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CONFIDENTIAL 

1, T H E L O R D C H A N C E L L O R s a i d that he h a d b e e n c o n c e r n e d to 
j jy read an a r t i c l e i n the p r e v i o u s w e e k e n d ' s S u n d a y T e l e g r a p h w h i c h 

purpor ted to quote v e r b a t i m r e m a r k s m a d e by a n u m b e r of s e n i o r 
M i n i s t e r s . If the r e m a r k s w e r e a c c u r a t e l y r e p o r t e d t h e y w e r e i n 
b reach of the c o a v e n t i o n s of p u b l i c l i f 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 a b r i e f d i s c u s s i o n , s a i d that the 
a r t i c l e had b e e n a m a t t e r of s e r i o u s c o n c e r n to m a n y m e m b e r s o f the 
Cabinet . If s u c h r e p o r t s w e r e r e p e a t e d t h e y w o u l d d e s t r o y a l l t r u s t 
between M i n i s t e r i a l c o l l e a g u e s and u n d e r m i n e the b a s i s o f C a b i n e t 
G o v e r n m e n t . She h a d e m p h a s i s e d at the C a b i n e t ' s f i r s t m e e t i n g the 
impo r t ance o f m a i n t a i n i n g the s t r i c t e s t s t a n d a r d s o f c o n f i d e n c e i n 
Cabinet and b e t w e e n m e m b e r s of the C a b i n e t : M i n i s t e r s s h o u l d r e m i n d 
themse l ve s o f the m i n u t e s o f that m e e t i n g a n d of the r e l e v a n t p a r a g r a p h s 
of Q u e s t i o n s o f P r o c e d u r e f o r M i n i s t e r s . 

T h e C a b i n e t -

T o o k n o t e , w i t h a p p r o v a l , o f the P r i m e M i n i s t e r ' s 
s u m m i n g u p o f t h e i r d i s c u s s i o n . 

KRY 2. 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 
House 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 a n d o f the b u s i n e s s 
p roposed f o r the r e m a i n d e r of the p e r i o d u p to F r i d a y 27 J u l y . It was 
intended that the H o u s e s h o u l d r i s e f o r the S u m m e r R e c e s s o n 27 J u l y 
and r e t u r n on M o n d a y 29 O c t o b e r . 

T H E H O M E S E C R E T A R Y s a i d that he i n t e n d e d to speak e a r l y i n the 
debate on c a p i t a l p u n i s h m e n t w h i c h w a s to take p l a c e on T h u r s d a y 
19 Ju l y . In d o i n g so he w o u l d be d e p a r t i n g f r o m the p r a c t i c e of h i s 
p r e d e c e s s o r s , who had s p o k e n at the e n d of p r e v i o u s d eba t e s on t h i s 
subject. U n l i k e t h e m h o w e v e r he w o u l d no t be s e e k i n g to i n f l u e n c e the 
House t o w a r d s a p a r t i c u l a r c o n c l u s i o n . H e w o u l d set out a s f a i r l y g.s 
poss ib le the c o n s i d e r a t i o n s w h i c h s h o u l d a f f ect the d e c i s i o n i n p r i n c i p l e 
and the q u e s t i o n s w h i c h w o u l d a r i s e i n d r a f t i n g n e w l e g i s l a t i o n . 
F i n a l l y he w o u l d s a y that , h a v i n g a g a i n c o n s i d e r e d the a r g u m e n t s , he 
would h i m s e l f vo te a g a i n s t the M o t i o n to r e s t o r e c a p i t a l p u n i s h m e n t , 
but that i f i t w e r e c a r r i e d he a n d h i s D e p a r t m e n t w o u l d do e v e r y t h i n g 
poss ib le to g i ve e f f ec t to the w i s h e s o f the H o u s e a n d to e n s u r e that any 
subsequent B i l l was s o u n d l y d r a f t e d . T h e debate w o u l d take p l a c e o n 
the v e r y g e n e r a l E a r l y D a y M o t i o n w h i c h h a d b e e n t a b l e d i n the n a m e of 
M r E l d o n G r i f f i t h s a n d o t h e r s ; i t w o u l d be o p e n to a m e n d m e n t but i t s 
sponsor s w o u l d p r o b a b l y t r y to p e r s u a d e o t h e r M e m b e r s a g a i n s t t a b l i n g 
a m e n d m e n t s o r p r e s s i n g t h e m to a d i v i s i o n . 
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T h e C a b i n e t 

1, T o o k no t e . 

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 i n h i s v i e w i t was 
e s s e n t i a l f o r the C o m p e t i t i o n B i l l to r e c e i v e i t s S e c o n d R e a d i n g b e f o r e 
the House of C o m m o n s r o s e f o r the S u m m e r R e c e s s , i n o r d e r to get the 
c o n t r o v e r s y o v e r the a b o l i t i o n o f the P r i c e C o m m i s s i o n out o f the way . 
It would be d a m a g i n g to the G o v e r n m e n t s p o s i t i o n to d e f e r S e c o n d 
Read ing u n t i l the a u t u m n at a t i m e w h e n the R e t a i l P r i c e Index w o u l d be 
r each ing a p e a k and the a u t u m n r o u n d of p a y n e g o t i a t i o n s at a c r i t i c a l 
stage. A n e a r l y S e c o n d R e a d i n g w o u l d a l s o p r o v i d e c o n s t i t u t i o n a l 
j u s t i f i c a t i o n f o r the d i s b a n d i n g of the C o m m i s s i o n w h i c h was now go ing 
ahead. 

In d i s c u s s i o n i t wa s s u g g e s t e d that a debate on the S e c o n d R e a d i n g o f the 
C o m p e t i t i o n B i l l c o u l d take the p l a c e o f the p r o p o s e d debate o n r e g i o n a l 
po l i cy o n 25 J u l y . T h e a r r a n g e m e n t s f o r tha t deba te a n d f o r l a y i n g the 
n e c e s s a r y O r d e r s p r e s e n t e d s e r i o u s d i f f i c u l t y i n r e l a t i o n to the f o r t h 
coming debate i n S c o t t i s h G r a n d C o m m i t t e e o n u n e m p l o y m e n t i n 
Scot land , a n d f u r t h e r p r o b l e m s w o u l d a r i s e at the s a m e t i m e f r o m the 
G o v e r n m e n t s d e c i s i o n s o n d i s p e r s a l a n d f r o m r e d u n d a n c i e s i n the 
sh ipbu i ld ing i n d u s t r y . It was s u g g e s t e d that the a n n o u n c e m e n t of the 
G o v e r n m e n t s n e w r e g i o n a l p o l i c i e s c o u l d be d e f e r r e d f o r s o m e w e a k s 
without f o r g o i n g the e x p e c t e d s a v i n g s p r o v i d e d the t r a n s i t i o n a l p e r i o d o f 
one y e a r was s h o r t e n e d , a n d that the debate on the O r d e r s c o u l d be 
d e f e r r e d u n t i l the a u t u m n . O n the o t h e r h a n d i t was a r g u e d that the 
announcement m u s t be m a d e i n the H o u s e o f C o m r i o n s ; that any d e l a y 
in m a k i n g i t c o u l d d a m a g e b u s i n e s s c o n f i d e n c e ; a n d that s i n c e the 
p r o p o s a l s w e r e a l r e a d y b e i n g n e g o t i a t e d i n B r u s s e l s a n e a r l y a n n o u n c e 
ment was n e e d e d to a n t i c i p a t e a n y p o s s i b l e l e a k f r o m that s o u r c e . T l je 
dateof the s u m m e r a d j o u r n m e n t ought no t to be p o s t p o n e d s i n c e the H o u s e 
would then have to s i t wh i l e the P r i m e M i n i s t e r and the F o r e i g n a n d 
C o m m o n w e a l t h S e c r e t a r y w e r e at the C o m m o n w e a l t h H e a d s o f 
G o v e r n m e n t M e e t i n g i n L u s a k a . . 

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 
Cabinet a g r e e d that a r r a n g e m e n t s s h o u l d be m a d e f o r the C o m p e t i t i o n 
B i l l to r e c e i v e i t s S e c o n d R e a d i n g b e f o r e the S u m m e r R e c e s s a n d that 
the date of the s u m m e r a d j o u r n m e n t s h o u l d not be p o s t p o n e d . She 
would c o n s i d e r w i t h the M i n i s t e r s p r i n c i p a l l y c o n c e r n e d how the 
bus iness f o r the l a s t few d a y s b e f o r e the R e c e s s m i g h t be r e a r r a n g e d 
for th is p u r p o s e . 
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T h e C a b i n e t 

2. T o o k n o t e , w i t h a p p r o v a l , of the P r i m e 


M i n i s t e r ' s s u m m i n g u p of t h e i r d i s c u s s i o n . 


3. T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y s a i d that 
dur ing h i s v i s i t to L o n d o n the S e c r e t a r y G e n e r a l o f the U n i t e d N a t i o n s , 
D r W a l d h e i m , w o u l d be i n f o r m e d o f the s a t i s f a c t o r y a p p o i n t m e n t o f 
S i r J a m e s M u r r a y a s the F i v e W e s t e r n P o w e r s ' s p e c i a l e n v o y to d i s c u s s 
with the South A f r i c a n G o v e r n m e n t the d i f f i c u l t s e a r c h f o r a s e t t l e m e n t 
on N a m i b i a . O n R h o d e s i a , the O r g a n i s a t i o n of A f r i c a n U n i t y m e e t i n g 
in M o n r o v i a h a d a d o p t e d a n u n h e l p f u l r e s o l u t i o n w h i c h h a d , h o w e v e r , 
stopped s h o r t of r e c o g n i s i n g the P a t r i o t i c F r o n t a s the s o l e r e p r e s e n 
tatives of the peop l e of the t e r r i t o r y . M e a n w h i l e B i s h o p M u z o r e w a ' s 
Washington t a l k s w i th U n i t e d S ta t e s l e a d e r s s e e m e d to have gone f a i r l y 
wel l , a l though he h a d b e e n n o n - c o m m i t t a l o n p o l i t i c a l c h a n g e s . D u r i n g 
his i m p e n d i n g L o n d o n v i s i t we w o u l d be s p e a k i n g to h i m a l o n g the l i n e s 
which the G o v e r n m e n t s s p o k e s m a n h a d t a k e n i n P a r l i a m e n t o n 10 J u l y . 

T H E P R I M E M I N I S T E R , s u m m i n g up a b r i e f d i s c u s s i o n , s a i d that the 
Cabinet no t ed what 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 h a d s a i d . 
A ques t ion h a d b e e n r a i s e d about the l i k e l i h o o d a n d n a t u r e of N i g e r i a n 
act ion a g a i n s t B r i t i s h i n t e r e s t s i n the R h o d e s i a n con tex t , w i t h p a r t i c u l a r 
r e f e rence to the p o s i t i o n of B r i t i s h P e t r o l e u m ( B P ) s i n c e t h i s m i g h t 
affect the G o v e r n m e n t s p l a n s f o r d i s p o s i n g o f B P a s s e t s : t h i s w o u l d be 
c o n s i d e r e d b y the D e f e n c e a n d O v e r s e a P o l i c y C o m m i t t e e . It h a d a l s o 
been s u g g e s t e d that p r i v a t e l e g a l p r o c e e d i n g s m i g h t be t a k e n a g a i n s t 
B i shop M u z o r e w a d u r i n g h i s v i s i t to L o n d o n : the A t t o r n e y G e n e r a l 
would be u r g e n t l y c o n s u l t e d about the p o s s i b i l i t y o f t h i s a n d w h e t h e r i n 
that event i t w o u l d be a p p r o p r i a t e to i s s u e a n o l l e p r o s e q u i . 

T h e C a b i n e t 

1. T o o k n o t e , w i th a p p r o v a l , o f the P 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 . 


T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y s a i d the D e f e n c e 
and O v e r s e a P o l i c y C o m m i t t e e h a d c o n c l u d e d that o n h u m a n i t a r i a n 
grounds we s h o u l d a g r e e to take o v e r a p h a s e d p e r i o d of t h r e e y e a r s a 
further 10, 000 V i e t n a m e s e r e f u g e e s , who w o u l d i n c l u d e a n y p i c k e d up by 
our sh ips at s e a but w o u l d o t h e r w i s e c o m e o n l y f r o m H o n g K o n g ; a n d 
that £5 m i l l i o n s h o u l d be m a d e a v a i l a b l e f r o m the o v e r s e a s a i d budget . 

T H E P R I M E M I N I S T E R , s u m m i n g up a b r i e f d i s c u s s i o n , s a i d that the 
Cabinet e n d o r s e d the C o m m i t t e e ' s c o n c l u s i o n . We s h o u l d not announce 
our d e c i s i o n u n t i l nex t week , a n d s h o u l d m e a n w h i l e t e l l D r W a l d h e i m 
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only that we h o p e d to be ab le to a g r e e to the quota p r o p o s e d b y the 
High C o m m i s s i o n e r f o r R e f u g e e s . T h e a n n o u n c e m e n t n e e d no t r e f e r to 
the fact that the r e f u g e e s ' a r r i v a l w o u l d be p h a s e d , a l t hough the H o m e 
S e c r e t a r y w o u l d n e e d to m a k e c l e a r ( p e r h a p s i n a n s w e r to a n a r r a n g e d 
Supp l ementa ry Q u e s t i o n ) that t h e y c o u l d o b v i o u s l y no t a l l a r r i v e at o n c e . 

T h e C a b i n e t 

2. T o o k n o t e , w i th a p p r o v a l , o f the P r i m e 


M i n i s t e r ' s s u m m i n g up o f t h e i r d i s c u s s i o n . 


4. T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y s a i d the 
I r i sh had now a s s u m e d the P r e s i d e n c y o f the C o m m u n i t y f o r the o o m i n g 
six m o n t h s . He h a d v i s i t e d D u b l i n the p r e v i o u s d a y f o r t a l k s w i th the 
T a o i s e a c h and the I r i s h M i n i s t e r f o r F o r e i g n A f f a i r s . H e h a d s t r e s s e d 
that, i f the I r i s h w i s h e d to m a k e a s u c c e s s of t h e i r P r e s i d e n c y , t h e y 
would n e e d to r e s o l v e o u r p r o b l e m s o v e r the budget . H e h a d a s s u r e d 
them that we w e r e not t r y i n g to s o l v e o u r p r o b l e m s at the e x p e n s e of 
the I r i s h R e p u b l i c . T h e L o r d P r e s i d e n t o f the C o u n c i l w o u l d be 
r e p r e s e n t i n g the G o v e r n m e n t at the i n a u g u r a l s e s s i o n o f the E u r o p e a n 
P a r l i a m e n t on 18 J u l y . 

In a b r i e f d i s c u s s i o n i t was r e p o r t e d that , a s a r e s u l t o f d i s c u s s i o n s 
between the C h a n c e l l o r o f the E x c h e q u e r a n d C o m m i s s i o n e r O r t o l i , i t 
might be p o s s i b l e a t the f o r t h c o m i n g C o u n c i l o f M i n i s t e r s ( F i n a n c e ) to 
find an adequate way to p r o t e c t o u r i n t e r e s t s i n c o n n e c t i o n w i t h the 
payment of i n t e r e s t r a t e s u b s i d i e s to I t a ly a n d the I r i s h R e p u b l i c u n d e r 
the E u r o p e a n M o n e t a r y S y s t e m . T h e C o u n c i l wa s no t e x p e c t e d to 
d i scuss the U n i t e d K i n g d o m budget p r o b l e m but 
C o m m i s s i o n e r T u g e n d h a t h a d b e e n u r g e d to e n s u r e chat the 
C o m m i s s i o n ^ f a c t u a l a n a l y s i s was a v a i l a b l e i n t i m e f o r d i s c u s s i o n at 
the S e p t e m b e r m e e t i n g . 

T h e C a b i n e t -

T o o k n o t e . 
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5, T h e C a b i n e t ' s d i s c u s s i o n a n d the c o n c l u s i o n s r e a c h e d a r e 
r e c o r d e d s e p a r a t e l y . 

Cabinet O f f i ce 

12 J u l y 1979 
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L I M I T E D C I R C U L A T I O N A N N E X 

C C ( 7 9 )	 9 t h C o n c l u s i o n s M i n u t e 5 

T h u r s d a y 12 J u l y 1979 at 10. 30 a m 

T h e C a b i n e t c o n s i d e r e d a m e m o r a n d u m by the C h a n c e l l o r o f the 

URE 	 E x c h e q u e r (C (79) 27) about t h e E c o n o m i c B a c k g r o u n d to the P u b l i c 
E x p e n d i t u r e d e c i s i o n s ; t h r e e m e m o r a n d a by the C h i e f S e c r e t a r y , 
T r e a s u r y , o n e o f w h i c h (C (79) 26) c o v e r e d a r e p o r t by o f f i c i a l s o n 
the s cope f o r 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 i n the y e a r s 1980-81 to 
1983-84, one c o v e r e d a r e p o r t b y o f f i c i a l s o n the i n v e s t m e n t a n d 
f inanc ing p r o g r a m m e s o f the n a t i o n a l i s e d i n d u s t r i e s f o r the s a m e y e a r s 
(C(79) 28), a n d o n e (C (79) 25) c o n t a i n e d h i s own r e c o m m e n d a t i o n s f o r 
r educ t i ons i n p u b l i c e x p e n d i t u r e ; t o g e t h e r w i t h a m e m o r a n d u m by the 
S e c r e t a r y o f S ta te f o r E d u c a t i o n a n d S c i e n c e (C (79 ) 29) about the 
scope f o r r e d u c t i o n s i n t h e E d u c a t i o n P r o g r a m m e ; a n d a m i n u t e 
dated 10 J u l y f r o m the S e c r e t a r y o f S ta te f o r the E n v i r o n m e n t to the 
P r i m e M i n i s t e r , r e p o r t i n g o n d i s c u s s i o n s w i t h t h e L o c a l A u t h o r i t y 
A s s o c i a t i o n s about 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 i n t h o s e y e a r 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 s a i d that , s i n c e c o m i n g 
to o f f i ce , h e h a d m a d e a c a r e f u l r e a p p r a i s a l o f the c o u n t r y ' s e c o n o m i c 
p r o s p e c t s . O u r p e r f o r m a n c e was d e t e r i o r a t i n g , a n d a l l the 
i n d i c a t o r s w e r e p o i n t i n g i n t h e w r o n g d i r e c t i o n . I n f l a t i on s e e m e d 
l i k e l y to r i s e f a s t , a n d t h i s m a d e i t e s s e n t i a l to m a i n t a i n c o n t r o l o v e r 
b o r r o w i n g a n d the m o n e y s u p p l y . T h e r e c e n t o i l p r i c e i n c r e a s e s 
made the s i t u a t i o n w o r s e . T h e shape , t hough no t t h e s i z e , o f the 
p r o b l e m was i n l i n e w i t h what the P a r t y h a d e x p e c t e d b e f o r e the 
E l e c t i o n . T h e y h a d a g r e e d t h e n tha t t h e r e was no e s c a p e t h r o u g h 
r e l a x i n g the m o n e y s u p p l y a n d t h e b o r r o w i n g r e q u i r e m e n t . T h i s 
would m e r e l y l e a d to g r e a t e r i n f l a t i o n a f t e r a s h o r t - l i v e d p e r i o d o f 
fa lse s e c u r i t y . S i m i l a r l y , the t ax c u t s w e r e c r u c i a l to t h e s t r a t e g y 
and shou ld not be f o r g o n e . T h e f o r e c a s t p u b l i c s e c t o r b o r r o w i n g 
r e q u i r e m e n t ( P S B R ) f o r 1980-81 was m a d e m u c h h i g h e r by the l i k e l y 
i m p a c t	 o f c o m p a r a b i l i t y s e t t l e m e n t s i n the p u b l i c s e c t o r a n d i t was 
n e c e s s a r y to s e e k o f f - s e t t i n g r e d u c t i o n s . A l l o f t h i s h a d l e d h i m a n d 
the C h i e f S e c r e t a r y to p r o p o s e r e d u c t i o n s o f £ 6 . 5 b i l l i o n o n the 
i n h e r i t e d p l a n s f o r that y e a r . T h i s i m p l i e d a r e d u c t i o n o f o n l y 
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£1.5 b i l l i o n (or about 2 p e r cent ) o n the c u r r e n t y e a r ' s s p e n d i n g 
l e v e l s . It w o u l d r e d u c e e x p e n d i t u r e , no t to the t a r g e t l e v e l o f t h e 
o u t - t u r n o f 1977 -78 , but abou t h a l f way to tha t p o i n t , w h i l e l e a v i n g 
pub l i c e x p e n d i t u r e at a c o n s t a n t s h a r e o f about 42 p e r cen t o f the 
g r o s s d o m e s t i c p r o d u c t ( G D P ) . A l l t h i s was n e c e s s a r y m e r e l y to 
r e c o v e r l o s t g r o u n d . T h e p r o p o s e d l e v e l s f o r 1980-81 w o u l d not 
p e r m i t any s i g n i f i c a n t r e d u c t i o n i n the l e v e l o f t a x a t i o n i n the nex t 
Budget , a p a r t f r o m the i n d e x a t i o n of p e r s o n a l a l l o w a n c e s , a n d i t 
would r e q u i r e t h e r e v a l o r i s a t i o n o f s p e c i f i c d u t i e s . B u t i t w o u l d 
r e d u c e the P S B R f r o m 4. 4 to 4 . 2 p e r c en t o f G D P , w h i c h was a n 
e s s e n t i a l s tep i n the r i g h t d i r e c t i o n . 

In d i s c u s s i o n , i t wa s s u g g e s t e d that t h e G o v e r n m e n t f a c e d the m o s t 
s e r i o u s d i l e m m a i n e c o n o m i c p o l i c y o f a n y p o s t - w a r G o v e r n m e n t . 

Inf lat ion was r i s i n g f a s t , a g a i n s t t h e b a c k g r o u n d o f a s t r o n g p o u n d , 
in f lows of f o r e i g n c u r r e n c y , a n d a g r o w i n g m o n e y s u p p l y . T h i s m a d e 
i t e s s e n t i a l to r e d u c e the l e v e l o f p u b l i c e x p e n d i t u r e a n d a t l e a s t to 
s t ab i l i s e t h e p r e s e n t l e v e l o f t a x a t i o n i f not r e d u c e i t . A g a i n s t t h i s , 
i t was a r g u e d that the G o v e r n m e n t ' s s t r a t e g y , a s d e v e l o p e d i n 
O p p o s i t i o n a n d e x e m p l i f i e d i n the f i r s t B u d g e t , h a d b e e n o v e r t a k e n 
by event s . E x p e n d i t u r e c u t s o n t h e s c a l e n o w p r o p o s e d , at a t i m e 
when e c o n o m i c a c t i v i t y was d e c l i n i n g a n d u n e m p l o y m e n t m o u n t i n g , 
were no l o n g e r f e a s i b l e o r j u s t i f i e d . M a s s i v e r e d u n d a n c i e s w e r e 
i n p r o s p e c t i n m a n y m a j o r p u b l i c a n d p r i v a t e i n d u s t r i e s . T h e 
Cab inet s h o u l d t a k e i n to a c c o u n t the e m p l o y m e n t c o n s e q u e n c e s o f 
the cuts p r o p o s e d , w h i c h m i g h t e v e n w ipe out m a n y o f the s a v i n g s 
by i n c r e a s e d s o c i a l s e c u r i t y e x p e n d i t u r e . T h e p o l i c y m i g h t be w r o n g 
i n o ther r e s p e c t s t oo : by m a i n t a i n i n g a h i g h l e v e l o f i n t e r e s t r a t e s , 
wh ich m e r e l y i n d u c e d a d d i t i o n a l i n f l o w s i n t o s t e r l i n g , i t d e t e r r e d 
i n v e s t m e n t a n d i n c r e a s e d i n d u s t r i a l c o s t s . H o w e v e r , t h e r e a l r a t e 
of r e t u r n o n n e w i n v e s t m e n t was s t i l l n e g a t i v e , a n d i t was t h i s w h i c h 
made i t so d i f f i c u l t to s e l l m o r e g i l t e d g e d s t o c k a n d t h u s r e d u c e the 
growth i n t h e m o n e y s u p p l y . M o r e o v e r , the s t r o n g i n f l o w s o f 
c u r r e n c y w e r e not s o l e l y the r e s u l t o f i n t e r e s t r a t e d i f f e r e n t i a l s , 
but r e f l e c t e d c o n f i d e n c e i n t h e G o v e r n m e n t ' s e c o n o m i c p o l i c i e s . 

In f u r t h e r d i s c u s s i o n , i t was a r g u e d tha t the o v e r a l l p o l i t i c a l e f f ects 
of the cuts p r o p o s e d w o u l d b e s e r i o u s l y d a m a g i n g to the G o v e r n m e n t , 
both i n the c o u n t r y a n d i n the H o u s e o f C o m m o n s . T h e y w o u l d be 
seen as i n c o n s i s t e n t w i t h m a n y o f the M a n i f e s t o p l e d g e s to i m p r o v e 
s t anda rds o f s e r v i c e . M a n y o f the m e a s u r e s p r o p o s e d w o u l d r e q u i r e 
l e g i s l a t i o n w h i c h w o u l d be v e r y d i f f i c u l t to c a r r y t h r o u g h t h e H o u s e 
of C o m m o n s . It wa s q u i t e p o s s i b l e that the c u t s w o u l d be m u c h m o r e 
p o l i t i c a l l y d a m a g i n g t h a n the a l t e r n a t i v e o f h o l d i n g o r e ven i n c r e a s i n g 
the l e v e l o f p e r s o n a l t a x a t i o n . It was f u r t h e r a r g u e d tha t t h e r e w e r e 
i n su f f i c i en t p o s i t i v e m e a s u r e s t o a c c o m p a n y the p r o p o s e d r e d u c t i o n s . 
T h e p u b l i c n e e d e d to s e e the l i g h t at t h e end o f the t u n n e l . M e a s u r e s 
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to e n c o u r a g e w e a l t h c r e a t i o n , f o r e x a m p l e by s u p p o r t f o r s m a l l 
b u s i n e s s e s , n e e d e d to be i n c l u d e d to o f f set s o m e o f the c u t s , w h i c h 
wou ld s e r i o u s l y r e d u c e t h e l e v e l o f G o v e r n m e n t s u p p o r t f o r i n d u s t r y . 
A n u m b e r of s o - c a l l e d " a c c e l e r a t o r 1 s c h e m e s of a p o s i t i v e k i n d w e r e 
a l r e a d y b e i n g s t u d i e d u r g e n t l y : t h e s e s h o u l d b e c o n s i d e r e d i n t h e 
s ame context a s the e x p e n d i t u r e c u t s . 

In c o n t i n u e d d i s c u s s i o n , i t wa s a r g u e d tha t the e c o n o m i c f o r e c a s t s 
on wh i ch the c u t s w e r e b a s e d w e r e n e c e s s a r i l y v e r y i m p r e c i s e . 
T h e r e d u c t i o n s w h i c h D e p a r t m e n t s h a d b e e n a s k e d to c o n s i d e r h a d 
a l r e a d y b e e n i n c r e a s e d t h r e e t i m e s s i n c e t h e B u d g e t . T h i s m a d e 
i t v e r y d i f f i c u l t f o r M i n i s t e r s i n t h e f r o n t l i n e o f n e g o t i a t i o n s to go 
back and a s k fo r m o r e . P a s t e x p e r i e n c e s u g g e s t e d tha t G o v e r n m e n t s 
often o v e r - r e a c t e d to s u c h p r e d i c t i o n s , a n d i t wa s i m p o r t a n t to a v o i d 
m a k i n g i r r e v e r s i b l e p o l i c y c h a n g e s w h i c h c o u l d b e p o l i t i c a l l y v e r y 
d a m a g i n g . 

It was a l s o a r g u e d that , e v e n i f the o v e r a l l s i z e o f t h e r e d u c t i o n s was 
about r i g h t , the i n t e r n a l b a l a n c e was w r o n g , a n d the s p e e d o f c h a n g e 
too g r o a t . It m i g h t be b e t t e r t o s p r e a d out the r e d u c t i o n s o v e r a 
l onge r p e r i o d . T h e i m p a c t o f the c u t s v a r i e d g r e a t l y b e t w e e n 
D e p a r t m e n t s . T h e r e s h o u l d be no s e r i o u s d i f f i c u l t y i n a c h i e v i n g the 
ta rge ts i n the p r o g r a m m e s f o r the D e p a r t m e n t s o f T r a d e , T r a n s p o r t 
o r E m p l o y m e n t . B u t i n the D e f e n c e B u d g e t , w h e r e the b a s e l i n e h a d 
changed s i n c e the C h i e f S e c r e t a r y ' s p a p e r h a d b e e n c i r c u l a t e d , the 
cuts he p r o p o s e d w o u l d m a k e i t i m p o s s i b l e to a c h i e v e t h e 3 p e r cent 
growth r a t e i n D e f e n c e e x p e n d i t u r e w h i c h o u r N A T O c o m m i t m e n t s 
r e q u i r e d . T o a bandon t h o s e n o w w o u l d be s t r a t e g i c a l l y a n d 
p o l i t i c a l l y d a m a g i n g , a n d w o u l d u n d o the m o r a l e - b u i l d i n g e f fects o f 
the G o v e r n m e n t ' s e a r l i e r D e f e n c e B u d g e t d e c i s i o n s . H o w e v e r , 
b ecause D e f e n c e a n d s i m i l a r a r e a s o f p u b l i c e x p e n d i t u r e w e r e l a r g e l y 
exempt f r o m c u t s , the r e d u c t i o n s r e q u i r e d i n o t h e r p r o g r a m m e s 
were c o r r e s p o n d i n g l y l a r g e r . M o r e o v e r , m a n y of the p r o p o s e d 
r e d u c t i o n s w e r e b a s e d u p o n a n a l y s i s c a r r i e d out i n O p p o s i t i o n , when 
a c c e s s to f u l l i n f o r m a t i o n was n e c e s s a r i l y l i m i t e d . In m a n y l o c a l 
au thor i ty s e r v i c e s , the G o v e r n m e n t was i n no p o s i t i o n to i m p o s e i t s 
w i l l . In t h e E d u c a t i o n p r o g r a m m e , the c u t s w e r e so s u b s t a n t i a l , 
and w o u l d r e q u i r e s u c h m a j o r l e g i s l a t i v e c h a n g e s , tha t t h e r e was no 
p r a c t i c a l w a y o f m a k i n g t h e m i n the t i m e a v a i l a b l e . 

A g a i n s t t h i s , i t w a s a r g u e d s t r o n g l y that n o - o n e h a d f a u l t e d the 
C h a n c e l l o r ' s a n a l y s i s o f the e c o n o m i c p r o s p e c t s . N o C a b i n e t c o u l d 
a f fo rd to g a m b l e o n the p o s s i b i l i t y that t h i n g s w o u l d t u r n out b e t t e r 
than e x p e c t e d . T h e C h i e f S e c r e t a r y ' s p r o p o s a l s w e r e u n p a l a t a b l e 
i n p o l i t i c a l t e r m s . B u t no v i a b l e a l t e r n a t i v e s h a d b e e n pu t f o r w a r d . 
Without l a r g e cu t s i n p u b l i c e x p e n d i t u r e , o r d a m a g i n g i n c r e a s e s i n 
p e r s o n a l taxe,t ion, the G o v e r n m e n t c o u l d no t b r i n g t h e g r o w t h i n 
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m o n e y s u p p l y u n d e r c o n t r o l . T h e p r e s e n t l e v e l o f p u b l i c e x p e n d i t u r 
was b e i n g s u s t a i n e d o n l y at the e x p e n s e o f the wea l th - c r e a t i n g 
s e c t o r s o f the c o m m u n i t y , w i t h c o n s e q u e n t d a m a g e to the l e v e l o f 
i n v e s t m e n t a n d the p r o s p e c t s f o r g r o w t h i n the l o n g e r t e r m . 

T H E P R I M E M I N I S T E R , s u m m i n g u p , s a i d that t h e C a b i n e t w o u l d 
r e s u m e i t s d i s c u s s i o n o f p u b l i c e x p e n d i t u r e at i t s nex t m e e t i n g , a n d 
shou ld s e e k to r e a c h d e c i s i o n s b e f o r e the S u m m e r R e c e s s o n the 
l e v e l o f e x p e n d i t u r e f o r 1980 -81 . She w o u l d a r r a n g e f o r a s m a l l 
g roup o f M i n i s t e r s to d i s c u s s w i t h the s p e n d i n g D e p a r t m e n t s the 
m a j o r c h a n g e s p r o p o s e d b y t h e C h i e f S e c r e t a r y , r e a c h a g r e e m e n t 
on as m a n y o f t h e m as p o s s i b l e , a n d r e p o r t b a c k to the C a b i n e t at 
i t s next m e e t i n g . T h e C h a n c e l l o r o f the E x c h e q u e r s h o u l d p r e p a r e 
a p ape r for t h e nex t m e e t i n g , e x p l a i n i n g the c o n s e q u e n c e s o f f a i l u r e 
to m e e t the t a r g e t r e d u c t i o n s p r o p o s e d b y t h e C h i e f S e c r e t a r y . 

T h e C a b i n e t -

T o o k n o t e , w i t h a p p r o v a l , o f the s u m m i n g u p 
o f t h e i r d i s c u s s i o n by t h e P r i m e M i n i s t e r , a n d 
i n v i t e d t h e C h a n c e l l o r o f the E x c h e q u e r a n d t h e 
o t h e r M i n i s t e r s c o n c e r n e d to p r o c e e d a c c o r d i n g l y . 

C a b i n e t O f f i c e 

13 J u l y 1979 
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