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- In the light of your comments at the meeting last Friday, . W;@Q’f@y
have re-cast our draft paper for 9 September, to make it more of a ‘
fundamental review of options for the main programmes, and less a

list of possible cuts.

I enclose the revised draft. If you are content with it as
. a basis for collective discussion, I-will arrange for it to be
circulated. Otherwise I would of course be very glad to have

another word with you about it.

You told me that you would be discussing the handling of the
meeting with the Prime Minister, and I am accordingly sending a

copy of this draft to her. I am also sending a copy to Sir Robert

Armstrong.
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FROM: T A A HART
DATE: 1 September 1982

CHANCELLOR OF THE EXCHEQUER cc: Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson
Sir Kenneth Couzens
Mr Burns
Mr Barratt
Mr Wilding
Mr Kemp
Mr Mountfield o/r
Mr Bottrill
Mr Culpin
Mr Faulkner
Mr Goldman
Mr Hall
Mr N King
Mr O Donnell
Ms Seammen
Mr G P Smith
Mr I Wilson
Mr Rayner
Mr Ridley

THE LONGER TERM - BRIEFING FOR CABINET ON 9 SEPTEMBER
The Cabinet will be taking this subject at an extended meeting on 9 September. There will
be three papers in all - your own paper (including the fiscal annex); the final report of the

official group on public expenditure in the longer term (LTPE); and a paper by the CPRS,

longe-x_-. term. The papers have not yet been circulated by the Cabinet Office, but you have

seen a draft of the CPRS paper. Iunderstand that you would find it helpful to have the main

body of the briefing before you leave tomorrow for Canada: we may, of course, need to
Lo el SR ! >

supplement it with further notes to await your return on 8 September.

The aim

2. Your main aim will be to obtain your colleagues' agreement that the long-term
prospects suggested by the officials' reports are unacceptable, and that there is a need to
get public expenditure on to a better track. As a first step, you are proposing that the
Cabinet should commission further studies of the options identified by the CPRS in their
paper and that these should be completed and reporied back to the Cabinet in the spring of
1983. Your second aim is to secure a moratoriuin on new commitments (or the renewal of
old ones) which would add to expenditure beyond 1985-86. You are also asking your

colleagues to have particular regard to the longer-term implications of their decisions in
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CONFIDENTIAL

this year's Public Expenditure Survey and to consider how these issues might best be

presented in Parliament and to the country.

Tactics

3. You have said that you are anxious to avoid giving the impression that this is simply
another Treasury "cuts" exercise, and your paper seeks to distance the discussion from this
sort of approach. We do not know how the Prime Minister will handle the meeting, but the
natural order would be to have first a fairly fundamental and broad-ranging discussion about
the Government's long-term policy objectives and the size and shape of the public sector, in
the course which you would hope to secure your colleagues' acceptance in general terms of
the analysis in your paper. If they are agreed on the seriousness of the overall problem, they
could then turn to the specific policy options identified by the CPRS as worth further study.
We think it is important not to get into the specifics too soon before the general analysis has
been discussed and accepted. Discussion of the four specific proposals at the end of your
paper would naturally follow on from discussion of the CPRS options. It will be important to
emphasis that no Minister is being asked at this stage to sign up for particular cuts or policy
changes. All that is proposed is a series of further studies, together with a moratorium on

new commitments until that work has been completed in the spring of 1983.

Introductory speaking note

4. In introducing the paper you may like to say something on the following lines:

"I have said in my paper that this discussion is one of the most important we shall have

at_any time in this Parliament. I do not think that is an overstatement. The decisions

we take on _il_i-ese longer term problems will influence what goes into the Manifesto for
the next election; and they will affect the performance and shape of the economy for
the rest of this decade at least and probably longer. The "lead time" for decisions on
public expenditure is a long one: if we want to influence what happens at the end of
the decade we need to think about it now and begin to take the necessary decisions

next year.

Our starting point is the report of the official group on longer-term trends in public
expenditure. But I feel sure that we must not confine ourselves to a narrow discussion
of the issues raised in that report. I hope very much that we shall be able to have a
fundamental and broad-ranging discussion about our long term policy objectives and

the size and shape of the public sector. This means looking at the broader political
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context and the longer term prospects for the economy both at home and worldwide.
In the light of this, we might look at some of the options discussed by the CPRS in
their paper and at the specific proposals at the end of mine. I do emphasise that I am
not at this stage seeking any particular set of new cuts or any given level of public
expenditure for the future. But I think it is important that we should at this point in
this Parliament review our policy objectives pretty fundamentally and consider
whether we are on the right track to achieve the sort of society and economic success

that we want.

My own conclusion is that we may need to make some quite radical changes of
direction, if we are to avoid creating in the longer term an economy - and a society -
which is dominated by the demands of the public sector, with all the depressing effects
which that entalils for individuals and for enterprises. A great deal has been done
already. We have had a considerable success in reducing the level of inflation; but the
task of reducing the public sector at a time of worldwide recession has proved even
more intractable than we expected in 1979. The prospect now revealed by the
officials' report would be a grim one for any Government. It is particularly so for us
with our firm commitment to reduce the share which the State takes of the nation's
income. But it remains essential for us to hold to that objective and achieve it if the

economy is to recover and grow as we wish.

The officials' report rightly points out that its two "scenarios" are not forecasts. They
simply illustrate what might happen if we maintain our present expenditure policies
against two different economic backgrounds, one rather more favourable than the
other. Although neither scenario is a forecast, neither of them is at all fanciful: the
assumptions on which they are based are reasonable and, if anything, conservative. On
the low érowth scenario, the report shows that public expenditure might rise to nearly
47 per cent of GDP in 1990-91, a figure which I am sure we would égree is altogether
ungacceptable. Things are a little better under the more optimistic scenario A, but in
real terms public expenditure would still be higher in 1990-—91 than in our first year of

19 4
office or than we planned for this year. In the Annex to my paper I have set[the tax
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CONFIDENTIAL

implications which are equally unwelcome. Even on the more favourable assumptions,
there would be little or no room to reduce personal taxation or improve incentives.
And we could not make the reductions in company taxation which are essential to
recovery and growth. The tax rates implied by the more pessimistic scenario would be

positively damaging to industry and crippling to individual incentives.

We cannot borrow our way out of this difficulty. Increased Government borrowing to
finance these planned levels of expenditure would simply push up interest rates
generally, wipe out our achievement in getting them down and place a further
damaging burden on industry. The analysis leads one unavoidably to the conclusion
that the way forward to better economic performance can only be through reducing
expenditure. I recognise the political difficulty of doing this at a time when people
still retain high, unrealistically high, expectations of a steadily improving standard of
living and public services. There is a major task of public education to be done and we
need to find new ways of permitting some of the demands to be met. We must also
give ourselves more room for manoeuvre: we are hedged in at present by too many
pledges and commitments covering very wide areas of expenditure. We need to review

these in the light of current priorities, and if necessary we must be prepared to make

radical changes.

I have been struck at recent Economic Summits by the extent to which Heads of
Government and Finance Ministers everywhere are confronted, like ourselves, by
major problems of public expenditure, such as untenable commitments to indexation
and the large public sector deficits which through their impact on taxation and
interest rates create such a threat to economic recovery. This is a continuation of a
pattern which has been emerging for many years. If we look backwards at public
expenditure in this country over the last 20 years, there is a consistent upward
pattern, broken only by the two external crisis of 1967 and 1976. Even then, the
upward trend was soon resumed. I believe we need to break this pattern, decisively.
As I have said, I am not today seeking any specific cuts, but I believe we must review

our long term spending commitments or we shall run into very major difficulties in the
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course of the next Parliament. I hope that we shall therefore agree to commission
further work on some or all of the main options identified by the CPRS. And until that
is done, I hope we could agree not to enter into major new commitments - or renew

"
old ones - which would add to public expenditure in the longer term.

Chancellor's paper - defensive briefing

5. The most likely criticism of the analysis in your paper is that the rising tax burden
shown could be substantially reduced by an increase in public borrowing. You may have

anticipated this in your opening remarks, but if not you could say:
(a) more borrowing means higher interest rates;

(b)  higher interest rates mean less investment and thus, in the longer term, lower

growth of output and employment;

(c) borrowing should not be seen an easy way out of avoiding paying for public
spending. Nothing is for nothing and borrowing simply transfers the burden to

others, including mainly the private sector;

(d) the declining path of Government borrowing has been achieved with great

difficulty; it should not be thrown away lightly.

6. The officials' report (LTPE) was generally=agreed at official level, so it is unlikely that
many technical points will be raised. The Ministry of Defence have, however, questioned in
correspondence with Sir Douglas Wass the report's reliance (eg in the final paragraph) on
percentage increases in particular programmes. They argue that this ignores the size of the
baseline and that the absolute figures would give a truer picture of the changing balance
between programmes. In particular defence would appear in a better and social security in a
worse light. There is not much in this point. There are a variety of ways of presenting this
sort of information and all other departments were content to use percentage increases. If
the point is raised, we recommend you to say this, and to take the line that it is the general
trend and the increase overall which is the main cause for concern. About this there is no

doubt at all.

7. Other technical points are covered in the attached notes as follows:

- the scenarios (Flag X)
- the economic assumptionsof the LTPE report (Flag Y)
- the fiscal annex (Flag 2)
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The CPRS paper

8. You saw the CPRS paper in draft and discussed it with Mr Sparrow. It has to tread a
rather difficult line. On the one hand, the CPRS were commissioned by the Prime Minister
to produce a set of policy options for reducing public expenditure in the longer term. On
the other hand, you do not want to appear to be seeking a set of "super-cuts". The best
approach might be to argue that the CPRS have, as they were asked, produced a
wide-ranging set of policy options. At this stage, no-one is seeking specific cuts or changes
in policy. But there is much to be said for further study of all the main options identified by
the CPRS and, possibly, some of the lesser ones in Annex H to their paper. No Minister is

being asked to commit himself to policy changes, but no reasonable approach should be

ignored.

9. Some colleagues will no doubt want to comment on the options individually and some
may ask to be exempted from the exercise. We woud recommend you to argue against this:

the exercise will be much more acceptable if all the major departments are seen to be in it

together.

10. Notes on the options by Expenditure Divisions are attached. They are (in the order of
the CPRS paper):

A. Increased health charges.

&

Private health insurance.

Reduced education spending.

Charges for compulsory schooling.

Charges for higher education.

De-indexation of social security benefits.

A halt to growth in defence spending after 1985-86.

D Q" ® Y0

Other options.

.

Public service manpower.

K. Accounting changes.

In each case the notes by Expenditure Divisions suggest a line to take which recognises the

scope for savings of each option and some of the difficulties which may be referred to by

spending Ministers.

Implementation of future work

11. There has been no discussion at official level of how the future work should be carried
out. The load would probably be too great for the CPRS and there is, in any case, an
argument that departments (under the direction of their own Ministers) should review their
own policies. On the other hand, this may not lead to a sufficiently rigorous examination.

An alternative possibility, which combines departmental autonomy with a measure of
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I'independent appraisal, might be to have the studies steered by an interdepartmental group

at Permanent Secretary level. Sub-groups on each option - on which the Treasury should be
represented - could then report to the Steering Committee. We recommend that you raise
this point and suggest that the Secretary to the Cabinet be invited to make proposals to the
Prime Minister. You might also emphasise the need for a sense of urgency: if policy

changes are to be implemented in the next Parliament, the long term begins now.

Overseas experience

12.  Your paper refers to other countries' public expenditure experience. The purpose of
this is to show the extent to which other countries have also had to retrench. There are
difficulties about linking high economic growth too closely with lower public expenditure.
This is a complex field and it is easy enough to produce counter-examples. The US, for
example, has had both low public expenditure and low growth. The French and Germans,
who have relatively high public expenditure shares, have also typically had reasonably fast
growth over the past two decades. Japan has had low public expenditure and high growth,
but it is in many ways exceptional. It would seem best to let the logic of your paper speak

for itself rather than rely closely for support on overseas experience.

— N
T A A HART
GEP1



ol = =y .

Hh_l h- L HL_- h- d-d I- hIF-h1‘I
= B SISl LEFSS ——bkd kR " J“E“"EE 1D S

M N e g ey Sl g S g S g e g —
IL III“ L--* Id I_I-H-IH-r__-.

el Db bl e ool e G e b ah b T el
T e e e

g e ———
T EmET™ I YT TR LT AN EJ
-‘-dll-u II_#*‘_J+J I--Ii

e i il N o PR R e e B el i E N WL
T e e e L R e e e

reer= am —i==mkk" mTTEm e =T =—=—ga) =
e o —— e sl i ] el e ey il Wi et en

B L L S R L S A N L
o B el Bal b R B T e B T oSN B B E LB
FEEE B " 9 "EeE e it e rreclgeg s

i

—
BEE S S
I



FROM: T A A HART
DATE: 1 September 1982

CHANCELLOR OF THE EXCHEQUER cc: Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)

Sir Anthony Rawlinson

Mr Barratt

Mr Wilding

Mr Kemp

Mr Mountfield
Mr Kelly

Mr Burns

Mr Rayner—"
Mr Ridley

LONG TERM TRENDS IN PUBLIC EXPENDITURE - PORCUPINE CHART

In my minute of 27 August, I promised to let you have a "porcupine” chart illustrating the
effect of "creep” in public expenditure in recent years. This is now attached. It has been
produced by Mr Burns and is intended to be Annex A to your paper for Cabinet on

9 September.

2. Because we have taken the period covered by the present administration, it is a
slightly bald porcupine with only three quills. _(The conversion to cash for earlier years
would have been technically too difficult in the time available.) But the lesson is clear. In
each successive White Paper the expenditure planned for future years not only rises, but

rises above the level planned in the previous White Paper.

3. Being in cash, the chart does not of course show whether the increase results from
higher inflation or higher real spending. The other attached chart, which describes the plans
in cost terms, shows the upward drift in real terms. It also reveals very starkly the
optimistic tendency to assume that expenditure will fall off once the difficulties of the
immediately following year have been overcome. In practice it never does: the peak simply
moves forward year by year. (In the "cash" chart this is indicated by a flattening in the

slope of the paths for future expenditure.)

4. Although the "cost terms" chart is interesting, we have assumed that you would prefer

not to attach it to the Cabinet paper but to keep to your general line of describing

5

‘\/ ’
T A A HART
GEP1

expenditure plans in cash wherever possible.






ANNEX £

PUBLIC EXPENDITURE PLANNING TOTALS
f billion cash

£ billion cash 1
130
March 1982
Budget
120 =
March 1981 Budget *
110 =

N

CMND 7841
March 1980 White Paper 2

100

90

80

70 | ! | 1 -
1979-80  1980-81  1981-82  1982-83  1983-84  1984-85

Notes: 1Converted into cash from the plans in 1980 Survey Prices.
2Converted into cash using the same inflation assumptions as
used for converting the MARCH 1981 BUDGET plans.
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FROM: J.0. KERR
2 September 1882

cc: PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State (C
PS/Minister of State (F
Sir Douglas Wass (o/r)

PS/CHIEF SECRETARY SR et

ir Kenneth Couzens (o.

Mr. Burns (o/r)

Mr. Barratt

Mr. Byatt (o/r)

Mr. Middleton (o/r)

Mr. Wilding

Mr. Kemp

Mr. Mountfield

Mr. Bpttrill

Mr art—

Mr. Ridley

"THE LONGER TERM”

The Chancellor spoke to the Prime Minister yesterday about the paper
attached to his minute of 27 August, and Mr. Sparrow's letter of

31 August. The Prime Minister was, I understand, concerned about
the risk of leaks of some of the specific suggestions in the CPRS
paper, and some amendments to it are now being made by Mr. Bailey.
It was, however, agreed that our=paper could be circulated forthwith
subject only to the amendment of paragraph 14(a) which will now
read: -

........ that (except where work is already in hand)

we should as a first step commission further studies
along the lines identified by the CPRS in their paper
(cs2)y ) (and in the annexe on minor optiens] as well

as any other possibilities colleagues may care to suggest.
These studies should be completed and reported back to
the Cabinet in the spring of 1983."

2. I have passed this amendment to Mr. Hart: the paper, as
amended, will be forwarded to the Cabinet Office today. The
Chancellor has agreed that it should include the first of the two

charts attached to Mr. Hart’s minute of 1 September.

3. The Prime Minister thinks it important that there should be
some prior lobbying of Cabinet colleagues. Given his absence in

Toronto until next Wednesday morning, the Chancellor would be

CONFIDENTIAL /grateful
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B €T
grateful if yewwould take on the bulk of this. While he thinks

that a fairly widespread lobbying exercise is required, he is
particularly concerned to defuse in advance any possible dissent
from the Secretaries of State for Trade, Industry and Scotland,

and from the Lord President.

J.0. KERR
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FROM: MISS J M SWIFT
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PRINCIPAL PRIVATE SECRETARY cc PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State (C)
PS/Minister of State (R)
Sir Douglas Wass o.r.
Sir A Rawlinson
Sir Kenneth Couzens 0.r.
Mr Burns o.r.

Mr Barratt

Mr Byatt o.r.

Mr Middleton o.r.
Mr Wilding

Mr Kemp

Mr Mountfield

Mr Bdtt

rill
Mr Hartt,/f”/

Mr Ridley
"THE LONGER TERM"
The Chief Secretary has seen and noted your minute of 2 September.
5. The Chief Secretary will be speaking to the Secretaries. of
State for Trade and Industry and the Lord President about the
Chancellor's paper, in advance of the Cabinet meeting. But not

to the Secretary of State for Scotland, who will not attend Cabine:

on Thursday.

MISS J M SWIFT
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FROM: L P KEMP
8 September 1982

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary

Sir Anthony Rawlinson
Mr Barratt
RO U . e sy I S e W —vmme g e o (T TV

L, ————— Ak
s g K DAL ikt e L lead-—"

CABINET TOMORROW

We have perhaps belatedly come on one matter which may be relevant to Cabinet

discussion of the longer-term tomorrow, which you may like to have in mind.

2. This is the remit given by the Prime Minister at Cabinet towards the end
of July (€C(81)40th Item 6) that every Minister in charge of a Department
should arrange for the preparation of a Report on a "Forward Look" at the
Departments' programmes for the next 5 years, such Reports to be sent to
‘her not later than 24 December 1982. As far as we can make out no action
has jct been taken on this rather bald remit (certainly nothing has been
done within the Treasury) because Departments, and ourselves, are expecting
some kind of amplification and fleshing out of what precisely is wanted,
before putting work in hand.

3. This remit clearly could have some interaction with tomorrow's dis-
cussion. Insofar as colleagues agree with your paper, and are pursuaded

that something meaningful should be done, then clearly there would have

to be changes in the policies and programmes of some, if not all, Departments,
which should ideally be reflected in the Forward Look which the Prime Minister
has asked for. Indeed it may be that depending on how tomorrow goes, the
return submitted in respect of the Forward Look will turn out to be an
interesting indication of how far Ministers' thinkiﬂg has really been

affected by your paper.
k., There seems no need for you specifically to refer to this Forward Look

remit tomorrow, unless you wish to do so; but we thought you should be

reminded of it in case others raise it.

E P KEMP
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From: M & Richardson TR
8 September 1982

CHANCELLOR OF THE EXCHEQUER Rk Chief Secretary
Financial Secretary
Economic Secretarv
Minister of State (L)
Minister of State (R)
Sir D Wass
Sir A Rawlinson
Mr Wilding
Mr Byatt
Mr Mguntfield
Mr Hapgt——" <”6/3
Mr O'Donnell

LONG TERM PUBLIC EXPENDITURE: DEFENCE

In preparation for the Cabinet discussion tomorrow, GE are providing
briefing on the papers C(82)30, 31 and 32. This mirute offers advice

on C(82)33, the memorandum from the Secretary of State for Defence.

2. Many of the arguments advanced by Mr Nott are as relevant to
forthcoming PES discussions as to Cabinet considerstion of the longer
term. For this reason it might be preferable for the Chief Secretary

to take the lead on deteailed points about the defence programme.

3. Defensive speaking notes arc at Annmex A. I a2lso attach, at
Lrnexes B and C material on the current defence budget being prepar-d

for the forthcoming bilateral.

4. The Defence Secretary's position is epitomised by the last sentence
of C(82)33: it is not defence spending that needs curbing but the res*
of public expenditure. If other Cabinet Ministers take a broad rather
than a parochial view of public spending, Mr Nott will have qverreached
himself; his position will be isolated. If on the other hand the
Cabinet endorses the Defence Secretary's line he will be irrepressible
in 1982 PES; and the prospects for curbing public expenditure in the
longer term will be severely diminished.

5. Treasury Ministers' aim should be to keep all options open for
the later years (it seems unrealistic to try to secure agreement now
to no growth in defence spending after 1985-86). There is no need

to enter into any commitments now about defence spending in the late

CONFIDENTIAL / 1980's.
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1620 's. LEqually there 1s no reasor why the CPRS propocsal on defence
should not ,be further pursued. It is not claimed that restraining the
growth of defence expenditure would carry no disadvantages. It might

be for later consideration whether simply not increasing defence
spending is less painful or less visible than other options for reducing
public expenditure. This is why all options should remain available.

6. Hitherto, defence spending has not been curbed. Despite economic
difficulties (negative GDP growth in 1980 and 1981) it has been
increasing in real terms. The Government's affirmed intention is to
provide in 1985-86 for a level of defence spending 21% higher in real
terms than it was in 1978-79. The CPFRS have not questioned that
commitment. Their proposal is simply that after 1985-86, defence
spending levels should not increase further; that is, they should be
held at a level 9% higher in real terms than in 1982-83.

7. How much real growth defence spencing has enjoyed since 1978-7Q is
open to debate. The doleful figures quoted in Mr Nott's seventh
paragraph are based on MOD's own me hodology for calculating pay and
price increases. This system has recently been subject to joint review
(the Unwin report, which Mr Nott seems reluctant to circulate). That
review exposed widespread shortcomings in the MOD's system and
recommended fundamental changes. It also found that the MOD methodologw

consistently overestimated defence inflation, and so understated

"volume" and real growth. Calculations based on the CSO defence
procurement index, for example, indicate that real growth from 1979-81
as 11% - well in excess of the NATO target and top of the European
league.

8. The 1982-8% defence budget provided far 3.7% real growth over the

previous year.

9. The level of spend is more important than rates of growth. In

absolute terms (and excluding the Falklands) UK defence spending is
second only to the USA; as a percentage of GDP it is second only to
the USA and Greece.

10. In short the UK's defence contribution compares favourable with that
of any of i1ts European allies; 1t is most depressing that the
Defence Secretary is not prepared to say so. The Government's defence
effort continues to receive less than its full credit because of lack
of positive presentation by MOD.

/ 1.

CONFIDENTIAL
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11. Treasury Ministers should not follow Mr Nott into detailed
arguments about defence capabilities. But the following points are
relevant:

(a) The CFRS proposal in effect is for an annual defence
spend of £15-16bn at today's prices. Mr Nott's assertion -
in his paragfaph 5 - that this level of expenditure.would
lead to a "rapid diminution of our defence capabilities" - is
amazing;

(b) the. phenomenon of cost growth (paragraph 6) is due
almost entirely to the increasing sophistication - and thus

greater capability - of defence equipment. Simplistic
comparisons of npumbers of platforms ar%?ﬁganingful than

military capability. In the words of Cmnd 8288 (The Way Forward),
"the balance of our investment between platforms and weapons
needs to be altered so as to maximise our real combat

capability."

(c) On the slleged relative vrice effect (rpe) on non-pay
expenditure, the MOD pas ition (paragraph 4) is eqguivocal. i
In the 1981 PES Mr Nott claimed advance provision for a 2% rpe.

In this year's Survey MOD are claiming that the defence rpe,

on average over the Survey period, will be nearly 3% (ie that
defence prices will increase at a rate 50% higher than forecast
inflation generally). The firm Treasury line is that there should

be pno advance provision for rpe; that would become a self-

fulfilling prophecy. The LTPE exercise used two rpe
assumptions - a 2% rpe on non pay expenditure and a nil rpe.

As Mr Nott says, with no rpe the figures are lower, but the
defence share of public expenditure would be only 1.0% less; the
1990-91 defence programme would still be 26% higher in cost
terms than it is today.

/L\MWM

M G RICHARDSON
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Annex £

SPEAKING NOTES

1. As the Chancellor's paper says, nobody today is proposing specific
cuts or long term plannine totals. There is certainly no need to take
decisions now on defence spending in the latter half of the decade. The
level of defence budget the country can afford will be decided nearer
the time. It is essential hovever to keep all options open for that
period. No Government should bind itself with commitments that might

be impossible‘to fulfil.

2. Restraint in defence spending is not without military disadvantages,
just as restraint in other sorts of spending carries penalfies. We
might wish to consider at a later date whether maintaining a level
defence spend is more or less painful than other public expenditure
options.

Z. The CPRS proposal in Annex K of their paper is a modest one; 1it
does not recommend a cut in defence spending. No reduction on current
plans is mooted. The propesal is simply to hold the 1985-86 level of
annual defence expenditure; that is, to maintain the defence budget for
the second half of the decade at a level 9% higher, in real terms. than
it is tocey.

4, The Government's intention i1s that defence spending in 1985-86 will
be 21% higher than when we came to office. The CFRS proposal would

simply reqQuire that, thereafter, defence spernding should take account
of other Government objectives (notably to reduce public expenditure);

even so, they proposal a constant, not a decliring, level of spend.

5. One great advantage of the CPRS proposal for defence is its ready
feasibility (and relatively low visibility). Current MOD planning

assumes exactly this path of future provision. So there shoﬁld be no

adverse operational or industrial penalties caused by a disruption of
current plans. MOD say their current planning assumptions are intended
to allow for flexibility. This presumably means flexibility to increase
or reduce the programme; it remains essential that MOD do not reduce
that flexibility by starting to plan for increases in spending after
1985-86.

CONFIDENTIAL






ANNEXN B

1981-82

The rfview of the 1981-82 cash limit was not settled until the end o:

Mavember, The in-yor~ruahonooo, ooy S Lellewe. W ws
5m
1981 LFFREB award +82
Lccounting AdJjustments +7
General zadition + 300
+ 353
Deduction for 198C-871 overspend -6L
Net incre=zse +219
2. The most controversiel addition was the

zddition was pert of a package to easse the adjustment of the
Geferice progremme iollowing Cmnd 828&, and to avolic the general
cemege 1o the cash limits system of & substantizl overspend.

[t trenspired that the resl prooviem Iecing the 1981-82
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overspend."

}
Ly In the event, MoD averted a major (£500m) underspend in

TWO vways :

. addback measures to accelerate spend (eg on fuel

and works maintenance)

b. advancement of a monthly bill-paying date from April
to March (and thus from 1982-83% to 13881-82),
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21 ig mot rossible 1o cuentily the eflect
Just under £300m of bills were advanced,

zve been acceleraied elsewhere. The fin
£5m underspend.

2
CONFIDENTIAL

of ithese meesures, but
and at least £10Cm must

21 outturn showed 2 small

o e e -

‘s, 1pner® is stilT ¥rplfient about the level o1 ceience frace T
movemrent in 1981-82. According to MoD's own methodology; non-ray
rrices in 1681-82 were 12,3% higher than in 188C-81 (the original
cesh yrovision was based on a factor of 11%). But
eg. the Unwin rzrort incicetled thet the MOD svsiem leeds to &n
overestimetion of "pay and price'; for edxemrle iwo excerticne:l
nigh essecsnents were-land systems (14.1% comrered vith ©.5% ©
alternative DCI
an NoD index) eir csystems (12.3% comyered wiih the jeerosrece
index of 1C.CS%).
t. The ewire yvevmenis et inhe end of the vezr (when Trices are
hignest) wilil have disioried the everege jrice movement,

"
€. Ar increese in nonm-rev 1rices of 12.3% would heve 1 ostuleted er
2GCiticn 7o ihe deflence bucget of some £100m. Evern on his own
caltculetione, ¥r lloTt received an over-generous edditiorn in 1881-EZ.






1882-83

1. In the 1981 Survey, the following additions were made to the
1982-83 delence budget:

WLa T e T M MAseEES AL f
Carry-through of 1981 AFFRB award +85
Transitional addition +375

including non cash limited pensions

<4

Tris geve & défence budget/of £1LCBEm and & cesh 1imit of £1228Em.
e NIS clawbeck in Arril, the.defence cesh limit is now

2. On the essumytion the rrices would increese in line with the Iectior:

1=t

used in drawing ur the initial cash beseline (L% tay, 9% non-tay), the

1CE2-87% budget rrovided for reel growth of 2.7% over 1S81-82. Thic
s well in excess o0F the NATO eim. IMoD Leve sutsecuentily beer zcked
1o ebscorb the cost ettlemenis (civil rervice, LFPEE, TSRB,

HVMT's leziest forecests of generel inilevior

Tzctor 1o be generous.

e
Tlanned Trogremme over zgreed jrovisicn - ©I some

T, pbecause the ensuring orerstionel and
n

a
1d be severe; OD accerted this recomme

. Falklends erart, the resl MoD problem in 19€2-83 - Jjust as in
281-82 - hes been to evert a rotentiel undersrend. In the first four
months of the vear the srend on the ecuirment vcte has averaged £450m;
this needs to be £620m each month if the cach limit is to be srent.
Although it is imrcssible to assess the full exient of the potentiel
underspend, it might be £500m: roughly enough to accommodate 1982-83

Falklands costs.
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— 5. MOD have taken and are planning measures to absorb the

shortfall. They have forgone the £100m receipts provided for
the sale of "Invincible". Addback measures already taken exceed
£200m; more addbacks are being prepared. In addition, MOD are

contemplating for a~§ecnn%iygar_ihgqgﬁyjmﬁpmggﬁ7waa q&p&nlgrmua

AN e

bill-payving date. The payment previously planned for 1 April

1983 might now be shifted to FY 1982-83. As a result of all

these endeavours it is quite likely that an underspend on

"normal" expernditure will be averted; thig wvill enable MOD to
claim the full amount of extra Falklands expenditure. It i1s for
consideration whether an attempt should be made to persuade Mr Nott
to avoid taking 211 these measures and to aim for an underspend on

"normal" expenditure.

6. In PES 1981 Mr Nott claimed that the 9% cash factor was
inadequate and that a relative price effect (rpe) of 2% was

inevitable on non-pay expenditure. All the evidence to date

0

sugrgests that the 9% factor was generous. Finance staff for
(equipment) and Vote 4 (works) believe 9% to be adequate;
on the norn-pay part of Vote 1, price rises of only 7.5% are
forecast. Given the tendency of the MOD system to overestimate
the pay and price element, the underlying trend of defence prices
might be expected to be lower than these estimates (that is,
nearer to the general inflation rates now being predicted in the
Treasury). So the '"volume'" programme - and real growth -

achieved could be even higher than envisaged during the 1981 Survev.
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FROM: T A A HART
DATE: 8 September 1982

CHANCELLOR OF THE EXCHEQUER Chief Secretary
Financial Secretary
Economic Secretary
winilster o1 State (C)
Minister -of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson
Sir Kenneth Couzens
Mr Burns
Mr. Barratt
Mr Wilding
Mr Kemp
Mr Mountfield
Mr Bottrill
Mr Culpin
Mr Faulkner
Mr Goldman
Mr Hall
Mr N King
Mr O Donnell
Ms Seammen
Mr G P Smith
Mr I Wilson
Mr Rayner
Mr Ridley

THE LONGER TERM - BRIEFING FOR CABINET ON 9 SEPTEMBER (C(82)30-32)

This is an updated and revised version of the brief I submitted on 1 September. It takes
account of comments made on the earlier version, and the CPRS paper (C(82)31) which has
now been circulated. The main additions to the brief are new paragraphs indicating which of
the CPRS options look most promising (para 12), a paragraph on public service manpower

(para 13), and a section on "presentation" (para 15) following up paragraphs 7d and 14d of

your own paper.

2. The Annexes to the brief have been slightly amended, and re-numbered to accord with
the final version of the CPRS paper: there is a new one on local government manpower.
The Annexes on smaller programmes (A), NHS manpower (B), social security (J) and

defence (K) suggest a rather more positive line than was taken in the earlier briefing.

The aim

3. Your main aim will be to obtain your colleagues' agreement that the long-term
prospects suggested by the officials' reports are unacceptable, and that there is a need to
get public expenditure on to a better track. As a first step, you are proposing that the
Cabinet should commission further studies of the options identified by the CPRS in their
paper and that these should be completed and reported back to the Cabinet in the spring of
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1983. Your second aim is to secure a moratorium on new commitments (or the renewal of
old ones) which would add to expenditure beyond 1985-86. You are also asking your
colleagues to have particular regard to the longer-term implications of their decisions in
this year's Public Expenditure Survey and to consider how these issues might best be
presented in Parliament and to the country. Some strands of the arsument are common *~

this discussion and that of the Family Policy Group for which Mr Kemp is submitting a

separate brief.

Tactics

4. You have said that you are anxious to avoid giving the impression that this is simply
another Treasury "cuts" exercise, and your paper seeks to distance the discussion from this
sort of approach. We do not know how the Prime Minister will handle the meeting, but the
natural order would be to have first a fairly fundamental and broad-ranging discussion about
the Government's long-term policy objectives and the size and shape of the public sector, in
the course which you would hope to secure your colleagues' acceptance in general terms of
the analysis in your paper. If they are agreed on the seriousness of the overall problem, they
could then turn to the specific policy options identified by the CPRS as worth further ‘.study.
We think it is important not to get into the specifics too soon before the general analysis has
been discussed and accepted. Discussion of the four specific proposals at the end of your
paper would naturally follow on from discussion of the CPRS options. It will be important to
emphasise that no Minister is being asked at this stage to sign up for particular cuts or
policy changes. All that is proposed is a series of further studies, together with a

moratorium on new commitments until that work has been completed in the spring of 1983.

Introductory speaking note

5. In introducing the paper you may like to say something on the following lines:
"I have said in my paper that this discussion is one of the most important we shall have
at any time in this Parliament. I do not think that is an overstatement. The decisions
we take on these longer term problems will influence what goes into the Manifesto for
the next election; and they will affect the performance and shape of the economy for
the rest of this decade at least and probably longer. The "lead time" for élecisions on
public expenditure is a long one: if we want to influence what happens at the end of

the decade we need to think about it now and begin to take the necessary decisions

next year.
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Our starting point is the report of the official group on longer-term trends in public
expenditure. But I feel sure that we must not confine ourselves to a narrow discussion
of the issues raised in that report. I hope very much that we shall be able to have a
fundamental and broad-ranging discussion about our long term policy objectives and
the size and shape of the public sector. This means looking at the- broader political
context and the longer term prospects for the economy both at home and worldwide.
In the light of this, we might look at some of the options discussed by the CPRS in
their paper and at the specific proposals at the end of mine. I do emphasise thatIam
not at this stage seeking any particular set of new cuts or any given level of public
expenditure for the future. But I think it is important that we should at this point in
this Parliament review our policy objectives pretty fundamentally and consider
whether we are on the right track to achieve the sort of society and economic succes

that we want.

My own conclusion is that we may need to make some quite radical changes of
direction, if we are to avoid creating in the longer term an economy - and a society -
which is dominated by the demands of the public sector, with all the depressing effects
which that entails for individuals and for enterprises. A great deal has been done
already. We have had a considerable success in reducing the level of inflation; but the
task of reducing the public sector at a time of worldwide recession has proved even
more intractable than we expected in 1979. The prospect now revealed by the
officials' report would be a grim one for any Government. It is particularly so for us
with our firm commitment to reduce the share which the State takes of the nation's
income. But it remains essential for us to hold to that objective and achieve it if the

economy is to recover and grow as we wish.

The officials' report rightly points out that its two "scenarios" are not forecasts. They
simply illustrate what might happ.en if we maintain our present expenditure policies
against two different economic backgrounds, one rather more favourable than the
other. Although neither scenario is a forecast, neither of them is at all fanciful: the

assumptions on which they are based are reasonable and, if anything, conservative. On
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the low growth scenario, the report shows that public expenditure might rise to nearly
47 per cent of GDP in 1990-91, a figure which I am sure we would agree is altogether
unacceptable. Things are a little better under the more optimistic scenario A, but in
real terms public expenditure would still be higher in 1990-91 than in our first year of
office or than we planned for this year. In the Annex to my paper I have set out the
tax implications which are equally unwelcome. Even on the more favourable
assumptions, there would be little or no room to reduce personal taxation or improve
incentives. And we could not make the reductions in company taxation which are
essential to recovery and growth. The tax rates implied by the more pessimistic

scenario would be positively damaging to industry and crippling to individual

incentives.

We cannot borro;wv our way out of this difficulty. Increased Government borrowing to
finance these planned levels of expenditure would simply push up interest rates
generally, wipe out our achievement in getting them down and place a further
damaging burden on industry. The analysis leads one unavoidably to the conclusion
that the way forward to better economic performance can only be through reducing
expenditure. I recognise the political difficulty of doing this at a time when people
still retain high, unrealistically high, expectations of a steadily improving standard of
living and public services. There is a major task of public education to be done and we
need to find new ways of permitting some of the demands to be met. We must also
give ourselves more room for manoeuvre: we are hedged in at present by too many
pledges and commitments covering very wide areas of expenditure. We need to review

these in the light of current priorities, and if necessary we must be prepared to make

radical changes.

I have been struck at recent Economic Summits by the extent to which Heads of
Government and Finance Ministérs everywhere are confronted, like ourselves, by
major problems of public expenditure, such as untenable commitments to indexation
and the large public sector deficits which through their impact on taxation and

interest rates create such a threat to economic recovery. This is a continuation of a



n
n
A\

.. B nml-.
L
qr u -I. rlll-l u L H . I- u = H BN ma -.I H .
Il s TNl I ==s Il k" = i an" 1

o e L e s Bl s e wrd e sl B -

oyl pep el 9 T4 opamlerr i ey =iy = 0 E-
Y e R L ECTEEE SN T M1 et E e
it e o el B e e om s ol wl ol el ol |

dl #ﬁrh- H BN IEE rﬂq‘ I_.F FII

il “"iIS“4d"=NieE irrrss i S“"fFf"m B """ r-

e « ="l Al o e s e = =% =i L I ="1==

- -" II_I- Ih' ' . u I"F_ F a n i
EE = -1LI-.mILrI'I'-‘-“I_"-1-'l
I-II-+h‘. _l.h I--ﬂ hh_l u I

M T et smifare gt el e ee A
ML A EEE T TETAT Tttt
o g s ol g g wll b o ey el e 5 5 oy

s 4 e | e Slprd oleiesl ey :'I-"l— -
= Ll A Nl anrirk e ket

--._‘ I--.-— .L_-Ihll I- - .1.-

I.- FI-FII .'. e N -II_' L- 1# o N .
1" F T - FrTEkE "l "THETeT ThE ettt Tie ™
A ome el el s el e e = = w e A =l

-FIHI

amie B Y B Al e T 12" HIL"I
A = Fr == === =)t e——
ey - q." =Fmm N . p Sl g = g = e £
e = o= bt B s Bl oFf = =" "1. BN

I IIII-F -1F- I I = = I N B . u u II-I B



CONKFILDRNTIAL

pattern which has been emerging for many years. If we look backwards at public
expenditure in this country over the last 20 years, there is a consistent upward
pattern, broken only by the two external crisis of 1967 and 1976. Even then, the
upward trend was soon resumed. I believe we need to break this pattern, decisively.
As I have said, I am not today seeking any specific cuts, but I believe we must review
our long term spending commitments or we shall run into very major difficulties in the
course of the next Parliament. I hope that we shall therefore agree to commission
further work on some or all of the main options identified by the CPRS. And until that
is done, I hope we could agree not to enter into major new commitments - or renew

i
old ones - which would add to public expenditure in the longer term.

Chancellor's paper - defensive briefing

6. The most likely criticism of the analysis in your paper is that the rising tax burden
shown could be substantially reduced by an increase in public borrowing. You may have

anticipated this in your opening remarks, but if not you could say:
(a) more borrowing means higher interest rates;

(b)  higher interest rates mean less investment and thus, in the longer term, lower

growth of output and employment;

(c) borrowing should not be seen an easy way out of avoiding paying for public
spending. Nothing is for nothing and borrowing simply transfers the burden to

others, including mainly the private sector;

(d) to the extent that the PSBR is allowed to rise, the consequences will be higher
interest rates and/or increasing inflation, both of which would be deplorable. To

allow either to rise again would make it look as if all the earlier sacrifices had

been in vain.

7. The officials' report (LTPE) was generally agreed at official level, so it is unlikely that
many technical points will be raised. The Ministry of Defence have, however, (iuestioned in
correspondence with Sir Douglas Wass the report's reliance (eg in the final paragraph) on
percentage increases in particular programmes. They argue that this ignores the size of the
baseline and that the absolute figures would give a truer picture of the changing balance
between programmes. In particular defence would appear in a better and social security in a
worse light. There is not much in this point. There are a variety of ways of presenting this
sort of information and all other departments were content to use percentage increases. If

the point is raised, we recommend you to say this, and to take the line that it is the general
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“trend and the increase overall which is the main cause for concern. About this there is no

doubt at all.

8. Other technical points are covered in the attached notes as follows:

.10

= , thescenarios (Flag X\.. . __ N s 1 WP
- the economic assumptions of the LTPE report (Flag Y)
- the fiscal annex (Flag 2)

The CPRS paper

9. You saw the CPRS paper in draft and discussed it with Mr Sparrow. It has to tread a
rather difficult line. On the one hand, the CPRS were commissioned by the Prime Minister
to produce a set of policy options for reducing public expenditure in the longer term. On
the other hand, you do not want to appear to be seeking a set of "super-cuts". The best
approach might be to argue that the CPRS have, as they were asked, produced a
wide-ranging set of policy options. At this stage, no-one is seeking specific cuts or changes
in policy. But there is much to be said for further study of all the main options identified by
the CPRS and, possibly, some of the lesser ones in Annex A to their paper. No Minister is
being asked to commit himself to policy changes, but no reasonable approach should be

ignored.

10. Some colleagues will no doubt want to comment on the options individually and some
may ask to be exempted from the exercise. We woud recommend you to argue against this:
the exercise will be much more acceptable if all the major departments are seen to be in it

together.

11.  Notes on the options by Expenditure Divisions are attached. They are (in the order of
the CPRS paper):

A.  Smaller programmes.

B. Public service manpower.

C.  Accounting changes.

D. Increased charges for health services.
E.  Private health insurance.

F. Cutting Education spénding.

G. Charging for schooling.
H. Charging for higher education.
J. De-indexing social security benefits.

K. A halt to growth in defence spending after 1985-86,

12. In each case the notes by Expenditure Divisions suggest a line to take. The

front-runners for the Treasury are undoubtedly Defence (a comparatively modest proposal






CONFIDENTIAL

A

to halt the growth in spending after 1985-86), and (despite the great political difficulty) the
de-indexation of social security benefits and charging for higher education. We would urge you
to go strongly for further work in all these fields. There are good possibilities for change

too in increased charges for health services and private health insurance. Charging for
_schooling ought, perhaps, to _bt?le%&raip@dy!}?r‘?'?:*?ﬁ? tha sé=z=, nf.the_nntential saying:_ hut,
‘poli'ticallyrit may be a non-starter. Cutting education spending seems less hopeful, and we

see nothing to be gained from the largely cosmetic "accounting changes" in Annex C.
Among the smaller programmes (Annex A) we recommend you to press hard for further work

on a review of all housing subsidises and a study in the field of other environmental services.

13.  You may face particular questions on public service manpower. On civil service
numbers after 1984, we recommend you to say that a paper is already in hand and will be
coming forward to Treasury Ministers shortly. A further study, reporting back in the Spring
is, therefore, unnecessary and would only cause delay. We recommend you to press for
further work to be done on NHS numbers (Annex Bii), but to suspend judgement on local
government manpower (Annex Biii). It would be premature to reach a view on this before

Ministershave considered the Chief Secretary's recent paper on capping local authority

rates.

Implementation of future work

14, There has been no discussion at official level of how the future work should be carried
out. The load would probably be too great for the CPRS and there is, in any case, an
argument that departments (under the direction of their own Ministers) should review their
own policies. On the other hand, this may not lead to a sufficiently rigorous examination.
An alternative possibility, which combines departmental autonomy with a measure of
independent appraisal, might be to have the studies steered by an interdepartmental group
at Fermanent Secretary level. Sub-groups on each option - on which the Treasury should be
represented - could then report to the Steering Committee. If this seems too cumbersome,
the Steering Committee might remit the work on each option to the responsible
Department, it being understood that the Treasury and the CPRS would be associated with
the work. We recommend that you raise this point and suggest that the Secretary to the
Cabinet be invited to make proposals to the Prime Minister. You might also emphasise the
need for a sense of urgency: if policy changes are to be implemented in the next

Parliament, the long term begins now.
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! .
Preseatation

15. Paragraph 14(d)of your paper invites colleagues to consider further how these difficult
issues might best be presented to the Government's supporters in Parliament and to the

country at large. There are two separate issues here:

-

e SRR D i e L e S e SRR o I <

- A - N - T m——— ;v rr omo N i g 14 - I A TS e = " . )
&, T oimpiy getring ne Yalts HéFoss.  Either the Governien"lihia puvusn suin€ Ul

the relevant information itself orsome reputable outside body or individual
might be persuaded to do the same work and reach the same conclusions. The
latter course would take longer. But it has the advantage of distancing the
Government from some of the more awkward hypotheses of the exercise (eg on
long-term unemployment). The timing would need careful consideration (should
it be before or after the further studies?) as well as the various channels through

which the facts might be channelled.

(b) Changing attitudes. The task here is a major one and primarily political - to

alter the way in which very many people now regard public spending, stimulating
discussion about its macro-economic disadvantages and encouraging a preference

for greater private provision.
In both (a) and (b) the aim would be to try to avoid the sort of "auctia'bf promises which
the next election might otherwise precipitate, which could well undo any Cabinet decision

this week about not making further pledges.

Overseas experience

16. Your paper refers to other countries' public expenditure experience. The purpose of
this is to show the extent to which other countries have also had to retrench. There are
difficulties about linking high economic growth too closely with lower public expenditure.
This is a complex field and it is easy enough to produce counter-examples. The US, for
example, has had both low public expenditure and low growth. The French and Germans,
who have relatively high public expenditure shares, have also typically had reasonably fast
growth over the past two decades. Japan has had low public expenditure and high growth,
but it is in many ways exceptional. It would seem best to let the logic of your paper speak

for itself rather than rely closely for support on overseas experience.

\I‘.
T A A HART
GEP1






CONFIDENTIAL FROM: J O KERR
DATE: 10 September 1982

cc Sir A Rawlinson
Mr Mountfield
Mr Hart
Mr Spackman
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LONG-TERM PUBLIC EXPENDITURE

I told you that Lord Cockfield yesterday challenged in Cabinet some of the LTPE figures,
claiming that if they were re-worked on a cash rather than a cost basis the differential
growth in programmes was quite different from the picture we described. I now attach
the table which was in Lord Cockfield's brief. If it is clear that these figures are wrong,
the Chancellor ought I think to drop him a note saying so. Perhaps you could let me

have some advice by 22 September?
T .
- & J I

J O KERR
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From: P Mountfield

CONFIDENTIAL 4 Date: 15 September 1982

i

cc -
: S
( “-f'"u' L(fﬂ ) 15 /Chancellor

r Hart
Mr Spackman

S1r A Rawlinson— @/ P 7-% ‘2’7//?

LONG TERM PUBLIC EXPENDITURE

We have now seen "the limited circulation annex" to the minutes of the 9

September Cabinet. Much of it was predictable. What matters are the

conclusions.

2e

The key ones (and I do not have the text in front of me when

dictating) are these:

a. Agreement to avoid, so far as possible, any new public
expenditure commitments; no further action seems necessary

oi this. But the price of economy is eternal vigilance.

b. A request to the Chancellor to make proposals on publising
the ideas in the LTPE Report. You may like a word about this:
we might start at COGPEC on Friday.

c. An instruction to all departmental Ministers to consider
ways in which their departmental expenditure might be reduced
in the longer-term, by substantial amounts; they are to make
proposals on this to the Chancellor, and to report to Cabinet.
This is less than precise; you might like to discuss with

Sir Robert Armstrong, at a convenient moment, whether any
timescale should be given to this remit; how if at all the
Treasury is to be associated with the work; and how the
results are to be brought together before being reported

back to Cabinet.

de A remit to the Chancellor, which I did not properly
understand, to think about ways in which the future budgets
might encourage the recovery of the economy. In this he is
to be guided by some ideas which Mr Heseltine is to set down.

I think it is for Private Office to decide how this remit

should be discharged.

P Mountfield






FROM: T A A HART
DATE: 20 September 1982 A’
ccs Sir A Rawlinson

Mr Mountfield

Mr Spackman

Mr Stannard

PRINCIPAL PRIVATE SECRETARY
Mr Rayner or wpps —

LONG TERM PUBLIC EXPENDITURE

I am replying to your minute of 10 September to Mr Rayner who has been on leave.

2. We have gone through the figures which were in Lord-Cockfield's brief and have
been in touch with their author in the Department of Trade (Mr Alec Berry). The
inflation assumptions quoted in what is called Annex B (revised) are not quite the same
as those assumed in the LTPE economic scenarios. But the LTPE paper was deliberately
vague about its inflation assumptions and did not give the year to year path of assumed
inflation. Mr Berry has explained what he did and his assumptions and calculations were

sensible. There is no need to write, therefore, challenging the figures.

3. The point at issue is not so much the figures themgelves as whether it was right
to work in cost terms for the long-term exercise (as we did), or in cash (as Lord Cockfield
apparently prefers). The case for working in cash was examined l;y officials in the LTPE
Group and their conclusion is set out in paragraph 10 of the report (copy attached).
Briefly, they took the view that figures which included speculative inflation assumptions
over such a long period would not be helpful as a means of illustrating the growth in
the resources which each programme may demand on how this compares with other

programmes and the total resources available.

4, I do not know what use Lord Cockfield made of his cash figures in Cabinet and
the minutes do not record his intervention. He may, however, have argued. that it is
more instructive to look at the increases in absolute rather than percentage terms (a
point also made by MOD); if the increases in individual programmes are therd expressed

in cash they will take a different share of the total increase than if they are expressed







\(,in cost terms. Social Security, for example, would take in cash terms 24 per cent of
the total increase in expenditure in Scenario B rather than 6 per cent in cost terms.
The effect is simply a matter of arithmetic: the bigger the programme the more the
absolute amount of cash added when a forward projection is made in cash terms. The
larger this cash additib‘h‘, the greater the share it will~ take‘of the total increases. It
is, of course, a rather odd comparison to make: what is far moriintetesting is the absolute

-

or percentage increase in the programme compared with its original level.

5. Which presentation one prefers is a matter of judgement. Perhaps the best single
yardstick is ,public expenditure, both total and by programme, as a percentage of national
income. This is, of course, just the same whatever assumptions we make about general
inflation. But there is also value in having a measure of absolute expenditure. Figures
in cost terms serve this purpose well since they include the effects of relative price
changes” and so measure the cost of the expenditure to the rest of the economy, Cash
comparisons which also include assumed long-term inflation rates tend to direct attention

away from those expenditure policies which are increasing the underlying costs.

6. I would not recommend the Chancellor to write to Lord Cockfield about all this.
No errors have been made on either side and the difference of opinion is a legitimate
one (though we still think our own approach is right). And to some extent it is now water

over the dam in view of the decisions reached by the Cabinet on 9 September.

E D
P/ T A A HART .

GEP1
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hence in total public expenditure as a proportion of GDPE.

The Public Expenditure Projections
8. In making the public expenditure projections it has been

assumed tnat thne Government will continue to constrain the size

of the public sector by privatisation and restraint on expenditure.
Firm intentions to privatise have been reflected in the expenditure
figures, but no account has been taken of any substantial further
privatisation. Allowance has been made for changes in expenditure
as a result of demographic changes, and, for some economic services
such as transport, for the likely growth in national income. But
only limited allowance has been made for the likely increase, if
national income grew as assumed in Scenario A, in the public's
demand for some of the public services, notably health, education,
and environmental services, and for increasing real social security
benefits. (Social security benefits, for example, are assumed to
increase by less than earnings). International evidence suggests
that this demand could increase on a significant scale. The
Government is not obliged to meet it and may decide to divert

it into privately provided services. But the scope for such
diversion is limited over this period. And local authority
expenditure, although projected to continue its relative decline,
may continue to be difficult to control.

9. The projections have been combined with the two economic
scenarios to show what could happen to public expenditure as

a proportion of GDP. This proportion is also a measure of the
ratio of taxation and government borrowing to GDP; although to

the extent that this is reduced by privatisation resources will
not be released for expansion elsewhere. Privatisation of a
corporation for example will move its borrowing from the public to
the private sector, but this will not reduce interest rates.

10. The inflation assumptions in the two scenarios are very
different, so it is not easy to interpret differences in
expenditure between the scenarios when the figures are set out

in current prices. The figures have therefore also been deflated
by the inflation indices assumed in the two scenarios. This

avoids measurement problems caused by changes in the value of money,

-3 -
CONFIDENTIAL
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ges in the relative costs of different

elements in the various bProgrammes. Thisg means that the brogrammes,

and asg g proportion

On account of inf]a
be appropriate for

of GDP.

sed both in what are called "cost termg"
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not, taking one year with another, be squeezed

tion. The levels of service
Ministers to aim if inflation

is 2 matter for future decisions,

12. Figure 1 shows how, compared with 1979.80 an

public expenditure
scenarios.

13. In cost terms,
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Scenario B; as a bercentage

could develop on the basis of

the 1990-91 programme tota1”
it was in 1929-80. In Scenar

at which it would
were High

d 1982-83, total
the two economic

in Scenario A
io B it isg 18%

80, by a little over 1 Percentage point, taking
stood in 1971-72. 1In Scenario B it increases

age points.

990-91 with 1982-83 shows the
arly 14% higher in Scenario A

Programme total
and 13% higher in

With GDP. The figures for 1979-80 are outturn and thosg for 1982-8%

are Cmnd 8494 adjus
in the Budget.

ted for the changes in public
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CONFIDENTIAL

defence would be higher in 1990-91 than in 1979-80. although
with no non-pay relative price effect there would in Scenario A be __
DO increase qverw 4087 oz CFTL L e Bl Social security are shown as

a broadly constant proportion in Scenario A, and a rising proportior
in Scensrio B. Education is shown as a declining proportion in

both cases. The share of economic services (agriculture, industry,
transport, nationalised industry borrowing), tends to fall, as

does that of environmental services (housing, water and sewage, etc)

- 35 to 50 per cent in defence expenditure, depending in
part on the assumed non-pay relative price effect

- 30 to 35 per cent in the law and order programmes

- 25 to 35 per cent in expenditure on health due
largely to demographic pressures

- 20 to 25 per cent in the social security programme,
even though demographic changes are relatively
favourable for this Programme in the 1980s, compared
with the 1970s or the 1990s.

teachers. Different economic situation could affect infrastructure
and industry brogrammes; higher growth is taken, for example, to
involve more road buildings; g sluggish eéconomy could involve more
assistance to industry and employment and housing expenditure.

5
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From: The Rt. Hon. Peter Shore, M.P.
Tt

HOUSE OF COMMONS
LONDON SWIA OAA

24 September 1982

Rt Hon Sir Geoffrey Howe MP ’
Chancellor of the Exchequer TR &)}rﬂkqhﬂpﬁ

Treasury WiEXLfLECA,:ﬁ“
Gt .George Street X . 9487 057 ~NNsan)
LONDON SWl B AL L2 Y W Ry s
N ,t] /Fu(’ beg Wl
T T T T T L s e
- ‘C“ e o Mo AEQ =
Fs’ i I REE]
7Y fhs e

(e} w - e
/LM (Rl M) .

T (h) w LoEr
3 SUK) v ey
Now that you are back from Washington, it really 1s
necessary that you answer some questions which have
been widely discussed in your ebsence and which now
appear to be the subject of open debate between your
Cabinet colleagues.

When I first read the report in the Economist just

over a week ago, describing in some detail the CPRS

Report that apparently came before Cabinet on 9 September,
I could scarcely credit it. But, as you will know,

its account was both confirmed and elaborated by other
newspapers, including The Observer last Sunday.

There seems therefore to be no doubt whatever that such

a paper exists and that it came before you and your colleagues
in Cabinet. The Economist account also alleges that the
Think Tank paper was given broad backing by Treasury Ministers.

You will also know that your colleague the Chief Secretary
spoke two days ago to Conservatives in West Derbyshire,
confirming "that we did talk about the very disturbing
long term trend in public expenditure........ it should
come as no surprise that we are looking at various options.
That does not mean that the decisions on these matteirs have
been pre-judged. They have not been. But radical options
have not been ruled out either. The whole area of
Government expenditure has to be re-examined to see if we
can identify ways in which we might reverse the past
inexorable rise in public expenditure".



Since the "radical options" , according to press accounts,
include the demolition of the National Health Service,

the re-introduction of fee paying in both the nation's
schools and higher education establishments, and the
de-indexation of retirement pensions and other benefits,
what you and your colleagues are talking about is the
demolition of the post-War welfare state, an economic
counter revolution in Britain.

You will also have seen the speech made by your other
Cabinet colleague, Norman Fowler yesterday saying that
there was no question of the Government changing its
commitment to a public service which placed patients
before politics and asserting:- "we need continued
commitment and support for the National Health Service
from the Government and those who work in it.™"

You yourself, as the Senior Economic Minister, have said
nothing so far. I believe you have a duty to make plain
whether your colleague Mr Brittan or your colleague Mr Fowler
has given the correct interpretation of the Government's
thinking.

You have done already, more than any other Chancellor in
post-War Britain, to damage and divide this country.

But I warn you now that if you are contemplating the pursuit
of these wrecking and destructive policies, you will meet
with a national protest, the character of which you have not
even begun to understand.

\M\
f\ku (.
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DATE: 27 Scptember 1G7%

cc Financial Secretary
Ecor.omic Secretary
Minister of State (C)
Minister of State (R)
Sir D Wass
Sir A Rawlinson
Mr Burns
PRINCIPAL PRIVATE SECRETARY Mr Quinlan
Mr Wilding
Mr Monger
_,__.ihLMountfielquﬁ>
Miss J Kelley
Mr Kemp
Mr Hall
Mr RI G Allen
Mr Ridley
Mr Harris

LETTER FROM THE RT HON PETER SHORE MP

The Chief Secretary has seen Mr Peter Shore's letter of 24 Septembe
to the Chancellor about long-term public expenditure.

2. The Chief Secretary has commented that his and Mr Fowler's
remarks are all reconcilable and no doubt a "consolidating" draft

can be prepared!
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FROM: L P IED

", 27 September 1952

CHANCELLOR OF THE EXCHEQUE cc Chie! Secretary

Fipancial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
8ir Douglas Wass

Sir Anthony Rawlinson
Mr Burns

Mr Middleton

Mr Quinlan

Mr Wilding ;

Mr Monger

Mr Mountfield

Mi 1ley

Mr Hall

Mr Allen

Mr Norgrove

Mr Ridley

Mr Earris

Mr French

I

MR PETER SHORE'S LEITER

Bere is a draft reply to Mr Peter Shore's letter of 24 September, This
has beern prepared in the light of.the_jndications you have given, and

follows discussion with Mr Earris.

2. 1 am & little unhappy about paragrarh 6, which I have put in sgquzare
brackets. This is included to meet your idea that the letter to Mr Shore
might be used not just to defuse the "welfare state row", but also to cut
back the expectations running round in the Press about tax reductions in
the next Budget. But as I have it now it looks rather obviously dragged
in, and in fact it is dragged in; although a link has been made in some
sections of the Press Mr Shore most certainly does not make it himself,
and it is of course a nonsense when one considers the E%gescales - the
"welfare state row" is all about the longer-term, while tax reductions
canard is about next March. Moreover to bring the tax reductions
argument into the letter to Mr Shore might, it seems to me, be a tactical
error; it could reinforce the suspicion that there was a link, and it
could get in the way of the effort which the draft below otherwise makes
to put the debate the right way round, and start with arguments about the

1.
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need for a responsible Government to keep an eye on the long-term. It
would be much better if a separate way of dealing with stories about

the next Budget could be found.

3. Turning to the draft itself, this is I hope self-explanatory. As I
say, it seeks to get the argument back to the question of diagnosis,
and the job of any responsible Government to keep an eye on the longer-
term, and away fror the current emotional argument about remedies said
to be under consideration. If the diagnosis can be put properly before
the public, then there is obviously a better chance of a sensible
discussion about a possible way forward. The ground for debate needs
to be shifted to the problem itself before there can be any proper talk
about remedies. In this context, indeed, it seems to me that there
could be something to be said for publishing the long-term work which
was done within the Treasury, or at least the gist of it, setting it
out simply as a matter of arithmetic - which imn large part it is -

in order to try to get people to see the picture clear. Obviously
there are a number of problems one would have to consider if one was
thinking of publication, not least how one would deal with the CPRS
paper which presumably one would not want to publish, but if you felt
it worthwhile no doubt these could be looked at urgently.

L, TFor the rest, the draft seeks to steer the tricky course between

on the one hand keeping the various options open and on the other making
it clear that the Government is not about to "abolish the welfare state";
that is, reconciling what the Chief Secretary and the Secretary of State
for Sotial Bervices said. You will want to consider whether the balance
is right. Paragraph 4 is the key. This debate is presumably going to
rumble on and on; no doubt it will come up in Brighton next week, it
will be natural to say something about it in your speech to the NCVO

on 11 October, and you have already indicated that you would like to
touch on the long-term exercise, and take credit for it, in the Mansion
House speech on 21 October. But in a sense this letter to Mr Shore will

set some of the ground rules, and thus it is necessary to get it right.

5. As requested I also attach (for you only) a copy of the lLetter of
Intent of 15 December 1976, some information about public expenditure

as a percentage of GDP back to 1971-72, and some key figures from the

\
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long-term expenditure exercise.

not on precisely the same bases).

(Please note that these last two are

E P KEMP
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DRAFT LETTER FOK THE CHANCELLOR OF THE EXCHEQUER TO SEND TO :

MR PETER SHORE MP

Thank you for your letter of 24 September. I am glad to have a
chance of dealing with the points you raise.

2. There is an inbuilt tendency for public expenditure to
grow, We all want more spending on things like pensions,
health and education. But as you know of course - if only

from the experience of your own Government with the IMF in

1976 - the well is not bottomless. Equally the IMF experience,
and experience on many other occasions, has proved how peinful
and disruptive it is, not least fromr the point of view of the
beneficiaries of these services, to have to make changes at

short notice.

3. We need to know, therefore - indeed all responsible people,
including yourself, should want to knmow - what the long-term
coste of present policies are, so that if these look as though
they are going beyond what we can afford we can consider what
might be done while there was still time to take any necessary

action in a sensible way.

L, Thus I support and agree with what both Leon Brittan and
Norman Fowler said, as you quote them. It is right and proper
that a responsible Government should look ahead and consider
where things are going in the longer-term. Equally we maintain
our commitment to support for the disadvantaged and the leas
well off, and I confirm our view that where services are best
provided publicly'they should be provided to a proper standard

and as efficiently as possible,

5. It is because of this commitment, and entirely and
necessarily consistent with it, that we are engaged in

the present work. How to secure the provision of adequate

A
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ingide the Treasury"
page 58].

social and other services, at a time when, world wide,

economic growth is slowing up, and what the right balance
between public and private provision should be, are among

the most difficult questions facing us, and not just in this
country. These are questions which should concern all thinking

people, and which deserve serious public debate.

[6. Our policies are to bring down inflation and interest
rates, and to reduce the burden of taxation particularly

for the lower paid, all with a view to securing a sustainable
growth in output and employment. Inflation and interest rates
are coming down. And while it is far too early to take any
view about the next Budget, real reductions in taxation were
effected in the last. In the longer-term progress on all
these, &nd hence as I say on ocutput and employment, has to

depend on the public expenditure position].

7. Joel Barnett, writing of when he was Chief Secretary in
your Government, has said "...,. overall we fajled to achieve
the right balance between public and private expenditure
because we stuck with levels of public expenditure decided

on assumptions of growth ir resources that were never
achieved". It was that failure which necessitated your appeal
to the IMF, and it is that sort of failure we are determined

to avoid for the future,

8. As I say, there is an important public debate to take
place on these issues but I am afraid I do not think that
the ostrich-like attitude displayed in your letter is much

of a contribution to it.

23
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at currert vrices &L _currcni urnicesg
% GUP  Rounded % _GDY'  Rounced
1971 41.0 41 1971-72 7.8 58
1972 41.5 413 1972-73 28.9 39
1973 41.8 42 1972-74 40.8 41
1974 47.2 47 1974-75 46.2 46
1975 49.2 49 1975-76 46.2 46
1976 46.9 47 1976-77 4u.5 447
1977 43.0 43 1977-78 40.3 403
1978 43.6 433 1978-79 41.2 44
197§ 44.2 4y 1979-80 41.0 4
1980 46.0 46 1980-81 43,4 423
1981 1981-82 uy.8(2) 4
1982-83 44,302 g

(1)Pub1ic expenditure ie public expenditure planring total plus net
debt interest, capital consumption, locel suthority VAT payments
and market and overseas borrowing of pationalised industries.
Market and oversees borrowing of netionaliseé industiics for
1Q71-72 to 1974-75 is estimzted.

(Z)Estimate from Financial Statement and Budget Report 1S8£2-83% (HC 237)
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KEY FIGURES FOR LONG-TERM EXPEVWDITURE

Public Expenditure

Total (incdebt interest)

Percentage GDP

Total (excl. debt interest)
Percentage GDP

Tax vield

Total
Fercentage GDP ,
of which

Income tax

Percentage GDP

1982-83

103.0
4,0

95.5
ko.?

92.1
29.4

25.7
11.1

€bn 1980-81 prices

1990-91
Bcenario
A B
116.0 115.0
39.3 46,8
109.0 107.5
2.9 43,8
109.9 97.4
37.2 39.7
3.3 29.4
10.9 12.0
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FROM: J O KERR
DATE: 28 September

cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir D Wass '

Sir A Rawlinson

Mr Burns

Mr Middleton

Mr Quinlan

Mr Monger

MR KEMP

THE REPLY TO MR SHORE

-The Chancellor was grateful for the draft answer to Mr Shore which you submitted
yesterday. He agrees with you that it would be best to omit the argument at paragraph
6 of your draft, and he has infact prepared the attached, slightly amended, version,
on which I should be grateful for comments by 3.00 p.m. today.

2. He would if possible like to include, perhaps in paragraph 4, a quotation from Mr
Fol'der's speech of 23 September. (You agreed last night to try to get hold of a complete

text.) Alternatively, the Chancellor could draw on Mr Fowler's Answer in the House

S

J O KERR

on 28 July about the pattern of NHS financing.






DRA"/ LETTER FOR THE CHANCELLOR OF THE EXCHEQUER TO SEND TO

MR PETER SHORE MP

Thank you for your letter of 24 September. I am glad to have a chance of dealing with the

points you raise.

2. There is, as Leon Brittan said, an inexorable tendency for public expenditure to grow.
We all want more spending on things like pensions, health and education. But there are
limits to what it is reasonable to demand of the taxpayer; and borrowing - as the last
Government found in 1976 - is no alternative. That is why that Government, of which you
were a member, gave an undertaking to the IMF "to reduce the share of resources taken by
public expenditure", and did indeed succeed in reducing public expenditure from 46 to 41 per
cent ﬁ %P’ a figure below the present level. Your own experience with the IMF proved
indeed(painful and disruptive it is, not least from the point of view of the beneficiaries of

these services, to have to make changes at short notice.

3. That is why we need to know - indeed why all respbnsible people, including yourself,
should want to know - what the long-term costs of present policies are, so that if these look
as though they are going beyond what we can afford we can consider what might be done

while there was still time to take any necessary action in a sensible way.

4. Thus I support and agree with what both Leon Brittan and Norman Fowler said, as you
quote them. It is right and proper that a responsible Government should look ahead and
consider where things are going in the longer-term. Equally we maintain our commitment to
support for the disadvantaged and the less well off, and I confirm our view that where
services are best provided publicly they should be provided to a proper standard and as

efficiently as possible.

5. It is because of this commitment, and entirely and necessarily consistent with it, that
we are engaged in the present long-term work, looking to the 90's, and beyond. How to
secure the provision of adequate social and other services, at a time when, world wide,
economic growth is slowing up, and what the right balance between public and private
provision should be, are among the most difficult questions facing all of us, and not just in
this country. These are questions which should concern all thinking people, and which
deserve public debate at a rather more serious level than is represented by your own

[hysterically misleading] letter.  The absurdity of your suggestion that we are
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conterﬂlating "the destruction of the post-war welfare state" is demonstrated by the fact
that we nave increased expenditure on the Health Service, after allowing for inflation, by no

less than 5 per cent.

6. Joel Barnett, writing of his experience as Chief Secretary in the last Government, has
said " .... overall we failed to achieve the right balance between public and private
expenditure because we stuck with levels of public expenditure decided on assumptions of
growth in resources that were never achieved". It was that failure which necessitated your

appeal to the IMF, and it is that sort of failure we are determined to avoid for the future.
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FROM:  E P KEMP [Ep

28 September 1982

c¢c Chief Sec

THE REPLY TO MR SHORE

Quick points on the redraft.

2. First, on paragraph 2 Mr Mountfield has let Miss O'Mara have a point L///////
about the phraseology concerning the reduction in public expenditure referred
to there.

3. On Mr Fowler's speech, the most devastating (from the point of view
of dealing with Mr Shore) quote comes half way down page 2 of that speech,
and could be reflected in the Chancellor's draft, by adding at the end of
paragraph 5 of the letter something like :-

"As Norman Fowler said in the speech you quote from (though no
doubt inadvertently you overlooked this particular phrase)
"The Government is committed to the future of the National

Health Service"."

But, I should emphasise that Mr Monger in ST is most unhappy with any
further quotation from the Fowler speech, and indeed is going to propose
that the first sentence of paragraph 4 (where the Chancellor has registered
agreement with Mr Fowler) be deleted. The point as I understand it is that
Mr Fowler's speech (of which I understand you have now been sent a copy) was
drafted and delivered without any consultation with the Treasury, and does:
not at all reflect Treasury thinking.

4, The Chancellor will want to consider these points, and perhaps discuss
them with the Chief Secretary. One can see problems and attractions both
ways., On the one hand we do not want to recreate pledges etc just when we
are trying to get rid of them., On the other it is clearly difficult for the

b
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hancellor to disown Mr Fowler, even if only by silence, and a repetitiom
of Mr Fowler's "commitment to the future of the National Health Service"
- whatever this can be taken to mean - could be useful politically at

least in the short-run, even if in the longer-rum very much less so.
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RESTRICTED

FROM: J.0. KERR
28 September 1982

cc: Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass
Sir Anthony Rawlinson

Burns

MR. MONGER

ountfield -~
Ridley

Hall

Mr. Goldman

THE REPLY TO MR. SHORE

Thank you for your comments earlier today on the second draft
of the Chancellor's reply to Mr., Shore.

2. The Chancellor showed that draft to Mr, Fowler, His
office has since reported that he had no substantive comment
on it, but that if we wished to include a quotation from his
recent speeches we might add the following words:-

"As Norman Fowler said on 30 July, the
Goverrmment have no plans to change the
present system of financing the NHS
largely from taxation, and will continue
to review the scope for introducing more
cost consciousness and consumer choice,
and for increasing private provision."

In the light of your advice, this is clearly an offer which

we must decline.

3. I attach the third, and I hope final, version of the
draft, which you have seen, and with which you are content.
It reflects comments from Sir Anthony Rawlinson, and from
Mr. Mountfield. If there are any further comments on it,
could they reach me by 9.30 a.m, tomorrow morning? The
Chancellor now intends to release the text of the letter at
noon,

%@Q.

-

J.O0. KERR
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Treasurv Chambers, Parliament Street. SWIP 3AG
01-233 3000

28 September 1982

The Rt. Hon. Peter Shore, MP
House of Commons

Thank you for your letter of 24 September. I am glad to
answer the points you raise. There is of course no
incompatibility between what Leon Brittan and Norman Fowler
have said, as you quote them.

As Leon Brittan pointed out, there is an inexorable tendency
for public expenditure to grow. We all want more spending
on things like pensions, health and education. But there are
limits to what it is reasonable to demand of the taxpayer;
and borrowing - as the last Government found in 1976 - is no
alternative. That is why that Government, of which you were
a member, gave an undertaking to the IMF "to reduce the share
of resources taken by public expenditure", and did indeed
succeed in reducing the ratio of public expenditure to GDP
from 46 to 41 per cent, a figure below the present level.
Your own experience in 1976 proved indeed how painful and
disruptive it is, not least from the point of view of the
beneficiaries of these services, to have to make changes at
short notice.

That is why we need to know - indeed why all responsible people,
including yourself, should want to know - what the long-term
costs of present policies are, so that if these look as though
they are going beyond what we can afford we can consider what
might be done while there is still time to take any necessary
action in a sensible way. It is right and proper that a
responsible Government should look ahead and consider where
things are going, looking to the 90s, and beyond.

Meanwhile, as Norman Fowler has said, our primary purpose,
in relation to health and personal social services, must be
to develop = to the very best extent that resources allow -
those services which attend to individuals in need, which
help to prevent suffering or ill-health, and which care for
those who are handicapped or ill. I confirm our view that

/where services
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where services are best provided publicly they should be so
provided, to a proper standard and as efficiently as possible.

It is because of this commitment, and entirely and necessarily
consistent with it, that we are concerned about these long-term
questions. How to secure the provision of adequate social

and other services, at a time when, world wide, economic

growth is slowing up, and what the right balance between public
and private provision should be, are among the most difficult
questions facing all of us, and not just in this country.

These are questions which should concern all thinking people,
and which deserve public debate at a rather more serious level
than is represented by your letter. The absurdity of your
suggestion that we are contemplating "the destruction of the
post-war welfare state" is demonstrated by the fact that we
have increased expenditure on the Health Service, after
allowing for inflation, by no less than 5 per cent.

Joel Barnett, writing of his experience as Chief Secretary in
the last Goverrmment, has said " .... overall we failed to
achieve the right balance between public and private
expenditure because we stuck with levels of public expenditure
decided on assumptions of growth in resources that were never
achieved." It was that failure which brought about the crisis
of 1976, and it is that sort of failure which we are

determined to avoid for the future.

Like yours, this letter is being released to the press.

GEOFFREY HOWE
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RESTRICTED

FROM: J O KERR
DATE: 28 September 1982

~ W-l

cc Sir A Rawlinson
Mr Mountfield
Mr Spackman
Mr Stannard
Mr Rayner

/A

MRJ(&RT il

LTPE: COCKFIELD CASH v HOWE COST TERMS

The Chancellor has seen your minute of 20 September to me about the Cockfield figures.

He agrees with your advice that we should let the matter drop.

J O KERR

7
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Treasury Chambers, Parliament Street, SWIP 3A
01-233 3000 | VA

28 September 1982

The Rt. Hon. Peter Shore, MP
House of Commons

N e

Thank you for your letter of 24 September. I am glad to
answer the points you raise. There is of course no
incompatibility between what Leon Brittan and Norman Fowler
have said, as you quote them,

As Leon Brittan pointed out, there is an inexorable tendency
for public expenditure to grow. We all want more spending
on things like pensions, health and educatiom. But there are
limits to what it is reasonable to demand of the taxpayer;
and borrowing - as the last Government found in 1976 - is no
alternative. That 1s why that Government, of which you were
a member, gave an undertaking to the IMF "to reduce the share
of resources taken by public expenditure", and did indeed
succeed in reducing the ratio of public expenditure to GDP
from 46 to 41 per cent, a figure below the present level.
Your own experience in 1976 proved indeed how painful and
disTuptive it is, not least from the point of view of the
beneficiaries of these services, to have to make changes at
short notice.

That is why we need to know - indeed why all responsible people,
including yourself, should want to know - what the long-term
costs of present policies are, so that if these look as though
they are going beyond what we can afford we can consider what
might be done while there is still time to take any necessary
action in a sensible way. It is right and proper that a
responsible Government should look ahead and consider where
things are going, looking to the 90s, and beyond.

Meanwhile, as Norman Fowler has said, our primary purpose,
in relation to health and personal social services, must be
to develop - to the very best extent that resources allow -
those services which attend to individuals in need, which
help to prevent suffering or ill-health, and which care for
those who are handicapped or ill. I confirm our view that

/where services
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where services are best provided publicly they should be so
provided, to a proper standard and as efficiently as possible.

Tt is because of this commitment, and entirely and necessarily
consistent with it, that we are concerned about these long-term
guestions. How to secure the provision of adegquate social

and other services, at a +ime when, world wide, economic

growth is slower, and what the right balance between public

and private provision should be, are among the most difficult
questions facing all of us, and not just in this country.

These are guestions which should concern all thinking people,
and which deserve public debate at a rather more serious level
than is represented by your letter. Your suggestion that we
are contemplating "the destruction of the post-war welfare
state" is frankly absurd. We have in fact increased
expenditure on the Health Service, after allowing for inflation,
by no less than 5 per cent.

Joel Barnett, writing .of his experience as Chief Secretary in
the last Government, has sajd " ..... Overall we failed to
achieve the right balance between public and private
expenditure because we stuck with levels of public expenditure
decided on assumptions of growth in resources that were never
achieved."” Tt was that failure which brought about the crisis
of 1976, and it is that..sort of failure which we are determined
to avoid for the future.

Like yours, this letter is being released to the press.

GEOFFREY HOWE
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FROM: E P XzMP
29 September 1982

MR KERR

cc PS/Chief Secretary
Mr Monge
trield—/ch,B
11
Norgrove

THE REPLY TO MR SHORE

Your minute and draft of yesterday evening.

2. I think this exercise is reaching, if not already beyond, the point
of diminishing returns, but here are three pernickety points, and one

leas
rather pernickety, for you to consider.

3. First, in the fourth line if you are retyping the document the words
"as you quote them" could now come out. They were originally put in when

we were positively agreeing with what Messrs Brittan and Fowler said -

now we are just saying that there is no inconsistency between them. These

four words have a rather qualificatory air about them, and could be dis-

pensed with.

4., Second, as a result of reordering,the words '"this comaitment" in
the third line on the second page are now a bit lost. Previously we
had the word "commitment" in the previous paragraph; this has now gone,
and its survival in the next paragraph is a bit odd. I would suggest
that the word "commitment"™ here be simply deleted.

5. Third, as I mentioned to you, in the aseventh line of the second page,
the expression "is slowing up" is perhaps not quite right (though I
invented it and it seems to have survived the first three drafts!) and
could better be replaced by something like "is slow and likely to remain

so".

6. Finally my not quite so pernickety point. This is simply to note
that the first two lines of the third paragraph, which read "That is
why we need to know - indeed why all responsible people, including

/
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yourself, should want to know - what the long-term costs .... are" could
be seen, and indeed are, a promise to publish something about those costs.
I floated the idea of publication in my minute of Monday, not knowing
(not having I am afraid seen the LCA) that Cabinet had already issued

a remit to the Chancellor in that direction, and that GE were preparing
advice in the maiter. However these words in the letter to Mr Shore

do amount to a public promise to say something, and if they are retained
we shall T think have to go through with it (as I think is right and
inevitable anyway);and, perhaps more important, if IDT are telephoned
this afternoon asking whether these words do mean that there will be
some publication, they will have to say that this is so, but no doubt
they will want to add that the precise scope, form and timing is still

under consideration.

E P KEMP
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Gidter A D tenter 1682

1. Sir Anthony Rawlinson
2. Chancellor of the Exchequer

copies attached for:

Chief Secretary
Financial Secretary
Economic Secretary
Minister of State(C)
Minister of State(R)
Sir Douglas Wass

cc -

Mr Wilding
Mr Byatt

Mr Kemp
Miss Brown
Mr Hart

Mr Spackman
Mr M A Hall
Mr Rayner
Mr Ridley
Mr R Harris

LONG-TERM PUBLIC EXPENDITURE

You have an outstanding remit from Cabinet on 9 September to make proposals for
a campaign of publicity about the problems of public expenditure in the longer
term. No date was set on this remit. Such a campaign will obviously be a long
drawn out one. But the Economist leaks, the Chief Secretary's speech in Derby,
and the exchange of letters with Peter Shore, have given the early stages new

urgency. What action should be taken in the next few weeks?

2. We have assumed that you will not want to publish the LTPE Report as it
stands (which would involve a long process of clearance with Departments, and
certainly an argument with the Ministry of Defence). You need not rule this
option out for all time. In fact, we shall probably come under Parliamentary
pressure once the House resumes, to publish the Report, or something like it.

There will certainly be PQs: the TCSC, for example, may decide to investigate.

3. But it would be timely to say something before then. There are two immediate
opportunities: in the Chief Secretary's speech to the Institute of Bankers on 13
October, where he intends to make public expenditure the main theme; and in your
Hansion House speech on 21 October. The skeleton for that speech already submitted
by Mr Kemp includes Provisionally & section on public expenditure. The "long term"

theme would fit in well there.
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b, The object at this stage, in advance of any fuller publication, sould be to
shift the debate away from specifics ("the threat to the National Health Service",
for example) on to the problem of the growing total of public expenditure, and

its implications. We suggest, therefore, that in either or both of these speeches,
the theme might be: "What will happen unlesS.........'". This could be illustrated
with a few key figures about the trends, on specified asssumptions. If you and the
Chief Secretary agree, we could do this in some detail in the IOB speech and more

briefly in the Mansion House one. We could avoid overlap between the two.

5. May we proceed on these lines please?

f

P Mountfield
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ATE: 1 Cetober 1682

PRINCIPAL PRIVATE SECRETARY cc Financial Secretary
Ecunomic Secretary
Minister of State (C)
Minister of State (R)
Sir Douglas Wass

Sir Anthony Rawlinson
Mr Wilding

Mr Byatt

Mr Ridley
¥»r R Harris

LONG-TERM PUBLIC EXPENDITURE

The Chief Secretary has seen Mr Mountfield's minute of 30
September to the Chancellor (attached below).

2. The Chief Secretary agrees with Mr lNountfield's recommendatic
as endorsed by Sir Anthony Rawlinson, to deal with the LTPE theme
in some detail in his IOB speech and more briefly in the Chancell
Mansion House speech. The Chief Secretary notes that the timing
is quite good, as there will be about the right distance between

the CPRS link and further substantive discussion on the subject.

MISS J M SWIFT
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FROM:. M E DONNELLY ~=

6 October 1982

CHANCELLOR cc Chief Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir D Wass
Sir A Rawlinson
Mr Wilding

Mr Mountfield
—Mr Hpit

Mr Spackman

Mr M Hall

Mr Raymer

Mr Ridley

Mr Harris

LONG TERM PUBLIC EXPENDITURE

The Financial Secretary has seen Mr Mountfield's minute of 30 Septembe
and the Chief Secretary's comments on it recorded in Miss Swift's

note of 1 October. -

The Financial Secretary considersit very important to give as many

of the facts of the LTPE survey as possible in public.
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trec | 130CT 1982

ACTION| 2 Mead
CABINET OFFICE COFES

: : 10 |PPS _FST EST
Central Policy Review Staff PN MIST(@ _
Q
70 Whitehall, London swia 2as Telephone 01-233 7795 = i :
,46; D. t/ar

From: John Sparrow

13. October 1982
P L lobim,
Douglas Board Esq M‘ &jm M,_ MM/ r./

Lord Privy Seal's Office é e son .
01d Admiralty Building % ﬁ/m
Whitehall .
SW1 ;q&hé ML

2., sy pl
Q—’:}-r &@4' 7. Folllbnoy
I enclose material for Lady Young's use in replying to tomorrow's

question from Lord Wells-Pestell about the CFRS report.

The material in sections B-D of the supplementaries and background
notes have been supplied by DHSS and DES and seen by the Treasury. Part
of the material in section A has been prepared on the advice of the

Treasury but they may have further comments on it.

Mr Bailey and Miss Mackay will be available to attend the oral

briefing which you plan to arrange for lunchtime tomorrow.

I am sending copies to Willie Rickett (No 10), David Clark (DHSS),
Imogen Wilde (DES), John Gieve (Chief Secretary's Office), Richard
Mottram (Defence), and Richard Hatfield (Cabinet Office), who should

pass any comments direct to your office.

In view of the sensitivity of this subject, I should be grateful
if recipients of the enclosed material would restrict its distribution

10 a minimum.

; 7
\_/(%/( T a— -‘1/,

GB Spencé“/';' /
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House of Lords

Parliamentary Question for Oral Answer on 14 October

Lord Wells Pestell (Labour)

To ask HMG whether they will publish the recent report of the

CPRS on the future of the welfare state.

SUGGBSTED ANSWER

I assume that the noble Lord is referring to an analysis undertaken by
the Central Policy Review Staff of possible ways of restraining the
growth of public expenditure in the longer term. This was a confidential

analysis prepared for Ministers and will not be published.






NOTES FOR SUPPLEMENTARIES

U

A THE CPRS REPORT AND PUBLIC EXPENDITURE

1. Why not publish report in view
of extensive leaks and press

discussions?

2. Will the Government prepare
a document for public discussion?

3. Ceneral questions about contents
of the report.

Government agree that debate about the
long term problems of the welfare state
and public spending should not take
place on the basis of leaks and press
speculation. But this CPRS document
would not provide an appropriate wvehicle
for a public debate. (This is because
it was not a self-contained fully worked
out report but simply a list of possible
options.) Moreover to publish a
confidential document because it had
already been leaked would encourage more
leaks.

It is for my rt hon Friend the Chancellor
of the Exchequer, in consultation with
my rt hon Friend the Prime Minister, to
decide whether to initiate a public
debate on the problems of public
expenditure in the longer termy, and if
so how this might be conducted.

Since no further action is to be taken

on the CPRS document, the question of
what it recommended or discussed has no
practical significance for Government
policy. For the record, however, the
report did not make policy recommendations
It discussed a number of possible options
for restraining expenditure (as a basis
for deciding whether further work should
be done).
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4.

Has CPRS report been

she lved?/What action does
Government plan to take
on the report?

Chancellor of Exchequer's
weekend d World interview
(10 October) shied away from

ma jor cuts in spending
programmes. Have these

been dropued?

Why is it necessary to

reduce public spending?
fOther couptrlessnend
more as a percentage of
national output.)

Government split about
need to cut public spending?

46

The CPRS document has not been discussed
by Ministers and no discussion is
planned. But the Governmment will
continue to seek ways of resiraining

the growth of public spending.

I understand my rt hon Friend made very

clear the need to restrain the growth

of public spending and over time to reduce

public expenditure as a percentage of

national output.

The present level of taxation is
oppressive on the great mass of

working people. In order to foster
economic growth it is important to

get tax levels — and interest rates -
down. The only way of doing this, while
keeping a grip on inflation, is to
reduce the share which public spending

takes of national output.

There is no disagreement on the need to
restrain public spending, nor on the
need to provide an adequate minimum
level of care and standards for those
in our society who cannot fend for

themselves.
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NOTES FOR SUPPLEMENTARIES

B.

NATIONAL HEALTH SERVICE

Did report sugzgest abolishing/

privatising NHS?

Will the noble Lady confirm that

the Government have no plans to
abolish the NHS?

Will the noble Lady reaffirm the

Government's commitment to the
NHS?

Why are the Government
considering alternatives?

19

ZEE I have already made clqu7 the
report made no recommendations and has

no significance for Government policy.

I can certainly confirm this. As my rt
hon Friend +the Prime Minister said to
the Party Conference last week "the
National Health Service is safe with

us ... the principle that adequate healtl
care should be provided for all,
regardless of ability to pay, must be the
foundation of any arrangements for

financing the health service."

Yes. We have shown our commitment to
the NHS by planning an increase in
services of 5% in real terms between
1978-79 and 1981-82, and further growth

is planned for this year.

This Government, like any other
responsible Government, have a duty to
make sure that every penny is properly
spent. We would be failing in our duty
if we were not to look at other ways of
financing health care to see if they
offered any improvements on the present
system. That is why the former Secretary
of State for Social Services set up a
study to look at methods of financing,
drawing on the experience of other
countries. But as the present Secretary

of State said on 30 July in another place
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Is not the Covernment encouraging

private provision by stealth?

100

"The Government have no plans to
change the present system of
financing the National Health Service

largely from taxation ....."

We welcome the growth in private health
insurance. But there is no contradiction
between this and supporting the National
Health Service. Private insurance

brings in more money, helps to reduce
waiting lists, and stimulate new treat-
ments and techniques. Our full
commitment to the NHS is demonstrated by

our record.






NCTES FOR SUPPLEMENTARIES

C. SOCIAL SECURITY BENEFITS

1. Does the Government intend to
de-index the uprating of social
security benefits as suzgested
in the CPRS report?

2. If there are no present plans to
de-index the uprating of benefits
will a future Conservative
Govéernment - if re-elected — make
this change?

3. Will the Government restore the

5 per cent abatement of unemploy-
ment benefit?

Will there be an "overshoot" on

i ar's rating and do the
Covernment intend to claw it back?

/4.

101

ZKS I have already made clear, the
report made no policy recommendations
and its contents have no significance
for Government policy;7 So far as
social security benefits are concerned,
there has been no change in the
Covernment's position. Our policy has

been to maintain the value of retire-

ment pensions and other related
benefits and that we have done. Next
month's uprating, which will add some
£3 billion to the cost of social security
benefits, will protect the value of all

weekly benefits.

I emphasise that there are no plans

to alter the present arrangements.

As to the future, all I can say is that,
whatever Government is in power, -

Z;hd I expect it to continue to be this
one for some time to oom§7 - it will be
the country's ability to meet the cost of
public expenditure programmes which will
be the determining factor in deciding

their size and scope.

Our position on this has been made
clear. We reviewed the possibility of
restoring the abatement when the benefit
was brought into tax in July but
concluded that we could not afford to do
so. The matter is being kept under

review and I have nothing more to add.
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4.

Will there be an "overshoot" on
this year's uprating and do the
Covernment intend to claw it
back?

0L

Next month's uprating of benefits is
based on a 9 per cent forecast movement
in prices between November 1981 and
November 1982, In addition, an extra
2 per cent has been added to compensate
for the shortfall in last November's
uprating. Inflation has been falling
faster than was forecast at the time of
the Budget and it is likely that the
outcome will be lower than the 9 per
cent forecast. We will not know the
extent for a couple of months yet. The
November 1982 uprating will, of course,
go ahead as planned. The 1983 uprating
will be decided nearer the time. It
will depend on the forecast movement in
prices, which will be made around the
time of next year's Budget, and whether
the Government decides to take account

of any overshoot this year. No decision

on this has yet been taken. Consideration

of the outcome of the prices forecast

is normal every year.
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NOTES FOR SUPPLEMENTARIES

D. HIGHER EDUCATION

1. Is the Government considering any

scheme for charging for higher
education?

2. Wouldn't any system of charging
for higher education be unfair
on the less well off?

3. Shouldn't opportunities for free
higher education be expanded?

4. Is the Government committed to
intOrducing a loan scheme for
student grants?

107

We are not considering any specific
scheme, but it is naturally sensible that
we should continue to review whether
higher education is being organised in
the best possible way in terms of the
aspirations of the student, the economic
and social needs of the country, and the.
burden that higher education provision

places on the taxpayer.

This would of course mainly depend on the
extent to which assistance in the form of
scholarships or loans was available.
Higher education currently directly
benefits its recipients at the expense of
the taxpayers - many of whom will never
earn as much as most of the graduates

they are helping to educate.

The Government has to consider priorities
right across the spectrum of provision,
including for example the balance of
expenditure between full-time higher
education and opportunities for further
education and training for those who

leave school early.

The Government has reached no decision on
the introduction of a scheme but Ministers
are currently considering ways in which a
loans element might be incorporated into

the financing of student maintenance.
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2

( Tells Pestell's question refers to the CPRS Cabinet paper on
Psublic expenditure whose main contents were leaked to the press
oer and which has prompted widespread speculation about the
nt's plans for the future of the welfare state, notably the National
Service. (A selection of the main press comments is attached at
. 1). Lord Wells Pestell is a formep Labour DHSS Minister and it seems
sible that his questioning will concentrate on the implications-for the
De

impression that the CPRS presented the Government with recommendations on
"the future of the welfare state”". The refusal to publish the document is
in line with the practice of successive Governments in declining to publish

CPRS work which gives confidential advice to Ministers. (Some CPRS reports
are published - see Annex 2).

3. Refusal to publish this document still seenms appropriate, .

notwithstanding the argument (e.g. Guardian 12 October)

that it would be better to publish it than to allow

debate to proceed on the basis of press leaks and speculation. This point
is dealt with in the notes forp supplementaries (A1),

4. The notes for supplementaries and the remaining background notes are
arranged in four sections:

A, The CPRS report and public expenditure in general.
B.  The National Health Service.

" C. Social Security benefits.
D. Higher education.

5. A background note on the CPRS is at Annex 2,

I
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BACKGROUND NOTE 108

A. THE CPRS REPORT AND PUBLIC EXPENDITURE IN GENERAL

1. The CPRS analysis was commissioned in July this year, at the request
of the Chancellor of the Exchequer, to complement the report which Cabinet
had commissioned in March from a Treasury-led group of officials, on the
likely pattern of public expenditure over the next decade.

2. Both papers were intended to be discussed at Cabinet on 9 September.
In the event, the CPRS paper was not discussed. The Economist article of

9 October (Annex 1) purports to give an account of the Cabinet's handling
of the issue. ‘

3. The Treasury paper outlined two scenarios for growth and public
expenditure over the next decade. It concluded that on a pesimistic (but
not unrealistic) scenario public expenditure would consume nearly 6 per cent
more of GDP than in the Government's fipst year of office,while on a more
favourable scenario public spending's share of GDP would be only slightly
below the 1979-80 level. The Treasury paper identified four main programmes
(health, social security, education and defence) as accounting for over

60 per cent of all spending. Against this background, the CPRS was asked

to identify possibilities for making "major structural changes" affecting
the larger programmes. The resulting CPRS paper identified a number of
possible major options (defined as options offering savings at least £1 billion
per annum) in these four main programmes, as well as some other approaches.
The main options in the CPRS paper are reasonably accurately outlined in the

side-lined portions of the Economist article of 18 September reproduced in
Annex 1.

4. While a fair amount of the subsequent press comment was speculation,

it is evident that the Economist at least has a very accurate and
comprehensive knowledge of the contents of the CPRS paper while it is known
that the Times has a full copy of the Treasury report. Government Ministers
have not denied the existence of either report. There has been no formal
statement on the status of the CPRS document or its contents. However, the
fact that the report has been "shelved", has not been discussed and will not
be discussed by Ministers has been made widely known both through
unattributable briefing and through press comments attributed to the
Chancellor of the Exchequer and the Chancellor of the Duchy. At the
Conservative Party Conference at Brighton on 9 October the Prime Minister,
without referring to the report or the press controversy, made clear the
Government's continuing commitment to the National Health Service (see
Section B of this note and notes for supplementaries).

5. There may be supplementary questions about the "Weekend World" television
programme in which the Chancellor of the Exchequer participated on 10 October.
In this programme Professor Alan Budd gave his own projections of public
expenditure, which showed public expenditure increasing as a ratio to GDP
throughout the 1980s. The programme then discussed ways in which large cuts
in public spending might be made. (A transcript of this section of the
programme is not yet available.) According to the Treasury, the basis of the
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CONFIDENTIAL

figures used in the programme do not tally exactly with officially accepted
figures. There seems no need for the Minister to be drawn into discussion
about the programme's public expenditure projections.

6. In the second half of the programme the Chancellor of the Exchequer
stressed the Government's intention to secure a reduction in the percentage
of GDP being taken by public expenditure. He refused to be drawn on
individual options and the general flavour of the interview was to play down
the idea of spectacular cuts. There was no direct reference to the CPRS
report. In planning public expenditure he also advocated public debate on
how  reduced public spending could be brought about. He hinted
at savings through privatisation (mentioning the sale of council houses as
an example) and emphasised that savings of considerable significance could
be achieved through the pursuit of greater efficiency, eg in the NHS.
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BACKGROUND NOTE
B. NATIONAL HEZALTH SERVICE
1. Health services are planned to increase by 5% in real
terms between 1978-79 and 1981-82 (cash provision up from
£6% billion in 1978-79 to over £11 billion in 1981-82),
Further growth planned in current year.

2. Pride Minister reaffirmed commitment to NHS in speech
to Party Conference on Friday 8 October. She said:

-"We have a magnificent record on the NHS, Naturally
we have a duty to make sure that every penny is
properly spent. That is why we are setting up a
team to examine the use of manpower in the NHS.
Of course we welcome the growth of private.health
insurance, There is no contradiction between that
and supporting the NHS. It brings in more money,
helps to reduce waiting lists, and stimulates new
treatments and techniques. But let me make one
thing absolutely clear: the NHS is safe with us.
As I said in the House .of Commons on 1 December:
'the principle that adequate health care should be
provided for all, regardless of ability to pay,
must be the foundation of any arrangements for
financing the health service'."

3. Patrick Jenkin, when Secretary of State for Social
Services, set up a working party of officials with two
private sector consultants to explore ways of financing
health care. Working party reported to Ministers earlier
this year. Norman Fowler announced Government's decision
in PQ on 1 July:

"Between 1978-79 and 1981-82 the Covernment provided
for increases in National Health Service services of
5 per cent. There should be some further growth in

services this year. The Government have no plans to
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change the present system of financing the National
Health Service largely from taxation, and will
continue to review the scope for introducing more
cost-consciousness and consumer choice and for
increasing private provision which is already
expanding."

4, Government have taken a number of steps to improve
efficiency and accountability in National Health Service.
Examples include: reoréanisation of Health Service,
introduction of annual reviews of Regions at high level,
development of statistical indicators to assist in
monitoring performance. Two recent developments: planned
introduction of quarterly manpower returns from Regions;
announcement of a small team, led by senior representative
of private industry, to examine ways in which NHS uses
manpower and to make recommendations.
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BACKGROUND NOTE

C. SOCIAL SECURITY

1, The fact that the CPRS document discussed deindexation of pensions
and social security benefits was picked up and discussed in several papers.
At Brighton the Prime linister pointed out that the Government had kept
its pledge to protect pensions fully from inflation. But she gave no
commitments as to the future. This line is reflected in the notes for
supplementaries.

2. Question C4 in the notes for supplementaries (possible clawback of
this year's uprating of benefits) may well come up, given the imminence of
the uprating and the controversy which always surrounds the issue.






BACKGROUND NOTE

D. HIGHER EDUCATI(N

While publicity for the CPRS proposals was mostly focussed on the suggestion
that there might be an increased measure of private financing for the health
service, a scheme under which students would pay full cost fees for higher
education courses, assisted in some cases by state scholarships, also received
attention. A leader in The Times on 11 October discussed the possibility of
charging and noted that some of the issues had been aired at the time of the
Robbins report. The CPRS scheme is now shelved, but naturally ways of improving
the organisation of higher education without increasing the burden on the
taxpayer continue to be examined. The Secretary of State is particularly
interested in exploring ways of encouraging diversity and fiscal independence
in the university sector. DES is also currently discussing with the Treasury
a scheme by which 50% of maintenance awards could be met by state financed
loans. The details and timing of any such scheme have yet to be settled,

and there is no Government commitment to its introduction.

HO
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‘hatcher's think-tank takes aim
1t the welfare state |

‘e special meeting of Mrs Thatcher's
cubinet on September 9th was devoted to
1 long discussion on the problems of
controlling public spending. Far more
intriguing, however, is what was not
discussed: a paper from the Central Poli-
cy Review Stalf, the government’s think-
tank, outlining options for radical cuts in

public spending, many involving the dis-

mantling of huge chunks of the welfare
state. Cabinet wets were so appalled at
the (hink-tank’s suggestions that they
argued successfully that it. would be
wrong for the cabinet to give.il serious
and instant ‘consideration. But. that will
not be the end of the matter.

The think-tank's paper was circulated
along with other cabinel papers on Sep-
tcmber Tth. It came with the seal of
apyproval of the.treasury, which recom-
aended that it form the basis of a six-
mouth study of a public spending strategy
i the rest of the decade. This means
thal its ideas were not pulled out of the
“ther and that it has more significance
than most think-tank papers. Here are

111E ECONOMIST SEPTEMBER 18, 1882

© b e A LAY (T
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details of its contents.

The paper begins by saying that, on
present plans and assuming low annual
economic growth, public spending will
continue to gobble up at least its present
45% of gross domestic product for the
foresceable future. That is only 1% less
than its peak under the last Labour

is serious about cutting public expendi-

four areas that account for the lion’s
share of public expenditure: education,

social security, health and defence. -

The think-tank then deals with each
one in turn: - :
® Education.. lts most controversial sug-

|arships. The paper also says that there
| would be

longer had to provide'for primary and

knowledges the political difficulties of
abolishing state schooling. It considers
moving to a system of educational vouch-
ers for parents, which they could cash at
schools of their choice to pay for their
children’s education. The idea has long
been popular with [ree-market Torics
and its supporters include Sir Keith Jo-
seph (the education secretary) and Mr
Ferdinand Mount (who recently became
the head of the prime minister's policy
unit in Downing Street). But the think-
tank points out that vouchers would not
cut spending and might even increase it,
since parents at present footing the bill

for their children's private education.
would qualify for state vouchers 10o.-

There are, however, some_savings 1o be
made in the school system by allowing the
teacher-pupil ratio to rise. It has been
falling, argues the paper, without any rise
in the quality of state education.

| ® Social security. Big savings can be
made, says the paper, if all social security
payments—from pensions to supplemen-
tary benefits—no longer rise in line with
inflation. There are echoes here of the
Reagan administration's budget battles in
the United States. The task of cutling
federal spending in Washington has been
made harder because of the political
difficulties of abolishing the indexation of
pensions. ) [
® Health, The paper suggests replacing
' the national health-service with private
health insurance: this could save £3 bil-
lion-4 billion a year from a 1982-83 health

- budget of £10 billion. The problem is that
government. If the Thatcher government |

the less well-off might underinsure, so the

' paper suggesls that there might have to
ture, argues the paper, then it must |

- consider some radical alternatives in the

gestion is to end state funding for all .

institutions of higher education. Instead,
fees would be set at market rates, at
present around £12,000 for the average
three-year course. About 300,000 state
scholarships could- be made available,
along with student loans for those with
the entry qualifications but without schol-

I

]

)
]

!

be a compulsory ‘minimum of private
insurance for everyone. In the meantime
savings could be made by charging for
visits to the doctor and more for drugs.

® Defence. The think-tank is short of
bright ideas on how to curb the £14
billion now spent annually on the armed
forces. It recognises that Mrs Thatcher
does not want to budge from Britain's
commitment to Nato to raise defence
spending by 3% a year in real terms until
1986. 1t suggests, however, that beyond
the mid 1980s defence's share of the
nation’s resources should be frozen. It
points ‘out that Britain spends a higher
proportion of its gdp on defence than its’

25

great savings if.the state no.

secondary school education, but it ac-:
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tage if defence was funded from the
budget of the Europsan community.

The ‘think-tank's paper was circulated
by Mr John Sparrow, the CPRS director
and former merchant banker who is now
widely regarded in Whitehall as a stalking
horse for the treasury. A key drafter wus
Mr Alan Bailey (a treasury deputy secre-

" tary on loan (o the CPRS, an expert on

public spending and Mr Sparrow's depu-
ty). In his own paper to the sume cubinct
meeting, Sir Geoffrey Howe, the chan-
cellor of the exchequer said that a failure
10 shift social spending from its present
trend would have severe consequences

~ for the government’s fiscal strategy. On

the worst economic growth assumptions,

~and present welfare-state 'poii-.i::s the
- state’s share of gdp could rise to. almost

60% before 1990.

Tn.m.ury ministers wcre funous wht,n
the ‘wets lined up. en masse to block
discussion of a paper which owed its
inspiration to them. So was Mrs Thatch-
er. There is to be no record of the matter
in cabinet minutes. The September 9th
cabinet meeting produced the first wet-

“dry clash for over a year. It could be a

, ‘Europcan allics and says that, in the long .
" run, it would be to the country’s advan-’

harbinger of cabinet meetings to come..

“Mrs Thatcher sympathises with the think-.

tank’s drift. But she is now in no doubt
that to pursue such a radical course risks
splitting her party wide open. Many of
the think-tank’s suggestions for health
and education would be as unpopular
with middle-class Tories as with Labour
voters. But Tory wets expect that the
think-tank's ideas will soon rcwrfacc m
another guise.

o
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Storm over secret

A FAMILY of four would
+have to pay £600 a year in

'i "health insurance and £950

‘a year for each child’s
school . fees, if* radical
‘changes in public services,

/joutlined by the Govern-

~ment’s Think Tank were to
be introduced,

. It +would also cost, on
average £12,000 to put a
chlld through university; and

all State benefits, inc udin
pensmns. would be worth 1
per cent less t.han they are
now

Thr: ﬁgures come ‘from .a

* discussion document cu'cu

" VER,.

Jated to members of -

Cabinet this. month by the
Central Policy Review Staft.
“News of the document, which
' has been seen by THE OBSER-
has caused a storm
among; both- Canservative
*wets’ and opposition polm-

c1q1[l
he report was drafted dur- .
ing the summer as a result of -

loomy long-term economic
orecasts drawn uE by Treas-
ury'officials. Working on the
most pessimistic projection
. for economic growth, -the

--planning documents showed

cut 1n a]l services. But this,
it says," would be unpopular
and impractical,

"The Think Tank suggests
instead 2 series of radical
options,! but warns through-
out of’ the difficulties of
carrying these through. The

_options are set out. under

three headings. The first,
‘Partial - Change,’ suggests
charging for higher educa-
tion to save an estimated
£1,000 million and increas
mg and’ extending charges
for health services, to. save
another £1,000 million. i

Under the second heading,
‘ Comprehensive. Changes’,
they' suggest charging_ for
schooling, saving £3,000
million - to -£4,000 mxllmu‘
switching to a private insur-
ance scheme in place of the
National Health Service, sav-
mg £4,000 million; and de-
mdexmg social  security
benefits, saving £3,000 million.

The third eadmg *Less
Resources’ suggests a cut of
£1,000 million in educatign—
and abandoning the present
commitment  to increase de-
fence spending, to roduce a
saving pf £1,500 million.

that. maintaining public ser- If -the ‘compr chensive
vices-at their present level changes’ were mtroducedi
would cost £12,000 million to the -report warns, radica

s £13,500 million more by 1990,

an increase of around 10 per
cent,

Since it 1s Government

. policy to reducé both borrow-"

“ig-and taxation, the Chan-
- cellor, Sir Geoffrey

- 'vise ways of bridging the gap

by cutting spending. - (-
“The -report suggests. .that

savings could be made by’ an

11 per cent across-the- board

des "Howe,
-, asked the Think Tank to de-

.duced, t

changes in the raxation "and
benefits system would be

_needed and these could be

costly. ‘If even the poorest
had to pay full charges, .this
would exacerbate -poverty -to

a level which we assume Mini- |

sters would judge unaccept-
able

i also warns that whlle'

pubhc srendmg would be.re-

communuy s wealth '

: asked to undertake further

abput' the effects knowledge

e prupomnn of {the’
bemg'

L[S

:hlnk Tank report

by AURIOL STEVENS

spent on educanon and healr.h
would not be reduced.” . .
Of all the optmns the two |
under the heading °partial’
are thought by. Wutehall to
be most feasible. ” .

For higher educatnon. sav-
ings of £1,000 million would
be made :if students. were
charged . the full cost: of.
courses. Means " tested
schalarships would be avail-
able for 300,000 students, or:
about three-fifths™ of 'the’
number of students now’in
higher - "education.: Loans
would be available for others

“ Under health, the report
says charges would have to
be introduced for peaple now
weated free'—children "and
the elderly—for visits to GPs
and for hospital places 1o
produce savings of .E£1,000
million,

The Cabinet did not- dis-
cuss the Think Tank's report
in detail at the 9 September
meeting, a meeting for which
there are,— exceptionally —
no minutes. The depart:
mental Ministers affected by
the proposals have been

study of the suggestions ‘and
report back to the Cabinet.

Strenuous efforts have been
made to prevent.news of the
exercise seeping.out, When!
the . first reports of . it. ap-
pedred in -The Times 1two
months ago, all copies of the
relevant documents circulat.
ing in" Whitehall were called
in, Some . members of the
Cabinet are said to be anxious

of such plans could have
upon ‘the party's elecrnral

pmspects.
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The “Thmk Tank" 10 the nght of '

' ence to the left: between the
© "Scylla * of "a' stlate- cnginccred
-lakeover by, 'private ' medicine
and the Charybdis of a ban on
' private ' medicine
- whal future for the National
.37 Health Service? The Central
o+ "o Policy Review Staff reportedly
‘i '+ envisages up 1o a third of NHS
4 acuwly bemg lured or pushed
;i into! the ' private sector: = the
'J_abour conference is committed

.10 an annual rise of 3 per cent in-
w -;-‘ its: monopoly service’s expendi-

" .ture, regardless of the stae of the

: nauona] economy.

© " "No. future . Labour Govern-
ment . could be bound by that

: commllmcm of course. Mean-
while, the present Conservative
cabmel is displaying in'the most

_* uninhibited way its own conflicts
wover the *Think Tank’s"” report.
. But’ the ‘political options on
~.either side do seem potentially
ke more divergent than they have:
. been for many years.

" 1= The travail within the Cabinet
(derives from a simple and grim
piece »of arithmetic (arithmetic
"being a factor wholly negligible
to .the Labour conference). Un-
less the whole economy grows at
a rate of roughly 2!, per cent (we
should be so lucky), public
expenditure will 1ake a larger and
larger ‘share of gross domestic
product, - even- after all the
painful  economies of the last
threg years, Without many fresh
sacrifices, the promise 1o roll
" back’ state sector growth, will

never be fulfilled.
- The same: dilemma involves
" socnal security, - education,  law

- enforcement, defence, and so on.
. Health spending has historically
risen, less fast than the first two,
“and the laiter two are of’ﬁcxally
.destined 10 rise faster than all the
.rest. The “Think Tank” report is
said to make radical proposals in
"lhcse <other fields too. These
'deserve attention on their own

account. But health is a particu- .

larly intcresting case, because of
“the .drastic changes proposed,
and. because the NHS is the
principal embodiment in Britain
,of a particular ideal of social
" provision: the strong tang of

" ideology constantly attracts the.

~Nics of debate.
ueln addition, this week sees the

“publication’ of a notable addition
1o the debate, a public service
conlnbullon “from the - private
sector a  study of health
‘provision across the world

. commissioned by the Nuffield
" Provincial Hospitals Trust. If
" piiched battle is joined over the
" future of the NHS, the study
. offers a salutary corrective to the
prejudices * of both sides. Its
editors’ eventual conclusion that

* the' NHS “constitutes a unique
. and precious national asset”

“'them; the Labour Party Confer-"

altogether,

ey

even the “Think Tank” envisag-
es the survival of two thirds of
the free service. All civilized
nations. whatever their system of

financing health, accept .that a

large proportion of ‘the popu-
lation cannot afford to pay for
their own treatment. Today half

the population are exempted
from prescription charges, for-

instance, and they account for 60
per cent of NHS expenditure.

. Exemptions from an insurance-

based system would have to be at
least as wide, They represent a
minimum obligation for any
community to bear. The “Think
Tank™ reportedly  proposes,
perhaps only as an extreme case,
a free service virtually confined

to this category. The rest of the

nation would negotiate for its
health care with doctors and
insurance agencics.

The arithmetic on which all
this is based is not.inexorable,

but it is 100 threatening not to be

frankly faced. At the outset, there
is need for careful clarification of
terms and objectives. There 1s an
argument  about public and
private expenditure, and another
about efficiency of service -
related,” but distinct. Endless
muddle results from confusing

“the two. First of all, there is a

presumption, generally - well
founded, that public expenditure
is apt 10 rise at the expense of the
productive investment (mostly
private) which creates the growth
that pays “for all future invest-
ment.

The broad objective of re-
straining public sector growth to
keep pace with the growth of the
economy is a necessary and
urgent one. 1t does not follow
that the shifiing of every service
from public 10 pnvale 1s equally
lu.lpi'ul to that objcclwe Spend-
ing on health is not principally
an earning activity whether it is
in the public or private scctor: it
is a kind of investment in the
national infrastructure, with
some opportunity for invisible
exports on the side. The case for
a major shift into the privale
sector needs 10 show not only
that it can be done without
unacceptable harm to the disad-
vantaged, but also that it will

facilitate the supply of care more.

effectively for a gwen cost 1o the
whol¢ economy,

Unfortunately, nobody has
ever succeeded 1in  defining
wholly waterproof measures of
eflectiveness in health provision.
There are too many outside
factors, and too many subjective
ones.. There is no calculus for
offsetting one pain removed here
against another pain endured
there. Much thought has gone

_into the defining of objectives in

the NHS in recent years, and
there have been advances, and
consequential  savings, though

. study

‘classical

-time,
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HEALTH AND EFF ICIENCY ot

contribution  of . the * Nuffield
is 10 demonstrate’ how
limited 1s the sense in which that
is true. You cannot shop around

. 1ntelllgcnlly for a ludney trans-
Insurance ° distorts . the’

plant.’
market, making the
agency, not the patient, the
eflective customer. Monopoly
distorts it even more - not the
often-proclaimed *“monopoly” of

the NHS, which is a fiction till"

the Labour conference has its
way, but the monopoly of skill
and knowledge by the health
professions used 1o - protect
themselves. Almost evcrywherc
the state is progressively moving
into insurance-based systems 10
act as arbiter and planner. :

If the objective of the “Think
Tank™ is 10 reduce overall
spending on health, its proposals
are either irrelevant or miscon-
ceived. The evidence from other
developed countyies is that the
level of spending is related less to
financial structure than o pros-
perity: legitimately, societies pay
for as much in medical services
as they can afford. There is also
widespread evidence that with
insurance-based systems costs,
and particularly administrative
costs, are not ¢asier'io control
but more difficult. For all is
defects, the NHS seems 10
provide a service at least as
effective for the price as any
other.

This is no consolauon 10
ministers faced with that harsh
arithmetic ' of growth and re-
sources. The NHS is a system

- well fitted for hard' times, and

there are hard times 10 come.
While the economy is marking
subsidy to health must
necessarily mark 1ime {oo. Even
if tax incentives could engincer
the huge 1transfer of custom

_ cnvisaged by the “Think Tank™,

the prospect of gains outweigh-
ing the administrative upheaval
1s yemote. But privale medicine
does hold out.the prospect of
gains at the margin for the NHS,
in response to demand. Private
treatment can bring hospilals
worthwhile income which can be
applied to the benefit of all
patients. The demand exists, and
thore is much to be gamed by
taking advantage ol it by partner-

- ship with_the private sector. The

closer. the parlncrsmp, the lc.ss
the danger of thar ‘“‘two-tier”
system which Labour's pay-bed
policies did so much 10 foster in
the 1970s.

In an imperfect world, lhc

ideology of the market and that |

of unrationed free supply are

equally unreal, and pursuing
them is Lo pursue mirages.

“For forms of health supply

: let fools contest:

Whate'er is best adminis-

tered 1s best”

Pope’s formula begs many ques-

115
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Mountains out of molehills ?

The Thatcher govermuent has botched its response to the think-tank report leaked to
The Economist. 1t should publish the document us the start of a proper debute ou the

The think-tank report, which suggested
dismantling chunks of the welfare state,
hung over the Tory conference like a

* dark’ cloud. In the run-up to Brighton,

the prime minister’s press office at-
tempted what is known in Washington as
a “damoge-limitation exercise', The of-
licinl line emerged that when Mrs
Thatcher rewurned from her trip to the
Far East she was so appalled by the
teports that her government was serious-
ly considering the think-tunk's ideas that
shie immediately issued instructions for
the report 1o be thrown into the rubbish
bin, Since this involves a rewrite of
weeent history, it is worth reconstructing
what really happened.

The think-tank report was circulated
o ministers along with the rest of the
cubinet papers on the evening of Sep-
tember 7th, The gist of its argument was
that, on present spending pluns and
wosnting low growth (1% to 1% a year
viogross  domestic. product), public
Jending would take 47% of wdp by
. That would be 6% ubove the shace
tiwrited by the Thatcher government in
RYFDN

Liie think-tank then outlined several

wans in health, education and social

- wnily for cutting the growth on public
cading, so that the government could
~oet the 1979 manifesto pledge to re-
foce e share of the nation’s resources
-uitrolled by the state. The most contro-

--ttal sugpestions were replacing the
cttional  health service with  private
Lealth insurance (saving £4 billion a
avint); ending stute financing of higher
wucation except for 300,000 state schol-
aiships; and limiting social security pay-
ents, including no longer raising pen-
sons automatically in line with inflation
(that could suve £3 billion a year),

The think-tank report was circuluted
with an additional treasury recommen-
dation that it might form the basis of six
mooths' study of strategy on public
spending. When Mrs Thatcher and Sir
Robert Armstrong, the cabinet secre-
tary, discussed the agenda for the special
cabinet of September 9th, they decided
to devote the morning to the more

pressing problems of public spending for’

1983-84 und discuss the think-tank re-
portin the afiernoon, |

The day before that cabinet meeting,
senior civil servants in cach department
bricfed their ministers on what they
wipht sy about the puper. One minister
wid there were 18 civil servants at his
tuweling. On the eve of September 9th,
woveril cabinet "wets” plotted how Lo
kill the paper at the next day's cabinet.

Mrs Thatcher's first shock came be-

- real dilemmus fucing wellare spending in the 1980s.

fore lunch during the cabinet meeting.
She wus surprised to discover that the
think-tank paper had come with the
usual cabinet papers. It should- have
been distributed separately 10 ministers
only. It was feared that, as a result of its
wide distribution within Whitehall, there
wus a strong chance of a leuk. At lenst
four cabinet ministers (all wets) said
they did not want a formal cabinet
discussion about its contents anyway.
When the cabinet broke for lunch,
there was much intrigue, At one stuge,
Mrs Thatcher was closeted downstairs
with treasury ministers, while upstairs
the rest of the cabinet sat round the
lunch table deciding liow to kill the
puper. When the cubinet reussembled,
Mrs Thatcher was faced with u clear
majority in fuvour of ditching the paper
without further ado. Sir Geoffrey Howe
and his chief secretary, Mr Leon Brittun,

l

the documept. Next day the newspapers
curricd Downing Street lobby reports
that the cabinet had simply considered
public spending.

On September 17th, details of the
think-tunk puaper appeared in  The
Economist, At Brighton, Mrs Thatcher
was saying bitterly that it had been
passed 10 us “within hours”. In fact it
look several days to lesk out and was
picced together from a variety of
sources, _-

Tory party managers were afraid thata
think-tunk controversy, might oversha-
dow n purty conference which was sup-
posed to celebrite the Falklunds victory
und the Tories’ lead over Labour in the
polls. Mrs Thatcher was aware of the
troubles brewing at home while she was in
Hongkong. On her return, she was told
bluntly by Mr Parkinson that drastic steps
had 10 be taken to dissociate the govern-
nent from the think-tank’s thoughts.

On Friday, October 1st, Downing
Street briefed Sunday newspaper corre-
spondents on Mrs Thatcher’s supposed
reaction to the think-tank. She was said -
1o be against its report and had shelved °
it. Several Sunday and Monday papers

curried a story along these lines, though -

The special meeting of Mis Thatcher's
cabinet on Seprember 9th was devoted to
a long discussion on the problems of

controlling publig_spending. Fur more
. intpivigng

©attempted u rearguard uction (o save the

paper they had inspired. They were
backed by Lord Cockficld, the trade
minister, and Mr John Biffen, the leader
of the house, Almost every other cabinet
minister registered his disapproval. The
prime minister expected the usual wets,
such us Mr Jim Prior and Mr Peter
Wilker, jo tuke fright. But mare centrist
ligures (such-as Mr Francis Pym) und
respected veterans (like Lord Hailsham)
were also opposed to considering it,

Murs Thatcher argued that the cabinet
should not shick any paper that came
before it. She was 1old by several of her
colleagues that the think-tank exercise
should have been done by the Tary
party’s own rescarch department, so thit
thérg was less chunce of it being branded
as a indication of government policy. At
this stage, Mr Cecil Parkinson, the purty
chairman, agreed that that might be the
best way (0 proceed. 1n the end, un
angry Mrs Thutcher bowed to the mujor- -
ity and ended the meeting without there
being any discussion of the substance of

Thatcher's think-tank takes aim
atthe welfare state . -~

details of its contents,

Tue paper begins by saying that, on
present plans and assuming low annua
cconomic gr goending wil

some added their own caveats. In reali-
ty, Mrs Thatcher had shelved a report
because she had met a cabinet brick
wall. : 2

The -government's response (o The
Economist's original report should have
been to publish the document as a basis
for debate. There is a genuine quundary
on how to finunce welfare spending in
the stagnant 1980s. In Brighton, Mrs

Thautcher said she would not do that

because the “think-tank language was
too extreme”, If so, she needs a more
politicully astute think-tank. 1f the re-
port is 10 be shredded, then the govern-
ment should mount a fresh exercise. It
needs first @ paper expluining how public
spending will souk up more and more of
the nation's resources in a low-growth
Britain, A second paper should tuke a
radical, but more comprehensive, look
at public spending, embracing industrial -
us well us social policy. Tt is, as Mrs
Thatcher herself says, absurd that these
matters cannot be freely discussed. Why
thenis she trying to stifle them? '

THE ECONOMIST OCTOBER 9, Y9u2
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“‘I'hink Tank " affair —
4 chapler of accidents.
4 "Thatcherile conspiracy
dismantle  the  Welfare
¢ — has had the useful
cquence of opening up
vue uboul the future of
public “sectar. At the
+ Lme it has opencd the

o ornment to a new line of.

4

“ wets ¥

= s i r—

aack  from - the

whose buzz word this week
has been *“ compassion.” It
has also illustrated the Prime
Minister's remarkable capa-
city to be as resoluje in-re-
treat as she is in advance.

What happened was this,
The Treasury abhout a year
ago cane to the conclusion:
that the dismal international
outlook boded ill for domes-
tic economic growth in .the
cighties. It made an inlernal
analysis based on two rough
and ready assumptions:: the
first (optlimistic) ' took a
growih: rate around the aver-
age for the late sixties and
early seventies; the second
(pessimistic) projected the
recent poor performance of
the economy.

.On 1the first assumption
there would be a tricky prob-
lem - in financing public

expenditure; on the second
the problem became horren-
dous. According to the leak

in the Economist, public
expenditure — on the worst

assumption ; — could rise

........... R

Yaiowt PQT_DS';(‘-:R. < S

|the welfare

from 45 per cent of GDP to
60 per cent by the end of the
decade. .y,

The Treasury's assessment
was passed (o the " Think
Tank "™ for comment, One of
the funclions of the * Think
Tank" is-to point up the
wider policy implications of

possible lines of action, Whal - ita

it pointed ‘'up in this case
was that there was no way of
balancing the books without
radical policy change, In
practice that meant radical

change within the big four,

spending areas

health,

social securily, education and -

defence. - )

The “Think Tank's” think-
ing of the unthinkable was
Jeaked by an outraged “wet.”
The Prime Minister returned
from the Far East to find she
had an embarrassing row on
her hands. She went swiftly
“into retreal and repudiated
the “Think Tank" paper.

The Treasury's ' analysis

remains on the table, and the -

problem it

exposes remaips

scal crisis of

A R et 0

P

"
-

to be .tackled by whoever
forms the next government.

* One effect of the altention .

focused on the ‘“Think
Tank's " ruminations has been
to obscure the Governmenl's
concern about defence expen-
diture which is al least as
greal as ils worry aboul
financing the NHS. Ministers
being ~ taken to -the
cleaners by the Joint .Chiefs
of Staff who are taking ruth-
less advantage of the “Falk-

. lands Factor." )

‘. They have put in a huge
bill — both for capturing
and for the future defence of

.the Falklands — which they

want settled over and ahove
the defence budget. In addi-

tion they are demanding b

indexation of the standuln
defence budget on the mo.t,
genérous terms plus the right
to carry forward the hu.e!
sums ‘which each year they!

~are unable to spend.

The sfogan of this Consery-
ative Party conference is
YThe Resolute- Approach.” 11

0 DY S S

“1s going to be lnlriguing' to

see how resolute the Prime -

Minister will be against the
overweening miltary.

There " are three courses
Mbhis government, or any gov-
cernment, can take in trying
10 tackle what is becoming a
"fscal ‘crisis *of the Wellave
i State. It can try to find the
elixir' of faster growth, in
“time to pay the bills, It can
y make radical allerations Lo
“the cdifice of the post-war
! Welfare State, Or it c¢dn
simply do the best it can'in
| difficult circumstances, which
would mean a good deal of
privatisation. and
| while the total of public
L expendilure as a proportion
'of GDP rose nevertheless, -

This last apprnéch was pre-
‘sumably  what Mr James

]
I'Prior had in mind yesterday -

when he jeined in the argu-

ment and said : “We should-

not be too surprised or panic-
siricken if, in the depths
]of recession, high - unem-
t ployment pushes up the cost

“take’ )
“problem if it presents itself

charging -

of a compassionate social
policy.” .

The Prime Minister and the
Treasury are untikely to take
so relaxed a view of the
maltter; nevertheless, minis-
ters are already conceding

that piecemeal measures—the "

nf
increase

privatisation

hospital
cleaning,

in health

- and educational charges for -

those whao can afford to pay,
and so on—are not going lo
the measure of the

on the scale envisaged on the

Treasury's more gloomy
assumption, '
Tven on that basis the

arguments will he fierce. The
“Think Tank " leak has given
Mr Edward lealh, Sir lan

Gilmour and other dissidents,

the chance to accuse the
Thatcher government of neg-

leeting its social responsibili-

tics, therehy departing from
the true Tory tradition.
“ The accusation has
sting- because lhe
managers know well
the opinion polls thal a
- s i)

some
party
from
repu-

tation for unconcern is the
Prime  Minister's
"suit. Resolute she may be,
and bold too, hut does her

Government have lo be guite

so bloody ? Beyond the elec-
toral considerations, and the
moral considerations too, it’is
pledged within two terms of
oflice to push hack the fron-
tiers of the state.

But those frontiéfs are de-
fended by determined forces

of vested interest, the public.

employees whose power and
palronage has grown so in
the last decade or so. They
have in large part succeeded
in hitching the Labour Party
and trade union movement lo
their sectional cause,

. The’public v, private Issue,
which . this Conservative
Party-conference has brought
to the fore, is one which cuts
across the lines of class and
fraditional allegiance to pare
the puhlic sector. It looks as
if it will be the chief batlle-
ground of Brilish politics in
the years to come. | -

weakest®
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SINKING THE UNTHINKABLE

AT BRIGHTON

- -+, Beneath the placid surface of last week’s Tory
‘conference, a genulne doctrinal battle was being
i.|. ' fought out over the future of the Welfare State.
| . ADAM RAPHAEL and SIMON HOGGART assess
. 'i;:" the significance of a debate that began with a
&% defeat for Mrs Thatcher In the Cabinet room at

O ot
i

. ters, remarked .
lunch one day: ¢

* ruthlessly

- No. 10 last. month.

.THE CONSERVATIVE Con-
" ference chairman, Donald Wal-

people to dissent, but nobody

laintively at
e try to get!

- seems to want to.” The fact is

that all Tory conferences are

. stage-managed.
- Motionsare specially selected so
that virtually every single

. delegate can agree with the

‘.';I'

-+ apply on a printed slip for their
" place at the lectern, so that they
.. can be vetted by the platform

first. As an official from the

- wording. Speakers have to -

Ministef, decided that the Cab}-

net ought to. have a wide-:
ranging discussion about the

implications: of ,accelerating

growth in public expenditure,

in an economy which was not .

expected to expand by more

.than § per.cent over the next
. decade.” The: consequences

would not seem just unpleasant
—they would be disastrous, If
nothing was done, according to

* a paper, the Chancellor presen-

Soviet Embassy remarked with

asmile in the tearoom last week, °
*“This is just how we organise

our conferences,’ . .
Beneath this glossy surface,
however, the chasm which
exists between the two different
wings of the Tory Party gaped

wider than ever. This time the -

wets believed that they:were
defending the whole concept of

: their Tory * One Nation.’ Mrs
Thatcher tried to douse fears of -

a threar to the National Health :

. Service in her conference
* speech, but by then the damage-

' was done. The noise of battle

[

o
K BN 1

g

v

over the future of the Welfare
State echoed . all round

. Brighton, * _

+" . Mrs Thatcher can take some
of the blame for this herself. She

<. -allies : * If we have got to think

. «the unthinkable, for goodness’

[

\

sake let us do it in private.” '
In the interval between the

. anodyne debates in the con-
. ference hall itself, a parade of

» Tory wets, speaking in pubs and
the private rooms of expensive
hotels, launched their counter-
attack on Thatcherism. They

. included Cabinet members such
- as Peter Walker and Jim Prior.
*and

members of the

*. . waswarned by one of her closest . to force a swift examination of

- truly radical cuts “in public’

Government-in-exile, such as:

Ted Heath and Sir Ian Gilmour.
* One Minister spoke privately
of a ‘monumental cock-up’;
another talked birterly abour * a
botched artempt to dismantle
the Welfare State.” Considering
that the row"is now likely to

. haunt the Tory Party rightup to

.options would have to be exam-

ted to ‘the  Cabinet on 9

OR’sEavexe

|

gw\o\mﬁ\ o~ C')eh)f'g,u— 19 &2

for radical cuts in the Welfare
State. Among its most con-
troversial recommendations — .
which would save a total of £10-

© billion—were the introduction

of compulsory private health
insurance to replace the
National Health Service, ending -
virtually all state funr.!ing‘of. -
higher education, and going °

. back on the Tory commitment

September, the basic rate of tax -
would have to rise by half from . -

30p to 45p, and VAT would -
have to go up 10 25 per cent. -

Sir Geoffrey himself began the

mer when he made a heavily

coded speech in Cambridge. In"

it he set out the priorities for a

future. Conservative Govern-.

ment, and suggested that radical

ined if the Tories were to make
good the pledge’in their 1979
manifesto to reduce the share of
the nation’s income taken by
public spending.. ;
But it was not until Ministers

_received their Cabinet papers
-on .7 September, two -days

before the crucial meeting, that
most of them realised that the

|
1

" debate ‘on-the future of the’
Welfare State during the sum-:

]

Chancellor was now determined -

spending:

* " In their official red boxes that

evening, Ministers found three
papers, one from the Chan-
cellor, one from the Central

called the Think Tank, and one

three made distinctly unpleas-
ant reading.' Sir Geoffrey’s

.paper reinforced his threats of
.sharp tax increases by warning

that public spending was set to

. Policy Review Staff, commonly ,

-from the Treasury on current
-public expenditure trends. All

i
i ‘secret’ and much lower than
‘Top

grow to 47 per cent of Britain’s

gross domestic product by the
end of the decade, much higher
than when the Tories came into

office. , The consequences, he

warned, were °‘unacceptable

+.and crippling disincentives to

to increase Social Security pay-
ments, including pensions, in
line with inflation.-

‘I couldn’t believe my eyes
when this absurd paper came

well-known wet.. Another
claimed he hadn’t even both- |

ered to read it, as it was §0°

obviously ‘a waste of time and -
energy.’ Other Ministers, how-
ever, were carefully briefed by .
their officials on the options .
which the Think Tank had
outlined, e o R

The wets deny that they

plotted together in advance of -
the 9 September Cabinet, but .
when the Prime Minister called
the meeting to order that morn-

ing they “were clearly fully
prepared. . i
- Assoon as the Prime Minister

| read out the proposed agenda,

suggesting that the Cabinet,
should spend the morming dis-.
cussing the Chancellor’s paper

and devore the afternoon to the

Think Tank, there were imm- .
ediate protests. The wets, led
by Peter Walker, the Agricul-
ture Minister, said that the

| Think Tank’s proposals were

presented in far oo vague and’
dangerous a form for the Cabi-

_ net to discuss. Others warned

that the paper had had wide’
distribution throughout White- !
hall. This was because the paper’
had been marked . * confiden-:
tial,” a lower classification than-

secret,” When ™ Mrs-

| Thatcher heard this, she was |

furious and demanded an!
explanation from the Cabinet |
Secretary, Sir Robert Arm--
strong. 5

As the morning paésed, the '

|5 o« IR W S I

“round,” said one Minister, a
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linisters ‘saying. that they’
.oughr’he. ancellor’s own -
iper | unduly pessimistic -
id lacked any vision. At’one
»int she exploded when Mich-
| Heseltine, . who .has been
eading  the 'case for more

:pansion,said; drily ‘that .he

ished for once that the Treas- ¢
y -would’ address its tiny
llective.mind to the question

/ promoting - growth rather
ian a!wayg;be_wg;l,mg [,he“lack

Tgrowth 2

When the. Cabinet broke up

i+ lunch, the: Prime Minister
«d Chancellor could clearly see
.t they faced a tricky after-
2. According to.one ver-

. alter a fairly tense Junch, .

+ Lubinet broke into two
~tch Mrs Thatcher, Sir
1oy Howe and Leon Brit-

colleagues It was not just the
wets, but also the ‘ greys’ and
even some of the
indicated they thought it both
futile and dangerous to proceed
with a discussion of the Think
.Tank report. - :

were neither helpful nor
relevant when the Government

Mrs Thatcher argued
strongly that the issues were too

 the Cabinet had to face the facts
on public expenditure, however

drys who

. “The Health Secretary, Nor- |
‘man Fowler, said that the Think
Tank proposals on the NHS -

had already committed itself °
against alternative systems of -
iust as

important to be shelved and that -

difficult and unpleasant they -
imight be. But the sense of the -

i,

was in théparty’s research \

. department. Lord Hailsham,
who has been known to leave
Cabinet meetings singing ‘ Oh
God our help in ages past,’ was

three years,

important wet victory for more

"than a year — was carefully -

omitted from the Cabinet

fears that details of the Think
‘Tank report would soon le

1 out were confirmed eight days|
later when the Economist|

published a detailed account.

By then the Prime Minister .

was in the Far Bast, but she read

The argument — the first -

-minutes, But Mrs Thatcher’s: -

with mounting anger reports -
ilcabled to her of the bitter

|

"' heard to mutter instead that the
paper had been the most dam-
. +aging single episode of the past _

1

which inevitably -involved a
certain amount of glossing over
what had actually happened,
went wrong. Too many people
knew ‘what had been said ans
too many people were outraged| -2
by what they saw as a flagrant} .
attempt to rewrite history. ~ |«

* | - So, when the party conference i
{ opened in Brighton last week, .

the. wets 'were in no mood for
submission.” They know they. 4
cannot afford a full-scale Cabi-, .
net -conflict so close to an ~
election. On the other hand, °
they are not prepared to go into _ *
the election with a manifesto

committed -to dismantling the *
Welfare State at a time, of -
massive unemployment. AsJim .
Prior told the Tory Reform
| Group : ¢ We shall not deai w1y
these daunting problems by,

1Cabinet had been caught by the
“Iwets, whose leader, Peter Wal-
iker, argued that while it was
Jright for. the issues 'to be .
. debated, it should not be on the

basis-of-an obviously - flimsy, -
inadequate. and ill-prepared, - . ]
paper. The correct place tostart = - Tank report as ‘politically,

such a sensitive' examination =~ inept.” This delicate operation, -

() ol

-1 i political controversy caused by
' the leak. On her return, she
- -summoned a crisis meeting and
:was advised by her party chair- '
‘man, Cecil Parkinson, to cut her. .
losses and disown the Think -,

.. cetiring - downstairs-"to
a.cere their actics against the
«t5. But when the Ministers
ssembled round the Cabinet
le, it was quickly: evident
it .hie Prime Minister and the -
A etlor had on_ce,'agai;fnﬂllogt :
i Ol[-Ofa:Ela}D'nt‘g m_.._l-elr b T SR | T Sh-CY % NSRRI TS

1

adopting | the over- ;.
simplifications of those who like l :
fo call themselves: nineteenth- ¢,
century liberals ;! for us to
take  up . nineteenth-century
liberalism would have about as '
much appeal to the voters and as
little sense as taking up Marx-
ism has for the Labour Pariy.’

LT TSRS W
@ —

.~ Thewets can publicly protest, *
- but their position is not strong. .-
Mrs Thatcher has entrusted the
vital job of co-ordinating the -
manifesto to Sir Geoffrey
Howe, who together with Cecil
Parkinson is in charge of the
party’s policy groups. With the
Falklands factor still helping
her, and with her party 12 ~
. %oints ahead in the polls, Mrs '
hatcher still holds almost -all */
the levers of Tory power. . o
But the issues raised by the
-rowover the Think Tank report
will not just die away. Mrs
Thatcher has now been placed - ;
in a position where she has been .:
publicly forced toadmit that her -,
Government cannot keep its .
pledge at the last election: to -
sustain the Welfare State while ..
cutting tax at” all levels of
income. In the run-up to the °
election, Ministers are certain to
have a difficult job facing ques- :
tioners who will want to know «
which bits of the Welfare State -
are to be dismantled in order to
revent taxes increasing, As the
ancellor- himself admits, the -
dilemma of ‘accelerating public -
expenditure in a no-growth
economy will not go away. |
Neither will -the argument,
which now seems set to dog the
Tory Party throughout this
crucial pre-election year. <"+
' The Tories may try to keep
the wraps on this debate. But
even if the unthinkable has now -
become the unspeakable, the
voters will want to know pre-
ciselv whae

r'ln-h (:a1\r.\-v1m.\nr
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' i “Theintention must be” Sir Geoffrey
., Howe told Weekend World this Sunday, " to
~secure a reduction in the percentage of

. . gross: domestic product (national income)
%, peing taken by public expenditure. It is now
vt 45-46* per :cent, depending on how you
¢ measure it." “A - cerlain logic {ollows from

_.'!' the Chancellor’s ' commitment. Either the

* .+ share of public spending in national income
.:.can be cut by increasing national income, or

it might be cul by reducing spending. The
* first course he ‘effectively ruled out by
. “promising years of low growth. The second
{s difficult. Sir”Geofirey inherited an econ-
omy where public spending took only 41
. per cent of national income, and his reces-
", sion has succeeded in crealing enough un-
., employment to drive that share up. For the
future, » he murmured "gently about the

.. hopes of improying Lhe efficiency of the

| .1 public sector, but the truth is that such sav-

., Ings. would -amount to relatively little. Sotto

v1 yoce, Sir Geoffrey was once again confirm-
 Ing that“the Cabinet's dries 'may have

* 1/ % shelved " the Think Tank's proposals for
education and the health service bul they

. have not yet disavowed them.

. More's the pity, then, that this report,

“*evidently regarded by Mrs Thatcher and her

. ™ ‘Treasury ministers with inlense seriousness,

. should not be regarded as serious enough 1o

*u - merit publication. Not serious enough cven

" '{o be released for the examination of the

;. Treasury commitiee of the House of Com-

g ., mons. Nol yel serious enough to wilhstand

¢« .. ., the sort of scrutiny which our fiscal experts
. _+would like to give it.

It Is highly contentious o suggest, for

" example, that the continuation of current

policies and low rates of growlth might lead

to an- expansion of the share of public

wgpending to 60 per cent of national income,

_,Wwith ‘consequent increases in income tax

 “rates, Constant tax rates should be enough

* to fund a -constant real level of public ser

. vices, unless-the number of recipients of

pensions or supplementary benefil increases.

" The former is in fact unlikely, on present

' demographic trends. The latter will only

", occur if the economy is run for the foresee-

;;able future at such a low pressure of de-

L T ——
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" continues to grow.

“compulsory health Insurance,

mand .and output that unemployment

public spending problem, but a problem of

It then becomes not a°

misguided government ‘policies. If the econ-
omy does grow fast enough to reduce unem- .

ployment, then it is true that publie
spending may still rise as a proportion of

national income. Bul thal is the political re- :

sull, observable in every developed economy
for three decades, of the fact that the de-

. mand for public services increases dispro-

portionately with rising income. . It is a
consequence of prosperity, nol an obstacle
to it. : .

From its analysis of a non-problem,'the

productive solutions. Most of its ideas would
in fact entail the same or worse services

Think Tank glides effortlessly to counter- -

laking a larger share of the national cake.

Take, for example, health care. A brutal
free market in health care would certainly

reduce - spending, but it would also leave
poor people without care and has therefore

been ruled out. ' Privatisalion” means in-
stead a compulsory insurance scheme. But
why does it make any difference, if the ser-
vice remains the same, whether it is funded

from {ax or from compulsory insurance ? .In'
practice, the burden on the individual would |

increase. The costs of collection of pre-

. miums would be greater than the cosls. of

collecting lax which has to be collecled

anyway. The Governmenl's control over

. heallh costs would vanish, to be replaced by
a system where doctors. eflectively decide.

the level of service and where consumers, -

their payments spread in thousands of pre-
miums, are powerless to resist
crease in charges.

a sleady in-

The same arglm'ieﬁt does not apply to~
private funding of higher education. ‘The .

cost per student of perhaps £12,000 for a
three year course would simply prohibit
able working class sludents from going lo

university, for fear that the indefinilely ris- '

seems (o posit would deprive them of an

" ing unemployment which the Think Tank -

opportunity to repay the loans, * Education |
vouchers " for secondary schools, however,:
would certainly increase public expenditure.’
They would be a direcl subsidy to lhose
parents currently paying school fees and pre-

sumably they would also require the expan-
sion of popular stale schools if any meaning
was to be given to Sir- Keith Joseph's pro-
mise of grealer consumer choice. Nor would
standards necessarily improve. More middle
class parents would vote with  their
children's feet for the private sysiem, leav-
ing many slale schools deprived of re-
sources or pressures for improvement. Like

o

education. *

vouchers” would be a way of spending '

more maney oOn worse services. Can that
reallv he the anotheosic of Sir Geoffvev's






ANNEX 2

The CPRS 71

1. The Central Policy Review Staff (CPRS) was founded in February 1971
as an advisory and analytical unit within the Cabinet Office, serving the
Cabinet and the Prime Minister. Its primary functions‘are to provide
collective briefing for the Cabinet and its Committeesj to prepare longer

term studies and reports; and to monitor the Govermment's central strategy.

2. The CPRS currently comprises 14 advisers and ¢ senior staff

(including the Head of the CPRS, Mr John Sparrow and the Cabinet Office Chief
Scientist) and 17 support staff. All advisers and senior staff are on
secondment, mostly for about 2 years: there are no permanent appointments.

About half come from outside central government (e.g. industry, local government).

3. Tt is not normal practice to reveal details of the CPRS!' activities.
Most of its work takes the form of confidential advice to Ministers. Some
of its reports are published, however, and some of its activities are

public knowledge.

4. Since its inception in 1971 the CPRS has published 13 reports, none
between 1971 and 1973, 10 between 1974 and 1978, and 3 since 1979.

This reflects changes over time in the balance of work as between reports
for publications and confidential advice to Ministers. The latter is now

the principal activity.
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CONFIDENTIAL l ~7 2 l

FROM: ROBIN HARRIS {<>
DATE: 22 October 1982

.

,SU?HAnkhO%j Qhuf NsSoN

M%/M6;NTFIELD*———- cc PS/Chancellor
(Miss Rutter)

LIAISON WITH OTHER DEPARTMENTS CONCERNING REPLIES ON LTPE/CPRS PAPER
MATTERS

I attach a copy of my minutes of the Chancellor's morning meeting
on 20 October. Unfortunately, I have not been able to contact you
earlier by 'phone, so perhaps I could now bring the Chancellor's

wishes on the above matter, ‘as minuted there, to your attention.

[l

ROBIN HARRIS
22 October 1982
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CONFIDENTIAL

FROM: ROBIN HARRIS
20 October 1982

CHANCELLOR'S MORNING MEETING

Note for the Record 236th meeting

Present: Chancellor
Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (R)
Mr Brooke MP
Mr Stewart MP
Mr Ridley
Mr French
Mr Harris

1. Inland Revenue Stamp Duty Review

Ministers discussed the Stamp Duty Review. The Chancellor asked
the Minister of State (R) to write a foreward to it. There was
also discussion about whether.it should be issued as a Treasury

or an Inland Revenue Paper. The Chancellor and the Minister of State (F

would give further consideration to this.

2. Public Reception of Role of Treasury Ministers, Inland Revenue

and Customs and Excise
e

-

Ministers discussed the problems which arose from widespread
misunderstanding of the responsibilities of Treasury Ministers,

the Inland Revenue and Customs and Excise. The Chancellor observed
that present arrangements were mnot always ideal from the point

of view of either Ministersor the Departments. In particular

they sometimes served to reinforce the misapprehension that the
Inland Revenue or Customs and Excise were .

responsible for tax policy and Treasury Ministers for tax administratior
Such problems needed careful consideration when deciding

who should write to the press or in whose name pdlicy documents should
be issued.

ANAVETNTNTTAT
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CONFIDENTIAL . )

3. Meeting with Party Tax Advisers

The Chancellor asked Mr French to arrange a meeting with the

Conservative tax advisers.

L, Purchase of Own Shares

The Financial Secretary would investigate whetﬁer the measures
to permit the purchase of own shares by companies had yielded

sufficiently encouraging results to warrant publication.

5. Ministerial Correspondence Unit

and
Ministers discussed the work of the Correspondence Unit/noted

that important progress had been made. The Chancellor asked

for a report on outstanding correspondence. He also observed that
it was important that the Unit should in certain cases classify key
correspondence by subject as well as by sender/recipient so that

standard letters could be retreved.

6. Letters on LTPE/CPRS Paper Issues

The Chancellor stressed the importance oftgnsuring that replies
sent by the Treasury, the DHSS and No.10/letters concerning the
recent controversy on long term public spending, the NHS and the
CPRS Paper l were not contradictory. He asked

that the necessary liaison should be established with No.10 and
the Departments affected.

7. Mansion House Speech

The Chancellor asked those present to submit comments on the

Mansion House Speech by 4.00pm today (Wednesday).

8. letters €oncerning Improvement Grants

The Chancellor said that official advice was meeded about what,

CONFIDENTIAL






CONFIDENT 1AL | \5?

if anything, could currently be said in reply to letters complaining
about shortage of local authority funds for payment of

improvement grants.

9. IFS Proposals for a New, Unified Benefit

The Chancellor noted the importance of Ministers being well

briefed as soon as the IFS's alleged proposals for a new

unified benefit were published. He asked the Minister of State (R)

to take the lead in urgently examining the issues and the Governments -

proper reaction to them.

Jo—

ROBIN HARRIS
20 October 1982

Circulation:

Chancellor

Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (R)
Sir D Wass

Sir A Rawlinson

Mr Burns

Sir L Airey

Sir D Lovelock

Mr Ridley

Mr French
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5. I you egree with this cenersl epproach, the public line

ght be that giver Zn the snsver vy Mr Fowler in July, which we
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'The Goverrent heve vo rlsne o cnange the present systerm

of firencing the N3 lzrgely froro Taxation, and will contvinue

a
o review tlie scepe for inbroducinug more cosct-con nscicusregs

e
ené consumer choice ené for increasing private provisicrn vhich

]
m

Pap = g
lrescy expeandéing".
S

I Think that this is nos

- .

Precvice, vigorous pursuit cf the ice
lixely To move S

Social security
6. CPRS put forwerd the idea of de-indexation of social security

benefits. DHSS have accepted, agsin subject to confirmation from
Ir TFowvler, that the possitilitvies could be examined by officials

d if you agree I shall stert talks with them accordingly. I
uggest that these might at the same time consider the Possibility

4]
[

s
of changing the present system as to avoid annual decisions over
restoration of shortfall or “e0ﬁverv of overshoot. This system

produces a great deal of ‘gdﬁcnu end arguably works against our
interests. Ve might, as 2 lesser messure than de-indexation, be

able to improve it.

G W IMONGER
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- From: P Mountfield
Date: 22 October 1982

& ,f”’//’&AC'S@Lff/

1. SIR ANTHONY RAWLINSON
2. CHANCELLOR OF THE EXCHEQUER . copies attached for

g Chief Secretary
Financial Secretary
Economic Secretary
Minister of State(C)
Minister of State(R)
Sir Douglas Wass

CcC =

Mr Wilding
Mr Byatt

Mr Kemp
Miss Brown
Mr Hart

Mr Spackman
Mr M A Hall
Mr Rayner
Mr Ridley
Mr R Harris

LONG-TERM PUBLIC EXPENDITURE

I put proposals to you about publicity for the LTPE exercise in my minute of 30
September (copy attached). The Chief Secretary agreed that the right tactics
were to deal with the subject in some detail in his Institute of Bankers speech,

and more briefly in the Mansion House speech.

2. In the event,it was decided not to include material in either speech.,

Meanwhile, public interest continues., We have had_EhEEEEEETBT‘EﬁEEfEEEE_Trom
journalists. There was an article in the Guardian last Monday, which challenged

the social security figures (the largest single element in the picture shown in the
LTPE report). Lady Young answered a question in the Lords last week, from Lord Wells-
Pestell, mainly about the NHS, but also touching on the existence of the LTPE report.

3 We understand tgghgi?me Minister does not want any further action on the
outstanding Cabinet remits for a few weeks. But eventually we shall have to return
to the subject. In considering this, it is useful to distinguish between:

a. Putting the facts on record,in as neutral a way as possible;
b. The political conclusions to be drawn from them.

The Chancellor's concern at this stage is, I think, with the first: to get the
facts across as clearly as possible. The water is now rather muddy,following the
'Weekend World' programme (which used figures which the authors now recognise were
inaccurate) and the various press speculations. We have identified a number of

options for publication, both short and long term.
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i. Publish the LTPE report in full. This has the advantage that it is ready,
and could be reproduced quite easily. It would mean a row with the Ministry

of Defence. It might also involve trouble with other departments, with whom

it would need to be cleared at Ministerial level.

ii, An Economic Progress Report article, based on the LTPE report. EPR

is fully subscribed up to the December issue. This means leaving it until

the New Year.

iii. A Press Statement. This could be done quite quickly, though it would

need a lot of drafting and a lot of clearance with departments.

iv. A document placed in the library of the House. This seems to have

no advantages over the other courses.

Ve A memorandum to the TCSC. We may well find that we are asked for this

anyway. No doubt we could find a way of volunteering it, if this were wished.
It carries the risk of subsequent cross-examination. We would not be able to
control the timing or presentation of the results.

an
vi. Farming out the operation to/academic or research institution, like

NIESR. This would probably take too long for present purposes, and it might

not be easy to control.

vii. A Treasury research paper. This would give us time to rewrite the

original report, in a form acceptable to departments, but making the points
which the Chancellor wants to get across. But it would take some time.

There is no need for an immediate decision. But some indication of the

Chancellor's wishes would help us to plan, and give us a line to take in dealing

with press enquiries, PQs etc in the next few weeks. Meanwhile, we have dodged
the issue in the reply which Mr Hart has just submitted to a PQ by Mr Michael
Meacher today.

£ .Qurap

PP P Mountfield
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APS/MINISTER OF STATE (C) cc PS/Chancellor
PS/Financial Secretary
PS/Economic Secretary
PS/Minister of State (RO
Sir Douglas Wass
Sir Anthony Rawlinson
Mr Wilding
Mr Monger

—MF Mountfield
Mr Goldman
Ms Seammen

STUDIES ON LONG-TERM PUBLIC EXPENDITURE

The Chief Secretary has seen and noted your minute of 25 October
recording the Minister's views on Mr Monger's minute of 22 October.
The Chief Secretary is sure that we can take account of all the

constraints and still proceed with the work.

/

MISS J M T

L/
7

CONFIDENTIAL
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From: T A A Hart A.'LLF
CONFIDENTIAL Date: 18 November 1982

<C =

hancellor

3ir D Wass

3ir Anthony Rawlinson
Mr Wilding

Mr Kemp

Mr Mountfield or

Mr Hall

Mr Rayner

Mr Ridley

PUBLIC EXPENDITURE IN THE LONGER TERM o (8{ u( -

Mr Gieve's minute of 15 November asked for a report on progress with the review

of departmental programmes which the Cabinet decided on in September.

2 Following the September Cabinet meeting, the Secretary to the Cabinet put
forward proposals to the Prime Minister for following up this remit. The Prime

Mlnlster dec1ded, however, that no formal action should be taken until after the

Cabinet dlscu361ons of the Public Expendlture Survey (Epd the recent by- e1ect1onﬂ.

o

3. These obstacles are now removed and we understand that Sir Robert Armstrong
is about to re-submit to the Prime Minister his proposals on how the exercise

might be handled. The revised timetable he is likely to put forward is:-

a. a series of early meetings with the main spending Ministers, under
the Prime Minister's chairmanship, to resolve any immediate political

anxieties;

b. formal launching of the exercise by a minute from the Prime Minister

to the Chancellor in late November or (more likely) early December;

c. colleagues to report back to the Prime Minister by the end of

February/beginning of March; and

d. these reports to be discussed by Ministers between mid-March and end-
April in time for the results to be fed, as necessary, into the 1983

Survey.

b, This timetable is convenient from out point of view. An earlier date for
departmental reports would clash with work on Estimates, the FMI and the exercise
on departmental running costs. A later date would be too close to the Budget,
work on manpower after 1984 and the arrangements for setting up the 1933 Survey.
The Cabinet Office will consult us on the detail of the timetable and the
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drafting of the Prime Minister's minute launching the exercise. We shall try

to ensure then that departments are asked to clear their replies in draft with

the Treasury before sending them in.

5. It is a pity that the timetable has had to slip, but that was probably
inevitable after the leaking of the Cabinet papers and discussions. We are
generally content, however, with the administrative arrangements which the

Cabinet Office are now proposing and we will report further to you when the
Prime Minister's wishes are known.

)

-

f’-“\\J ‘

T A A Hart
GEP1
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CONFIDENTIAL

CHIEF SECRETARY cc Chancellor of the Exchequer

Sir Douglas Wass

Sir Anthony Rawlinson
Mr Wilding

Mr Kemp

Mr Hart

Mr Hall

Mr Rayner

Mr Ridley

PUBLIC EXPENDITURE IN THE LONGER TERM

We discussed this with you on 22 November, following Mr Hart's minute of 18 November. I
have since had another word with the Cabinet Office (Mr Buckley) to clarify the plans

recorded in Mr Hart's minute.

2. The proposals have now gone to the Prime Minister, and she will probably respond
within the next two days (Sir Anthony Rawlinson tells me that Sir Robert Armstrong has just

made the same point to him). I suggest we await her comments.

3. We secured the following useful clarifications of the plans set out in Mr Hart's minute:

a. "a series of early meetings with the main spending Ministers, under the Prime
Ministers Chairmanship, to resolve any immediate political anxieties". The
Ministers concerned are Defence, Social Services and Education. The
Chief Secretary, and possibly the Chancellor too, will be ingvited to each
meeting. There will be no special papers, beyond the existing LPPE report and
the CPRS report. The objective is to "sell” the operation to the ministers
concerned. Your aim will no doubt be to ensure that no options are ruled out at

this stage.

b. "formal launching of the exercise by a minute from the Prime Minister to the
Chancellor in late Novermber (or more likely) early December." We are
promised that we shall be shown this in draft, and we shall of course show it to
you before clearing it. The draft will say that departmental responses to the
exercise should be discussed with Treasury Ministers. This would meet your

anxieties. I still think there is a risk that this will commit you too early, and
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that you might do better to limit this to "discuss with the Treasury". Officials

would keep you informed, and you could intervene where you judge this
necessary. But you could keep your powder dry to a later stage if you thought
this best.

C. "Colleagues to report back to the Prime Minister by the end of
February/beginning of March". This does not specify a parallel report by you;
but you would be able to submit one if you wished: this might cover both the
overall position revealed by departmental reports, and any points of
disagreement with departmental ministers. When we see the draft instruction
from the Prime Minister, you might want to consider whether to suggest one
addition: that she will look to you for an analysis of the results. On the whole, it

might be better to leave this unspoken for the moment.

d. "These reports to be discussed by ministers between mid-March and end-April, in
time for them to be fed, as necessary, into the 1983 survey." Cabinet Office
have deliberately not specified how this would be organised. It might go straight
to full Cabinet; or there might be a series of separate discussions with one or
more groups of individual spending ministers. I think this is right: keep the

option open until we see what the results look like.
This seems to me (and to Sir Anthony Rawlinson, whom I have discussed it briefly) pretty

satisfactory. You might like to discuss with us again once we have the Prime Minister's

comments on Sir Robert Armstrong's submission.

[

P MOUNTFIELD
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Chancellor of the Exchequer 23

cc -

Chief Secretary
Sir Douglas Wass
Sir Anthony Rawlinson
Mr Wilding

Mr Byatt

Mr Monger

Mr Kitcatt

Miss Kelley

Miss Brown

Mr Hart

FOLLOW-UP OF CABINET DISCUSSION OF LONG TERM PUBLIC EXPENDITURE

Tl{e Prime Minister has arranged a series of meetmgs with the mam spendmg Ministers to
dxscuss the follow- -up to the dlscussmn in Cabinet on 9 September The Ministers involved
are Slr Kelth Joseph (7 Dec, llam) Mr Fowler and l\ml‘i Dec, 9.30 and 15 Dec 5. 30.
The sequence of the last two may be reversed). You and the Chief Secretary will be invited
to each meeting. This is by way of a general background brief. The Chief Secretary asked
for it well in advance. Specific briefs on the four subject areas (Education; Health; Social
Security; and Defence) will be prepared well ahead of each meeting, so that further material

can be commissioned if required.

2. Papers. The only paper formally before the meetings will be the original

interdepartmental report on long term trends in public expenditure (which you circulated to
Cabinet in July).The CPRS paper on options is technically a non-paper, but will be in
everyone's minds (and no doubt in their briefing folders too). Both are in some respects
slightly out of date, and the detailed Divisional briefs will comment on any changes. No 10
have asked us for a sight of your briefing, and an edited version of the Divisional notes will

be sent separately to Mr Scholar.

3. Purpose. Strictly, these meetings are unnecessary. There has already been a Cabinet
decision that each departmental Minister should review his own programmes, and report to
you, by an unspecified date, on the results. With the Chief Secretary's approval,
Sir Robert Armstrong has suggested to the Prime Minister that she issue further instructions
to Ministers about the preparation of their report. These will contain two points: a
timetable (end-March suggested) and a requirement that they consult Treasury Ministers on

the preparation of their report. This is satisfactory.
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Objective

4. This series of meetings is designed to soften up the three big spenders. Without their
support, the operation will not work. Your main aim, I suggest, should be to ensure that no
sacred cows are prematurely identifed. Given the Prime Minister's concern about the NHS,

this may be difficult. But we want to make sure that the Ministers concerned:
a. do not close off any options at this stage, and

b. if possible put their personal weight behind the exercise and encourage their

officials to cooperate fully with the Treasury.

Background

5. Since the September meeting, there has been no real action. The Prime Minister (we
understand privately) did not want to stir this up before the Cabinet discussions on the 1982
Survey, nor to risk any adverse publicity while thg"twi)gﬂt_@&ﬂmna_&ggggﬂg: The
leaks of the CPRS Report did not help. Nevertheless, even the first stage achieved one

success: the speeches at Brighton_cgail_taﬁ?ed no fresh pledges which would limit the scope for

reducing pﬁ:t;l_ic expenditure in the next Parliament. We suspec_tﬂ ‘that it_“a_ls_o__hélped in
creating the right atmosphere Tor the 1982 Survey.

The General Picture

6. Since then there has been one further round of press comment, based on a leaked
version of the LTPE report which got into the hands of the Times. The main argument was
that the Treasury had cried "wolf" too soon. We had over-estimated the burdens of defence
and education and exaggerated the size of the tax gap. I attach an earlier note by Mr Hart

analysing and refuting these arguments.

Public Education

7. Cabinet also gave you a remit to consider how to conduct a campaign of public
education on the subject. You and the Chief Secretary have both considered public speeches
on the subject, but have on each occasion decided that the time was not yet right. You may
now feel that the issue has been sufficiently ventilated, and that for the moment enough has
been said in public. If so, you might like to use the opportunity of one of these meetings to
secure the Prime Minister's agreement (which will probably be given readily). We could then
"sign off" the Cabinet remit. Meanwhile; we have a ready-made speech on the stocks which

could be used on some suitable future occasion if you wished.

Timetable

8. . Sir Robert Armstrong's proposal is that the reports should come in at the beginning of

March, and be discussed in Cabinet between the Budget and say end April. The idea would

be (depending on the timing of the Election) to feed the results into the 1983 Public
— S S -—







S

to feed the results into the 1983 Public Expenditure Survey. Alternatively, the material

would be available for any post-Election review of policies and expenditure plans.

ks

P Mountfield
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FROM: G W MONGER
DATE: 30 NOVEMBER 1982

S

MR KERR cc PS/Chjel Secretary
Mr IJéuntfield

STUDIES ON LONG-TERM PUBLIC EXPENDITURE

The Chancellor might find it useful to see again before his discussion
with the Prime Minister this note about work on long-term public
expenditure on health and social security. I understand that this
subject was mentioned at his meeting this afternoon. I would suggest
that it is important that the Ministerial exhanges about to take place
should confirm that the work described in the note should go ahead.

Qan

G W MONGER
ENC.
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¢ FROM: MISS M. O'MARA
30 November 1982~
cc: Chief Secretary

Sir Douglas Wass

M ot Sir Anthony Rawlinson
Mr. Wilding

MR. MOUNTFIELD Mr. Byatt

L///ﬁ/ Mr. Monger

Mr. Kitcatt
Miss Kelley
Miss Brown

Mr. Hart

FOLLOW-UP OF CABINET DISCUSSION OF LONG TERM PUBLIC EXPENDITURE

At the Chancellor's meeting this afternoon, it was agreed that the

Treasury should take eVery opportunity to build up the long term

public expenditure argument but that the whole picture should

. not be revealed on any one occasion. A Parliamentary debate on

the Public Expenditure White Paper would provide a very suitable
occasion for pressing the message home. There would be problems
in publishing an article on the subject spontaneously, in the
EPR or elsewhere, since this would require clearance with other
Departments, but the Treasury could well produce much of the same
material without such difficuléies in response to requests from

Select Committees.

2. The Chancellor said he thought it would be helpful if he
were to have a preliminary run over the ground with the Prime
Minister before she held her meetings with the main spending
Ministers. He would therefore be grateful if he could see the
briefing supplied for these meetings sufficiently well in advance
to enable him to do this. More generally, he would be grateful
if officials could provide him and the Chief Secretary with a
selection of points tc make to colleagues in the big spending
Departments on every suitable occasion. It would also be
impcrtant to identify areas in which Ministers should avoid
entering commitments in the pre-Election period. On defence in
particular, the Chancellor thought it should be possible to enlist
support from other Finance Ministers to ensure€ that the
commitment to 3 per cent growth in defence programmes not
extended beyond 1985-86. He would be grateful if the point
could be covered in his briefing for future international meetings.

M
MISS M. O'MARA






