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1. The Cabinet were in fo rmed of the bus iness to be taken i n the 
House of Commons during the fol lowing 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 sa id that he had 
summar i s ed the p r og r e s s made with the l eg i s l a t ive p r o g r a m m e i n his 
minute of 21 Janua ry to the P r i m e M i n i s t e r of which h i s col leagues had 
copies. Mos t of the ma jo r B511s i n the p r o g r a m m e had now been 
introduced. The L o c a l Gove rnment P lanning and L a n d (No. 2) B i l l was 
being introduced i n the House of Commons that day and the B roadcas t ing 
B i l l should be ready for int roduct ion the fol lowing week. He was 
concerned, however , at the delay i n the p repara t ion of the P e t r o l e u m 
and Submarine P ipe l ines B i l l . The Compet i t ion B i l l had r e ce i v ed i ts 
T h i r d Reading i n the C o m m o n s and other B i l l s , inc lud ing the Industry 
and National Her i tage B i l l s , had been through Standing Commi t t ee . A 
guillotine was being introduced for the Educa t i on (No. 2) B i l l . In 
general the pos i t ion in the House of C o m m o n s was reasonab ly 
satisfactory; but there was r i s k of se r ious congest ion i n the House of 
L o r d s l a te r i n the Sess ion . T h e r e was no r o o m for new substantia l 
B i l l s to be added to the p r o g r a m m e . The a i m must be to complete the 
Session by the end of October so that a new Sess ion could start at the 
beginning of November : de lay beyond that i n opening the new Sess ion 
would only l ay up p rob l ems of congestion and bus iness management for 
the future. T o achieve this i t might wel l be n e c e s s a r y for P a r l i a m e n t 
to sit into the f i r s t week of August as we l l as for three weeks i n October 
immediate ly after the P a r t y Confe rence . 

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 , sa id that as 
much p rog re s s as poss ib le mus t be made with the p r o g r a m m e before 
the Summer R e c e s s in o rde r that the sp i l l ove r could be r e s t r i c t e d to 
about three weeks i n October . In pa r t i cu l a r , eve ry effort should be 
made to secure the passage of the L o c a l Gove rnment P lanning and L a n d 
(No. 2) B i l l through the House of C o m m o n s by the end of June so as to 
alleviate the p rob l ems fo reseen i n the House of L o r d s . 

The Cabinet -

Took note, with approva l , of the P r i m e M i n i s t e r ' s 
summing up of the i r d i s cus s i on . 
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IGN 2. 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 sa id that 
IRS he and the L o r d P r i v y Sea l would be m a k i n g statements to P a r l i a m e n t 

l a te r that day on the s i tuat ion fo l lowing the Soviet i n v a s i o n of 
oistan Afghanistan , on his own r ecen t t r a v e l s i n the a r e a , and on the steps 

which the G o v e r n m e n t had a l r e a d y a g r e e d to take . It was c l e a r that 
ous Gove rnment s i n the a r e a , i nc lud ing India , were g r a v e l y d i s t u r b e d by the 
ence: Soviet ac t ion , but i t was too l i t t l e r e a l i s e d that s u b v e r s i o n was a g r ea te r 
i ) 2nd danger than o v e r t a g g r e s s i o n . T h e deve lopment of a c o m m o n f ront 
usions, against the Soviet th r ea t was h a m p e r e d by s e v e r a l f a c to r s : the intense 
e 2 mutua l susp i c i ons o f India and P a k i s t a n ; the unpopu la r i ty of the C a m p 

D a v i d ag reement i n m o s t M o s l e m coun t r i e s ; and the f ea r that the c u r r e n t 
A m e r i c a n sanct ions p o l i c y was i n c r e a s i n g the danger of the b r e a k - u p of 
Iran, f r o m which on ly the R u s s i a n s would benef i t . N e v e r t h e l e s s i t was 
st r ik ing that 104 m e m b e r s of the Un i t ed Nat ions had voted to condemn the 
Soviet Un ion . T h a t would have been unthinkable unt i l r e c e n t l y . It 
showed i n p a r t i c u l a r the s t rength of M o s l e m fee l ing about the rape of 
M o s l e m A fghan i s tan . T h e f o r t h c o m i n g I s l a m i c Con f e r ence i n I s l amabad 
was l i k e l y to p rove impo r t an t . A n o t h e r s a t i s f a c to ry deve lopment was 
Cuba ' s l o s s of standing with in the N o n - A l i g n e d M o v e m e n t and h e r 
consequent d e c i s i o n to wi thdraw as a candidate for the Secu r i t y C o u n c i l . 
The reac t ions of B r i t a i n ' s p a r t n e r s i n the E u r o p e a n C o m m u n i t y and the 
Nor th A t l a n t i c T r e a t y O r g a n i s a t i o n had been m i x e d . G e r m a n y and 
F r a n c e were p a r t i c u l a r l y caut ious about m e a s u r e s against the Sov iet 
Union. G e r m a n y ' s attitude was cond i t ioned by h e r c i r c u m s t a n c e s and 
by her stake i n h e r Os tpo l i t i k , but d o m e s t i c p o l i t i c a l deve lopments 
seemed neve r the l e s s to be a l lowing the F e d e r a l G o v e r n m e n t to adopt 
more robust a t t i tudes , eg i n r e l a t i o n to the O l y m p i c G a m e s . T h e 
F r e n c h G o v e r n m e n t ' s pos ture was m o r e c y n i c a l ; but the fate of 
D r Sakharov , a l ead ing Sov iet d i s s i d en t , s e e m e d now to be m a k i n g the 
sort of i m p r e s s i o n on F r e n c h pub l i c op in ion wh ich the Soviet i n v a s i o n of 
Afghanistan might have been expected to make e a r l i e r . B r i t a i n ' s 
m e a s u r e s i nc l uded steps to d i s c o u r a g e c u l t u r a l exchanges with the 
R u s s i a n s . A s r e g a r d s the O l y m p i c s , the P r i m e M i u i s t e r had wr i t ten to 
the C h a i r m a n of the B r i t i s h O l y m p i c A s s o c i a t i o n ( B O A ) suggest ing 
t rans fe r away f r o m M o s c o w ; the r e a c t i o n of the spor t ing c o m m u n i t y was 
uncer ta in , but i t s e e m e d c l e a r that ac t i on aga inst the M o s c o w O l y m p i c s 
offered the best hope of b r i n g i n g home to the R u s s i a n s the 
unacceptab i l i ty of what they had done. 

In a b r i e f d i s c u s s i o n i t was noted that the C h a i r m a n of the B O A had now 
rep l i ed to the P r i m e M i n i s t e r i n n o n - c o m m i t t a l but not un f r i end ly t e r m s -
that publ ic op in ion s e e m e d i n c r e a s i n g l y favourab le to the G o v e r n m e n t ' s 
attitude; and that the B r i t i s h B r o a d c a s t i n g C o r p o r a t i o n and the 
Independent B r o a d c a s t i n g A u t h o r i t y had r e a c h e d ag r eement to act i n 
concer t as r e g a r d s the p o s s i b i l i t y of r e s t r i c t i n g coverage of the G a m e s 
i n Moscow , on wh ich no d e c i s i o n had yet been taken. 
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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 said that further 
measures by the United States against Iran were not l i ke ly before the 
Islamic Conference i n Pakistan, and perhaps not before the Iranian 
Pres ident ia l e lect ion. The re seemed to be some poss ib i l i ty that the 
release of the A m e r i c a n hostages might be secured by negotiations 
behind the scenes. 

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 said that 
President T i t o ' s remarkab le r ecove ry was a welcome development. It 
remained important to continue to provide Yugos lav ia with private 
assurances of Western support, but there was a danger of offending 
Yugoslav susceptibi l i t ies i f such assurances were ove r - emphas i sed in 
public. 

The Cabinet 

Took note. 
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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 said that i n a l l the 
c i rcumstances the situation i n Rhodes ia had been developing better than 
might have been expected. But i t remained f rag i le . A difficult 
decis ion might short ly have to be taken over M r Mugabe, who wished to 
return on 27 January but had not yet re leased the detainees he ld by his 
forces i n Mozambique. International c r i t i c i s m continued over the 
presence of South A f r i c a n troops inside Rhodesia at Beitbr idge. T h i s 
presence had had to be accepted i n order to persuade Genera l Wal ls and 
the Sa l i sbury reg ime to agree to the ceasef i re arrangements . 
Beitbridge was important to the Whites i n Rhodes ia as their potential 
escape route. The South A f r i cans could not be rep laced by B r i t i s h 
troops, whom it would be most undesirable to deploy i n a m i l i t a r y as 
opposed to a monitor ing ro le . But it might be possible to announce 
shortly that the South A f r i cans would withdraw before the elect ions. 

I 
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IMMUNITY 3. T H E L O R D PR IVY S E A L said he had now completed his 
FAIRS tour of capita ls . In the F e d e r a l Republ ic of Ge rmany there had 

been some wil l ingness to reso lve our budget p rob lem although 
mmunity Budget doct r ina l objections had been r a i s e d against severa l poss ib le 

solutions. H e r r Lahnstein, the State Secre ta ry i n the F e d e r a l 
revious M i n i s t r y of F inance , had expressed a readiness to help when the 
eference: C o m m i s s i o n ' s paper became avai lable . In Dubl in, the new 
C(80) 2nd Tao i seach had been anxious to show his moderat ion and the I r i sh 
[inclusions would probably be reasonably helpful prov ided they could obtain 
inute 3 some benefit for themselves . The Danish P r i m e M in i s t e r , who 

had not been br iefed, had re i te rated the posit ion he had adopted at 
' the Dubl in European Counc i l , but the Danish F o r e i g n M in i s t e r had 
been more helpful. T h e attitude of the F r e n c h Government had 
been one of studied non-commitment , expressed i n different ways 
by the P r i m e Min i s te r , the F o r e i g n Min i s te r and the M in i s t e r of 
F inance . T h e F r e n c h had made a c lear l ink with the p rob l em of 
sheepmeat. With the exception of F r a n c e , however, h i s tour had 
revea led a readiness i n the r e s t of the Community to go beyond what 
had been offered i n Dubl in . Eve ryone was anxious, i n the l ight of 
the worsening of Eas t -Wes t re lat ions , to get the Community Budget 
p rob lem out of the way as soon as poss ib le . 

gri culture 
Council 

previous 
References: 

C(80) 2nd 
(inclusions, 

l&nute s 2 
d 3 

T H E MIN ISTER 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 said 
that, at the Counc i l of M in i s t e r s (Agr iculture ) on 21-22 January , the 
other member states had adopted a tougher attitude towards the 
F r e n c h over sheepmeat, and the Pres ident of the Counc i l had 
concluded that the C o m m i s s i o n should do everything possib le to 
secure ear ly F r e n c h compl iance with the judgment of the European 
Court . C o m m i s s i o n e r Gundelach now admitted that the only way 
to secure a further judgment f r om the European Cour t speedily was 
to ask for i n t e r i m measu re s . It was important for He r Majesty ' s 
Government to put po l i t ica l p r e s s u r e on the C o m m i s s i o n to decide 
i n this sense. 

The I r i sh had withdrawn a request for the Counc i l to d iscuss sales 
of butter to the Soviet Union, te l l ing the P r e s s that they had 
rece ived assurances f r om C o m m i s s i o n e r Gundelach that the 
prefixation of export rest itutions - which al lows t r ade r s to enter 
into export contracts without the r i s k of the Community subsidy 
being subsequently reduced or suspended - would be resumed within 
two weeks. It was clear that the F r e n c h , Dutch and I r i sh were 
determined to go on sel l ing butter for c o m m e r c i a l reasons and, 
i n the case of the F r e n c h , because of their wish to mainta in po l i t i ca l 
l inks with the Soviet Union. Dec i s ions on pref ixation and the l eve l 
of export restitutions were taken by the C o m m i s s i o n under 
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Management Committee procedure over which we had no vetc. 
Other member states were reluctant to cut off what was the cheapest 
method of disposing of butter surpluses; it was therefore very 
unlikely that the Council of Agriculture Ministers would come out 
against such sales, although the German attitude now seemed to be 
coming closer to that of the United Kingdom. 

In a brief discussion it was noted that, in his Statement to the House of 
Lords about Afghanistan later in the day, the Foreign and 
Commonwealth Secretary would be indicating that we were pressing 
our Community partners to restrict sales of butter and other 
subsidised agricultural exports to the Soviet Union. British public 
opinion would certainly resent the continuance of these sales and 
the consequences of that for the Community Budget and the British 
contribution to it . Although this was a matter for Community 
decision, Her Majesty's Government should be seen to be doing 
everything possible to stop subsidised exports to the Soviet Union. 

The Cabinet -

Took note. 

5 
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4. T H E S E C R E T A R Y O F S T A T E F O R N O R T H E R N I R E L A N D sa id 
that the Conference on the future government of No r the rn I re land had 
completed i ts second week and had got down to mat te r s of substance. 
Although agreement had been reached on the agenda, the Soc i a l 
Democ ra t i c L a b o u r P a r t y were re fus ing to part ic ipate ful ly unt i l the 
main i t e m of in te res t to them was reached ; and i t was poss ib le that they 
might t r y to leave the Conference once d i s cu s s i on of that i t e m had been 
completed. A l l pa r t i e s at the Conference appeared to favour a 
prov inc ia l government with l eg i s la t ive as we l l as executive powers , 
rather than a p r o v i n c i a l counc i l ; and i t was important i n that context 
that the Conserva t i ve E l e c t i o n Mani festo had spoken of estab l i sh ing one 
or more e lected counc i l s only i f m o r e ful ly devolved government 
remained unattainable. The Of f i c i a l Unionist P a r t y had sent the P r i m e 
M in i s t e r a statement of the i r v iews ; but they had re fused to al low this to 
be put before the Conference , i n which they r ema ined unwi l l ing to take 
part. 

The Cabinet -

Took note. 

JSTRIAL 5. 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 sa id that there 
AIRS was now a hope that the B r i t i s h Steel Co rpo r a t i on management and the 

steel unions would short ly r e sume negotiat ions, though there could be no 
Industry certainty of an e a r l y agreement being reached . The u n i o n - i n s p i r e d 

blockade of stee l i m p o r t s appeared to be ef fective, but stee l stocks 
fious were genera l ly speaking continuing to r each c o n s u m e r s . Stocks of steel 
rence: at consumer s ' p r e m i s e s were i n genera l s t i l l s u r p r i s i n g l y high, g iven 
10) 2nd that the str ike was now in i ts fourth week, 
lusions, 
ite 6 In a b r i e f d i s c u s s i o n attention was drawn to a request made by the 

Genera l Counc i l of the T r a d e s Union Cong res s ( T U C ) for an e a r l y 
d i scuss ion between the T U C ' s Nat iona l i sed Industr ies Commit tee and 
the Chance l l o r of the Excheque r , the S e c r e t a r y of State for Industry and 
the Sec re ta ry of State for E m p l o y m e n t on the p rob l ems of the 
national ised i ndus t r i e s , e spc i a l l y the B r i t i s h Stee l Co rpo r a t i on ' s c losure 
p rog r amme , the re l a ted p r o b l e m of coking coa l i m p o r t s , and the 
poss ib i l i ty of obtaining f inancia l help f r o m the E u r o p e a n Commun i ty . 
The Chance l l o r of the Excheque r p roposed to offer such a meet ing , to 
take place i n the following week, on the understanding that the f ie ld of 
d i scuss ion would not extend to the cu r r en t stee l d ispute. 

The Cabinet -

1. Took note. 
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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 H E E N V I R O N M E N T sa id that the 
management and unions i n the water indust ry would be meet ing on 
Monday 28 Janua ry to continue negotiations for a wages sett lement. 
The unions ' c l a i m c o m p r i s e d two e lements : a sett lement for the 
cu r rent yea r , and a c l a i m for comparab i l i t y of t reatment with the i r 
counterparts i n the gas and e l e c t r i c i t y i ndus t r i e s , to which they argued 
that there was an outstanding commitment f r o m l a s t y e a r ' s negotiations. 
It was too e a r l y to a s sume that a sett lement could be r eached and the 
poss ib i l i t y of a s t r ike r ema ined . 

T H E H O M E S E C R E T A R Y sa id that h i s understanding was that the 
Gove rnment cou ld expect seven days ' notice before any st r ike began. 
A p e r i o d of not ice o f th is k ind would be v e r y va luable i n o rgan i s ing the 
deployment of t roops to a s s i s t i n mainta in ing suppl ies . The C i v i l 
Cont ingencies Unit ( C C U ) was i n c lose touch with the pos i t ion and had 
pointed to the c r i t i c a l impor tance which attached to the attitude of the 
s u p e r v i s o r y staffs i n the indust ry . Wi th the i r co - ope ra t i on the A r m e d 
F o r c e s could perhaps ma inta in suppl ies for about s ix weeks. Without i t 
endurance would be a mat te r of days only. 

In d i s c u s s i o n attention was drawn to the fact that i n Scot land water 
worke r s were emp loyed by the l o c a l author i t ies a longside other wo rke r s 
who would be r ece i v ing the r ecent ly negotiated 13 pe r cent pay i nc r ea se 
for l o c a l author i ty manua l wo rke r s genera l ly . T h i s cou ld l ead to 
comp l i ca t i ons . The impor tance of the ro le of s u p e r v i s o r y staffs was 
recogn i sed as was the de s i r a b i l i t y of obtaining the m a x i m u m warning of 
the onset of any s t r ike . 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 
would check further on the length of warning of the onset of a s t r ike 
which might be obtained. 

The Cabinet -

2, T o o k note. 
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6. The Cabinet cons ide red a m e m o r a n d u m by the Chance l l o r of the 
Exchequer (C(80) 4) de sc r i b ing the economic background to the publ ic 
expenditure p r o b l e m , the Gove rnment ' s moneta ry strategy and the 
avai lable methods of moneta ry cont ro l . The Cab inet ' s d i s cu s s i on i s 
r e co rded separate ly . 

The Cabinet -

Took note of the Chance l l o r of the E x c h e q u e r ' s ana lys i s 
of the economic outlook, as the background to the i r 
d i s c u s s i o n of publ ic expenditure . 



CONFIDENTIAL 

ILic 7. The Cabinet cons ide red a m e m o r a n d u m (C(80) 3) by the 

ENDITURE Chance l lo r of the Excheque r and the Chie f S ec r e t a ry , T r e a s u r y , about 
further reduct ions i n the planned l eve l s of publ ic expenditure f r o m 

Hous 1980-81 to 1983-84. T h e y a l so had before them a m e m o r a n d u m by the 
jrence: Chance l lo r of the Excheque r and the S e c r e t a r y of State for Soc ia l 

•79) 25th Se rv i ces about the November 1979 uprat ing of r e t i r ement pensions 
JlusiMs, (C(80) 6); a m e m o r a n d u m by the Sec r e t a r y of State for E m p l o y m e n t 

pte 6 about spec i a l employment m e a s u r e s (C(80) 5), and a m e m o r a n d u m by 
the Ch ie f S ec r e t a r y , T r e a s u r y (C(80) 7), cove r ing some stat is t ics about 
the deployment of l o c a l author i ty manpower . The Cab inet ' s d i s cus s i on 
is r e co rded separate ly . 

The Cabinet -

1. A g r e e d to r e sume their d i s cu s s i on the fol lowing 
week. 

2. A g r e e d that the "earn ings sho r t f a l l " i n the 
November 1979 rates of l o n g - t e r m soc i a l s ecur i ty 
benefits should not be made good, and that this 
dec i s i on should be announced as soon as poss ib le . 

Cabinet Office 

24 January 1980 
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PRIME MINISTER 

CABINET OFFICE 

• ^m^^ e^St • 9 # 
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rtUNG I N S T R U C T I O N S i 

HLENc ! 

LEGISLATIVE PROGRAMME 1979/80 ^ ; ^ ^ Z , 

1.9j Th i s minute r e v i e w s p r o g r e s s w i th t h e L e g i s l a t i v e 

Prolamine. 

I We have 21 b i l l s w h i c h f u l f i l p r omi se s i n t h e Q u e e n ' s 

Spe<ch. 16 have a l r e a d y been i n t r o d u c e d , a l t h o u g h we a r e not 

proceeding w i t h t h e P r o t e c t i o n o f O f f i c i a l I n f o r m a t i o n B i l l . 

The1 R a t i o n a l i t y B i l l w i l l not now come f o r w a r d t h i s s e s s i o n . 

The] e are , t h e r e f o r e , o n l y f o u r b i l l s f u l f i l l i n g p r o m i s e s i n 

thefjueen's Speech s t i l l t o be i n t r o d u c e d : t h e r e v i s e d v e r s i o n 

of the L o c a l Gove rnment , P l a n n i n g and Land B i l l , t he B r o a d c a s t i n g 

B i lm the Contempt o f C o u r t B i l l and the P e t r o l e u m and Submarine 

Pipel ines B i l l , w h i c h g i v e s powers f o r s a l e s by BNOC. 

i In t o t a l , and i n c l u d i n g t h e Queen ' s Speech b i l l s we have 

intii>duced 37 Government b i l l s ( e x c l u d i n g f i n a n c e and c o n s o l i d a t i o n 

b i l A ) so f a r t h i s s e s s i o n . The Annex shows t h e i r p r e s e n t p o s i t i o n 

andmlso l i s t s t h e o t h e r b i l l s s t i l l to be i n t r o d u c e d . 

4. -I I We have made r e a s o n a b l e p r o g r e s s w i t h t h e b i l l s we have 

introduced so f a r . Among o u r f i r s t b a t c h o f major c o n t r o v e r s i a l 

b i l l l the C o m p e t i t i o n and I n d u s t r y B i l l s a r e t h r o u g h S t a n d i n g 

Committee. O t h e r s - i n c l u d i n g E d u c a t i o n (No 2 ) , T r a n s p o r t and 

Br i t i sh Ae rospace - a r e s t i l l i n S t a n d i n g C o m m i t t e e . The C h i e f 

Whip; and I a g r ee t h a t a g u i l l o t i n e w i l l be n e c e s s a r y f o r t h e 

Education (No 2 ) B i l l , and I p r o p o s e to announce t h i s on 

Thursday and t o t a b l e t h e M o t i o n f o r debate on Monday 28 J a n u a r y . 

5.11 I We then have a s e c o n d b a t c h o f major c o n t r o v e r s i a l b i l l s 

s tart ing i n S t a n d i n g Commit t ee t h i s week. They i n c l u d e Employment, 

Housing and S o c i a l S e c u r i t y . A g u i l l o t i n e i s l i k e l y t o be 

necessary f o r t h e S o c i a l S e c u r i t y B i l l , and we may need o t h e r s . 

I bel ieve we c a n g e t most o r a l l o f the major b i l l s i n b o t h 
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a c h e s t o t h e L o r d s i n t i m e f o r t h e m t o b e d e a l t w i t h b y t h e 

end of J u l y . 

6. I H i r e c o g n i s e , however, t h a t t h e r e w i l l be c o n s i d e r a b l e 
problems f o r t h e House o f L o r d s , e s p e c i a l l y s i n c e t h e y w i l l 
have a l s o t o d e a l , e i t h e r i n J u l y o r d u r i n g t h e s p i l l o v e r , 
with the L o c a l Government, P l a n n i n g and Land B i l l . 

7, rtfou w i l l see from t h e Annex t h a t t h e r e a r e a number o f 
b i l l s i n our programme w h i c h have y e t t o be i n t r o d u c e d . Some 
w i l l be g o i n g t o L e g i s l a t i o n C o m m i t t e e l a t e r t h i s month. I 
must express c o n c e r n , however, t h a t we have not y e t seen two o f 
the B i l l s t h a t t h e S e c r e t a r y o f S t a t e f o r Energy hopes t o b r i n g 
forwaiM: the P e t r o l e u m and Submarine P i p e l i n e s B i l l and t h e 
Energy! C o n s e r v a t i o n B i l l . The f o r m e r i n p a r t i c u l a r i s bound t o 
be c o n t r o v e r s i a l , and we must have a r e a s o n a b l e t i m e t o get i t 
through. 

8. K t h i n k we can c o m p l e t e t h e programme we have s e t o u r s e l v e s , 
i f necessary by s i t t i n g i n t o t h e f i r s t p a r t o f August and h a v i n g 
a s p i l l o v e r o f about t h r e e weeks i n O c t o b e r . There w i l l be some 
unavoidable i n c o n v e n i e n c e t o t h e L o r d s . I see no p r o s p e c t o f 
any f u r t h e r s u b s t a n t i a l b i l l s b e i n g added t o t h e programme. 

9. • am c o p y i n g t h i s m i n u t e t o C a b i n e t c o l l e a g u e s , t h e A t t o r n e y 
General, the L o r d A d v o c a t e , t h e M i n i s t e r o f T r a n s p o r t , t h e C h i e f 
Whips of bot h Houses and t h e M i n i s t e r o f S t a t e MAFF. I am a l s o 
sending a copy t o S i r R o b e r t A r m s t r o n g . 

N. S t . J . S . 
21 J a n u a r y 1980 
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T h u r s d a y 24 January 1980 at 10.00 a m 

40 

The Cabinet cons ide red a m e m o r a n d u m by the Chance l l o r of the 
Exchequer (C(80) 4) d e s c r i b i ng the economic background to the pub l ic 
expenditure p r o b l e m , the Gove rnment ' s monetary strategy and the 
available methods of moneta ry con t ro l . 

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 the wo r l d and 
domest ic economic outlook had dete r io ra ted s ince the Cab ine t ' s 
previous d i s c u s s i o n . The F i n a n c e M i n i s t e r s of a l l the m a i n 
indust r ia l i sed countr ies shared the view that t h e r e would be l i t t le 
growth i n the wor ld economy i n the coming year ; and each r i s e i n 
the p r i c e of o i l worsened the p rospec t . Reduced expectations of the 
leve l of No r th Sea o i l output i n the next ?• y e a r s would adve r s e l y affect 
the p rospects for the United K ingdom, and any i n c r e a s e d revenues 
which might a cc rue f r o m r i s i n g o i l p r i c e s would be offset, i n the same 
per iod , by reduced ac t iv i ty i n our export m a r k e t s . It was v i r tua l l y 
certa in that this y e a r ' s P u b l i c Sector B o r r o w i n g Requ i r ement (PSBR) 
would prove to be h igher than the £8 .3 b i l l i on budgeted for i n June 1979 
and, unless act ion were taken, might r i s e s igni f icant ly i n the next two 
yea r s . In addit ion the c u r r e n t steel s t r ike would add to the P S B R i n 
the f i r s t hal f of 1980 and reduce national output. He had examined 
a wide range of suggestions made for d i r e c t contro l s o f c red i t , inc lud ing 
action on c red i t c a rd s , but had come to the conc lus ion that, while they 
would requ i re a new bu reauc r a t i c apparatus and pe rhaps new leg i s l a t ion , 
they could have no m o r e than the m o s t m a r g i n a l effect on the l eve l of 
cred i t because of the ease with which the m a r k e t could now develop 
alternative channels of c r ed i t outnide cont ro l s . T h e r e was no escape 
f r om fundamental causes and the solutions appropr iate to theral A 
large P S B R was the p r i m e cause of h igh in te res t r a tes . H i g h i n t e r e s t 
rates were incompat ib le with growth. The high rate of i n t e r e s t payable 
on new bor rowing and on r e - f i nanc ing o ld bo r row ing imposed a growing 
burden on pub l ic expenditure and compounded the di f f icu lty . The only 
alternative to reduc ing pub l ic expenditure was to inc rease taxation. 
Un less publ ic expenditure cou ld be reduced , the outlook for fur ther 
reductions i n d i r e c t taxation was bleak. Reduced taxation and lower 
interact irate s were the key to the succes s of the Gove rnment ' s strategy 
to resume growth and cont ro l in f lat ion. 
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In d iscuss ion the following points were made : -

a . Although there was a respectable arpument for al lowing 
the PSBP. to increase dur ing a r eces s i on , this argument had 
much le3s force when the P S B R was a l ready at much too high 
a l eve l . The prev ious Government had doubled the National 
Debt dur ing its pe r iod of office, and continued accret ions of 
£10 b i l l i on a yea r or so to this debt mea r t that the cost of 
se rv ic ing it had become a major i t em in the publ ic expenditure 
p r og r amme . In addition the present l eve l of the P S B R was an 
engine for inf lation, because the l eve l of borrowing requ i red 
could not be met f r o m genuine savings, and a d i s incent ive to 
industr ia l investment because of the l eve l of interest rates i t 
imposed . 

b . D i r e c t contro ls of c red i t would have l i t t le or no effect 
on the l eve l of interest rates . The roots of the p rob l em l ay 
in l ie huge appetite of the Government and publ ic authorit ies 
general ly for bor rowed money. The effective r emedy was to 
get spending down. 

c. Despite the explanations i n the C h a n c e l l o r ' s paper , the 
l ink between present actions and future prospects was st i l l not 
c l ea r . The Cabinet would need ful ler in formation on the 
m e d i u m - t e r m economic prospect on p resent po l i c i e s , i f they 
were to be able to judge whether the present strategy offered a 
reasonable prospect of br inging the P S B R , interest rates and 
inflation to acceptable l eve l s in two or three y e a r s ' t ime . It 
might be that much more severe action on publ ic expenditure 
was requ i red now, and could be shown to be tolerable, i f it 
offered a r ea l prospect of substantial improvement in the future. 

d. T h e r e were severe p r ac t i c a l and po l i t i ca l l imitat ions 
to the extent to which public expenditure could be cut. It might 
be better for the Government to abandon, at least in the short 
t e rm , i ts expectations of reducing taxes. On the other hand i t 
was argued that without further cuts i n publ ic expenditure r e a l 
rates of tax might have to r i s e . Such an outcome was to be 
avoided i f at a l l poss ib l e . 

e. The adverse effect of high interest rates on investment, 
pa r t i cu la r ly on sma l l bus inesses , was a major obstacle to 
economic development. A reduction i n publ ic expenditure 
which brought down the P S B R and with i t the l eve l of interest 
rates was an essent ia l condition of r ecove ry . But it would not 
be enough by i tse l f . The many other r ig id i t ies and rest ra ints 
on enterpr ise i n the economy would need to be tackled as wel l . 
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f. The lack of public awareness of the seriousness of 

•

the situation was a hindrance to action. Considerably more 
effort could be devoted to bringing home the Ties sage that die 
Government 's actions in cutting public expenditure were in the 
national interest, and fully necessitated by the facts of the 
situation, and not s imply the application of a theoretical 
doctrine. 

T H E P R I M E MINISTER, summing up the discussion, said that the 
Chancellor of the Exchequer ' s memorandum did not sa i l for specific 
decisions, though its analysis was accepted by the Cabinet as 
constituting the background to their d iscuss ion of pub l ic expenditure. 

The Cabinet -

Took note of the Chancel lor of the Exchequer ' s 
analysis of the economic outlook, as the background 
to theiz d iscuss ion of public expendituxe. 

Cabinet Office 

25 January 1980 
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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 

CC(80) 3 rd Conc lus ions , Minute 7 

T h u r s d a y 24 January 1980 at 10. 00 a m 

The Cabinet cons ide red a m e m o r a n d u m (C(80) 3) by th» Chance l l o r of 
the Exchequer and the Ch ie f Sec re ta ry , T r e a s u r y , about further 
reductions i n the planned l eve l s of public expenditure f r o m 1980-81 to 
1983-84. They a lso had before them a m e m o r a n d u m by the Chance l l o r 
of the Excheque r and the Sec re ta ry of State for Soc ia l S e r v i c e s about the 
November 1979 uprat ing of r e t i r ement pensions (C(80) 6); a 
memorandum by the Sec r e t a ry of State for E m p l o y m e n t about spec ia l 
employment m e a s u r e s (C(80) 5), and a m e m o r a n d u m by the Ch i e f 
Secretary , T r e a s u r y (C(80) 7), cove r ing some stat ist ics about the 
deployment of l o c a l authority manpower . 

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 the Cabinet had 
a l ready ag reed to reduce the planned leve l s of publ ic expenditure by 
£1 b i l l i on i n 1980-81 and by £2 b i l l i on i n each of the subsequent yea r s i n 
addition to the reduct ions f r o m prev ious plans agreed i n the autumn. 
These sums exc luded any reductions which might be negotiated i n the 
United K ingdom contr ibut ion to the budget of the Eu ropean Commun i ty . 
The cash l i m i t s to be imposed on expenditure i n 1980-81 would, i f 
present expectations of inf lat ion were borne out, impose a fur ther 
reduction i n the vo lume of expenditure in that yea r ; but this could not 
be ca lculated i n advance. Meanwhi le , savings of some £492 m i l l i o n 
in 1980-81, J U IJ of £1, 363 m i l l i o n i n 1981-82, had been identi f ied 
and tentatively agreed with the M i n i s t e r s concerned , as l i s t e d i n 
Annex A to h is paper C(80) 3. The changes he proposed i n C h i l d 
Benefit would y i e ld a further £150 m i l l i o n i n 1980-81 and £400 m i l l i o n 
in subsequent y ea r s . Since h is paper was c i r cu l a t ed , however, i t had 
become c l ea r i n d i s c u s s i o n with other col leagues that these savings 
would bear too heav i ly upon the rec ip ients of these benefits. If these 
reductions were to be i n pa r t forgone, others would have to be found 
instead. H i s paper identi f ied a number of other a reas where further 
savings might be sought, but it was c l e a r that eve ry Department would 
have to find i ts share . 
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In discussion it was stressed that final decisions must be taken at the 
next meeting of the Cabinet, in order to keep to the Budget timetable. 
Further bilateral discussions with the spending Ministers would 
continue in the meantime. Some of the savings provisionally identified 
by the Chancellor of the Exchequer were politically very difficult, and 
there were probably other and less damaging economies which could be 
made, but it was essential to come as dose as possible to the Cabinet's 
original targets for reductions in expenditure. 

The Cabinet then turned to the individual programmes. 

Secur|ity The Government was committed by a Manifesto pledge to protect 
retirement pensions, which accounted for almost two-thirds of the cost 
of social security benefits, against increases in pr ices . There was no 
comparable pledge to maintain the value of shcrt - term benefits. The 
Ministerial Committee on Economic Strategy had already decided that 
short-term unemployment and related benefits should be taxed, starting 
in 1981 or 1982, and proposals were in preparation for the taxing of 
short-term sickness benefits. Meanwhile, it would be reasonable to 
reduce the real value of shcrt - term benefits by approximately the 
amount of the tax to be charged. The paper proposed that, to achieve 
this, short-term benefits should be uprated by 10 percentage points less 
than the movement in prices (if prices increased by 15 per cent over the 
year, benefits would be uprated by only 5 per cent). It was also 
proposed to abolish the earnings-related supplement, though it was 
arguable that this could not take effect before 1982 without breaching 
contractual rights. This series of measures would however bear 
especially hardly on the unemployed. In the extreme case, some 
families would lose up to half their income. Alternatively, it might be 
possible to apply a smaller reduction of the up rating in the value of a 
wider range of benefits; such a measure could be hold to be consistent 
with the Manifesto pledge i f it protected beneficiaries against price 
movements but not against the effect of increases in indirect taxation. 
This more uniform approach would be politically more acceptable i f the 
value of personal tax allowances was not increased by the full amount of 
the movement in prices, though this would require an Order to override 
the existing "Wise -Rooker" provision in legislation. This approach 
would help in breaking the cycle of inflation, whereby an increase in the 
Retail P r ice Index led automatically to increases in certain items of 
public expenditure and taxation. In a situation where those at work 
were not protected against movements in pr ices , those out of work 
(however deserving their case) could not expect full protection either. 
Without such a change in policy, there was a r isk of a continued, 
remorseless shift in resources from the productive to the unproductive 
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sections of the community . The Secretary 01" State for Soc ia l Se rv i ces , 
in consultation with *he Chance l lor of the Exchequer and other M in i s t e r s , 
should cons ider these matters further and report back to the Cabinet. 

ting 
fits in 
•81 

It was reported that the Government was coming ander increas ing 
pressure i n Pa r l i ament to. say whether the "earnings sho r t f a l l " i n the 
November 1979 uprating of benefits would be made good. It would be 
inconsistent with the other proposals before the Cabinet to do so. 
There w a J no statutory requi rement to uprate these benefits i n l ine with 
the actual movement i n earnings , which had unexpectedly proved to be 
higher than the forecast inc rease i n p r i ce s on which the uprating had 
been based. 

th The proposed inc reases i n p r e sc r i p t i on charges would, given the 
exemptions for the unemployed and others , tend to nar row the gap 
between the spending power of those i n work and those out of work. 
Th i s was undesirable i n itsel f , but the inc rease i n charges might be 
necessary to achieve the full reduction i n public expenditure being 
sought. 

ation There was l itt le r oom for further reductions i n the l eve l of expenditure 
on p r i m a r y and secondary education. Support for the polytechnics 
should be r e - examined , but this was loca l authority expenditure 
control led p r i m a r i l y through the Rate Support Grant (RSG). It was 
already proposed to uprate student grants by l e s s than the ful l amount 
needed to keep pace with inf lation. 

ipean While it was hoped that the Government would successful ly conclude the 
munity current negotiations, it was not yet known what changes would take 
ribution effect within the calendar year 1980 or the f i sca l year 1980-81. It was 

necessary to go for as near ly as possib le the ful l amounts of the 
reductions agreed by the Cabinet i n December , without taking account 
of possible reductions i n the net contribution to the Community budget. 

Serwe Whether or not uni form cuts were applied to a l l p r og r ammes , there 
was a case for pa r t i cu l a r l y close scrut iny of C i v i l Serv ice manpower 
co s i s . Th i s might extend to a re -examination of the structure of the 
Service and of manning needs in the var ious grades. The C i v i l 
Service Department would continue to co-operate with other 
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Departments in the search for economies. The Minister of State, 
C iv i l Service Department, would in due course circulate a further paper 
on this and on other means of economising on manpower costs in the 
C iv i l Service. But i t was no*, just a matter of efficiency and economy 
in the use of manpower; to achieve savings it was also necessary to cut 
out some of the functions on which manpower was presently engaged. 

Separate discussions were taking place about the size of the defence 
budget. The Government had obligations to its a l l ies and to the A r m e d 
Forces which had to be taken into account; but it was difficult to exempt 
defence f rom the cuts at a time when so many polit ical ly unpopular 
decisions had to be taken and domestic pledges were also at r i sk . The 
Cabinet would need to consider these matters further at its next meeting 

Despite the exemption previously accorded to the law and order 
programmes, it was necessary that reductions should be made in this 
area, too, not excluding the possibi l i ty of cuts in police manpower. 
The Home Secretary had a lready offered savings on the f ire service but 
would examine a l l of his expenditures to see what further savings might 
be possible. There was general agreement that he should not be asked 
to reduce police strengths. 

It was generally agreed that the housing programmes, although they had 
been considerably roduced already, offered significant scope for further 
reductions, and that these would be pol it ical ly less damaging than many 
of the other proposals before the Cabinet. There was a strong 
argument for making bigger increases in council house rents, at a time 
when private house-owners were being faced with substantial increases 
in their mortgage repayment l iab i l i t ies . There was also a case for 
further redcutions in the leve l of new starts, although it was noted that 
a considerable proportion of the new dwellings concerned were for the 
old people and the handicapped. There was a strong case for big 
reductions in expenditure on council house improvements, not excluding 
home insulation. 
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While there was undoubtedly r o o m for further reductions i n l o c a l 
authority staffs an a c r o s s - t h e - b o a r d reduct ion i n manpower would 
l a r ge ly duplicate reduct ions which were a l r eady being sought on 
indiv idual p r o g r a m m e s . In any case the m a i n ins t rument of cont ro l 
was the R S G , on which the Cabinet had a l r eady taken i t s dec i s i on , so 
that the opportunity for a further genera l reduct ion for the fol lowing 
year had a l r eady passed . 

The reduct ions ident i f ied by the Chance l l o r of the Exchequer were 
broadly acceptable , but addit ional expenditure might be needed on the 
extension of some of the present spec ia l employment m e a s u r e s , and at 
a time of mounting unemployment i t would be dif f icult to e l iminate these 
altogether. These bids would be further cons ide red by the M i n i s t e r s 
concerned. 

Fu r the r reduct ions might be poss ib le within the p r o g r a m m e s of the 
Department of Industry. 

A case had a l ready been made for addit ional expenditure on r e m e d i a l 
measures i n a r ea s affected by poss ib le c l o su re s of steel p lants . The 
Secre ta ry of State fo r Wales should pursue his p roposa l s further with 
the Sec r e t a ry of State for Industry and the Chance l l o r of the Excheque r 

Fu r the r reduct ions might be poss ib le i n the t ranspor t p r o g r a m m e s . 

The scope for further reduct ions was l i m i t e d by our internat iona l 
obligations of m u l t i l a t e r a l a id , and by our ex ist ing b i l a t e ra l c o m m i t 
ments, but the a id p r o g r a m m e should never the less be r e - e x a m i n e d , 
with a v iew to the ident i f icat ion of further savings . T h i s 
r e - examina t i on should extend to the cost of admin i s t ra t ion . 

Sma l l reduct ions might be poss ib le i n the l e v e l of lega l a id i n c r i m i n a l 
cases . The L o r d Chance l l o r would cons ide r the matter fur ther . 
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Apart from the possible revaluation of personal tax allowances, there 
was a good case for increasing indirect taxes, particularly on petrol, 
by more than the recent increases in prices. This might be better 
understood by the public as a crisis response to financial pressures, 
than some of the other measures before the Cabinet. The Chancellor 
of the Exchequer might wish to consider this possibility in framing his 
Budget proposals. 

THE PRIME MINISTER, summing up the discussion, said that the 
Cabinet would defer final conclusions until its meeting in the following 
week. Meanwhile the Ministers concerned should continue to examine, 
in consultation with others as necessary, the areas of public expenditure 
for which they were responsible in order to identify the necessary 
savings. The Cabinet's discussion had however shown clearly that no 
programme could be exempt from making a contribution. It had also 
shown that the Cabinet were disposed to moderate the proposals foi* 
reductions in social security benefits made by tne Secretary of State for 
Social Services and to look for a significantly greater contribution than 
that at present agreed from the programmes of the Secretary of State 
for the Environment. 

The Cabinet -

1. Agreed to resume their discussion the following 
week. 

2. Agreed that the "earnings shortfall" in the 
November 1979 rates of long-term social security 
benefits should not be made good, and that this 
decision should be announced as soon as possible. 

Cabinet Office 

25 January 1980 
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