Introduction toLiberal history

In our concise introductory article series, Duncan Brack analyses the formation and
record of the arrangement between the Liberal Party and the Labour governmentin

1977-78.

ThelLib-Lab

ment’s tiny majority in the House of Com-

mons (just three, after the October 1974
general election) was wiped out by by-elec-
tionlosses and defections, and the govern-
mentbecame increasingly prone to defeatin
Parliament. In the wake of soaring inflation
and the financial crisis which forced the gov-
ernment to apply for amassive loan from
the IMF, there was areal fear that Britain was
becoming ungovernable. Matters came to
aheadin March 1977, when the opposition
leader Margaret Thatcher tabled a motion of
no confidence.

While the Labour whips tried to do deals
with the other minority parties (they were
eventually to persuade three Ulster Unionists
to abstain) the Liberal Party was the obvious
target. Afteranumber of contacts, the Lib-
eralleader David Steel met the Prime Minister,
Jim Callaghan on Monday 21 March, two days
before the vote was due. Steel made it clear
thathewasnotinterested in an agreement
justfor asingle debate; he wanted alonger
term framework for cooperation. Callaghan
agreed that he would recommend to his cabi-
net ‘theidea of general consultationinreturn
for general support’* After intense discus-
sions over the following two days, agreement
wasreached and announced by Callaghan
and Steelin their speechesin the debate. The
no-confidence motion was defeated by 322to
298; if the 13 Liberal MPs had voted with the
opposition, the government would have lost
by two.

I N NOVEMBER 1976, the Labour govern-

Pact

Thejoint statementissued by the two
leaders set out a framework for coopera-
tion between the parties.? Later extended, it
eventually encompassed a Joint Consultative
Committee and regular meetings between
Labour ministers and their counterpartsinthe
‘Shadow Administration’, as the Liberal MPs
and peersinvolved came to call themselves.
Liberal proposals on devolution, worker par-
ticipation, homelessness and small businesses
were to be given a serious hearing, and pro-
portional representation for electionsto the
proposed devolved assembliesin Scotland
and Wales and for direct elections to the Euro-
pean Parliament were to be put before the
Commons, subject to free votes.

For Callaghan, thereasons for entering
the pactwere obvious: avoiding an election.

A Gallup pollin March had seen the Conserva-
tiveslead Labour by 16.5 per cent. The Liberals’
reasons were more complex. While they were
suffering lessthan Labourinthe polls, the
prospect of a Tory majority government was
distinctly unappealing. The pact offered sta-
bility for the nation at a time of economic cri-
sisontermsatleast partly determined by the
Liberals, and it would help to demonstrate the
party’sresponsibility in bringing to an end the
previous six months of legislative stalemate in
the Commons.

Perhaps mostimportantly, it would
demonstrate the practicality of the sort of
co-operation entailed by the electoral reform
promoted by the Liberal Party and, particu-
larly for Steel, would show that the Liberals
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David Steel, leader of the Liberal Party 1976-88; Jim Callaghan, leader of the Labour Party 1976-80 and Prime
Minister 1976-79.

were more than justa party of protest and per-
manent opposition. Steel had long supported
theidea of cooperation between partiesin
addressing the critical economic challenges
facing the country. During the Liberal lead-
ership election in 1976 he had observed that:
‘there are occasionally small “1” liberals to be
found on particularissues outside the Liberal
Party, and we should never fear to co-oper-
ate with them effectively to promote some
partof our cause’2Eighteen monthslater, at
the height of his party’s unhappiness over the
pact, he quoted these remarksto Liberal can-
didatesand added: ‘no one can say they did
notknow whereIstood’*

The questions were how long the co-op-
eration should continue and at what price, and
itrapidly became clear that Steel would accept
alower price for alonger agreement than
many of his colleagues. Asthe Liberal MP John
Pardoe putit, ‘David was determinedtodoa
deal atall costs’. Labour ministers seemed to
agree; one sourcereported that: ‘the “terms”
were heard with some incredulity by the
Cabinet’, and ‘the [Labour] Party had simply

undertakento dowhatithad anyway intended
todo and desist from what it could notdo’.s
Nevertheless, although the pact placed minis-
tersunder no obligation to do anything about
Liberal proposals other thanlisten to them, as
Callaghanrecalled in his memoirs, some of
his cabinet ministersargued that ‘some of the
provisions were humiliating’, and four Cabinet
members (Peter Shore, Tony Benn, Stan Orme
and Bruce Millan) voted againstit.°

The full story of the pact, which in the end
lasted for 17months, hasbeen told in detail
elsewhere.” It went through three distinct
phases. The first, from March to December
1977, was one of relative harmony within and
between the partners; the government’s leg-
islative programme got back on track (though
the Liberals occasionally voted against indi-
vidual measures), inflation began slowly to
falland a few Liberal policies were given a fair
wind by government ministers. Liberal sup-
portinthe polls sank almostimmediately into
single figures, however, and the partylost
three-quarters of its seatsin the county coun-
cilelectionsin May.
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The Lib-Lab Pact

During the winter the pact was tested to
destruction. On 13 December the vote for PR
inthe European elections waslostby 319 to
222. Conservative whipping against the bill
did damage (Steel later admitted he had been
naiveinexpecting some Conservative MPs
to supportit), but more significant for the
Liberals was Labour’s lukewarm response.
Although a majority of Labour MPsvoting -
147to122-supported the bill, fewer than half
of the Parliamentary Labour Party voted for
it, and eleven ministers, four of them Cabinet
members, voted againstit. Thiswas hardly the
‘bestendeavours’ of the government which
Liberalshad been promised. Animmediate
meeting of Liberal MPs decided to continue
with the pactby only six votes to four. To
achieve this, Steel was obliged to pretend that
Callaghan was going to see the Queen to call
anelection, a prank which made some of his
colleagues feel physically sick.?

Astonishingly, Callaghan doesnoteven
mention the vote in hismemoirs, simply list-
ingthebillas one of those that ‘caused most
trouble’ during that parliamentary session.?
Later, when free votes on proportional rep-
resentation for the proposed Scottish and
Welsh assemblies went the same way, he
observed merely that ‘Fortunately, David Steel

The Tory press was consistently hostile to the pact;
how the Daily Mail portrayed it, 26 September 1977.

=
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was satisfied that Michael Foot [Leader of the
House]and I had fully discharged the under-
takingswe had given him."°In fact Callaghan
and Foot had steadfastly refused to whip their
colleaguesinto supporting PR, and in prac-
tice by then the Liberals had lost much of their
leverage. Bringing down the government

and fighting an election on the basis of elec-
toralreform for institutions that either did not
yetexistor that the electorate knew nothing
aboutwas hardly arealistic prospect; Jo Gri-
mond described theidea as ‘bonkers’.

The pactwasnow doomed. Although
aspecial Liberal Assembly in January 1978
granted Steel the freedom to continue it for
theremainder of the session, most dele-
gatesregardeditasallowingthe pactadigni-
fied demise in preference to administeringa
lethalinjection. In May Steel announced his
intention to end the pactin the summer, and
in August the party gave notice that all joint
meetingswere atan end. The government
limped on for a further seven monthsuntil, in
March 1979, it was defeated by one voteona
motion of no confidence, which all Liberal MPs
supported.

For the Liberal sceptics the experiment
in co-operation was costly and largely fruit-
less. Inelectoral terms, as well aslosing hard-
won council representation, the Liberalslost
ground at every parliamentary by-election
during the pact, losing over 10 per cent of the
votein half of the contests between April 1977
and May 1978. Opinion polls suggested tha
the partylostatleast half the supportithad
gained in the 1974 elections during this period;
itonly started torecover after the end of the
pact.

The tangiblerewards in terms of pol-
icy were atbest thin. After Liberal pressure
the budgets of 1977and 1978 included some
income tax cutsand higher tax thresholds,
and anew tax incentive for firms which intro-
duced schemes of profit-sharing —a modest
scheme but one which wasbuilt on by later

26 Journal of Liberal History 131 Summer 2026



Chancellors. The government also provided
parliamentary time to pass thelandmark
Housing (Homeless Persons) Act, which placed
astatutory duty onlocal authorities to house
homeless families; thishad been introduced
by Liberal MP Stephen Ross as a private mem-
ber’sbill. Some Labour proposals for extend-
ing state control were dropped. In addition,
the economic situation improved markedly
duringthe pact’slifetime, possibly partly asa
result of a more stable political environment;
therate of inflation fell from 20 to 8 per cent.

Whether Steel could have achieved more
through tougher negotiation is debateable;
but for the Liberalleader the concrete out-
comes of the pact were probably secondary.
Inhiseyes, ithad demonstrated bothin gen-
eral that parties were capable of cooperating
inthenationalinterestand in particular that
the Liberal Party was able to affect the direc-
tion of government, as well as providing polit-
icaland economic stability. And in thelonger
term, ithelped tolay the foundations of the
Liberal-SDP Alliance, Steel’'s second, and much
more sustained, attempt to break the mould of
British politics. As Tom McNally, head of Cal-
laghan’s office during the pact, later observed,
the success of the pact partially lay: ‘inloos-
ening the cement of the old two-party system
and improving the prospects for cross-party
cooperation. It gave the social democrat wing
of the Labour Party a place to go when thiswas
later needed.™

Whateveritslegacy, one conclusion
seems clear: at the heart of the pact stood the
positive relationship between the party lead-
erswho agreed it. Before March 1977, Steeland
Callaghan hardly knew each other; they were
of entirely different backgrounds and genera-
tions. Yet, as Steelrecounted, ‘we established
aneasyrapport’.*?Callaghan explainedin his
memoirsthat ‘Thad been predisposed tolike
him fromthestart ... firstimpressions were
lasting.”® The two men trusted and came to
understand each other, and Callaghan took

TheLib-Lab Pact

Steelinto his confidence over amuch wider
range of issues than their formal agreement
had contemplated. If the two parties had been
led by Callaghan’s predecessor Harold Wilson,
and Steel’sleadership opponent John Pardoe,
itisinconceivable thatany kind of pact could
have comeinto existence. Steel wasright,
ashelater acknowledged, that: ‘it’sfairto
describeitasa Steel/Callaghan Pact’*+ M
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