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To: MR LﬁNK;!TER

From: SIR KENNETH BERRILL

Cash Limits and the Rate Support Grant

1. In E(79)46 the Chief Secretary discusses three options designed to
impose an effective financial discipline on local authorities (both on pay
and total expenditure) while preserving reasonable equity between one

authority and another,

s We in the CPRS have one or two comments which the Prime Minister

may like to take into account:

Option [ - Cash Limits on the Total Expenditure of Individual Local Authorities

(i) This would be both dirigiste and a major constitutional change.
(ii) The Government would, in practice, be largely powerless if the cash

limits were disregarded on a significant scale.

(iii) Cash limits are not, for individual authorities, necessary to encourage
responsible wage settlements since local authority pay bargaining is handled

centrally.

All in all we suggest that this Option is not a runner.

Option II - A Sliding Scale Cash Limit

There are two versions -
(i) A sliding scale related to pay. This would link the national RSG to the
way local authorities as a group acted on pay. The Chief Secretary suggests
that this would link the Government too closely with individual pay settle-
ments. We are not clear why this should be so. The taper in the rate of
grant could be related inversely to the weighted average of all local authority
pay settlements: this would still allow variations from one group to another

and the Government need not be involved.

1
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(ii) A sliding scale related to rates. We assume that under this system
the distribution of the R5G would be related to rating decisions of individual
local authorities, There would undoubtedly be an element of rough justice.
Some authorities may need to raise their rates substantially for 'respectable’
reasons, But the Chief Secretary has not shown to what extent such
inequities could be reduced by refining the formula and the present formula

is already something of a lottery.

It is true that under both (i) and (ii) the local authorities would be uncertain
about the amount of grant they would receive. But this is only one additional
uncertainty to add to the many uncertainties they already work under and is

not a knock-down argument.

We suggest that these Options should be examined rather more carefully
with some arithmetical calculation of the likely conseguences under different

formulae.

Option IIl - A Single Cash Limit - as at present

If a sliding scale is impracticable Option III will have to do. It
provides nationally a reasonable incentive for responsible pay bargaining.
It is clear-cut and consistent with an arm's-length relationship. It is what
the authorities are used to. But, by itself, it does not do much to influence

expenditure decisions or to penalise the spendthrift authorities.

The position would be much improved if one could incorporate some
features of unitary grant under which the level of grant for each authority
would be related to an assessment of need. The feasibility of this should

be thoroughly explored if Option III is adopted.

I am sending a copy of this minute to Sir John Hunt.

K~

28 September 1979
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Rt Hon Nicholas Edwards MP

Secretary of State

Gwydyr House

Whitehall

LONDON

SW1A Z2ER 24 September 1979

N

You minuted the Prime Minister on 11 September about Welsh probdems

in accepting the reductions in public expenditure for the years after
1980-81 proposed in C(79)135.

As you said in your minute, it was not appropriate to take up time
at Cabinet discussing your minute. You intended it mainly as back-
ground to the bilateral discussions which were to follow. It may

be helpful if, by way of further background to the bilaterals, I set
out our views.

You quite rightly emphasised the need to bear in mind the political
consequences in Wales of public expenditure policy as of any other
aspect of UK Government policy. You also accept the need to play

a full part in making the necessary public expenditure cuts required
to restore the economy. But you seem to be regarding the longer
terms cuts - in the years after 1980-81 as in some sense different
from or less important than the decisions we have already taken.

As our paper shows, and as Cabinet reflected in its endorsement of
the aggregate levels of expenditure (and the broad priorities between
programmes) proposed in our paper, our policy for the years after
1980-81 had to be the same as for this year and next, Unless we can
stabilise the size of the public sector and so enable the economy

as a whole to grow, we will not be able to help Wales or any other
part of the United Kingdom effectively.

You mentioned administrative changes which you thought were needed

in order to fulfil the commitment to develop separate and distinctive
Welsh ways of doing things which properly reflect the social,
geographical and economic problems of the principality.

SECRET
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You first proposal - to establish a single Welsh public expenditure
programme and matching estimate and cash limit structures - is being
examined by officials, who will report during the autumn.

Your second suggestion was for a separate unitary grant for Welsh
local authority expenditure. Michael Heseltine's general proposal
to change from rate support grant to unitary grant is now being
studied. No doubt the question of establishing a separate unitary
grant for Wales will be covered when a paper is put to Ministers.

Your third point about administrative matters was to stress the
importance of the continued existence of certain Welsh bodies. This
can be considered as part of the review of non-departmental public
bodies now being conducted by Sir Leo Pliatzky. i

You mentioned three specific problems which you wanted us to take
especially into account in deciding about the levels of public
expenditure in the later years. These were the consequences of
steel and coal closures, the commitment in the manifesto for Wales
about the road programme, and the need for financial support for the
Welsh Language.

I recognise your difficulty about steel and coal elosures, and for
this reason we allowed an extra £2 million for remedial measures to

be taken by the Welsh Development Agency in 1980-81. In our proposals
to Cabinet we made the same provision for the next two years, and I

do not think that we can go further. But if you take the view that
the Welsh Development Agency shoula do more to clear derelict land

and build new factories in closure areas I would have no objection

to this provided that you can make offsetting economies in other
Welsh programmes.

In relation to roads, I cannot accept that the Welsh road programme
should not take a comparable reduction to that proposed for England.
Central government expenditure on road construction and maintenance
in Wales has shown a 56 per cent increase between 1974-75 and
1978-79 compared with a 38 per cent fall in England over the same
period. Local authority expenditure on roads in Wales, though not
increasing, has not fallen-to anything like the same extent as in
England. The forward plans of the previous adminstration would have
perpetuated this disparity, with central government road expenditure
in Wales growing by one-third to 1982-83 on 1978-79 compared with an
increase of one-fifth in England. A percentage reduction similar to
that applied to England would therefore be relatively easier for the
Welsh road programme to bear. I know that the cuts I am proposing

SECRET
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will face Norman Fowler with some unwelcome decisions over the
postponement of much needed and economically valuable major schemes.
But these are necessary in the wider economic interest. I cannot in
equity allow the Welsh programme relief which I am not prepared to
concede to England. Furthermore, you have the opportunity, which
Norman does not, of re-ordering priorities within your total expendi-
ture so as to give some relief to your road programme should you
choose to do =o.

As you recognise, existing support for the Welsh language consists
largely of subsidies for publications in Welsh that would otherwise
be uneconomic. And the proposals for bilingual education would add
considerably to unit costs. On value for money grounds, therefore,
these would be the first places we would be looking to for the
savings in public expenditure upon which we have decided. I can well
understand that, even given the special considerations in your mind,
you may have difficulty in protecting the S% million you have ear-
marked already. That does however at least begin to undermine your
argument for finding £2 million more, which is the political desira-
bility of resisting natural decline and trying to keep the language
alive, Furthermore, that argument is essentially one which concerns
the Welsh priorities, not priorities as between your programme and
other programmes. It =eems to me therefore that, whatever allocation
you secure overall must be made to contain whatever special measures
you regard as essential for the survival of the Welsh language.

You also argued that the needs assessment study should be taken into
account when assessing Welsh expenditure in the later years. This
study was of course neither intended nor designed to determine
expenditure allocations. It had the more limited aim of providing

a background for considering allocations by assembling available
objective information on expenditure needs, which is far from the
whole story. Further, the =tudy concerns the shares of the four
countries within a given total of public expenditure. In my view

it would not be appropriate to take account of it for one country -
and not for the others.

In any case, I think that your minute overstates the significance

of the study's results in relation to Wales. The study concludes
that for the programmes covered - those listed in your minute plus
Law, Order and Protective Services - Welsh expenditure needs per
capita were 109 in 1976-77 compared with England's 100. On the
same basis, the figure for actual Welsh per capita’ expenditure in
that year was 106, Further, thé study suffers from admitted weaknesses
in its statistical base: the report on the study recognises that it
is a long way from providing an ideal or ungquestionable means of
expressing relative needs. It seems to me therefore tuat a good
deal more evidence is needed before we can be sure beyond doubt that
there is significant under-provision for Wales.

SECRET
-3 -
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I should like to be more helpful than this, but I do not =ee the

Welsh case as any stronger than the which have been made by
other spending Ministers for relaxation of public expenditure r
constraints. The fac s that we can all think of reasons why it

would be an excellent thing to increase public expenditure; but our
overriding need is to reduce it. Wales will be the beneficiary,
along with the rest of the UK, of our success in encouraging the
private sector and so stimulating the economy.

I am copying this= letter to the Prime Minister, other Cabinet

Colleagues and Sir John Hunt.
f"vé'\

JOHN BIFFEN

SECRET







10 DOWNING STREET

From the Private Sccrelary 21 September 1979

D_A\_.,h " f"r.'--"'l.:'\ 'i_.ﬂ,-\_..:.

Thank yvou for your letter of 18 September about the
publication of the White Paper setting out the outturns Ior
cash limits in 1978/79.

I have shown this to the Prime Minister, and she is con-
tent for the White Paper to be published on the basis of the
draft enclosed with your letter - subject to any comments
from other Ministers.

I am sending copies of this letter to the Private

)
Secretaries to members of Cabinet and to Martin Vile (Cabinet
Office).

A. C. Pirie, Esq.,
Chief Secretary's Office,
HM Treasury.




Extra ct from a speech by Mr. Michael Latham M.FP. {Melton) to Charnwood
Conservative Borough Councillors at Quorn Conservative Club on Thursday,
2Gth September at 7.30 p.m.

Release Time: 1930 hours on
20th September.

"When the Government took office four months ago, they took over from a

Socialist administration under which, in 5 years:-

- prices more than doubled.
- unemployment alsc more than doubled.

- manufacturing output actually Eell.

At the time of the Election, the annual inflation rate was just moving
over 10%, and set to rise rapidly. The money supply was out of control.
Public spending was soaring uncontrollably. All the economic signs were
bad, and getting worse. 1f Labour had won on May 3rd, and Mr. Healey had
introduced his 15th Budget, it would have contained sharp tax increases,
big cuts in public spending, and higher interest rates. He knows that is

Erue.

Sir Geoffrey Howe could just have done the same, and blamed it on the
Socialists. Instead, he carried chrough the biggest income tax cuts there
have ever been. He doubled the tax allowances compared with what Mr. Healey
had promised, thus helping the low paid by taking over a million out of the

tax net altogether. And he gave the largest pension increase ever.

A Healey Budget would have put up the taxes without cutting income tax as well.
And Britain would have continued her steady decline. Under Socialism, she
was already the 7th poorest mation out of the 9 members of the Common Market.

And what sort of a place is 7th ocut of 9 for our proud people?

When Councillors wrestle with the need to make economies this year and next,

let them remember this simple truth. There are no cuts in real spending

levels compared with previous years at all. The intention is to hold public

e —

spending steady this year and next year, rather than letting it soar up as in

1974, 1975, 1976 and 1978. Public spending can only be paid for in 5 ways -

by more taxes, more rates, more charges, or by borrowing or printing the money.

—

All of those make inflation worse. And all make the nation pooraer.




L]

In December 1976, the International Monetary Fund forced the Labour

Government to make huge cuts in their planned levels of public spending.

But the world did not come to an end. In fact, inflation, unemployment
and interest rates all fell in 1977. Atas, once this happened, Labour I

started spending again. And so things got worse in 1978 and early 1979. ['

There is a lot of Socialist synthetic indignation about public spending
at present. The national interest demands that it be curbed, just as it

was under Labour in 1976. The difference is that this time the Conservatives

intend to see things through."

B—
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KINUTE FROI! THE FRIME MINISTER TO THE HOME SECRETARY

Copies to: other Hinieters named.

RATE SUPPORT GRANT, 1980-31.

Ae you Imow from our discussions, both about public expenditure and about
pay and cash limits, the Rate Support Grant negotiations for 1930-51
are likely to be very important and very difficult. Whatever we decide
about the unitary grant in later years (which you are considering in H
at the moment) this year's negotiations have to take place within the
present ground rules. 1 understand that work is already well-advanced in
the Department of the Environment and in the Treasury. But there are a lot
of difficult political decisions still {to be taken. I think these need
careful preparation before they come to Cabinet. I should therefore be

a
grateful if you would iake the chair of i#ksw small group of the Ministers
concerned, to produce agreed recommendations. I should like the other
members of the group to be the Secretary of State for the Environment,
the Secretary of State for Scotland and the Secretary of State for Wales,
as the 'leocal authority' Ministers; the Secretery of State for Education,

the Secretary of State for Social Services, the Secretary of State for

1
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Transport and the Secretary of State for Trade (each of whom is responsible

for one or more of the services provided by local authOrities); the

Lol
Ful md® £ R frp—— k2 L= o+ = it d
Chief Secretary, Tren._.u_;\J n - » and —ties

he Secretary of State for Industry. The Cabinet Office

will provide the Secretari Your aim might be to produce a report

for Cabinet on 25 October, starting work immediately after the Party

Conference. lo doubt the Department of the Environment could produce

~

ectual papers for a

meeting very early in the week beginning 15 October.

am sending copies of this minute to those linisters named aboveyg

B O T

I

Lav™- (N
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THE PRIME MINISTER

Personal Minute

No.

] E'j_:.'. J.. 'f-: ECI ::1:

Rate Support Grant, 1980-81

;]

As you know from our discussions, both about public expenditure
and about pay and cash limits, the Rate Support Grant negotiations
for 1980-81 are likely to be very important and very difficult.
Whatever we decide about the unitary grant in later years (which
vou are considering in H at the mement) this year's negotiations
have to take place within the present ground rules. I understand
that work is already well advanced in the Department of the Environment
and in the Treasury. PBut there are a lot of difficult political
decisions s1ill to be taken. I think these need careful preparation
before they come to Cabinet. I should therefore be grateful if you
would take the chair of a small group of the Ministers concerned,

te produce agreed recommendations. I should like the other members

of the group to be the Secretary of State for the Environment, the

Secretary of State for Scotland and the Secretary of State for Wales,
as the 'local authority' Hfﬁ?gturs; the Secretary of State for rs
Education, the Secretary of State for Social Services, the Secretary

of State for Transport and the Secretary of State for Trade (each of
whom is responsible for one or more of the services provided by local
authorities); the Chief Secretary, Treasury; and the Secretary of State
for Industry. The Cabinet Office will provide the Secretariat. Your
aim might be to produce a report for Cabinet on 25 October, starting
work immediately after the Party Conference. No doubt the Department
of the Environment could produce factual papers for a meeting very

early in the week beginning 15 October.

/I am sending




S

I am sending copies of this minute to those Ministers named

above and to Sir John Hunt.

19 September 1979

COMFIDENTIAL




Ref: A0260

CONFIDENTIAL

PRIME MINISTER

Nationalised Industries' Cash Limits and Performance Targets
for 1980=81
(E(79) 35)

BACKGROUND

This paper runs parallel to the one on Cash Limits for Central and
Local Government (E(79) 34) which is also on the Agenda, But the nationalised
industries are in a different situation, operating in a commercial environment,
and with a financing requirement which is the product of a good many factors:
Revenue; Expenditure; Investment; etc. Cash Limits are thus a much less
precise instrument, and more difficult to bring to bear in pay negotiations.
Conversely, managements have a lot more flexibility in adjusting the other
components to accommodate pay increases. The Committee ccnsidered-all
these points in July, when it agreed (E(79) 4th Meeting) to extend the 'Option A’

approach to the nationalised industries, by setting cash limits which would

impose some discipline on pay negotiations. This approach is entirely

consistent with the Government's other plans for future relations with the
industry, which are being considered separately by Sir Keith Joseph's Group.
2. Like the other paper (E(79) 34) before this meeting, the present

paper seeks decisions on method, and proposals for precise cash limits will

—_—

come up for approval later in the autumn,
HANDLING

S Tweo groups of Ministers are involved, You might start by asking
the main protagonists - the C_hanccllor. the Secretary of State for Employment
and the Secretary of State for Industry - to speak generally. You could t_;en
call on the Ministers cancerr;m‘_indiﬁdual industries (for the most part,
represented by substitutes on this occasion). Those involved are: Mr, Moore
(representing the Secretary of State for Energy); Mrs. Oppenheim (represent-
ing the Secretary of State for Trade); M. leonmath-Clerie (representing the
Minister of Transport) and, on a small scale, the Secretaries of State for
Scotland and for the Environment, ,"_E‘he Secretary of State for Defence, if he
stays for this item, may wish to raise a point about the Royal Ordnance:

Factories - see below,]
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4. The followi ng main points seem likely to arise:=

(a) The 'Option A' Approach, Ministers were broadly satisfied last time

that this should be extended to the nationalised industries. Nothing
in this paper throws any serious doubt on the earlier decision.
Consultation at official level does not suggest any major disagreement.

(b) Setting the Limits. The Treasury propose starting with a 'rule of

thumb' that the increase in pay should be somewhat less than the

e —

expected increase in the RPI. This would then be worked out case

by case for the individual industries., The paper discards the
alternative approach of deriving pay increases from the target
increases in money supply. (I'm sure this is right: but it is odd to
find the point arising almost casually in a paper about nationalised
industries, and not in the main paper on cash limits.) Broadly
speaking, the rule of thumb would put a lot of pressure on coal and rail,
and probably on Posts; but would cause little problem for gas,
electricity, airways, or telecoms, where substantial productivity
gains can be foreseen and where, apart from airways, a good deal of
price flexibility is available. In the case of steel, all this is swamped
by the very much larger economies being sought in the run-down.,

You might guide the Committee broadly to approve this 'rule of thumb'
approach, subject to seeing how it looks in ite application to individual
industries.

(c) Particular Cases. You will want to discourage detailed discussion:

these issues will arise later, But there are some particular points
which may come up. On coal, it will be very important to make sure
that Mr, Howell (when he gets back from Brussels) circulates his

paper on Coal for the E meeting on 27th Septernber, This paper

— —_—

will touch on the initial response to the NUM pay claim. This reply

may well have to be made before cash limits can be set for the NCE,
. S ———

But the tactiés are, | understand, to defer any positive response until

much later in the year, despite the NUM claim for restoration of the

lst November settlement date. Mr. Howell must carry his
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colleagues with him on this key negotiation, Mr. Howell (and in his
absence Mr. Moore) 3huuld;150 cal;luﬂ-idcr how the rules should apply
to the Atomic Energy Authority: is it to be treated as a nationalised
industry, or does it fall under the Central Government procedure
already discussed under Item 1? (The latter seemns appropriate. )
Finally, the Secretary of State for Defence may suggest that the
Royal Ordnance Factories should be treated by an analogy with the
natiana]ised_indus;ri;s-. The analogy is not exact. In any case, the
Cabinet has already commissioned work on decentralisation of Civil
Service pay negotiations, which is especially relevant to MOD's
problems. You will not want to anticipate the results of that review,
(d) Procedure. There should be no difficulty in agreeing that the
Chancellor should come forward at the end of October with specific
figures, following discussions among officials a-:;d_with the industries.
[Ih_;:;actice, the Agenda is likely to be very crowded at the end of
October, and the decisions could slip into early November; but you
might say that it is important to have proposals ready before the end

of October. )

(e} Infoermation Flows. The Chancellor makes specific proposals for

keeping in touch with pay negotiations and monitoring cash flow in

the nationalised industries, Here he is in dispute with the Secretary

of State for Industry (the exchange of letters is annexed to the paper).
R

Underlying this disagreement of principle is__a. particular case, It

concerns the UPW settlement, where apparently the Post Office

agreed to rl:-;;;;-the postal workers' pay settlement, without telling

the Departr:-e-n-;;_ breached the c ash limit in consequence; and left it

too late to take account of this in the recent round of postal charges

increases. The Secretary of State for Industry is about to write to

you and other Ministers, suggesting corrective actions. You may

not want to get drawn into a discussion of the particular case; but it
underlines the need for fairly close contact with the industries,

despite some Ministers' wish to disengage completely from pay
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negotiations and rely wholly on cash limits. Itis no use relying on
cash limits if the industries choose to disregard them.

(f) Presentation. You might ask the Chancellor to consider, before the

next meeting, just how these cash limits would be presented. Would
the Government explain the rationale of the 'rule of thumb'? or would
it say that it could only afford so much (£X million) for nationalised
industry finance, and that the industries must find the rest themselves?
Or would it say that it had set a cash limit appropriate to the
circumstances of each individual industry, and try to aveid a
detailed discussion? The public stance is important, as the
Chancellor himself recognises in his 'general' paper (C. 6(d) of
E(79) 39).
CONCLUSIONS
5, I think the conclusions could follow those set out in the Chancellor's
covering note (paragraph 10 of E(79) 35);
(i) To agree, for the purpose of discussions with the industries,
the 'rule of thumb' and 'broad approach' set out in the paper.

(ii) To agree that discussions should now begin with the industries
on the make-up of the 1980-81 cash limits on the lines set out
in the paper.

(iii) To invite the Chancellor to bring forward proposals for cash
limits at the end of October; and that these proposals should
extend to presentation as well as substamce.

(iv) To agree that the nationalised industry chairmen should
inform Ministers of their intentions before beginning pay
negotiations; that arrangements for monitoring cash flows
should be strengthened as necessary to make cash limits
stick; and to ask the Chancellor to arrange for this in

consultation with other Ministers concerned.

by

(John Hunt)

19th September 1979
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PRIME MINISTER

1980-81 Cash Limits and Pay
(E(79) 34)

BACKGROUND

At its previous discussion (E(79) 5th Meeting, Item 1) the Committee
agreed to adopt ‘Dmﬁ' (which means setting cash limits in advance of pay
negotiations) rather than Option B (setting them in the light of the outcome of
pay negotiations) in order to put pressure on the negotiators to take account of thd
economic realities. But it wanted this approach to be applied flexibly, It
asked for some detailed examples. It was also worried that Option A
inevitably led to the creation of a 'norm'. This paper from the Chancellor
deals with both worries, He has also circulated a separate paper (E(79) 35)
about the way Option A would apply to nationalised industries which will be
considered under the next item on the Agenda, and a further paper (E(79) 39)
about 'Handling Public Sector Pay in the Context of Cash Limits'. You did not
like this latter more general paper, but agreed that it might be listed on the
~Agenda as 'also relevant'. There are nevertheless one or two recommendations

in it which it would be useful to pick up.

2. The two main papers are about methodology. They do not propose hard
—

numbers for next year's cash limits, or disclose the Chancellor's implicit

'pay norm'. He will defer making firm proposals on these until the end of

October, when he has the short-term forecasts for next year., But decisions
are now urgent on the methodology if the necessary work is to be completed on
time. In addition, Ministers must settle their approach to the proposals for a

'sliding scale' formula for RSG - or decide on an alternative - if these are to be

introduced in this year's negotiations. And they must also take a view on the

proposal for a 'global' cash limit for the Civil Service. Altogether there is a

formidable amount to be done and this is why we have had to take these papers

at the present meeting, even though the attendance is a bit thin. (There would
have been no problem, had the Chancellor brought his papers forward last week
as he originally intended: but as you know, he had difficulty in settling them

internally and asked for a week's grace.)
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HANDLING
3. After the Chancellor has introduced his paper, you might seek to break
the discussion down into its component parts:-
(a) Publicity. This is, in a way, the easiest part. The Chancellor
concludes (paragraph 5 of E(79) 34: and paragraphs 24-27 of the
Note by Officials which he circulates) that there is no way of keeping
secret the pay assumptions underl ying cash limits., He is right, at
least for local authority, National Health Service and Central
Government Services (concealment will be much easier in some of the
nationalised industries) and the Committee will no doubt accept his

conclusion. To do so does not, of course, mean applying a uniform

'norm' across the public services, There will be room for offsets

and increased efficiency, as the rest of the paper makes clear, But,
e

at least while nationally-negotiated scales remain, the Government

will have to make plain the maximum increase it is prepared to finance.

The alternative would be to abandon the Tr:li:!;:i]_:.ulin«f: of cash lirmits'

approach, and to revert to 'Option B' with all that entails,

(b) General Approach. Given that Option A stands how is it to be applied?

There are two specific proposals for greater flexibility: the RSG
sliding scale, and the global cash limit for the Civil Service. I
suggest that you leave these two till the end of the meeting. The

important thing is to get agreement on the general approach, The

Chancellor's line is to set cash limits which will put some pressure

on negotiators, but to do so as close as possible to the negotiations

themselves, and case hx case., He suggests starting with the local

aut.horities,, moving on to the Health Serviccs{and leaving the Civil

Service to the end.ﬂ The other groups will be slotted into this
programme, and the nationalised industries would be settled
Baparately,’ There are three snags in this approach which will
probably emerge in the discussion:-
(i) Timetable., In practice, the local authority and NHS unions
will negotiate together (as they did last year). The argument

will essentially revolve around updating Clegg. Although




CONFIDENTIAL

there is a month between the two lots of negotiations (Local
Authorities in November, NHS in December) they will telescope. :
So, whatever pay increase Ministers build into the R5G settlement

for the local authorities will in practice become a limit for the

NHS as well.

(ii) Quantum, Cabinet has decided on the volume of public expenditure
next year, It now has to translate this into cash terms,
Paragraphs 4 to 9 of the 'note by officials' set out very clearly
the general method used. The figures are only illustrative.
However, it is pretty clear already that straight adjustment of

the volume figures agreed by Cabinet in line with wage movements

will leave the Chancellor very little scope for tax cuts in the
Budget if he is to stick to something like the present monetary
targets. The Committee is not asked to form a view on numbers
at this stage. But I think you should caution against any easy
optimism. Although the Committee agreed to maintain Pay
Research in the Civil Service, there are some hard decisions
ahead, A trade-off between increased pay and jobs may be
—
inevitable if everything else (fiscal and monetary policy) is to be
g = e —

held constant, i,e. the decision on cash limits may well carry an

i-mplic-iI dgsion to cut volume spending next year below the
totals already agr;ee:_d_ wheﬂler_in the Local Authority, NHS or
Civil Service fields. Itis also possible that some colleagues
may argue that the pay cash limit should be set as much in

relation to monetary targets as to the forecast outcome of pay

negotiations, with or without an offer. Paragraph 18 of the paper

on nationalised industries dismisses this approach for them and
the arguments against attempting it this year for the public
services proper are even stronger. But if the point is made, and
survives discussion you might say that it is a question to be

considered when precise figures come up for decision in October,

R
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(iii) Effectiveness., It will not be easy to carry conviction with the

trade-off argument in pay negotiations. The problem is
particularly acute in the Civil Service (Lord Soames' minute
to you of 14th September makes the point). The scope for
negotiating about the PRU findings is narrow - pe rhaps one
EE—
per cent either side of the median - within the framework of the
current pay agreement with the staffi. So any significant
undershoot between the amount allowed for pay in the cash limit
and the outcome of Pay Research can only be compensated for by
further staff cuts, But it is already clear that there will be
trouble enough in securing planned manpower savings next year -

and not simply through staff resistance. The present national

pay negotiations are of course conducted horizontally, with the

main Civil Service unions, whereas staiff cuts will be decided
vertically, Department byDepartment., It will be difficult
enough to demonstrate causes and effect to the pay negotiators,
but colleagues in charge of the main employing Departments may
also be very reluctant to face the consequences for their own
operations.
(c) Flexibility. Despite the Committee's general support for 'flexibility'
there are only t:«i‘speciﬁc measures proposed here, and both have
their problems:=-

(i) A Tapering RSG. You originally wanted a cash limit on local

authority expenditure and this remains an alternative which

you may want to explore. The present proposal, rather

ingeniously, seeks to get the same result by a different route.

In fact, in the worked example given in Annex B, it is even more
e ——

stringent than a cash limit on expenditure. (But this all depends

on the precise taper chosen: the scheme could be made more or

less penal by varying the percentage cut-off point.) The

necessary legislative powers are already being taken in the




CONFIDENTIAL

Local Government Bill. The Department of the Environment

= lare fairly confident that the scheme can be made to work,

(You will want to get Mr. King to confirmthis.) The difficulty

is twofold. The scheme would further penalise local authorities
who either already suffer from the distribution formula or would
suffer from any change in it. (A shift from Cities to Shire
Counﬁés would force the forrﬁer to put up their rates anyway:
they would be further penalised ﬂlrough- this s;hernc- Ec; doi:?é
just that.) The second problem is effectiveness. Those
negotiating national wage agreements are a long way from the
local authorities who, individually, would have to choose between
rate increases and job v.-:uts. Sl;:le political skill will be needed
to getthose authorities l_i]r-:el;»,r to suffer most to put pressure on
the LACSAP negotiators. This is for Mr. Heseltine and Mr. Kin

(ii) A Global Limit for the Civil Service. This scheme, too, is

ingenious, and designed to import a measure of flexibility to
cope with the practical problems of enforcement - see
Lord Soames' minute once more. Butit may be too lenient for

some Ministers tastes, They will argue that a single cash limit

for the whole Civil Service puts no pressure on individual union

negotiators and that more fragmentary cash limits are therefore
to be preferred. Against this, it ;:a.n be argued that, because
the actual rates of pay next year will be determined within fairly
narrow limits by Pay Research, it should be unrealistic to
expect cash limits as such - global or otherwise - to exert much
influence on the negotiations, On this reading, the union
negotiators are more likely to go for what they can get from PRU
and leave it to Government to decide how to finance the outcome,
They will know that Governments find cutting staif at least as,

if not more, painful than does the staff. And they will not be

particularly concerned by the prospect that the Government may
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have to break its own cash limits. Seen in this light a global
cash limit may be more a device to ease Government's problems
in adjusting to the outcome of pay negotiations than a factor in the
negotiations themselves. It is also relevant that, through an
accident of timing, the Government does not have to decide the
Civil Service pay cash limit until next March - by which time it
will have a pretty good idea of the likely outcome of Pay Research
Unlike the Iscal Authority manuals and the NHS cases therefore
the Government will in practice be able to decide its policy to

the Civil Service in general in the light of a good deal of relevant
knowledge, including the prospects for the economy and the
general shape of the budget arithmetic. At the same time, if
the Government does want to move towards a global cash limits

| systemn for Civil Service pay, it will need to work out the
proposals in more detail and be prepared to discuss it with the
relevant Parliamentary Committees over the coming winter,

As the Chancellor suggests, however, the next step is to explore

the global limit idea in greater detail, prior to a decison in

October. There is no reason for the Committee to object to
this work being done in house and without commitment either way.

(d) Presentation. There is one more point left over from the Chancellor's

'General' paper which you may wish to pick up. At paragraph 6(a), he
says: "we must take every opportunity of ramming home our intentions
clearly and forcibly'. The Government has made a start, by the line
it is now taking on 'Paying for Clegg'. That will help. But the main
test will be presentation of the Rate Support Grant decision in
November. You might ask Mr. Heseltine, through Mr, King, to make
specific proposals on this when the RSG settlement comes up for
| decision next month,
CONCLUSIONS
4. You might record specific conclusions in line with the Chancellor's

three recomendations (paragraph 13 of E(79) 34):-
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that the Committee approves the general approach suggested in
the paper, noting that the basis of provisions for pay settlements
cannot be kept private; and invites the Chancellor to bring forward
proposals for the pay component of the Rate Support Grant, and of
the NHS cash limit, at ﬂie_e-nd of October;
EITHER
(ii) that the Secretary of State for the Environment, in consultation
with the Chief Secretary and the other territorial Ministers,
should develop the proposal that RSG cash limits should be linked
inversely to increases in rates and/or pay settlements and bring
proposals to the Committee for decision in time for their intro-
duction into the RSG settlement in October;
and/or
(iii) that the Secretary of State for the Environment in consultation
with the Chief Secretary and the other territorial Ministers
should develop proposals for the introduction of cash limits
for local authority expenditure for consideration within the

same timescale;

that the Chancellor and the Lord President should develop the
proposal for a Global cash limit covering Civil Service pay
increases, reporﬁng back to the Committee in October for a
decision in principle and before any further consultation with

Parliamentary Select Committees.

by

(John Hunt)

19th September 1979
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Treasury Chambers, Parliament Street, SWIP 3AG

T P Lankester Esgq

Private Secretary to

The Prime Minister 71r

10 Downing Street

London SW1A ZAL 18 September 1979 141ﬁ

)

CASH LIMITS 1978- 79: PUBLICATION OF PROVISIONAL
OUTTURN WHITE PAPER

In your letter of August 29 you recorded the Prime Minister's
agreement in principle to publishing a White Paper setting
out the outturns for cash limits in 1978-79. I attach a
draft of the White Paper.

The draft follows closely the format of earlier years with a
short introductory text followed by tables showing the
provisional outturn on individual cash limits in 1978-79 and
the latest figures for 1977-78. The precise figures are still
being finalised by officials.

The provisional figures suggest that four cash limits were

reached in 1978-79 compared with two in 1977-78 and two in
1976-77. The reasons for these breaches are currently being
examMMed and the Chief Secretary will be considering what action
needs to be taken.

Overall cash limits were underspent in 1978-79, although by
rather less than in earlier years. The unspent money in cash
limits amounted to some £480 million on central government cash
limits totalling over £30 billion and some £550 million on
local authority teotalling over £5 billion. ~—

I am copying this to the Private Secretaries to other members

of the Cabinet and to Sir John Hunt. Subject to any comments
received by September 25, the White Paper will be published on
October 5, accompanied by a Press Notice covering the main points
of interest.

A C PIRIE
Private Secretary







CASH LIMITS
1978-79 PROVISIONAL OUTTURN (AND 1977-78 OUTTURN)

1. Cash limits for 1978-79 were published in the White Paper 'Cash Limits
1978-79' (Cmnd 7161). Changes made during the year are shown in Table 1
below.

2.. Tables 2 and 3 give provisional figures for the outturn on the limits.

They may be subject to some adjustment when final accounts are available.

The estimated outturn of the cash limits on ngfiunaliaed industries in

1978-79 was given in Table 13 of the Financial Statement and Budget Report
1979-80.

3. Cash limits for 1977-78 were published in the White Paper 'Cash Limits
on Public Expenditure' (Cmnd 6767) and the provisional outturn figures,
together with changes made to the limits during the year, in the White
Paper 'Cash Limits 1977-78 Provisional Qutturn' (Cmnd 7295). Table &4
gives the final outturn figures for central Government cash blocks in
1977-78. The figures for Local Authority cash blocks in 1977-78 shown

in Table 5 are subject to revieion.

CHANGES TO CASH LIMITS IN 1978-79
Table 41

The following changes were made during 1978-79 to cash limits published
in Cmnd 7161.

Block(1) £
Department Number Million Purpose of Change

Ministry of Agriculture MAFF1* =0.5 Transfer to HO1 due to uneven effect
Fisheries and Food of civil service pay settlement :
announced on 24 November 1978

Transfer to MAFFZ2 for assistance to
fighing industry : announced on
7 December 1978

Assistance with the institution of
the local authority poultry meat
inspection service : announced

on 30 June 1978

i £ th id i
%ﬁ:lﬁiﬂﬂcgn(f:ggersaw é ug¥g:}a b
livestock losses in the 1978-79
vinter : announced on 1 August 1978




Block(1) £

Department Number Million

Purpose of Change

+1.2

Central Office of
Information

Civil Service Department

Department of Education
& Science

Department of Employment

Department of Energy

Department of the
Environment

Transfer from MAFF1

Transfer to HO1 due to uneven effect
of civil service pay settlement :
announced on 24 November 1978.

Publicity for the Departments of
Energy and the Environment : announced
on 2 November 1978

Transfer to HO1 due to uneven effect
effect of civil service pay
settlement ! announced on 24 November
1978

Extension of free school milk:
announced on 19 June 1978

Transfer to HO1 due to uneven effect
of civil service pay settlement
announced on 24 November 1978

Extra proviesion for teacher retraining
announced on 19 June 1978

Transfer to HO1 due to uneven effect
of civil service pay settlement:
snnovnced on 24 November 1978

Transfer to HO1 dwe to uneven effect
of civil service pay settlement:
announced on 24 November 1978

Transfer to DOE of certain respon-
gibilities in the civil nuclear waste
management field : announced on

19 June 1978

Transfer to COI2 for publicity
expenditure

Adjustments to reflect the provision
of coal burn assistance to the NCB :
announced on 24 November 1978 and

29 March 1979 respectively

Transfer to HO1 due to uneven effect
of civil service pay settlement :
announced on 24 November 1978

Provision for additional expenditure
on factory building by the develop-
ment commission and transfer from
DENZ2 and DOE/LAE : announced on

19 June 1978




Block(1) £
Number

Million

Purpose of Change

Foreign and Commonwealth
Office

Registry of Friendly

DOE3*

=-0.9

Transfer to HO1 due to uneven effect
of civil service pay settlement
announced on 24 November 1978

Deferal of purchase of premises at
CULHAM for the european school :
announced on 30 January 1979

Hate support grant adjustment :
announced on 24 November 1978

Measures to promote energy conservation:
announced on 19 June 1978

Extra provision for coastal protection
and assistance for certain areas
affected by early steel closures :
announced on 19 June 1978

Transfer to DOE/NT1 for increased
industrial and commercial investment:
announced on %0 January 1979

Extra provision for environmental
services and inner cities, offset by
transfers to DOE2 and DOE/NT1 :
announced on 19 June 1978

Transfer from DOE/LAS for increased
industrial and commercial investment:
announced on 19 June 1978

Extra provision - transfer from
DOE/LA5: announced on 30 January 1979

To finance the central abitrationm
award on the BBC external services i
announced on 1 February 1979

Transfer from HMT1 to offset the cost
of the inspection of the Grays

Building Society and reduced receipts
from fees : announced on 23 November

1978

Extra provision for the health services:
announced on 19 June 1978

To meet the cost of the national
insurance surcharge : announced on

12 July 1978

Vaccine damage payments scheme :
announced on 3 August 1978




Block(1) £
Department Number Million Purpose of Change

Home Office HO1* +2.7 Extra provision for law, order and
protective services : announced
on 19 June 1978

+7 .8 Retrospective payment to prison
officers offset by a transfer from
HO2 : announced on 24 November 1978

Transfers from other cash blocks to
offeset the uneven effect of the

civil service pay settlements:announced
on 24 November 1978

Extra provision for law, order and
protective services : announced on

19 June 1978

Transfer to HO1 to meet the
effect of the civil service

settlement : announced on
24 November 1978

Department of Industry Transfer to HO1 to meet the
effect of the civil service
settlement : announced on
24 November 1978

Board of Inland Hevenue To finance administrative costs of
tax changes announced in the April
1978 budget : announced on
19 June 1978

OUrdnance Survey Transfer to HO1 due to uneven effect
of civil service pay settlement :
announced on 24 November 1978

Stationery Office Transfer to HO1 due to uneven effect
of civil service pay settlement :
announced on 24 November 1978

Department of Trade Transfer to HO1 due to uneven effect
of civil service pay settlement :
announced on 24 November 1978

Department of Transport Transfer to HO1 due to uneven effect

of civil service pay settlement :
announced on 24 November 1978

=10.0 Transfer out of cash limits to provide
assistance for ports and the Port
of London authority: announced on
1 December 1978

Rate support grant adjustment:
announced on 24 November




Department

Block(1) £

Number

Million

Purpose of Change

Treasury

Scottish Office

Scottish Economic
Planning Department

Scottish Education
Department

Scottish Home and
Health Department

Welsh Office

HMT1*

=0.2

=-0.2

Transfer to FSK1:announced on
23 November 1978

Transfer to HO1 due to uneven effect
of civil service pay settlement:
announced on 24 November 1978

Rate support grant adjustment :
announced on 28 November 1978

Extra provieion for health services
environmental services and law, order
and protective services: announced

on 19 June 1978.

Measures to promote energy conservation
¢ announced.on 19 June 1978

Extra provision for capital expenditure
on education: announced on 19 June 1578

Extra provision for environmental
services and the Scottish Tourist
Board! announced on 19 June 1978

Extra provision for environmental
services, the Scottish Sports
Council, and schoocl milk: announced
on 19 June 1978

Extra proviesion for the health services
: announced on 19 June 1978

To meet the extra cost of the
national insurance surcharge:
announced on 12 July 1978

Extra provision for the vaccine
damage payment scheme®announced
on 3 August 1978

Extra provieion for law, order and
protective servicee: announced on

19 June 1978

Extra provision for the health
service, environmental services and
school milk

To meet the extra cost of the
national insurance surcharge:
announced on 12 July 1978

Extra provision for the vaccine
damage payments scheme:announced
on 3 August 1978




Block(1) £
Number Million Purpose of Change

e e —

wo6 +15.0 Extra provision for environmental
gervices, rural infrastructure
projects and assistance for certain
areas affected E} earl _?teel closuresd :
announced on 19 June 13#:
Measures to promote energy
conservation:announced 19 June 1978

Northern Ireland Office Extra provision for payments to
prison officers and police:announced
en 16 February 1979

Extra provision for law order and
protective services:announced on

19 June 1978

Extra provision for payments to
prison officers and police:announced
on 16 February 1979

Northern Ireland Extra provision for the health

Departments service, environmental services,
energy conservation, school meals
school milk, and teacher retraining:
announced on 19 June 1978

Notes

(1) Central responsibility for expenditure centrol is exercised by the Treasury
and the Civil Service Department depending on the nature of the expenditure
concerned. The blocks controlled by the Civil Service Department are
indicated by an asterisk.




. CASH LIMITS 1978-79 : PHOVISIOKAL OUTTURw

CENTRAL GOVERNMENT BLOCKS
Table 2

L million

(1)
Cash Provisional
Department Description of Block Limit Outturn

Ministry of Agriculture, Pay and general administrative 91.8 B9.7
Fisheries and Food EXpenses
Agriculturael and food services 65.4 55.4h
and fisheries support

Intervention Board for Pay and general administrative 6.5 B.b
Agricultural Produce expenses

Bank of England ; Financial management

Cabinet Office . Fay aud general
administrative expenses

Central Office of Pay and general
Information administrative expenses
Home publicity

Charity Commission Pay and general
administrative expenses

Civil Service Central management of the
Department Civil Service
Computers and telecommunications
Civil Service catering

Crown Estate Office Pay and general
administrative expenses

Customs and Excise Pay, general administrative 167.0
expenses and capital
expenditure

Ministry of Defence Defence Budget, less forces 6,880.0
pensions and certain PSA
staff coste

Department of Education Pay and general 19.6
and Science administrative expenses
Current and some capital Thol
expenditure on schools,
further education, teacher
training, youth services and
educational research
Current and some capital 720.3
expenditure on universities
Libraries, museums, galleries 1M11.3
and the arts
Science Budget - Research 284.0
Councils




Department

(1)

Description of Block

£ million

Cash
Limit

Provisional
Outturn

Department of Employment

Department of Energy

Department of the
Environment

Exchequer and Audit
Department

Export Credits Guarantee
Department

Office of Fair Trading

Foreign and Commonwealth
Office

Forestry Commission

Friendly Societies'
Registry

Government Actuary's
Department

EA®

ECGD1*

OFT1*

FCO1*

FCo2

FCO3
Fcok

FC1*

Fc2

Pay and general
administrative expenses
Manpower Services Commission
Health and Safety Commission

Other employment services

Pay and general
adninistrative expenses

Nuclear energy

Research and development and
industrial sponsorship

Pay and general
administrative expenses

Various central and
miscellaneous services

Property Services Agency : Pay

and general administrative
expenses
Office and general
accommodation services
Overseas representation :
accommodation services

125.5
594.7
50.5
59.2
9.5
139.8
75.0
93.0
133.5
151.9

365 .4
29.3

Rate support grant and National 7,083.8

Parks supplementary grants
for local authorites in
England and Wales (2)

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay end general
administrative expenses

Overseas representation,
overseas information and
external relations

British Council

Overseas information :
broadcasting

Pay and general
administrative expenses
Forestry

Pay and general
administrative expenses

Pay aud general
administrative expenses

110.4
507.8
4.5
573
9.3
137.6
61.5
85.9
18,3

147.9
333 .0

28.3
7,058.8




Block (1)

Department Number

Description of Bleck

£ million

Cash
Limit

Provisional
Qutturn

Department of Health and DHEE1*"

Bocial Security
DHSS2

HO1*
(3)

Home Office

Department of lndustry

Board of Inland Heveuue

Land Hegistry

Lord Chancellor's
Department

National Debt Office
Department for National
Savings

Ordnance Survey

Ministry of Overseas
Development

Parliamentary Commissioner
and Health Service
Commissioner

Paymaster General's Office
Office of Population
Censuses and Surveys

Department of Prices and
Consumer Protection

Privy Council Office

Fublic Record Office

Pay and general
administrative expenses

Health and personal
social services

Pay and general
administrative expenses

Law, order and protective
services

FPay and general
sdministrative expenses
Regional and industrial policy
and research and development

Fay and general
administrative expeuses

Fay and general
administrative expenses

Pay and general
administrative expenses
Administration of legal aid

fund and judges' salaries

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay, general administrative
expenses and capital
expenditure

Pay and general
administrative expenses
Aid Programme

Pay and general
administrative expenses

Pay and general
administrative expeuses

Pay and general
administrative expenses

Pay and general
administrative expenses
Consumer protection

Pay and general
administrative expenses

Pay and general
administrative expenses

585.0
b, glb. 7

284

132.5

29.3

129.7

40O .2

25.6

18.5

20.0

0.3

6.4

550‘-‘?
4,893.3

260.7

122.1

58.2

116.0

386.9




Department

L million

Cash
Limit

Provisional

Description of Block Qutturn

Public Trustee Office
Public Works Loan
Commission

Stationery Office

Department of Trade

Department of
Transport

Treasury

Treasury Solicitor

SCOTLAKD

Scottish Office s01-

502

Department of Apriculture DAFS1"

and Figsheries for Scotland
Scottish Courts SCA1*
Administration

Scottish Development 5DIn

Department

Scottish Economic Planning SEPD1
Department

Pay and general 2.0

administrative expenses
Pay and geueral 0.2
administrative expenses

Pay and general
administrative expenses,
office machinery

Stationery and printing

Pay and general
administrative expenses

Civil aviation and shipping,
export promotion and trade
cooperaticn, tourism,
regulation of trading practices
and consumer protection, and
other support services

91.3

Pay and general
administrative expenses
Hotorways and trunk roads, new
bus grants, etc.
Grants to transport undertakings
and transport research,
Transport supplementary grant (2) 297.9

L77.9

32.4

Pay and general
administrative expenses
Secret Service

Pay and general
administrative expenses

Pay and general
administrative expenses

Bate support grant for local
authorities in Scotland (2)

Agricultural services and
fisheries support

Pay and general
administrative expenses

Motorways, trunk roads and
other environmental services

Hegional and industrial
development




L million

Provisional
OCutturn

Department

Eluck(1}
Number

Cash

Description of Block Limit

Scottish Education SED 65.2 58.6

Department

Schoole, teacher training,
educational research,
further education, youth
services, sport, social work,
libraries, galleries, museums
and other arts

SHHDA
SHHDZ

Health
Law, order and protective
gervices

Scottish Home and Health
Lepartment

In51* Pay and general

apdministrative

Department of the Registers

of Scotland exXpenses

KGO(5)1*Pay and general
administrative

hegistrar General's Office,

Scotland expenses

Scottish Hecord Office ERO1* Pay and general

administrative expenses

Queen's and Lord

QLTR1*

Treasurer's Hemembrancer
WALES

Welsh Office

NORTHERN IRELAND

Northern Ireland Office

Northern Ireland
Departments

TOTAL

Pay and geueral

administrative expenses

Pay and general
administrative expenses

Health and perscnal social
services, roads, education,
libraries, arts and other
environmental services

Regional and industrial
development

Pay and general
administrative expeuses

Law, order and protective
services, grant to the Police
Authority for Weorthern
Ireland, and accommodation

Services analogous to GB
services covered by cash
limits

1,147.3
30,281.1

nOTES

1.

and the Civil Service
concerned.
indicated by an asterisk.

Central responsibility for expenditure control is exercised by the Treasury

Department, depending on the nature of the expenditure
The blocks controlled by the Civil Service Department are




2., The cash limits on rate support grant and on National Parks and
transport supplementary grants apply to increase orders for 1978-79.

The figures given here represent the limits on the total amount provided in
toth main and increase orders. DOE6 covers both rate support grant and

lational Parks supplementary grants; DIP4 covers transport supplementary

grant. The limit on DOE6 is subject to adjustment for changes in the

interest rates affecting loan charges and elements in the Housing Hevenue
Account which affect the rate fund contribution to it. The Scottish Rate
Support Grant limit, 502, is subject to adjustment for changes in the

interest rates affecting loan charges.

3, This cash limit differs from the sum of the orginal cash limit,
published in CMND 7161, and the change recorded in Table 1 due to

rounding,




CASH LIMITS 1978-79 : PROVISIONAL OUTTURN

CAPITAL BLOCKS FOR LOCAL AUTHORITIES
AND CERTAIN OTHER BODIES (1)

£ million

Cash Provisional
Department Description of Block Limit Cutturn

EXPENDITURE CONTROLLED
EnGLAND

Department of DEM/LAA Capital expenditure on employment 1.0
Employment services

Department of the DOE/LA2 Capital expenditure by local 2,659.6

Environment suthorities and new towns on
new housebuilding, land and
improvements, acquisition of
existing dwellings, lending
(gross) to private persons
for house purchase and
improvement, improvement grants
to the private sector, slum
clearance, finance for housing
associations for projects
approved by the local authorities
and other housing investment
(other than that included in
DOE/LA1)

Capital expenditure on reclamation
of derelict land and coast
protection work

Gross expenditure on the community
land scheme

Urban Programme : Capital
expenditure by local authorities

New towns' industrial and
commercial investment

Home Office Capital expenditure on police,
courts and probation

SCOTLAND

Scottish Office Roads and transport, water and
sewerage, general services,
urban programme, police and
social work




£ million

Cash Provisional
Department Description of Block Limit Outturn

Scottish Office Capital expenditure by local 345.8 320.3
authorities, new towns, and the
Scottish Special Housing Association
on new housebuilding, land and
improvemente, acguisition of
existing dwellings, lending (gross)
te private persons for house
purchase and improvement,
improvement grants to the
private sector, slum clearance,
finance for housing associations
for projects approved by local
authorities, other housing
investment and new towns industrial
and commercial investment

Capital expenditure by local
authorities on school building,
further education and teacher
training

Gross expenditure on the community
land scheme

WALES

Welsh Office Capitel expenditure by local
authorities on new housebuilding,
land and improvements, acquisition
of existing dwellings, lending
(gross) to private persons for
house purchase and improvement,
improvement grants to the private
gector, slum clearaunce, finance
for housing associaticne for
projects approved by local
authorities, and other housing
investment (other than that
included in DOE/LA1)

Finance for housing associations
for projects approved by the
Housing Corporation

Gross expenditure on the community
land scheme by the Land Authority
for Weles

New towns' industrial and commercial
investment. Capital expenditure by
new towns on new housebuilding,
land and improvements, acquisition
of existing dwellings.




Department

Description of Block

Cash
Limit

£ million

Provisional
Outturn

STARTS/APPROVAL
CONTROLLED

ENGLAND
Department of

Education and
Science

Department of the
Environment

Department of Health
and Social
Security

SCOTLAND

Scottish Office

WALES

Welsh Office

Value of building projects started
in 1978-79 under the aegis of the
Department of Education and
Science, local authorities, other
public bodies and the unversities,
for schools, further education and
teacher training, and higher
education (England) and for
universities (Great Britain)

Value of housing associations'
projects approved by the
Housing Corporation

Value of capital projects for
perscnal social services approved
by the Department of Health and
Social Security

Value of housing associations'
projects approved by the
Housing Corporation

Value of building projects started
in 1978-79 under the aegis of the
Welsh Office and local authorities
in Wales for schools, further
education and teacher training,
and higher education

Value of capital projectes for
personal social services
approved by the Welsh Office




£ million

Cash Provisional
Department Description Limit Outturn

BORROWING CONTROLLED
ENGLAND

Department of the Borrowing allocations made for
Environment capital expenditure within
the locally determined sector
in England and Wales
Net Borrowing by Regional Water
huthorities

Department of Key sector land sanctions for
Transport capital expenditure on roads
and other transport in England
and Wales

WALES
Welsh Office Het Borrowing by the Welsh

National Water Development
Authority

(1)The other bodies referred to include water authorities, new towns, the lLand Authority
for Wales, the Housing Corporation, the Scottish Special Housing Association and certain
educational bodies; these are indicated in the descriptions of blocks.




CASH LIMITS 1y477-78 : OUTTURN
CENIHAL GOVERNMEWT BLOCKS

Department

Block ()
Humber Description of Block

£ million

Cash
Limit Qutturn

Ministry of Agriculture,
Fisheries and Food

Intervention Board for
Agricultural Froduce

Bank of England

Cabinet Office

Central Office of
Information

Charity Commission

Civil Service

Department

Crown Estate Office

HM Customs and Excise

Hinistry of Defence

Department of
Education and
Science

MAFF1* Pay and general
administrative expenses

HAFF2 Agricultural and food services
and fisheries support

1BAP1" Pay and general
administrative expenses

BOE1 Financial management

co- Pay and general
administrative expenses

coI1® Pay and general
administrative expenses
colz Home publicity

cc1® Pay and geueral
administrative expenses

C5D1 Central management of the
Civil Service

Csh2 Computers and
telecommunications

CSD3 Civil Service Catering

CED1* Pay and general
administrative expenses

Pay and general administrative
expenses and capital
expenditure

Defence Budget, less forces
pensions and certain
FPSA staff costs

Pay and general
administrative expenses

Current and some capital
expenditure on schools,
further education, teacher
training, youth services
and educational research

Current and some capital
expenditure on universities

Libraries, museums, galleries
and the arts

Science Budget - Research
Councils

91.3 ah.5

5h.3




Block (1)

Department Number

£ million

Cash

Description of Block Limit Outturn

Department of DEM1*
Employment

DEM2

Department of Energy

Department of the
Environment

Exchequer and Audit EA1*

Departmeut

Export Credits ECGD1*

Guarantee Department

Office of Fair Trading OFT1*

Foreign and FCOq*

Commonwealth Office
FCo2

FCOL

Forestry Commission FC1*
FC2

Friendly Societies'
Registry

FSR1*

Government Actuary's GAD1*

Department

145.1

152.8

Pay and general
administrative expenses

Manpower Services
Commission

Other employment services

509.2

L4.6
Fay and general 9.3
administrative expenses
Nuclear energy
Hesearch and development and
industrial sponsorship

Fay and general
administrative expenses

Various central and
miscellaneous services

Property Services Agency : Fay
and general administrative
expenses

Office and general
accommodation services
and rents (UK)

Overseas representation :
accommodation services

Rate support grant and National
Parks supplementary grants
for local authorities in
England and Wales

Pay aud general
administrative expenses

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay and geuneral
administrative expenses

Overseas representation,
overseas information and
external relations

British Council

Overseas information :
broadcasting

Fay and general
administrative expenses
Forestry

Pay and general
administrative expenses

Pay and general
administrative expenses

18




Department

Description of Block

£ million

Cash
Limit Outturn

Department of Health
and Social Security

Home Office

Department of lndustry

Board of Inland
Revenue

Land Registry

Lord Chancellor's
Department

National Debt Office

Department for National
Savings

Ordnance Survey

Ministry of Overseas
Development

Parliamentary
Commissioner and
Health Service

Commissioners
Office of Population
Censuses and Surveys

Department of Prices
and Consumer Protection

Privy Council Office

Public Record Office

Pay and general
administrative expenses
Health and personal social

services

Fay and general
administrative expenses

Law, order and protective
services

Fay and general
administrative expenses

Regional and industrial
policy and research and
development

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay and general
administrative expenses
Administration of legal aid

fund and judges' salaries

Pay and general
administrative expenses

Pay and general
administrative expenses

Pay, geueral administrative
expenses and capital
expenditure

Pay and general
administrative expenses
Aid programme

Fay aud geueral
administrative expenses

Pay and general
administrative expenses

Pay and general
administrative expenses

Food subsidies

Consumer protection

Pay and general
administrative expenses

Pay and general
administrative expenses

19
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Department

Cash

¥ millinn.

Description of Block Limit

Qutturn

Fublic Trustee Office
Public Worke Loan
Commission

Her Majesty's
Stationery Office

Department of Trade

Department of
Transport

Her Majesty's Treasury

Treasury Solicitor

SCOTLAND

Scottish COffice

Department of Agriculture
and Fisheries for
Scotland

Scottish Courts
Administration

Scottish Development
Department

Scottish Economic
Planning Department

FPay and general
administrative expenses

Pay and general
administrative expenses

Fay and general
administrative expenses,
office machinery

Etationery and printing

Pay and general
administrative expenses

Tourism, export promotion,
regulation of dorestic trade
and industry, shipping services,
civil aviation

Fay and geueral
administrative expenses
Motorways and trunk roads,
new bus grants etc.
Certain railways grants
and transport research
Transport supplementary grant

Pay and general
administrative expenses
Secret Service

Pay and general
administrative expenses

Fay and general
administrative expenses
Rate support grant for local
authorities in Scotland

Agricultural services and
fisheries support

Fay and general
administrative expenses

Motorways, trunk roads and other
transport expenditure
Other environmental services

Regional and industrial
development

241

0.2

70.0




Departmeut

£ million

Cash

Description of Block Limit Outturn

Scottish Education
Department

Scottish Home and
Health Department

Department of the
Registers of Scotland

Registrar General's
Office, Scotland

Scottish Record Office

Queen's and Lord
Treasurer's Remembrancer

WALES

Welsh Office

NORTHERN IHELAND

Northern Ireland Office

Northern Ireland
Departments

SHHD1
SHHD2

DRS1"

RGO(5)1*

SkRO1*

QLTH1*

Schools, teacher training, 57.1 525
educational research, further

education, youth services,

sport, social work, libraries

galleries, museums and

other arts

Health
Law, order and protective
services

Pay and general
administrative expenses
Pay and general
administrative expeuses
Fay and general
administrative expenses
Pay and general

administrative expenses

Pay and general
administrative expenses
Motorways, trunk rosds, and
other roads expenditure
Other environmental services
Libraries, museums, galleries

and other arts
Health and personal
social services
Regional and industrial
development

Pay and geueral
administrative expenses

Law, order and protective
services, grant to the Police,
Authority for morthern
Ireland and accommodation

Services analogous to GB
services covered by cash
limits




Notes

(1) Central responsibility for expenditure control is exercised by the Treasury
and the Civil Service Department, depending on the nature of the expenditure
concerned. The blocks controlled by the Civil Service Department are

indicated by an asterisk.

{2} The cash limits for the rate support grant and National Parks supplementary

grants apply to increase orders for 1977-78. The limits shown represent

the sum of rate support grants, and, in England and Wales, supplementary
grahts in the Rate Support Grant Orders for 1977-78, plus the limit on these

grants in increase orders. The Rate Support Grant circulars made clear that

the limit would be amended ag necessary to take account of variations in the
assumptions used for interest rates applying to loan charges and, in England
and Wales, for certain elemeuts in the housing revenue account which

affect the rate fund contribution.




CASH LIMITS 1977-78 : OUTTURN

CAPITAL BLOCKS FOR LOCAL AUTHORITIES
AND CERTAIN OTHER BODIES(1)

£ millien

Cash Provigional
Department Description of Block Limit Outturn

EXFENDITURE CONTROLLED
ENGLARD

Department of DEM/LAA Capital expenditure cn 3.9 0.9
Employment ' employment services

Department of the DOE/LAZ°  Capital expenditure by local 2,217.8 2,160.4
Environment authorities and new towns

on new housebuilding and
improvements, acgquisition of
existing dwellings, lending
to private persons for house
purchase and improvement
(gross), improvement grants to
the private sector, slum
clearance and other housing
investment

Capital expenditure on reclamation
of derelict land and coast
protection work

Gross expenditure on the community
land scheme

Inner cities construction expenditure

Home Office Capital expenditure on police,
courts, probation and
community services

SCOTLARD

Scottish Office Capital expenditure on roads and 83.7 68.4
other transport
Capital expenditure on other 135.9 1235.5
environmental services, museums
galleries, libraries and other
arts, youth services, recreation,
police, fire, courts and
community services

Scottish Development Capital expenditure by local author-
Department ities, new towns, and the Scottish
Special Housing Association on new

housebuilding and improvements,

lending to private persons for

house purchase and improvement
(gross), improvement grants to the

private sector, slum clearance
and other housing investment

.23




Department

Block
Number Description of Block

£ million

Cash
Limit

Provis irm.

Qutturn

Scottish Education
Department

WALES

Welsh Office

SDD/LAS Gross expenditure on the
community land scheme

SED/LAY Capital expenditure by local
authorities on school building,
further education and
teacher training

SED/LAZ Capital expenditure on social work

WO/La Capital expenditure by local
authorities and new towns on new
housebuilding and improvements,
acquisition of existing dwellings,
lending to private persons for
house purchase and improvement
(gross), improvement grants to the
private sector, slum clearance and
other housing investment

WO/LAS Inner cities construction expenditure

WO/ LAw1 Gross expenditure to community
land schemed by the Land Authority
for Wales

STARTS/AFFROVAL CONTROLLED

ENGLAKRD
Department of

Education and
Science

Department of the
Environment

Department of Heamlth
and Social Security

SCOTLAND

Scottish Development
Department

Value of building projects started
in 1977-7% under the aegis of the
Department of Education and
Science, local authorities, other
public bodies and the universities,
for schools (England), teacher
training, further and higher
education (England and Wales.) and
for universities (Great Britain)

Value of housing asscciations'
projects approved by local
authorities and the Housing
Corporation

DHSS/LA1  Key sector borrowing and secure
accommodation grant approvals
by project for perscnal sccial
services

S5DD/LA2 Value of housing associations’
projects approved by local
authorities and the Housing
Corporation

24

31

1.3




£ million
Cash Provisional
Department Description of Block Limit Cutturn

WALES

Welsh Office Value of housing associations'
projects approved by the
Housing Corporation

Value of school building projects
started under the aegis of the
Welsh Office and local
authorities in Wales

Key sector borrowing and secure
accommodation grant approvals by
project for personal social
services

BORROWING CONTROLLED
EnGLAND

Department of the Borrowing allocations made for
Environment capital expenditure within the
locally determined sector in
England and Wales
Borrowing by Regional Water
Authorities

Department of Key sector loan sanction for
Transport capital expenditure on roads
and other transport in England
and Wales

WALES

Welsh Office Borrowing by the Welsh National
Water Development Authority

{1)The other bodies referred to include water authorities, new towns, the Land Authority for
Wales, the Housing Corporation and certain educational bodies; these are indicated in the
descriptioms of blocks.
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PRIME MINISTER

Rate Support Grant 1980-81

This note is about arrangements for Cabinet approval of the Rate

Support Grant for next year. The question of Unitary versus Selective
— ) —
Grant is a longer-term one, which is shortly to be considered by the Home

Af}:;s. Committee,

& The Secretary of State for the Environment has already written to
the Chief Secretary (6th September) setting out his main proposals. This
letter was not copied to you originally, and I attach a copy.

S The Rate Support Grant for this year has to be settled within the
present statutory framework, and this provides. for a 'statutory meeting'
between Ministers and the Local Authorities which is timed for 20th November,
(The parallel meeting in Scotland would be two or three days earlier. )

These dates can be adjusted, but only with considerable difficulty and some
public interest., A period of about three weeks has to be leit between
Ministerial decisions and the statutory meeting, to allow the detailed calcula-
tions to be made and proposals for individual authorities worked out. The
complication, this year, is that the negotiations will also have to cover the
question of pay and cash limits on which I have, of course, seen your

/”

4, Apart from cash limits, the main issues this year seem to be the

comment contained in Mr., Lankester's letter of 17th . September,

volume of relevant expenditure (on which Ministers have already taken

Cabinet decisions); the RSG percentage; and the distribution forrnula,
Ministers have already made it clear that they want to see a shift away from
the Metropolitan authorities and towards the Shire counties. The whole
question is very complicated and politically sensitive. I'm sure the
Secretary of State for the Environment is right in suggesting that they should

be processed first by a smaller group of Ministers, informally or formally,

In my view we could best do this through a MISC group, which would make

formal recommendations to Cabinet.




CONFIDENTIAL

5. I suggest that the Home Secretary might be a good neutral chairman
for the group. (He has a small amount of local authority expenditure of his
own, but his main interest is in the Police service, which is separately
financed,) The three local authority Ministers (Environment, Scotland and
Wales) must clearly be members, 5o must those Ministers who sponsor
the major local authority services: Education; Social Services; Transport;
and - on a small scale - Trade. There should cbviously be a Treasury
Minister - the Chief Secretary or (since he handles the day-to-day local
authority finance questions) the Financial Secretary: I think it would be
appropriate for the Chief Secretary to take this particular group. You might
also like to consider whether to add another economic Minister, perhaps the
Secretary of State for Industry.

6, The Group should start work immediately after the Party Conference
(the preparatory work will not permit an earlier start) and might report its
recommendations to Cabinet either on 25th October or ( or probably)
lst November, This would fit in well with the Chancellor's present intention
to bring a paper about Pay and Cash Limits to Cabinet on 25th October, when
we also expect to have the second meeting on the Public Expenditure bilaterals,

7. If you agree, you might like to ask the Home Secretary to take the
chair of such a group, copying your note to the other Ministers named above.

I attach a draft.

b

(John Hunt)

18th September 1979




Extract from a speech by Mr. Michael Latham M.P. (Melton) to a meeting
of Area 3 of the Melton Conservative Association at L0 High Street,
Melton Mowbray, on Tuesday l8th September at 8.00 p.m.

Release Time : 2000 Hours on
l3cth September.

"In their depressing and unrealistic conference at Blackpool a fortnight

ago, the Trade Union leaders promised strong opposition to the Government's
Bill to reform certain aspects of industrial relations. Listening to their
spokesmen, one might have been forgiven for wondering if we had all dreamed
about last winter. Did we dream the pickets outside hospitals and Cheshire
Homes?. Did we imagine the militant actiom during the lorry drivers' strike
which paraly=ed rmany firms not involved in that dispute at all? Were there
no problems over ambulances, or did we imagine the use of the Army to provide
emergency services in some places? The ungritted roads. The Eour national
rail strikes. The tanker drivers' dispute. The vile horror of the unburied

corpses. Were these things all the pretence of the newspapers?

Of course they weren't. And when the British people see the Trade Union
campaign against Jim Prior's Bill this autumn, let them remember what happened

last winter. And let them remember also what the Bill seeks to do:-

Ie will limit law.zl picketing to those who are party to the original dispute,

and to those who picket only at their own place of work.

Only those legally allowed to picket will be immune from legal action for

breach of contract.

The '"conscience clauses" for a man or woman to get out of a closed shop agreement
will be widened to include existing non-union employees and those with deeply

held personal conviction.

"Closed shops will be introduced only where there is genuine overwhelming support

amongst employees.

Public finance will be made available for trade unions to help them with the
costs of postal ballots for union elections or industrial action. There, will
be no compulsion on any union to do this, but the money will be there if they

want ic.

Notice two things about the Prior package. It is exactly in accordance with

the Conservative Manifesto proposals. And its proposals are very limited in

scope. I believe they have very strong support amongst the British people




as a whole, and among individual trade unionists in particular, millions

of whom voted for these reforms on May 3rd."




'PRIME MINISTER

1980/8]1 Cash Limits and Pay

I have written to the Treasury asking them to consider the
possibility of a cash limit on local government expenditure, and
have warned them (as well as DOE) that you will probably raise this
at E Committee. 1 should, however, point out that the Chancellor's
own proposal in paragraph 13(ii) - which is elaborated in Annex B -
will have the effect of putting a ceiling on local authority
expenditure. Essentially, the proposal is that the more the local
authorities raise their rates, the less RSG they will receive under
the RSG Increase Order. Their total revenue (and therefore expenditure)
will thus be determined at a fixed level.

Putting a cash limit on local authority expenditure will
obviously achieve this more directly. But this would raise greater
constitutional difficulties, and would almost certainly require main
legislation. By contrast, the proposal to link the RS3G Increase Order
inversely to the rates and to pay can be provided for in the
Miscellaneous Provisions Bill which Mr. Heseltine is introducing.

P A

17 September 1979
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availability of a number of Ministers for the meeting of E Committee
scheduled for this Thursday. The meeting is due to take papers on cash
limits in the nationalised industries and in the public sector, the principal
issue being how tactically and procedurally to deal with pay.

A We have explored the possibility of holding the meeting on Friday.

But this would mean losing the Secretary of State for Employment (in Dublin
for an EEC meeting) - whose presence is important;and the Secretary of State
for Industry. Of those absent on Thursday, we would only gain the

Secretary of State for Energy.

35 Unfortunately, we have now also discovered that Mr. Heseltine cannot
attend Thursday's meeting - he is addressing local authority Associations in
Scarborough, a key occasion for him at present. (That we did not know this
was a failure of communication between ourselves and his Department. ) He
therefore wishes to be represented by Mr. Tom King,

4. If we proceed with the meetingon T ursdﬁt*', it will be attended by the

-j..h""'"' i
Home Secretary, the Foreign Secretary, the Chancellor of the Exchequer,

the Secretary of State for Industry, the Secretary of State for Employment,
the Chief Secretary and the Secretaries of State for Education, Health and
Social Security, and Scotland (the last 3 of which have, between them,
important local authority and nationalised industry interests). Also attending
would be Mr. Channon (for the Lord President), Mrs. Oppenheim (for the
Secretary of State for Trade), Mr. Moore (for the Secretary of State for Energy)
and Mr. King (for Mr. Heseltine),.

. This is not ideal. It remains the case, however, that, with the

Chancellor out of the country for international conferences from next

Tuesday to 4th October, the alternative is to defer discussion of the subject-

matter until after the Party Conference. The Chancellor of the Exchequer,

and the Ministers principally concerned, including Mr. Heseltine, would much




prefer the meeting to proceed on the basis of the papers which the Chancellor
has circulated. The decisions being sought from this meeting are essentially
procedural - whether or not to set cash limits as and when pay negotiations
come up i.e. starting with the R5G and leaving the Civil Service to the end;
whether or not to do further work on a sliding scale for the RSG cash limit;
whether to do further work on a global cash limit on Civil Service pay; and
whether to open up discussions on cash limits with the nationalised industries.
Decisions on these will enable planning to be set in hand in particular for the
RSG negotiations in late October/early November., The actual cash limits
would be put to E after the Party Conference. e

6. I would be grateful if you would let me know whether or not the Prime

Minister is content to keep Thursday's meeting.

MAV

(M, J, Vile)

APPV I
17th N?rgﬁfﬁber 1979
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10 DOWNING STREET

From the Frivate Secretary 17 September

Flexibility Between Financial Years

The Prime Minister has considered the
Chief Secretary's minute of 11 September on
the above subject, and agrees that the pro-
posal for a scheme of carry-forward should
be deferred for the time being, and that it
should be looked at again after Sir Derek
Rayner's study on accounting conventions
in Government business is completed.

I am sending a copy of this letter to
the Private Secretaries to members of the
Cabinet, to Martin Vile, and to Sir Derek
Rayner.

T. P. LANKESTER

A. C. Pirie, Esq.,
Chief Secretary's Office.




10 DOWNING STREET

From the Private Secretary 17 September 1979

The Prime Minister has read the paper on
"Handling public sector pay in the context of

was due 1 discussion at
informed you,

cash limits" which
E Committee this Thursday. As I
she did not feel that this paper was in & suit-
able form for Ministerial
circumstances, she has

discussion. In the
asked that it should be
r background

put on the agenda as a ]

reading only.

I am sending a copy of this letter Lo
Martin Vile (Cabinet Office).

M.A. Hall, Esq.,
HM Treasury.




10 DOWNING STREET

From the Private Secretary 17 September 1979

The Prime Minister has read the
Chancellor's paper for E Committee on Thursday
"1980/81 cash limits and pay" - and has noted
the proposals for the Rate Support Grant.

While she understands that the proposal to link
inversely the RSG cash limit to increases in
rates and/or pay : Llements would have the
effect of limiting expenditure by the local
authorities, she wonders whether Ministers

should not also consider the more direct approach
of imposing a cash limit on local government
expenditure. She will no doubt wish to raise
thizs at E Committee.

I am sending a copy of this letter to
David Edmonds (Department of the Environmen L)
and Martin Vile (Cabinet Office).

o LANKESTER

Tony Hattishillh L e e g WO
HM Treasury. 4 ' )

1Ty )
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THE PRIME MINISTER 17 September 1979
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Thank you for your letter of 21 August expressing concern about
the possible effects on key areas of the education and science
services of any revisions which the Government may make to the
spending plans which we inherited.

The Government's first priority is, and must be, a revitalisa-
tion of the economy, and this means transferring resources from the
public services to industry. There is no way in which the economy
could have sustained the spendin: plans of the last administration.
The country spends over £8,000 million a year on education and
science and it is not possible to exempt them from programme reductions
But we intend to abide by our Manifesto commitment (reiterated in
The Queen's Speech) to maintain educational standards, both in
schools and in higher education. To this end, we are selecting for
particular economies areas like school meals without damaging
essential parts of the education system,

The extent to which the Government can determine how the UGC
and ABRC distribute their resources for Univérsities and science is,
as yoﬁ well know, limited. But we are doing our best to make sure
that science and engineering are as far as possible protected from
overall programme reductions. Mark Carlisle, Rhodes Boyson and
Neil Macfarlane are continuing their discussions with the various

Jbodies invelved




bodies involved and stressing the need to sustain essential areas of

activity. We all share your view that it would be wrong to make

ri

indiscriminate savings, and I think you will find that the figures
fnr'next year, when they are announced, rcflec% your views.

You also referred to the British Library Grant-in-Aid and
Capital programme., I assure you that we shall take full account

of all the points which you have already put tq Horman St. John Stevas

on the need for the new building, when we finally decide on the future

allocation of funds for arts and libraries.

{C.._'\-gl" "'LZ Lot Lf-aj
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gir Frederick Dainton, FiRase
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Unfortunately I have to be in Canada on 20 September when E b
Committee takes the Chancellor's paper (E(79)34), although I Ia
hope that Paul Channon may attend on my behalf. I have had a

word with Geoffrey Howe about his paper and I am writing now to
emphasise the crucial importarnce for the Civil Service of the
Committee's decision.

2. 1 can go along with the Chancellor's proposal. The cardinal
feature that makes it acceptable, by preserving some reality for
pay research, is that it allows us to delay the settling and
publication of the c%ﬁﬂ_llﬂlE_EEElL—MEIQh- when we should have

e fair idea of what the pay research evidence points to. What I
would strongly deprecate is any earlier settling of the cash limits
which would make pay research into a sham.

3. The proposal still enables the Government to settle the cash
limit before the negotiations with the Staff Side. We shall be
free to decide in the light of the pay research evidence and the
gituation at the time, that the cost of & pay research settlement
would be too high and could not be met or must be compensated for
by other savings. What the proposal evoids is the risk of settling
the cash limits blind, getting them badly wrong and then having no
option but to take yet another cut at the numbers we already plan
to pare down to the minimum.

4, Failure to reconcile cash limits and research would,

in my judgment, have the most serious consequences fTor the morale

of the Service and our relations with our employees and their unions.
The present mood of militancy, which we all deplore and must seek

to change, has not a little to do with the habit of previous
Administrations of messing about with the Civil Service pay system

to meet the needs of the incomes policy of the day. We are clearly
in for further trouble over staff reductions, and we must stick to
our guns on that. We have no prospect of separating the staff from
the union militants if pay research is abandoned or seen to have
become meaningless as a result of the way we organise the timing of
the cash limits,

b Copies of this minute go to all Cabinet colleagues and
3ir John Hunt,

/:} /
_5 i 2

SOAMES
4 September 1979
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CONFIDENTIAL

PRIME MINISTER

Nationalised Industries Investment and Financing Review:
1981-82 to 1983-84
(C(79) 37)

BACKGROUND

This paper is really a companion-piece to the Chancellor's main
'"Public Expenditure' paper. The reductions in nationalised industry
borrowing forecasts in this paper have helped the Chancellor's overall
strategy. At the very least it is important to make sure that they do not

R i)
come unstuck at this or subsequent Cabinet meetings, But given the sheer

size of nationalised industry operations you may want to urge the responsible

Ministers to try and do even better especially on the expenditure side, Is

Mr., Howell for example convinced that the electricity investment programme

is soundly based given the overhang of a 40 per cent plant margin?

2. A main uncertainty in the forecasts concerns gas and electricity

prices: the Chancellor's proposals assume that Ministers will sanction

q_u_ite large increases in both, to move towards economic pricing for all
fuels., Once again, Mr., Howell is bringing proposals to E fairly soon (and
you might urge him to make sure that the paper comes forward no later than
mid-October, because of its relevance to the cash limits decision).

s Another relates to coal where Mr. Howell is due to bring a paper to

—
E Committee either on 20th or 27th September, Given the difficult state

of the NCB's finances and the importance of the NUM's forthcoming pay
claim it would be worth asking Mr. Howell to ensure that his recommenda=
tions come forward in good time., Papers from his Department tend to slip
and a public push by you could help to ensure that colleagues are not asked
for decisions in undue haste.

4, The figures fot steel, shipbuilding and Post Office are reasonably

—

firm. There may be minor disputes over Railways and Airways and Airports.
In all these cases, the Chancellor's tactics will be to try and secure agree=-

ment at this meeting to the general proposition, and have any detailed points

=1=-
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remitted for the bilateral discussions with the Chief Secretary. The

results can then be ratified at Cabinet on 18th or 25th October,

HANDLING

B You could then ask the Chancellor to introduce his paper briefly,

The main nationalised industry Ministers {Energ',r, Industry, Transport and

m— 1

Trade) should then be given a chance to speak: Scotland may also want to

—

—
join in, But you might avoid any detailed discussion of particular points,

merely asking the Ministers concerned to take the matters up in their
bilateral discussions with the Chief Secretary.
CONCLUSIONS

b. You need two conclusions from this paper:=

(i} To endorse the Chancellor's general approach.

(ii) To invite the Ministers concerned to pursue detailed
points bilaterally with the Chief Secretary. You may
also need to record a separate conclusion.

(iii) To invite the Secretary of State for Energy to bring
forward in good time this month papers on coal and on
gas and electricity pricing, to be taken into account in
the resumed Cabinet discussion on October and in the

discussion of cash limits.

o

(John Hunt)

12th September 1979
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PRIME MINISTER

Publishing Medium=-Term Public Expenditure Plans
(C(79) 36)

BACKGROUND

At the last Cabinet discussion on Public Expenditure (C(79) 12th
Conclusions, Minute 5) on 26th July, the Secretary of State for Trade

questioned whether it was necessary to publish Public Expenditure Projections

going beyond 1980-81, You asked the Chancellor to bring forward a paper.

The ground has shifted since then, with the decision to publish two separate
White Papers, one on 1980-81 and one on later years., This makes it
easier to emphasise the tentative nature of figures for the later years,
The correspondence about guidance to local authorities on later years
(the Chief Secretary's letter of 10th August and various replies) is also
relevant.

s It would be useful to get this paper out of the way before moving on
to discussion of Longer-term Public Expenditure.

HANDLING

3. You might start by recalling this background, and then invite the

——

Chancellor to introduce his paper. You could then throw the discussion open,

starting with the Secretary of State for Trade (who raised the question first)

and including the Secretary of State for the Environment and any others who

wish to speak.
4. There are really three issues:-

(a) Whether to plan for five years ahead (paragraphs 2 - 4)

The Chancellor makes a strong case for doing so, for Government's
own internal purposes. But he rightly stresses the need for the
figures to be provisional, and biased on the down-side to avoid the
need for later and difficult adjustments, Other public authorities

also need a measure of guidance (the same point arises under (b)

below). However, the techniques have changed since the Plowden

report of 1962, Plowden recommended that expenditure plans
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should be considered against the background of a survey of

available resources (now the 'medium=-term assessment' or MTA),

The present Government has set itself the objective of reducing

public expenditure as far and as fast as possible, almost irrespective

of the availability of resources. A gloomy MTA would merely

strengthen the case for doing so. But the size and timing of cuts

is not dependent on the MTA. Some Ministers may suggest that

the whole apparatus of 5-year expenditure planning needs another

review on the lines of Plowden (ideas of this kind have been current
in the Ministry of Defence for some months)., I do not suggest that
you agree to this lightly: such a review would be very time-

consuming and might not lead to any major changes. If necessary

you could undertake to consider this suggestion,

(b) Whether to publish 5-year plans (paragraphs 5-12)

The Chancellor accepts that these White Papers can arcuse
expectations which cannot be fulfilled and are in any case usually
liable to revision: but comes down in favour of present practice
on the grounds that (i) publication at the present time would be an
indication of the Government's seriousness over cutting expenditure;
(ii) the local authorities and nationalised industries need some
longer-term guidance; and (iii) failure to publish would lead to
great criticism. In any case, it is operationally necessary to
publish volume figures for 1980-81 as scon as possible, to provide
—— —_—
a basis for the cash limits for that year. The Government will
have to say then whether it intends to publish figures for later years.
So a decision cannot be long-postponed.

(c) In what degree of detail should figures for local authority expenditure

be published (paragraphs 13-15) ?

Underlying this issue is a rmmore fundamental question, not really
touched on in the Ministerial correspondence so far: does the
Government intend to control local authority expenditure in future

by a 'block=grant' with local authorities left to decide their own

e
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priorities, or will it still go on giving guidance (which it cannot

in practice enforce) about the allocation of resources. There are

three factors here: the degree of responsibility to be accorded to
local authorities as elected bodies; the collective wish of Cabinet

to indicate priorities (e.g. more for law and order, and protection
for health); and the wish of individual programme Ministers (like
Education) to give guidance, and some reassurance, to their clients,
Unless the Government is prepared to stand right back, and leave

the whole allocation process to local authorities, there is a strong

case for continuing to publish programme detail.
CONCLUSIONS

5. You might aim to record separate conclusions on each of the three
main topics above., The most likely conclusions are:-
(i) to agree that the Government should continue to make its

own expenditure plans on a five-year rolling basis, while
regarding the figures for later years as provisional;
to publish annual White Papers setting out these projections,
emphasising the tentative nature of the later years;
to continue to provide broadly the same level of programme
detail as at present including, especially, detail about local
authority expenditure;
to note that the Chancellor of the Exchequer will bring forward
drafts of two separate expenditure White Papers, covering
1980-81 and later years respectively, for Cabinet consideration

in due course,

'
e
{Juf{unt}’

12th September 1979
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PRIME MINISTER

At Cabinet's discussion of public expenditure on July 23 I was
asked to "arrange for officials to consider the question of
end-year flexibility and report back to Cabinet in due course'" -
C(79)11th.

2., This followed a proposal in my paper, C(79)26, that, subject

to certain conditions, arrangements might be introduced to carry
forward limited amounts of unspent allocations within cash limits
from one financial year to the next. The conditions, which are

important, were:

(i) provision for expenditure likely to be carried forward

must not add to public expenditure planning totals;

the scheme should be limited to expenditure for which
there is a strong managerial case for carry-over,

principally capital expenditure;

the scheme should not imply relaxation in the strict

observance of cash limits.

On this basis, Treasury officials put forward a scheme to departments
for carry-over of up to 5% of eligible expenditure from this year

to next. The potential addition to programmes in 1980-B1 was to be
financed by a contribution from the programmes of Departments

participating in the scheme.

CONFIDENTIAL
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With one small exception, Departments have said that they do not
want to participate in the scheme, generally because they are not
able to provide the contribution required from their programmes.
Without such a contribution, it is unlikely that the first of my
three conditions would have been met. The effect would have been
to add to programmes in 1980-81 and to increase the problems which

we already face on next year's PS5BR.

Sir Derek Rayner has indicated that he will be examining the
application of the accounting conventions in government business,
including the annuality rule. In these circumstances I propose
that we await the results of Sir Derek's work and that in the
meantime defer the proposal that a scheme of carry-forward should

be introduced.

Provided that adequate provision for it can be made within an

acceptable total for public expenditure in 1981-82, which is a

decision for next summer, I do not exclude being able to introduce

a scheme on these lines next year.

I am copying this minute to other members of the Cabinet, to

T

JOHN BIFFEN
11 September 1979

Sir John Hunt and to Sir Derek Rayner.
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[ shall miss Cabinet on Thursday but I would like to comment on the

public expenditure paRpers.

Although at Cabinet on 26 July I questioned the wisdom of publishing

5 year figures, in the light of the Chancellor of the Excheguer's

paper on publishing medium-term public expenditure plens (C(79)36),
accept that this year it would, on balance, be sensible to do =o,

—

There ig something to be said for establishing & new long-term trend
line a2t this juncture in the Government's life, Having created a
new framework - and hopefully & new climate - the wisdom of publishing

5 years figures should, in my view, be looked at again in one year's

time. Contrary to the pleas of the General Sub-Committee of the

e b dd

Expenditure Committee I hope we will not publish detailed tax and
P e

revenue projections for the 5 year pericd. 1In so far as they would
T

10t be completely useless they would be demaging to the Chancellor's

e =L
e

future freedom of manoceuvre in Budgetary poli

50 far as the Chancellor's and Chief Secretary's paper on the years

after 1980/81 (C(79)35) is concerned, I endorse the argzuments in the
s

prper and Accept the politicel =snd economic necessity of achieving

the results set out in line 10 of Appendix C = nemely the holding of
———

public expenditure at a static level in real terms.

As I shall not be present at the Cabinet discussion, I should like
to reserve my position on the detmils of the proposals for the

Department of Trade until my return from overseas,




am sending a copy of this minute to the Chancellor, the Chief

secretary, other Caebinet colleagues, and to Sir John Hunt.

Department of Trade
1 Victoria Street
London, SW1

11 September 1979
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Proposals for the years after 1980-81
(C(79) 35) L™

4

BACKGROUND

The provisional programme for decisions on public expenditure after

E—_ L —
1980-81 is to have a 'Second Reading' debate this week; for the Chancellor
r

and the Chief Secretary to conduct a series of bilaterals over the next few

weeks, in parallel with the separate talks the Lord President will be having

about Civil Service Manpower; and for the results to be reported back to

Cabinet at the first meeting after the Party Conference - 18th October.

Almost ﬁ,-?tainly you will need a second meeting, probably on 25th October,

# R
to complete the process. The Chancellor would then bring forward a draft
e ]
White Paper, including some economic background, in about the second week
—— - —— o T —
of November. Publication would follow before Christmas.
—————

2. This paper is the starting point. It covers only part of the story:

there is a separate paper on Mationalised Industries, C(79) 37, and also a
paper from the Lord President on Manpower Savings, C(79) 38, for which

some credit is taken in this paper. The Chancellor's target nominally

remains the one he set before the holidays: to reduce public expenditure,

by 1982-83, to the level of 1977-78. In fact the figures in Annex C show him
R
to be aiming a little short of that target - by £380 million in 1982-83 and

£660 million in 1983-84 - after taking account of the suggested savings in his

——

present paper, those proposed for the Nationalised Industries and a contributia
from staff savings, These shortfalls are not particularly meaningful (they
could e, g. be more than wiped out by a reduction in our EEC contribution)

but emphasise the need not to accept any significant relaxation from the
overall levels of saving proposed.

3. In theory this week's discussion could be short and largely procedural

with the main battle reserved until after the bilaterals: and you may well

judge it best to try to rail-road the Chancellor's paper through on that basis.
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4. Nevertheless I think the Chancellor's paper is vulnerable on two

separate scores. Even if, therefore, you are going to give him your full
F

support [ think you ought to be warned about them and of the answers you

— s

could make to colleagues who are reluctant to agree.

5. The first vulnerable point is that the paper contains no real assessment

of the future prospects of the economy. The Chancellor will claim that

forecasts based on the present Treasury model are of little relevance because

the new economic policy will create a new dynamic which the model, based

on past relationships, cannot properly reflect (although I gather a second run
was done which postulated quicker and more favourable reaction to the

Government's budgetary measures). He may, if pushed, say that, were

the medium-term assessment (MTA) to be brought into the reckoning, it

would support the need for severe restraint in public expenditure of the kind
he has outlined. But his basic approach will be that the reduction in the

burden of public expenditure is a pre-condition for success in the new

economic policy and that the cuts he is asking for in public expenditure over
the next five years are justified in their own right and irrespective of any

forecasts. [ think this argument is sustainable. What is harder to answer -

without reference to an MTA - is how much difference it would make if the
cuts were phased differently., If discussion develops on this point you may
want to support the Chancellor by reminding colleagues that the last

——
Government's plans repeatedly went awry because they committed expenditure

on the basis of forecasts which were invalidated by events, and that the only

prudent course is to take a tough line on public expenditure now. The time
—
to think of spending more money will arise when we have earned it. This

need not preclude the Cabinet from having a general discussion on economic
prospects at some convenient date in the future but it would be a mistake to
think that such discussion would be likely to ease the task which Cabinet must

now face.
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The second vulnerable point relates to priorities. he Chancellor

—

@has divided the programmes inl@hree categories: 'priority'; 'difficult to

reduce’; and 'bearing the burdell of adjustment'. Because so much weight

must fall on this last group, some members of the Cabinet may want to

reconsider the over=riding priority it has hitherto given to Defence and to

Law and Order. They may argue that, while it was right to reverse the
relative decline of Defence at the beginning of the Government's life, the
continuation of this priority through the life of a Parliament is unnecessary

and unfair., Similarly with Law and Order. This argument becomes the

stronger when you look at the implications for some of the non-priority
programmes (e.g. education and Northern Ireland). The only possible

answer to this seems to be that no-one should.argue that the Government

should abandon its priorities now, Equally, however, no decision now can be

binding on discussions in future PESC years when adjustments either way to

—

any programme will be open in the light of developments. But this will only
serve to emphasise the tentative nature of the White Paper and to increase
the difficulties with e. g. the local authorities.
HANDLING

7. You might invite the Chancellor to introduce his paper, and see

whether the Chief Secretary wishes to add anything on the detail,

8. You might then see if you can get quick agreement to the overall

objectives. Presumably colleagues will confirm that they still want to get

expenditure down to 1977-78 levels, especially given the Chancellor's

judgment that his proposals are the minimum compatible with the objectives

of bringing down inflation and reducing the tax burden. But it would be as

well to be sure. Thereafter your airm in the discussions might be to end up

with a clear instruction to the Chancellor and to the Chief Secretary to get as

much as they possibly can towards the target in bilateral discussions so as to

minimise the area of uncertainty to be resolved at Cabinet in October,
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9 You will then want to run briefly through the individual programmes

described in_para.graphs 17=31 in order to see how far you can go in chalking

up the agreement of the Ministers concerned to the particular proposals made

—

by the Chancellor. You will want to avoid detailed discussion on any

e

individual programme. This will be for the bilaterals. But to the extent
that indi vidual Ministers accept the Chancellor's arithmetic as it concerns

them the easier will the bilateral process be.

10, You may then want to look briefly at the Contingency Reserve

(paragraph 32) in order to get collective agreement on this,

11. As to Civil Service manpower, you will simply need to note that the

Chancellor is looking for further financial savings from staff cuts beyond

those outlined in his paper. The extent of these savings can however only be

assessed when the parallel staff cuts exercise has been completed - a process

which will begin under the next item of the agenda,

12, AdditHonally some Ministers may raise questions about the provision

for debt interest, anBcr. Borrowing at present interest

rates imposes a heavy future charge, and although this is only a transfer

payment not a call on resources, it reduces taxable capacity. Cabinet can

do little in the short term to adjust this figure, It may be enough to note

that the burden of debt interest is geared to the success of the Government's
policies, If these succeed and interest rates fall the Chancellor's (and the

Cabinet's) problems will be reduced.

13, Finally, paragraphs 34-36 raise the question of the approach to be

made to the Local Authority Associations about the proposals affecting them,

Are the Chancellor's proposals acceptable to the other Ministers involved -
DOE, Scotland, Wales and Education?

—— — — —_

CONCLUSIONS

14, Three conclusions are needed:-
(i) A broad re-affirmation of the target of reducing public
expenditure to about the level of 1977-78 by the end of the

quinquennium.
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(ii) An invitation to the Chief Secretary to discuss with all the

main spending Ministers concerned the proposals in the

—

Chancellor's paper (subject to any guidance given by

Cabinet on individual points) and to report back on
18th October.

(iii) Acceptance of the Chancellor's proposals for handling
discussions with the Local Authorities about the programmes

which affect them.

P
ke

(John Hunt)

llth September 1979
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PRIME MINISTER

The decisions which we are to take on 13 September are going

to set the framework within which we will have to work for

the rest of the life of this Parliament. I do not wish to

take up time at Cabinet rehearsing specifically Welsh points
but there are major issues which I should set out as background
to the decisions we have to take. Those decisions must be
designed to help us achieve the objectives we pledged our-
selves at the Election and establish a clear strategy for
Government in Wales in the aftermath of the Devolution

debate.

The period up to the next Election is going to be one of the
most politically crucial in Wales this century. It will
establish whether we can create a political structure in
Wales that will kill nationalism once and for all and whether
we can reinforce the successes that we have so far achieved

in overthrowing the important Labour Party power base there.

Nationalism suffered a severe setback in the Referendum and

in the Election that followed; but the demand for an individual
approach to Welsh problems within the unitary state is shared
by most Welsh people and insensitive handling of Welsh issues
could very easily provoke a new, stronger upsurge of separatist
feeling, particularly among young people. We have to show

that the evolutionary process that has led to the establishment
and development of the Welsh Office can be developed to

cater adequately for the special needs of Wales and that there

is room for variety within our present system of Government.

A decade ago we held three seats in Wales. At the election
in May we increased our total to eleven and the three we
gained are capable not merely of being retained but of being

turned into relatively safe Tory constiluencies. There are

1




at least three more we are capable of winning over the next
decade. All this means that the way we tackle our task is
not just important for the Principality but has a wider

political significance.

The background against which we are required to meet this
challenge is as unpromising as could be. Major job losses
in the steel industry and potentially in the coal industry,
combine with the general economic problems of the United
Kingdom in a way which already puts the greatest possible
strain on the goodwill of our new supporters in Wales. We
have to deal with the special economic and social problems
which a peripheral area over-dependent on basic industries
must face at a time of transition and prove to the people
of Wales that we are as committed to the Principality's
unique and particular interests as are our political

opponents.

Overlying all this is the issue of the Welsh language which
despite the fact that it sometimes provokes fear and irritation
on the one side and outbursts of fanatical extremism on the
other, enjoys widespread support in all political parties and
at all levels of the community. 1 have to demonstrate in

the clearest possible terms our commitment to the future of

the Welsh language and culture, for as we said in our Manifesto
"The survival of a culture, of a nation's individuality and

of a language are natural matters for Conservative concern”.

In short my task as Secretary of State for Wales must extend
beyond ensuring that Welsh interests are taken account of

in the formulation of United Kingdom policies. I have a
responsibility to all the people of Wales and particularly
to our supporters, to carry out the commitments we gave in
our Manifesto last May to the development of a distinctive

Welsh approach to the working out and implementation of policy.
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In broad terms what this means is that I hope increasingly

over the coming yvears to be able to develop within an agreed

United Kingdom framework, separate and distinctive Welsh ways

of doing things which properly reflect the social, geographical
and economic problems of the Principality. It was for this
task that the office of the Secretary of State was first
created and has been supported by successive Governments.

It is to this kind of development that we committed ourselves
in our Manifesto this May. The decisions we reach and the
policies we produce will be the evidence the people of Wales

need that we are meeting that commitment.

A number of administrative changes will be needed if that
commitment is to be made effective. We promised in the
Manifesto for Wales that the Secretary of State for Wales
should have greater flexibility in the use of the funds
available to him and I have instructed my officials to pursue
with the Treasury the regrouping of Welsh expenditure into

a new class in the estimates and matching main programme

for public expenditure planning purposes. In this way people
in Wales will be able to have a clearer idea of the total
monies allocated to the Principality and I can be given more
discretion as to how they are allocated within overall
ceilings. We have of course already gone some way towards
this in Scotland. I will of course be consulting colleagues
concerned when firm proposals are produced. The earliest
the change can be made is 1981/82. The Secretary of State
for the Environment has proposed that in the same year we
should alter the present system of rate support grant to a
new system of unitary grant. 1 support this proposal but

in my view it will be absolutely essential at that stage to
move a separate unitary grant for Wales. We did of course
in May consider the possibility of a separate rate support

grant for Wales but at that stage concluded that the time




was not ripe. It will be a different matter if the grant

system is changed in 1981/82. Unless I can be seen in Wales

to be in direct control of local government finance (over

which at present I have none, although 40% of it nominally
comes within my responsibility) our credibility will continue

to be guestioned.

I see a continuing need for bodies such as the Welsh Development
Agency, the Development Board for Rural Wales and the Welsh
Tourist Board to be allowed to pursue distinctive policies.
The justification for having such organisations is that they
can respond to local circumstances and any attempt to impose
uniformity in our treatment of the different parts of the
United Kingdom will be entirely counter-productive. There is
a particular need to recognise the needs of rural Wales, where
seven of our eleven seats in Wales are - including the three
new ones. I have proposed the retention of the Land Authority
for Wales with reduced powers because I believe in Wales it
can perform a useful role more economically and effectively
than the local authorities. I am currently re-examining the
work of the Countryside Commission in Wales. I have, however,
abolished the Welsh Council and a number of other Welsh
QUANGOS and believe that there is room for the abolition of
others; even where my colleagues may feel it necessary to

retain their English counterparts.

It is essential that the financial decisions we take in the
coming weeks make allowance for the special requirements that
1 have described. 1In the Welsh Office there are no illusions
but that we must play a full part in making the necessary
public expenditure cuts required to restore the economy; but
the longer term cuts that we are now considering ought to
take proper account of our policy objectives and should not
Just be based on arbitrary percentages of other Departments'

budgets or past expenditure programmes.

4
SECRET
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We are fortunate that in reaching our decisions we can take
account of the conclusions of the inter-Departmental needs
assessment study carried out under the aegis of the Treasury
in connection with Devolution. Its results will become
available to the public shortly. The study clearly indicates
that Wales has been the victim of under-provision in the past.
The study covered five areas which were to be devolved to
Wales; Health and Personal Social Services, Education and
Libraries, Housing, Roads and Transport, and other Environmental
services. The conclusion was that overall and expressing the
per capita need in England as 100, the relative need in Wales
was 109. This means that just to stand still relative to
England, Welsh expenditure needs to be % greater on a per
capita basis. To make up ground already lost it needs to be

greater still.

There are three particular problem areas which we face and
of which special account will have to be taken in consideration
of future public expenditure. One is shared with the rest of

the United Kingdom, the others are peculiar to Wales.

I have already drawn attention to the need to make adequate
provisions for the remedial measures in connection with

steel and coal closures and I do not believe that we have

yet produced sufficient resources for these. They are essentially
United Kingdom problems, though as with Shotton their consequences
may be felt with particular severity in Wales. We shall need

to discuss very soon what provision can be made for remedial
action following such closures and 1 think we have to recognise

now that the money for such action will have to be in addition

to the expenditure we agree upon in the current exercise. B

Secondly there is our commitment to press on with the Road
Capital Programme in Wales. This programme was started later

than in England and is not nearly so far advanced. We cannot

5
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accept a reduction in expenditure on road construction in
Wales comparable to that in England. In our Welsh Manifesto
we saw these road works as "central to the improvement of the
economy" and we said "we shall press on urgently with the M4

in the South /of Wales/ ..." a desperately needed road still

uncompleted despite the opening years ago in England of the

major motorways. We also prom¢sed to accelerate the A55 and
A5 programmes across the North Wales coast as well as making

improvements elsewhere.

Whether in North or South Wales the acute economic problems
posed by steel or coal closures and other difficulties make
it imperative to develop urgently East-West roads in order to
link the areas concerned with the main centres of population

and industry in England.

There is a further problem which is peculiar to Wales; the
preservation of its language and culture. There are very real
difficulties in providing adequately for a country with a

second language when the general level of personal wealth is

low and public funds are strictly limited. The cost of
bilingualism is high and in the past no proper separate provision
has ever been made for it. But if we were to let the language

die we would rightly never be forgiven. Our predecessors

steadily increased the amount of money spent in support of various
activities such as publishing and work with pre-school children
and young people but this is still guite insufficient. We have
provided in the expenditure plans for a further £500,000 in

each year of the survey period as a central Government grant

for the support of bilingual education. This is well short

of the full extent of the extra costs of the education
authorities concerned and I may have some difficulty in pro-
tecting even this amount if I am obliged to make the full
expenditure cuts proposed. 1 should like to take this

opportunity of makKing more sensible financial provision in the plans

for the expenses required in connection with the use of Welsh.

6
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Not only would this be entirely right on its own account but
it would give me the political credit that would enable me to
deal with the very difficult problems that arise in connection
with the use of Welsh in public life, Welsh education and the
maintenance of parental choice. I shall be asking for an
additional £2 million in each of the later years of the

survey period to spend at my discretion in support of the
Welsh language and culture.

To give me any real possibility of coping with the problems
I have described, I shall have to ask for a smaller total
cut in the expenditure plans for 1981/82 and beyond, than that
proposed by the Chief Secretary. Looking at the inherited
plans in the light of the Needs Assessment Study the Welsh
Office is under-provided hy—gﬁaat £50 million in each of the
later years of the survey period. The imbalance needs to be
corrected and in the course of the bilaterals which will no
doubt follow Thursday's Cabinet discussion I shall have to
ask for this factor to be taken into account when assessing
expenditure in the later yvears together with the resources
required for industrial closures, road construction and the

Welsh language.

I am sending copies of this minute to our Cabinet colleagues
and to Sir John Hunt.

n .
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We shall later this autumn be taking the decisions to be announced
on 20 November on the rate support grant settlement for 1580-81,
This settlement will have to be based on current legislation, and
raises rather different issues - though there are naturally some
cross-connections - from my Proposals for new arrangements in
which there is separate correspondence with H Committee colleagues,

Officials have already been in touch about a provisional timrtable
for this autumn's settlement. I understand that they are Planning
on the basis of a paper to Cabinet to be taken at the meeting on
16 October. This seems right, But the issues are complex, and
not made any easier by the decisions our predecessors took during
their period of office., It may therefore be helpful if I set down
now the main issues on the settlement as I see them; and which
other colleagues most closely concerned may then wish to discuss
in advance of the meeting of the Cabinet, This could be either
informally or in a MISC group.

Increase Orders

Let me deal first with the two Increase Orders., For the benefit
of colleagues who may not bé Tam ar h the RSG process I should
explain that these are the means by which the Government gives
authorities additional grant to compensate them for ay and price
changes which take place after the RSG settlement, The RSG
legislation requires that all settlements be at the pay and price
levels then prevailing which means that we cannot make settlements
al autumn prices). Normally there are two Increase Orders in
respect of any grant year, one in the November of that year (12
months after the initial settlement) ang another 12 months later
which 1is essentially a tidying up exercise, For 1978-79 I propose
to pay out whatever sum is left within the it (about £35m
after allowing for thE'Eé3EEfﬁﬁﬁt‘fﬁ“ﬁﬁ_ﬁﬁﬁgﬂig_%éﬁpect of the
variable items - ie changes in local authority costs arising from
changes in interest rates and the effects of changes of interest
rates on the rate fund contributions to the Housing Revenue Account),
Actual changes in pay and prices are of course considerably higher
than this but authorities will not be expecting any additional
grant other than what is in the cash limit and wil already have
éllowed ‘in their financial Planning for that, Not to pay out
within the cash limit on the other hand would attract widespread
criticism and accusations of bad faith,




The 1979-i.. Order is more difficult. The Chancellor said in his
Budget Speech that the cash limit would be increased in full in
respect of pay settlements (but not prices) but that it would be
necessary to abate the resulting total by at least £300m; the
exact size of the abatement would be settled in November. At

this stage it looks as if the cash limit will total some £670m -
less the £300m abatement this becomes £370m. The exact figures
will have to be discussed between officials. It will, of course,
be necessary to adjust for the variable items as well. This
figure does not allow for the outcome of any of the comparability
studies other than the local authority manuals nor does it take
account of the craftsmen and teachers' payment on account

which will be offset against their comparability awards, tcnsted
at about £45m in grant terms for 1979-80). I do not think it
would be right to make any further abatement. The initial

outcome of the teachers and the APTC settlements was not
unsatisfactory and we shall not know the outcome of their
comparability studies when we make the Increase Order in November.
Moreover any decision to make a further deduction from the cash
1imit would be seen specifically in relation to Clegg. It would
seem unfair to penalise local government who are faced with paying
a bill which is not of their making, but that of the previous
Administration, who fixed the basis of the settlement. And

we would appear to be taking action in respect of a particular
group of workers - the manuals - who were at the end of the day,
disappointed in their expectations from Clegg. This is particularly
important when we take into account that the manuals will be the
first key local authority pay settlement which we shall have to
face in the autumn. A decision to cut the cash limit further would
not bring any further reduction in authorities' expenditure, simply
increase their drawings for balances, thus reducing our freedom
of action for next year. And it would further weaken authorities'
confidence in Government indications of the amount of additional
grant they can expect to get.

1980-81 Settlement

The settlement for 1980-81 will be critical. It will set the

key note for our relations with local authorities for the rest of
this Parliament. It will also be seen as a touch stone of our
attitude towards domestic rates. We shall be striving in it to
influence authorities to achieve the volume of expenditure we are
seeking and we shall be seeking to encourage them to bargain
responsibly so as to moderate the rate of wage inflation. On top
of that we shall be endeavouring to keep the burden on the ratepayer
to a reasonable level, remembering that the national picture we
shall be considering will conceal wide variations around the
average.

The volume of expenditure that we shall include in the settlement
will of course be the one that we have aslready decided in considering
our expenditure plans. We have already told authorities that 1is:

5% below the previous administration's plans on current account so
that they will have time to make the necessary adjustments in their
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budgets. The volume of expenditure is, of course, net of income
from fees and charges, where we are contemplating very substantial
increases, on school meals and transport for example, as well as
othe introduction of new charges, as with building regulations and
planning applications.

The Government having indicated the volume of expenditure, our next
aim must be to keep the domestic rate increase down. This would
fitwith our economic strategy and the attack on inflation and

would be seen as not incompatible with our longer term intention
to abolish domestic rating. I suggest that we should set as our
objective an increase in domestic rates no greater than the rate
of inflation that we expect and we must be realistic about what

the rate is going to be - we do not want a repetition of the problems
of last winter when totally unrealistic assumptions about pay and
price increases in the RSG cash limit led to average domestic

rate increases about double the forecast increases.

In practice, if there is to be any hope of containing domestic
rate increases in line with inflation we must hold the grant
percentage unchanged. This approach would also ensure that
authorities did not attribute the effect of a fall in the grant
percentage (which takes proportionately more grant away from the
shire counties) to our decisions on distribution. This would
enable us to emphasise the theme of stability in the financing of
expenditure. (Our early announcement of the volume has made the
climate of retrenchment quite clear, and the volume reduction will
of course bring down the grant with it).

Mathematically, if authorities were to rate in line with the

volume of expenditure we have planned and our expectation on
inflation, the average domestic rate increase would be of the order
of 9%, and I propose to use the margin that an unchanged grant
percentage gives us to distribute grant in a way which reflects

our stated objectives in respect of the shire counties. Authorities
may of course rate higher. They will mistrust Government estimates
of inflation. They may overprovide for expenditure in volume

terms, recognising that shortfall will bring them back on target.
They may seek to ensure that they are safeguarded against any
reductions in grant we may subsequently make, whether through a
general cash limit squeeze as this year, the effect of a sliding
scale on the cash limit (see para §) or action against the individual
overspender. And there may be a move to build up depleted or
non-existent balances which will push up the overall rate call
because of their uneven distribution. But if they do these things
it will be quite clear on my proposals that authorities themselves
have decided to do them and what the consequences are. The
Government's position will be plain.

The cash 1limit has in the past been announced in November, But

the decision could be d red, Officials have been considering

a sliding scale related e er to rates or to pay settlements. We
shall be considering an il1ustratiﬁE’exaﬁﬁTE'Iﬁ'EFﬁfEhber in E
Committee. If colleagues are attracted by this approach - and
there are difficulties attached to it - one possibility would be to




announce the matrix in November, leaving the actual decisions till
later. We shall need to give further thought to this.

I may say that I do not like the way the present legisletion is
tructured. The concept of a pre-determined volume adjusted

only for inflation seems wrong, we need a much more flexible power.
I am asking my officials to explore with yours the options with

a view to making the necessary changes in the local government

bill. There is no prospect of any major changes to the arrangements
for 1980-81 in the time available and I propose that we shall
operate within the existing grant framework, using the "conventional
levers" to help the shire counties as much as possible. This has

a presentational advantage, in that we cannot be accused of
redistributing the grant on an unfair or arbitrary basis, nor of
causing undue instability in the distribution.

Rather than use any of the formulae developed by the grants working
group this year, however, I propose to encourage stability in the
distribution and assist the drift of grant away from the shire
counties by re-using the 1979/80 formula with updated data. Data
changes alone - in connection with differential labour costs -
would however involve a considerable loss for London under this
procedure. Although London has enjoyed gains in recent years, a
large loss of grant in 1980/81, which would be likely to lead to
much larger increases in rate bills within the capital than outside,
seems inconsistent with an overall aim of reasonable stability.

I therefore propose to limit the loss to something of the order of
£20m - about the product of a penny rate in London - by reducing
the clawback of London's needs element to £30m. A table showing
the effects of this distribution package is annexed.

Finally TSG. Norman Fowler has been considering its future, I
would hope that we could now agree to dispense with it as a
separate grant and incorporate it within RSG., I accept that there
may be transitional difficulties., But as I said in my reply to
his letter of 12 August I do not think we should be deterred.

1 am copying this letter to Mark Carlisle, Patrick Jenkin,
Williem Wnitelaw, Norman St John Stevas, John Nott, Nicholas Edwards,
Norman Fowler and George Younger; and to Sir John Hunt,

l'bvﬂﬁ

LA

MICHAEL HESELTINE

The Rt Hon John Biffen MP
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