 
Social Services, it would make it the more difficult for him to continue 
to rest on the need to await the Pearson Report as a reason for resisting 
pressures for compensation schemes for people, such as disabled slate 
quarry workers, suffering from certain industrial diseases. 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that he 
agreed with the view, expressed in the Home Secretary1 s memorandum, 
that the question was one essentially of political judgment. He did not 
believe that it would be difficult to maintain that vaccine damage 
constituted an exceptional case for a scheme of payments on a no-liability 
basis: although vaccination was not compulsory as it was in many other 
countries, nevertheless it was Government policy to promote it; and 
the public would recognise it as a special caaeg If there were to be 
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problems in holding the line against other claims, they would in any 
case have to be faced after the Pearson Commission had reported 
and recommended payments for vaccine damaged children, as they 
were unanimously agreed to do. But, on the basis of waiting for 
the Pearson Report, it could be 18 months before the Government 
reached a conclusion, and meanwhile the political pressures would 
have become very great. Apart from the political considerations, 
however, and his own strong personal feeling that the parents of 
vaccine damaged children deserved compensation, he was greatly 
concerned about the public health aspects of delay. He was convinced 
that it would be impossible to get the vaccination programmes off the 
ground until the principle of compensation had been conceded and the 
political campaign abated. If the Government failed to do this, they 
would bare a heavy responsibility for the greater incidence of 
crippling diseases. There were already an increasing number of 
poliomyelitis cages because children had not been vaccinated. He 
had seen the Joint Committee on Vaccination and Immunisation since 
HS Committee's last discussion. They expected to have a paper by 
the end of May pointing out the very small risks and major benefits 
attaching to the vaccination programmes, but they had no confidence 
that their findings would succeed in restoring the take-up of vaccination 
if the campaign for compensation continued to concentrate public 
attention on the risk of damage. 

THE LORD CHANCELLOR said that there had been considerable 
argument in HS Committee about whether a commitment in principle 
to compensation would favourably affect the vaccination programme but 
if this were accepted, the further area of difficulty was whether it 
would be possible to treat vaccine damage as being in a class of its own. 
The principle of paying compensation without evidence of fault or 
liability could have far-reaching implications in the medical field as 
a whole, for example in relation to blood transfusions or other treat
ment which had untoward side effects, and also outside the medical 
field, for example in relation to death or injury exceptionally caused to 
motorists by the wearing of seat belts. Although Lord Pearson had 
said that his Commission would recommend some form of payment 
for vaccine damage, they had not yet been able to relate this to a 
general principle or to consider criteria and other details of a possible 
scheme, A wide range of difficult questions, for example, the 
treatment of claims in respect of children already dead, remained to 
be answered. The Government had perhaps not given sufficient 
prominence so far to the serious risks presented to children by failure 
to have them vaccinated; the paper by the Joint Committee on 
Vaccination and Immunisation would presumably help to redress the 
balance. In his view, therefore, provided that the political pressures 
were not judged to be too great, it would be pieferable to a,wait publica
tion of the Joint Committee's findings and the Pearson Commissions 
Report before taking a decision on the principle of a scheme of 
payments. He himself had done his utmost to encourage the Royal 
Commission to make more rapid progress with their Report. 
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In discussion, it was argued that the principle of no-fault liability was 
already implicit in schemes of compensation for industrial or war 
injuries. Acceptance of the principle of compensation for vaccine 
damage should not prejudice the Government1 s stance on compensation 
for industrial diseases since there was already separate machinery for 
considering claims for the classification of such diseases. There was 
no such machinery for vaccine damage, and it should be possible to 
obtain an assurance from Lord Pearson that a commitment to the 
principle of compensation for this would not involve its extension more 
widely. It was suggested however that there was a strong case, on 
public health grounds, for considering a comprehensive schema of 
payments to cover vaccine damage and for divorcing this altogether 
from the issue of compensation and from the Pearson Report. 
Alternatively, the Pearson Commission could be asked to consider 
vaccine damage as a separate exercise, though it was noted that 
Lord Pearson had already rejected the idea of an interim report. If a 
statement were to be made, it would be preferable to avoid the appear
ance of a concession to Mr Ashley1 s campaign and to address it to the 
vaccination programmes as such. In any publicity campaign to restore 
confidence in the programmes the services of the schools should be fully 
deployed. 

On the other hard, it was argued that a commitment in principle to 
payments for vaccine damage would do little to mcllify the parents and 
Mr Ashley. Experience of the thalidomide campaign, to which the 
present campaign bore some resemblance, suggested that those con
cerned would not rest content until the details of a scheme were settled 
to their satisfaction; and there would be a risk of raising false hopes 
in individual parents. Moreover, the political strength of the campaign 
was not out of the ordinary in comparison with that of other pressure 
groups. There was considerable support for the reservations which 
had been expressed about the wider implications of a commitment to 
compensation without evidence of fault or negligence. In the medical 
field, for example, the safety of medicines, which could have harmful 
side effects, to some extent received the Government's imprimatur; 
and the British Medical Association might well have a view on whether 
it was right to extend the principle of compensation beyond cases of 
negligence. There would be a major difficulty about devising any scheme 
of payments without reference to the context of the Pearson Report. 

THE PRIME MINISTER, summing up the discussion, said that he 
himself had great sympathy with the claims of parents of vaccine 
damaged children and this was wholly shared by his colleagues. There 
was a clear division of opinion, however, on whether a commitment in 
principle to a scheme of payments should be made now, and he had been 
persuaded, as had a majority of the Cabinet, by the arguments against. 
There was a strong case, however, for mitigating the effects of delay 
before the Pearson Commission reported and a more informed decision 
could be taken, and he would consider the possibility of a public 
exchange of letters between himself and Lord Pearson in which he would 
express the Governments concern at the rundown of the vaccination 
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programmes, refer to the need to restore public confidence in them 
and enquire how soon the views of the Royal Commission on the issue 
of payments for vaccine damage might be expected. The letter might 
also refer to the forthcoming paper by the Joint Committee on 
Vaccination and Immunisation and the need to ensure the success of any 
associated publicity campaign. The Lord Chancellor, in consultation 
with the Secretary of State for Social Services, the Chief Secretary, 
Treasury and Lord Pearson as necessary, should consider the possible 
terms of an exchange of letters and let him have his advice. The 
purpose of the exchange of letters would be to provide further justifica
tion for the Governernnt1 s deciaion to await the Pearson Report. At 
the same time, however, the Secretary of State for Social Services 
should arrange for work to be carried forward on the formulation of a 
possible scheme of payments in order that the Government should be 
able to take a decision without unnecessary delay after the Pearson 
Report was received. 

The Cabinet -

Took note, with approval, of the Pr ime Minister's 
summing up of their discussion and invited the 
Lord Chancellor and the Secretary of State f o r Social 
Services to proceed accordingly. 

5. The Cabinet had before them a note by the Secretary of State 
for the Home Department (CP(77) 40) covering a draft Green Paper 
embodying the proposed response by the Government to the Layfield 
Report on Local Government Finance. 

THE SECRETARY OF STATE FOR THE ENVIBO NMENT said that it 
had been hoped, when the Layfield Committee was appointed, that the 
Committee would find a way to get rid of the local rating system, 
instead they had come up with a possible supplement, to it in the form 
of a local income tax which would reduce the need for central 
government grant. Layfield had identified two possible approaches 
" centralist" and " local ist" - to the problems which arose in the field 
of local government finance; but the Ministerial Group who had 
considered the Layfield Report had rejected both - and local income 
tax with them - in favour of a middle way. Rates would remain, but 
various changes to the present system were proposed. The relationship 
between central and local government should be one of partnership; 
and the Green Paper floated the possibility of both a continuation of the 
present rate support grant (RSG) system, with some modifications, or 
its replacement by a unitary grant, which would be more selective than 
RSG in that it would impose on the ratepayers in the local authority area 
concerned the burden arising from a high level of spending by a 
particular authority. The Green Paper indicated the Governments 
preference for the latter, but left the question open for further 
discussion - the local authority associations were unanimously opposed 
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to it as being a step towards "central ism". Polit ically the major 
issues would be rates and excessive local spending. On the first, 
the Opposition had announced their intention to abolish domestic rates, 
but had been unable to say how they would make good the lost revenue. 
On the second, floating the proposal for a unitary grant would show that 
the Government were giving serious consideration to the problem of 
controlling local authority expenditure. He proposed to publish the 
Green Paper, subject to the revision of one paragraph, and to make an 
accompanying Parliamentary statement, about the middle of May. 

THE PRIME MINISTER, summing up a brief discussion, said that the 
Cabinet agreed that, while there was little political advantage to be 
gained by the proposed Green Paper, it was necessary to publish a 
Government response to the Layfield Report, which Lad now been 
available for a year. The document should therefore be presented in 
low key, and the Secretary of State for the Environment should in 
particular point up the scope and the need for further public debate and 
discussion and for more consultation with the local authorities. They 
noted that a parallel document relating to Scotland would be published 
at the same t i m e 

The Cabinet 

1. Took note, with approval, of the Pr ime 
Minister's summing up of their discussion. 

2. Invited the Secretary of State for the 
Environment to publish the Green Paper about 
the middle of May, and in his Parliamentary 
statement to take full account of the Pr ime Minister's 
summing up. 

3. Took note that the Secretary of State for 
Scotland would publish a parallel Scottish Green 
Paper on the same day. 

Cabinet Office 

5 May 1977 
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PARLIAMENTARY
AFFAIRS

Police Pay

 1. The Cabinet were informed of the business to be taken 
 in the House of Commons during the following week and of the 

intention, subject to the satisfactory completion of that business, 
that the House should adjourn for the Spring holiday from 
Friday^ 27 May, to Monday, 13 June. 

 In connection with the Private Member1 s Motion on police pay to 
be debated on Monday, 16 May, the HOME SECRETARY said he 
expected that it would be necessary to impose a settlement in the 
absence of agreement. It would, however, be a difficult matter 
to announce an imposed settlement shortly before the Annual 
Conference of the Police Federation of England and Wales, which 
would take place the week after next and which he would himself 
be attending on 25 May. He proposed to defer any announcement 
until after the Conference and to take the line at the Conference 
that he still hoped there could be agreement on the offer which 
had been made. The Federation had behaved badly, but there 
were some signs of movement and the leadership might come 
under attack at the Conference. 

THE SECRETARY OF STATE FOR SCOTLAND said that he was 
under considerable pressure in Scotland to announce this settle
ment, and he was concerned at the prospect of a further fortnight's 
delay. The leaders of the Scottish Pol ice Federation had behaved 
well and would in practice accept a straight Stage 2 settlement 
although they had pressed for more. The increases would be 
payable from last September, and if Scotland alone had been 
involved a settlement could have been announced long ago; the 
Scottish Pol ice Federation Conference had already taken place. 

In discussion it was pointed out that some adjustment of a 
straight Stage 2 settlement, involving the averaging of increases 
but not increasing the total cost, had been offered in an attempt 
to secure an agreed settlement in England and Wales. Further 
delay in announcing a settlement for Scotland should if possible 
be avoided; but if a straight Stage 2 settlement was announced 
for Scotland in advance of the Conference of the Poii.ce Federation 
of England and Wales, this would raise the question whether there 
could in practice be a different settlement for England and Wales; 
and g-ach a difference hardly seemed practicable. The probable 
outcome was a straight Stage 2 settleme nt for the whole country, 
and it seemed doubtful whether matters would be made any worse 
in England and Wales by announcing this before the Federation 
Conference, 
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THE PRIME MINISTER, summing up the discussion, said that the 
Home Secretary and the Secretary of State for Scotland, v/ith the 
Secretaries of State for Education and Science and for 
Employment, should now consider further, and decide on, the 
timing and form of an announcement or announcements. The 
general feeling of the Cabinet was that an announcement of the 
settlement for Scotland should not be delayed beyond the following 
'veck; and, svxbject to the outcome of the further consultations 
between the four Ministers concerned, the Secretary of State for 
Scotland had authority to make an early announcement relating to 
Scotland, even if an announcement relating to England and Wales 
was deferred. The settlement should not be presented as one 
imposed by the Government, but as a decision to pay the increases 
for which the Pc l ice were eligible under Stage 2 although it had 
not been possible to reach an agreement. 

The Cabinet 

1. Took note, with approval, of the summing 
up of their discussion by the Pr ime Minister, 
and invited the Ministers concerned to proceed 
accordingly. 

THE PRIME MINISTER, summing up a brief discussion, said 
that he was grateful to the Minister for Social Security for the 
thorough discussions which he had undertaken on this Bill with 
the minority Parties, and on which he had reported in his minute 
of 11 May, The Minister would now seek to obtain the views of 
the Scottish National Party (SNP), and the Cabinet would consider 
the matter the following week in the light of a further report from 
the Minister on the views of the SNP and on the further discussion 
he proposed to have with Mr Len Murray. The main question 
might then be whether there was still time to take through such 
legislation during the present Session. 

The Cabinet 

2. Took note. 
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1977 UPRATING OF
SOCIAL SECURITY
BENEFITS

 2. The Cabinet had before them memoranda by the Secretary 
 of State for Social Services and the Minister for Social Security 

 (CP(77) 45), by the Chief Secretary, Treasury (CP(77) 47) and by 
the Central Pol icy Review Staff (CP(77) 49) on the uprating of social 
security benefits in 1977; and a memorandum by the Lord Pr ivy 
Seal (CF(77) 48) on the 1977 increase in public service pensions. 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that 
tne next uprating of R o c i a l security benefits would be important 
since it might be the last before the next General Elections. 
It would be carefully scrutinised to see if the Government were 
fulfilling their obligations, and if th^ uprating led to a cut in the 
living standards of beneficiaries it would cause anger in the 
Party and lose the Government support in the country. The 
argument he wished to put forward was not that the Government 
should guarantee the beneficiaries a a improvement in real terms, 
but that, having regard to the inevitable uncertainty of any 
forecast made in May of the annual rate of price inflation in the 
following November, some reasonable margin for forecasting 
error should be allowed. In 1976 Cabinet had agreed to an 
uprating 4 per cent higher than the forecast price increase, and 
in the event the whole of this margin had been needed and they only 
just narrowly avoided an uprating which would have meant a fall 
in the value of benefits in real terms, Even if his colleagues 
were all convinced that 13. 1 per cent, the forecast inflation rate 
for the following November, was right, it would be extremely 
difficult to convince the country at large that this was so at a time 
when the annual inflation rate was running at between 16 and 
17 per cent. Furthermore, in order to make the uprating it 
would be necessary to carry an Affirmative Order in Parliament, 
which might well be difficult. He had a statutory obligation to 
make good any loss of value which benefits had suffered as a 
consequence of price increases, and under the statute he was 
required to be satisfied that an uprating would achieve this. If 
the uprating were in line with the forecast and the forecast proved 
wrong, it might well be necessary to introduce a further interim 
increase in May 1978, when there would undoubtedly be pressure 
to take account of the further inflation which would have occurred 
between November and May. Such an interim increase would 
involve considerable staff problems and expense. He did not, 
however, wish to press for the full 16,3 per cent increase which 
he had proposed in CP(77) 45, and would be content to compromise 
at a figure, say, 2 per cent above the forecast race of price 
inflation. He reminded Cabinet that in the last year the 
pensioners' price index (which was directly related to pensioners' 
purchasing) rose more rapidly than the general price index, and 
was in fact above the last increase in benefits. To give public 
service pensioners 17-18 p e r cent while giving social security 
beneficiaries 13 per cent would cause serious public dissatisfac
tion. If his 15 per cent proposal were adopted for social security 
beneficiaries, it might be possible to persuade public service 
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pensioners to accept the same level of increase. He therefore 
commended a 13 per cent uprating to his colleagues. 

THE CHIEF SECRETARY, TREASURY said that he fully accepted 
that the forecast of price inflation was necessarily uncertain; but 
it was the best forecast available and he did not see how the 
Government could disown it for the purposes of an uprating which 
purported to meet the statutory requirement. A higher figure 
would imply an intention to give beneficiaries an increase in real 
terme, which would have to be at the expense of the working 
population. The revised proposal which the Secretary of State for 
Social Services had just put forward would mean an increase in the 
rates of long term benefit of £2. 30 for a single person and £3. 70 
for a married couple; and while these were only 30p and 50p a week 
respectively more than his own proposal, they would, in a full 
year, represent a charge of some £170-£200 million on the 
Contingency Reserve. It was true that the proposal in CP(77) 45 
would mean increases of £2. 50 and £4 in the long term rates, 
which were favoured by the Trades Union Congress (TUC) on the 
grounds that they would be in line with what was permitted to people 
in employment under round 2 of the pay policy; but this was 
misleading since wages were subject to deductions of up to 
41 per cent for national insurance contributions and income tax 
at the standard rate. Claims on the Contingency Reserve in the 
current financial year, including the cost of the proposed uprating, 
but excluding anything for an improvement in Child Benefit, would 
leave only about £100 million of the Contingency Reserve uncommitted; 
while in 1978-79 the Reserve, if all claims were agreed, would be 
almost over-committed. He recognised the presentational 
difficulty presented by the forthcoming increase in public service 
pensions, but the reality was that public service pensions bad risen 
less rapidly than pensions generally. The Government had no 
cause to be ashamed of their treatment of social security 
beneficiaries: pensioners had had an increase of 15 per cent in 
real terms since the Government took office, at a time when the 
working population had suffered a reduction in their real standard 
of living. T.f the Cabinet adopted the proposal of the Secretary of 
State for Social Services, it would mean that other claims would 
later have to be refused. 

THE LORD PRIVY SEAL said that the Cabinet had agreed in 
December 1976 not to try to reduce the increase in public service 
pensions. The purpose of the paper which he had circulated was 
to draw attention to the relationship between the increase which public 
service pensioners would get and that under discussion for social 
security beneficiaries. The public service pensions increase of 
17-18 per cent was bound to produce a hostile reaction, even though 
for the average Civil Service pensioner it represented an increase 
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of only £3. 50 a week. To seek to reduce this would produce a 
strong adverse reaction from the public sector unions; but if his 
colleagues wished to investigate the possibility he would circulate 
a paper on che question. 

In discussion it was argued that the political aspects of the question 
before Cabinet were crucial. The Cabinet's aim in 1976 had been 
to improve the value of pensions in real terms; but they had 
failed to achieve this because of the higher rate of price inflation. 
To use the Treasury forecast of price increases would run the 
risk of a shortfall which would be seen as a failure by the 
Government to meet their legal as well as their political obligations 
and would bring protest from 8 million pensioners and from the 
TUC. Indeed, given the fact that to meet the T U C s preferred 
level of increase would greatly help the chances of achieving an 
agreement on a third pay round, it would be preferable to go for 
the original proposal in CP(77) 45 of a 16. 3 per cent uprating rather 
than the 15 per cent compromise which had now been put forward. 
It was unlikely that the third pay round would apply limits as tight 
as the £2. 50-£4 of round 2, and this was a further reason for 
favouring a 16. 3 per cent increase. As a minimum, the 
compromise proposed by the Secretary of State for Social Services 
should be adopted, since this would give increases only 20p-30p 
a week below the rates preferred by the TUC. Presentationally 
the Government should not have any difficulty over this, since they 
could say that while it provided a safety margin in case the price 
forecast proved wrong, it would effect an improvement in real 
terms if, as was hoped, the forecast proved right. Conversely, 
to go for 13 per cent would point up the contrast with public service 
pensioners (whose increase in 1977 could not be modified because 
of the impossibility of passing the necessary primary legislation 
in t ime). There was the danger that a 13 per cent uprating would 
cause disaffection among Government backbenchers with the result 
either that the Government would get the Affirmative Order 
through with the support of the Opposition, which would be 
distasteful, or that the Opposition would take the opportunity to 
defeat the Government on the issue. In electoral terms it was 
important that the Government should be able to maintain that, 
throughout their period of office, and in spite of the deepest economic 
recession for 40 years, they had sustained and improved the 
position of social security beneficiaries as no Government had 
done before. To go for the 13 per cent uprating figure was to risk 
impairing that claim. If it were impossible to bear the cost of 
higher increases in benefits on the Contingency Reserve, because of 
such events as the loss of the expected receipts from higher petrol 
tax, then the Government should use the opportunity of the Finance 
Bill to raise more revenue for the purpose. 
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In further discussion reference was made to the need for a 
reflationary package later in the year to create additional 
employment for both human and electoral reasons. A report would 
shortly be received by the Government from the Manpower Services 
Commission which would be relevant to this, and there would 
clearly be a general desire to take further steps to mitigate the 
unemployment situation. This would,, however, cost money; and 
the Contingency Reserve was low while the claims on it were high. 
At the present time the Government could not rely upon reaching 
an agreement with the trade unions on a third pay round of pay 
policy, and if they failed, it would be of the first importance that 
they should be seen TO be controlling public expenditure, the public 
sector borrowing requirement and the money supply. The 
Governments only legal commitment was to uprate benefits in line 
with inflation; and although the present forecast of 13.1 per cent 
could obviously be wrong, the most up to date Treasury estimate 
was somewhat lower (because of the decrease in mortgage interest 
rates and the reversal of the petrol tax increase); and while it 
was true that the forecast was wrong in 1976, it was unlikely that 
the unforeseeable depreciation of the exchange rate which then took 
place, coupled with the effect of the 1976 drought upon food prices, 
would recur i r 1977. Any increase above that to which the 
Government were legally committed meant either an additional 
burden on people in work or a restriction on other public 
expenditure. The burden on people in work was already high and 
led to many complaints which would be intensified the following Apri l 
when the new national insurance contributions came into effect. If 
the whole of the 1978-79 Contingency Reserve were pre-empted, 
the Government faced the risk of either having to refuse any further 
claims or to undertake, perhaps in an election year, further cuts in 
public expenditure. There was therefore a strong case for an 
increase limited to 13 per cent. 

In continuing discussion it was suggested that possible compromises 
should be explored. For administrative reasons it was not possible 
to delay beyond the end of May a decision on the level of the 
uprating; but there appeared to be three possibilities not canvassed 
in the papers before Cabinet: 

a. Some other compromise between the proposals in 
CP(77) 45 and 47 might be possible, perhaps differentiating 
between the increase given to long term and to short term 
beneficiaries, with the latter receiving less than 15 per cent. 
This had some attractions politically, but it was pointed out 
that the rate of Supplementary Benefit was linked to that of 
short term benefits, and this proposal would therefore 
depress the relative position of the recipients of 
Supplementary Benefit, some of whom were among the 
poorest people in the country. 
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b. If the uprating proved in the event to be lower than 
the actual movement in prices, the position could be made 
good by giving a Christmas bonus. At £10 a head this would 
cost about £120 million, and it was noted that the whole of 
this would fall in the current financial year and cost no less 
than the original proposal in CP(77) 45. Furthermore it 
was argued that, if the bonus were to take account of price 
increases beyond the forecast rate, it would be impossible 
to pay such a bonus before February since it took some four 
months to make the necessary administrative arrangements. 
There were differences of view on the political attractions 
of such a bonus. To have any real political impact however, 
it would need to be paid by Christmas. 

c. If the uprating proved to be below the price increase, 
it might be possible to think in terms of a further interim 
uprating in May 1978, although there were disadvantages, 
not least in administrative terms, in reverting to two 
upratings a year. 

THE PRIME MINISTER, summing up the discussion, said that while 
there was considerable support in the Cabinet for the proposal by 
the Secretary of State for Social Services and the Minister for Social 
Security for a 15 per cent uprating of social security benefits, other 
options had been canvassed in discussion on which it would be 
desirable to have more information before reaching a decision. 
Indeed the attitude of some members towards the Chief Secretary's 
proposal for an uprating of 13.1 per cent was dependent on whether 
some way could be found to restore the position of pensioners i f 
the Treasury forecast of price increases proved too optimistic. The 
two basic additional options were a lower percentage increase to be 
supplemented either by a Christmas bonus for pensioners or by an 
interim uprating in Apri l or May next year; and a lower percentage 
increase for short-term than for long-term benefits. On the first 
option further information was required on the political and cost 
implications, including staffing implications, of a Christmas bonus 
and of an interim uprating; and on the second option, the relative 
advantages of short-term benefits, in terms of earnings related 
supplement and the receipt of discretionary allowances, should be 
evaluated. The Secretary of State for Social Services and the 
Minister for Social Security, in consultation with the Chief Secretary, 
Treasury, should accordingly circulate a further paper, covering 
these further options and showing in each case their effects on the 
Contingency Reserve and on individual pensioners. The Cabinet 
would resume their discussion in the following week. 
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The Cabinet -

Took note, with approval, of the Pr ime Minister1 s 
summing up of their discussion and invited the 
Secretary of State for Social Services and the 
Minister for Social Security, in consultation with 
the Chief Secretary, Treasury, to proceed accordingly. 

Cabinet Office 

12 May 1977 
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PARLIAMENTARY
AFFAIRS

 1. The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. 

Debate on
Airports
Policy

 THE SECRETARY OF STATE FOR TRADE said that airports policy 
 was an important subject, and it was unsatisfactory that the debate 

 proposed for Thursday 26 May should come at the end of the day and 
should be arranged for a time when he himself would have to be absent 
on official business overseas. He hoped that this debate could be 
deferred. 

In discussion it was pointed out that it had previox^sly been decided to 
defer this debate until after the local government elections, and it was 
important that the Parliamentary time available to the Government on 
26 May should be used for suitable business which the Government 
wanted. Other suitable business would be difficult to find. 

THE PRIME MINISTER, summing up a brief discussion, said that it 
was not satisfactory to arrange Parliamentary business at a time when 
the responsible Minister could not be present. The Chief Whip would 
consider whether there was any other business which could be taken on 
26 May, though if there was not the arrangements proposed for that day 
would have to stand. 

The Cabinet 

1. Took note. 

At ndance of
Prenident Amin
at the
Commonwealth
Conference

 In connection with Mr Michael Brotherton's Private Member's Motion 
 on the need to exclude the President of Uganda from the United 

 Kingdom, which was first order for debate on Friday 27 May, THE 
 PRIME MINISTER said that the question of President Amin's attendance 

 at the Commonwealth Conference needed handling at this stage with 
special care and confidentiality. It was necessary to take into account 
both the strength of public opinion in the country against 
President Amin attending and also the possible damage to the 
Commonwealth, to the success of the Conference and to our relations 
with Afro-Asian countries if he were excluded. A small group of 
Ministers under his chairmanship had already considered the matter, 
and he hoped that the Cabinet would leave it to this group to reach 
conclusions on the timing and content of an announcement of the 
Government's position. It could be important not to make any 
announcement prematurely. He would say in response to any 
questions in the House that afternoon only that the United Kingdom was 
not in diplomatic relations with Uganda and that he understood the state 
of opinion in the country. 



The Cabinet 

2. Took nots. 

THE MINISTER FOR SOCIAL SECURITY said that he had discussed 
this Bi"l further with Mr Len Murray, and had reported this 
discussion in his minute to the Prime Minister of 17 May. He had also 
now obtained the views of the Scottish National Party. The position 
of all the minority Parties was that they would support the principle of 
member participation in the management of occupational pension 
schemes, and would vote for the Second Reading of this Bill, but 
would then seek to amend the provisions which required member 
participation through the single channel of recognised independent 
trade unions. Mr Murray had made two important points about the 
attitude of the Trades Union Congress (TUC). First , the TUC wanted 
to see the Bill introduced in the current Session, even if it could not 
progress beyond Second Reading, largely because of the assistance 
this would give the General Council at this autumn1 s Congress in 
showing the Governments commitment to legislation. Second, 
provided the Bill as introduced contained the single channel provisions, 
they would continue to support it even if, as seemed likely, those 
provisions were amended or deleted in Parliament, because they 
wished to see other provisions of the Bill become law. These were 
constructive and helpful developments in the T U C s thinking, which 
recognised the realities of the Parliamentary situation; but it was 
most important to them that the Government should be seen to be 
trying to get the single channel provisions through Parliament, even 
although the attempt seemed likely to fail. The TUC could not afford 
to appear to give any ground on this point because that would weaken 
their position in relation to the recommendations of the Bullock 
Committee on Industrial Democracy. He accordingly proposed that 
the Government should introduce the Bill this Session, and seek to 
obtain a Second Reading, acknowledging that it would not be possible 
to take the Bill through all its stages this Session; and should then 
reintroduce the Bill at the beginning of the next Session. 

In discussion it was generally accepted that there was little prospect 
of carrying the single channel provisions in the present Parliament, 
and strong doubts were expressed whether it would be advisable to 
introduce a Bill containing these provisions, which would be to court 
a humiliating defeat at the hands of the Opposition and the minority 
Part ies. Defeats in Parliament on issues of importance damaged the 
Government and its electoral prospects. The attempt to implement 
the single channel would offend those strongly opposed to it, and the 
failure of that attempt would be claimed by the Confederation of 
British Industry as a victory over the TUC. For the Government to 



embark upon such a course would not serve the interests of the TUC, 
and the better course would be to introduce the Bill in the next 
Session without the single channel. 

In farther discussion it was argued that the Government should not now 
appear to be going back on its support for the single channel, and that 
a clear indication of the Government1 s intention to go ahead with this 
Bill would be helpful to the TUC. Introduction of the Bill so late in 
the Session would give rise to criticism and might make it more 
difficult to carry the Bill next Session, and the right course might be 
to make a statement of the Government1 s mtention to go ahead next 
Session with a Bill including the single channel provisions, or to 
publish a White Paper containing draft clauses. On the other hand 
introduction of the Bill this Session and obtaining a Second Reading in 
July, thus confirming Parliamentary support for the principle of the 
Bill before the TUC Autumn Congress, would be valuable. But the 
Government would then be expected to take account, before 
reintroducing the Bill next Session, of the opposition to the single 
channel likely to be voiced in the Second Reading debate. It was 
argued however that the Government should not put itself in the 
position of never even attempting legislation in which it believed 
unless certain in advance that the legislation could be carried. 
Attention should be paid to the views of the TUC, particularly because 
legislation affecting the rights of trade unionists could probably not be 
implemented effectively if carried against their opposition; the rights 
of trade unionists under the Employment Protection Act might be 
relevant to this issue. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet had previously decided on the merits in favour of the single 
channel. Account had however to be taken of the Parliamentary 
situation: and the standing of the Government was only weakened by 
defeats on issues of this kind. Publication of the Occupational 
Pension Schemes Bill before the Summer Recess might well be 
helpful. It would, however, be essential to decide before publication 
the basis on which the Government proposed to proceed next Session, 
and thus whether the Bill as published should include the single 
channel provisions. It would also be necessary to discuss the 
problem further with the TUC and establish whether they really 
wished to see the Government defeated on the issue of the single 
channel. In the first instance, the matter should be considered by the 
Home and Social Affairs Committee, taking account of the points made 
in discussion. 



The Cabinet 

3. Took note, with approval, of the Prime 
Minister's summing up of their discussion and 
invited the Secretary of the Cabinet to arrange 
accordingly. 



NORTHERN
IRELAND
STRIKE

 2. THE PRIME MINISTER said that he wished to express bis 
 congratulations to the Secretary of State for Northern Ireland on the 

 way in which he had handled the Northern Ireland strike. His 
determined and straightforward approach had gained credit for the 
Government and brought great benefit to the people of Northern Ireland. 

The Cabinet -

Took note, with approval,
statement. 

 of the Prime Minister1 s 
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3v. THE FOREIGN AND COMMONWEALTH SECRETARY said that 
the result of the elections was a bad one which could have serious 
consequences. The Likud Party and their most likely coalition partners, 
The National Religious Party, had gained 53 out of 120 seats and 
should have no difficulty in picking up the additional eight votes to 
give Mr Begin a majority in Parliament. He had talked of a national 
coalition, but there was little chance of his getting this. The Labour 
Party in opposition might well become more of a peace Party and 
acquire more flexibility But there was a real prospect of trouble 
next year if Mr Begin pursued in office the policies which he had 
advocated during the elections. The Foreign and Commonwealth 
Secretary said that it was clear to him during his visit to Saudi Arabia 
that the situation would deteriorate if no progress towards a peace 
settlement was made by the spring of 1978. We should face the 
pos"ribility of increased oil prices and of a cut-back in oil production 
and possibly even of war. The situation had been made worse &e a 
result of the elections. 

THE PRIME MINISTER said that he had last talked with Mr Begin 
three years ago: he was a man of personal charm but totally 
intransigent. He had not forgotten his guerrilla background and was 
unlikely to go back on what he had said in the past. The prospects of 
a settlement had definitely receded and he agreed that we could face a 
serious situation. His hope was that the efforts to achieve a national 
coalition would succeed since this would provide a measure of 
restraint on the Likud Party. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that the 
Shah had told him on his recent visit to Iran that relations with the 
United Kingdom had never been better. He had had three-quarters of 
an hour's talk with the Shah, during which they had discussed human 
rights and the latter had told him, in confidence, that he had asked the 
International Red Cross to come and observe the situation. There 
were signs of movement on the question of human rights in Iran which 
was a welcome development, even though the movement might not be as 
fast as we would wish. 

THE FOREIGN AND COMMONWEALTH SECRETARY referred to the 
recent incursion by the Rhodesian forces into Botswana and the 
exchange of messages with Mr Smith and President Kaunda of Zambia 
about Rhodesian intentions with regard to Zambia. He said that we 
were likely to face more incidents of this kind. The fact was that we 
could not get rid of Mr Smith and the Rhodesian Front and the 
Rhodesian Government possessed powerful armed forces. There was 
some truth in Rhodesian fears. Mr Nkomo's forces were being built 
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up in Zambia and there was also a build-up of guerrilla forces in 
Tanzania. But the Rhodesian attack on Botswana was outrageous. 
There was no threat to Rhodesia from this country which was peace
loving and unable to defend itself. On the other hand there was no 
indication of any serious military threat to the territorial integrity of 
Zambia. Mr Smith's actions were designed, to a large extent, to 
build up his own position internally. As a result of the Pr ime 
Minister's messages to President Kaunda and Mr Smith there had been 
a de-escalation of the situation. But we had a difficult hand to play. 
Inevitably during the period of negotiations he would have to maintain 
contact with Mr Smith: our problem was not to become drawn into the 
disputes between Rhodesia and its neighbours arising out of the armed 
struggle, whether as a channel of communications or in any other way. 

The Cabinet -

Took note. 
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1977 
UPRATING 
OF SOCIAL 
SECURITY 
BENEFITS 

Previous 
Reference: 
CM(77) 19th 
Conclusions, 
Minute 2 

4. The Cabinet had before them a memorandum by the Secretary 
of State for Social Services and the Minister for Social Security 
(CP(77) 54) about the 1977 uprating of social security benefits. 

THE SECRETARY OF STATE FOR SOCIAL SERVICES said that he and 
the Chief Secretary, Treasury, had considered the additional options 
canvassed in the Cabinet1 s earlier discussion. They had agreed that 
they could not recommend either an interim uprating or a Christmas 
bonus. An interim uprating could not in practice be paid until May 
1978, and would give rise to strong pressure to take account of the 
further inflation between Novembei 1977 and May 1978. A Christmas 
bonus had political attractions, but it would be irrelevant to the 
statutory duty laid upon him to uprate weekly benefits sufficiently to 
restore their value; and it could not in any case take account of price 
rises up to November unless payment were delayed until February. 
It would be very costly - a £10 bonus would cost £100 million - and 
since it would require legislation the amount of the bonus would not, in 
the present Parliamentary situation, be wholly within the Government's 
control. He remained of the view, therefore, that the uprating must 
make proper allowance for his statutory obligation. Given the 
inevitable uncertainty of the forecast increase in prices he did not 
think that an increase of 13.1 per cent would be adequate from this 
point of view or would be accepted by the House of Commons. He had 
already reduced his original proposal for a 16. 3 per cent increase to 
one of 15 per cent for long-term benefits and 14. 7 per cent for short
term benefits. He did not favour any greater differential between 
short and long-term benefits than this, since he had the same legal 
obligations in respect of both, and there were strong social reasons 
against enlarging the differential which had already been widened in 
the 1976 uprating. He therefore strongly recommended the 15 per 
cent/14. 7 per cent proposal to his colleagues. 

THE CHIEF SECRETARY, TREASURY, said that there was no 
justification for doing other than uprate in line with the best available 
forecast. If the Secretary of State for Social Services' proposal were 
accepted, the total claims on the Contingency Reserve in 1977-78 
would leave only £34 million uncommitted while claims in 1978-79 
would commit more than the total reserve available. Even if there 
proved to be money to spare it did not follow that this was the best 
way of spending it as against other claims. He thought therefore 
that the right course was to uprate by 13.1 per cent but to make it 
clear that if the forecast proved to be too low the Government would 
make good the difference. If however the Cabinet felt that an uprating 
of 13.1 per cent was too low, they should choose one of 14. 4 per cent 
rather than 15 per cent. But they should also consider the 
possibility of a lower increase for short-term than for long-term 
benefits; this did not mean penalising the short-term beneficiaries, 
since they would still be getting an nprating which matched the fore
cast of price increases and was tax-free. 



In discussion there was general agreement that, while there were 
political arguments in favour of a Christmas bonus, a decision on this 
should be taken on its merits separately and later. It was also 
stressed that the Cabinet should bear in mind not just the percentage 
figures but the actual sums which pensioners would receive. The 
uprating given in 1976 for long-term benefits was £2 for a single 
person and £3.30 for a married couple, bringing the rates to £15. 30 
and £24.50 respectively. The proposal of the Secretary of State for 
Social Services would bring these current rates up to £17. 60 and 
£28. 20, while those of the Chief Secretary, Treasury, would bring 
them to £17. 30 and £27. 70. An uprating of 14. 4 per cent would give 
benefit rates of £17. 50 and £28 which arguably had the advantage of 
producing round figures in addition to giving slightly higher increases 
in money terms than those of 1976. 

In further discussion it vas argued that not to give 15 per cent would 
disappoint beneficiaries and have a serious and adverse effect on the 
discussions with the Trades Union Congress on pay policy. The 
Government so far had been able to maintain that they had treated 
pensioners well, and it was important that they should sustain this 
position. If there were insufficient revenue available to meet 
priorities of this kind - and another might well be the proposals for 
employment creation which were coming from the Manpower Services 
Commission - then more funds should be raised through additional 
taxation. On the other hand it was pointed out that any departure from 
13.1 per cent for the uprating would inevitably cast doubt upon the 
forecast increase in prices. It would be wrong to do this at a time 
when the Government were still fighting to bring down the inflation 
rate. Furthermore, the economic position of the country, and the 
political situation of the Government, had improved over the last six 
months, largely because of the firm controls exercised by the 
Treasury, and it was important to maintain these by sticking to 13.1 per 
cent and leaving any money which might later be available for other 
priorit ies, including other social expenditure. 

THE PRIME MINISTER, summing up the discussion, said that there 
remained differing views in Cabinet on the uprating which should be 
given; but there was a clear majority in favour of an increase of 
14. 4 p^r cent for long-term benefits and 14 per cent for short-term 
benefits. This should be publicly presented, not as indicating any 
uncertainty about the forecast of price increases, butrather as an 
uprating intended to do rather more than keep pace with inflation. 
Consistently with this, no undertaking should be given to make good any 
shortfall if, contrary to the Government expectations, the forecast 
should turn out to be wrong. Whatever the merits of a higher rate for 
long-term than for short-term benefits it was clear that greater 
discrimination between the rates would be politically unacceptable. 



The Cabinet 

1. Took note, with approval, of the Prime 
Minister1 s summing up of their discussion. 

2. Invited the Secretary of State for Social 
Services to arrange for an announcement that the 
1977 uprating of social security benefits would 
produce benefit rates of £17. 50 for a single person 
and £28 for a married couple on long-term benefits, 
and £14. 70 for a single person and £23. 80 for a 
married couple on short-term benefits. 
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5. The Cabinet had before them a memorandum by the 
Secretary of State for Education and Science and Paymaster General 
(CP(77) 51) on the question whether the second stage increase to 
certain top salaries groups should be reduced by the increase of 
£208 a year which they would receive under round 2 of the pay policy. 

THE SECRETARY OF STATE FOR EDUCATION AND SCIENCE AND 
PAYMASTER GENERAL said that in 1974 the Government had 
accepted the salaries recommended by the Top Salaries Review 
Body (TSRB) for the higher Civil Service, the higher judiciary and 
senior officers of the Armed Forces, and those recommended by the 
Doctors' and Dentists' Review Body (DDRB) for doctors and dentists 
in the National Health Service; but had decided that for the more 
senior of them the increase should be paid in two stages. The 
second stage had subsequently been withheld as being precluded 
by the £8, 500 cut off in vound 1 of the pay policy. Although there 
was now no formal pay policy objection to paying the second stage, 
no decision to pay it had yet been taken. The current thinking of 
the responsible Ministerial Committee was that it might be paid 
from 1 August but this depended upon the terms of round 3 of the 
pay policy. The question before Cabinet at the moment was: should 
that stage 2 of the increase, when paid, be abated by the £208 
increase which Ministers had agreed in correspondence should be 
paid under round 2 to those covered by the TSRB and DDRB awards? 
The immediate significance of the question was that the answer would 
affect the pensions of those who retired, since the whole of the 
TSRB and DDRB awards was reckonable for pension calculation 
purposes. The argument in favour of deducting the £208 was that 
this was required by a strict interpretation of pay policy, an 
interpretation which had in fact been applied in other cases. The 
Trades Union Congress (TUC) had been consulted on the point and 
had supported this view. Against this it had been argued that the 
pay policy guidelines were concerned with pre-policy agreements 
which anticipated future increases, not, as here, where the 
increase related to an earlier period; and that to withhold this 
£208 when the second stage of the increase was payable would be 
to discriminate further against a group who had already been treated 
less than fairly. 

In discussion it was argued that the requirements of the pay policy 
guidelines were quite clear, and had been applied to a large number 
of other cases, including that of the seamen. To treat the TSRB 
and DDRB groups differently would be totally unacceptable. The 
Government had already agreed that these groups should be allowed 
to count their, as yet unpaid, stage 2 increases for pensicn purposes, 
and there was no justification for giving them the further privi lege 
of counting the £208 in addition. Against this it was argued that, 
in the case of the seamen and others, not only had rates for staged 
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payments been fixed before the pay policy came into effect, but 
dates for the increases had been fixed also. This was not the case 
with the group under discussion, where no dates had been fixed. 
It had been a unilateral decision by the Government not to pay in 
one increase the whole of the new rates recommended by the Review 
Boards. Against this it was argued that there had been other 
groups of employees who had similarly had no date fixed for staged 
payments, who had nevertheless been required, in compliance with 
pay policy, to subsume staged payments within the pay policy 
maxima. To pay the £208 in addition to the stage 2 payments 
might result in many other cases being reopened and even endanger 
phase 2 of the pay policy. 

In further discussion it was argued that the group under discussion 
were in a unique position, and could and should be treated as a 
special case. The matter was one on which a decision could not 
be delayed, because the report of the DDRB had been in the 
Government1 s hands for over a month and must be published at an 
early date. At the same time the Government would have to 
indicate publicly whether or not they were accepting the Board's 
recommendations. If they rejected them, the Board would resign, 
and the Government's relations with the medical profession would 
suffer a serious setback. The position of the judiciary would be 
difficult if it were decided to abate the stage 2 payments by the £208, 
since the judges had a statutory right to the stage 2 payments which 
they were at present waiving and if the £208 were to be subsumed 
in the stage 2 payments they might well abandon their waiver. One 
possibility might be to refer the matter to a body set up to deal with 
anomalies under the pay policy in round 3; but this was not really 
possible since the TUC were at present much opposed to the creation 
of such a body. 

THE PRIME MINISTER, summing up the discussion, said that it 
was urgent for a decision to be taken. If the Cabinet agreed that the 
£208 might be paid in addition to the stage 2 increases this would be 
i l l - received by the TUC; on the other hand if they decided that the 
stage 2 increases should be reduced by the £208 this could lead to 
serious trouble with the doctors and dentists of a kind which might 
force the Government to change their decision at a later stage. 
Whether the position of these top salaries groups was unique was 
a matter on which two views were held by different members of 
Cabinet. On balance, the majority view of the Cabinet was that 
the £208 should be paid in addition to the stage 2 increases. This 
would need to be presented in as low key a manner as possible in 
order to minimise any problems for the pay policy discussions with 
the TUC. 
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The Cabinet -

Took note with approval of the Pr ime Minister's 
summing up of their discussion and invited the 
Ministers concerned to be guided accordingly. 

BP 6. The Cabinet discussed British Petroleum shares. Their 
SHARES discussion and the conclusions reached are recorded separately. 

Previous 
Reference: 
CM(76) 39th 
conclusions 

13 



7. The Cabinet considered a note by the Lord Chancellor 
(CP(77) 50) covering the policy sections of a draft Green Paper on 
the housing policy review for England and Wales. The memorandum 
by the Secretary of State for Scotland (CP(77) 52), covering the 
corresponding draft for Scotland, had also been circulated for 
information. 

THE LORD CHANCELLOR said that when the Ministerial Group 
under his chairmanship began their studv of the housing policy 
review, they were presented with statistics which revealed a net 
surplus, small but growing, of houses over households and a 
reduction in the number of households in unsatisfactory conditions 
to little more than a quarter of the number 25 years ago. On the 
other hand, the Group were conscious that there was still a great 
deal of bad housing and that there were wide local and regional 
variations in the intensity of housing problems which the overall 
national statistics concealed. The main thrust of the Green Paper 
therefore was on the assessment and more selective treatment of 
local housing needs, involving local housing strategies, housing 
investment plans and a reshaped public sector subsidy system. The 
draft Green Paper made no specific commitment on the future level 
of housing investment; and the issue of the rate of rent increases 
was dealt with on the basis of a proposal that it should be broadly 
in line with increases in money incomes. The main elements of the 
proposed new policy were set out in paragraph 3 of his note. The 
only issue which had been left undetermined was that of relief on 
mortgage interest at higher rates of tax which the Chancellor of the 
Exchequer and the Secretary of State for the Environment were 
considering further before putting their conclusions to the Cabinet. 
The remaining sections of the draft Green Paper which were in 
preparation would contain a more detailed exposition of the policy 
proposals and after it had been approved by the Ministers chiefly 
concerned, it would be circulated to members of the Cabinet for 
information. 

THE SECRETARY OF STATE FOR THE ENVIRONMENT said that 
the Ministerial Group had succeeded in resolving all points of 
disagreement on the policy proposals embodied in the draft Green 
Paper, except what should be said about the question of relief on 
mortgage interest at higher rates of tax; on this he and the 
Chancellor of the Exchequer expected to be able to circulate agreed 
recommendations to members of the Cabinet before their next 
meeting. But he hoped that the Cabinet would approve the 
remainder of the draft in order to enable further work to proceed 
with a view to publication in the second or third week of June. 

14 



In discussion the following points were made 

a. The proposal to encourage the sale of council houses 
in the right circumstances would be controversial with some 
Labour Party supporters. But it had to be viewed against 
the shift of public opinion in this direction and the fact that 
the Conservatives were determined to make it an entitlement 
for any council tenant to buy his house. It was sensible for 
the Government to take a step towards making home ownership 
more easily available provided that sales were confined to 
areas which had a real easement in their public sector 
housing situation. It would not be practicable, however, to 
introduce legislation directly to prevent councils from selling 
houses in areas of housing stress. The relatively small 
take-up of schemes of purchase on favourable terms last year 
suggested that the risk of large sales of council houses could 
easily be exaggerated. But the Secretary of State for the 
Environment would aim to impose on councils in stress areas 
an obligation of "additionality" in the sense that he would 
require some relationship to be preserved between what 
councils received from council house sales and what they 
spent on their housing sector generally. It was noted that 
the Secretary of State for Scotland had doubts about the 
practicability of imposing an obligation of this kind and that 
he would be considering other possible methods of achieving 
the same objective. 

b. The proposals to encourage owner occupation more 
generally should have political appeal. The proposed scheme 
of Government assistance for f irst-time buyers would be on 
modest lines, involving a matching loan of £500, with 
interest and repayments deferred for 5 years, to any 
purchaser who had been able to save £500 for the purchase. 
The initial cost would be about £60 million in a full year, 
which would diminish as loans were repaid. The scheme 
would be directed to purchasers at the lower end of the 
property market and, provided that mortgage loans were 
also available elsewhere, it should provide material 
assistance for those who could not at present afford to buy. 
It was noted that the Chancellor of the Duchy of Lancaster 
would put to the Secretary of State for the Environment 
certain ideas which he had for enlarging building society 
obligations and for easing the path of prospective home owners. 

c. Some importance had been attached by the National 
Executive Committee of the Labour Party to an equality of 
assistance to the public and the private sectors. Comparisons 
of this kind were unrealistic, but the figures for the total 
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amount of assistance to each sector and the amount of 
assistance per head at present worked out at approximately 
£1, 000 million and £210 respectively, with only marginal 
differences between the two sectors. Nevertheless the draft 
Green Paper attempted to form a rough link between the two 
sectors in suggesting a floor of 35 per cent, or the equivalent 
of the basic rate of tax relief on mortgage interest, for the 
subsidy payable to any local authority. In Scotland 
assistance to the public sector was much greater than to the 
private sector, and partly for this reason the Scottish Green 
Paper would not float the idea of a minimum subsidy 
entitlement for local authorities. The point was made that 
equity within the sectors was also important and that this 
would be achieved by reducing the subsidy for those 
authorities which did not need it to the benefit of those which 
did, and by limitations on the availability of tax relief on 
mortgage loan interest in the private sector. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet approved the policy sections of the draft Green Paper 
annexed to CP(77) 50, with the exception of the passages relating 
to relief on mortgage interest at higher rates of tax which they had 
not discussed and on which the Chancellor of the Exchequer and the 
Secretary of State for the Environment would be submitting their 
recommendations before the next meeting. It was noted that the 
remainder of the draft Green Paper, dealing with the policy 
proposals in more detail, would be circulated to members of the 
Cabinet as soon as possible with the intention that the Green Papers 
for England and Wales and for Scotland should be published 
simultaneously in about the second or third week of June. 

The Cabinet -

Took note, with approval, of the Pr ime Minister1 s 
summing up of their discussion. 

Cabinet Office 

19 May 1977 
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LIMITED CIRCULATION ANNEX 

CM(77) 20th Conclusions, Minute 6 

Thursday 19 May 1977 at 10. 00 am 

The Cabinet had before them a memorandum by the Secretary of State 
for Energy (CP(77) 53) proposing that the sale of 17. 4 per cent of the 
British Petroleum (BP) shares should be deferred until the autumn, and 
a memorandum by the Chief Secretary, Treasury (CP(77) 56) 
commenting on this suggestion. 

THE SECRETARY OF STATE FOR ENERGY said that in December 
1976, during their coxisideration of measures to combat the sterling 
cr is is , the Cabinet had agreed to sell part of the public sector share
holding in BP, in order to reduce the public sector borrowing 
requirement (PSBR) in 1977-78 by about £500 million. Since then the 
economic situation had changed considerably, and it now looked as if 
the PSBR would be considerably lower than had then been expected. 
Sales of gilts had gone well and sterling had strengthened considerably 
as international confidence in the United Kingdom had returned, helped 
by the increasing production of North Sea oil. Since the December 
decision the BP share price had risen very considerably, though it had 
also fluctuated quite widely about the general trend. After 
President Carter 's statement on energy it had immediately risen by 
70p, and the previous day, merely on unconfirmed rumours of a new 
discovery of natural gas, it had risen 18p to stand at 964p. At 
that price the shares would realise a much larger sum than the 
£500 million estimated in December, and it would be unnecessary to 
sell so many to obtain the same benefit. Moreover by waiting the 
Government could almost certainly get an even better price. 
Estimates of Alaskar. oil reserves were likely to be increased by 
about 20 per cent, a further price rise by the Organisation of 
Petroleum Exporting Countries was expected the following month, the 
United States had talked about creating larger stockpiles of oil and BP 
were taking a share in the Buchan field. Their investment in the 
Forties field was proving so successful that it was expected to be 
recovered in 18 months. Al l these events would tend to improve BP 's 
profitability and increase the value of the company's shares. It now 



seemed unlikely that the company would need to make a rights issue 
for about three years. Hence he was seeking his colleagues' agree
ment to postpone the sale until later in the year. Disposal of the 
shares was not popular in the Labour Party, nor with the Trades 
Union Congress. If, by disposing of the shares prematurely, the 
proceeds were less than might have been obtained by waiting longer, 
the displeasure woald be heightened, particularly in view of the large 
amount of commission - estimated at £20 million - which would have 
to be paid to financial intermediaries. The Chancellor of the 
Exchequer, in his Budget Speech, had referred to a proposal to 
restrict the unilateral relief for taxes paid by oil companies. The 
Secretary of State for Energy understood that this proposal might 
yield as much as £150 million in the current financial year but that 
progress on this was beirg delayed in order to avoid depressing the 
price of the BP shares. He was also concerned about the possibility 
that a foreign Government might acquire a substantial shareholding in 
BP, as a result of the sale, while the ordinary people of the United 
Kingdom, who ought to be the chief beneficiaries of North Sea oil, 
were unable to buy shares. 

THE CHIEF SECRETARY, TREASURY, said that the aim of the 
operation was not to reduce the Government's shareholding in BP but 
to dispose of most of the additional holding which had been acquired by 
the Bank of England from Burmah Oil Company as a result of the 
support operation extended to that company in 1975. The timing had 
been intended to relieve the PSBR in 1977-78. Deferment of the sale 
until the autumn would lose the prospect of getting the full benefit in 
that year. A sale of this magnitude - larger than any previous 
operation of the kind anywhere - could only be successfully mounted 
when the market was rising; when it was, it could always be argued 
that the price might rise higher if one waited longer, but there was no 
means of knowing for how long one could afford to wait. If the 
market fell, a sale would be much more difficult, and arguments could 
be advanced in favour of waiting until it turned up again. The bright 
prospects which had been held out for BP were not a secret: they 
were recognised throughout the financial world, ajid as a result had 
already been extensively anticipated in the price of the shares. 
Their price earnings ratio stood at 34, which compared with an 
average of 10. 7 for oil shares in general. Moreover, some 
unforeseen development in Alaska or the Middle East could at any 
time depress the price of the shares. It would be possible to try to 
organise the sale without taking advice from institutions with long 
experience and expertise in the stock markets, but this course would 
certainly result in a much lower yield, and the loss was likely to be 
much greater than the £20 million saved on professional advice and 
services. It was not correct that the examination of oil company tax 
rel ief was being held up because of this sale. The oil companies 
enjoyed relief against United Kingdom tax in respect of "taxes" which 
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they paid in some Middle East covintries. The United States Government 
offered similar credit. If the United Kingdom restricted this relief it 
would need to keep in step with the Americans, or it might gi ve United 
States companies a competitive advantage against domestic ones such as 
BP. Consultations were continuing, but even if a change were introduced 
in this year's Finance Bill, it would not take effect until about 1981 
and would then only raise £50 million a year. While it was true that a 
foreign Government could apply for a very large slice of the shares off
ered, the Bank of England would have discretion over the allotment of the 
shares, and could determine whether such applications were filled. 
There was however nothing to stop a foreign Government from buying 
shares on the open market at present. While the PSBR position was 
now less critical than had been expected in December, unless the sale 
went ahead soon, the £600 million would not be available in this year 
to give the Cabinet more manoeuvring room if they wished to decide 
on any reflationary measures during the current year. 

In discussion it was argued that the original decision had been to sell 
enough shares to raise £500 million, and the number of shares offered 
should be limited to that figure. Since there could be no certainty 
when the best price could be obtained, it might be better to make the 
shares available on demand, like a "tr,p stock" rather than in a single 
large block. Alternatively, it might be possible to hedge bets by 
offering thu shares in two stages - some now and a further lot in the 
autumn. In this way some benefits might be obtained from the 
predicted rise in prices if it took place. There should also be a 
better chance for members of the British public to acquire some of the 
shares. It was not clear why, if a sale or part of a sale were 
deferred to the autumn, the proceeds would not be available before the 
end of 1977-78. 

Against this it was pointed out that when the Cabinet had reviewed 
their December decision, in March 1977, the Chancellor of the 
Exchequer^ paper (CP(77) 26) had made clear that because of the 
appreciation of the shares in the meantime, the proceeds were likely 
to be some £600 million, and Cabinet had agreed that he should take 
credit for that in devising his Budget strategy. The Bank of England 
had examined carefully whether the shares could be offered like a "tap 
stock" but had advised that this was unlikely to be more successful 
than a single offering, and would raise difficulties with the rules of 
the United States Securities and Exchange Commission. It was already 
intended to allow subscribers to pay for their shares in two instalments, 
and this was why, if the sale were made too late in the year, some of 
the proceeds would be deferred until 1978- 79. Splitting the offer into 
two stages however seemed practicable. There could be no guarantee 
that it would increase the amount received for the shares. The first 
offering might flop if would-be purchasers chose to hold off in the hope 
of getting the second tranche at a lower price. If the autumn price 
were higher the Government might be criticised for not having waited 



to sell all the shares then. Nevertheless this proposal had 
important political advantages and was well worth further positive 
consideration. At the same time more thought might be given to 
restricting the possibility of foreign Governments obtaining a large 
share (perhaps by limiting the number of shares which could be 
acquired by a single purchaser) and to giving a wider preference for 
the British public. The German Government had given preference to 
the German people when it had sold the shares in Volkswagen. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet had decided in December, and had confirmed their decision in 
March, to sell 17. 4 per cent of the Government shareholding in BP. 
The majority still felt that this decision should not be reversed and 
that the sale should commence in June. However there seemed many 
advantages in dividing the operation into two stages, and offering about 
half the shares in June arid the rest later in the year. The Home 
Secretary, the Secretary of State for Energy, the Chief Secretary, 
Treasury, and the Chancellor of the Duchy of Lancaster should give 
urgent and constructive consideration to the practicability of such a 
division. They should also consider whether applications by foreign 
Governments could be effectively restricted, say by limiting the 
allocation of shares to individual purchasers to 1-2 per cent, and 
whether there were ar-y additional means of ensuring that members of 
the British public who wished to acquire the shares had every chance 
of doing so. The Cabinet authorised the Chief Secretary, Treasury, 
to proceed with arrangements for the sale subject to the conclusions of 
this group on these points. 

The Cabinet -

Took note, with approval, of the Prime Minis ters 
summing up of their discussion and invited the 
Ministers concerned to be guided accordingly. 

Cabinet Office 

20 May 1977 
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PARLIAMENTARY 
AFFAIRS 

Pr ice 
Commission Bill 

Previous 
Reference: 
CM(77) 15th 
Conclusions, 
Minute 3 

iortion Bill 

1. The Cabinet were informed of the business to be taken in the 
House of Commons during the wssk beginning 13 June. 

In a brief discussion of the Pr i ce Commission Bill the point was 
made that this Bill needed to reach Royal Assent by 22 July. 
The timetable for the Bill had been discussed between the Whips 
in both Houses and, although it would not be possible to complete 
the House of Commons stages earl ier than the week beginning 
20 June, it was thought that the date for Royal Assent could be met. 

It was pointed out in discussion that the Abortion Bil l , which had 
been introduced by Mr William Benyon to give effect to the 
recommendations of the House of Commons Select Committee on 
Abortion and had -received a. big majority on Second Reading, was 
still waiting to go into Standing Committee, and the damaging 
impression was gaining ground that the Government was blocking 
the progress of the Bil l . It was suggested that the Government 
would be most unwise to seem to obstruct this Bill; it dealt with a 
matter of conscience which was traditionally left to a free vote, 
and since it had a clear parliamentary majority the House should be 
allowed to complete consideration of it. On other occasions the 
Government had given assistance to legislation on matters of this 
kind in order to ensure that lack of time did not prevent the 
Commons from completing consideration of a Private Member1 s 
Bill which had received a majority on Second Reading. If the Bill 
failed to reach Royal Assent this Session, it might be introduced 
again in the next Session, and the Government could then run into 
considerable difficulty if the Bi l l 's progress was held up for a 
second time. 

It was explained in reply that the Government were not blocking the 
Abortion Bill but dealing with it in e:.:actly the same way as all other 
Private Members1 Bi l ls . Mr Stephen Ross's Bill on Homelessness, 
which was due to go into Standing Committee C ahead of the Abortion 
Bil l , was, however, being moved to another Standing Committee. 
This was being done in fulfilment of the Government's arrangements 
with the Liberals, but would enaole the Abortion Bill to get into 
Committee sooner than would otherwise have been the case, 
probably on 22 June. Nevertheless the Bi l l 's chances of reaching 
Royal Assent this Session were small. Assuming it was reported 
out of Standing Committee by 15 July, the last day for consideration 
of Private Members' Bills in the Commons, it might well fail to 
obtain Report and Third Reading, because Commons consideration 
of Lords amendments to earl ier Private Members' Bil ls would take 



precedence, and the Abortion Bill would in any event be strongly 
opposed. Even if it were sent to the House of Lords on 15 July it 
seemed unlikely that they would then pass it through all stages 
without amendment before the end of the Session. It was argued 
that this Eill aroused strong opposition as well as strong support, 
and any move by the Government to change the normal rules by 
giving the Bill special treatment at this late stage would be deeply 
resented by many in the Labour Party. Lf every Private Member's 
Bill which received a Second Reading had then to be facilitated by 
the Government, this would amount to treating all such Bills in the 
same way as Government Bil ls, and would be a radical departure 
from the established arrangements for Private Members1 Bi l ls . 

THE PRIME MINISTER, summing up the discussion, said that the 
Government should take advantage of any goodwill created among 
Mr Benyon and the supporters of his Bill by the decision to move 
the Bill on Homelessness to another Standing Committee. Nothing 
should be done to obstruct any sittings motion moved in Standing 
Committee in order to increase the prospects of the Abortion Bill 
being reported by the Committee before 15 July. It was important 
to get across to all supporters of the Bill that the Government had 
already taken administrative action to achieve many of the Bil l 's 
objects, and the Secretary of State for Social Services would arrange 
for the material on the background to the Bill and the action taken by 
the Government which had been issued at the time of the Bil l 's 
Second Reading to be brought up to date and given a further wide 
circulation. The future handling of the Bill raised difficult issues 
which would require further thought. It might be helpful if the 
House of Commons could deliver a final verdict on the Bill this 
Session; if it did not reach Royal Assent the same problems might 
arise in the next Session. For the present, however, the matter 
could be left until it became clear whether the Bill would emerge 
from Standing Committee. 

The Cabinet 

1. Took note, with approval, of the Pr ime Min is ters 
summing up of their discussion and invited the 
Secretary of State for Social Services to proceed 
accordingly. 

THE PRIME MINISTER said that he thought the time had come for the 
Cabinet to have a discussion on general strategy and on matters of 
particular current concern, before any discussion with the Leader 
of the Liberal Party about next Session's programme, and a meeting 
at Chequers was accordingly being arranged for Sunday, 26 June. 

The Cabinet 

2. Took note. 



Direct Elections
to the European
Assembly

 The Cabinet resumed their discussion about direct elections to the 
 European Assembly, Their discussion and the conclusions 

 reached are recorded separately. 

Previous 
Reference: 
CM(77) 17th 
Conclusions, 
Minute 4 

FOREIGN
AFFAIRS

 2. The Cabinet discussed the question of President Amin's 
 attendance at the Commonwealth Heads of Government Meeting. 

Their discussion is recorded separately. 

Uganda 

Previous 
Reference: 
CM(77) 11th 
Conclusions, 
Minute 4 
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POLICY 
GREEN PAPER: 
TAX RELIEF ON 
MORTGAGE 
INTEREST 

Previous 
Preference: 
CM(77) 20th 
Conclusions, 
Minute 7 

3, The Cabinet considered a memorandum by the Chancellor 
of the Exchequer (CP(77) 58) proposing a restriction on tax 
relief on mortgage interest. 

THE CHANCELLOR OF THE EXCHEQUER said that after 
discussion he and the Secretary of State for the Environment had 
agreed the draft paragraphti, annexed to his memorandum, for 
insertion in the Green Paper on housing policy. Following the 
abolition of tax relief on most personal loans other than for 
housing, it had become more difficult to regard mortgage 
interest relief as any different from other assistance for housing; 
and it seemed inequitable that those .vith the highest incomes 
should benefit from it the most, even though this was an inevitable 
consequence of a progressive tax system. The Government had 
of course imposed a ceiling of £25, 000 on eligible mortgage loans 
and had stopped relief on mortgage interest for second homes, 
but publication of the Green Paper would inevitably raise the 
question of going further than this. A general withdrawal of 
higher rate relief would have adverse effects on demand and 
mobility. It would also affect three-quarters of a million tax
payers, or up to 2 million voters, starting with those on a gross 
income of about £7, 000 a year. Indeed any further restriction 
of tax relief on mortgage interest would be resented by better off 
people who would be hit by a number of measures already decided 
upon, for example the phasing out of child tax allowances, 
rating at capital instead of rental values, and higher national 
insurance contributions under the Better Pensions scheme; and 
it would bear hardly on younger people whose mortgages had 
more than 6 years to run. He felt however that the proposal of 
the Secretary of State for the Environment and himself, whereby 
mortgage interest relief would be withdrawn at tax rates over 
50 per cent represented a reasonable compromise between equity 
and political reality. It would affect 165, 000 taxpayers with 
gross incomes over £10, 000 a year, ie Z\ times the average 
earnings. It would be important to have a reasonable period of 
notice of 6 years and to hold out at the same time the prospect of 
lower tax rates. The date from which the period of notice would 
take effect should be left open as a matter for debate. 

THE SECRETARY OF STATE FOR THE ENVIRONMENT said that 
it was a widely held view in the country, the Labour Party and the 
trade unions that mortgage tax relief was equivalent to a subsidy. 
It was therefore very difficult to avoid this issue in the context of 
a comprehensive review of housing policy or to rest on the present 
position whore the larger the income, the larger was the subsidy. 
It was necessary to devise a reasonable compromise, which 
would hold the line against far more radical proposals which had 
been canvassed. An essential part of the compromise proposed 
was a Government commitment to maintain mortgage interest 
relief. The transitional period of 6 years, which would apply to 



its withdrawal at rates above 50 per cent, would benefit those 
taking out new mortgages within that period as well as existing 
mortgagors. 

In discussion it was argued that while there was a case in equity 
for restricting mortgage interest relief at higher rates of tax, 
the proposal would be likely to prove a political incubus in present 
circumstances; and the odium which it would attract would be 
iinmediate even though the restriction did not take effect for at 
least 6 years. Attention was also drawn to the particular 
disadvantages that the proposal would hit younger people, many 
in the managerial group but also couples of modest means in the 
teaching and other professions, whose financial commitments 
were heavier and that many home owners would be easily led to 
believe that it represented the first step towards a total abolition 
of mortgage interest relief. It was suggested that a better course 
of action would be to lay emphasis on the ceiling of £2 5, 000 for 
eligible mortgage loans and to maintain this at its present level, 
despite rising prices, though there might be a case for raising it 
for first-time purchasers only. It was pointed out, however, 
that one of the presentational drawbacks of this ceiling was that 
it took no account of regional variations in house pr ices. It was 
also suggested that the ceiling was strongly resented by many 
people, albeit a minority, and if a restriction were imposed on 
mortgage interest relief, there would be a strong case for 
removing the ceiling. On the other hand, it was argued that, 
apart from a clear case in equity for imposing a restriction, the 
general tenor of the proposals in the Green Paper, which involved 
containing the subsidy for public sector housing, demanded a 
counter-balancing proposal in relation to assistance for the private 
sector. The proposal represented a carefully judged position 
which the Government could hold. Without it there would be a 
serious risk of the Labour Party Conference this autumn carrying 
a resolution with much more radical effect, and there could be 
considerable support for this in the Parliamentary Labour Party. 
Moreover, the argument in principle against allowing mortgage 
interest relief at higher rates of tax had already been effectively 
conceded by the Government in abolishing relief on other loans 
and in withdrawing child tax allowance. The proposal was in 
itself a modest one, particularly against the background cf the 
general emphasis which the Green Paper would give to the 
encouragement of owner occupation. The case in equity for the 
proposal was so strong that it should not be supposed that it would 
be unpopular with the electorate generally. 

5 



THE PRIME MINISTER, summing up the discussion, said that, 
whatever the ca".e on grounds of equity, a substantial majcrity 
of the Cabinet was opposed to any proposal to restrict mortgage 
interest relief at higher rates of tax at the present time when 
the political objections to it were considered to be overriding. 
The Cabinet recognised that the absence of a restriction of this 
kind in the Green Paper on housing policy might increase the 
likelihood of more radical proposals being carried at the Labour 
Party 's Annual Conference, but it was for the Government to 
decide whether or not any such proposal should be adopted in the 
Manifesto. The present position W S G defensible in relation to 
the proposals in the Green Paper for assistance to the public 
housing sector since there had been a sharp increase in the subsidy 
paid in recent years. The Secretary of State for the Environment 
should therefore arrange, in consultation as necessary with other 
Ministers concerned, for the relevant draft paragraphs of the 
Gieen Paper to be revised in such a way as to omit any reference 
to a proposal to restrict mortgage interest relief at higher rates 
of tax. 

The Cabinet -

Took note, with approval, of the Pr ime Minister's 
summing up of their discussion and invited the 
Secretary of State for the Environment to be guided 
accordingly. 

Cabinet Office 

26 May 1977 
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THE PRIME MINISTER said that the issue of legislation in preparation 
for direct elections to the European Ausembly had been discussed 
recently on a number of occasions by the Cabinet. But views had been 
sharply divided and no clear conclusion had emerged. It was, 
however, essential for the Government to make a move soon since 
after Whitsun it was possible that the Conservatives might table a vote 
of censure on the Government and in this eventuality it was possible 
that the Liberals would vote with the Opposition. Moreover he 
would be presiding over a meeting of the European Council in London 
on 29-30 June and if by then no action had been taken in fulfilment of 
our "best endeavours" pledge the United Kingdom position at the 
meeting would be adversely affected. Any move by the Government 
would need to take account of the commitments which the Government 
had accepted with its Community partners, with the Liberals and in 
The Queen's Speech, but at the same time it was essential to avoid 
disruption of the Labour Party. To meet these various objectives 
and to allow the Government to survive some measure of flexibility 
would be essential. Following discussion with a few of his 
colleagues directly concerned he had concluded that a plan which 
involved the introduction of a Bill after Whitsun might be feasible. 
On this basis the Government would make no overt move in 
Parliament before the Whitsun Recess but would arrange a meeting of 
the Parliamentary Party on 15 June. At that meeting the 
Government would say that a Bill would be introduced shortly after 
wards providing for direct elections on the basis of regional l ists, but 
with a first past the post system embodied as an alternative in a 
schedule to the Bill which could be substituted if the House of Commons 
so decided. The Bill would be given a Second Reading in early July. 
It would then move into Committee Stage on the Floor of the House, 
and if the majority voted against proportional representation, 
amendments could be made which would leave the provisions relating 
to the first past the post system as valid. But it was highly unlikely 
that the passage of the Bill would be completed during this Session. 



In the autumn the Bill could be reintroduced and it would be for later 
consideration how it would then be dealt with. But it would in any 
event then be too late for us to be ready on a first past the post 
system for direct elections by the target date of May-June 1978; and 
if the Conservatives were to maintain their opposition to proportional 
representation, they could be held responsible for the delay. He had 
also concluded that, despite the difficulties it would create for his own 
position, the need to maintain the Government in being involved a 
decision that a free vote might be allowed for all Government 
suppoiters including the members of the Cabinet; thus members of the 
Cabinet would be free, if they felt it essential, to abstain or even to 
vote against the Bill. On the basis of this scenario it would be 
possible to demonstrate both to the Liberals and to our Community 
partners that we had fulfilled our undertaking to use our best 
endeavours, but in doing so the unity of the Party would not have been 
disrupted. 

In discussion there was a general recognition that the proposed solution 
to the Governments dilemma was ingenious. On the other hand like 
all compromises it carried disadvantages for both those who favoured 
and those who opposed direct elections. On the one hand it was 
strongly argued that it would be seen by our Community partners as a 
transparent device to escape from our obligations. A free vote for 
Ministers and the introduction of a major and controversial 
constitutional measure unaccompanied by a timetable Motion could 
hardly be regarded as a serious effort to fulfil our obligations: and 
this lukewarmness could do serious damage to our other European 
interests. Furthermore a free vote would be a most dangerous 
precedent for other matters and could damage the Governments 
authority. On the other hand it was argued that the political 
compromise was not v/orth the price which might have to be paid in 
constitutional terms. The agreement signed in Brussels in 
September 1976 made it clear that the aim was to establish for later 
direct elections uniform procedures which would preclude any control 
of these by the House of Commons; and the provision that 
representatives would vote on a personal baeis would mean the absence 
of Party control over the line which thene would take. If a Bill were 
passed by the House of Commons later this year it would represent a 
momentous step towards European federalism and would thus revive 
the European issue and disrupt the Labour Party. 

In further discussion it was pointed out that the Governments room 
for manoeuvre was very limited and that further delay was not a viable 
option. If a Bill were not introduced soon a censure Motion was 
likely and the Liberals would probably vote with the Opposition in 
which case the Government would fall. The Tories would then 
introduce and carry their own Bill on the matter. Whatever views 
were held about the desirability or otherwise of direct elections this 
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was not an isuuj which should be allowed to break up the Government, 
While the proposals advanced in discussion had a number of 
disadvantages not least in terms of the likely disappointment of our 
Community partners, they represented a compromise which went 
some considerable way to meet those who had doubts about early 
progress to direct elections but which could be defended both in 
Europe and the United Kingdom as compatible with onr obligations. 
They azso had the result that if we were not in the event ready for 
direct elections by May-June 1978 the House of Commons would have 
been responsible for the decision and not the Government. 

THE PPJME MINISTER, summing up the discussion, said that a 
substantial majority of the Cabinet agreed with varying degrees of 
reluctance with the course which he had outlined. If a plan on these 
lines were to have any chance of success it would be essential not to 
reveal it until the proposals were put to the Parliamentary Party after 
Whitsun. In the meantime, the Home Secretary should press forward 
with the preparation of a Bill ir. consultation with a small group ot 
Ministers which he would arrange to be constituted. 

The Cabinet 

1. Took note, with approval, of the Prime 
Minister's summing up. 

2. Invited the Home Secretary to proceed 
accordingly. 

Cabinet Office 

30 May 1977 

3 



THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT 

FOREIGN 
AFFAIRS 

Uganda 

Previous 
Reference: 
CM(77) 20th 
Conclusions, 
Minute 1 

COPY NO 

CABINET 

LIMITED CIRCULATION ANNEX 

CM(77) 21st Conclusions, Minute 2 

Thursday 26 May 1977 at 10. 30 am 

THE FOREIGN AND COMMONWEALTH SECRETARY said that we still 
did not know President Amin's real intentions as regards his 
attendance at the Commonwealth Heads of Government Meeting. He 
had made a number of conflicting statements and it was clearly part of 
his tactics to keep us guessing. There was however a serious 
possibility of his attempting to come. The small group of Ministers 
which had been considering the matter under the Prime Minister's 
chairmanship had therefore decided that he should not be allowed to 
enter the country: and President Amin had been privately informed of 
this decision. While people in this country would no doubt welcome 
the decision there was a risk that if it were made public too early 
certain Commonwealth leaders would feel it necessary to rally to 
President Amin's support. Some might even decide not to attend the 
Mseting themselves or there might be pressure on us to postpone the 
Meeting. His conclusion therefore was that we should delay 
announcing the decision for the time being. This also gave 
President Amin an opportunity to say that he had himself decided not to 
come. The decision was of course related to President Amin 
personally and a delegation from Uganda would be allowed to attend the 
Meeting. It had been necessary to consider whether to warn the 
remaining United Kingdom citizens in Uganda against the possibility 
of reprisals. There were however very few left in Uganda who would 
contemplate leaving that country and the French, who represented our 
interests in Uganda, had advised that any new warning would 
immediately become public and would merely provide an excuse for 
President Amin to take reprisals. In his view, therefore, it was 
better to give no warning. In the debate in the House of Commons cn 
27 May he would say very little. If by then President Amin had not 
reacted to the Pr ime Min is ters message, he would avoid any explicit 
reference to the decision. Most people in the House by now understood 
the situation and he hoped to be able to delay any public announcement 
of the decision until the middle of next week. Contingency plans were 



being prepared by the Home Secretary against the possibility that 
despite the decision which had been communicated to him, 
President Amin attempted to enter the country. 

The Cabinet -

Took note, with approval, of the decision to 
exclude President Amin from the Commonwealth 
Heads of Government Meeting. 

Cabinet Office 

27 May 1977 
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I F ILAMENTARY
A* FAIRS

Nuclear Test Ban
Treaty

Finance Bill

 1. The Cabinet were informed of the business to be taken in the 
 House of Commons during the following week. 

 THE PRIME MINISTER said that he had been in touch with 
 President Carter and Mr Brezhnev about the negotiations for a 

comprehensive test ban treaty, and both agreed that we should 
participate in them from the outset. He proposed to announce 
this in the House of Commons that afternoon: and the full tripartite 
discussions would probably begin before the end of July. We had 
already had bilateral discussions with United States officials and 
the latter had had similar bilateral discussions with the Russians. 
It was difficult to forecast the chances of success in the tripartite 
negotiations. The question of peaceful nuclear explosions was 
likely to be particularly difficult given the difficulty of distinguishing 
between them and explosions for defence purposes: we would have 
to listen to what the Russians had to say. We should do our best to 
make the talks a success. 

The Cabinet 

1. Took note. 

 THE PRIME MINISTER said that following the Government's defeats 
in the Committee Stage of the Finance Bill on 13 June the Chancellor 
of the Exchequer would be considering the options open to the 
Government before Report Stage in the second week of July. It 
would then be necessary to table the appropriate amendments and to 
ensure that all the Governments supporters understood that 
irresponsible action could not be allowed to determine the shape of 
the Chancellor's Budget. The Parliamentary Party would have to 
consider the Chancellor's further proposals in that light: and he 
intended to make this clear at a meeting of the Party the following 
week. 

In discussion it was suggested that the Chancellor's proposals should 
be put to their supporters in the most constructive way possible. 
This could be achieved if they were seen as necessary to facilitate a 
package of further reflationary measures. The tactics to be used 
over the next few weeks were a matter of political judgment, but it 
would be a mistake to risk an adverse reaction from the 
Government's supporters now when there was a good chance that the 
whole economic and political climate would improve in the autumn. 
On the other hand it was argued that the amourt of headroom for 
significant additional tax reliefs or public expenditure increases 
(other than could be financed from the contingency reserve ) was very 
limited. The Party should also be made to realise that the two 
backbenchers who had voted against the Government had voted with 
the Opposition on amendments which tended to benefit taxpayers on 
higher incomes. 



Direct Elections 
to e European 
Assembly 

Previous 
Reference: 
CM(77) 21st 
Conclusions, 
Minute 1 

THE PRIME MINISTER, summing up the discussion, said that a 
later decision would be needed on the amendments to be tabled for 
the Report Stage of the Finance Bil l . He himself would explain the 
position clearly to the Parliamentary F arty the following week. 
Meanwhile Ministers should be careful to avoid prejudging the 
Chancellor's decision in any public speeches or contacts with the 
P ress . 

The Cabinet 

2. Took note. 

THE LORD PRESIDENT OF THE COUNCIL said that progress on 
direct elections was essential in order to maintain in being the pact 
with the Liberals and thus ensure the survival of the Government 
this Session and next. The most contentious issue in the framing 
of the pact with the Liberals had in fact related to direct elections. 
The Cabinet at its meeting on 26 May had asked for a Bill to be 
prepared providing for direct elections on a regional list basis but 
with alternative provision in a schedule for elections on the basis 
of a simple majority system. Accordingly a draft Bill had been 
prepared. It provided as a first choice for a regional l ist system 
but, if an appropriate amendment were moved and carried, a simple 
majority system also set out in the body of the Bill would instead 
apply. It was evident in discussions held the previous evening with 
representatives of the Liberal Party in the House of Commons that 
they had not fully appreciated that the Bill was weighted in favour of 
the regional list system in the sense that unless an appropriate 
amendment were approved the legislation would be based on this 
system. It was desirable to avoid an early vote on a reasoned 
amendment regretting the absence of a simple majority system 
and the Bill was designed to avoid this trap and to give the House a 
clear choice between the two systems. The draft Bill would be 
considered by Legislation Committee on 21 June and would be 
presented to the House on 23 June. It was planned to hold the 
Second Reading debate in early July. 

The main question for decision was whether the Government should 
clearly recommend a regional l ist system. This was what the 
Liberals wanted but this request was an addition to what they had 
asked before. The commitment in the pact with the Liberals on 
direct elections was only to take full account of their views. If such 
a recommendation were not made by the Government this would not 
break faith with the Liberals but the future of the arrangement with 
them would undeniably be placed in some jeopardy. On these grounds 
he felt that, on balance, the Cabinet would be justified in recommend
ing a regional l ist system but a decision on this would not be essential 
until the following week. 



THE PRIME MINISTER, summing up a brief discussion, said that 
it would be very strange if when presenting the Bill the Government 
did not say which electoral system it recommended. A decision 
was not however necessary until the following week when Members 
of the Cabinet could have studied the draft Bil l . The Home Secretary 
should therefore circulate to the Cabinet, if possible by the 
weekend, copies of the drafc Bill together ,vith an explanatory 
covering note, a recommended course of action and the amendment 
which would be needed if the regional l ist system were to be replaced 
by a simple majority system. The Cabinet would consider the 
matter at their meeting on 23 June and this would replace 
consideration of the Bill by the Legislation Committee. 

The Cabinet 

3. Took note, with approval, of the Pr ime 
Minister's summing up and invited the Home 
Secretary to proceed accordingly. 
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2. THE FOREIGN AND COMMONWEALTH SECRETARY said 
that the Commonwealth Heads of Government Meeting had gone 
remarkably smoothly. The problem of Uganda had been dealt with 
in a way which would not have been possible three months earl ier. 
Indeed if the Meeting had been held earl ier the future of the 
Commonwealth would have been at grave risk, and if it had ended 
now without Commonwealth condemnation of President Amin's 
actions, people in this country would have questioned the continued 
purpose of the Commonwealth. As it was the Meeting had been 
successful. It had been possible to reach an agreed statement on 
Southern Africa and some useful work had been done on the after
math of the Conference on International Economic Co-operation. 
There had been an opportunity to establish good relations with the 
new Indian leaders and relations with Bangladesh had also been 
improved. The Commonwealth leaders had gone out of their way, 
both in the meeting and in private conversations, to pay tribute to 
the Fr ime Min is ters skilful and patient chairmanship, and it was 
right that the Cabinet should know the part which this had played in 
achieving a successful meeting. 

THE PRIME MINISTER said that before the Meeting opened several 
of those who attended had been beginning to question the value of 
the Commonwealth. Bui by the end all the participants had 
recognised its value . This applied particularly to Nigeria, whose 
representatives arrived in a eomewhat bellicose frame of mind but 
departed with a much happier attitude towards Commonwealth 
membership. There was also a greater recognition that we did 
not seek to run the Commonwealth but had interests which we had 
as much right to defend as anyone else. We should face difficult 
decisions over both Rhodesia and South Africa in the weeks ahead 
and it would be necessary to give early collective Ministerial 
consideration to the possible scenarios. 

The Cabinet -

Took note. 

THE FOREIGN AND COMMONWEALTH SECRETARY said that 
while the condemnation of President Amin's regime by the 
Commonwealth Conference was satisfactory we faced a difficult 
situation in that country. The Ugandan Government had asserted 
that the French were allowing their Embassy to be used for subvers
ive purposes and had told the French Ambassador that the British 
Interests Section must be moved elsewhere. The French had been 
robust in defending our interests and it was intolerable to be told to 
seek help from a different country. He had therefore decided to 
withdraw the British Interests Section altogether last night together 
with their families. He also proposed to tell the Saudi Arabian 
Ambassador that the Ugandan Interests Section in London should be 



United Kingdom/
United States A i r
Services Agreement

removed. The question of the Ugandan officials working for the 
coffee organisation was being considered in conjunction with the Home 
Office. They would probably be told to go within the next few days. 
We now had to consider urgently the future of the support we gave to 
the Ugandan Army and Police and of our commercial relations with 
Uganda. This involved, among other things, the supply of lorr ies 
through the Crown Agents and the regular NAAFI supplies for the 
Ugandan forces which were despatched from Stansted Airport. We 
also had to take into account the possibility of Ugandan default on 
their debts. These matters were being looked into by officials and 
he expected to make proposals next week. There was also the 
problem of the European Community's relations with Uganda 
through the Lome Convention, including the provision of £15 million 
aid. His aim would be to suspend the aid so far as it went to the 
Ugandan Government while leaving that which went for humanitarian 
purposes unaffected. He would be discussing this privately with 
the Foreign Ministers of the Community the following week. There 
were still 220 British subjects in Uganda who were at risk. We 
should need to bear this in mind in any future action we took. 
These people had, however, lived in Uganda since we broke off 
relations knowing that there was little we could do for them. 

The Cabinet 

2. Took note. 

 THE SECRETARY OF STATE FOR TRADE said that the purpose of 
 the current negotiations was to secure fairer opportunities for 

 British airlines. Until the beginning of June reasonable progress 
had been made and it looked as though an agreement would be 
possible. The United States airlines and Civil Aviation Board 
had then embarked on a campaign of lobbying in Washington which 
had resulted in the United States negotiator being forced to withdraw 
concessions previously made. By the beginning of this week, we 
were no bettar off than we had been at the start of the negotiations, 
and possibly worse. There had been a slightly more favourable 
movement in the last two days, but the existing agreement was due 
to expire next week. If we could not reach agreement we faced 
the possible suspension of scheduled air services between the 
United Kingdom and the United States. He hoped this could be 
avoided, but the situation was a serious one. If a breakdown 
occurred, the practical effect would be that people from the United 
Kingdom would have to travel via Canada and British Airways had 
already made dispositions with this in view. United States airlines 
would use Amsterdam and probably also Brussels. The French had 
been generally helpful to us, and Par is was unlikely to be open to 
the Americans. These diversions would cause great inconvenience, 
although if they did not last more than a week or so the cost would 
not be enormous. As regards tourism, there was unlikely to be 
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serious disruption since charter flights were covered by a separate 
agreement which would not be affected. There was a further 
meeting that morning and he would keep his colleagues informed 
of developments. 

THE PRIME MINISTER said that he had been in touch with 
President Carter and had received a not very helpful reply. If the 
United States did not make satisfactory concessions it would be a 
matcer of fine judgment whether to accept a breakdown when it 
was likely that public opinion would not accept a suspension of 
services for long. The crucial question was who would suffer 
most from a suspension and whether we could hope subsequently 
to revive the negotiations in circumstances which would prove 
advantageous tc us. The situation should be kept under close 
review by a small group of Ministers which he would appoint. 

The Cabinet 

3. Took note. 
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TRANSPORT
WHITE PAPER

 3. The Cabinet had before them a momorandum by the 
 Secretary of State for Transport (CP(77) 60) covering a draft of the 

proposed Transport Pol icy White Paper. 

THE SECRETARY OF STATE FOR TRANSPORT aaid that the draft 
White Paper was the end product of a long process of consultations, 
beginning with the issue of a consultative document 2 years ago. 
This was a difficult field, in which there were strongly held views, 
and where there were differences both between and within the trades 
unions involved. He had attempted to reconcile all these views. 
The White Paper needed to be judged as a whole, and not by 
reference to individual parts. His proposals were framed within 
the constraints of existing public expenditure provisions because he 
thought it wrong to seek the Cabinet's approval to additional 
expenditure. He had therefore concentrated on reordering priorit ies 
or proposing policy changes which had no expenditure implications. 
The main features of Ids policy were a reallocation of resources to 
give higher priority to public transport; new powers and obligations 
for local authorities, including powers of traffic management in 
towns and a requirement on non-metropolitan counties to publish 
annual public transport plans; increased emphasis on the transport 
problems of rural areas; the abandonment of the idea of a national 
strategic network of high grade roads (despite the consequences for 
the construction industry); and appropriate emphasis on energy 
conservation. He made no proposals for the establishment of a 
national transport planning authority, because it was difficult to see 
what functions it would perform, especially with the creation of his 
new own new Department, but he kept open the possibility of an 
Economic Development Committee for transport. His policy was 
not anti-motorist. There would inevitably be some impact on prices, 
but his proposals would mean, for example, that the rise in bus fares 
would be 10-15 per cent lower than that implied by the last public 
expenditure White Paper, and the Government could take credit for 
this. His proposals involved no additional loss of jobs in the 
transport industries and he had not sought major manpower 
economies on the railways. The main outstanding problem was the 
future of heavily-loss making and mainly rural railways. Unless the 
Government were prepared to commit itself to an open ended subsidy 
to the order of an extra £200-£250 million a year by the mid-1980s 
something had to be done about this problem, and his proposals 
(which had been modified in discussion with other Ministers), 
represented a realistic attempt to solve this problem. Although this 
aspect of the proposals might be difficult, he did not expect serious 
crit icism of the rest of the White Paper, and indeed it should find 
considerable support in many quarters. He was anxious to publish 
it as soon as possible, before the conferences of the Transport and 
General Workers Union (TGWU) and the National Union of 
Railwaymen (NUR) in July, and he was confident he could successfully 
defend it at those conferences. It would be a mistake to delay 
publication further, not least because of the danger of leaks. 
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THE CHANCELLOR OF THE EXCHEQUER said that at their 
meeting on 17 May the Ministerial Committee on Economic Strategy 
had invited him to take the chair of a small group of Ministers to 
consider the draft White Paper in the light of their discussion. 
That group had made considerable progress, and reached broad 
agreement on the draft now before the Cabinet. It now made clear 
and specific proposals for dealing with the problem of cost
ineffective railway lines, by putting the responsibility upon the 
British Railways Board (BRB) to identify those lines which failed to 
pass a financial test and which contributed nothing to the railway 
network as a whole; by imposing a requirement on the Secretary of 
State to decide whether there were any overriding national reasons 
why a line should be kept open; and if he did not intervene, by 
placing ultimate responsibility on the local authorities concerned to 
decide whether the line should be kept open by a subsidy from them 
or whether the service could be better provided by buses. The 
losses on some of theiie lines were very high and it was essential 
that a more effective means of bringing about closures should be 
found. He thought that the reactions of the TGWU would be broadly 
favourable, and he did not expect very serious opposition from the 
NUR. He agreed that the White Paper should be published as soon 
as possible, and accordingly he had asked that it should be brought 
forward to the Cabinet direct, without being again considered by the 
Ministerial Committee on Economic Strategy. 

In discussion, it was pointed out that the draft would cause 
considerable concern to the Governments supporters, particularly 
in those shire counties where they had suffered heavy defeats in the 
recent local elections. It would be difficult to explain to them why 
the Government now proposed to hand over extensive new transport 
responsibilities to those local authorities which had recently 
changed hands. The Government also depended heavily upon the 
support of the NUR for the success of the next wage round, and it 
would be unwise to forfeit this by producing proposals which they 
would resist. The proposal to transfer responsibility for the 
uneconomic local railway lines to local authorities would not reduce 
the total of public expenditure unless it were accompanied by a more 
rigorous closure policy. There was little chance of carrying the 
proposed legislation, and it was therefore unnecessary to provoke 
criticism by bringing forward a White Paper at this stage. It 
might be better to have further extensive consultations with all the 
interested parties, including the transport unions, before committing 
the Government to a new policy. 

On the other hand, it was argued that there had already been extensive 
discussions before the White Paper was drafted. The proposals 
would not reduce public expenditure in the short term, but would 
transfer responsibility progressively from central to local government,. 
The additional expenditure was however small in relation to the budget 
of any one authority. Moreover, the adverse reactions of local 
authorities could be reduced if the Government were prepared to 



meet 100 per cent of the costs of support to threatened railway 
services in the first year in which local authorities became 
responsible for them, rather than the 70 per cent Transport 
Support Grant proposed by the Secretary of State for Transport. 
But the ultimate aim of the proposals was to reduce total public 
expenditure, and this implied some reduction in the size of the 
railway network, .Jn all, some 2, 000 miles, or 20 per cent of the 
present network, was at risk. Local authorities had already 
demonstrated, by their rigorous approach to the question of finance 
for rural bus services, their ability to apply strict tests of cost 
effectiveness. It was desirable that they should do so; for if the 
Government did nothing about this problem, the alternative would 
be a substantial bid for additional public expanditure in the 1980s. 
There was general agreement on most of the proposals contained 
in the White Paper; the crucial problem was that of local 
responsibility for railway closures. If it were made clear that the 
proposals in paragraphs 95 - 100 of the draft White Paper were 
tentative at this stage, and were put forward for discussion with the 
local authorities and others, there would be less objection to early 
publication. It would also be helpful if a reference could be included 
to improving existing inter-city services. 

THE PRIME MINISTER, summing up the discussion, said the 
Cabinet agreed that the White Paper should be published as soon as 
possible. Paragraphs 95 - 100 dealing with closures of railway 
lines, should be redrafted to make clear that the cost of support 
could not be allowed to escalate indefinitely, and that some means of 
containing them, not excluding closures, was needed. The Secretary 
of StateIs original proposals in that paragraph should then be put 
forward in a tentative way as one possible solution to the problem, 
which the Government would now be prepared to discuss with the 
local authorities and other interested parties, together with any 
alternatives they might suggest. The Secretary of State for 
Transport should circulate to members of the Cabinet suitable 
amendments which should be cleared by correspondence. 

The Cabinet 

1. Took note with approval of the summing up 
by the Prime Minister of their discussion and invited 
the Secretary of State for Transport to be guided 
accordingly. 

Cabinet Office 

16 June 1977 
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