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FROM: THE RT.HON. SIRE KEITH JOSEPH, Bt. MP,
KJ/SMC 0.»-(1

Rt.Hon. Mrs, Margaret Thatcher, MP. 27th January 1979

Ben. Masgours

Here 1s the draft of what I would like to
say some time next week on the union problem.

I am copying this note and the draft to
Geoffrey and to Jim.

Perhaps each of you will let me know whether you
would like to talk over the theme with me, or any
aspaect of the draft,

My purpose is to emphasise that even the changes
in the law, which we now in general propose, will be
difficult to get right without careful analysis ancd
discussion and that, over and above some changes in
the law, there are equally blg guestions cof the frame-
work within which unions function and the anti-enter-
prise assumptions and attitudes of the Labour Movement,
which have conditioned the thinking of many of the
most active trades unionists.

}(U/'L/,‘i,

C.c. Rt.Hon. Sir JSecffrey Howe, QC, MP.
Rt.Hon. James Prior, MP.
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25th January 1979

DRAFT "THE TRPADE UMIOM PROBLEM NEEDS CLEAR THINKING BECAUSE

- IT IS5 50 COMPLEX"

Marcaret Thatcher has called for a nublic debate on the role
of trade unions = not becouse we seek to hlame the unions for all
our economle troukles, but hecause ve see them as the principal

chstacle barring the road to national recovery.

If the debate 1s to be productive, 1t must he rational and
honest. Setting the union nroklem in the context ©f our economic
decline rather than at the centre of todav's c¢risls. For the

problem of unicon »nower wlll remain long after todav's crisis is over.

I now seek to outline ocur thinkipaT so that the point from which
we start the debate 15 understood. I can hest do this bv askino

five key cuestions which concern all who will vote in the qgeneral

alaction this vyear.

¢




QUESTION 1:

“SHALL WE EVER CURE INPLATION 2"

Ve are asked to be crateful for an inflatlon rate of abhout
8%. If the inflation rate stavs at 8% today's £ will in 5 vears
be worth about 68n. Wo society can flourilsh 1f the value of

money declines at such & rate.

¥e know now the moral and economic consedquences of inflation.
But it is alwavs next vear's inflation that peonle fear. It is

inflaticnary expectatlons which wreck the managerment ¢f the econory,

Poverlessness against inflation leaves neonle annry and frightened.
Rational economlic behavlor is urnset. Evervone seeks the largest
possible share of next wyear's banknotes - the only vroduction which

we know wlill rise.




In such a climate of fear, ancer and mistrust, evervone
ig forced to destructive action. VWorkers hankrupt their firms.
gavers switch from productive investment. 'anagerent concentrates
on survival. In this situation, the members of nowerful trade
unlons appear, on the face of it, to he uniguely fortunate,
Collective action seeks to give the individual negotiating strength

which he does not possess alone.
Unfortunately, the ilnevitahle resnonse of trade uvnicons %0
an inflation which they did not criginally create, is raking the

cure of inflation rmore Alfficelt.

Labour's monatarilsm is the worst of all worlds

JIh arder Lo reduce the fdamage done by noverful trade unions,
Maggrs. Callaghan and Eealey threaten to use crude one-track
monetarism - which we, with our helief that monetarism is not

encugh, have specifically rejected.




Every ohe now sees monetary cnntinencg as a necessary but not
sufficient pre-condition for economic arowth and atability. That
is common ground khetween the parties ané we welcome it. Fad both
parties recognised this in the early sixties, we might all have

been less ready to embark on the road -¢of forced growth in public

spending with its attendant heavy borrowing and currency debasement.

The inflation of the early sixties would have resnonded to cood
housereeping. But, today, we live with fresh memories of 26%
inflatioen, disintegrating incomes policy and fear of another inflationary
explosion., And the powers of strong unions to make the rest of
soclety »lck up the bill for these misfnrtuneé have greatlv strengthened.
5S¢ the problem of Iinflatlon has become more compler and ;ts dynamics

more powerful. Good housekeeping is no lonaer enoudh.




Moreover, pubiic understanding has bhean
and Hr.“Healey whd have denounced monetarism
They threaten ua with nonetary discipline as
te other treatment of inflatlon, whereas, of
indispenssble for any treatment. They have

and repeétedly explained to the public their

migled by ™r. Callaghan
while practising it.

if it were an alternative
course, it is

not systematically

monetary taroets

or thelr implications for pay mettlements and unemployment. They .

ghrink from proclaiming a preogramme of gradually contracting money.

growth targets as would sagueeze inflation out 0f the svstem. Thevy

shrink from the necessary reduction of high state spending,.

Mr. Healey may say that if the powerful

unions do not

moderate their claims he will claw hack the extra thev win through

extra taxation, as well as tighten monetarv control. But, as

many people have already pointed dut, this would mean that the price

of what are seén as excessive waqe awards will be naid for mainly

by those who do not benefit from them, Members of weaker unions,

non-union labour, small businesses will foot

taxes, fewer jobs, more bankruptcies.

the bill in higher




Meanwhile they refuse to face the central problems - the
present abllity of trade unions to force the rest of soclety
to pay for the inflation which unilons themselves are now making it

harder to eliminate.

So the answar to the voters' first guestion is "no, Labour
are not going to cure inflation", and the method they propose to etop
it rising will ds mreat irnjustice to these least responsible

directly or indirectly for causing it. -

This brings us to the second guestion in the voters' mind:

QUESTICN 2:

"WHY VION'T THE UNIONS BARCATIN RESPONSIBLY 2"

The unicne can only react to the frameworlk within which thew
operate. If union leaders khnow that money supply growth taroets

are in the B% ~ 12% range and that menev growth has in fact been
at over 12% annuallv for many months, how can thev accept a 5%

limit 2




In addition to the monetary framewvorl which for¢es unions

to prepare quite raticnally for further inflaticon, there is the

legal framework.

This framework has been drastically changed by Labour's

recent legislation which seems desloned to ensure that a bia unlon
can almost always win any dispute. The nredictzble result hae
beaen the growing use of strikés and the strike threat. In a trade
dispute most things seem permitted for the union side; breaking
contracts, inducing cthers to breal contracts, picketing of non-
involved commanles, Anvone can nicket any companv., A trade
dispute can ke between workers and workers; concern matters of
discipline, membership, facilities: even relate to mattaers
ocverseas, All this is guite unique to Rritain. There is nothing

like it in other countries,




As we would expect, this militants' charter, as Jim Prior

has called it, has bred militants and driven modarates underdaround.

ve now face an unstable situation - the ccllapse of socialist
expactationse, inereasingly ruthless efforts bv bio unions to escane
the consequences, inter-union ﬂarfare'and the fruits of the
militants' charter. Politieians who urge restraint on union
ieaders or who criticise their members for greed, irnore the
forces at wﬁrk. Recently bhoth Tom Jackﬁnn of the nostal
workers and Sidney “elghell of the NUR have made courageous snpeeches
about this impossible situation, PFut they have had te admit,
in the next breath, that their ovm unions canneot behave any
differently from the others. e cannot expect a union leader to

choose unilateral disarmament on behalf of his members.




To ask one union to sacrifice its own interests 'for the national
good' and without anv guarantee that other unions will do likewise
is asa unrealistic as it is to uarcge housewlves not to anticlinate
a hread atrike or motorists not to £ill un before @ petrol strike.
The national good can only be secured by changing the framework,
the rules of the game, and inslsting that everyone plays by them,
Thia what Margaret Thatcher has called for.

Union leaders cannot make gquixotic gestures of restraint with
no guarantees that others will do the same. This is why, fer
4 short term, incomes policy can look attractive, only to disappoint
and leave matters worse. Union leaders are prisoners of a

sltuation which they may deplore, but which they cannot individually
- ¢hange.
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And it is now getting worse. For unicn leaders can no longer
rely on their own members to behave sensibly. National economic
failure and the militants' charter have given a supreme
gpportunity to the left=wing minority whose instincts are
destructive, who are bitterly nﬁposed to the free enterprise
ecuﬁumy which mopt people want. The résult is growing confusion.
Shep etewards disregard unicn pffigials; wokers start te sidtrust
shop stewards. Members strike when ordered by their unions to

work and = less often - work when ordered to strike.

The answer to the voters' second question is therefore. "No,
.the unions cannot bargaln responsihly so long as government provides
a framework which ancourages irresponsibility and so long as
unlons have the power to respond to inflation in a way which

makes 1t more difficult to end it."




- 11 -

8o the woter asks his third question:

"TF UNTONS WON'T BARGAIN RESPONSIBLY, WHY CAN'T WE HAVE A STRICT
INCOMES POLICY INSTEAD 70

The damaging consequences of incomes policles are now well
known. The proespact of incomes policy stimulates pre-emptive
and high settlements. Governmenta setting up incomes policy tens to
trade the undesirable for the undeliverable. The operation of
incomes pollcies creates shortage, anomalies and resentments.
The afterﬁath of incomes policies leads to an orgy of catching up.
The economy is distorted by the price and profit controls which
tend to accompany wage restraint. The policy is either simple,
rigid, unfair and distorting; or 'flexible’, unpoliceable, and
thus largely ineffective. As we have found, there is nothing
in between, The publicity given to each major award intensifies
inter-union cumﬁetitian. As distortions accumulate the prospect .
of a return to free collectiye barqgaining bullds up expectations

of 'reward' for a 'sacrifice' which was, in aggregate, never made.
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Look at the evidence, "e have gxperimented with different
forms of incomes policy for about twentv vears. In that time,
inflation has reduced the value of the pound by over 75%. Uremployment
has nearly trebled and vet industrv remorts skilled labeour shortages.
Our share cf world trade has fallen sharplyv. Business profits as a share of
GNP have fallen catastrophically, Eeal take-home nav has heen almost
stagnant. Over the same period, virtuallv everv one of our
competitors has left us far Behind wilthout the advantages of Nerth
Sea ¢as and oil and without using pav controls, Almost every vear
we have produced a smaller share of the world's goods and a larger
gshare of its banknotes. 0Our problem now is the same as the problem
20 years ago, but writ larger; "Ve want other countries goods more

than they want ours", .

When we look at the evidence, should we not ask ourselves
whether without all these attenpts at government controls, we would
have done even worse? Or is the reality much simpler - that if we
had emulated the more successful economies in monetary poliey, the
role of the unions and the workings of the market - we would have

done better 7
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Tha differance heatween Britain and other advanced industrial

countriea is as much political as it 1s economic. And this brings

ue to the fourth cuestion:

"WHY ™MUST BREITAIN BE TEE QDD MAN QUT ?"

The signs of Britain's slide from the affluent ¥estern world
towards the threadbare cconomies of the communist bloc - are

obviocus enough: we have a3 demotivating tax system, increasing

nationalisation,compressed differentials, stagnant and low

productivity, rising unemployment, manv failing public. services and

lnexorably growing central government exmenditure: am chsession

with equality and with pay, price and dividend controls: a unigue
set of legal privileges and immunities for trade unions: and

finallv, too.of the Western leagqgue  for inflation, bottom of the

league for arowth.
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But why has this happened ? TVhv does cur nrevailing
political economy look increasingly eccentric in the estern

world ?

‘There are perhaps three main differences between Britain and
most cther countries, which mav account for our eccentricitv.
Firat is the virtually unique link hetween the Labour Party and
many large Trade Unilons with thelr commitment - airily dismissed
as 'neot serious', bhut stubbornly survivfng all the same - to complete
naticnalisation. Second is an intellectual nreference for
top-down control rather : than the untidy dyvnamics of free
enterprise. This preference survives from early post-war when
maﬁy intelligent and able people supported Labour's plans for a mixture -
of idealism - not to be sheered at - and the confused thought
that because planning suited the single naticnal rurnose in war

it could be applied to the millions of private purposes in peace.
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But we have still not reached the heart of the matter. If
we have reached the situation we are in because of. our actions,
what are the pulitiuﬁl and economic beliefs on which those actions

.are based 7

The Mythology of the Labour Movement,

The reason why the’LabaﬁE Moverent' has been such a disaster
for the people it professes to serve is that most of its leaders
have presented the movement as a war of liheration, a war betwesn
'good' soclalism and 'bad' capitalism. They have taught workers
tq resist efficiency, obstruct management, insist on over-manning,
resent proflt and ignore consumers., Like all wars it is destructive
of what exists, vaguely optimistic about the rewards which will come
when peace breaks out. It develops a supporting propaganda which
dehumanises the enemy, ovar-simplifies the issues, relieves the troops
of the burderns of individual conscience. 'I was only obeying orders'

S5ay the_trunpﬁ. ‘I can't control the feelings of my members' say

the leaders.
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Labour's ldeology asserts an economic war between 'them and us'.
But who are 'they' in Labour's eves 7 They are those whose economic
functions are incompatible with, or peripheral to achieving
the socialilst state. Thus self-emploved, entepreneurs, managers,
tandlords, non=-union workers, shareholders and ~ behind the routine
sentimentality - pensioners, nen-~union memhers, school-children,
hospltal patients; all are 'non-persons’, They are either
economic cpponents who, by wﬁfking successfully make the free
market economy stronger and the socialist alternative less
desirakle; or they are non-combatants, irrelevant to the hattle

plans.

You may think that T exaggerate.Put how alse can we explain
decent men c¢losing hospitals, intimidating non-union members,
striking when one of their fellows is sacked for stealing, damaging
property, disrupting childrens'® education ? Thev can only do these
things either because they themselves have been persuaded that they
have a moral right to do them or because they dare not challenge the

orders of their union officials or shop stewards,
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This moral right is based on the war between 'them' and ‘us’.
What does Laﬁnur mean when it says 'us' ? The legend has 1t that
all workers are 'ug'; all are, by definition, staunch and loyal
supporters of the Labour Movement, and all right-minded workers,

it is assumed, want to¢ be union members.,

As you know, reallty i1s different. Only a little over half
the country's workers helung to trade unions. and only just over

half of those suppoeort the Lahour Party.

Labour mythology presents the worker as the sexrvant of 'them' -
_the bosses. But again, reality is different. The assets of
big companies are half owned bv pensicon funds and insurance
companies not by the managers. The true emplover is, of course,
the customer who pays all wages: The whole enterprise is, in financial
terms, very small compared with the sca-e of the real economic
ourpese it serves, which is to allow people to employ each other's
labour as efficiently as possibla, It lives tywpically on a profit

of three or four pence in every pound of its total production.
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It is important to understand just how heavily the cards are
stacked against any enterprise that trles to challenge the Militants'
Charter. The enterprise cannot ask for subsidy to help éurviva
the dispute, as strikers can, Its financial haemorrhage starts
jmmediately, as its accumulated savings bleed away. Other companies
may have to pay guarantedd lay-off pay to thel workers - who are
not involved in the strike at all. Secondary picketing may force
them to halt operations altogether. If, after surrendar to
strike action, the struck-against company has to reduce its work-force,
it must add to the copst of the strike and of increased wages,
gubstantlial redundancy payments to the workers 1t has been forced
to lay off, The militants' charter looks increasingly like a charter

for the systematic destruction ¢of law-abiding, job-creating, free

enterprise, in the name of Sccialism.

However, once the myth has been established that the worker is
being expleited by his boss, rather than employed by his customers
other fallacies follow easily. 1t bhecomes clear that wﬁét is good

for the hoss must be bad for the worker and vice-versa,
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¥e can see now why union leaders, in the grip of this
mythology, pressed for and won additional powers = powers which

are now doing their own members such damage = since 1974.

The next element in Labour's mythology is the belief that
trade unicna are responsible for all increases in members’ living

standards.

Thare is in fact no way in which striking itseif, going S51ow,
working to rule, over-manning or restrictive practices can do
anything but lower the natiomnal living standards and obstruct the
creation of new well-paid jobs. Militant éctiun cannot producs
gﬁuds, build hospitals, save lives, pav for pensions. Prmﬁress
comes from doing sensible things, not refusing to do them. It

comes from new inventions, good egquipment, effective management,

efficient work practices, higher individual output. There is nowhere

glse that prosperity can come from. Like government, trade unions
can elther assist Iln this process or else impede it., This is the
limit of their positive powers in the economic sphere, as distinct

from other imnortant areas like working conditions and safety.
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Because this has not been understood, the bitter reality -

increasingly recognised ~ is that our unions have robbed their
members of the only thing they can sell - their own potential
productivity. The net result is that everyone must work longer
hours, for less money, in shabbler factories, with older equipment
than his counterpari overeezs ~ and draw a much smaller pension
when he retires. &nd the "inhumanity of the market' against which
the Labour Movement claims té fight for its members, gives way

to the inhumanity of corganised labour, in which decent union
members do many things which are not done in the non-unionised

sector, and of which they must be privately ashamed.:

Parched on this structure of muddled thinking and prevaganda
glts the ralson d'etre of the trade union - the free collective
bargalning process as practised in Britain: a process which is
expected: year after year and without any long-term side-effects,

"to produce higher living standards from static preductiwvity.
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The whole pay bargaining process 1s riddled with confusion
and contradiction. Evervohe demands above average wages. Everyone
“wanta parity with those above them, differentials from those bhelow.

The link between productivity and real pay is scarcely understood,

The British working man and the British pensiocner, the sick and
the disabled are jusat beginning to pay the real price for Labour's
lonyg years of antil-business propaganda and its frightening lgnorance

of th economic and commercial processes which, alone, can improve

their lot.

The answer to¢ the woters' fourth guestion, therefore, is
“ﬁritain is the odd man out because a large number of its most
influential citizens hold some odd political beliefs". _nd their
beliefs will remain to keep us all poorer than we need be even when
the present spate of striking is over. They - the beliefs, not the

people - are the polson on our economic life. ¥e are trapped by them.
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S0 the £fifth and final guestion is:

"HOW DO WE BREAK OUT OCF THE TRAP 2"

The walls of our economic prisen are c¢losing in upon us,
because all ocur social and econcomic problems reinforce each other.
We don't have unlimited time, because each year the problem gets
harder, the prigon c¢ell is smaller, 1In the past five vyears
Labéur has done many things to make the task harder, nothing to make
it easier, The IMF and North Sea 0il have given us extra time

but 50 far this has been wasted,
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There are many blg and difficult things we have to do if we
are t0 escape from the trép: Ve have to cut government spending,
end inflation, which will take 3 or 4 yearé, and, just as important,
remove the fears that inflation will start again. WWe have to work
cut a systematic approach to pay determination in the non-market
public sector, as Mr. Basnett has rightly urged. We have to reduce
the present power of the trade unions to damage the economy and at

the same time reduce the pressures which force them to do so,

Fach of these - and there are many others - is an immense
task, Tach is an exercise in analysis, innovation,
persuasion and coe-gperation. And when they are all achieved, they
give va no more than a stahle platform, instead of todav's slow
disintegration, from which to huild recoverv. Thev give us no more

than a few stepping stones on the way to naticnal recovery.

But the first of these stepping stones must he the reduction of

trade union disruptive power.
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The problem of union power - the 1imbalance in the hargaining
position, the growing use of the strike threat as a weapon of

first resort - bars our route,

Clearing that barrier requires a carefully thought out strategy,
cocl nerves and clear heads. It is understandable that people feel
indignation at what is going on, anger at our sense of rational
lmpotence. Indeed there would be something wrong with the British
people if we were no longer capable of feeling ahout such things.
But, as Jim Prior has suggested, moral indignation can cloud our
Judgement. We must understand that this tran is not the
work of evil men. Of course there is a minority that wants continued
decline. But their task, +the task of destruction, 1s eaaler
than curs, All they have to do is prevent sensible things happening.

They have been very successful in the nast 10 years because we've

been reluctant to believe in their existence.




The need for debate

No new code will be chserved, nc laws kept, if enocugh Peunlel
reject them, for whatever reasons, HNo government can solve a
country's problems for it. Politicians must offer cholces, put

the questions. The countrvy cures itself with its answers.

Cur objectives are ambiguous. Ve say that union power should

be reduced, not because we are "anti-unien', but bhecause that pcﬁer

iz helping to destroy our economv. Ve should not however. Jjump

to facile conclusions on how this is to he done, because the legal

and administrative difficulties will often he formidahle., Moreover

we say that government should provide a framework that encourages
reaponsibility and not lrresoonsihility. And, as 1lmportant and

even more diffjcult, we say that the anti-enterprise, anti~husiness, class-war
assumptions and attitudes ¢f the Labour Movement need to change if

this country and all its peopnle are to prosrer.
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The f£irst step, therefore, is public debate toc ensure that people
~understand the problem, recognise that 1t must be tackled and ensure
that we find the best means to do it. This is what we would

be doing now, in any.caSE, 1f we had been elected in.Dctober. And

debate means that, as well as speaking out, we must listen.

Margaret Thatcher and Jim Prior have already raised some of the
.measures which could be taken Iin order to replace the present

militants' charter with a moderates'charter.

We want the union . leaders to join in this debate. If they
feel that they are being unfalrlv criticised, they should explain
why., But the onus of proof must now rest on them. They must show
the country how the union's activities can raise real living
standards in the long tarm., We wént their views on worker wparticipation
- but I mean economic participatiun, not political. And let them

justify to the public the present closed shop provisions.




S

The Conservatives have to take the electoral risk

As Jim Prior said, cur call for debate on the union role is the

regult of long analysis and discussion inside the party. We knew

that such an approach carriled political risks. But, as we can see

today, shirking the problem does not lead to a gquiet life.

We also reject the argument that the nettle could be grasped
only after we had taken office. The moral authority to tackle
Britain's problem at its root could only come 1f we made clear,
before the election, what was at stake, and the calm, painstaking

aprroach required, if we are to succeed over the next five vears.

The response from the Labour Movement, and in particular from union
leaders has s¢ far been predictable. Any criticism of trade union democracy,
or the econcmic effects of trade unicn action or its moral aspects has )
been greeted with cries of 'confrontation'. But people are beginning to
recognise that this hasg been - in Jim Prior’s words - a phoney war.,

The confrontation is between worker and worker, unions and the public.

1t is not between the Conservative Party and the TUC.
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But we should not be surprised at this reaction, nor should we
give up hope. After all, union officials are mostly members of the

Labour Party, apart from the estimated one in ten who are communists.

Rll are pledged to nationalisation and growing union power. By contrast

only a bare majority of union members actually vote Labour and a third
vote Conservative. Leaders of the bilg unions are ex-officlo
members of the Labour government. They have to campaign for Labour

victory, whatever their members want,

Let me put it as simply as I can. If during this debate, for
whatever motives, worthy or unworthy, union leaders or activists,
especially of the broad left, succeed in persuading the majority
of their union members that we are wrong to propose changes in
the law and that they are right teo resist them, then we weill be
unable to legislate, Make no mistakes about that. It is not sensible
to pass laws until or unless the majority of people are ready to
support them, Laws are the codification of the sort of behavior
the majority want in order to restrain the minority who 4o not.

This debate 15, therefore, in deadly earnest.
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Our own debating style, is crueiallv important.
Ve must not fall into Labour's trap and follow their example.
We can make nc progress 1f we refuse to understand the viewpoints
cf those who dimagree with us., ¥e must not over-simplifvy the pioblems,
There are two side to every industrial digpute. There are questlons

about business power whilch we must not shirk.

e should never fbrget that upion membhers are prisoners
of a set of wrong assumntions and of a swstem vhich has gone wrong.
It ls the system we criticisc, not the npeonle involved in it,
fimilarly, we should remember that those working in the puhlic
sector are responsible people trying to do a decent jeb. It 1s the
policlies which hawve led to ﬁhe growth of that sector, its inefficiency, and its
capacity to waste our ﬁDnEy that we should criticise, not the people
in it. As GeuffrefiHuwe has said, we have no class war to wage,
Rlways we should reason, argue, think, listen., If we are to rebuild

Britain's economy, we need a peace conference, not a charge of the

Light Brigade,.
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Finally, we should remember that the role of trade unicns is
an electoral iassue here because every one knows that they are
pulling us in the wrong direction. It 1s so in Britain because
they are pulling in the wrong direction. I shall not try therefore,
to show a spurious 'balance' today, by making the ritual criticlsms
of British management, because the situation is not symmetrical.
Britigh management hés tried to do the right things and to a large
extent - too large for the country's good - it has falled. But the
trade unicns have - albeit unwittingly - tried too often to do the

wrong things. And they have succeeded. That is the difference,

It will help if the potency of the anti~ enterprise, propaganda
machine <¢an be blunted - and more penetrating questions on radio
and televisicen could do much to Expcée its wrong assumptions and

fallacies.




In the long term, the electoral cholce is about whether our
political economy should flourisgh or decline., The union debate is
about whether trade union power should, through fear and economic
disintegration, force us tﬁ accept the union leadership's choice
instead of our ¢own. Only a national 'show of hands' - hut through
the ballot box - can declde, which it is to be. The people are only
powerless to change this country's future if they think they're

powerless.




