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S E C R E T 

Re f .	 A09948 

P R I M E M I N I S T E R 

P u b l i c E x p e n d i t u r e to 1983-84 

(C(79) 25, 26, 27 , 28 and 29) 

1. T h i s i s i n e v i t a b l y a v e r y l ong b r i e f . Bu t you w i l l f ind that p a r a g r a p h s 15-16 

(pages 6-15 ) d ea l w i th i n d i v i d u a l p r o g r a m m e s and can be r e a d d u r i n g the 

m e e t i n g as you go a l o n g . 

B A C K G R O U N D 

2. Y o u have a l r e a d y seen and d i s c u s s e d w i th the C h a n c e l l o r and the C h i e f 

S e c r e t a r y the two m a i n p a p e r s . Y o u d e c i d e d ( M r . L a n k e s t e r ' s l e t t e r of 6th J u l y ) 

to a u t h o r i s e t h e i r c i r c u l a t i o n , w i th the h i g h e r t a r g e t ( £6 . 5 b i l l i o n ) f o r 1980-81 

sugges ted by the C h i e f S e c r e t a r y . 

5. The paper on n a t i o n a l i s e d i n d u s t r i e s i s an e s s e n t i a l p a r t of the who l e : the 

p r o p o s e d cuts i n that a r e a add up to £350 m i l l i o n . If those cuts cannot be found, 

even l a r g e r s a v ing s wou ld be needed on o the r p r o g r a m m e s . It i s t h e r e f o r e 

e s s e n t i a l to take the two p a p e r s at the s a m e m e e t i n g . Bu t the n a t i o n a l i s e d 

i n d u s t r i e s p a p e r w i l l have had a p r e l i m i n a r y r u n at E ( E A ) on Wednesday a f t e r n o o n . 

4. Y ou have a l s o a g r e e d that the S e c r e t a r y of State for E d u c a t i o n s h o u l d be 

a l l o w e d to c i r c u l a t e h i s own p a p e r C(79) 29 : th i s has not, so f a r , p r o v o k e d s i m i l a r 

c o u n t e r - p a p e r s f r o m o the r spend ing M i n i s t e r s . 

5. F i n a l l y , the S e c r e t a r y of State for the E n v i r o n m e n t has m i n u t e d you 

(10th J u l y ) r e p o r t i n g d i s c u s s i o n s i n the L o c a l A u t h o r i t y C o n s u l t a t i v e C o u n c i l . 

T h e s e d i s c u s s i o n s po in t to the need for a g e n e r a l G o v e r n m e n t s t a t emen t on p u b l i c 

(2~—	 e xpend i tu r e i n 1980-81 be fo re the R e c e s s , so as to put the cuts i n l o c a l a u t h o r i t y 

spend ing in to con tex t . T h i s i s go ing to be d i f f i c u l t . Such a s ta t ement s h o u l d 

o b v i o u s l y be m a d e to the House^ and not by way of P r e s s r e l e a s e d u r i n g the 

R e c e s s . Ye t we a r e a s s u m i n g the need for a n u m b e r of b i l a t e r a l d i s c u s s i o n s 

a f t e r t h i s w e e k ' s m e e t i n g , r e t u r n i n g to p u b l i c e x p e n d i t u r e 1980-81 at C a b i n e t on 

26th J u l y . (The r e m a i n i n g y e a r s w i l l have to be le f t t i l l the au tumn ) . T h i s i s 

a l m o s t too l a t e for a s ta t ement be fo re the H o u s e r i s e s . I r e t u r n to th i s po in t b e l ow . 
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6. It i s v e r y d i f f i c u l t to see how to s t r u c t u r e th is d i s c u s s i o n : the four p a p e r s 

hang t oge ther , and the r e i s a g r ea t d ea l of d e t a i l e d m a t e r i a l . B u t I th ink i t w i l l 

be best to s t a r t w i th the m a c r o - e c o n o m i c b a c k g r o u n d . I sugges t , t h e r e f o r e , that 

you i n t r o d u c e d i s c u s s i o n by m a k i n g these p o i n t s : 

(i) Y ou w i l l take the C h a n c e l l o r ' s pape r (C(79) 27) f i r s t , but you want on l y a 

lj	 s h o r t d i s c u s s i o n , s i n c e the G o v e r n m e n t ' s Budge t s t r a t e g y was a g r e e d so 

I r e c e n t l y . 

( i i )	 T h e C h i e f S e c r e t a r y i s l o o k i n g for d e c i s i o n s on l y on 1980-81 be fo re the 

R e c e s s , and C a b i n e t w i l l need to r e t u r n to the l a t e r y e a r s a f t e r w a r d s . 

N e v e r t h e l e s s , d e c i s i o n s on 1980-81 cannot be taken i n i s o l a t i o n , and t h e i r 

l o n g e r t e r m consequences w i l l be bo rne i n m i n d as the m e e t i n g p r o c e e d s . 

So w i l l the need for l e g i s l a t i o n , g i v en the conges t ed p r o g r a m m e for the 

r e m a i n d e r of the S e s s i o n , 

( i i i )	 C a b i n e t shou ld r e c o g n i s e that cuts of £6. 5 b i l l i o n i n 1980-81, s e v e r e though 

they sound , a r e about the m i n i m u m n e c e s s a r y to a v o i d an i n c r e a s e nex t 

(̂—— y e a r i n the r e a l bu rden of t a x a t i o n ( p a r a g r a p h 12 of the C h a n c e l l o r ' s p a p e r ) . 

A d m i t t e d l y t h e r e a r e w ide m a r g i n s of e r r o r i n the P S B R c a l c u l a t i o n s w h i c h 

u n d e r l y th i s f i g u r e . Bu t cuts of th i s o r d e r a r e a l s o needed to be on c o u r s e 

for the t a r g e t of r e d u c i n g p u b l i c e xpend i tu r e to 1977-78 l e v e l s by 1982-83 . 

( iv )	 Y o u hope to get a g r e e m e n t both on the t a r g e t t o t a l , and on as m a n y 

i n d i v i d u a l cuts as p o s s i b l e , at t h i s m e e t i n g . Y o u r e c o g n i s e that th i s 

w i l l not be easy , and that s o m e p r o b l e m s m a y be l e f t o v e r for b i l a t e r a l 

d i s c u s s i o n . In that c a s e , C a b i n e t w i l l have to r e t u r n to 1980-81 be fo re 

the R e c e s s . 

(v)	 H o w e v e r th i s l e a v e s the p r o b l e m of t i m i n g . The .Secre tary of State for the 

E n v i r o n m e n t has sugges t ed a g e n e r a l s t a t emen t be fo re the H o u s e r i s e s . 

You w i l l r e c o g n i s e that the r e i s a good c a s e for t h i s . B u t i t m a y not be 

p r a c t i c a b l e . T h e C a b i n e t shou ld spend a few m i n u t e s at the end of t h i s 

m o r n i n g ' s m e e t i n g c o n s i d e r i n g the op t i ons f o r an announcemen t (see 

p a r a g r a p h 17 be low ) . 
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7. (a) T h e E c o n o m i c B a c k g r o u n d 

You c o u l d then c a l l on the C h a n c e l l o r to i n t r o d u c e h i s p a p e r . A l t h o u g h 

i t i s t r u e that C a b i n e t d e c i d e d the Budge t s t r a t e g y o n l y s i x weeks ago, s o m e 

M i n i s t e r s m a y a r gue that the c l i m a t e has changed : you w i l l r e c a l l that the 

S e c r e t a r y of State for T r a d e s a i d th i s at E ( D L ) l a s t week . Y o u r own v i e w 

.	 r e m a i n s , I b e l i e v e , that the G o v e r n m e n t shou ld s t i c k to i t s P S B R t a r g e t for th i s 

| y e a r ,	 and to a l o w e r t a r g e t for nex t y e a r , to l e a v e r o o m for f u r t h e r tax c u t s . 

But s ome M i n i s t e r s a r e b e c o m i n g a l a r m e d at the c onsequences of t h i s p o l i c y 

( for e x a m p l e , M r . P r i o r ' s r e m a r k s about i n t e r e s t r a t e s at E on Monday ) and 

you m a y want to g ive t h e m a b r i e f o p p o r t u n i t y to v o i c e these w o r r i e s . The 

i m m e d i a t e s i t u a t i o n i s ^ o r s e , and the l ong h a u l r a t h e r l o n g e r , than M i n i s t e r s 

b e l i e v e d i m m e d i a t e l y a f t e r the E l e c t i o n . Some m a y be t empted , t h e r e f o r e , to 

adopt a m o r e g r a d u a l a p p r o a c h . I th ink you c o u l d b r i n g th i s i s s u e to a head 

y o u r s e l f , by a s k i n g the C h a n c e l l o r to say what w o u l d a c t u a l l y happen to G D P , / 

to e m p l o y m e n t J to the m o n e y supp l y^ and to i n t e r e s t rates^f i f a h i g h e r p u b l i c ' 

e x p e n d i t u r e t o t a l w e r e a l l o w e d nex t y e a r than the C h i e f S e c r e t a r y sugges ts - f o r 

e x a m p l e , i f the cuts w e r e l i m i t e d to £5 o r £5. 5 b i l l i o n . T h e a n s w e r m a y w e l l 

r e a s s u r e the doub t e r s i n the C a b i n e t that a m o r e g r a d u a l a p p r o a c h wou ld not 

r e a l l y he lp the G o v e r n m e n t ' s o b j e c t i v e s . (We have a r r a n g e d that the T r e a s u r y 

w i l l g i ve the C h a n c e l l o r some quan t i f i ed m a t e r i a l to d e a l w i th th is q u e s t i o n . ) 

8 . (b) T h e t a rge t for 1980-81 

A t th i s po in t , you c o u l d c a l l on the C h i e f S e c r e t a r y to i n t r o d u c e h i s pape r 

C(79) 26 (to wh i ch the S u r v e y R e p o r t on ' the scope for r e d u c t i o n ' , C(79) 25 , i s 

r e l e v a n t b a c k g r o u n d ) . T h e m a i n p r o b l e m i s the c h o i c e of the t a r g e t - the po in t 

you d i s c u s s e d w i th the C h a n c e l l o r and the C h i e f S e c r e t a r y . The cuts i d e n t i f i e d 

by o f f i c i a l s add up to on l y £5. 5 b i l l i o n . To get £6. 5 b i l l i o n w i l l r e q u i r e two 

t h i n g s : 

(i) A l o w e r - b a s e l i n e for the De fence Budge t , f r o m w h i c h to c a l c u l a t e the 

N A T O 3 p e r cent g rowth r a t e , 

( i i ) F o r the r e s t , an o v e r a l l 3 p e r c en t cut on top of e v e r y t h i n g s p e c i f i c 
k 
v l i s t e d i n the p a p e r . 
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The f i r s t of these has been m a d e m o r e d i f f i c u l t by y o u r subsequent a g r e e m e n t 

w i th the S e c r e t a r y of State for De f ence to i n c r e a s e h i s c a s h l i m i t on a c coun t o f 

the Budge t i n c r e a s e s i n V A T , e t c . T h i s has the ef fect o f i n c r e a s i n g the baser- l ine 

by s o m e /_£200 m i l l i o n / i n 1979-80, and t h e r e f o r e r e d u c e s the r o o m for m a n o e u v r e 

i n 1980-81 by s o m e £300 m i l l i o n / . I b e l i e v e the C h i e f S e c r e t a r y m a y t r y to 

p e r s u a d e you to r e v e r s e th i s p o s i t i o n . If you a r e u n w i l l i n g to do so, a p o s s i b l e 

c o m p r o m i s e wou ld be to r e g a r d the bulge i n 1979-80 as a t e m p o r a r y d e p a r t u r e 

f r o m the t r e n d l i n e , but to c a l c u l a t e the 3 p e r cent g r ow th the r ea f t e r on the p r e -

Budge t t o t a l . T h i s i n v o l v e s , h o w e v e r , a v o l u m e squeeze on De fence expend i tu r e 

i n 1980-81 and l a t e r y e a r s , w h i c h the S e c r e t a r y of State f o r De fence b e l i e v e s w i l l 

be obv i ous to N A T O . If t h i s i s not a c c e p t a b l e then - i n the absence of any m o r e 

s p e c i f i c cuts - the 3 p e r cent a c r o s s the b o a r d r e d u c t i o n s i n o the r p r o g r a m m e s 

w i l l have to be i n c r e a s e d to a r o u n d 4 p e r cent . T h e 3 p e r cent m u s t a l r e a d y be 

get t ing s o m e w h e r e n e a r the end o f what can be a c h i e v e d by g e n e r a l s quee z e s , 

w i thout p o l i c y changes : i t c o m e s on top of the 3 p e r cent a l r e a d y so h a r d l y - w o n 

th is y e a r . H o w e v e r , S i r D e r e k R a y n e r ' s s tud i e s shou ld be b e a r i n g t h e i r f i r s t 

f r u i t by 1980-81, and th i s m a y he lp w i th the g e n e r a l c u t s . T h i s does sugges t , 

h o w e v e r , that when E C o m m i t t e e r e t u r n s next week to the ques t i on of c a s h l i m i t s 

for 1980-81, i t w i l l have to e x e r c i s e the need for ' r e a l i s t i c ' l i m i t s : the scope for 

f u r t h e r v o l u m e cuts i n m a n y p r o g r a m m e s to f i nance pay i n c r e a s e s l a r g e r than 

has been f o r e c a s t , w i l l be e x t r e m e l y d i f f i c u l t . 

9 . T h e p r e s e n t a t i o n i n the C h i e f S e c r e t a r y ' s p a p e r m a k e s the p r o b l e m a l o t 

b i g ge r than i t r e a l l y i s , at l e a s t for s o m e D e p a r t m e n t s . T h i s i s because the 

f i g u r e s a r e c o m p a r e d w i th the p l a n s i n h e r i t e d f r o m the p r e v i o u s A d m i n i s t r a t i o n . 

But they do not a l l o w for the changes m a d e i n the Budge t . If one c o m p a r e s the 

C h i e f S e c r e t a r y ' s p r o p o s a l s f o r 1980-81 w i t h what i s a c t u a l l y b e ing spent th i s y e a r , 

the p o s i t i o n l o o k s m u c h m o r e m a n a g e a b l e , at l e a s t for s o m e p r o g r a m m e s . T h e 

c o n t r a s t i s p a r t i c u l a r l y m a r k e d i n the c a s e of h o u s i n g - m u c h l e s s so f o r 

educa t i on and t r a n s p o r t , though th i s i s p a r t l y b e cause these w e r e not m u c h 

a f f ec ted by the Budge t (see A n n e x p r o v i d e d by the C P R S ) . H o w e v e r , o v e r the 

next t h r e e y e a r s , the e xpend i tu r e w i l l need to f a l l by n e a r l y £3. 5 b i l l i o n f r o m 

the l e v e l s a g r e e d for 1979-80 , i f the t a r g e t of ge t t ing p u b l i c e xpend i tu r e back to 
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1977-78 l e v e l s by 1982-83 i s to be r e a c h e d - i . e . by £1 b i l l i o n to 11$ b i l l i o n a y e a r . 

The C h i e f S e c r e t a r y ' s p r o p o s a l s , i f a c c e p t e d i n f u l l , wou ld g ive us w e l l o v e r 

£1^ m i l l i o n t o w a r d s that , even though they r e q u i r e sav ings of £6. 5 b i l l i o n f r o m 

the i n h e r i t e d p l a n s . B u t th i s s i m p l y g i v es h i m a b i t of e x t r a r o o m for m a n o e u v r e 

i f C a b i n e t cannot e n d o r s e a l l h i s p r o p o s a l s . 

10. (c) P r o g r a m m e s 

A t t h i s po in t , you c o u l d t u r n to the A n n e x to the C h i e f S e c r e t a r y ' s p a p e r , 

and to the P E S C R e p o r t on ' the scope f o r r e d u c t i o n ' c i r c u l a t e d w i t h C(79) 25 . 

T h e r e r e a l l y i s no a l t e r n a t i v e to f l ogg ing th rough the who le l i s t at A n n e x B , 

D e p a r t m e n t by D e p a r t m e n t . It m a y he lp , h o w e v e r , to put the p r o p o s e d cuts l i s t e d 
— • 


i n A n n e x B i n the contex t of the e x p e n d i t u r e p r o p o s e d . You w i l l f ind that the 

P E S C R e p o r t does t h i s , i n a l i t t l e tab le at the head of each chap t e r ( for e x a m p l e , 

that for the De f ence p r o g r a m m e on page 16) but I g ive the k e y f i g u r e s b e l ow . 

11. One of the m a i n p r o b l e m s w i l l be that the C h i e f S e c r e t a r y ' s l i s t c on ta ins 

no fat to a l l o w C a b i n e t a c h o i c e ( though d e p a r t m e n t a l M i n i s t e r s have s ome 

f r e e d o m w i t h i n the t o t a l cuts f o r t h e i r D e p a r t m e n t s ) . Y ou m i g h t l i k e to e m p h a s i s e 

that, i f C a b i n e t j i b s at p a r t i c u l a r cuts and i f the D e p a r t m e n t a l M i n i s t e r has no 

a l t e r n a t i v e s to o f fer v o l u n t e e r s for e x t r a cuts w i l l be needed at th i s m e e t i n g . 

T h e r e a f t e r I sugges t y o u r t a c t i c s s h o u l d be to t r y to ' t i c k o f f each sugges t ed 

D e p a r t m e n t a l ba t ch of cuts as a who l e : o n l y i f a M i n i s t e r d e m u r s shou ld you go 

down to the l e v e l o f the i n d i v i d u a l i t e m s . Y o u need not g ive any M i n i s t e r ( except 

p e r h a p s the S e c r e t a r y o f State for E d u c a t i o n , b e cause he has c i r c u l a t e d h i s own 

pape r ) an oppo r tun i t y for an ex tended a r g u m e n t : so f a r as p o s s i b l e , you m i g h t 

a i m to r e m i t any i t e m w h i c h cannot be a g r e e d to the spend ing M i n i s t e r and the 

C h i e f S e c r e t a r y to p u r s u e b i l a t e r a l l y . C a b i n e t d i s c u s s i o n w i l l be u s e f u l o n l y to 

the extent that i t g i v es a ' s t ee r ' to these b i l a t e r a l s , e i t h e r by sugges t ing to a 

spend ing M i n i s t e r that he i s a s k i n g too m u c h , o r to the C h i e f S e c r e t a r y that he 

"is p r e s s i n g h i s l u c k too f a r . 

12. Y o u m i g h t a l s o e m p h a s i s e , as you have done on p r e v i o u s o c c a s i o n s , that 

the c h o i c e of cuts i s i l l u s t r a t i v e . If any M i n i s t e r f ee ls that he c a n a c h i e v e the 

s a m e to ta l i n s o m e d i f f e r en t way, i t i s open to h i m to sugges t th i s to the C h i e f 

S e c r e t a r y . Bu t i t i s i m p o r t a n t that h i s a l t e r n a t i v e shou ld be a v i a b l e one ; f o r 
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e x a m p l e , the S e c r e t a r y of State f o r the E n v i r o n m e n t had £70 m i l l i o n 'up h i s 

s l e e v e ' a t E ( D L ) the o the r day, w h i c h the C o m m i t t e e w e r e d i s p o s e d to a c c ep t : 

on i n v e s t i g a t i o n , i t p r o v e d i l l u s o r y , as he w i l l have to r e p o r t when E ( D L ) r e t u r 

to th i s sub jec t . T h i s i s the s o r t of th ing you w i l l want to a v o i d happen ing at 

C a b i n e t . 

13. One f i n a l c o m p l i c a t i o n i s the p r e s e n t s t a t e of the l e g i s l a t i v e p r o g r a m m e . 

The T r e a s u r y b e l i e v e that on l y one o f the p r o p o s e d cu ts r e q u i r e s new m a j o r 

l e g i s l a t i o n f o r w h i c h the r e i s no p r o v i s i o n i n the a u t h o r i s e d p r o g r a m m e . 

( Th i s i s the E d u c a t i o n package ; and even then , as sugges ted be l ow , a b i t of 

' t a c k i n g ' m a y be p o s s i b l e . ) B u t s e v e r a l of the p r o p o s a l s , not s e p a r a t e l y 

i d e n t i f i e d i n the l i s t , r e q u i r e a d d i t i o n a l c l a u s e s to be t a c k e d on to p r o g r a m m e 

B i l l s , thus t ak ing up m o r e P a r l i a m e n t a r y t i m e . I th ink you shou ld g ive the 

L e a d e r of the House a chance to c o m m e n t on th is e a r l y i n the p r o c e e d i n g s . 

14. One f u r t h e r p r o b l e m c o n c e r n s the i n t e r a c t i o n of th i s e x e r c i s e w i t h the 

qui te s epa ra t e e x e r c i s e on C i v i l S e r v i c e m a n p o w e r w h i c h the L o r d P r e s i d e n t 

i s due to b r i n g to C a b i n e t i n S e p t e m b e r . (It i s a p i t y that T r e a s u r y and C S D 

M i n i s t e r s w e r e not ab l e to a g r e e on c o m p a t i b l e t i m e t a b l e s . ) The r e s u l t i s 

that the C h i e f S e c r e t a r y ' s p r o p o s a l s a s s u m e s cuts i n m a n p o w e r w h i c h C a b i n e t 

has not ye t d e c i d e d . ( T h e r e i s £150 m i l l i o n taken in to a c coun t i n p a r a g r a p h 13 

of the C h i e f S e c r e t a r y ' s p a p e r : taken toge ther w i t h £350 m i l l i o n f r o m 

n a t i o n a l i s e d i n d u s t r i e s i t m a k e s up the £0. 5 b i l l i o n m e n t i o n e d t h e r e . The 

r e s t i s h i dden away i n the 3 p e r cent o v e r a l l c u t s , the b u l k of w h i c h w o u l d i n 

m a n y c a s e s f a l l on m a n p o w e r . ) If a p p r o v e d , these cuts e f f e c t i v e l y p r e - e m p t 

l a t e r d e c i s i o n s on m a n p o w e r . T h i s m a y not m a t t e r m u c h . C S D t e l l us that 

t h e i r op t i ons , when w o r k e d out, a r e l i k e l y to go even f u r t h e r than the C h i e f 

S e c r e t a r y ' s p r o p o s a l s . B u t i t wou ld be unw i s e to count on th is f o r any 

f u r t h e r s a v i n g s . T h e y w i l l i n p r a c t i c e be swept up i n the g e n e r a l 3 p e r cent 

(or 4 p e r cent ) r e d u c t i o n s p r o p o s e d by the C h i e f S e c r e t a r y . 

15. On the i n d i v i d u a l p r o g r a m m e s , the f o l l o w i n g po in t s a r i s e : 

(a) De f ence ( P r o p o s e d cut £300 m i l l i o n on a b a s e l i n e of £8, 177: 

a d d i t i o n a l b i d of £88 m i l l i o n  no l e g i s l a t i o n needed) . 
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(b) 

(c) 

(d) 

(e) 

S E C R E T 

P a r a g r a p h 8 above d e a l s w i th the p r o b l e m h e r e . 

F C O ( O D A ) (Cuts of £132 m i l l i o n on a b a s e l i n e of £955 m i l l i o n ; 

and c o m p a r e d to a l i k e l y o u t t u r n of £847 m i l l i o n i n 1979-80 : 

a d d i t i o n a l b i d £2 m i l l i o n . No l e g i s l a t i o n needed) . 

The on l y a r g u m e n t h e r e i s whe ther the O D A p r o g r a m m e shou ld be 

squeezed to a c c o m m o d a t e the ' f i r s t w i n d o w ' of the c o m m o n fund, o r 

w h e t h e r th i s shou ld be a c c o m m o d a t e d i n s t e a d w i t h i n the D e p a r t m e n t 

of T r a d e p r o g r a m m e . T h i s i s not j u s t an a c c o u n t i n g p r o b l e m : the 

D e p a r t m e n t w h i c h has to f ind the e xpend i tu r e has to squeeze i t s o ther 

c o m m i t m e n t s p r o p o r t i o n a t e l y . 

F C O (Other ) (Cut of £28 m i l l i o n on b a s e l i n e of £308 m i l l i o n ; and 

c o m p a r e d a l s o to £308 m i l l i o n i n 1979-80 . No l e g i s l a t i o n needed) . 

A n y r e a l f ight h e r e w i l l be o v e r t h e l e v e l o f o v e r s e a s r e p r e s e n t a t i o n . 

F e w o ther M i n i s t e r s w i l l be i n t e r e s t e d : a c l e a r c a s e f o r b i l a t e r a l s . 

E E C Budge t (A net a d d i t i o n of £236 m i l l i o n on a b a s e l i n e of 

£858 m i l l i o n ; the 1979-80 o u t t u r n i s l i k e l y to be £800 m i l l i o n . 

No l e g i s l a t i o n ) . T h e r e i s no po int i n d i s c u s s i n g Oi is " " i t em: i t 

depends e n t i r e l y on o u r s u c c e s s i n the nego t i a t i ons about the Budge t . 

A g r i c u l t u r e (A cut of £43 m i l l i o n net on a p r o g r a m m e of £ 1, 007 

m i l l i o n ; £ 1,036 m i l l i o n i n 1979-80 . No l e g i s l a t i o n . Some B r u s s e l s 

d i f f i c u l t i e s ) . 

The m a i n a r g u m e n t h e r e w i l l be w h e t h e r the M A F  F p r o g r a m m e s s h o u l d 

be squeezed f u r t h e r to a c c o m m o d a t e the e x t r a c o s t of the T h a m e s 

b a r r i e r and of the Defence food s t o c k p i l e - n e i t h e r of w h i c h i s d i r e c t l y 

r e l e v a n t to t h e i r D e p a r t m e n t a l o b j e c t i v e s . M r . W a l k e r r e g i s t e r e d 

th is po in t at the o r i g i n a l C a b i n e t d i s c u s s i o n , but no d e c i s i o n was taken 

then. (He t h i n k s , w r o n g l y , that he was g i v en e x e m p t i o n ) . 

F o r e s t r y C o m m i s s i o n (A cut of £ 5 m i l l i o n on a b a s e l i n e of 

£62 m i l l i o n ; and c o m p a r e d to £64 m i l l i o n i n 1979-80 . No 

l e g i s l a t i o n for th i s m o d i f i e d op t i on - l e g i s l a t i o n needed for the 

o r i g i n a l £ 10 m i l l i o n b id ) . T h e S e c r e t a r y o f State f o r S c o t l a n d w i l l 

want a w o r d . B u t th is c ou ld be r e m i t t e d for b i l a t e r a l s . 
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S E C R E T 

(g) I n d u s t r y ( P r o p o s e d cuts £187 m i l l i o n on a b a s e l i n e of £1, 18Z m i l l i o n ; 

and a l i k e l y o u t t u r n of £1 , 004 m i l l i o n i n 1979-80 : s e c o n d a r y l e g i s l a t i o n 

a l r e a d y i n hand) . T h e s e cuts a r e a l r e a d y r e d u c e d f r o m the o r i g i n a l b id 

shown i n the r e p o r t , to take a c coun t of E C o m m i t t e e d e c i s i o n s on 

R e g i o n a l P o l i c y l a s t week . (They a r e o t h e r w i s e b r o a d l y a g r e e d w i t h 

the S e c r e t a r y of S ta te : but h i s N E B p r o p o s a l s , w h i c h we r e d i s c u s s e d 

i n E ( E A ) on Wednesday , m a y eat in to these s a v i n g s . 

(h) T r a d e (Cut of £20 m i l l i o n on b a s e l i n e of £199 m i l l i o n ; and c o m p a r e d 

to £191 m i l l i o n i n 1979-80 . No s e r i o u s p r o b l e m s . 

(i) E C G D (An a d d - b a c k of £170 m i l l i o n net , on a p r o g r a m m e of 

-£36 m i l l i o n ; and an o u t t u r n of -£ 178 m i l l i o n i n 1979-80 . The 

r e c a l c u l a t i o n c o m p a r e d w i t h the Whi t e P a p e r f i g u r e s , i n a d e m a n d 

r e s p o n s i v e p r o g r a m m e . The opt ion of a d d i t i o n a l f o r e i g n c u r r e n c y 

f i n a n c i n g i s b e ing p u r s u e d to the m a x i m u m extent : the op t i on of 

i n c r e a s i n g s t e r l i n g f i n a n c i n g runs coun t e r to m o n e t a r y p o l i c y . 

N e i t h e r wou ld he lp i n the s h o r t t e r m . 

(j) E m p l o y m e n t (Cut of £513 m i l l i o n on p r o g r a m m e of £ 1,648 m i l l i o n ; 

c o m p a r e d to £ 1, 096 m i l l i o n i n 1979-80 ) . A p a r t f r o m the cu ts a l r e a d y 

d e c i d e d , and the a b o l i t i o n of the s h o r t - t i m e w o r k i n g s c h e m e , m o s t of 

th i s i s m a n p o w e r : and w i l l c ome up a g a i n when the L o r d P r e s i d e n t ' s 

pape r s u r f a c e s i n S e p t e m b e r . It depends on d i s c u s s i o n s w i t h the M S C . 

The S e c r e t a r y of State h i m s e l f i s r e a s o n a b l y content . R e m i t f o r 

b i l a t e r a l s ? The r e a l i s s u e he r e i s whe the r the C h i e f S e c r e t a r y c a n 

sa fe l y take c r e d i t f o r these sav ings at th i s s tage . 

(k) E n e r g y (Sav ing of £24 m i l l i o n on p r o g r a m m e of £319 m i l l i o n ; 

c o m p a r e d to £309 m i l l i o n i n 1979-80 ) . T h i s i s the dog that d i d not 

b a r k i n the n ight . The r e a l ene rgy p r o b l e m i s on c o a l : f o r c o n v e n i e n c e , 

I £ ^r»~>h -t  ^ e  w ^ ° ^  e °^ t n  e s u  P P o r t f o r the c o a l i n d u s t r y has been counted i n w i t h 

lo<i«.i the n a t i o n a l i s e d i n d u s t r y f i n a n c i n g p r o g r a m m e s , w h i c h c o m e l a t e r i n 

l l the m e e t i n g . No r e a l p r o b l e m s expec t ed o v e r the r e s t : r e m i t f o r 

b i l a t e r a l s i f n e c e s s a r y . B u t you w i l l want to note that th is i n v o l v e s 
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f o r e go ing a d d i t i o n a l b i d s f o r N u c l e a r R &  D fo r £17 m i l l i o n and i n the 

G a s C e n t r i f u g e of £ 1 5 m i l l i o n w h i c h i n p r e s e n t c i r c u m s t a n c e s m a y be 

s h o r t s i g h t e d . 

(1)	 T r a n s p o r t (Cut of £305 m i l l i o n on a p r o g r a m m e of £2, 671 m i l l i o n ; 

c o m p a r e d to £ 1, 675 m i l l i o n i n 1979-80 ) : l e g i s l a t i o n needed on l y on 

the V E D po int ) . T h i s l o o k s s t r a i g h t f o r w a r d and need be r e m i t t e d 

for b i l a t e r a l on l y i f M r . F o w l e r p r e s s e s h a r d . 

(m)	 D O E (Hous ing ) (Cuts of £ 1, 264 m i l l i o n on p r o g r a m m e of £5, 266 m i l l i o n ; 

1979-80 o u t t u r n £4, 592 m i l l i o n . T h i s i s m u c h the b i g g e s t chunk of the 

C h i e f S e c r e t a r y ' s p r o p o s e d s a v i n g s , and one of the m o s t d i f f i c u l t . ) Y o u 

m i g h t l i k e to r e a d c h a p t e r 7 of the R e p o r t by O f f i c i a l s (pages 48 -51 ) . 

The r e a l l y d i f f i c u l t p r o b l e m i s the speed of rent i n c r e a s e s next y e a r . 

If M r . H e s e l t i n e w i l l not c o m m i t h i m s e l f , r e m i t f o r b i l a t e r a l s - w h i c h 

shou ld i n c lude M r . Y o u n g e r and M r . E d w a r d s . H o u s i n g p o l i c y i n a l l 

three c o u n t r i e s m u s t m a r c h t oge the r . 

(n)	 D O E ( PSA ) (Cut of £54 m i l l i o n on p r o g r a m m e of £386 m i l l i o n ; and 

c o m p a r e d to £343 m i l l i o n i n 1979-80 ) . Some e x t r a sav ings m a y 

fo l l ow f r o m the R e v i e w of the D i s p e r s a l P r o g r a m m e (being c o n s i d e r e d 

by E nex t week) and of D i s p o s a l s of S u r p l u s l a n d . The sav ings l i s t e d 

h e r e a s s u m e that the D i s p e r s a l p r o g r a m m e wou ld be l a r g e l y s t opped . 

(o)	 D O E (Others ) (A cut of £285 m i l l i o n on a p r o g r a m m e of £2, 726 m i l l i o n ; 

and c o m p a r e d to a l i k e l y o u t t u r n i n 1979-80 of £2, 529 m i l l i o n ) . P a r t 

of the c o s t f a l l s on the w a t e r a u t h o r i t i e s : and ano the r op t i on , not 

e x p l o r e d h e r e , i s to put up t h e i r p r i c e s , t r e a t i n g them m o r e l i k e 

n a t i o n a l i s e d i n d u s t r i e s . T h e r e i s a s t r o n g case f o r t h i s , p r o v i d e d 

that they a r e not a l l o w e d to p a s s on a l l i n c r e a s e s a u t o m a t i c a l l y to 

c u s t o m e r s . T h e r e shou ld be n o p r o b l e m o v e r C o m m u n i t y l a n d . B u t 

the cuts s e e m the bes t c o u r s e a v a i l a b l e : a g r e e i f p o s s i b l e on the spot, 

and r e m i t for b i l a t e r a l s (to i n c l u d e Sco t l and and W a l e s ) i f p r e s s e d . 
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(p)	 H o m e Of f i ce (A l a r g e l y e x emp t a r e a : a net a d d - b a c k of £10 m i l l i o n on 

a p r o g r a m m e of £2, 126 m i l l i o n : £2, 085 i n 1979-80.) One p r o p o s e d 

s a v i n g (£2 m i l l i o n on the abo l i t i on of the E q u a l O p p o r t u n i t i e s 

C o m m i s s i o n ) i s d i s p r o p o r t i o n a t e l y e xpens i v e i n l e g i s l a t i v e t i m e , 

howeve r d e s i r a b l e on o the r g r o u n d s . Y o u m i g h t q u e s t i o n whe the r the 

T r e a s u r y has not been undu l y l e n i e n t to the f i r e s e r v i c e , w h e r e there 

i s a g r ea t d e a l of o v e r m a n n i n g and s u s p e c t e d i n e f f i c i e n c y . It l a r g e l y 

e s c a p e s c u t s , and i s not p a r t of the ' l a w and o r d e r ' p r o g r a m m e as s u c h . 

(q)	 L o r d C h a n c e l l o r ' s Depa r tmen t . M a i n l y d e m a n d r e l a t e d : a cut of 

£4 m i l l i o n on a p r o g r a m m e of £154 m i l l i o n ; £141 m i l l i o n i n 1979-80 : 

the L o r d C h a n c e l l o r m a y h o w e v e r r e s i s t t h i s . 

(
(r) E d u c a t i o n and Sc i ence (Cut of £860 m i l l i o n on a p r o g r a m m e of 

£8,395 m i l l i o n ; and c o m p a r e d to £8, 258 m i l l i o n i n 1979-80 ) . T h i s i s 

the o the r m a i n p r o b l e m a r e a , and you w i l l want to l e t M r . C a r l i s l e 

speak to h i s p a p e r C(79) 29 i n w h i c h he p r o p o s e s cu ts of £2 50 m i l l i o n 

a g a i n s t the £860 m i l l i o n i n the C h i e f S e c r e t a r y ' s p a p e r . One r e a s o n 

f o r th i s i s h i s f e a r that o t h e r w i s e e d u c a t i o n w i l l su f f e r doub le cuts 

by c e n t r a l G o v e r n m e n t and then by l o c a l a u t h o r i t i e s who i m p o s e t h e i r 

own p r i o r i t i e s . T h i s s e e m s u n l i k e l y g i v en the s t r o n g p r e s s u r e s to 

w h i c h l o c a l a u t h o r i t i e s w i l l be subjected by the educa t i on l o b b i e s . The 

p o l i t i c s a r e o b v i o u s l y v e r y d i f f i c u l t . So too i s the d i f f i c u l t y f o r C a b i n e t 

i n know ing how f a r the l i s t of cu ts i n the C h i e f S e c r e t a r y ' s p a p e r 

r e p r e s e n t s a s e n s i b l e b a l a n c i n g of damage at the m a r g i n s e. g. wou ld 

a b i g g e r cut i n s c h o o l m e a l s p r o v i s i o n be p r e f e r a b l e to say the 

i n t r o d u c t i o n of fees f o r 16-18 y e a r o l d s ? It m a y be that the on l y 

s e n s i b l e c o u r s e i s f o r C a b i n e t to set a t a r g e t f o r cu ts and a s k the 

S e c r e t a r y of State f o r E d u c a t i o n and the C h i e f S e c r e t a r y to c ome f o r w a r d 

w i t h opt ions f r o m w h i c h C a b i n e t c a n choose . In any event l e g i s l a t i o n i s 

l i k e l y to be needed . The e a s i e s t c o u r s e m i g h t be to add i t to the 

E d u c a t i o n B i l l due to be c o n s i d e r e d by H o m e A f f a i r s C o m m i t t e e th i s 

week, though th is w o u l d p r o b a b l y i n v o l v e some d e l a y . The p r e s e n t 

B i l l i s due f o r i n t r o d u c t i o n i n N o v e m b e r . 
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(s)	 A r t s and L i b r a r i e s (Cuts of £33 m i l l i o n on p r o g r a m m e of £371 m i l l i o n ; 

and c o m p a r e d to £364 m i l l i o n i n 1979-80.) M r . St . J o h n S t e v a s ' 

e xpend i tu r e h a s now been s e g r e ga t ed in to a s epa ra t e p r o g r a m m e , and he 

i s f r ee to choose whe r e to m a k e h i s own c u t s . ( L a s t t i m e , he ob jec ted 

s t r o n g l y to b e i n g u n i l a t e r a l l y cut back by M r . C a r l i s l e . ) B u t , a l though 

he has r e l a t i v e l y l i t t l e r o o m f o r m a n o e u v r e , he w i l l have to take h i s 

sha r e of the g e n e r a l m i s e r y . 

(t)	 D H S S (Heal th ) (Cut of £85 m i l l i o n on p r o g r a m m e of £6, 671 m i l l i o n ; 

and c o m p a r e d to £6,478 m i l l i o n i n 1979-80 ) . T h i s a g a i n i s l a r g e l y 

e x e m p t a r e a : of the p r o p o s a l s h e r e , the m o s t d i f f i c u l t i s the i n c r e a s e 

i n the p r e s c r i p t i o n c h a r g e . A C a b i n e t s t e e r w o u l d be u s e f u l : m i n o r 

po in ts c o u l d be r e m i t t e d for b i l a t e r a l s . 

(u)	 D H S S ( P e r s o n a l S o c i a l S e r v i c e s ) (Cuts of £118 m i l l i o n on a 

p r o g r a m m e of £ 1, 184 m i l l i o n ; and c o m p a r e d to £ 1, 147 m i l l i o n i n 

1979-80 ) . The u n s p e c i f i e d b t h e r ' cu ts r e d u c e d the l e v e l s of 

e x p e n d i t u r e be l ow that n e c e s s a r y to m e e t d e m o g r a p h i c g r o w t h 

i . e. e m p l o y a cut i n the r e a l l e v e l of s e r v i c e s . 

(v)	 D H S S (Soc i a l S e c u r i t y ) (Cut of £2 53 m i l l i o n net on p r o g r a m m e of 

£ 19 ,477 m i l l i o n ; and c o m p a r e d w i th a l i k e l y o u t t u r n of £ 19 ,056 m i l l i o n 

i n 1979-80.) P a r a g r a p h 22 of h i s p a p e r e x p l a i n s that the C h i e f 

S e c r e t a r y has r e d u c e d h i s o r i g i n a l b ids ( i n vo l v i n g cuts i n the r e a l l e v e l 

of p ens i ons ) to a m o r e r e a l i s t i c l e v e l . H i s s u g g e s t i o n i n v o l v e s 

d e f e r r i n g the m o r e d r a m a t i c s a v i n g s u n t i l the a u t u m n , so that they 

wou ld w o r k th rough 1981-82 and l a t e r y e a r s . He a l s o sugges t s 

d e f e r r i n g a d e c i s i o n on the N o v e m b e r 1980 C h i l d B e n e f i t u p - r a t i n g 

w h i c h wou ld r e m a i n as a p o t e n t i a l c l a i m on the C o n t i n g e n c y R e s e r v e . 

W i t h these changes , there i s a chance that h i s p r o p o s a l s wou ld be 

a c c e p t e d by the S e c r e t a r y of State f o r S o c i a l S e r v i c e s . 

(w)	 H M S O (Cut of £10 m i l l i o n on b a s e l i n e on £100 m i l l i o n ; and 

£99 m i l l i o n i n 1979-80 . ) N o - o n e i s l i k e l y to f i gh t f o r th i s p r o g r a m m e . 

B u t i t m e a n s e x t r a c t i n g f r o m e v e r y M i n i s t e r a p r o m i s e that he w i l l not 
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m a k e u n n e c e s s a r y d emands on H M S O . T h e r e i s a l o t to be s a i d 

f o r pu t t ing H M S O on to a r e p a y m e n t b a s i s , and th i s i s a l r e a d y under 

s tudy . 

(x)	 C S D ( C i v i l Supe rannua t i on ) No change . It i s a s s u m e d that the 

i n f l a t i o n - p r o o f p e n s i o n a r r a n g e m e n t s cannot be t a c k l e d i n the p r e s e n t 

t i m e s c a l e : even i f they w e r e , there wou ld be a c o m p e n s a t i n g a d d i t i o n 

to the wage b i l l so that the s h o r t t e r m ef fect w o u l d be s m a l l o r 

nega t i v e . 

(y)	 CO I (Cut of £ 3 m i l l i o n on p r o g r a m m e of £28 m i l l i o n ; £32 m i l l i o n 

i n 1979-80) . The s a m e po in t s a p p l y h e r e as f o r H M S O . B u t the 

p o s s i b i l i t y of m o v i n g to a r e p a y m e n t b a s i s i s not u n d e r s tudy: p e r h a p s 

i t shou ld be ? 

(z)	 S c o t l a n d , W a l e s and N o r t h e r n I r e l a n d . Thes e a r e , f o r S c o t l a n d and 

W a l e s , p r o r a t a c u t s , o r changes b r o a d l y i n l i n e w i t h what i s p r o p o s e d 

f o r E n g l i s h D e p a r t m e n t s . B o t h S e c r e t a r i e s of State w i l l no doubt 

c o m p l a i n that they shou ld be s h i e l d e d i n some d e g r e e . B u t the m a j o r 

d e c i s i o n s h a v i n g been taken (notably on R e g i o n a l P o l i c y ) you m a y 

w i s h to i n s i s t that they s h o u l d take t h e i r s h a r e . N o r t h e r n I r e l a n d i s 

s l i g h t l y d i f f e r e n t : the S e c r e t a r y of State has c i r c u l a t e d s epa ra t e p a p e r s 

to O D about p o l i c y i n N o r t h e r n I r e l a n d general ly , s t r e s s i n g the i n t e r 

r e l a t i o n be tween e c o n o m i c s / s o c i a l , p o l i t i c a l and s e c u r i t y p r o b l e m s . 

It i s not yet c l e a r w h e t h e r he w i l l a r gue f o r p r e f e r e n t i a l t r e a t m e n t i n 

p u b l i c e x p e n d i t u r e t e r m s on th i s s c o r e . 

16. A t th i s po in t , I a m a f r a i d you m u s t t u r n to the n a t i o n a l i s e d i n d u s t r y 

pape r (C(79) 2g). I doubt i f you need a s epa ra t e i n t r o d u c t i o n f r o m the C h i e f 

S e c r e t a r y , but the S e c r e t a r y of State f o r I n d u s t r y w i l l have p r e s i d e d o v e r 

p r e l i m i n a r y d i s c u s s i o n i n E ( E A ) and m a y want to r e p o r t th i s b r i e f l y . T h e r e 

a r e e l e v e n op t i ons l i s t e d i n T a b l e 3 on page 6 of the p a p e r . I th ink you shou ld 

w o r k th rough these f o r 1980 -81 . 
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(i)	 C o a l . T h e r e has been a p r e l i m i n a r y d i s c u s s i o n i n E ( E A ) of the 

S e c r e t a r y of State for E n e r g y ' s p r o p o s a l s on c o a l , and he w i l l be 

b r i n g i n g a f u r t h e r p a p e r to E next week . The £55 m i l l i o n w i l l be 

h a r d to a c h i e v e . The C h i e f S e c r e t a r y sugges t s , i l l u s t r a t i v e l y , that 

the cut m i g h t f a l l on i n v e s t m e n t . S o m e M i n i s t e r s f e l t th i s was s h o r t 

s i gh t ed i n the p r e s e n t ene r gy s i t u a t i o n , and wou ld a l s o m a k e i t m o r e 

d i f f i c u l t to get u n i o n a g r e e m e n t to c l o s u r e s . The a l t e r n a t i v e i s to t a c k l e 

p r i c e s . E ( E A ) d i d not d i s c u s s the scope fo r f u r t h e r i n c r e a s e s . T h e r e 

m u s t be doubt whe the r N C B i s r e a l l y p r i c i n g up to the l i m i t se t by the 

r e c e n t O P E C o i l p r i c e i n c r e a s e . 

( i i )	 B N O C . I r r e s p e c t i v e of what is done about d i s p o s a l s , cuts c o u l d be 

made h e r e w h i c h wou ld not damage e x i s t i n g c o m m i t m e n t s ; they w o u l d 

m a i n l y c o m e f r o m d r o p p i n g p r o v i s i o n f o r new f a r m - i n s . 

( i i i )	 G a s . T h e r e a r e two a l t e r n a t i v e op t i ons sugges ted h e r e . The d i f f i c u l t y 

l i e s , as w i th a l l these m a j o r ene r gy i n d u s t r i e s , i n p r i c i n g . T h e r e i s 

no doubt that gas c o u l d s tand a steep i n c r e a s e i n p r i c e s , and that i f 

n e c e s s a r y t h e i r p r o f i t s c o u l d be c r e a m e d off by a s p e c i a l tax . The 

q u e s t i o n i s w h e t h e r M i n i s t e r s c a n s tand the p o l i t i c a l i m p a c t on the R P I . 

Y o u w e r e r e l u c t a n t to face th is i n the c u r r e n t y e a r , c o m i n g on top of 

the Budge t changes . Is i t any m o r e pa l a t ab l e i n 1980 -81? The s u m s 

i n v o l v e d a r e v e r y l a r g e , and p o t e n t i a l l y l e s s p a i n f u l than s o m e of the 

o the r e c o n o m i e s to be sought . E ( E A ) f e l t s t r o n g l y that some i n c r e a s e 

i n gas p r i c e s was now j u s t i f i e d , and the S e c r e t a r y of State for E n e r g y 

d i d not d i s s e n t ; they d i d not d e c i d e be tween c o u r s e a . and b. 

(iv)	 E l e c t r i c i t y . The s e f i g u r e s a s s u m e that e l e c t r i c i t y w i l l move to 

e c o n o m i c p r i c e s o v e r the p e r i o d . T h i s c o u l d be a c c e l e r a t e d . 

H o w e v e r , the sugges t i on he r e i s that the i n d u s t r y shou ld be a s k e d f o r 

u n s p e c i f i e d s a v i n g s of £50 m i l l i o n : i t wou ld then be f o r the i n d u s t r y to 

dec ide whe the r to c a r r y any of t h i s on p r i c e s . B u t the i n d u s t r y w o u l d 

face l a r g e i n c r e a s e s i n i t s c o a l c o s t s , and v e r y p r o b a b l y on i t s o i l 

c o s t s as w e l l . A n y t h i n g m o r e on top of th i s m i g h t be d i f f i c u l t to 

de fend. 
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(v)	 S c o t t i s h E l e c t r i c i t y B o a r d . Thes e w i l l f o l l ow f r o m what i s d e c i d ed 

above . The S c o t t i s h M i n i s t e r at E ( E A ) r e s e r v e d h i s p o s i t i o n on t h i s : 

r e m i t for b i l a t e r a l d i s c u s s i o n , u n l e s s the S e c r e t a r y of State c a n be 

p e r s u a d e d at C a b i n e t , 

(vi)	 T r a n s p o r t I n d u s t r i e s . A l l a g r e e d at E ( E A ) . M i s c e l l a n e o u s sav ings of 

£20 m i l l i o n a r e a s s u m e d : the a d d i t i o n a l e f fect on p r i c e s i s n e g l i g i b l e , 

but the u n d e r l y i n g a s s u m p t i o n i s a l r e a d y one of qui te l a r g e p r i c e 

i n c r e a s e s th is y e a r and nex t . The scope f o r changes i n N B C and N F C , 

pend ing	 any d i s p o s a l s , i s r e l a t i v e l y s m a l l . B T D B i s s i m i l a r l y s m a l l . 

B W B has been l i s t e d u n d e r th i s h ead ing , a l though t e c h n i c a l l y i t i s the 

r e s p o n s i b i l i t y of the S e c r e t a r y of State for the E n v i r o n m e n t , 

(v i i )	 A i r w a y s . A cut of £40 m i l l i o n h e r e , a g a i n i n a n t i c i p a t i o n of any 

d i s p o s a l s , m e a n s r e d u c i n g e x p e n d i t u r e on a i r c r a f t - i n p r a c t i c e , 

d e f e r r i n g s i x T r i s t a r s . The S e c r e t a r y of State f o r T r a d e was not 

p r e s e n t at E ( E A ) . 

( v i i i )	 A i r p o r t s . T h i s shou ld be r e l a t i v e l y s t r a i g h t f o r w a r d : i t i n v o l v e s 

i n c r e a s i n g c h a r g e s to a i r l i n e s . 

(ix)	 P o s t O f f i c e . The p r o p o s a l h e r e wou ld add , i f M i n i s t e r s a g r e e d , the 

p r e f e r r e d op t i on , to the next r o u n d of t a r i f f i n c r e a s e s and/o r s a v ing s 

on c u r r e n t a c coun t . B u t s ince the p a p e r was p r e p a r e d the P o s t Of f i ce 

have r e p o r t e d v e r y l a r g e a d d i t i o n a l r e q u i r e m e n t s . T h e s e a r e be ing 

s tud i ed u r g e n t l y : r e m i t f o r b i l a t e r a l d i s c u s s i o n , 

(x)	 S t e e l and S h i p b u i l d e r s . B r i t i s h S h i p b u i l d e r s ' p l ans w e r e c o n s i d e r e d i n 

E ( E A ) on Wednesday . O f the to ta l s a v ings of £105 m i l l i o n i n 1980 -81 , 

£25 m i l l i o n wou ld c o m e f r o m s h i p b u i l d e r s and the r e m a i n d e r f r o m s t e e l . 

The s a v ing s on s h i p b u i l d e r s shou ld be a t t a i n a b l e . S t e e l depends m o r e o 

the p r o g r e s s made t o w a r d s v i a b i l i t y , and i n p a r t i c u l a r on n o n 

i n t e r f e r e n c e i n the c l o s u r e p r o g r a m m e . 

(xi)	 B r i t i s h A e r o s p a c e . T h i s w i l l be a d i f f i c u l t d e c i s i o n - to c a n c e l the 

B A 146. H o w e v e r , the m a r k e t for the a i r c r a f t i s s m a l l , e s p e c i a l l y i f 

i t i s con f ined to a c i v i l v e r s i o n and i t was a l w a y s the m o s t s p e c u l a t i v e 

of the B A e ' s v e n t u r e s . E ( E A ) m e r e l y noted th is p o s s i b i l i t y , and the 

S e c r e t a r y of State w i l l want to c o n s i d e r the p r o p o s a l . F o r b i l a t e r a l 
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d i s c u s s i o n , as w i t h the m a i n p r o g r a m m e s , you »nay be ab le to s e c u r e 

a g r e e m e n t to s ome of these on the spot : o t h e r s w i l l have to be 

r e m i t t e d for b i l a t e r a l d i s c u s s i o n . 

17. A t th i s s tage , you w i l l have c o v e r e d the who le g r ound , a p a r t f r o m the 

d i s p o s a l p r o g r a m m e ( E ( D L ) , under the C h a n c e l l o r , w i l l be l o o k i n g at nex t y e a r ' s 

p l a n s next week ) . The C h i e f S e c r e t a r y ' s p a p e r a s s u m e s that a f u r t h e r 

£0, 5 b i l l i o n w o u l d be found f r o m th is s o u r c e : d i s c u s s i o n i n E ( D L ) l a s t week 

w i l l h a v e s h o w n you that th i s w i l l be d i f f i c u l t but, p r o v i d e d the a i r w a y s d e a l goes 

th rough , shou ld not be i m p o s s i b l e . 

18. Y o u m a y a l s o want to l o ok s i d eways at the s i z e of the C o n t i n g e n c y 

R e s e r v e , w h i c h i t i s p r o p o s e d to cut f r o m £ 1, 540 m i l l i o n to £750 m i l l i o n . 

G i v e n that one m a i n c l a i m a n t on th i s w i l l be the N o v e m b e r 1980 u p - r a t i n g of 

C h i l d Bene f i t , th i s i s an e x t r e m e l y n a r r o w m a r g i n to m e , at th i s v e r y e a r l y 

stage be fore the y e a r b e g i n s . A r e M i n i s t e r s content to s a i l so c l o s e to the 

w i n d ? 

19. Y o u w i l l then want to r e t u r n to the q u e s t i o n of t i m e t a b l e . Y o u w i l l 

now have c o m m i s s i o n e d a s e r i e s of b i l a t e r a l d i s c u s s i o n s , and the C h i e f 

S e c r e t a r y w i l l have h i s w o r k cut out to c o m p l e t e these be f o r e C a b i n e t on 

26th J u l y . Y o u may want at th i s stage to c o n s i d e r whe the r there i s enough 

c o m m o n g round to j u s t i f y the d r a f t i n g of a s ta t ement , i n f a i r l y g e n e r a l t e r m s , 

about the G o v e r n m e n t ' s p r o p o s a l s f o r cu t t i ng p u b l i c e x p e n d i t u r e , w h i c h w o u l d 

s e r v e as a b a c k g r o u n d to the announcemen t w h i c h the S e c r e t a r y of S t a t e f o r the 

E n v i r o n m e n t wants to make about l o c a l a u t h o r i t i e s ' spend ing . If th i s c a n be 

done, then you m i g h t i n v i t e the C h i e f S e c r e t a r y to c i r c u l a t e the d ra f t , e a r l y nex t 

week, to w h i c h the C a b i n e t wou ld i f n e c e s s a r y r e t u r n v e r y b r i e f l y on 19th J u l y 

(not ing the S e c r e t a r y of State for De fence w i l l not be there that day) . It c a n 

then take th is r e m a i n i n g subs tan t i v e d e c i s i o n on 26th J u l y . T h i s w i l l a l l o w a 

s t a t emen t to be made o n , say , M o n d a y , 2 3 r d J u l y , c o m f o r t a b l y be fo re the H o u s e 

r i s e s . 
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20 . If you a c c ep t th i s sugges t i on , you m a y want the C h i e f S e c r e t a r y to 

c o n s i d e r p r e s e n t a t i o n . T h e r e a r e p r o b a b l y two p o i n t s to m a k e i n any s ta t ement : 

(i)	 The m a i n i m p a c t of p u b l i c e xpend i tu r e cuts i s bound to be nega t i v e . 

They have to be s een i n the contex t of a l ong p r o g r a m m e , 

ex t end ing o v e r and beyond the l i f e of th i s P a r l i a m e n t , w i t h v e r y 

c l e a r and p o s i t i v e e c o n o m i c o b j e c t i v e s : g r ow th , e n t e r p r i s e , e t c . 

( i i )	 One r e a s o n why the cuts s e e m so s e v e r e i n the s h o r t t e r m i s that 

they f a l l on p r o g r a m m e s w h i c h w e r e p l anned to expand m u c h 

f a s t e r than the g r ow th of r e s o u r c e s w o u l d a l l o w . The cuts a r e 

t h e r e f o r e e c o n o m i c a l l y n e c e s s a r y , and a r e not the r e s u l t of 

d o c t r i n a i r e p o l i c i e s r a n d o m l y a p p l i e d . 

2 1 . T h e r e i s one o the r m i n o r po in t , i n p a r a g r a p h s 25 and 26 of the C h i e f 

S e c r e t a r y ' s p a p e r , about a p r o p o s e d s tudy of e n d - y e a r f l e x i b i l i t y . T h i s i s not 

s t r i c t l y r e l a t e d to the p r e s e n t d i s c u s s i o n , but the s u g g e s t i o n f o r a s tudy , w i thout 

any c o m m i t m e n t , and on the c o n d i t i o n s l a i d down by the C h i e f S e c r e t a r y , shou ld 

be r e a s o n a b l y sa fe . B u t you m i g h t l i k e to a s k who i s p r e s s i n g f o r th i s s tudy 

(it i s of c o u r s e those who expec t to be ab le to spend m o r e than they o t h e r w i s e 

would ) ; and what the e f fects on con f idence wou ld be of an a p p a r e n t l o o s e n i n g of 

c a s h c o n t r o l . 

C O N C L U S I O N S 

22 . I th ink you m i gh t be ab le to r e c o r d c o n c l u s i o n s i n the f o l l o w i n g f o r m : 

(i)	 T o note the C h a n c e l l o r ' s a n a l y s i s of the e c o n o m i c p r o s p e c t s , and 

the need to seek s u b s t a n t i a l r e d u c t i o n s i n p u b l i c e x p e n d i t u r e 

a c c o r d i n g l y . 

( i i )	 T o e n d o r s e the t a rge t of £6. 5 b i l l i o n /_or any m o d i f i e d f i g u r e s / 

p r o p o s e d by the C h i e f S e c r e t a r y f o r 1980 -81 . 

( i i i )	 T o note that £0. 5 m i l l i o n of th i s w i l l be found by way of d i s p e r s a l s , 

and to i n v i t e the C h a n c e l l o r of the E x c h e q u e r and E ( D L ) to a g r e e 

a p r o g r a m m e w h i c h w i l l a c h i e v e th i s t a r g e t . 

(iv)	 T o a g r e e as m a n y as p o s s i b l e of the s p e c i f i c cuts p r o p o s e d by the 

C h i e f S e c r e t a r y . (I s h a l l be keep ing a l i s t a s we go a l ong ) . 
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(v) 	 To i n v i t e the C h i e f S e c r e t a r y to p u r s u e , w i t h the spend ing 


M i n i s t e r s c o n c e r n e d , those p r o p o s a l s on w h i c h i t i s not 


p o s s i b l e to r e a c h a g r e e m e n t at the m e e t i n g . 


(vi ) 	 T o i n v i t e the M i n i s t e r s c o n c e r n e d to m a k e p o l i c y p r o p o s a l s as 


n e c e s s a r y to the r e l e v a n t c o m m i t t e e s , f o r g i v i n g l e g i s l a t i v e 


ef fect to the C a b i n e t d e c i s i o n s , by add ing c l a u s e s to B i l l s i n 


the p r e s e n t p r o g r a m m e - no t ing that th i s m a y i n some c a s e s 


r e q u i r e a d d i t i o n a l P a r l i a m e n t a r y t i m e . 


(vii) 	 To i n v i t e the C h i e f S e c r e t a r y to c i r c u l a t e the text of a p o s s i b l e 

g e n e r a l s t a t emen t about the G o v e r n m e n t ' s a p p r o a c h to p u b l i c 

e x p e n d i t u r e , i n the l i g h t of the d e c i s i o n s so fa r taken by the 

C a b i n e t , w h i c h c ou ld be d i s c u s s e d by C a b i n e t on 19th J u l y and 

made be fore the R e c e s s , as b a c k g r o u n d to a n announcemen t about 

l o c a l a u t h o r i t i e s e x p e n d i t u r e . 

(v i i i ) 	 T o i n v i t e the S e c r e t a r y of State f o r the E n v i r o n m e n t to c i r c u l a t e 

the text of a p a r a l l e l s t a t emen t about l o c a l a u t h o r i t y e x p e n d i t u r e . 

( ix) 	 To i n v i t e the C h i e f S e c r e t a r y to m a k e a r r a n g e m e n t s for a r e v i e w 

of e n d - y e a r f l e x i b i l i t y on l i n e s sugges ted i n p a r a g r a p h s 2 5 and 26 

of h i s p a p e r . 

A g r e e to mee t a g a i n on / ? 26th July_/ to c o n s i d e r the C h i e f 
(x) 

S e c r e t a r y ' s r e p o r t on h i s b i l a t e r a l d i s c u s s i o n s w i th spend ing 

M i n i s t e r s and to take subs tan t i v e d e c i s i o n s f o r the r e m a i n d e r 

of 1980-81 p r o g r a m m e s then. 

A g r e e to r e s u m e i t s d i s c u s s i o n of p u b l i c e x p e n d i t u r e i n l a t e r 
(xi) 

y e a r s i n the a u t u m n . 

J o h n H u n t 

11th J u l y , 1979 

- 1 7 



v

 ' * SECRET 


ANNEX 


CHIEF SECRETARY'S I98O/8I EXPENDITURE PROPOSALS 

(a) (b) (c) (d) 
Change from Change from % change f° change 
Cmnd 7439 1979/80 after from Cmnd from 197< 

Budget cuts 7439 80 after 
Budget cv 

Defence -300* -150 - 3.7 - 1.9 
FCO (ODA) -132 - 24 -13 .8 - 2.8 
FCO (other) - 28 - 28 - 9.1 - 9.1 
EEC Budget +236 +294 +27.5 +36.8 
MAFF etc - 43 - 72 - 4.3 - 7.0 
Forestry - 5 - 7 - 8.1 -10 .9 
Industry -187 - 9 -15 .8 - 0.9 
Trade - 20 - 12 -10 .1 - 6.3 
ECGD +170 +312 I f 
Employment -513 + 39 -31 .1 + 3.6 
Energy - 24 - 14 - 7.5 - 4.5 
Transport -305 -309 -11 .4 -11.6 
DOE (housing) -1,264 -590 -24.0 -12.8 
DOE (PSA) - 54 - 11 -14.0 - 3.2 
DOE (other) -285 - 88 -10 .5 - 3.5 
Home Office + 10 + 51 + 0.5 + 2.4 
Lord Chancellor - 4 + 9 - 2.6 + 6.4 
Education and Science -860 -723 -10.2 - 8.8 
Arts and Libraries - 33 - 26 - 8.9 - 7.1 
DHSS (Health) - 85 +108 - 1.3 + 1.7 
DHSS (Personal social 

services) -118 - 81 -10.0 - 7.1 
DHSS (social security) -253 +168 - 1.3 + 0.9 
HMSO - 10 - 9 -10.0 - 9.1 
CSD ( c i v i l superannuation) — + 29 — + 6.7 
COI - 3 - 7 -10.7 -21 .9 
Scottish Office (excluding DAPS) -410 -264 -10.6 - 7.1 
Welsh Office (excluding WOAD) -130 - 51 -11 .0 - 4.6 
Northern Ireland -160 -142 - 7-9 - 7-i 
TOTAL -4,810 -.1,607 - 6.7 - 2.3 

NOTES; Col.(a) gives the reductions (additions) to 80/81 figures in Cmnd.7439 
revalued (as in Annex A to C(79)26). 
Col.(b) shows these reductions (additions) for 80/81 as compared with 
1979/80 figures in Cmnd 7439 revalued, after adjustment for changes 
made bv previous Government and for Budget cuts. 
CcL(c) chows (a) as a percentage of Cmnd 7439 (revalued) 80/81 totals 
Col.(d) shows (b) as a percentage of Cmnd 7439 (revalued) 79/80 totals 
after adjustment for changes by previous Government and Budget cuts. 

* This figure takes no account of any concessions the Prime Minister may have 
granted for 1979/80 

? meaningful percentage changes cannot be derived 




