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C O N F I D E N T I A L 

tlAMENTARY L The Cabinet were i n f o r m e d of the bus iness to be taken i n the 
IS House of C o m m o n s dur ing the fo l l owing week. 

lous 
fence: 

27th 
|usions, 

4 

T H E C H A N C E L L O R O F T H E D U C H Y O F L A N C A S T E R s a i d that the 
draft O r d e r under the M i n i s t e r i a l and Other S a l a r i e s A c t 1975 g iv ing 
effect to the agreed i n c r e a s e s i n the s a l a r i e s of M i n i s t e r s i n the House 
of Commons would be l a i d s h o r t l y , together w i th the reso lu t i ons needed 
to give effect to the i n c r e a s e s i n the pay of M e m b e r s of P a r l i a m e n t 
( M P s ) , The t i m e taken i n the p r e p a r a t i o n of the draft O r d e r and 
r e s o l u t i o n s , together w i t h the need to a l l o w t i m e f or amendments to be 
tabled to the r e s o l u t i o n s , meant that i t would not be p o s s i b l e , as had 
been hoped, f o r them to be debated on Monday 14 J u l y . The bus iness 
for the r e m a i n d e r of that week was such that the debate would probab ly 
have to be he ld i n the fo l l owing week. The t e r m s of the M i n i s t e r i a l and 
Other S a l a r i e s A c t 1975 d i d not a l l o w an O r d e r made under i t to have 
re t rospec t ive effect, so that the agreed i n c r e a s e s i n M i n i s t e r i a l 
s a l a r i e s could not come into operat ion u n t i l the draf t O r d e r had been 
approved b y both H o u s e s . The reso lu t i ons on M P s ' pay c o u l a , however , 
be g iven effect f r o m 13 June . 

T H E L O R D P R E S I D E N T O F T H E C O U N C I L sa id that a separate 
r eso lu t i on would be in t roduced i n the House of L o r d s to give effect to the 
proposed 9 . 6 per cent i n c r e a s e i n the s e c r e t a r i a l a l lowances pa id to 
M i n i s t e r s i n the House of L o r d s . It had not yet been poss i b l e to f i n d a 
sa t i s fa c to ry way of meet ing the C a b i n e t ' s wishes to make an addi t iona l 
payment to j u n i o r M i n i s t e r s i n the House of L o r d s who d i d not re ce ive a 
P a r l i a m e n t a r y s a l a r y . L e g i s l a t i o n amending the 1975 A c t would have to 
be passed i f t h e i r M i n i s t e r i a l s a l a r y was to be subs tant ia l l y h igher than 
that of t h e i r co l leagues i n the C o m m o n s , whi le the p r o p o s a l to make 
them e l i g i b l e for P e e r s ' expense a l lowances as w e l l as s e c r e t a r i a l 
a l lowances was c o n t r a r y to the d e c i s i o n announced by the Government on 
6 M a r c h 1960 fo l lowing e a r l i e r c ons idera t i on of the 13th R e p o r t of the 
Top S a l a r i e s R e v i e w B o d y . 

T H E P R I M E M I N I S T E R , summing up a b r i e f d i s c u s s i o n , s a i d that the 
Cabinet were d i s turbed to l e a r n of the de lay i n the date f r o m which the 
agreed i n c r e a s e s i n the s a l a r i e s of M i n i s t e r s i n the House of C o m m o n s 
would take effect. The C h a n c e l l o r of the D u c h y of L a n c a s t e r should 
cons ider u r g e n t l y how the proposed t imetab le could be shortened. It 
had not been poss ib le so f a r to f ind a sa t i s fa c to ry way of g iv ing effect to 
the Cab ine t ' s w i s h to improve the r e m u n e r a t i o n of j u n i o r M i n i s t e r s i n the 
L o r d s . New proposa l s could not now be put f o r w a r d i n p a r a l l e l w i th the 
i n c r e a s e s i n s e c r e t a r i a l a l l owances a l r e a d y agreed , but fur ther e f forts 
should be made to f ind a s a t i s f a c t o r y so lut ion . 

C O N F I D E N T I A L 
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The C a b i n e t -

1. Inv i ted the C h a n c e l l o r of the D u c h y of L a n c a s t e r , 
i n c o n s u l t a t i o n w i t h the C h i e f W h i p , to c o n s i d e r how t«J 
ensure that the O r d e r i n c r e a s i n g the s a l a r i e s of 
M i n i s t e r s i n the House of C o m m o n s was brought into 
opera t i on w i t h the m i n i m u m of d e l a y . 

2. Inv i ted the L o r d P r e s i d e n t of the C o u n c i l to 
e x a m i n e f u r t h e r the p o s s i b l e ways of i m p r o v i n g the 
r e m u n e r a t i o n of j u n i o r M i n i s t e r s i n the House of 
L o r d s and to r e p o r t h i s c o n c l u s i o n s to the C a b i n e t . 
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2. The Cabinet cons idered a m e m o r a n d u m by the C h i e f S e c r e t a r y , 
T r e a s u r y (C(80) 40), on pub l i c expenditure f r o m 1981-82 to 1983-84. 
They a lso had before them notes by the C h i e f S e c r e t a r y , T r e a s u r y 
(C(80) 38 and 39). c o v e r i n g the i n t e r d e p a r t m e n t a l r e p o r t by the o f f i c i a l 
P u b l i c Expend i ture S u r v e y C o m m i t t e e , and a s u m m a r y of the m a i n 
i ssues by T r e a s u r y o f f i c i a l s . 

T H E C H A N C E L L O R O F T H E E X C H E Q U E R sa id that , as h i s m e m o r a n 
dum on the economic prospec t (C(80) 35) had exp la ined , there would be 
considerable d i f f i c u l t i e s i n containing the P u b l i c Sector B o r r o w i n g 
Requirement ( P S B R ) and monetary growth i n 1981-82 w i t h i n the ranges 
al lowed for i n the m e d i u m - t e r m financial s t rategy . In the l a t e r y e a r s 
the prospects were c l o s e r to the pro j e c t i ons presented at the t i m e of 
his las t Budget , and there should be some scope for tax reduct ions 
consistent wi th the o v e r r i d i n g object ive of b r i n g i n g down the growth of 
money supply and i n f l a t i o n . T o achieve those ob jec t ives , to r e t a i n the 
confidence of the f i n a n c i a l m a r k e t s , and to make poss ib l e some reduct ion 
of interest r a t e s , i t was e s s e n t i a l to keep a tight c ont ro l on publ i c 
expenditure and the P S B R . 

T H E C H I E F S E C R E T A R Y , T R E A S U R Y , i n v i t e d the Cabinet to c o n f i r m 
that the object ive should be to m a i n t a i n the net-expenditure to ta ls f o r 
1981-82 to 1983-84 publ ished i n the P u b l i c Expend i ture White P a p e r , 
Cmnd 7841, as reduced by the reduct ions i n our contr ibut ion to the 
European C o m m u n i t y ( E C ) . He had set out i n Annex to h i s paper h i s 
proposals for net changes i n D e p a r t m e n t a l p r o g r a m m e s . These 
al lowed for some r e o r d e r i n g , w i t h i n the o v e r a l l expenditure t o t a l s , to 
deal wi th the i n d u s t r i a l and s o c i a l p r o b l e m s c rea ted by the r e c e s s i o n 
and the i n c r e a s e d p r o v i s i o n which would be n e c e s s a r y f o r the 
nat ional ised i n d u s t r i e s . He would d i s c u s s these proposa l s wi th the 
M i n i s t e r s concerned , and would r e p o r t back to Cabinet after the R e c e s s 
with definite p r o p o s a l s . In the meant ime i t was n e c e s s a r y to decide i n 
J u l y on the to ta l of l o c a l a u t h o r i t i e s ' c u r r e n t expenditure i n 1981-82 wi th 
a v iew to a statement before the R e c e s s ; to settle before m i d -
September the tota ls f o r l o c a l a u t h o r i t i e s ' i n d i v i d u a l s e r v i c e s i n 
1981-82, so that the Rate Support G r a n t set t lement could be made 
i n November ; and to take dec i s i ons b y the end of September on l o c a l 
authority c a p i t a l expenditure f o r 1981-82. E a r l y dec i s i ons would a l so 
have to be made on the nat i ona l i sed i n d u s t r i e s ' f i gures f o r 1981-82 as a 
basis for sett ing t h e i r E x t e r n a l F i n a n c i n g L i m i t s , and final dec i s i ons 
for 1981-82 on the other p r o g r a m m e s would have to be reached i n 
October. It would be convenient to take d e c i s i o n s on the l a t e r y e a r s of 
the r e v i e w at the same t i m e . 
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The f o l l owing po ints were made i n d i s c u s s i o n -

a . The a d d i t i o n a l f inanc ing p r o b l e m s of the n a t i o n a l i s e d 
i n d u s t r i e s were l a r g e l y the consequence of r e c e s s i o n , and i f the 
C a b i n e t i n s i s t e d upon r e d u c t i o n s of other p u b l i c expendi ture 
p r o g r a m m e s w i t h i n the a g r e e d o v e r a l l to ta ls to offset the 
a d d i t i o n a l f inance r e q u i r e d by the n a t i o n a l i s e d i n d u s t r i e s , the 
effect cou ld be to i n t e n s i f y the depth of the r e c e s s i o n . In such, 
a s i t u a t i o n t h e r e was a case f o r some f l e x i b i l i t y i n the P S B R and 
i n p u b l i c expend i ture t o ta l s to a l l o w f o r a d d i t i o n a l p r o v i s i o n to 
counter the p r o b l e m of r i s i n g unemployment and f a i l i n g 
i n d u s t r i a l i n v e s t m e n t d u r i n g the r e c e s s i o n . A t a t i m e of l o w 
d e m a n d , an i n c r e a s e i n the P S B R should not l e a d to h i g h e r 
i n t e r e s t r a t e s . A s a p r o p o r t i o n of g r o s s n a t i o n a l produc t the 
P S B R was now l o w e r than at the t i m e of the l a s t r e c e s s i o n i n 
1974-73. 

b . The G o v e r n m e n t was at r i s k of l a y i n g i t s e l f open to the 
charge of not h a v i n g a coherent s t r a t e g y f o r d e a l i n g w i t h the 
p r o b l e m s now f a c i n g i n d u s t r y . P a i n f u l sav ings were made by 
D e p a r t m e n t s , w h i c h were then u s e d to f inance i n c r e a s e d c o n 
s u m p t i o n r a t h e r than i n v e s t m e n t . The C a b i n e t should be 
p r e s e n t e d w i t h a paper sett ing out the opt ions f o r a new package 
of i n d u s t r i a l support . It c ou ld t h e n dec ide whether some 
r e o r d e r i n g o f p r i o r i t i e s was j u s t i f i e d to f inance t h i s . U n l e s s 
a c t i o n were taken q u i c k l y , B r i t i s h i n d u s t r y c o u l d be 
p e r m a n e n t l y damaged . 

c . In p r i n c i p l e t h e r e would be a case f o r i n c r e a s i n g the 
P S B R at a l i m e of r e c e s s i o n , i f the P S B R s t a r t e d at an 
acceptab le l e v e l . In fac t the P S B R was a l r e a d y v e r y h i g h , and 
that p r e c l u d e d the G o v e r n m e n t f r o m adopting t h i s c o u r s e . A n y 
r e l a x a t i o n on p u b l i c spending would put at s e r i o u s r i s k the 
ob ject ive of b r i n g i n g down i n t e r e s t r a t e s w h i c h were t h e m s e l v e s 
v e r y d a m a g i n g to i n d u s t r i a l deve lopment . The p r o b l e m of 
B r i t i s h i n d u s t r y at the p r e s e n t t i m e was not shortage of funds to 
f inance new i n v e s t m e n t but l a c k of p r o j e c t s o f f e r ing a 
s u f f i c i e n t l y a t t r a c t i v e ra te of r e t u r n . 

d . The G o v e r n m e n t was a l r e a d y a s s i s t i n g i n d u s t r y through i t s 
pub l i c p u r c h a s i n g p o l i c y ; the C h a n c e l l o r of the E x c h e q u e r had 
a r r a n g e d f o r f u r t h e r w o r k on p o s s i b l e f i s c a l m e a s u r e s to 
r e i n f o r c e those i n t r o d u c e d i n h i s l a s t Budget ; a n d , i n the 
p r e s e n t r e v i e w , i t m i g h t be p o s s i b l e to r e v i s e spending 
p r i o r i t i e s i n favour of support to i n d u s t r y . B u t i t was 
u n r e a l i s t i c to suppose that v e r y s u b s t a n t i a l i n c r e a s e s on 
i n d u s t r i a l and e m p l o y m e n t m e a s u r e s c o u l d be f i n a n c e d b y 
r e d u c t i o n s i n the s o c i a l p r o g r a m m e s . 
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T H E P R I M E M I N I S T E R , summing up th i s p a r t of the d i s c u s s i o n , sa id 
that the Cabinet agreed that there could be no i n c r e a s e i n the present 
public expenditure t o ta l s , as reduced by the E C sett lement . W i t h i n 
those totals there should be scope for g iv ing g rea ter p r i o r i t y to 
employment and i n d u s t r i a l support m e a s u r e s and that cou ld be 
considered f u r t h e r . The C h a n c e l l o r of the E x c h e q u e r should b r i n g 
f orward a paper to Cabinet at a n appropr ia te t ime d i s c u s s i n g the otpions 
for further m e a s u r e s of i n d u s t r i a l support. 

The Cabinet -

1. C o n f i r m e d the objective of keeping to the net 
publ ic expenditure totals for 1981-82 to 1983-84 
publ ished i n C m n d 7841, as reduced by the E u r o p e a n 
C o m m u n i t y sett lement . 

2. Invited the C h a n c e l l o r of the E x c h e q u e r , i n 
consultat ion with the M i n i s t e r s concerned , to 
c i r cu la te a paper i n due course on the options for 
fur ther m e a s u r e s of i n d u s t r i a l support . 

In d i s cuss ion of i n d i v i d u a l p r o g r a m m e s the fo l lowing points were made r 

e. L o c a l A u t h o r i t i e s 

It was agreed that , f o l l owing f u r t h e r d i s c u s s i o n s between the 
Ch ie f S e c r e t a r y , T r e a s u r y , and the M i n i s t e r s dea l ing w i th l o c a l 
author i ty expendi ture , a statement should be made before the 
R e c e s s on the G o v e r n m e n t ' s p o l i c y on l o c a l a u t h o r i t i e s ' c u r r e n t 
expenditure i n 1981-82. T h e r e were objections to the C h i e f 
S e c r e t a r y , T r e a s u r y ' s p r o p o s a l that an i n c r e a s e i n the 
p r o v i s i o n f o r l o c a l author i ty spending should be offset by savings 
by the M i n i s t e r respons ib le f r o m h i s other p r o g r a m m e s . The 
l o c a l a u t h o r i t i e s , r a t h e r than M i n i s t e r s , dec ided on the pat tern 
of spending between t h e i r s e r v i c e s , and i t might be f a i r e r to base 
contro l on the t o ta l of l o c a l author i ty expenditure a c r o s s the 
board rather than on the i n d i v i d u a l p r o g r a m m e s at tr ibuted to 
p a r t i c u l a r D e p a r t m e n t s . T h i s i s s u e should be d i s c u s s e d by the 
T r e a s u r y and the Departments concerned . 

f. C i v i l Defence 

The Defence and O v e r s e a P o l i c y C o m m i t t e e had agreed that there 
should be an i n c r e a s e i n the p r o v i s i o n for c i v i l defence of at 
least £13 m i l l i o n i n 1981-82 and s l i g h t l y m o r e i n each of the l a t e r 
y e a r s . It was n e c e s s a r y to m a k e a n e a r l y statement i n the 
House on c i v i l defence p o l i c y i n response to p r e s s u r e s f r o m 
P a r l i a m e n t and e l sewhere . The Home S e c r e t a r y was w i l l i n g to 
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f ind h i s share of th is addi t ional expenditure f r o m offsetting 
savings f r o m wi th in h i s p r o g r a m m e s - i f n e c e s s a r y even by 
l i m i t i n g the growth of po l i ce es tab l i shments - a r d i t should be 
poss ib le to f ind the balance f r o m r e l a t i v e l y s m a l l contr ibut ions 
f r o m each of the other Depar tments concerned . 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 and the M i n i s t e r of T r a n s p o r t had 
a l ready undertaken to make t h e i r contr ibut ion , and the other 
M i n i s t e r s invo lved should u r g e n t l y cons ider fo l l owing su i t . 

g. Industry 

The S e c r e t a r y of State f o r Industry would be d i s c u s s i n g wi th the 
Chie f S e c r e t a r y , T r e a s u r y , the p o s s i b i l i t y of some reduct ions i n 
his p r o g r a m m e to enable h i m to give m o r e support to r e s e a r c h 
and development by key Industr ie s. 

h . E m p l o y m e n t 

The effect of the C h i e f S e c r e t a r y , T r e a s u r y ' s p r o p o s a l s f o r the 
Department of E m p l o y m e n t ' s p r o g r a m m e s would be to reduce the 
net p r o v i s i o n , because some p r o v i s i o n for employment 
measures which had h i therto been met f r o m the contingency 
r e s e r v e had been t r a n s f e r r e d to the employment p r o g r a m m e and 
the Chie f S e c r e t a r y , T r e a s u r y , was c a l l i n g f o r offsetting cuts . 
The S e c r e t a r y of State f o r E m p l o y m e n t would d i s c u s s th i s fur ther 
with the C h i e f S e c r e t a r y , T r e a s u r y , and would a l s o make 
proposals for new employment m e a s u r e s . 

i . Educat i on 

It would be v e r y d i f f i cu l t to cut expenditure on schools without 
putting at r i s k the G o v e r n m e n t ' s c o m m i t m e n t to the maintenance 
of educat ional s tandards , though some M i n i s t e r s thought that there 
was scope for reduc ing the p r o v i s i o n for non- teach ing support 
without pre jud i c ing educat ional s tandards . The Depar tment of 
Educat ion and Science had put a c e i l i n g on p r o v i s i o n for h igher 
education, and was examin ing the p o s s i b i l i t i e s for student loans 
and for the r a t i o n a l i s a t i o n of c o u r s e s , but i t would take t i m e f o r 
any expenditure savings to emerge f r o m such changes. It was 
questionable whether i t made sense to reduce the s choo l - l eav i ng 
age at a t i m e of high unemployment . A n y l e g i s l a t i o n which might 
be n e c e s s a r y would be h igh ly c o n t r o v e r s i a l and the savings would 
be r e l a t i v e l y s m a l l . 
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j . Heal th and S o c i a l S e c u r i t y 

It would be impor tant to r e a c h agreement on the c u r r e n t 
proposals to introduce charges f o r r o a d t ra f f i c acc idents and for 
fore ign v i s i t o r s , and perhaps to introduce charges f o r other 
categories of acc ident c a r e . Otherwise there would have to be 
painfu l , and p o l i t i c a l l y unpopular , cuts e loewhere i n the health 
p r o g r a m m e . The Government was commit ted to the in t roduc t i on 
of r e s i d e n t i a l care o r d e r s for c h i l d offenders and , i f l o c a l 
author i t ies were to i m p l e m e n t th i s p o l i c y , add i t i ona l f i n a n c i a l 
p r o v i s i o n would have to be made . T h e r e was l i t t l e prospec t of 
securing l e g i s l a t i o n to reduce s o c i a l s e c u r i t y benefits to the 
extent proposed by the C h i e f S e c r e t a r y , T r e a s u r y . P r o v i s i o n 
for i n c r e a s e s i n c h i l d benefit had p r e v i o u s l y been made f r o m the 
contingency r e s e r v e , but i t had now been t r a n s f e r r e d to the s o c i a l 
s e cur i ty p r o g r a m m e and, i f the C h i e f S e c r e t a r y , T r e a s u r y 1 s 
proposals were accepted , would have to be f inanced f r o m off
setting savings there . 

k . Scotland 

The C h i e f S e c r e t a r y , T r e a s u r y , had proposed a n e x t r a reduct i on 
of £150 m i l l i o n a y e a r i n planned Scot t i sh p r o g r a m m e s on the 
grounds that there was evidence that the share of expenditure per 
head of population was h igher i n Scotland than i n W a l e s and 
Eng land . T h i s p r o p o s a l was based on the Needs A s s e s s m e n t 
Study (NAS) which had been d r a w n up as p a r t of the l a s t 
Government ' s devolut ion p r o p o s a l s . The S e c r e t a r y of State for 
Scotland cons idered the methodology of th i s study to be unsound as 
a bas i s f o r Cabinet d i s c u s s i o n on the d i s t r i b u t i o n of pub l i c 
expenditure. E v e n i f he were to accept the N A S as a b a s i s for 
ca l cu la t i on , i t would be h igh ly damaging to announce add i t i ona l 
cuts i n Scot t i sh p r o g r a m m e s on that b a s i s . He was p r e p a r e d to 
cons ider addi t ional cuts i n Scot t i sh p r o g r a m m e s , but i t would be 
important that they should not be seen as being d i s c r i m i n a t o r y . 
On the other hand, though the methodology of the N A S might be 
questionable, there was l i t t l e doubt that the share of expenditure 
per head was s ign i f i cant ly higher i n Scot land than i n the N o r t h of 
Eng land . The p o l i t i c a l a rguments , and d i f f i c u l t i e s , were not 
confined to Scot land. 

1. Wales 

The S e c r e t a r y of State for Wales was w i l l i n g to accept the cuts 
proposed by the C h i e f S e c r e t a r y , T r e a s u r y , for h i s Depar tment , 
but he would w ish to d i s c u s s fur ther the need f o r r e m e d i a l 
measures i n areas affected by stee l c l o s u r e s . 
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T H E P R I M E M I N I S T E R , summing up the d i s c u s s i o n , sa id that the Chie f 
Secretary, Treasury* would d i s cuss further with Departmental M i n i s t e r s 
the net reductions and additions which he had proposed, taking account Of 
the points made i n d i s cuss i on , and br ing back his f ina l proposals to 
Cabinet i n the autumn. The Chief Secre tary , T r e a s u r y , would a lso 
discuss urgently with the M i n i s t e r s concerned the totals for current 
loca l authority serv i ces i n 1981-82 and put proposals to Cabinet i n t ime 
for a statement to be made before the Summer R e c e s s . The Cabinet 
agreed that there should be an e a r l y statement on c i v i l defence po l i cy ; 
and the Home Secretary and the Chie f Secre tary , T r e a s u r y , together with 
the other M i n i s t e r s concerned, should reach e a r l y agreement on how the 
savings were to be found to finance the addit ional expenditure. 

The Cabinet -

3. Invited the Chie f Secre tary , T r e a s u r y : -

a . To d iscuss with the M i n i s t e r s concerned 
the net reductions and additions shown i n 
Annex A of C(80) 40, taking account of the 
points made i n the d i s cuss i on . 

b. To discuss urgent ly with M i n i s t e r s 
concerned the totals for current expenditure on 
l o c a l authority serv i ces i n 1981-82 and to put 
proposals to the Cabinet i n t ime for d i s cuss i on 
on 24 J u l y . 

c. To report further to the Cabinet i n the 
autumn with f i n a l proposals on the r emain ing 
programme s. 

4. Invited the Home Secre tary to agree with the 
Chief Secre tary , T r e a s u r y , and the other M i n i s t e r s 
concerned the savings necessary to offset the 
additional expenditure which had been agreed on c i v i l 
defence measures . 

Cabinet Office 

10 July 1980 
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