
SECRET 

E N T IS T H E P R O P E R T Y O F H E R B R I T A N N I C M A J E S T Y ' S G O V E R N M E N T 

C O P Y NO 
s 

C A B I N E T 

C O N C L U S I O N S of a Meet ing of the Cabinet 
h e l d at 10 Downing Street on 

T H U R S D A Y 30 O C T O B E R 1980 
at 9 .30 a m 

P R E S E N T 

T h e R t Hon M a r g a r e t Thatcher M P 
P r i m e M i n i s t e r 

William White law M P 
[of State for the Home Depar tment 

Sir Geoffrey Howe Q C M P 
of the Exchequer 

Francis P y m M P 
bf State for Defence 

The R t Hon L o r d H a i l sham 
L o r d C h a n c e l l o r 

T h e R t Hon S i r K e i t h J o s e p h M P 
S e c r e t a r y of State for Industry 

T h e R t Hon L o r d Soames 
L o r d P r e s i d e n t of the C o u n c i l 

James P r i o r M P 
(of State for E m p l o y m e n t 

Peter Walker M P 
jf Agriculture, F i s h e r i e s and F o o d 

George Younger M P 
pf State for Scotland 

l Humphrey A t k i n s M P 
of State for N o r t h e r n I re land 

Norman St John-Stevas M P 
of the Duchy of L a n c a s t e r 

David Howel l M P 
of State for E n e r g y 

John Biffen M P 
etary, T r e a s u r y 

The R t Hon S i r Ian G i l m o u r M P 
L o r d P r i v y Sea l 

T h e R t Hon M i c h a e l Hese l t ine M P 
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 

The R t Hon N i c h o l a s E d w a r d s M P 
S e c r e t a r y of State for W a l e s 

The R t Hon P a t r i c k J e n k i n M P 
S e c r e t a r y of State for S o c i a l S e r v i c e s 

The R t Hon J o h n Nott M P 
S e c r e t a r y of State f o r T r a d e 

T h e R t Hon M a r k C a r l i s l e Q C M P 
S e c r e t a r y of State for Educat i on and Science 

The R t Hon Angus Maude M P 
P a y m a s t e r G e n e r a l 

SECRET 



SECRET 

T H E F O L L O W I N G W E R E A L S O P R E S E N T 

n Norman F o w l e r M P 
f Transport 

The R t H o n M i c h a e l J o p l i n g M P 
P a r l i a m e n t a r y S e c r e t a i y , T r e a s u r y 

S E C R E T A R I A T 
S i r R o b e r t A r m s t r o n g 
M r M D M F r a n k l i n 
M r P L e Cheminant 
M r R L W a d e - G e r y 
M r W M Hyde 
M r D J L M o o r e 
M r L J H a r r i s 

( I t ems 2 and 3) 
( I t e m 5) 
(Items 2 and 3) 
(Item. 1 and 4) 
(Item 5) 
(Items 1 and 4) 

C O N T E N T S 

A R L J A M E N T A R Y A F F A I R S 

OREIGN A F F A I R S 

Poland 

Namib ia 

Iran / J raq 

OMMUNITY A F F A I R S 

V i s i t of M o n s i e u r T h o r n 

Steel 

F i s h e r i e s 

HE Q U E E N ' S S P E E C H O N T H E O P E N I N G O F P A R L I A M E N T 

HE E C O N O M I C P R O S P L C T A N D P U B L I C E X P E N D I T U R E 

Page 
1 

1 

1 

1 

2 

3 

3 

3 

7 

i i 

SECRET 



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

2. T H E L O R D P R I V Y S E A L s a i d that , a l though the P o l i s h 
l e a d e r s w e r e put t ing a b r a v e face on i t , t h e i r sudden s u m m o n i n g 
to M o s c o w seemed a s i n i s t e r deve lopment , r e m i n i s c e n t of the 
s i m i l a r s u m m o n i n g of the C z e c h l e a d e r s at a c r i t i c a l stage of events 
i n C z e c h o s l o v a k i a i n 1968. T h e F o r e i g n and C o m m o n w e a l t h 
S e c r e t a r y , who was on a v i s i t to P o l a n d , had seen the l e a d e r s be fore 
t h e i r d e p a r t u r e . A m o n g B r i t a i n ' s m a j o r a l l i e s , the F r e n c h 

ft r e m a i n e d s u r p r i s i n g l y o p t i m i s t i c that t h e r e would be no Sov ie t 
s, m i l i t a r y i n t e r v e n t i o n , but the A m e r i c a n s w e r e l e s s so and the 

G e r m a n s m u c h l e s s . C o n c e r n was m o u n t i n g i n E a s t e r n E u r o p e , as 
had been c l e a r f o r e x a m p l e d u r i n g the F o r e i g n and C o m m o n w e a l t h 
S e c r e t a r y ' s r e c e n t v i s i t to H u n g a r y . In the G e r m a n D e m o c r a t i c 
R e p u b l i c t h e r e had been a s h a r p l y w o r d e d P r e s s c o m m e n t a r y , a n d 
the G o v e r n m e n t had announced new r e s t r i c t i o n s on t r a v e l to P o l a n d . 
T h e P o l e s w e r e expected to r e s i s t i f i n v a d e d . A n y i n v a s i o n would 
be l i k e l y to be p r e c e d e d (as i n the C z e c h case ) by s i z e a b l e Sov ie t 
t r oop m o v e m e n t s , of w h i c h t h e r e was so f a r no s i g n . 

T H E L O R D P R I V Y S E A L s a i d that the f i ght ing between I r a q and I r a n 
cont inued without m a j o r d e v e l o p m e n t s . T h e r e was no f u r t h e r news 
of the r e l e a s e of the U n i t e d States hostages i n I r a n . B u t t h i s 
r e m a i n e d a r e a l p o s s i b i l i t y . T h e F o r e i g n M i n i s t e r s of the E u r o p e a n 
C o m m u n i t y had a g r e e d that f o r m a l sanct ions aga inst I r a n would be 

' t e r m i n a t e d i f the hostages w e r e r e l e a s e d , but that i t wou ld be f or each 
G o v e r n m e n t to dec ide n a t i o n a l l y on how to p r o c e e d t h e r e a f t e r . In 
B r i t a i n ' s case a c o m p l i c a t i n g f a c t o r w o u l d be the four B r i t i s h sub jec ts 
under a r r e s t i n I r a n . 
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T H E L O R D P R I V Y S E A L s a i d that the U n i t e d N a t i o n s (UN) S e c r e t a r i a t 
t e a m h a d now p e r s u a d e d the South A f r i c a n G o v e r n m e n t to set a date 
f o r the beg inning of the p r o c e s s l e a d i n g to N a m i b i a n e l e c t i o n s said 
independence . T h i s was subject to s a t i s f a c t o r y a g r e e m e n t o n the 
c o m p o s i t i o n of the p r o p o s e d U N f o r c e and a l s o to the h o l d i n g of an 
i n t e r n a t i o n a l m e e t i n g attended by the N a m i b i a n i n t e r n a l p a r t i e s as 
w e l l as o thers c o n c e r n e d . O n t h i s l a t t e r i s s u e i t was d i s a p p o i n t i n g 
that the U N S e c r e t a r y G e n e r a l , D r "Waldheim, had not been m o r e 
s k i l f u l i n h i s h a n d l i n g of the l e a d e r s o f the F r o n t L i n e States ; and 
t h e r e was a danger that P r e s i d e n t N y e r e r e of T a n z a n i a m i g h t a g a i n 
p l a y a n unhe lp fu l r o l e , as he had done o v e r the R h o d e s i a n 
nego t ia t i ons . 

1. T h e C a b i n e t w e r e i n f o r m e d of the b u s i n e s s to be t a k e n i n 
the H o u s e of C o m m o n s d u r i n g the f o l l o w i n g week. 
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T H E S E C R E T A R Y O F S T A T E F O R T R A D E s a i d that everything 
poss ib l e was being done to persuade the owners of the one B r i t i s h 
ship caught i n the K h o r r a m s h a h r a r e a of the S h a t t - a l - A r a b that i t 
would be dangerous for the ship to attempt to break out. Such an 
attempt might never the less be madu before l ong : m o r a l e v.as 
d e c l i n i n g among the s h i p ' s r e m a i n i n g c r e w , n ine o f whom, i n c l u d i n g 
the capta in , w e r e B r i t i s h . 

T h e Cabinet -

Took note. 

3. T H E P R I M E M I N I S T E R s a i d that M o n s i e u r T h o r n had v i s i t e d 
London on Monday 27 October i n h i s dua l capac i ty as P r e s i d e n t of 
the C o u n c i l and P r e s i d e n t designate of the C o m m i s s i o n . T h e r e 
had been some d i s c u s s i o n abcat the d i s t r i b u t i o n of p o r t f o l i o s i n the 
new C o m m i s s i o n . M a n y of the present C o m m i s s i o n e r s seemed l i k e l y 
to r e m a i n and would w i s h to r e t a i n t h e i r ex i s t ing p o r t f o l i o s . In 
p a r t i c u l a r , i f M o n s i e u r C h e y s s o n r e m a i n e d , i t would be d i f f i cu l t for 
M r Ivor R i c h a r d to se cure the development p o r t f o l i o , f o r which he 
was w e l l q u a l i f i e d . A s r e g a r d s the f o r t h c o m i n g meet ing of the 
E u r o p e a n C o u n c i l , M o n s i e u r T h o r n had r e p o r t e d that 
P r e s i d e n t G i s c a r d wished the meet ing to concentrate on i n t e r n a t i o n a l 
a f f a i r s . In h e r v iew, however , the Heads of Government could not 
i g n o r e p r o b l e m s fac ing the C o m m u n i t y i n c l u d i n g the C o m m o n 
A g r i c u l t u r a l P o l i c y and the Budget . T h e r e should a l so be 
d i s c u s s i o n on c o m m e r c i a l p o l i c y m a t t e r s , i n c l u d i n g t rade with 
J a p a n and the p r o b l e m s fac ing eg the c h e m i c a l i n d u s t r y f r o m l o w 
cost A m e r i c a n compet i t i on . The outgoing P r e s i d e n t , 
M r R o y J e n k i n s , might be i n v i t e d to give some account of h i s 
s tewardship and an i n d i c a t i o n of how he thought the C o m m u n i t y 
should t a c k l e the p r o b l e m s i t was f a c i n g . 

In a b r i e f d i s c u s s i o n i t was noted that the F r e n c h hu.d h e l d the 
development por t fo l i o s ince the beginning of the C o m m u n i t y and i t 
was t i m e f or a change. H e r r H a f e r k a m p had not been effective as 
the C o m m i s s i o n e r r e s p o n s i b l e for ex te rna l r e l a t i o n s . It should 
not be accepted that incumbents had a r i g h t as a m a t t e r of course 
to r e t a i n t h e i r por t f o l i o s and should p r e s s f o r a m o r e genera l 
r e a l l o c a t i o n . A t t e n t i o n was a lso d r a w n to the fact that deta i led 
t a l k s were tak ing p lace between the G e r m a n s and the F r e n c h on how 
to avo id c r e a t i n g d i f f i cu l t i e s for the F r e n c h i n advance of the 
f o r thcoming F r e n c h P r e s i d e n t i a l E l e c t i o n s . It would be advantageous, 
f o l l owing the success fu l A n g l o - F r e n c h consultat ions i n September , 
for the B r i t i s h Government to show i t s e l f equal ly sens i t ive , perhaps 

C O N F I D E N T I A L 
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through the m e d i u m of d i s c r e e t contacts between the P r i m e 
M i n i s t e r and the P r e s i d e n t o f the R e p u b l i c . T h e r e were a number 
of i n d u s t r i a l and c o m m e r c i a l a r e a s where the United K i n g d o m had 
i n t e r e s t s i n common with F r a n c e . 
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T H E S E C R E T A R Y O F S T A T E F O R I N D U S T R Y s a i d he was hopeful 
that, at the C o u n c i l of M i n i s t e r s meet ing that day, i t would prove 
p o s s i b l e to r e s o l v e the outstanding d i f f i cu l t i e s over the in t roduc t i on 
of mandatory quotas to regulate steel product i on i n the C o m m u n i t y . 
The G e r m a n Government had sought to protect the i n t e r e s t s of t h e i r 
p r o d u c e r s Of s p e c i a l s tee l s , but some c o m p r o m i s e o n t h i s point 
should be p o s s i b l e . 

T H E M I N I S T E R O F A G R I C U L T U R E , F I S H E R I E S A N D F O O D sa id 
that at the recent meet ing of the C o u n c i l of M i n i s t e r s ( F i s h e r i e s ) 
agreement on enforcement m e a s u r e s had been reached . A t i t s 
next meet ing the C o u n c i l would t a c k l e the d i f f i cu l t questions of 
quotas and a c c e s s . The new F r e n c h M i n i s t e r r espons ib l e f o r 
f i s h e r i e s was being c o - o p e r a t i v e . 

The Cabinet -

Took note. 

4. The Cabinet cons idered a note by the Home S e c r e t a r y 
(C(80) 63) to which was attached a r e v i s e d draf t of T h e Queen 's 
Speech on the Opening of P a r l i a m e n t . T h e y a l s o had before them 
a l e t t e r f r o m the C h a n c e l l o r of the Duchy of L a n c a s t e r to the Home 
S e c r e t a r y dated 28 October 1980 r e p o r t i n g on h i s consultat ions about 
the p o s s i b l e de le t ion of r e f e r e n c e s to spec i f i c B i l l s f r o m the draf t 
Speech. 

T H E H O M E S E C R E T A R Y s a i d that the r e v i s e d draft of The Queen 's 
Speech attached to C(80) 63 took account of changes agreed by the 
Cabinet at t h e i r p r e v i o u s meet ing . The Chance l l o r of the Duchy of 
L a n c a s t e r had subsequently consulted four M i n i s t e r s r e s p o n s i b l e 
for B i l l s ment ioned i n the draft Speech, to see whether they would 
be p r e p a r e d f o r the re l evant r e f e r e n c e s to be dropped, on the 
understanding that th i s would not n e c e s s a r i l y i m p l y that the B i l l s 
concerned would not f ind a p l a c e i n the l e g i s l a t i v e p r o g r a m m e . 
T h e C h a n c e l l o r of the Duchy of L a n c a s t e r ' s l e t ter of 28 October 
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set out the p o s i t i o n r e a c h e d . The S e c r e t a r y of State for Scot land 
had agreed to the de le t ion of the r e f e rence to c i v i c government i n 
Scot land on page 5 of the draft Speech, and 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 had agreed to the de le t i on f r o m the same page 
of the r e f e r e n c e to l e g i s l a t i o n to enable i m p r o v e m e n t s to be made 
i n the hea l th and s o c i a l s e r v i c e s . It had not been p o s s i b l e to 
r e a c h agreement on the t h r e e xemain ing B i l l s ment ioned i n 
square b r a c k e t s on page 5 of the draf t Speech. A f t e r fur ther 
d i s c u s s i o n i t was proposed not to exc i se f r o m the Speech the 
r e f e r e n c e s to the E d u c a t i o n (Spec ia l Needs) B i l l and the E d u c a t i o n 
(Scotland) B i l l . The r e f e r e n c e to the R o y a l V i s i t to S r i L a n k a 
had s t i l l to be c o n f i r m e d . The re f e rence to unemployment might 
have to be amended i n the l i g h t of d i s c u s s i o n s l a t e r that m o r n i n g , 
whi le the passage on N o r t h e r n I r e l a n d might a l so have to be r e v i s e d 
to r e f l e c t subsequent d e c i s i o n s . He suggested that on both these 
subjects the f i n a l text should be sett led between the P r i m e 
M i n i s t e r , h i m s e l f , and the M i n i s t e r s d i r e c t l y concerned. Subject 
to these po ints , he i n v i t e d t h r Cabinet to approve the r e v i s e d draft 
Speech, and to agree that i t should be submitted to T h e Queen i n 
the c o u r s e of the f o l l owing week. 

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 
he was grate fu l to the S e c r e t a r y of State for Scot land and the 
S e c r e t a r y of State for S o c i a l S e r v i c e s f o r agree ing to drop 
r e f e r e n c e s to two of t h e i r B i l l s f r o m the draft Speech, He 
accepted that th i s d i d not i m p l y any d e c i s i o n about whether the 
B i l l s themse lves were to r e m a i n i n the p r o g r a m m e . T h e 
S e c r e t a r y of State for T r a d e had been u n w i l l i n g to agree to drop 
the p r o v i s i o n s of the Companies B i l l dea l ing wi th the i m p l e m e n t a t i o n 
of E u r o p e a n C o m m u n i t y c o m m i t m e n t s , but had p r o m i s e d to 
cons ider whether the same object ives could be achieved w i th l e s s 
p r i m a r y l e g i s l a t i o n . T h e S e c r e t a r y of State had a l so been re luc tant 
to agree to the de le t ion of the r e f e rence to the Insurance Compan ies 
B i l l f r o m the draft Speech, on the grounds that there had a l r e a d y 
been a cons iderab le de lay i n honouring our C o m m u n i t y ob l igat ions 
i n t h i s a r e a , and that i t s p r o v i s i o n s would be of bei.efit to the 
B i i t i s h i n s u r a n c e i n d u s t r y . T h i s was however a long B i l l w h i c h 
was not an e s s e n t i a l p a r t of the Government ' s domest i c s trategy , 
and he hoped that i t might be poss ib l e to avo id a spec i f i c r e f e r e n c e 
i n T h e Queen 's Speech to t h i s B i l l , o r to the J u r i s d i c t i o n and 
F o r e i g n Judgments B i l l , which was a lso designed m a i n l y to meet 
E u r o p e a n C o m m u n i t y c o m m i t m e n t s and was not e ssent ia l to the 
p r o g r a m m e . T h e over load ing i n the present S e s s i o n ' s p r o g r a m m e 
had made i t evident that i t was better at t h i s stage to e r r on the side 
of caut ion i n judging the prospec t s for next S e s s i o n ' s l e g i s l a t i v e 
p r o g r a m m e . 
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I n d i s c u s s i o n , the f o l l o w i n g m a i n po ints w e r e m a d e -

a . T h e C o m p a n i e s B i l l would not be r e a d y f o r i n t r o d u c t i o n 
u n t i l e a r l y i n the new y e a r . If i t was t h e n c l e a r that the 
l e g i s l a t i v e p r o g r a m m e was r u n n i n g in to d i f f i c u l t i e s , i t m i g h t 
be p o s s i b l e to c o n s i d e r dropp ing some of i t s l e s s e s s e n t i a l 
p r o v i s i o n s so as to f a c i l i t a t e i t s passage t h r o u g h both 
H o u s e s . 

b. T h e h a r m o n i s a t i o n of l a w s g o v e r n i n g a c t i v i t i e s of 
i n s u r a n c e c o m p a n i e s was one of th3 a r e a s w h e r e 
deve l opments i n the C o m m u n i t y w e r e to o u r advantage i n 
encourag ing c r o s s - f r o n t i e r b u s i n e s s . If no c o m m i t m e n t 
to the I n s u r a n c e C o m p a n i e s B i l l w e r e g i v e n i n T h e Queen ' s 
Speech , i t w o u l d be d i s a p p o i n t i n g to o u r own i n s u r a n c e 
i n t e r e s t s , and a t t r a c t c r i t i c i s m f r o m o u r C o m m u n i t y 
p a r t n e r s . 

c . T h e J u r i s d i c t i o n and F o r e i g n J u d g m e n t s B i l l was a 
n o n - c o n t r o v e r s i a l m e a s u r e w h i c h wou ld f u l f i l an overdue 
C o m m u n i t y o b l i g a t i o n . It was su i tab l e f o r i n t r o d u c t i o n i n 
the House of L o r d s , and cou ld p r o b a b l y be handled i n the 
H o u s e o f C o m m o n s u n d e r the Second R e a d i n g C o m m i t t e e 
p r o c e d u r e . It would not t a k e up m u c h P a r l i a m e n t a r y t i m e 
and t h e r e s eemed l i t t l e po int i n d r o p p i n g the r e f e r e n c e to 
the B i l l , w h i c h was one of the v e r y few l a w r e f o r m 
m e a s u r e s p r o v i d e d f o r i n the l e g i s l a t i v e p r o g r a m m e , f r o m 
the d r a f t S p e e c h . O n the other hand, the d r a f t i n g of the 
B i l l h a d not yet been comple ted , and i t was u n l i k e l y to be 
r e a d y f o r i n t r o d u c t i o n u n t i l s h o r t l y before C h r i s t m a s . T h e 
B i l l was not a m a j o r i t e m i n next S e s s i o n ' s p r o g r a m m e , and 
any r e f e r e n c e to i t w o u l d not be l i k e l y to a t t r a c t p u b l i c 
i n t e r e s t ; on ba lance i t m i g h t be better to o m i t s u c h 
r e f e r e n c e f r o m the S p e e c h . 

d . D a t e s f o r the R o y a l V i s i t to S r i L a n k a had been 
a g r e e d , but the r e f e r e n c e t o the V i s i t i n the Speech m u s t 
depend on whether a n o f f i c i a l i n v i t a t i o n was r e c e i v e d i n t i m e . 

T H E P R I M E M I N I S T E R , s u m m i n g up the d i s c u s s i o n , s a i d that the 
C a b i n e t a g r e e d to the d e l e t i o n of the r e f e r e n c e s to c i v i c g o v e r n m e n t 
i n Sco t land and to the h e a l t h and s o c i a l s e r v i c e s on page 5 of the 
dra f t Speech . In v i e w of the advantages w h i c h wou ld a c c r u e to the 
B r i t i s h i n s u r a n c e i n d u s t r y f r o m the E u r o p e a n C o m m u n i t y 
D i r e c t i v e s on i n s u r a n c e s e r v i c e s , the r e f e r e n c e to the I n s u r a n c e 
C o m p a n i e s B i l l shou ld r e m a i n i n the dra f t Speech , but the r e f e r e n c e 
to the J u r i s d i c t i o n and F o r e i g n J u d g m e n t s B i l l should be d e l e t e d . 
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The r e f e r e n c e to the R o y a l V i s i t to S r i L a n k a should r e m a i n i n square 
b r a c k e t s f o r the t i m e b e i n g , and wou ld be de le ted i f no f o r m a l i n v i t a t i o n 
had been r e c e i v e d by the t i m e of the State Opening . She would sett le 
f i n a l t ex ts on N o r t h e r n I r e l a n d and unemployment i n c o n s u l t a t i o n w i t h the 
Home S e c r e t a r y and the M i n i s t e r s d i r e c t l y c o n c e r n e d , and wou ld a r r a n g e 
f o r the dra f t Speech , as r e v i s e d , to be submit ted to T h e Queen i n the 
c o u r s e of the f o l l o w i n g week. 

T h e C a b i n e t -

1. Noted that the P r i m e M i n i s t e r would d e t e r m i n e 
f i n a l t ex ts of the r e f e r e n c e s to unemployment and 
N o r t h e r n I r e l a n d a f t e r c o n s u l t a t i o n w i t h the H o m e 
S e c r e t a r y and M i n i s t e r s d i r e c t l y c o n c e r n e d . 

2. Subject to 1, i n v i t e d the Home S e c r e t a r y to 
p r e p a r e a f i n a l dra f t of the Speech , tak ing acount of 
the points made i n the I r i m e M i n i s t e r ' s s u m m i n g up 
of t h e i r d i s c u s s i o n . 

3. Noted that the P r i m e M i n i s t e r would submit the 
dra f t Speech to The Queen . 
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5. The Cabinet discussed a memorandum by the Chancellor of 
the Exchequer (C(80) 59) on the economic prospect and implications 
for policy. They also had before them a table summarising public 
expenditure totals from 1974-75 to 1981-82 and the prospects for the 
Public Sector Borrowing Requirement (PSBR) in 1981-82; 
memoranda by the Chancellor of the Exchequer (C(80) 60 and 65) 
on the pay and price factors to be included in the 1981-82 cash limits 
and vote8; memoranda by the Chancellor of the Exchequer and the 
Chief Secretary, Treasury (C(80) 58 and 64) and by the Secretary of 
State for Scotland (C(80) 62) on public expenditure programmes; and 
a memorandum by the Secretary of State for the Home Department 
(C(80) 61) on the Rate Support Grant settlement in 1981-82. 

T H E C H A N C E L L O R O F T H E EXCHEQUER said that the decisions 
which the Cabinet was now called upon to reach had to be considered 
against a very difficult international and domestic economic 
situation. Throughout the industrialised world there had been a 
sharp reduction of growth in the 1970s, as a result of the increase 
in oil prices and general inflationary tendencies. This had been 
particularly marked in the United Kingdom, where the average 
annual rate of growth between 1973 and 1979 had fallen to 1 per cent 
as compered with 3 per cent over the previous twenty years. Gross 
Domestic Product in the United Kingdom was expected to fall by about 
five percentage points between 1979 and 1981, because of the world 
recession, and the high exchange rate accentuating the long-term 
decline in the international competitiveness of British industry. The 
underlying problems of the Bri t ish economy were rooted in the 
increase of earnings and prices and not in a deficiency of demand. 
The right course was to stick to the policy objective of containing 
the aggregate totals of public expenditure at the levels agreed earlier 
in the year - which because of the recession would imply an increase 
in the ratio between public expenditure and Gross Domestic Product, 
and to bring the PSBR to a level which would permit the possibility of 
a reduction in the level of interest rates, which was among the factors 
keeping the exchange rate high and was creating severe liquidity 
problems for industry. 

The reductions in public expenditure proposed by the Treasury did 
not represent an overall reduction in public spending: they represented 
a redistribution within the total, so as to make room for the 
increases (to a considerable extent the unavoidable result of recession) 
detailed in Table 1 attached to C(80) 58. Even if all the reductions 
proposed by the Treasury were agreed, that would leave the PSBR 
in 1981 "82 slightly higher than that forecast in July. It would not in 
present circumstances be appropriate to try to bring the forecast 
PSBR back to the level implied by the centre of the range indicated 
for money supply increases in the medium term financial strategy, 
but it would be necessary to bring the PSBR some way back towards 
that level, if it was to become compatible with any prospect of 
reducing interest rates. That meant that he was bound to be thinking 
in terms of a considerable increase in taxation in his next Budget, over 
and above the reductions in public expenditure now proposed. 
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In discussion there was general agreement with the objectives of the 
Government's economic strategy, but reservations were expressed 
by some Ministers about the scale and timing of the measures 
proposed. It was suggested that the increases in nationalised 
industry financial requirements and in the cost of unemployment 
benefit as a result of the recession should not be regarded as a 
reason for cutting other public spending programmes. Most 
countries did not include nationalised industry investment in their 
public expenditure, or include it in their P S B R . It was necessary 
to have regard to what was happening in the economy. The Treasury 
papers did not provide the Cabinet with adequate forecasts of the 
consequences of their proposals for interest rates, industrial output 
or unemployment, and Treasury forecasts of unemployment had in the 
past tended to be over optimistic, Manufacturing output had fallen b / 
11 per cent this year, Unemployment was continuing to r ise . 
British goods were increasingly uncompetitive in world markets 
because of the high exchange rate. The volume of exports had so far 
held up as order books were worked through, but manufacturers 
could not continue indefinitely to export at a bare profit 01 even a loss, 
and export orders were likely soon to decline,, There was a risk that 
the measures now proposed by the Treasury might merely serve to 
aggravate the decline in output and the rise in unemployment now 
occurring. If this happened, it could make inevitable higher 
expenditure on unemployment benefits, larger financing requirements 
for nationalised industries and a larger PSBR, and could force out of 
business not just inefficient and badly managed companies but some of 
the best companies in the country on whom the prospects of recovery 
would depend. On the monetary side, bank lending to the private 
sector was likely to begin to come down, and it should be possible to 
finance a PSBR consistent with a money supply increase of the order 
of 10 per cent in 1981-82 at lower interest rates than those now ruling. 
The Cabinet should also have regard to the political implications of 
what was being proposed. The right course for the Cabinet was, 
while supporting the general strategy, not to go as far as now 
proposed in reducing public expenditure, to make a modest reduction 
in the level of interest rates as the rate of inflation came down, and 
to review the situation again in a few months' time. 

On the other hand, though there was general recognition that the 
decisions facing the Cabinet were very difficult and painful, both 
on public expenditure and perhaps also on taxation, it was argued 
that the decisions would not become less necessary or less 
disagreeable with the passage of time, and should not therefore be 
postponed. The measures proposed were themselves likely to have 
only a marginal effect on the level of industrial activity and unemploy
ment; it would be idle to suppose that the Government could find some 
easy way of significantly increasing the level of activity, which was 
determined by world recession and other circumstances not within 
the Government's ability to determine in the short term. The Cabinet 
should continue to set its course in relation to the longer-term 
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r e q u i r e m e n t s f o r the r e d u c t i o n of the ra te of i n f l a t i o n and the 
r e c o v e r y of the e c o n o m y . T h a t n e c e s s i t a t e d do ing whatever was 
p o s s i b l e to c r e a t e the c l i m a t e f o r a r e v i v a l of i n v e s t m e n t . It was 
e s s e n t i a l to b r i n g the P S B R i n 1981-82 back to a l e v e l that was 
c o m p a t i b l e w i t h a f a l l i n i n t e r e s t r a t e s . T h i s wou ld e n t a i l a m a s s i v e 
budgetary s w i t c h , w i t h r e d u c t i o n s i n p u b l i c expendi ture of the 
aggregate amount p r o p o s e d b y the T r e a s u r y and i n c r e a s e s i n 
taxat i on of the k i n d f o reshadowed by the C h a n c e l l o r of the E x c h e q u e r . 
In d e c i d i n g w h i c h p u b l i c expendi ture p r o g r a m m e s to cut , the C a b i n e t 
should concentrate as f a r as p o s s i b l e on those p r o g r a m m e s that w e r e 
not w e a l t h - c r e a t i n g . F r o m the po in t of v i e w of the ex e d i b i l i t y of the 
s t r a t e g y and of o f f e r i n g s ome p r o s p e c t of hope f o r i n d u s t r y i t was 
a rguab le that the changes of taxat i on r e q u i r e d should be brought 
f o r w a r d f r o m next y e a r and i n c l u d e d w i t h the p u b l i c expend i ture 
changes i n a n e a r l y announcement . In th is w a y the t o t a l i m p a c t o f 
the G o v e r n m e n t ' s p r o p o s a l s on the P S B R w o u l d be seen , and the f u l l 
extent and g r a v i t y of the p r o b l e m d e m o n s t r a t e d ; but there would be 
some ground f o r hop ing that t h i s c o u l d comple te what was r e q u i r e d 
and h o l d out the p r o s p e c t of a r e d u c t i o n i n i n t e r e s t r a t e s . 

In d i s c u s s i o n the f o l l o w i n g w e r e among the other po ints m a d e : -

a . Of the p r o p o s e d i n c r e a s e s i n e x p e n d i t u r e , o v e r 
£1 b i l l i o n w a s f o r the n a t i o n a l i s e d i n d u s t r i e s . T h i s was a 
m a j o r r e a s o n f o r the s u b s t a n t i a l cuts w h i c h were now b e i n g 
demanded f r o m other p r o g r a m m e s . If, h o w e v e r , l o s s - m a k i n g 
n a t i o n a l i s e d i n d u s t r i e s , such as the B r i t i s h S t e e l C o r p o r a t i o n 
( B S C ) had been put into l i q u i d a t i o n , the cos ts to the P S B R 
w o u l d have been c o n s i d e r a b l y h i g h e r . 

b . T h e r e w a s s t rong p r e s s u r e f r o m i n d u s t r y to reduce the 
b u r d e n on t h e m of e n e r g y p r i c e s , and there m i g h t ba some 
scope f o r l i m i t e d s e l e c t i v e a c t i o n i n t h i s d i r e c t i o n . O n the 
o ther hand any s u b s t a n t i a l s l o w i n g down of the move to 
e c o n o m i c e n e r g y p r i c i n g wou ld have a f u r t h e r and m a j o r 
a d v e r s e ef fect on the f i n a n c e 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 . 

c . It w a s n e c e s s a r y to p r o v i d e f o r f u r t h e r i n c r e a s e s i n 
the C o n t i n g e n c y R e s e r v e f o r r e a l i s m , i n the l i g h t of e x p e r i e n c e 
o v e r the l a s t y e a r and to g u a r d aga ins t l i k e l y f u r t h e r demands 
f o r f i n a n c i n g of, f o r e x a m p l e , B r i t i s h L e y l a n d and B S C . 

d . In c o n s i d e r i n g the opt ions i t w o u l d be n e c e s s a r y to be 
c l e a r whether p r i o r i t y should be g i v e n to the a i m of r e d u c i n g 
the P S B R o r to r e d u c i n g the p u b l i c expendi ture t o t a l s . In 
the h e a l t h s e r v i c e , f o r e x a m p l e , i t wou ld be p o s s i b l e to a v o i d 
p u b l i c expend i ture cuts by the a l t e r n a t i v e of an i n c r e a s e i n the 
N a t i o n a l Insurance H e a l t h C o n t r i b u t i o n w h i c h would benef i t the 
P S B R . A ba lance would have to be s t r u c k between these 
o b j e c t i v e s . It was suggested that , w h i l e i n 1981-82 the 
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p r i m a r y object ive m u s t be to reduce the P S B R , lhe 
G o v e r n m e n t should not l o se sight of i t s c o m m i t m e n t to 
b r i n g i n g down the l e v e l of publ i c expenditure as a p r o p o r t i o n 
of G r o s s D o m e s t i c P r o d u c t . 

e. It would be of p r i m e impor tance to p r e s e n t a united 
f ront i n defending the C a b i n e t ' s d e c i s i o n s . P r e s s speculat ion 
whi ch sought to p o r t r a y Cabinet d i s c u s s i o n i n a d v e r s a r y t e r m s 
was p a r t i c u l a r l y damaging and m e m b e r s o f the Cab inet should 
avo id saying anything w h i c h fed such speculat ion . 

T H E P R I M E M I N I S T E R s u m m i n g up the d i s c u s s i o n , sa id that i t was 
c l e a r that the Cab inet endorsed the G o v e r n m e n t ' s economic strategy, 
and accepted the need to pursue the object ive of keeping the tota ls of 
pub l i c expenditure i n 1981-82 and l a t e r y e a r s b r o a d l y a t the l e v e l s 
set out i n the M a r c h White P a p e r (Cmnd . 7841), T o th is end, and 
as a contr ibut ion to reduc ing the P S B R i n 1981-82, i t would be 
n e c e s s a r y to achieve aggregate reduct ions of pub l i c expenditure of 
the o r d e r of magnitude proposed by the T r e a s u r y . E v e n wi th these 
reduc t i ons , the C h a n c e l l o r of the E x c h e q u e r would be faced w i t h the 
need to i n c r e a s e taxat ion i n o r d e r to b r i n g the P S B R down to a l e v e l 
compat ib le w i t h a r e d u c t i o n i n i n t e r e s t r a t e s . The on ly a l t e rnat ive 
course - that of a l l owing the P S B R and the money supply to r i s e -
was not l i k e l y to prov ide s ign i f i cant r e l i e f f or i n d u s t r y i n the short 
t e r m and would have inca l cu lab l e consequences f o r the l e v e l s of 
i n f l a t i o n , output and unemployment i n the l onger t e r m . The Cabinet 
would meet aga in on Tuesday , 4 November to d i s c u s s the deta i led 
p r o p o s a l s f o r reduct ions i n spending p r o g r a m m e s to achieve the 
tota l r e q u i r e d . It had to be accepted that, i f some p r o g r a m m e s were 
reduced by l e s s than was proposed , the s h o r t f a l l would have to be 
offset b y l a r g e r reduct ions than those proposed i n other p r o g r a m m e s , 
i f the tota l r e d u c t i o n r e q u i r e d was to be r e a l i s e d . I£ the Cab inet d i d 
not agree upon reduct ions adding up to the total r e q u i r e d , (he s h o r t f a l l 
would have to be made up b y i n c r e a s e s of taxat ion addi t ional to those 
w h i c h would be r e q u i r e d i n any case . 

The Cabinet -

1. E n d o r s e d the G o v e r n m e n t ' s economic strategy as 
set out by the C h a n c e l l o r of the E x c h e q u e r i n C(80) 5 9 
and i n d i s c u s s i o n * 

2 . E n d o r s e d the objective of keeping the totals of 
pub l i c expenditure i n 1981-82 and l a t e r y e a r s b r o a d l y 
at the l e v e l s set out i n the White P a p e r of M a r c h 1980 
( C m n d . 7841). 
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3. E n d o r s e d the ob jec t ive of r e d u c i n g the t o t a l of 
p u b l i c expend i ture p r o g r a m m e s by the aggregate 
amounts i n d i c a t e d i n C(80) 58 and 64, 

4. A g r e e d that , i n so fax* as the a g r e e d r e d u c t i o n s i n 
p u b l i c expend i ture f e l l shor t of the aggregate amounts 
i n d i c a t e d , i t wou ld be n e c e s s a r y f o r the C h a n c e l l o r of the 
E x c h e q u e r to i m p o s e a d d i t i o n a l i n c r e a s e s of taxation,, 
o v e r and above those w h i c h would be r e q u i r e d even i f the 
r e d u c t i o n s i n d i c a t e d w e r e a c h i e v e d i n f u l l , i n o r d e r tc 
b r i n g the P S B R i n 1981-82 down to a l e v e l c ompat ib l e w i t h 
the p r o s p e c t of a s i g n i f i c a n t r e d u c t i o n of i n t e r e s t r a t e s , 

5. A g r e e d to m e e t on T u e s d a y , 4 N o v e m b e r f o r 
d e t a i l e d d i s c u s s i o n of the r e d u c t i o n s i n p u b l i c expendi ture 
p r o g r a m m e s p r o p o s e d i n C(80) 58 and 64. 

C a b i n e t Of f i ce 

31 O c t o b e r 1980 
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