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

Cabinet Off ice 

4 N o v e m b e r 1980 

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

The C a b i n e t c o n s i d e r e d m e m o r a n d a on p u b l i c expend i ture by the C h i e f 
S e c r e t a r y , T r e a s u r y (C(80) 58), b y the C h a n c e l l o r of the E x c h e q u e r and 
the C h i e f S e c r e t a r y , T r e a s u r y (C(80) 64), and by the S e c r e t a r y of State 
f or S c o t l a n d (C(80) 62). T h e y a l s o had before t h e m a l e t t e r on the same 
subject f r o m the M i n i s t e r of T r a n s p o r t to the C h a n c e l l o r of the 
E x c h e q u e r dated 27 O c t o b e r . 

The C a b i n e t ' s d i s c u s s i o n and 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 . 
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E N T IS T H E P R O P E R T Y OF H E R BRITANNIC M A J E S T Y ' S G O V E R N M E N T 

C O P Y N O 0 K 

C A B I N E T 

LIMITED C EtC U L A T ION A N N E X 

CC(CO) 38th Conclusions 

Tuesday 4 November 1980 at 10. 00 am 

The Cabinet considered a memorandum by the Chief Secretary, 
Treasury (C(80) 58) and a memorandum by the Chancellor of the 
Exchequer and the Chief Secretary, Treasury (C(80 ) 64) proposing 
changes in public expenditure programmes. 

T H E PRIME MINISTER said that, continuing the discussion begun 
at its previous meeting, the Cabinet now had to reach specific 
decisions on the cuts to be made in public expenditure. In a brief 
general discussion, it was suggested that the Cabinet should not 
necessarily accept the case for "equality of misery" in considering 
cuts in public expenditure on economic grounds, without having due 
regard also to the political and social consequences of what was 
proposed. The Cabinet should be in a position to weigh the 
economic, political and social consequences of all the various means 
of achieving the Government's economic strategy, including changes 
in taxation as well as reductions in public expenditure. It was 
suggested mat final decisions should not be reached on any of the 
proposals now before the Cabinet until there had been an opportunity 
of considering all of them« It was also pointed out that it was a 
major objective of Government policy to reduce the burden of public 
expenditure upon the resources generated by the private sector: 
this was achieved by reductions in public expenditure but not by 
increases in taxation which transferred resources from the private 
to the public sector. 

The Cabinet then turned to the detailed proposals set out in C(80) 64, 

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 said that in further 
discussion with Departmental Ministers agreement had been 
reached on reductions in the programmes of the Department of the 
Environment, the Ministry of Transport, the Foreign and 
Commonwealth Office (including Aid), and of the Office of Arts 
and Libraries . 
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T H E S E C R E T A R Y O F S T A T E FOR T H E ENVIRONMENT said that 
in order to make the cuts required of him from the Housing 
Programme, and to avoid any further reductions in capital invest
ment, it was likely that the rent guideline for next year would have 
to indicate an average rent increase of £3 .25 compared with the 
£2 . 85 implied by the figures in the last Public Expenditure White 
Paper. (Cmnd 7841). This was likely to be presented as 
discrimination against the council house tenant as against the home 
owner who enjoyed tax relief on his mortgage interest, the increase 
would of course be mitigated for those tenants eligible for the rent 
rebate scheme. It would also have an inflationary effect and, 
taken in conjunction with other factors (such as increases in rates 
and in electricity and gas prices), would be used to justify higher 
pay claims than otherwise. So far as possible he would look for 
revenue rather than capital cuts on the other part of his programme. 

T H E PRIME MINISTER, summing up this part of the discussion, 
said that the Cabinet took note of the implication for council house 
rents of the proposed cuts in the Housing Programme. A l l those 
Ministers who had already agreed to make the full cuts demanded 
of them would be faced with strong public cr i t ic ism. Their 
difficulties in rebutting this cr i t ic ism would be considerably 
increased if similar cuts were not made on other programmes. 

The Cabinet -

1. Endorsed the agreed reductions in public 
expenditure programmes reported in C(80) 64. 

S E C R E T 

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 said that he proposed a 
further 1 per cent cut in local authority current expenditure in each 
year, to be shared out proportionately among the relevant p r o 
grammes, on top of the decision announced in August of a 
2 per cent reduction. Of this further 1 per cent cut, £61 million 
would fall on the education services. In addition he recommended 
*hat in 1981-82 the cash limited higher education programmes should 
be cut by 2 per cent, as was proposed for cash controlled 
programmes generally, at a cost of £30 million; rather than by 
j per cent, or £8 million, as proposed by the Secretary of State for 
Education and Science. The total cuts for 1981-82, including the 
£85 million agreed by Cabinet in July, should be carried iorward by 
reductions of £236 million in 1982-83 and of £241 million iu 1983-84. 

T H E S E C R E T A R Y O F S T A T E F O R E D U C A T I O N AND SCIENCE said 
that, i f the proposed cut of £61 million were implemented the total 
reduction in current expenditure on the education services would be 
about 4-£ per cent between 1980-81 and 1981-82, compared with a 
fall in the number of pupils in the year of only 2 per cent. This 
would be contrary to the assumption, which had previously been 
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accepted, that the fall in expenditure could not match that in pupil 
numbers without reducing standards. Of the £85 million 
reduction agreed in July, £63 million was off local authority current 
expenditure. Of the total cut of £124 million which was now 
demanded he judged that about £100 million would have to come 
from the schools programme. This sum was twice the .otal 
annual provision for books; and equivalent to about two-thirds 
of the provision for educatioi cf children under the age of 5. In 
practice it would have to be found by increasing the reduction in 
teacher numbers to 26,000 in the year compared with the 11, 000 
assumed at present. Redundancies would not help because of the 
costs involved in redundancy payments, and in practice local 
authorities would have to suspend the recruitment of teachers and 
would be unable to replace any teacher leaving in the next 12 months* 
This would add to the difficulties already arising from shortages of 
mathematics and science teacher s0 In his judgment such reductions 
in the numbers of teachers were not feasible within this time scale. 
Already local authorities, including Conservative controlled 
authorities, were complaiir'.ng strongly of the cuts so far required 
of them. Anything more would be highly damaging to the Government 
both politically and in terms of its education policy. 

Tn discussion the following points were made:-

a. A n exception for the education services would make 
it impossible to achieve a cut in local authority current 
expenditure by a further 1 per cent. It would be tantamount 
to saying that the Government now judged that education 
merited higher priority than, for example, the law and 
order services. In practice under the new grant arrange
ments it would be for the local authorities to decide for 
themselves how the cuts would be made and on the 
proportion which would fall on the education services. 

b. It did not necessarily follow that the proposed 
reduction would affect educational standards. If the cuts 
were implemented, there would be a 4 per cent decline in 
expenditure between 1979-80 and 1981-82 compared with a 
6 per cent reduction in pupils. Only about half of staff 
expenditure was on teachers. Some authorities had been 
vigorous in reducing non-teaching staff but there remained 
room for further savings in this area by other authorities,, 
On the teaching side, teachers had benefited from two recent 
high pay awards; and the number of unemployed teachers 
had remained otable at a time when unemployment generally 
was rising, although this partly reflected the reduced intake 
of people into the teacher training colleges. 
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T H E P R I M E M I N I S T E R , s u m m i n g up m i s p a r t of the d i s c u s s i o n , s a i d 
that the C a b i n e t r e c o g n i s e d the d i f f i c u l t i e s o f m a k i n g f u r t h e r cuts i n 
the e d u c a t i o n p r o g r a m m e s W i t h o u t t h e m , h o w e v e r , i t w o u l d not be 
p o s s i b l e to a c h i e v e the 1 p e r cent r e d u c t i o n i n l o c a l a u t h o r i t y c u r r e n t 
e x p e n d i t u r e w h i c h w a s a m a j o r i n g r e d i e n t o f the p r o p o s a l s f o r 
r e d u c i n g p u b l i c e x p e n d i t u r e . T h e p r o p o s e d £61 m i l l i o n cut i n 
c u r r e n t e x p e n d i t u r e o n e d u c a t i o n s e r v i c e s shou ld t h e r e f o r e be 
a c c e p t e d a s p a r t o f the g e n e r a l 1 p e r cent cut o n l o c a l a u t h o r i t y 
c u r r e n t e x p e n d i t u r e , s u b j e c t to the o t h e r p r o p o s a l s b e f o r e the 
C a b i n e t f o r r e d u c t i o n s i n l o c a l a u t h o r i t y c u r r e n t e x p e n d i t u r e a l s o 
b e i n g a g r e e d . 

T h e C a b i n e t -

2 . A g r e e d to a r e d u c t i o n o f £61 m i l l i o n i n 1981-82 
i n c u r r e n t e x p e n d i t u r e o n e d u c a t i o n s e r v i c e s , as p a r t 
o f a g e n e r a l 1 p e r cent cut o n l o c a l a u t h o r i t y c u r r e n t 
e x p e n d i t u r e , s u b j e c t to a g r e e m e n t b e i n g r e a c h e d on the 
o t h e r c o m p o n e n t s o i the 1 p e r c e n t c u t . 

3. A g r e e d to r e s u m e d i s c u s s i o n l a t e r o f the p r o p o s e d 
9. p e r cent c u t i n c a s h c o n t r o l l e d e d u c a t i o n a l s p e n d i n g 
p r o g r a m m e 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 he a c c e p t e d that 
i t w o u l d no t be p o s s i b l e to m a k e good the £100 m i l l i o n l o s s o f 
i n c o m e f r o m h e a l t h c h a r g e s , m a i n l y f o r a c c i d e n t s , w h i c h c o u l d not 
now be i m p l e m e n t e d . H e r e c o m m e n d e d that, i n a d d i t i o n to the c u t 
on l o c a l a u t h o r i t y c u r r e n t spend ing o n s o c i a l s e r v i c e s w h i c h h a d 
a l r e a d y been a g r e e d , t h e r e s h o u l d be a r e d u c t i o n of £126 m i l l i o n 
r e p r e s e n t i n g the h e a l t h p r o g r a m m e ' s s h a r e of the g e n e r a l 2 p e r cent 
r e d u c t i o n i n c a s h c o n t r o l l e d p r o g r a m m e s . H e d i d not a g r e e w i t h 
the a l t e r n a t i v e o f r a i s i n g t h i s s u m b y an i n c r e a s e i n the N a t i o n a l 
H e a l t h S e r v i c e ( N H S ) e l e m e n t i n the N a t i o n a l I n s u r a n c e c o n t r i b u t i o n . 
T h i s w o u l d r e d u c e the 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 ) 
but not p u b l i c e x p e n d i t u r e . It w a s e s s e n t i a l l y a f o r m of t a x , a n d a 
r e g r e s s i v e p o l l t a x at that , a n d , i f a n i n c r e a s e w e r e to be c o n s i d e r e d , 
i t s h o u l d be i n the contex t o f a r e v i e w of a l l tne o p t i o n s f o r changes i n 
t a x a t i o n . 

T H E S E C R E T A R Y O F S T A T E F O R S O C I A L S E R V I C E S s a i d that t h e r e 
h a d a l r e a d y b e e n r e d u c t i o n s i n the n e t c o s t of the h e a l t h p r o g r a m m e 
f r o m i n c r e a s e d p r e s c r i p t i o n c h a r g e s ; and r e d u c t i o n s i n e x p e n d i t u r e 
f r o m r e o r g a n i s a t i o n a n d g r e a t e r e f f i c i e n c y w e r e a l r e a d y i n t r a i n , 
though the f u l l f i n a n c i a l b e n e f i t s o f t h i s w o u l d not a c c r u e u n t i l a f t e r 
1 9 8 1 - 8 2 , H e s t r o n g l y r e c o m m e n d e d that , r a t h e r than m a k e a n y 
f u r t h e r e x p e n d i t u r e c u t s i n spend ing on the N H S , the a m o u n t r e q u i r e d 
s h o u l d be r a i s e d b y a n i n c r e a s e i n the N H S e l e m e n t i n the N a t i o n a l 
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Insurance c o n t r i b u t i o n . H e wou ld be w i l l i n g to c o n s i d e r a n 
i n c r e a s e of 0 ,2 percentage p o i n t s , w h i c h w o u l d be su f f i c i ent to 
c o v e r not on ly the sav ing w h i c h the C h a n c e l l o r of the E x c h e q u e r 
w a s now seek ing but a l s o the £100 m i l l i o n l o s s of i n c o m e f r o m 
c h a r g e s . T h i s a p p r o a c h wou ld be i n l i n e w i t h the G o v e r n m e n t ' s 
l o n g e r t e r m ob jec t ive of p l a c i n g g r e a t e r r e l i a n c e on i n s u r a n c e as a 
m e a n s of f i n a n c i n g the h e a l t h s e r v i c e . It was s o c i a l l y s e n s i b l e , 
i n that i t p l a c e d the b u r d e n c n those i n w o r k r a t h e r than (as cuts i n 
the S e r v i c e would) on the s i c k , the o l d , and the u n e m p l o y e d . H e 
b e l i e v e d that i t w o u l d be p e r c e i v e d by the g e n e r a l p u b l i c not as a n 
i n c r e a s e i n t a x but as a n a d d i t i o n to the i n s u r a n c e p r e m i u m f o r N H S 
c a r e . It w o u l d a v o i d the a l t e r n a t i v e of cuts w h i c h c o u l d w e l l 
i n v o l v e c l o s i n g w a r d s and r e d u c i n g the n u m b e r s of d o c t o r s and of 
n u r s e s . Subject to f u r t h e r a d v i c e , he b e l i e v e d that the change cou ld 
be ef fected wi thout the need f o r p r i m a r y l e g i s l a t i o n i n advance of the 
F i n a n c e B i l l « r of o ther s o c i a l s e c u r i t y l e g i s l a t i o n w h i c h m i g h t be 
i n t r o d u c e d next y e a r . 

In d i s c u s s i o n i t w a s po inted out that t h e r e was s t i l l c o n s i d e r a b l e 
i n e f f i c i e n c y i n the h e a l t h s e r v i c e s and that there should be some 
scope f o r f i n d i n g f u r t h e r sav ings wi thout , i n effect, p r e - e m p t i n g 
t a x d e c i s i o n s . O n the o ther hand there wou ld be d i f f i c u l t y i n f ind ing 
s u c h sav ings q u i c k l y , and the p r o p o s e d i n c r e a s e i n the N H S charge 
wou ld a v o i d the m a j o r s o c i a l and p o l i t i c a l d i f f i c u l t i e s w h i c h wou ld 
r e s u l t f r o m f u r t h e r cuts i n the h e a l t h p r o g r a m 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 th i s p a r t of 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 on ba lance that the N H S e l e m e n t i n the 
N a t i o n a l Insurance c o n t r i b u t i o n should be r a i s e d r a t h e r than the 
h e a l t h p r o g r a m m e c u t . T h e 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 
should c o n s i d e r f u r t h e r whether t h i s d e c i s i o n posed any d i f f i c u l t i e s 
f o r the l e g i s l a t i v e p r o g r a m m e , and he should c o n s u l t f u r t h e r w i th 
the C h a n c e l l o r of the E x c h e q u e r on what should be the y i e l d sought 
f r o m the i n c r e a s e i n the c o n t r i b u t i o n s . 

T h e C a b i n e t -

4 . A g r e e d that there should be an i n c r e a s e i n the 
N a t i o n a l H e a l t h S e r v i c e e l e m e n t i n the N a t i o n a l 
Insurance c o n t r i b u t i o n r a t h e r than a cut i n h e a l t h 
e x p e n d i t u r e . 

5. Inv i ted 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 : 

a . to c o n s u l t f u r t h e r w i t h the C h a n c e l l o r of the 
E x c h e q u e r on the extent of the i n c r e a s e ; 

b , to c o n f i r m that the d e c i s i o n wou ld not r e q u i r e 
e a r l y p r i m a r y l e g i s l a t i o n ; 

and to r e p o r t . 
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T H E C H I E F S E C R E T A R Y , T R E A S U R Y , s a i d that to p r o v i d e for 
s p e c i a l e m p l o y m e n t m e a s u r e s he r e c o m m e n d e d net i n c r e a s e s of 
£167 m i l l i o n i n 1981-82 , S203 m i l l i o n i n 1982-83 and £189 m i l l i o n 
i n 1983 -84 . T h e s e p r o p o s a l s a s s u m e d that the S e c r e t a r y of State 
f o r E m p l o y m e n t wou ld f i n d £42 m i l l i o n nec sav ings i n 1981-82 , and 
r a t h e r m o r e i n the l a t e r y e a r s , La add i t i on to h i s share j f the g e n e r a l 
2 p e r cent cut i n c a s h l i m i t e d p r o g r a m m e s and the 1 p e r cent cut i n 
l o c a l a u t h o r i t y c u r r e n t e x p e n d i t u r e . T h i s add i t i ona l p r o v i s i o n 
would be su f f i c i en t to f inance cont inuat i on , but not i m p r o v e m e n t , of 
e x i s t i n g s p e c i a l e m p l o y m e n t s c h e m e s and u n d e r t a k i n g s , i n c l u d i n g 
the Y o u t h O p p o r t u n i t i e s P r o g r a m m e ( Y O P ) . 

T H E S E C R E T A R Y O F S T A T E F O R E M P L O Y M E N T s a i d that the 
a d d i t i o n a l p r o v i s i o n n e c e s s a r y to m a i n t a i n e x i s t i n g s chemes and 
u n d e r t a k i n g s a r o s e i n p a r t because o f r i s i n g u n e m p l o y m e n t and i n 
p a r t because the Job R e l e a s e Scheme (JRS) and the T e m p o r a r y 
S h o r t - T i m e W o r k i n g C o m p e n s a t i o n Scheme ( T S T W C S ) had p r e v i o u s l y 
been f i n a n c e d f r o m the C o n t i n g e n c y R e s e r v e , T h e C h i e f S e c r e t a r y , 
T r e a s u r y ' s , p r o p o s a l s , i m p l y i n g no i m p r o v e m e n t of e x i s t i n g schemes 
r e p r e s e n t e d not an i n c r e a s e i n expendi ture but m e r e l y a t r a n s f e r 
f r o m the C o n t i n g e n c y R e s e r v e . A t a t i m e when u n e m p l o y m e n t was 
r i s i n g r a p i d l y i t was not su f f i c i ent s i m p l y to m a i n t a i n e x i s t i n g 
s c h e m e s . Some m o d e s t i m p r o v e m e n t was n e c e s s a r y to h e l p i n 
p a r t i c u l a r the young and the adul t l o n g - t e r m u n e m p l o y e d . A f u r t h e r 
£15 m i l l i o n i n 1981-82 wou ld enable h i m to make s i g n i f i c a n t i m p r o v e 
ments i n the Y O P p a r t i c u l a r l y d i r e c t e d to 16 and 17 y e a r o l d s . T o 
i n c r e a s e the o p p o r t u n i t i e s f o r the l o n g e r t e r m adult u n e m p l o y e d he 
w i s h e d to r e p l a c e the r e g i o n a l l y based S p e c i a l T e m p o r a r y 
E m p l o y m e n t P r o g r a m m e ( S T E P ) by a new nat ionwide C o m m u n i t y 
E n t e r p r i s e P r o g r a m m e ( C E P ) . C E P should be able to p r o v i d e f o r 
25, 000 people c o m p a r e d w i t h 12, 000 under S T E P . It wou ld r e c o g n i s i 
the p r o b l e m s of the h i g h pockets of u n e m p l o y m e n t outs ide the 
deve lopment a r e a s . It wou ld be deve loped i n p a r t n e r s h i p w i t h 
p r i v a t e s e c t o r i n d u s t r y and v o l u n t a r y a g e n c i e s . The a d d i t i o n a l 
costs wou ld be £28 m i l l i o n i n 1981-82 . H e p r o p o s e d that the 
T S T W C S , w h i c h h e l p e d f i r m s a v o i d r e d u n d a n c i e s , should g ive 
suppor t i n fu ture f o r up to 9 months r a t h e r than 6 months at p r e s e n t . 
H e was p r e p a r e d to o f fset the cos ts of t h i s e x t e n s i o n b y r e d u c i n g the 
rate of suppor t f r o m 75 p e r cent to 65 p e r cent of n o r m a l p a y . H e 
was r e l u c t a n t l y p r e p a r e d to forego any i m p r o v e m e n t s i n the J R S and 
i n th i s w a y a d d i t i o n a l expend i ture of £46 m i l l i o n i n 1981-82 would be 
a v o i d e d . 

In d i s c u s s i o n i t was suggested that f u r t h e r c o n s i d e r a t i o n should be 
g iven to the i n t e r - r e l a t i o n between the m e a s u r e s p r o p o s e d by the 
S e c r e t a r y of State f o r E m p l o y m e n t and m e a s u r e s f o r i n d u s t r i a l 
a s s i s t a n c e f o r w h i c h the D e p a r t m e n t of I n d u s t r y and the D e p a r t m e n t 
of the E n v i r o n m e n t (through the D e v e l o p m e n t C o m m i s s i o n and the 
C o u n c i l of S m a l l I n d u s t r i e s i n R u r a l A r e a s ( C O S I R A ) ) w e r e 
r e s p o n s i b l e , so as to e l i m i n a t e d u p l i c a t i o n and o v e r l a p . 
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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 the 
Cabinet agreed to the i m p r o v e m e n t s i n spec ia l employment measures 
proposed b y the S e c r e t a r y of State f or E m p l o y m e n t and to the 
proposed change in the T S T W C S , and agreed to forego i m p r o v e m e n t s 
i n the J R S . The C h i e f S e c r e t a r y , T r e a s u r y , should new d i s c u s s 
these changes, and the net of fsetting savings w h i c h he had proposed , 
f u r t h e r w i t h the S e c r e t a r y of State f o r E m p l o y m e n t and r e a c h 
agreement on the t o ta l net addit ions to the employment p r o g r a m m e 
i n each y e a r . 

The Cab ine t -

6. Invited the C h i e f S e c r e t a r y , T r e a s u r y , and the 
S e c r e t a r y of State for E m p l o y m e n t to agree on the 
total net addit ions to the employment p r o g r a m m e i n the 
l i g h t of 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 . 

7. Invited the S e c r e t a r y of State f or E m p l o y m e n t to 
d i s c u s s w i t h the S e c r e t a r i e s of State f o r Industry and for 
the E n v i r o n m e n t the i n t e r - r e l a t i o n between h i s p roposa l s 
f o r s p e c i a l employment m e a s u r e s and m e a s u r e s f o r 
r e g i o n a l and i n d u s t r i a l ass i s tance i n t h e i r f i e lds of 
r e spon s i b i l i t y . 
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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 said that he recommended 
reduct ions of £500 m i l l i o n i n each year f r o m the Defence Budget , 
made up of £188 m i l l i o n f r o m the genera l 2 p e r cent cut i n cash 
l i m i t e d expenditure and of £312 m i l l i o n spec i f i c cu ts . The effect 
would be to b r e a k w i t h the a i m of 3 p e r cent growth i n defence 
spending i n r e a l t e r m s i n 1981-82, but th i s was j u s t i f i e d against 
the background of our acute economic d i f f i cu l t i e s and at a t i m e 
when many of our a l l i e s were a lso f a i l i n g to meet the N o r t h 
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 ( N A T O ) targe t . 

T H E S E C R E T A R Y O F S T A T E F O R D E F E N C E said that the 
Government had a l r e a d y cut £ 1 . 5 b i l l i o n f r o m the p r o g r a m m e 
i n h e r i t e d f r o m the l a s t A d m i n i s t r a t i o n , w h i c h i t had c r i t i c i s e d as 
inadequate. W i t h i n that reduced p r o g r a m m e i t would be n e c e s s a r y 
to f inance T r i d e n t and to honour the undertaking that i t would enable 
us to r e i n f o r c e our conventional defence c a p a b i l i t y . The cuts made 
invo lved de lays and cance l la t i on of p ro j e c t s f o r a l l three s e r v i c e s . 
The Defence Budget had a l r e a d y been reduced as f a r as he and the 
C h i e f s of Staff judged to be prudent . A n y fur ther cut s, and f a i l u r e 
to f u l f i l our N A T O c o m m i t m e n t to 3 p e r cent growth annual ly , would 
be damaging to the A l l i a n c e , to our in te rnat i ona l standing and to the 
s e c u r i t y of the West at a t i m e of i n c r e a s i n g tens ion w o r l d w i d e . 
A d m i t t e d l y some of our a l l i e s were f a l l i n g short of the target growth 
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i n e x p e n d i t u r e t h i s y e a r , but m o s t of t h e m c o u l d p o i n t to a b e t t e r 
g r o w t h r e c o r d i n de fence spend ing than the U n i t e d K i n g d o m i n 
r e c e n t y e a r s . F a i l u r e to l i v e up to o u r p r o m i s e s c o u l d l e a d o t h e r s 
to r e l a x t h e i r e f f o r t s . M o r e o v e r , i f t h e r e w e r e to be cuts o f 
£500 m i U i o n , t h i s w o u l d have v e r y s e r i o u s e f f ec ts o n the defence 
i n d u s t r i a l b a s e : he e s t i m a t e d th?.t i t w o u l d l e a d to 7 0 , 0 0 0 j o b s 
l o s t , to the b a n k r u p t c y of m a n y f i r m s and to the d i s a p p e a r a n c e of 
s o m e de fence i n d u s t r i e s . C u t s o f t h i s s c a l e w o u l d be c o n t r a r y to 
the G o v e r n m e n t ' s p l e d g e i n the M a n i f e s t o , a n d w o u l d i m p l y a n a c t u a l 
i e d u c t i o n i n the l e v e l o f defence s p e n d i n g i n r e a l t e r m s . H e w a s 
p r e p a r e d to r e c o m m e n d a s a c o m p r o m i s e , on w h i c h he d i d n o t have 
the s u p p o r t o f the C h i e f s of Staf f , a c u t of £152 m i l l i o n i n 1 9 8 1 - 8 2 , 
s u b j e c t to t h r e e c o n d i t i o n s : 

i . W h i l e he d i d not a t t h i s stage seek a c o m m i t m e n t 
f r o m the C a b i n e t to i m p l e m e n t w h a t e v e r the A r m e d F o r c e s 
P a y R e v i e w B o d y r e c o m m e n d e d i n A p r i l 1981 , r e c o g n i s i n g 
m a t the C a b i n e t s h o u l d be f r e e to take w h a t e v e r d e c i s i o n 
w a s a p p z o p r i a t e w h e n the r e c o m m e n d a t i o n s w e r e r e c e i v e d , 
the c a s h l i m i t f o r a r m e d f o r c e s p a y i n 1981-82 shou ld be 
a d j u s t e d to a c c o m m o d a t e w h a t e v e r p a y i n c r e a s e s the 
C a b i n e t a g r e e d i n the l i g h t o f the R e v i e w B o d y ' s r e p o r t , 

i i . T h e c a s h l i m i t f a c t o r f o r p r i c e s a s a p p l i e d to the 
D e f e n c e B u d g e t s h o u l d be a d j u s t e d to take a c c o u n t of the 
f a c t that p r i c e s f o r de fence e q u i p m e n t t ended to i n c r e a s e 
f a s t e r than the g e n e r a l l e v e l o f p r i c e s . 

i i i . T h e r e s h o u l d be no f u r t h e r changes In the b a s e - l i n e 
f o r the D e f e n c e B u d g e t . 

O n t h i s b a s i s he w o u l d u n d e r t a k e to a b s o r b i n 1981-82 any a m o u n t 
b y w h i c h de fence e x p e n d i t u r e i n 1980-81 o v e r r a n the r e v i s e d c a s h 
l i m i t f o r that y e a r . 

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 the S e c r e t a r y 
of State f o r D e f e n c e ' s p r o p o s a l s f a i l e d to take a c c o u n t of the r e a l i t y 
of the d e c l i n e i n the U n i t e d K i n g d o m ' s g r o s s d o m e s t i c p r o d u c t o r o f 
the c o n t r i b u t i o n w h i c h w a s needed f r o m the De fence B u d g e t i f the 
a g r e e d o b j e c t i v e f o r b r i n g i n g down the 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 w a s to be a c h i e v e d . T h e c o n d i t i o n s p r o p o s e d i m p l i e d 
a v i e w that the M i n i s t r y of D e f e n c e a n d the a r m e d f o r c e s s h o u l d be 
o u t s i d e the d i s c i p l i n e s i m p o s e d on the G o v e r n m e n t a s a who le b y the 
r e a l i t i e s o f the e c o n o m i c s i t u a t i o n . 

In d i s c u s s i o n the f o l l o w i n g p o i n t s w e r e m a d e : 

a . I n c r e a s e s of 3 p e r cent w o u l d h a v e b e e n a c h i e v e d 
i n 1979-80 and i n 1980-81 a n d , u n d e r the C h a n c e l l o r of 
the E x c h e q u e r ' s p r o p o s a l s , w o u l d p r o b a b l y be m a d e i n 
1982-83 and i n 1 9 8 3 - 8 4 . In the p r e s e n t e c o n o m i c c l i m a t e 
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a d i p i n 1981-1982 w o u l d not be u n e x p e c t e d , at h o m e o r 
a b r o a d . T h e cut s h o u l d not be to the f u l l ex tent o f 
£500 m i l l i o n , s i n c e t h i s w o u l d l e a d to a r e d u c t i o n o f 
0. 7 p e r rent i n the l e v e l of de fence spend ing i n r e a l 
t e r m s . It w o u l d , h o w e v e r , be r e a s o n a b l e that a t the 
v e r y l e a s t £188 m i l l i o n shou ld be found f r o m the De fence 
B u d g e t i n l i n e w i t h the g e n e r a l 2 p e r cent c u t on o t h e r c a s h 
l i m i t e d p r o g r a m m e s . G o i n g above t h i s , a c u t of £400 m i l l i o 
w o u l d s t i l l a l l o w f o r a 0. 3 p e r cent i n c r e a s e i n r e a l spend ing 
i n 1 9 8 1 - 8 2 . In d e c i d i n g on the cut to be m a d e i t w o u l d be 
i m p o r t a n t to have r e g a r d to the e f f e c t s on i n d u s t r y . 

b . T h e G o v e r n m e n t w a s c o m m i t t e d b y the M a n i f e s t o to 
p a y c o m p a r a b i l i t y f o r the a r m e d f o r c e s . It w o u l d .never the 
l e s s be a m i s t a k e to a l l o w f o r the c a s h l i m i t to be a d j u s t e d 
on a c c o u n t of t h i s o r of the c o s t o f de fence e q u i p m e n t . T h e 
de fence c a s h l i m i t h a d been s e r i o u s l y o v e r r u n i n 1980-8} 
and to p r o v i d e f o r e x c e p t i o n s w o u l d be to i n v i t e a r e p e t i t i o n 
o f t h i s s i t u a t i o n . A s i t w a s , the De fence B u d g e t a lone 
a m o n g m a j o r p r o g r a m m e s w a s a l l o w e d to take c r e d i t f o r 
sta f f s a v i n g s . 

T H E F K . I M E M I N I S T E R , s u m m i n g up t h i s p a r t o f 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 c c e p t e d that the c u t s on the Defence B u d g e t 
w o u l d have to be l e s s than the £500 m i l l i o n w h i c h the C h a n c e l l o r 
h a d sought b u t m o r e t h a n the £152 m i l l i o n o f f e r e d by the S e c r e t a r y 
of State f o r D e f e n c e , w h i c h d i d not even m e e t the r e q u i r e m e n t of 
£188 m i l l i o n r e p r e s e n t i n g the g e n e r a l 2 p e r cent cut i n c a s h l i m i t e d 
e x p e n d i t u r e . W h i l e the c o m m i t m e n t to p a y c o m p a r a b i l i t y f o r the 
a r m e d f o r c e s w o u l d s t a n d , i t r e m a i n e d f o r f u r t h e r c o n s i d e r a t i o n 
w h e t h e r e x c e p t i o n s s h o u l d be made on t h i s , o r a n y o t h e r , a c c o u n t i n 
d e t e r m i n i n g the c a s h l i m i t s f o r the D e f e n c e B u d g e t . T h e S e c r e t a r y 
of State f o r D e f e n c e s h o u l d now c o n s i d e r u r g e n t l y , w i t h 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 the C h i e f S e c r e t a r y , T r e a s u r y , 
w h a t f u r t h e r c u t s he c o u l d o f f e r , a n d r e p o r t the o u t c o m e to the 
C a b i n e t as soon as p o s s i b l e . 

T h e C a b i n e t -

8. I n v i t e d the S e c r e t a r y o f State f o r De fence to 
c o n s i d e r f u r t h e r w i t h the C h a n c e l l o r o f the E x c h e q u e r 
and the C h i e f S e c r e t a r y , T r e a s u r y , the scope f o r 
f u r t h e r cu ts i n the D e f e n c e B u d g e t a n d r e p o r t the o u t c o m e 
to the C a b i n e t a s soon a s p o s s i b l e . 

9 . A g r e e d to r e s u m e t h e i r d i s c u s s i o n on p u b l i c 
e x p e n d i t u r e and r e l a t e d i s s u e s a t t h e i r n e x t m e e t i n g . 

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

5 N o v e m b e r 1980 
9 

SECRET 




