PREM19
23

ECONOMIC POLICY
(Public Spending)
(Part 6)









@ PART 6  ends:-

Chro $f»—NRTA GRS

S begins:-

Clh. Sec HHT h Fs bHsS F2016%




TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference ‘ Date
CC(79) 18" Conclusions, Minutes 4,576,7 *comiaron Asex] 25/10/79
E(79) 61 26/10/79
E(79) 14™ Meeting, Minute | 30/10/79
C(79) 56 30/10/79
CC(79) 19" Conclusions, Minute 5 01/11/79
C(79) 54 06/11/79
CC(79) 20" Conclusions, Minutes 4 & S 08/11/79

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES

Signedm\jw Date 2@ OCfober 200

PREM Records Team




Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

Cmad. 7Ulo: [Shie Faper Tla Gov emmants
Expendivme Plaas (9P0-F (
Puk(usked by (tmsD, Novanber (119

Signed m%(w Date_ 24 Octrber 2004

PREM Records Team




SIR ROBERT ARMSTRONG
CABINET OFFICE

Public Expenditure

The Prime Minister has seen your minute
ADGED® of 16 November 1979 to me and agrees

with your proposals for arranging for a further

review of public expenditure both in 1980/81

and in the later years.

C.A. WHITMORE

19 November 18789




L. 7]

Hv— 65

1 L

! Natiogalised Tndusties 0 0
‘Mr. Kenneth Lewid haked the Chaffs
gellor of the Exchequer what lithits have
been set ‘om the external financing of the
nationalised industries for the financial

year 1980-31, >

“ M¥ Biffen : The limits are as fnllgws:

ﬂ!iunnllq:d Induﬁln’%" Extérnal 'ﬂﬂl‘an

Limits 1980-811 .

Wi i £mi
Mational Coal Board ., i ]
Electricity Council and Boards e 1HT

th of Scotland Hydroelectric Board

uth of Scotland Electricity Beard ...
British Gas Corporation : £
British National Oil If.'u;gtll'nliun

itish Steel Corporation & ...

st Orfice : o5 :

British Airways Board wa»
g’ili"h Airports Authority

ritish Railways Board

ritish Transport Docks Board
-ﬁnh«h Waterways He
MNational Freight Corporation ...

M:mul Bus Company
ish Transport Group 4 ...
British Shipbuilders 2 g T

£
‘Mo figure 15 included for British Acrospace
view of the proapect, of selling shares a
sticceswor company in 1980/81. In the cas€ of
British Airways and the National Freight Cor-
tiomg limits have been set inghew of
ertainty about the lm-mf of pro
sales. As in the past, the forecast shown [or
W doer not represent a limit.
 The limit for the Bost Office is set before
ng ecount of the expected inflowsof funds
in 1980-%1. resulting from delayed Billingafiol-

ywing the u;:::m indusfrial action by compater
aaﬁmn, and will be :duu\t:ﬁ whm_ the inlow
is known accuralely L

s v vy T -
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WALES

i Rate Support Grant,

Mr. Hooson xkcd the Secretary of
State for Wales what is the future of the
Tale support grant in Wales

Mr. Nicholas Edwards : T would refer
my hon, Friend to the statement made
today by my right hon. Friend the See-
retary of State for the Environment about
our proposals for changing the rate
support grant system. [ shall be respon-
sible for the operation of the reviséd
system in Wales. This is a major addi-
tion to the function of the Welsh Office,
which doegmot at present have res
sibility for the rate support grant. It wall
represent  an  improvement  in the
machinery of Goverfiinent in Wales, . T
will be consulting the Welsh Count?ts
g'mnﬁlue and the Council for the Prin-

ipality on the imple tion of the
details of these proposals 1 due course.

Howse— aj- (v g
'!i'.'d W:-:T'l""-’lr }Mb\f‘k‘f
l-;:r -‘*:’hw :t}—fo)




: ;EN"IRQNHEN"]’
Rate Suppor Grani .

Adr. William  Shelto asked the Sec-
ry of State for Environment
ther he will make a statément on the

rate support gramt scttlement for 198081
and on changes in grant arrangemeénts,
espicially with, reference to dealing with
overspending authafities.

Mr. Hedltine: Yes. A copy of the
stitement | made today at the €onsulia-
tiye Council on Letal Government Fin-
amce has been placed in the Library.

1980-81 RSG SETTLEMENT

Bricfly my proposals are that the aggne-
gate Exghcquer grani sholild be at a rate
dl.61 per cent. on relevant expenditure of
18,737 mullion (a1 ™ Movember 1979
PHces). The total of relevant expenditure
i5 based on the White Paper: The Gov-

mment’s Expenditure Plans  1980-81 :

nd. 7746. Thesplanmed level of local
authority current ‘expenditure in 198041
shows a reduction of about two-and-a-
hall per cent. fbelow what authorities
fectually spent T 1978-79,

The additional grant that may be pay-
able under any increase orders relating to
1980-81 will be subject to cash limits. The
cash limil on rate supg grant will he
£1.380 million : on tranSport supplemen-
thry gram £46 million U andson national
packs sopplementary  grants€07T millen.

L 1
1978-T9 SEcoND INCHEASE ORrDER &0

The cash limits for 1978-79 have been
revised to take accoudl of the 1978 man-

_gl workers’ settlement and of ch 5
e wariable itcms. '{n!‘h Timit on
R now stands at £31 million ; and an
TSG ar £0-8 million. Grant will be paid

within the casholignits.
1979-80 FIRST INCREASHIDRDER ':

cash lignits for 1979-80 were initi-
ally set at the gﬂ’ﬁ: of last year's settle-
ment.  The Chancellor of the Exchequer
sgil in_his Budget Statemgent that the
rﬂ‘ll.u:rm&’lwnuu e aeeount of pay
n-rlﬂ-.'mrn:g caleulating the 1979-80 in-
crease orders but would make an across
the board reduction of pot 16ss than £300
million rom the t thus calodlted.
The Government have decided that a
fdrther abatement of £20 million shall be
made. OfF this £10"Mmillion will be a
to the £300 million already announced.

A The total tgment for RSG purposes
will mcn:rumm jllion. The re-
maining £10 million will'se found throdgh
& reduction in other local adorty pro-
E |cs‘%.which I am mspun:.ih]e.rf{n
o ﬁ:l is decision, a major [actor
has n how much i senl circum-
stances_iLgil reasona r the taxpager
. cofffibute, and the need #f sccure ¢

improvemenwin_efficiency and produc-
tivity identified iithe Clegg report 4,

-"iz:nmiu also been adjusted ,
for the variable if€Ms and now stand as

whl'ﬁ'i:
Rate support grant ... +£493 millien
1 supplemen- -

& lary ... ® 30 miliion

" National plri;lmppb- -
¥ -

r;ﬁEImM i

1979-80 SECOND INcREASE ORDER’

For 197980, furt adjustments
cash  limits will be u#:d to take
account of payments falling to be met in
1979-80 in respeet of pay settlements and
comparability awardstyet to be made.
Howeverggthe Government consider that
o limitmust be'set to the amount of grant
payable in respect of 1979-80. 1 propose,
therefore, that the cash limit will be
E150 million. (Rate suppert G £148
millien,. Transport sypplementary nt
£2 million.). This O will be made in
November 1980,

The amount of Natiofisl parks supple-
mentary grant will not be furt}:r_i.n-
creased.

x

RSG IMSTRIBUTION

The arrangeméents ustd to Rsteibit:
the gramt' in recent years have proved
neither equitable nd® sensible. But_lrr"!hu
time available Whas not been possible®to
develop any alternative. I have there-
fore had to make use of the existing
arrangements for 1980-81. wever, no
new formula is to be used dgllﬂﬂbum
the grant nexl year ;pwd' 197980
formula s to be re-ap using up-dated
data forthe various factors j:%«: formula.
There will be.a 2 safety * o limit
lasses in non-London authoritics’ needs
element  entitlgmer xcept  those g re-
m.qﬁlng from Lw‘lma of data errors—
to the equivalent of a 1p rate poundage ;
only four authorities qualily, for
London's overall grant loss will also
constrained {0 the equivalent of a 1p rale
by the London clawback mechanism g
futther losses to individual Bondon autho-
rities arising flom the within-London re-
distributiom will be limited to 2p.

“The in-Lond ﬂngcmcnts are
alsg on %&ndsti!r"ﬁsis. with the 1979
80 formula re-applied to updated data.
The national standard ablc ‘walue for
the distribution of resources element will
be £178. Domestic rate relief wil?%

tained at 1979-80 levels of |
£'i8 England and 36p in £ in Wales.

Taken to or, these measures achieve
a welcome degree of slability in the
grant dislribuliurhilc at the same time
hadling at long 1a8f the drift of grant {r
the mm-nﬁ%mpnlilm counties that Was
tikem place. since 197438,

-] - -
Nrw GRAND ARRANGEMENTS

So as overspending is concerned,
while ;ﬁnajnrﬂy af utlmriliq:s}in_\r:
shown a wilungﬁm to Keep in step with
th, Government's guidelines on public
expenditure, a minority of authoritics per-
sist in maint*inm‘ of expendilure

ich the present ¢ circum L]
m}' do not jostify. It is, however,
clearly wrong that the ent's
coptribution through  the 3 rt
gmni to | authorily cxpendituge can

take no L of whether that ¢ di-
ture is reasonable or pot. That is now

Uhigy case.

h is perversity of the
L o (- t arrangements hi
LS &
on all tons 1o expe g

s E S




ti‘i-up:h of otlier autllﬂ'llru- Thus
Lmnmepuh )

fore jntend to incl provisions

«in 1 fort ing Loca vernment,
Flanning and Land Bill replace the
nccd:. qu:l resources clements of the
‘grant armngements with a single

l‘. grant, plyabl: to all'authoritics and

calculated the diffgrence between an
Uthonig: ndin and thagproduct
of a sl rate I;&ndagr,huppliuahh

fo all a ies of the sametype, levied
on the authority’s telalératcable value,
erent standard rate poundageg will be
scribed for different levels of pending

mn relgtion to * stanfdard expenditure ",
{The"schedule of standard, rate pound-
ages will be S8t in such a way that cach
mcrement of expenditure bevon® a thros-
level—to allow for the inevitable
yariations in local circumstances—above
‘an awthority’s standasd expenditure will
altract puogressively !mnl Authorities
will still be free to determine how much
thiey “Wwish 4o spe nd hew much they
wish 0 raise by but the Govern-
ment will be able to™himit the level of
T:lt suppart: for l:xpcndlmn: above ﬂm

reshold.

Lﬂ will'eontinue to be n vy o @eﬂ
ith certajnm  problems— as the
Lm:mmlj.lg hig :nlcnblg n_suun.u and
diph ills special

|arangements, as is dm-: uadt: the present
rate grant systent. Tooaddition
it wll necesslry 10 ensure that the
!'Innlm Iu the new grant is as smodth
gp- To deal ‘with these problems

1: will provide for multipliers

to adjust the standard rate poundajpes

hence to adjust cnlil.lwru:ntﬂ'ln grant.

¢ multipliers will be determined dna

accordance with eral principles appli-

ble to a class or classes of authority and

a report to Parliament. p

My right hon. Friend the stary of

State for Wales will be making a'scparate

afinouncement about the position of Wales
uml:: thgapew scheme,

o I'hr rment intend Lthait I‘hc rew
wm should come inlo operation

in N'ﬂ A interim mea sure
ill will provide that authoritigs’, 1980-81
rant eaflements undqr-thc uainp mite
sty &nt legislatiol can be m:fjuvg!

" s Dnicr stage next year. Gr

entiti®nents ﬁ bated w
b e b y{‘xm.%s

asscssod need.

& We gghall
u.l'l.'h:rm i

pl:mcnuuun new m:mgm
lm.f on the dcwlﬂpxt of the

agssment of standard expen ’
H’( jll be a full oppnl'tuml'_.' t-:-r the
[ TES

chate the Settlement. :&
laying the ers
J?|:«p|'m|ll within 1*“# nys.
s for legislation will be introduced
" due course. > 8

- L

®nir, WMot asked e secretary st
far the Environmgft what assumpti
hzve been made abolit rent increases
1980-81 in the calitext of the rate E-upp:m

BRRGE scitlement.

& Mr. He*:e The total of mplh

relevant expenditure contains & fo
ofgate fund contributions to loeal aut
;:: housing r:;:nue accounts and ot
sing expenditure falling airectly
the rate fund. The fmcm#l assu
amonggother  things, that a guldcr;
average rent increase of £1-50 a week will
be applied by t awfhorities statutorly
a#ble 1o do so. also takes accoun
the fact that the existing housing NJ
apogements will continue without major
changes throughout, 1980-81. &

“ Mr, Ginsburg asked the Seerctary ‘ef
State for the Environment if he will en-
sure that those authorities like Kirklees,
which could be ersclygafected by
changes in the ratefgupport grant distg-
bution formula, will have thé Benefit as in
the %of damping and safety ne.t
arran nts
~ Mr. Woolmer a d*ﬂ Secretary sof
fe for the Envi ent whether those
authorities like Kirklees, which could be
adyersely aff by changes ig ithe rate
support ﬂa istribution formula, will
nefit

have the as in the of dampin
Ind safety net arrangcmm 8

Mr. Gwilym Roberts asked fe Secre-
tary of State for the Environment (1) if
he will now make a stdtement cf the raté
support grant for IBE!}-:EP' L

(2} what plans he has ur chan
methods of calculating u.rpp%
granl to make all
transfer be n_gountics n theucm';w
acqn:n.t,._ ure. - on . local  authority

SCrVICEs

[3] whatgplangghe has change Iho;
npeyiods uulc:lﬁl‘ing |h? -
grani to encourage the provision c n:*
quage minimum standards of sery in
line witly ythe recomypendations of the

%;un Paper Cmnd. 9813 ; and if he will
e a slatement, '

"r!lr King : &ﬂ'u: hof " Meétbers

1 -it.lln:mn‘:l'lt mide today by my right
& Friend, in answer to my hon. Frend,
M for Lambeth, Sirediifim

¥ Shel (B ¥ e

Howat— 0 F  Crmamens
Wniny Awnway
6™ NMoaowrbey 19719
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R. WHITMORE PR RS TR
bL/) [V-( |Ex*

I understand that, following yesterday's discussion in Cabinet, the

Ref. AD689

Chancellor of the Exchequer has it in mind to bring forward proposals to his
colleagues which will involve a limited reopening of public expenditure in

1980-81, a more major reopening of the figures for later years, with a review

T —
to be carried out during the next two or three months, and a postponement until

about the time of the Budget of the publication of figures for the later years.

e ——
2. You will remember that we have been discussing arrangements for a

Cabinet discussion of economic strategy in the New Year, and that part of that

plan included the setting up of a small group which would have a first discussion
of the subject bcfm-"c it went to the whole Cabinet. The Chancellor has it in mind
that he should discuss his latest proposals on public expenditure in that small
group, as a prelude to bringing them to Cabinet. L--‘"’r

3. We ought not to put off the start of this process too long, if we are going
to proceed as the Chancellor suggests, because the various reviews which he
wants to undertake will inevitably take some time, and it will be important to
have the results available well before the Budget. If the Prime Minister agrees,

therefore, I should like to suggest to the Chancellor that he should circulate his

paper for the small group towards the end of next week, in time for a meeting

early in the week beginning 26th November. The proposals could then come to
the whole Cabinet during the following week - the week beginning 3rd December.
4, We have not actually yet set up the small group; so that, if the Prime
Minister is content with these proposals, I shall need to make further proposals
to her early next week as to the composition and terms of reference of this new

small group.

(Robert Armstrong)




10 DOWNING STREET

From the Private Secretary 16 November 1979

RATE SUPPORT GRANT

This is to confirm that, subject to the views of

other Ministers concerned, the Prime Minister is content

with the draft Written Answer ich you sent with your

letter of 15 November,

I am sending coples of ti letter to Stephen locke

(Financial Secretary's Office), Peter Shaw (Department of

Education and Science) and George Craipg (Welsh Office).

D. A. Edmonds, Esq.,
Department of the Environment.




SR
10 DOWNING STREET

From the Private Secrefary 16 November 1979

NATIONALISED INDUSTRIES' EXTERNAL FINANCING LIMITS

This is to confirm that the Prime Minister is content
with the draft VWritten Anoswer which you circulated with
vour letter of 15 November. She has, however, commented that ®

the fipures may have to be revised in a downward direction

at & later stage.

I am sending copies of this letter to Bill Burroughs
(Department of Energy), Ian Fair (Department of Employment),
Ian Ellison (Department of Industry), Stuart Hampson (Depart-
ment of Trade), David Edmonds (Department of the Environment),
Godfrey Hobson (Scottish Office), Genie Flanagan (Department
of Transport), Hichard Prescott (Paymaster General's Office)

and to the Press Office here at Ho. 10.

-

R. J. T. Watts, Esq.,
H. M. Treasury.
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PR AME py S TEL
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SCOTTISH OFFICE ¢
WHITEHALL, LONDON SWIA 2AU M
I{frq

Tim Lankester Esg

Private Secretary "/ ,_,A'L‘

No 10 Downing Street g

LONDON SW1 15 vaembe

>
e 'lq.‘;j / (,P.. i

My Secretary of State is meeting the Conventlon of Scottish
Local Authorities at 2 pm this Friday, 16 November, to
announce our rate support grant settlement. He will be
announcing at the same time the detailed implications for
Scottish programmes of the public expenditure decisions
that have been taken for 1980-81.

He intends to inform the House of the substance of his
announcements by means of arranged Questions and Answers on
Monday (he cannot, unlike DOE, lay the Answers on Friday
Because the meeting with COSLA does not take place until
Friday aftcrnmcn} —————— —

1 attach copies of the proposed Questions and Answers. .y
only caveat is that, at the time of writing, I have still not
seen DOE's proposed Question and Answer on the same subject:
we may conceivably, for consistency, want to amend our texts
in the light of these.

I am sending a copy of this letter to David Edmonds at DOE.

GODFREY ROBSON
Private Secretary




LOLLAY 19 ROVINIER 9 WEITTIN

HOUSE OF COLLQUS

To ask the Secretary of Stuate for Secolland if he will
provide deteils of public expenditurc within his responsibility eguivelernt

LT

the figures in Tuble £ of the Wwhite Paper "The Government's Expenditure
198¢-81" (Cunc 77L6).

MR GEORGE YOULIGER:
The inl'oroztion reguezted is given in the following table. The fipures
for the ycars preceding 1980-81 reflect the letest informetion on outturn.
EXPENDITURE IN SCOTL/XD VITHIN THE SECEETARY OF STATE'S ENPONSIBILITY
Lpillion at 1979 survey fisures

197, =75 1975=76 1975=7 1977-78 1676=-79 1972-80

Provizionel Expected

Qutturn Qutturn Outturr utturn

Outturn Gutiom

Acriculture Fisheries
Food and Forestry 181 13, 122

Trade Industry Energy

anc knploymeni 63 111 112

Roads sné Transport 304 299 313

Eouzing ! 710 697

QOther Znvironomental

Services 187 396

* and Protective
210

Educstion and Libraries
ascience wnd prts 96!,

Hecelth and Personel Socicl
Services 990

Other Public Services

Common Services

TOTAL

-~

SC0TTISH QFFICE




BACKGROURND NOTE

Since the Scottish figures underlying the totals in Cmnd 7746 were provided,
gome small further adjustments have beeen made to outturn etc. figures,
particularly for 1978-79 and 1979-80. To that extent the figures in the Table
are not exactly compatible with those underlying Table 2 in Cmnd 7746 but the

second sentence of the reply should cover this point without undue emphasis.

(The changes in gcéral marginally improve the position of 1980-81 relative

to previous years). There have been no changes, however, in the figures

for the key year, 1980-81.

B T




FOR WRITTEN ANSWER
: ON
MONDAY 19 NOVEMBER 1979

HOUSE OF COMMONS

: To ask the Secretary of State for Scotland, if he will
make a statement sbout Rate Support Grant in Scotland in 1980-81.

MR GEORGE YOUNGER

Ag T have intimated to the Convention of Scottish Local Authorities, I
intend that the Rate Support Grant for Scottish local authorities in 1980-81 shoulc
be derived from total relevant expenditure of £2009.9 million, and that the prant
percentage should continue to be 681 per cent. I have determined relevant
expenditure at a level 2 per cenf Delow that for 1979-80 because of the over-ridir
need to curtail public expenditure in the national interest. The agcregate grant
I propose is £1362.8 million, of which Rate Support Grant forms £1247.9 million.
11 slso intend to make provision for additional grant in respect of increased costs
‘of £5.8 million for 1978-79 and £30 million for 1979-80 (with the possibility of
a second Increase Order in 1980 of up to £19 million for 1979-80). I also intend
that the cash limit for additional grant for cost increases during 1980-81 should
be £19% million. This will be a firm cash limit which will not be subject to
review. The main object  of the formula for the distribution of grant will be to
retain the arrangements made for 1979-80, as the Convention have recommended.
Within this general objective, however, I propose to reduce the ratio of resources
element to needs element from 1l:4 to 1:7 so that asuthorities striking ‘
comparatively high rate poundages will thereby secure less additional resources
than under the 1979-80 formula. I shall lay the necessary Order for the approval
of the lHouse as soon as possible, together with the report required by statute.

ot

Scottish Office
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Treasury Chambers, Parliament Street, SWIP 3AG -
L

T P Lankester Esqg
No 10 Downing Street
London SWL1 15 November 1979

ol

NATIONALIZED INDUSTRIES' EXTERNAL FINANCING LIMITS

ot
7%

At its meeting on 1 November Cabinet agreed that the Chancellor
should arrange for the approved limits on nationalised industries
external financing to be published on or about the date of the
Government's announcement about the Rate Support Grant.

The Chief Secretary proposes to announce the figures in reply

to an inspired PQ tabled for answer tomorrow. I attach the

text of the written answer which the Chief Secretary proposes to
give. This will also be issued as a Treasury press notice. The
answer has been cleared with officials of the departments
concerned.

There may well be press interest in the NCB limit in view of
recent developments in the miners pay negotiations.

I am copying this letter to Bill Burroughs {Energy}, Ian Fair
(Employment), Andrew Duguid (Industry), Stuart Hampson (Trade), David
Edmonds (Environment), Godfrey Robson (Scottish Office), Genie
Flanagan (Transport), Richard Prescott {Paymaster-ﬂeneral*s Office)
and the Chief Press Secretary at No 10.

II.

Ilft.vu..'-'*'
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DRAFT WRITTEN PQ FOR ANSWER ON 16 NOVEMBER

.Tﬁ ack the Chief Secretary to the Treasury what limits have been set
on the external financing onf the natinnalised industries for the
financial year 1980/817

DRAFT ANSWER

The limits are as follows:

(1)

Nationalised Industries' External Financing Limits 1980-81

National Coal Board 834
Electricity Council and Boards 187
North of Scotland Hydroelectric Board 59
South of Scotland Electricity Board 73
British Gas Corporation 400
British National 0il Corporation 101
British Steel Corporation 450
Post Office 65(2)
British Airways Board 230
British Airports Authority 20
British Railways Board 750
British Transport Docks Board 10
British Waterways Board 30
National Freight Corporation 24
National Bus Company 85
Scottish Transport Group

9
British Bhipbuilders 120

Notes:

1) No figure is included for British Aerospace in view of the prospect
of selling shares in a successor company in 1980/81. In the case

of British Airways and the National Freight Corporation limits have

been set in view of the uncertainty about the timing of the

proposed sales. As in the past, the forecast shown for BNOC does

not represent a limit.

(E)The limit for the FPost Office is set before taking account of
the expected inflow of funds in 1980/81, resulting from delayed
billing following the recent industrial action by computer
operators, and will be adjusted when the inflow is known
accurately.




llotes for Editors

The limits for nationalised industries do not apply teo a block of
expenditure but to their external financing which is the difference
between the very much larger flows of revenue and expenditure, both
current and capital. It has therefore been agreed, in response

to & suggestion by nationalised industries chairmen, to recognise
this difference and the special character of the nationalised
industries' limits by describing them as "external financing
limits" rather than "cash limits". S =

e The limits cover all of an industry's financing from external
sources ie, its capital reguirements apart from financing from
internally generated resources.

3. The cash limits white paper (Cmnd 7515) described how the
limits would be applied. It said (paragraph 1?}:' Such limits
cannot be immutable because the revenues and expenditures of the
industries, like those of private secltor companies, depend on
trading conditions. But there is no presumption that any
prospective increase in financing requirements will be met by

a further injection of external finanee, as opposed to other
action which the industry can take to offset the increase." This
remains the position.

4. The limits have in the past been set at Budget time and
published in the FSBR. This year the Government has decided to
set them earlier so that they will be taken into account in
wage bargaining.




GUPFLEMENTARY BRIEFING

Are these the nationalised industries' cash limits?

These limits!are set, as in the past, on each industry's total
external I%n%ncinﬁ regquirements, thoat is its borrowing from all
sources and +ts grants which, together with internally generated
resources fipance its capital requirements. It has however been
agreed, in résponse to a suggestion by the Chairmen of the
industries, that it would be appropriate to recognise the special
nature of th% limits set for the nationalised industries by
describing them as "external financing limits". The change of
name raﬂagni;ca the fact, which was already set out in the Cash
Limits whlte paper. that the limits, which represent the differences
between the Yery much larger flows of revenue and expenditure of
these major ;raﬂlng organisations, are of a different character
from cash llmits on the public services which are mainly on
spending and that, if a need for extra finance arises for reasons
whid are genuinely cutside an industry's control and if cther
offsetting nétien is ruled out, changes in the limits may have to
be made. However there is mo presumption that extra finance will
be provided.T

Why hnve thnicunh limits been set earlier than usual?

The Gﬂvernmeqt is concerned that cash limits should be taken

inte accourtin wage negotiations and it is therefore setting limits
in advance of major pay negotiations, rather than waiting until
settlements qave been made and then accommodating them in .cash
limits, as hags sometime: happened in the past.

Government interfering in wage bargaining?

This does not mcan that the Government is getting involved in wage
bargaining. (It is for the industries to conduct their own wage
negotiations jbut they should know in advance where they stand
financially, |so that they can weigh the various claims on their
financial regources.

|




Reconcilintion with White Fanoar?
|
i

ZTTna reﬂuntiy published white paper on public expenditure in
1980-81 cnntuined figures for borrowing by the nationalised
industries ip ;1980-81 amounting to £/50 million/. The white
peper flgurcF,are at survey prices and exclude grants. They
cunnot therefore be directly compared with the cash limit
figures. [

(1™

i

Whnt ars the E_y and price asasumptions 12

These limitslfelute to finuncing , not expenditure. As such they
depend on o multitude of elements alfecting revenues and costs
which vary widely betwecen industries. Overall the assumptions
are broadly Tﬁmputible with those used for the RSG.

Are 173% DHF’iHCTEHEEE allowed?

1 I
The gnvernme?t is looking for & reduction in real unit labour
costs wherﬂugp possible in the nationalised industries in 1980-81.
This means thnL assuming constant output, an 1ndustry s paybill
should rise Jn 1989-&1 by leuss than the RPI. 'The puybill depends
oo increases in productivity as well as increases in pay. ‘J-if
pressed: Thg budget forccast put the RPI increase to 1980(Q3) at
133-14%7.

What if the industries face higher costs?

|
In general, %f;they incur higher costs, they will have to take

action to keep within their limits. However the industries are
truding nrgnqi;utiona. They can face developments outside their
control which affect their pgspects - e, an unexpectedly mild winter
may reduce thc revenues of an Enerﬂyklnﬁyhlgy}gﬂg thus increase

its requlroment for external finance. /it has ulwnys been accepted

that their lipits are not as immutable as cash limits in the public
service. !;
neastions on'!individunl industries should be referred to the sponsorin
cnpartments concerned. "8

/Departments will wish to avoid being drawn on the specific asoumptions
made, ¢(; aboul minerz' pay. The lirits do not purport Lo laoy down exac
what should h&ppan on costs, prices, autput and ln?EEtmean7

l




t.
What do these figures imply about the nationalised industries pricing

in 1980/817

Price increases will be inevitable, in order to offset the impact
on the industries’ financial performance of increases in their
costs and to avoid a sharp deterioration in their internal
Tesources. The size of the pPrice increases will be decided in
the light of the increases in costs and announced in the usual
way during the year by the industries.

[If asked how these increases square with the statement made in
briefing on the white paper that the total effect on the RFI

of the changes in public expenditure plans for 1980-81 might be
rather under 1 per cent. The bulk of the price.increases which

are likely to be necessary for nationalised industries does not
result from changes of Plans but from the neegd to keep up with
rising costs. ]

Which takes precedence, the external financing limit or the
financial target?

Where financial targets have been set O are under discussion, the
limits have been established in that context,

0]
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RATE SUPPORT GRANT

of thefanswer which my Secretary of State proposes
House ttmorrow with details of the rate support
It reflects closely the terms of the statement.

Because of the need to run off vast numbers of copies, 1 should be
grateful for very early comment: ‘om you and from those to whom
this is copied - Stephen 'ﬁ”hw financial Secretary's Office
Feter Shaw, Education, and George Creig, ]

I will circulaste revised copies of the statement later today.
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HOUSE OF COLIMONS

it e mr———

jir Williem Shelton (Con - Lambeth, Streathem)

To ask the Secretary of State for the Invironment whether he

will make a statement on the Rate Support Grant settlement for
1980--81: and on changes in grant arrangementis, especially with
reference to dealing with overspending authorities.

Mr Michael Heseltine
Yes. A copy of the statement I made today at the Consultative Council

Local Govermment Finance has been placed in the Library.
1{_15':-6] Hf.’.-l' i JT IiJM uuT

Briefly my proposals are tl Ageregate Excheguer Grant should
at a rete of 61% on relevant c;pznd1t1rc ot £ million (at liovemne:
1579 prices). The total of reievant expenditure is based on the

Paver: The Government's Expenditure Flans 1980-81l: Cimmd 7746. The
planned level of local authority current expenditure in 1980-£1 shows

a reduction of about two and a half per cent below what aulhorities
gctually spent in 1978-79.

The gdditionsl gront that may be payable under-any Increase Orders
relating to 1980-81 will be subject to cash limits. The cash 1limit

on Rate Supvort CGrant will be £1380 million; on Transport Supplementary

"

Grant £46 million; and on National Parks Supplementary Grant £0.7 million.
1978-79 SECOND INCREASE ORDER

The cash limits for 1978-79 have been revised tc take accdount of
1978 manual workers' settlement and of chances in the variable iter
T™e cesh linit on RSG now stands at £31 million; and on T3G at L0
Grant will be paid within the cash limits

1579-80 FIRST INCHREASE ORDER
The cash limits for 1979-80 were initially set at

yecer's settlement. The Chanceilar of the Exchequer said
Statement *tkat the Covermnient would taeke account of pay settlzmen




Ealnulating the 1979-80 Increase Orders but would make 2n
eross the board reduction of not less than £300 million from the
tal thus calculated. The Government has decided that a further
gbatement of £20 million - shall be made. Of this, £10 million will be
added to the £300 million already announced. The total sbastement for
R5G purposes will therefore be £310 million. Tne remaining £10 million
will be found through a reduction in other local authority programmes
for which I am responsible. In coming to this decision, a major

factor has been how much in present circumstances it is reasonable for

the taxpayer to coniribute.

The cash limits have also been adjusted for the variable itemz and now
stand as follows:

Rate Support Grant £ 493 million
Transport Supplementary Grant £ 30 million
National Parks Supplementary Grant £ 0.4 million

Grant will be paid accordingly.
19?9}89 SECOND INCREASE ORDER

For 1979/80 further adjustments to cash limit will be required to take
account of paymentis falling to be met in 1979-80 in respect of pay
settlements and comparability awards yet to be made. However, the
Government considers that a limit must be set to the amount of grant
payable in respect of 1979-80. I propose, therefore, that the crsh limit
will be £150m. (Rate Support Grant £148m, Transport Supplementary

Grant £2m). This Order will be made in November 1980.

Tne amount of National Parks Supplementary Grant will not be further
increased.

RSG PISTRIBUTION

The arrangements used to distribute the grant in recent years have
proved neither equitable nor sensible. But in the time available it
has not been possible to develop any alternative. I heve thereforas had
to make use of the existing arrangements for 1980/81. However, nc new
formula is to be used to aistribute the grant next year; instead the
197980 formula is to be rc-applied, using up-dated data for the various
factors in the formula. There will be a "safety net" to Yimit lossues

in non-London authorities' needs element entitlements to the equivalent




of a 1p rate poundage; 6nly four suthorities qualify for this.

Iondon's overall grant loss will also be constrained to the

equivalent of a 1p rate by the London clawback mechanism; further
losses to individual London suthorities arising from the within-
London redistribution will be limited to 2p. The within-London
arrangements are slso on a standstill basis, with the 1979-80
formula re-applied to updated data. The National Standard
Retesble value for the distribution of resources element will be
£178, Doestic rete relief will be meintained at 1979/80 levels of

184p in £ in Englend and 36p in & in Wales.

Taken together, these measures achieve a welcome degree of st
in the grant distribution while at the same time halting at long
last the drift of grant from the non-metropolitan counti

taken place since 1974/75.
NEW GRANT ARRANGEMENTS

So fer as overspending is concerned, while a majority of local
authorities have shown a willingness to keep in step with the
Government's guidelines on public expenditure, a minority of
guthorities persist in maintaining levels of expenditure which the
present economic circumstances simply do not justify. It 1is,
however, clearly wrong that the Government's contribution through
the rate support grant to local asuthority expenditure can take no
sccount of whether that expenditure is reasonable or not. That is
now the case. Such is the perversity of the present resources
element arrangements that high spending suthorities get the same
level of support on 2ll additions to expenditure, at the expense
of other suthorities. This is unacceptable.




. I therefore intend to include provisions in the fortheoming Local
Government, Planning and Land Bill +o replace the needs and resourées
elements of the existing grant arrangements with a single block grant,
payable to all authorities and calculated as the difference between en
authority's expenditure and the product of a standard rate poundage,
applicable to all authorities of the same type, levied on the authority's
total rateable value. Different standard rate poundages will be
prescribed for different levels of spending in relation to "standard
expenditurey

Ihe schedule of standard rate
poundages will be set in such a vway that each increment of expenditure
beyond a threshold level -~ to allow for *he inevitable variations in
local circumstances -~ above an authoriiy's standard expenditure will
attract progressively less grant. Authorities will s¢il! be ivee to

determine how much they wish to Spend, and how much they wish to raise

by rates, but the Government will be abld to limit the level of grant

support for expenditure above the threshold,




‘Tt will continue to be necessary to deal with certain problems

such as the erceptionally high rateable resources and high rete bills
ILondon - by special arrangemenis, 23 is done undéer the present raie
support grant system. In &.dition 1t will be necessary to ensure

the transition to the new grant is as smooth as possible. To deal
these problems my proposzls will orovide for multipliers to adjusk

standard rate poundages and hence to afjust entitleméntis to grant.

s 3 - = " L
The multipliers will be determined in accordance with general princi:

plas

applicable to a class or classes of authority and set out in a report

to Parliament.

iy rt hon Friend the Secretary of State for Viales will be maling

a separate amouncement about tlhe posifion of lizles under the new sche

The Gevernment intends th the new grant system should come
operation in 1981/82. As an interin measure the Bill will provide
avthorities' 1980/81 grant enti nts under the exiekines rate

i ﬂﬁVt,vevr
grant legislation can be ad;umkeu at Tnecrs stag Grant

entitlements will be abated where hudgeted
exceeds assessed need.

We shall consult the local authority associations fully on.the
mechanics and implementation of the new grant system and on the
development of the method of assessment of standard expenditure,

There will be a full opportunily for the House 1o Getate the
Settlement. I shall be laying the appropriate Orders for approval
within the next few days. The rroposals for legislation will be
introduce in due course.
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RATE SUPPORT GRANT SETTLEIMENT 1980/81

STATEMENT BY THE SHCRETARY OF STATE FOR THE ENVIRONMENT
T0 THE CONSULTATIVE COUNCIL.ON LOCAL GOVERNMENT FINANCE
ON 16 NOVEMBER 1979

1. I am ennouncing the Government's contribution to help

local government finance the services which it provides to the
community - the Rate Support Grant (RSG) settlement for 1980-81.
This is an announcement made in accordance with tradition an

convention. But this year, of course, sees the first R3G
settlement of & new Government.

2. The last Administration has been replaced by one which

is prepared to look realistically at the state of the nationel
economy. 4nd it is neot prepared to plan expenditure on the
basis of fictional assumptions about economic growth. And
Chancellor of the Exchequer has already made clear, the Govern-
ment is not prepared to print money to finance levels of
expenditure the country cannot afford.

%. When we took office, the state of the economy compelled
us to take immediate action to curb public spending. I therei:re
took the following steps:

- I asked local authorities to freeze recruitment and
reduce their current expenditure in 1979/80 by 3%
below the level envisaged in last year's RSG settlement
13% below what they spent in 1978/79;

I snnarced in July the level of current expenditure
which we would accept for 1980-81 - a further reducticz
of 1%.

We thus gave local authorities this early warning to enable
L]
them to make the adjustment to lower levels of expenditure.

We then announced further steps which we propose to take to
assist them in achieving those reduced levels. These include
greater discretion in respect of provision of and charging fco
school meals, milk and trensport, the ability to charge for
planning applications and for building regulations and changes
in planning legislation including the General Development
Order. Further, I expect to issue shortly a2 consultation
pEper proposing rglaxations in the arrengements for the control

of housing capital projects. Our commitment




to lessening Central Government interference is further
evidenced by the proposals to remove more than 300 controls
and the reductions in the number of Central Government circulars.

o 14 Our plans for spending by local authorities in 1980-8l1 are
set out in the recent White Paper: The Government's Expenditure
Plans 1980-81. A ceiling - for the volume of expenditure R&s
been set. We have now taken decisions on the Government's
contribution to their financing.

6. I shall deal with the various components of the

settlement later. But I should like to set out the key decisions
which will influence local authorities in the drawing up of

their budgets.

T First, the grant percentage. I recognise that the
Government is asking a great deal from local authorities. 1
propose, therefore, to maintain the level of central
government assistance unchanged at 61%. This will give a
much needed element of stability to the financing of their
expenditure.

8. Secondly, the distribution package must also be fair. I
have, therefore, as we promised we would, halted the drift of
grant from the shire counties which we have witnessed over
the last few years.

9. Thirdly, I have set a cash limit for the 1280-8l
Increase Order which is realistic and just. It will also be
firm. Above this 1limit there will be no more casii.

10, I now turn to the terms of this year's RSG settlement
and I shall take the components in turn.

11. RSG settlements for the ensuing financial year are made at
the price levels . applying in the previous November when
they are announced. Additional grant to take account of

increases in pay and prices, which occur during the year to
which the settlement applies, is paid through two




. Increase Orders. One of these is made in each of the two
successive years following the announcement of the settlement.
therefore ;

EEEhE? ' 12, We haveLﬁirst to conclude the RSG settlement for 1978-79

é;i%ﬁ“gh by making the second of the Increase Orders for that year and

1978-79 thus finalise the accounts. This covers additional grant
payable in respect of pay and price changes between November 1978
and March 1979. The cash limits on RSG and the Transport
Supplementary Grant (TSG) have been increased to take account
of the local authority manuals settlement. The cash limit on
RSG has also been adjusted for changes in the variable items
such as interest charges. The cash limit on RS5G now stands
at £31 million: and on TSG at £0.8 million. Grant will be

paid within the cash limits.

FIRST 13, I turn now to the first Increase Order for the current

éEEEEASE year 1979-80, which covers pay and price changes since the

1979-80 settlement last November. The Chancellor said in his Budget
statement that the Government would take account of pay
settlements in calculating the Increase Orders for the RSG,
but would make a significant across-the-board reduction from
the total thus calculated. The Government have decided that a
further abatement of £10M shall be made in respect of this
Increase Order. The total abatement for RS5G purposes will
therefore be £310M. In coming to this decision, a major factor
has been how much in present circumstances it is reasonable for
the taxpayer to contribute, and the need to secure the
improvements in efficiency and productivity identified in the
Clegg Report. :

14, The cash limits, adjusted for pay settlements, the variable
items and this reduction now stand as follows:

Rate Support Grant £493 million

Transport Supplementary Grant £ 30 million

National Parks Supplementary Grant £0.4 million
Grant will be paid accordingly.

15, There are still significant uncertainties about pay, not
only for settlements in the current pay round but for '
comparability awards remaining from the previous round. It is
- only right therefore that, for the removal of doubt, I should
announce now the Government's intention in respect of the

- 18
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second Increase Order which will be made next November, Payments
under this Order will be subject to a cash limit of £150M

(£148M for RSG and £2M for TSG). These limits have been
calculated on a realistic basis - compatible with the

calculation of the cash limits for 1980-81 which I shall announce
in a moment. They relate to payments which will fall to be met
in 1979-80 in respect of the forthcoming November settlement

for local authority manual workers and craftsmen; and the
comparability awards yet to be made for white collar workers,

eraftsmen and teachers. The amount of National Parks :
Supplementary Grant will not be further increased. This cash

limit is firm and final except for the normal adjustments in
respect of the variable items which will be made to grant
payable outside the cash limit.

16. I have foreshadowed the key decisions on the RSG
settlement for 1980-81 earlier in this statement. The
details are as follows.

17. The total of relevant expenditure will be £4qgpzomillion
at November 1979 prices. This fipure is consistent with the
expenditure totals announced in the recent White Paper.

18, The total of accepted relevant expenditure contains a
forecast of rate fund contributions to local authority housing
revenue account and other housing Expendifure falling directly
to the rate fund. The forecast assumes, among other things,
that a guideline average rent increase of £1.50 a week will be
applied by those authorities statutorily able to do so. It
also takes account of the fact that the existing housing
subsidy arrangements will continue without major changes
throughout 1980-81.

19. The grant percentage will be 61%. The aggregate
Exchequer grant will therefore bte £9600million. Specific

grants are estimated at £1249pirlion. Transport Supplementary
Grant will be £350 million. National Parks Supplementary
Grant will be £%5 million. The amount available for Rate
Support Grant is therefore £7996 million.




20. The first claim on RSG is the amount provided for the
domestic element. We propose to continue to protect the
domestic ratepayer by maintaining the domestic rate relief at
184p in the pound for England and 36p in the pound for
Wales. The amount of RSG available for the needs and resources
element of grant as before will be divided in the ratio of

67% : 32%.

CASH LIMIT 21. The cash limits for the 1980-81 Increase Orders will be
1980-81 an envelope figure which covers the
additional grant payable in respect of pay and price changes
affecting local authorities
between now and March 1981. It is compatible with
vear on year new pay and price changes affecting local
authorities of 13%. The cash limit also includes a carry
through of the realistic allowance to cover the effects of
outstanding comparability awards which will fall
to be paid in 1980-81. Other than for the interest rate
variable items for which provision will be made outside the
cash 1limit, the Government intends that there should be no

further adjustment to the cash limit.

22. The Government will lock to the local authority employers
and the trade unions to negotiate in a sensible and moderate
fashion to ensure that local authorities can live within this
cash limit. Settlements which are excessive will result either
in reductions in services or in further burdens being placed

on the ratepayers and perpetuate the ¢limate of restraint to_
which such practices. have now led us. f gettlements are
excessive it will be the clear msponsibility of those‘wko
negotiated them.

23%. Within this total the cash limit on

Rate Support Grant . will be £1380 million
Transport Supplementary Grant will be £ 46 million
National Parks Supplementary Grant will be £ 0.7 million

DISTRIBUTION 24. The distribution arrangements this year must be seen
against the background of our decision to move to a nmew system of
rate support grant which I shall describe in a moment. We must
live with the present arrangements until fresh legislation
can be enacted.




25, So far as the distribution of needs element of the RSG
is concerned the only acceptable course open to us was to

prevent further distortion.. The distribution this year will
therefore be on a standstill basis. We shall re-use exactly
the same formulae as last year both for the national and

for the within-London distribution.

26. The freezing of the formulae will not exactly reproduce
the pattern for last year, because changes have occurred since
then in the data - numbers of school-children, etc - to which
the formulae are applied. In order to limit changes from this
source, and to preserve the stability of the distribution, we
have taken the following additional decisions:

- %E}%}QE Londnn, needs clﬁﬁfnt lo%seu in real terms.__
will be limited to the éﬁuivaient of a lp rate by ths

use of the "safety net";

the clawback of London's needs element will be
reduced t¢ £234 million so as to ensure that the
capital's overall loss due to data changes does
not exceed the national 1p limit:

the within-London distribution will follow, so far
as is consistent with the decision to use the same
formulae as last year, the "no change" package
jointly recommended by the LBA and GLC which
includes a within-London "safety net" set 2p below
any overall loss for London;

the redistribution of needs element to non-
metropolitan districts will be on exactly the sane
basis as last year.

27. The overall stability of this distribution is such that
only four authorities outside London have losses large enough
to qualify for the very tight 1lp safety net. Furthermore, the
drift of grant from the shire counties is halted: their gain
in grant, at an average of 0.8p is larger than that of the
metropolitan districts, and for the first time since the present
system was introduced the shires actually increase their share
of the total needs grant.




THE OVER-
SPENDERS

28, For the purpose of calculating entitlements to resources
element, the National Standard Rateable Value will be set at
£178 per head. Rating authorities with rateable values below
this figure will be eligible for resources element to bring
them up to standard.

29, I now want to come to one of the most debated aspects of
the present RSG system. In essence, the present rate support

grant arrangements are based on the assumption that need is
demonstrated by authorities' expenditure. Resources element
provides the same marginal rate of grant support to a local
authority's expenditure regardless of how extravagant that
expenditure might be. Furthermore, high spending authorities
can actually attract to themselves a larger share of the
resources grant at the expense of other more prudent
authorities. Needs element is distributed on the basis of an
analysis of past expenditure patterns. The consequence of this
is that if authorities with high levels of expenditure all
decided to maintain or increase their levels they could create
a feed-back that enhanced their measured needs.

30.  Within such a system it is very difficult to convince
authorities that it is in their interest to economise, for

to do so might over a period reduce their eligibility for
central government support. At its simplest, this phenomenon
is known as the "problem of the overspenders". This is a
notoriously difficult area. But so great i@h}#e volume of
public expenditure, and so urgent the need in/interests of ihe
ratepayer and the taxpayer to exercise proper disciplines, that
the Government have decided that action is required.

3l. The Government therefore proposes to make provision in the
forthcoming Local Government, Planning and Land Bill for a new
block grant system to come into operation in 1981-82. The
system will replace the present needs and resources element
with a single grant payable to all authorities. This block
grant will bridge the gap between a local authority's

"standard expenditure" (assessed on the same basis for

all) and the product of a "standard rate poundage"

levied on that authority's rateable wvalue.




THE
TRANSITIONAL
ARRANGEMENTS

32. Authorities spending in line with standard expenditure -
leaving an allowance for inevitable variations in local
circumstances - will get the full rate of govermment support.
Expenditure in excess of "standard expenditure" will also
attract grant - as under the present resources element
arrangements — but if it is significantly in excess of
"standard expenditure" the rate of grant will be reduced, and
reduced progressively as expenditure increases still further,

35 This system will still leave authorities free as now to
decide how much they wish to spend, and how much income they

wish to raise by way of rates. But the Government's
contribution through grant will be limited. There will be full
consultation with the local authority associations on the
detailed mechanics of the new block grant, including the
definitions of standard expenditure and standard rate poundage.

34. The new arrangements, when introduced in 1981-82, will be
applied separately in England and Wales. The Secretary of State
for Wales is making a statement about the arrangements in Wales.

35. The new block grant cannot be brought into effect until the
1981-82 grant year. We have therefore decided to provide in the
legislation for transitional arrangements for 1980-81 which will
make it possible to apply as far as practicable the principles
of block grant through adjustments of grant entitlements under
existing legislation at Increase Order stage.

36, The transitional arrangements will apply primarily

through the resources element, but they will also be capable

of operating in respect of Lonrndon authorities that do not

receive resources element through the needs element. These
arrangements will involve a reduction in entitlements at the

stage of the Increase Order for 1980-81 which will be made

next November if there are local authorities who overspend
substantially. The measure of e:frspend%n§qwi&1up%mgg El%ggLonan
difference between an authority's actual rate and the

"notional uniform rate", implicit in the present grant system,

which authorities would have to charge, after taking account of




entitlements to the needs and resources elements, to fund
expenditure in line with assessed expenditure needs. Any such
reduction in grant will be distributed among all authorities.

37. The "notional uniform rate" will be published in the
Report on this year's RSG Order. I recognise that there is a
measure of rough justice in using the "notional uniform rate" to
distinguish between substantial overspenders and others for

grant purposes, because it means that we must consider the
spending behaviour of each county and its districts as a single
entity. Bgﬁrxhéﬂlislunavoidable under the present svstem mf
RSG which does not have separate spendin arrangements “for the®
different tiers of local government. And the justice is less
rough than it would be if we allowed the present system to

continue unmodified for 1980-81.

38. Nothing would give me greater pleasure than to have to
make no use of the transitional arrangements. The traditional
practice has been for local government - of whatever political
colour - to comply with central government guidelines on
expenditure. This has reinforced the basis of common trust that
has made it possible for local and national government to work
together, But I do not see how I can expect the majority of
local authorities to curtail their expenditure plans if they see
a handful of authorities conspicuously disregarding the national
interest by pushing up their expenditure, and actually getting

a larger share of the available grant as a result. I threaten
nobody. But it would be irresponsible to leave the

government powerless in the face of such behaviour should it
arise in 1980-81.

39. I turn now to the vital question of rate increases.
When I have discussed this settlement with the Consultative
Council, you have urged upon me the need to give local
government time to adjust to the changed public expendilure
climate. You also urged upon me the need to be fair and
realistic in my decisions. I have done both. I have
fulfilled my share of the bargain.




40, Central Government does not determine rate increases.
Nor do the local authority assoclations. That is a decision
for every individual local authority. I do not propose,
therefore, to produce calculations and to proclaim a national
average figure. That would be meaningless. I will not set a
norm or a target. That would encourage some authorities to
believe that they were not rating high enough and persuade
others that they were being cheated. Instead, I wish to
appeal to every elected Councillor in the land., You cannot
opt out of the battle against inflation. You have
responsibilities both to the country as a whole and to your
ratepayers. I urge you therefore to plan -your budgets

on the basis of this settlement, to rate in accordance with
the volume of expenditure I have requested and to make prudent

use of the balances you hold. Do not raise a penny more in

rates than you must.




. HOUSE OF COMMONS

Mr William Shelton (Con - Lambeth, Streatham):

To ask the SBCPBL&P{ of State for the Environmert,
whether he will make a statement on the rate support
grant. settlemsnt for 1980-81 and on changes in gramt
arrangements, especially with reference to dealing
with overspending authorities.

MR MICHAEL HESELTINE

Yes. A copy of the statement I made today at the
Consultative Council on Local Government Finance has
been placed in the Library. '

1980-81 RSG SETTLEMENT

Briefly my proposals are that the Aggregate

Exchequer Grant should be at a rate of 61% on relevam

_expenditure of £15,737 million (at November 1979
prices)., The total of relevamt expenditure is based
on the White Paper: The Government's Expenditure
Plans 1980-81: Cmnd 7746. The plannsd level of local
authority current expenditure in 1980-8l1 shows a
reduction of about two and a half per cent below what
authorities actually spent in 1978-79.

The additional grant that may be payable under
any Increase Orders relating to 1980-81 will be sub ject
to cash limits, The casl 1imit on Rate Support Gramt
will be £1380 million; on Transport Supplementary
Grant £46 million; and on National Parks Supplementary

Grant, £0.7 million.




1978-79 SECCND INCREASE CRDER

The cash limits for 1978-79 have been revised to
take account of the 1978 mamual workers' settlement and
of changes in the variable items, The cash limit on RS
now stands at £31 million; and on TSG at £0.8 million.
Grant, will be paid within the cash limits,

1 1979-80 FIRST INCREASE ORDER

The cash limits for 1979-80 were initially set at
the time of last year's settlement., The Chancellor of
the Exchequer said in his Budget Statement that the
Government would take account of pay settlements in
calculating the 1979-80 Increase Orders but would make
an across the board reduction of not less than
£300 million from the total thus calculated. The
Government. has decided that a further abatement of
£20 million shall be mede, Of this, £10 million will
be added to the £300 million already announced. The
“total abatement for RSG purposes will therefore be
£310 million. The remaining £10 million will be
found through a reduction in other local authority
programmes for which I am responsible, In coming to
this decision, a major factor has been how much in
present circumstances it is reasonable for the taxpayer
to contribute, and the need to secure the improvements
in efficiency and productivity identified in the
Clegg Report.




The cash limits have also been adjusted for the
variable items and now stand as follows:

Rate Support Grant £ 493 million
Transport Supplementary Grant £ 30 million
National Parks Supplementary Gramt £ 0.4 million

Grant will be paid accordingly.
1979/80 SECOND INCREASE ORDER

For 1979/80 further adjustments to cash limitswill
be required to take account of payments falling to be
met in 1979-80 in respect of pay settlements and
comparability awards yet to be made, Howsever, the
Government considers that a limit must be set to the
amount. of grant payable in respect of 1979-80. I
propose, therefore, that the cash limit will be £150m.

. (Rate Support CGrant £148m, Transport Supplementary
Grant £2m). This Order will be made in November 1980,

The amount. of Natiomal Parks Supplementary Grant
will not be further increased.

RSG DISTRIBUTION

The arrangements used to distribute the gramnt in_
recent years have proved meither equitable nor sensible.
But in the time available it has not been possible to
develop any altermative. I have therefore had to make
use of the existing arrangements for 1980/81. However,
no new formla is to be used to distribute the gramt
next year; instead the 1979/80 formula is to be re-
applied, using up-dated data for the various factors

3




in the formula. There will be a'safety net" to limit
losses in non-London authorities' needs element
entitlements - except those resulting from corrsctions
of data errors - to the equivalent of a 1lp rate poundage;
only four authorities qualify for this. London's

overall grant loss will also be constrained to the
equivalent of a 1p rate vy the London clawback mechanism;
further losses to individual London authorities

arising from the within-London redistribution will be
limited to 2p. The within-Londo: arrangements are also
on a standstill basis, with the 1979-80 formula
re-&applied to updated data. The National Standard
Rateable value for the distribution of resources

element will be £17Y8. Domestic rate relief will be
maintained at 1979/80 levels of 18%p in & in England

and 36p in £ in Vales.

Taken together, these measures achieve a welcome
degree of stebility in the grant distrioution while at
the same time halting at long last the drirt of grant
from the non-metropolitan ccunties that has taken
place sinceld74/75.

NEW GRANT ARRANGELENTS

So far as overspending is cuncerned, vhile a
majority of local authorities have showvn a willingness
to keep in step witn the Government's guidelines on
public experditure, a minority of authcorities persist
in maintaining levels of expenditure which the present
economic circumstances simply do not justify. It is,
however, clearly wron, that the Government's contribution
through the rate support grant to local authority expen—
diture can take no account of whether that expenditure
is reascnable or not. That is now the case.




Such is the perversity of the present resources element
arrangements that high spending authorities get the
same level of support on all additions to expenditure,
at the expense of other authorities., This is
wre.cceptable.

I therefore intend to include provisions in the

" forthcoming Local Government, Planning and Lend Bill
to replace the mseds and resources elements of the
existing grant arrangements with a single block

grant,, payable to all authorities and calculated as the
difference between an authority's expenditure and the
product of a standard rate poundage, applicable to all
authorities of the same type, levied on the authority's
total rateable value. Different standard rate
poundages will be prescribed for different levels of

spending in relation to "standard expenditure".

The schedule of standard rate.poundages will be
~set in such a vay that each increment of expenditure
beyond a threshold level - to allow for the inevitable
variations in local circumstances - above an
authority's standard expenditure vill attract
progressively less grant, Authorities will stlll be
free to determine how much they wish to spemi, and how
much they wich to raise by rates, but the Government
will be able to limit the level of gramt suppart for
expenditure above the threshold.

It will continue to be necessary to deal with
certain problems - such as the exceptionally high
rateable resources and high rate bills of London -
by special arrangements, a&s is done under the present
rate support grant system., In addition it will be

5




necessary to ensure that the transition to the mew grant
is as smooth as possible, To deal with these problems
my proposals will provide for multipliers to adjust

the standard rate poundages and hence to adjust
entitlements to grant. The multipliers will be
determined in accordance with general principles
applicable to a class or classes of authority and set
out in a report to Parliament.

My rt hon Friend the Secretary of State for liales
will be making a separate announcemert about the
position of Vales under the new schene.

The Government intends that the new gramt system
should come into operation in 1981/82. As an interim
measure the Bill will provide that authorities' 1980/81
grant. entitlements under the existing rate suppart
grant legislation can be adjusted at Increase Order
stage next year. Granmt entitlements will be abated
where budgeted expenditure significantly exceeds
' assessed need,

We shall consult the local authority asscciations
fully on the mechanics and implementation of the new
grant system and on the development of the mothod
of assessment. of standard expenditure.

There will be a full opportunity for the House to
debate the Settlement. I shall be laying the appropriate
Orders for approval within the next few days., The
proposals for legislation will be introduced in due couse.

Friday 16 November 1979 1328/79/80
Department of the Environment (18)
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What assumptions have been made about rent inecreases for 1980/C
in the context of the Raté Support Grant settlement?
‘Mr Michael Heseltine

"he total of accepted relevant expenditure contains a forecas: of

rate fund contributions to local authority housing revenue
and other housing expenditure falling directly on the rate
The forecast assumes, among other things, that a guideline
rent increase of £1.50 a week will be applied by those authori

statutorily able to do so. It also takes account of the

major changes throughout 1980/81.




Treasury Chambers, Parliament Street, SWIP 3AG

|§- November 1979

D A Edmonds Esq

P5/Secretary of State for the Environment
Department of the Environment

2 Marsham Street

S s

Do Dinid,

RSG 1980-81: DRAFT PARLIAMENTARY ANSWER

A

Thank you for sending me a copy of your letter of 15 November to
Tim Lankester. '

The Financial Secretary has two points on the draft answer, both
relating to the paragraph dealing with the additional £20 million
savings to be found in the current year:-

i) he notes that the answer does not specify where the
£10 million reduction from other local authority programmes
is to come from. He imagines, however, that your Secretary
of State intends to find this from housing capital, and
is asking his officials to discuss with DOE officials how
this reduction should be affected and reflected in
cash limits. In the meantime, he accepts that the details
need not be given tomorrow.

at the end of this paragraph, he would like to see

an addition made, as in the statement to the Consultative
Council, linking the extra abatement with the conclusions
of Clegg on the need to secure greater efficiency and
productivity (the same wording as in the statement might
be used).

1l am copying this letter to the recipients of yours.

Yo swartly
Clophuom Lothee.

S A J LOCKE







ing us see & of your Sec
the Consultative Council on I
nce with your letter ol h November t
The Financial Secretary has asked me to

he is in agreement with the structure a
of State's presentation. He had,
lowing commen iy iet d drefting
importan
First, the reference in paragraph 4 to your Secretary
of State's intention to issue a consultation paper on the
control of housing capital projects seems premature given
that no interdepartmental discussion of the document has
yet taken place. The Financial Secretary trusts that there
will be opportunity for adeguate consideration of the
proposed document by Treasury officials, and suggests that
the penultimate sentence should either be excised or
amended to read:

"Further, 1 shall be issuing in due course a
consultation paper proposing.new arrangements
for the control of housing capital projects,
which should reduce the need for detailed
controls."”

Secondly, the Financial Secretary 1is concerned that the
reference to the volume of expenditure in the first sentence
of paragraph 5 may wrongly be taken to suggest that wvolume
should be safeguarded, whatever the movement of local
authority costs. He would prefer the sentence to be
amended as follows:-

"Pirm limits for the volume of expenditure
have been set."

/Third, the




it Mz
example in your Secre
I understand that Treasury of
w your Secretary of State's intentions
and it would be helpful if your official
his proposal as soon as possible.
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Ls for the two final sentences of paragraph 13, the

Financial Secretary wishes to see this announcement,
effectively of £50 million more government expenditure,
deleted. It seems totally inappropriate in the present
stringent financial climate and indeed inconsistent with the
overall impression which the statement is intended to convey.
Moreover, it is not clear for what purpose the £50 million

is intended to be assigned. I should be grateful if you

could arrange for your officials to discuss it with the
Treasury before your Secretary of State makes any announcement.

While the tenor of paragraph 15 perhaps hints at the
intended firmness of the cash limit on the second increase
order for 1979-B0, the Financial Secretary suggests that it
would be desirable to spell this out at the end, by replacing
the penultimate sentence by:

"This cash limit is firm and final but the
normal adjustments in respect of the wvariable
items will be made to grant payable outwith
the cash limit."

Similarly, the final sentence of paragraph 20, covering
the finality of the 1980-81 cash limit, might read:

"Other than for the interest rate linked
variable items, for which provision will be
made outside the cash limit, the government
intends that there should be no further
adjustment to the cash 1limit."

/In paragraph 21




Finally, there are a number of more minor drafting
points on which Treasury officials will be in touch with
yours direct.

Copies of this letter go to the recipients of yours.

Yowns sy
Heplaun Lotlee

{S.A.J. LOCKE)




DEPARTMENT OF EDUCATION AND SCIENCE

ELIZABETH HOUSE, YORK ROAD, LONDON SE1 TPH
TELEPHONE 01-928 9212
FROM THE SECRETARY OF STATE

D A Edmonds Esq
Private Secretary to the

Secretary of State for the Environment
(-".‘ Marsham Street

London SWAF 3EB fit- November 1979

By

RSG STATEMENT 1980-81

Thank you for sending me copies of your letters of 1% and
14 Novegber to Alistair Pirie and of the draft statement.
W

My Secretary of State is in general content with the draft.
However, although he agrees with yours that the total figure
of 19 per cent for the 1980-81 cash limit should not be
mentioned, he does not think it sensible to avoid mentioning
the allowance of 6 per cent of total expenditure for the
comparability awards referred to in the fourth sentence of
paragraph 20. This figure has already been mentioned in the
Fress and can in any case be deduced from the sums to be
quoted in paragraphs 20 and 22. He weculd therefore propose to
insert "an increase of 6 per cent as" after "includes" in

Fhat sentence.

Whether or not the & per cent is quoted, Ministers will
immediately be asked how the "realistic allowance" has been
calculated. IMr Carlisle thinks it important to avoid
prejudging the findings of Clegg by going into any detail on
this.

The annex to this letter contains a number of other amendments
FO e

which my Secretary of State would like to see made in the
draft statement.

I am copying this to the private secretaries to all members of
he Cabinet, the Minister of Transport and Sir Robert Armstrong.

A\
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Paragraph 4, third sentence

Insert "provision of and" before "charging"

Paragraph 11, first sentenc

substitute "financial" for the (American) "fiscal".

Paragraph 20, first sentence, and paragraph %32, second sentence

Surely "Increase Orders"?

>aragraph 26B, fourth sentence (see also paragraph 34 below

Insert "in receipt of resources grant" after the first
"authorities".

Paragraph %1, second sentence

Substitute "one of the" for "“"the broad"”.

Paragraph 32

Add at end "Any such reduction in grant will of course be
available for distribution among the remaining authorities.”

Paragraph 3%, second sentence

Insert "not least" before "because"

Add at end "We shall however consult the local authority
associations about the details of these transitional
arrangements.,"

Paragpraph %4, fourth sentence

Insert "in many cases before "actually"

Paragraph %6, penultimate sentence

Substitute "and the Government's priorities between and
within services set out in Cmnd ??h’” for "I have
requested”

CORFDENTIAI







2 MARSHAM STREET
LONDON SWIP 3EB

My ref:

Your ref:

14 November 1979

RSG SETTLEMENT 1980/81

I girculated yesterday evening what I thought
was a full text of the draft statement on RSG.
_ Unfortunstely, a section had been omitted.
With apologies, I now enclose additional para-

graphs 264, 26B, 26C for insertion in tine texv
after the existing pesragraph 26.

Copies go to the recipients of my letter of
yesterday.

‘%\S\f’\
“on9

D A EIMONDS
PS/Secretary of State

Alistair Pirie Esqg
Private Secretary to the Chief Secretary
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26A. For the purpose of calculating entitlements to resources
element, the National Btandard Ratepble Value will be set at &£178 per
heed. HRating Autherities with rateable wvalues below this figure will
be eligible for resources element to bring them up to standard.

The Overspenders

26B. I now want to come to one of the most debated aspects of the
present RSG grstem. In essence, the present rate support grant
arrangements are based on the assumption that need is demonstrated
authorities' expenditure. 1t provides the same marginal rate of

grant support to a local authority's expenditure regardless of how
extravagant that expenditure might be. Furthermore, high spending
authorities can actually attract to themselves a larger share of the
resources grant at the expense of other more prudent authorities.

Heeds element is distributed on the basis on am analysis of past
expenditure patterns. The consequence of this is that if asuthorities
with high levels of expenditure all decided to maintain or increase theal
levels they could creste a feed-back that enhanced their measured needs

26C. Within such a system it is very difficult to convince authorities
that it is in their interest to economise, for to do so might over
8 period reduce their eligibility for central government support. At -

; 3 : . : 4
its simplest, this phenomenon is known as the "problem of the nvernpe%@r:”

This is a notoriously difficult area. But so great is the volume of
public expenditure, and so urgent the need in interests of the
ratepayer and the taxpayer to exercise proper disciplines, that the
Government have decided that action is required.







CABINET OFFICE
Central Policy Review Staff
70 Whitehall, London swia 245 Telephone oi-235 7765
From: Sir Kenneth Bernill kce
S 14 November 1979

Rate Support Grant Settlement 1980/81

Sir HKenneth Berrill has seen your letter to Alistair Pirie of 13
November and would like to suggest the following amendments to the Secretary
of 'State's draft statement:

Paragraph 12: Delete the &4th and 5th sentences and amend the final sentence
to read -
"After adjustments for last year's local authority manuals' settlement
and for variable items such as interest rates, the cash limit on HSG
now stands. Il'lll'l'll'

(The existing draft rather creates the impression of a series of automatic
adjustments to cash limits which does not correspond with the tone of the later
part of the statement.)

Paragraph 13: 3rd, 4th and 5th sentences to read -

"The Government have decided that a tetal abatement of £310m. shall be
made. This is £10m. more than the figure already announced. A further
£10m, will be found through a reduction in other local authority pro-
grammes for which I am respomsible."

Paragraph 203 We suggest that your intention of avoiding the impression of a
'going rate' could be reinforced if the third sentence were replaced by the

following -
"It is compatible with year-on-year changes affecting local authorities
of 13 per cent in pay and prices combined. This combined figure would
itself be compatible with a range of outcomes for pay and prices taken
separately.”

Paragraph 21: Last two sentences to read -

"Settlements which are excessive will result either in the need to achieve
further volume reductions or in furiher burdens being placed on the rate-
payer. In either case this would be the clear responsibility of the
employers and unions concerned."

I am sending a copy of this letter to the recipients of yours.

G(B Spence
Private Secretary




10 DOWNING STREET

From the Private Secrelary 14 November 1979

D Do,

RATE SUPPORT GRANT SETTLEMENT 1980/81

I have shown the Prime Minister the draft statement which
you sent with your letter of lﬁhﬂﬁvwmhﬂr,

The Prime Minister does not think that the draft is as i
clear as it might be. She has asked me to suggest the following
amendments

(1) Paragraph 2, second sentence, to read: .

"And it is not prepared to plan expenditure on the
basis of ...

Paragraph 3, first sentence, to read:
"When we took office, the state of the economy compelled

us Lo take immediate aclic to curk public spending."
Delete paragraph 5 altogether and substitute:

"Our plans for spending by local authorities in 1980/81
are set out in the recent White Paper. We have now
taken decisions on the Government's contribution to
their iinancing."

The Prime Minister feels that the sentence "The
volume of expenditure has been firmly set" would be
a damaging hostage to fortune: at the wvery least,
it needs to be qualified by the point that volume
will be less if prices and wages go up tooc much.

(4) Paragraph 13 - the penultimate sentence should
presumably come before the sentence preceding it
in the present draft.

(5) Paragraph 21, third sentence, to read:
"If settlements are excessive, it will be the clear
responsibility of those who negotiated them."

(6) Paragraph 27: delete "therefore" in the first
sentence.




(7) Paragraph 30, second sentence, to read:
"The Secretary of State for Wales is making a state-
ment about the arrangements for Wales."

I understand that the main points in the statement will be
set out in a Written Answer on Friday. e would be grateful if
we could see this in draft.

I am sending copies of this letter to the Privale Secretariés
to members of the Cabinet, the Minister of Transport and
Sir Robert Armstrong.

D.A. Edmonds, E=sq.,
Department of the Environment.




Morthern Ireland Office
Stermont Castle
Belfast BT4 35T

Rt Hon John Biffen MF

Chief Becretary to the Treasury

Parliament Street

LONDON
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MELT INDUSTRY EMPLOYMENT SCHEME

.

Thank you for your letter ofﬂEﬁ October 1979,

I am very pleased that you have been able to accept that the cost of
MIES from mid July 1979 to 31 March 1980, up to a maximum of £10m

may be met from the Contingency Reserve. This will be particularly
helpful to me in dealing with my resources problems in the current year

and I am most grateful that you have managed to assist me in this way.

I note what you say about the future. As I indicated in my previous
letter, a further significant devaluation of our Green Pound would be
highly beneficial not merely in the context of the meat industry but
in relation to my difficulties on the milk front slso. Be that as it
may, you can, however, be assured that I am keeping the future of the
Meat Industry Employment Scheme under continuous review - bearing in
mind the acute difficulties posed by North/South price differentials
but being very conscious also that resources will be extremely tight
in 1980/81 and that this Scheme, like others, must therefore be

exposed to rigorous scrutiny.

A copy of this letter goes to all members of the Cabinet and to
8ir Robert Armstrong.
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SETTLENENT 1980/81 ”"‘

1 enclose a drafs

intends to make at the ,uatuuo“v ﬂontlrr GF the Lﬁw U]tﬁt
Coupcil on Local Government 11ﬁﬂﬂhﬂ on &_iuuggghgr, he ﬁ‘ﬂlf'“"
deals with the RoG settlement for 1980/87, 18 PTropoOs to
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for adapting the existing syst to deal with overs
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The draft reflects the decisions taken by colleagues (CC(79)18 liinute
and H(79)1%th Minute 1). The Sc"rptﬁr; of Ebntv would however like
to draw the Chief Secretary's attention to one point.

The Se L}ftﬁ“* tate regards the presentation of the 1980/81 cash
22 of the statement) as crucisl. He is

we should not refer to a figure of 19% -
rry threough of the cost of comparabil
1ses in pay =snd priunm affecting local
'”"f "r - bcwu*r it would be open to wide misintec
ren |;.11I of context could u-rl];,, be represente
Ju; new settlements. You will “eﬁ 1hv:ef0“a,
adopt a ”uamn enunlﬁpe I“F"ChxduIOW which wraps
including ¢o*:'r.d']it3, nd that the only percenta
figure proposed to use is 13%.
I apologise for the deadline, but I should be very grat teful for any
comments by close of play tomorrow (Wednesday 14 November).
—_—
am copying this letter to the Private Secretaries to all Members
of Cabinet, and to the Minister of Transport and to Sir Robert

Armstrong.
‘ﬁﬁtr3 ere
D A ELVIONDS

PS/Secretary of State

Alistair Pirie Esq, :
Private Secretary to the Chief Secretary







(THIRD DRAFT 13.11.79)

RATE SUFPORT GRANT SETTLEMENT 1980/81

STATEMENT BY THE SECRETARY OF STATE FOR THE ENVIRONMENT
70 THE CONSULTATIVE COUNCIL ON LOCAL GOVERNMENT FINANCE
ON 16 NOVEMBER 1979

INTRODUCTION L 1 am announcing the Government's contribution to help
local government finance the services which it provides to
the community - the Rate Support Grant (RSG) settlement
for 1980-81. This is an announcement made in accordance
with tradition and convention. But this year, of course,
sees the first RSG settlement of a new Government.

' 2. The last Administration has been replaced by one which

W is prepared to recognise that the national econﬂm:.r is in a
W mess. And it is not prepared to[accept further apendmr
~3) Programmes planned]on the basis of fictional assumptions

?\m gbout economic growtih.

STATE OF 3. when we took office, the state of the economy compelled
ECONOY us Ergrmtly to take those decisions which we recognised as

L ke inevita’ble.j I therefore took the following steps:

I asked local authorities to freeze recmitmc.-n:;'
and reduce their current expenditure in 1979/80
by 3% below the level envisaged in last year's
RSG settlement — 13% below what they spent in
1978/79;

I announced in July the level of current expenditure
which we would accept for 1980-81 - a further
reduction of 1%,

4. We thus gave local authorities this early warning to
enable them to make the adjusiment to lower levels of
expenditure. We then anmnounced further sieps which we
propose to take to assist them in achieving those reduced
levels. These include greater discretion in respect of
charging for school meals, milk and transport, the ability




to charge for plamning applications amd for building
regulations and changes in planning legislation including

the General Bevélcpment Order. PFurther, I expect to issue
shortly a consultation papef propaesing far-reaching
relaxations in the arrangements for the control of housing
capital projects. Our commitment to lessening Central
Government interference is further evidenced by the

proposals to remove more then 300 controls and the reductions
in the number of Central Government circulars,

b hred Inuppdn#

:—- B Snggub (o wleme s i Ll
f&he rolydfie of expenditure has beem firmly set. We must I!

nﬂw decide the traditional apportiommemt of the bills which T
;,uuwﬁ;ﬁi is implicit in every RSG settlement. Inevitably, this must

TR strike a balance between what the ratepayer and the taxpayer

@t o B can afford. ]

Prpw - We 6. I shall deal with the various components of the(settlement

by, ™ later. But I should like to set out the key decisions which
o Adsagien! will influence local authorities in the drawing up o*’their
w Ga (’#-'—" budgets.

m.tM-""‘

c T th-#H First, the grant percentage. I rccognise that the
Government is asking a great deal from local authorities. I
propose, therefore, to maintain the lewvel of central
government assistance unchanged at 61%:. This will give a
much needed element of stability to the financing of their
expenditure.

8. Secondly, the distribution package must also be fair.

I have, therefore, as we promised we would, halted the drift
of grant from the shire counties which we have witnessed over
the last few years.

9. Thirdly, I have set a cash limit Tfor the 1980-81
Increase Order which is realistic and just. It will also
be firm. Above these limits there will be no more cash.

THE RSC GRANT 10. I now turm to the terms of this ycar's RSG settlement
SETTLEMENT and I shall take the components in turm.

INCREASE 11. RSG settlements for the ensuing fiscal year are made at

ORDERS the price levels then applying in the previous November when

they are announced. Additional grant to take account of




increases in pay and prices, which occur during the year to
which the settlement applies, is paid through two Increase
Orders. One of -these is made in each of the two successive
years following the announcement of the settlement.

12. We have first to conclude the RSG settlement for 1978/79
by making the second of the Increase Orders for that year.
This covers additional grant payable in respect of pay and
price changes between November 1978 and March 1979. The first

Increase Order for 1978/79, made last November, did not

exhaust the cash limit on RSG as it then stood. The cash limits
on RSG and the Transport Supplementary Grant (TSG) have since
been increased to take account of the local authority manauvals
gsettlement. The cash limit on RSG has also been adjusted for
changes in the variable items such as interest charges. The
cash limit on RSG now stands at £ million; and on TSG at

£ million. Grant will be paid within the cash limit.




FIRST
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ORDER
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15, I turn now to the first Increase Order for the current

year 1979-80, which covers pay and price changes since the
settlement last November. The Chancellor said in his Budget
statement that the Government would take account of pay settle-
ments in calculating the Increase Orders for the R5G, but would
make a significant across-the-board reduction from the total thus
calculated. The Government have decided that -a further abatement
of £20M shall be made. Of this, £10M will be added to the £300M
already announced. A further £10M will be found through a reduc-
tion in other local authority programmes for which I am responsibke,
abatement for RSG purposes will therefore be £310M. In coming

to this decision, a major factor has been how much in present
circumstances it is reasonable for the taxpayer to contribute.

In the course of reviewing my programmes I have however declided
that in the light of prospective capital expenditure on housing I
can now release the £50M which I retained earlier as a safety
margin. This will take the form of a supplementary allocation to
local authorities under the HIP arrangements. i

14, The cash limits, adjusted for pay settlements, the
variable items and this reduction now stands as follows:

Rate Support Grant £ million
Transport Supplementary Grant £ million

National Parks Supplementary Grant £ million

Grant will be paid accordingly.

15, There are still significant uncertainties about pay, not
only for settlements in the current pay round but for compara-
bility awards remaining from the previous round. It is only right
therefore that, for the removal of doubt, I should announce now
the Government's intention in respect of the second Increase Order
Payments under this Order will be subject to a cash limit which in
the case of RSG will be £ million and in the case of TSG will

be £ million. These limits have been calculated on a realistic
basis - compatible with the calculation of the cash limits for
1980-81 which I shall announce in a moment. They relate to
payments which will fall to be met in 1975-80 in respect of the
forthcoming November settlement for local authority manual workers
and craftsmen; and the comparability awards yet to be made for
white collar workers, craftsmen and teachers. The cash limit on
RSG will be adjusted in the usual way in respect of the variable
items. The amount of National Parks Supplementary Grant will

not be further increased.
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16. I have foreshadowed the key decisions earlier in this
statement. The details are as follows.

17. The total of relevant expenditure will be £ million
at November 1979 prices. This figure is consistent with
the expenditure totals amnounced in the White Faper: The
Government's Expenditure Plans 1980-81. (Cmnd 7746).

18. The grant percentage will be 61%. The aggregate
Exchequer grant will therefore be £ million. Specific
grants are estimated at £ million. Transport Supplementary
Grant will be £ million. National Parks Supplementary
Grant will take £ million. The amount available for Rate
Support Grant is therefore £ million.

19. The first claim on RSG is the amount provided for the
domestic element. We propose to continue to protect the
domestic ratepayer by maintaining the domestic rate relief
at 184p in the pound for England and by 36p in the pound for
Wales. The amount of RSG available for the needs and
resources elements of grant as before will be divided in the
ratio of 674 : 324.

20. The cash limit for the 1980/81 Increase Order will be

£ million. This is an envelope figure which covers the
additional grant payable in respect of pay and price changes
(other than variable items) affecting local authorities

which will occur between now and Marchk 1981. It is compatible




with year on year pay and price changes affecting local
authorities of 13%. The cash limit also includes a carry
through of the realistic allowance to cover the effects of
comparability awards which have yet to be agreed and will fall
to be paid in 1980-81., Other than for the variable items which
arise from fluctuations in interest rates it is not our
intention that there should be any further adjustment to the

cash limit.

21. The Government will look to the local authority employers
and the trade unions to negotiate in a sensible and moderate
fashion to ensure that local authorities can live within this

cash 1limit. Settlements which are excessive will result in

further burdens being placed on the ratepayer. ( If hey do So:?
Gt will be their clear rcs}]onsibilit},r:)

>

22, Within this total the cash limit on
Rate Support Grant will be million
Transport Supplementary Grant will be million
Netional Parks Supplementary Grant will be &£ million,




23, The distribution arrangements this year must be seen against
the background of our decision to move to a new system of rate
support grant which I shall describe in a moment, e must live
with the present arrangements until fresh legislation can be

enac ted.

24, So far as the distribution of needs element of the RSG is
concerned the only acceptable course open to us was to prevent
further damage., The distribution this year will therefore be

on a standstill basis, We shall re-use exactly the same formulae
as last year both for the national and for the within-London
distribution.

25. The freezing of the formulae will not exactly reproduce the
pattern for last year, because changes have occurred since then
in the data — numbers of school-children, etc - to which the
formulae are applied. In order to limit changes from this source,

and to preserve the stability of the distribution, we have taken

the following additional decisions:

outside London, needs element losses in real terms will
be limited to the equivalent of a 1p rate by the use
of the "safety net";

the clawback of London's needs element will be reduced
vy [F million/ so as to ensure that the capital's
overall loss due to data changes does not exceed the
national 1p limit;

the within-London distribution will follow, so far as

is consistent with the decision to use the same formulae
as last year, the "no change" package jointly recommended
by the LBA and GLC which includes a within-London

n"safety net" set 2p below any overall loss for London;

the redistribution of needs element to non-metropolitan
districts will be on exactly the same basis as last year.

2%6. The overall stability of this distribution is such that
only [?hreg? authorities outside London have losses large enough
to gualify for the very tight 1p safety net. Furthermore, the
drift of grant from the shire counties is halted: their gain in




. grant, at an average of / _/ is / the sameg/ as that of the
metropolitan districts, and for the first time since the present

system was introduced the shires actually increase their share

of the total needs grant.

THE BLOCK 27« The Governmentfﬁhonaﬁaaa proposes to make provision in the
GRANT forthcoming Local Government, Planning and Land Bill for a new
block grant system to come into operation in 1981/82. The system
will replace the present needs and resources elements with a single
grant payable to all authorities. This block grant will bridge
the gap between a local authoritiy's "standard expenditure" (the
typical expenditure of similar authorities) and the product of
a "standard rate poundage" levied on that authority's rateable
value,

28. Authorities spending in line with standard expenditure =
leaving an allowance for inevitable variations in local
eircumstances - will get the full rate of government support.
Expenditure in excess of "standard expenditure" will alsc attract
grant - as under the present resources element arrangements - but
if it is substantially in excess of "standard expenditure" the

rate of grant will be reduced, and reduced progressively as
expenditure increases still further.

29. This system will s%ill leave authorities free as now to
decide how much they wish to spend, and how much income they wish
to raise by way of rates., But the government's contribution
through grant will be limited. There will be full consultation
with the local authority associations on the detailed mechanics

of the new block grant, including the definitions of standard
expenditure and standard rate poundage.

30. The new arrangements, when introduced in 1981/82, will be

applied separately in England and Wales. The Secretary of State

for Wales is making a statement aboutﬁhat.‘) . AN TRty
',1.; Lahes

THE 31, The new block grant cannot be brought into effect until the

TRANSITIONAL - : . ; "

ARRANG EMENTS 1981/82 grant year, We have therefore decided to provide in ?h-
legislation for transitional arrangements for 1980/81 which will
make it possible to apply the broad principles of block grant
through adjustments of grant entitlements under existing

legislation at Increase Order stage.




32, The transitional arrangements will apply primarily through
the resources element, but they will also be capable of operating
in respect of London authorities that do not receive resocurces
element through the needs element. These arrangements will involve
a reduction in entitlements at the stage of the Increase Order

for 1980/81 which will be made next November if there are loca
authorities who overspend substantially. The measure of overspend-
ing will be any large difference between an authority's actual

rate and the '"notional uniform rate", implicit in the present

grant system, which authorities would have to charge, after

taking account of entitlements to the needs and resources elements,
to fund expenditure in line with assessed expenditure needs.

33. The "notional uniform rate" will be published in the Report
on this year's RSG Order. T recognise that there is a measure
of rough justice in using the "notional uniform rate" to
distinguish between substantial overspenders and others for
grant purposes, because it means that we must consider the

spending behaviour of each county and its districts as a single

entity. But this is unavoidable under the present system of RSG

which does not have separate spending assessments for each local

authority, and has different grant arrangements for the different
tiers of local government. And the justice is less rough than it
would be if we allowed the present system to continue unmodified

for 1980/81,

34. Nothing would give me greater pleasure than to have to make
no use of the transitional arrangements., The traditional practice
has been for local government - of whatever political colour =
to comply with central government guidelines on expenditure.

This has reinforced the basis of common trust that has made it
possible for local and national government to work together.

But I do not see how I can expect the majority of local authorities
to curtail their expenditure plans if they see a2 handful of
authorities conspicuously disregarding the national interest by
pushing up their expenditure, and actually getting a larger share
of the available grant as a result. I threaten nobody. But it
would be irresponsible to leave the government powerless in the
face of such behaviour should it arise in 1980/81.




RATE «

INCREASES

315, I turn now to the vital question of rate increases, When

I have discussed this settlement with the Consultative Council,
you have urged upon me the need to give local govermment time to
adjust to the changed public expenditure climate., You also urged
upon me the need to be fair and realistic in my decisions. I have
done both. I have fulfilled my share of the bargain.

36, Central Government does not determine rate inereases, HNor
do the local authority associations. That is a decision for every
individual local authority. I do not propose, therefore, to
produce calculations and to proclaim a national average figure.
That would be meaningless., I will not set a norm or a tapget.
That would encourage some authorities tc believe that they were
not rating high enough and persuade others that they were being
cheated., Instead, I wish to appeal to every elected Councillor
in the land, You cannot opt ocut of the battle against inflation,
You have responsibilities both to the country as a whole and %o

your ratepayers., I urge you therefore to plan your budgets on

the basis of this settlement, to rate in accordance with the

volume of expenditure I have requested and to make prudent use

of the balances you hold. Do not raise a penny more in rates than
you must.
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From: Sir Kenneth Berrill kce
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Qa 043 13 November 1979

Ilcwdr.mf-—#-j -j_Al,-J.l‘. :
British Gas Corporation: Cash Limit 1980/8l

I wrote to you suggesting that the British Gas Corporation cash
limit for 1980/81 be linked to the price of oil,

The Chief Secretary in his letter to you of/ 7 _November would
accept that BGC's financial targets for the next three years might be
Ith liswi#etl to the performance of the oil price. But he is reluctant to
link in advance next year's cash limit and the oil price. He would
prefer your Department to monitor the oil price movements in relation
to the levels assumed when the cash limit was fixed so that a revision
to the 1980/81 cash limit can be considered if circumstances warrant,

This letter is to say that I would be content with the action
proposed by the Chief Secretary.

I am sending copies of this letter to the Prime Minister, other
members of E Committee, and to Sir Robert Armstrong.

KENNETH Bz_lu\‘/
d_,,.-""

e

The Rt Hon David Howell MP
Secretary of State for Energy
Thames House South

Swl
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CABINET OFFICE
Central Policy Review Staff
70 Whitchall, London swia 2as  Telephone o1-233 7765

From: Sir Kenneth Berrill kea

Ca 04341 12 November 1979

:D1--'| Cf-\u'{ S{FTL' =~1J

Cash Limits: Flexibility between Financial Years

I have seen your letter of 18 October to the Secretary of State for Energy,
and subsequent correspondence, about the question of end-year flexibility for
nationalised industry cash limits (external financing requirements)., May I
offer one or two comments?

It is, as you say, true that the external financing requirements (EFR) of
the nationalised industries, being the balance between very much larger flows
of revenue and expenditure, cannot be as firmly held to as cash limits where
the income side is usually small and it is the total expenditure which has to
be held to. Like you, however, I am doubtful whether an appropriate response
to this problem is flexibility between financial years. The following seem to
me to be among the relevant considerations:

(i) the industries have, to a greater or lesser extent, some flexibility
to influence their EFR through prices, capital investment, stocks or
end-year financial adjustments.

(ii) Of course, there may be circumstances which arise in which the
industries cannot (and should not) adhere to their cash limits, It
would, for example, be perverse if an industry had to stop desirable
redundancies, or avoid a necessary industrial dispute, because the
consequences might be more expensive than taking the easier way out,
Or the conditions facing the industry might radically change, e.g.
because of an abnormal winter,

(iii) But in those cases the right course could well be that the industry
should be required to take stock; to examine the possibilities for
compensating policy or accounting changes; and, if necessary, to make
out a case to Government (as a private company would to its bank) for a
change in its financial limit. This would seem a better discipline than
allowing the industry to take one year with another and perhaps avoid
difficult decisions in the hope that something would turn up (how many
years have to pass before it is clear that the cash limits are not being
kept?).

The Rt Hon John Biffen MP
HM TREASURY
SwWl
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This would suggest that the industries should be expected, as a general
rule, to take every reasonable step to keep within cash limits on the basis of
a regular flow of information; but that, as a corollary, Government should
acknowledge that there may be circumstances (e. g. an abnormal winter or an
industrial dispute) in which it would be prepared to consider an adjustment
of the cash limits. There is a balance to be struck between enforcing a
financial discipline on the one hand and forcing industries into undesirable
short-term expedients on the other.

There remains the question of sanctions against industries which do not
keep within their cash limits. Clearly if they have made every reasonable
eifort, and the case for an adjustment of cash limits has been agreed, the
question of sanctions does not arise. But it seems to me that Boards should
be left under no illusion that anything short of this will not be acceptable and
that continued failure will mean management changes.

I am sending copies of this letter to the other members of the Cabinet,
to Sir Robert Armstrong and to Sir Derek Rayner.

“_,.-""

-
KENNETH BERRILL

2
CONFIDENTIAL




10 DOWNING STREET

From the Private Secretary 12 November 1979

I have shown the Prime Minister your letter of 6 November
and its accompanying memorandum about the presentation of public
expenditure figures for the years after 1980-81.

The Prime Minister is content with the general approach
proposed in the memorandum, though she has commented that the
fact that spending authorities need to know their allocations
for 1981-82 is not in itself necessarily a sufficient reason
for publishing those allocations in detail in the forthcoming
White Paper: if that was the only consideration, it should not
be conclusive against some degree of aggregation and rounding
in the White Paper even if spending authorities were going to
be given their own allocations in more detail,

Given that the Prime Minister is content with the general
approach, she thinks that it may be premature to hold a meeting
at this stage. It will be easier for her, and for Treasury
Ministers, to take a view on the effects of applying this
approach when the results of doing so are available, in the
shape of the outline draft of the White Paper to be submitted
later this month. She therefore suggests that work should
proceed on the outline draft in accordance with the approach
suggested in the memorandum (and subject to the point to which
I have referred in the previous paragraph). She will consider
whether it would be advantageous to have a meeting when that
outline draft is available.

I am sending copies of this letter to Tony Battishill and
Martin Vile.

A.C. Pirie, Esq.,
H.M. Treasury.
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NATIONALISED INDUSTRIES: EXTERNAL FINANCING LIMITS

At the meeting of Cabinet on 1 November (CC(79)19th), I was
asked to agree with the other Ministers concerned revised
external financing limits for 1980/81 for British Rail,
National Bus Company and British Airways. This minute sets
out the figures which we have since agreed. These revised
limits, together with the limits already agreed for the
other industries, including the energy industries, can be

accommodated within the total in last week's White Paper.

British Rail and National Bus Company

2. Having discussed the options open to British Rail with
Norman Fowler, I have accepted his case for a limit in 1980/81
higher than that proposed in the Chancellor's paper (C(79)48).
This recognises the limited room for manoeuvre open to British
Rail on wages and fares as well as the impact on their business
results of lower economic activity and reductions in support
for the passenger railway. Norman ﬁowler represented to me
strongly the importance uf_E realistic cash limit in retaining
the commitment of the management to the cash limit system,

3. He also reaffirmed his acceptance of the volume financing

figures agreed for the later years and the need to ensure that
British Rail takes the necessary steps to keep within these,
which will demand very considerable efforts on their part. In
these circumstances, we agreed that a limit of £750 million for
1980/81 - some £40-50 million less than British Rail would have
liked - would be appropriate.

l.
CONFIDENTIAL
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t. The position on National Bus Company (NBC) is similar

and I have accepted Norman Fowler's proposal of an £85 million
limit for NBC in 1980/81. Here too considerable effort will
be needed to keep to the agreed figures for later years. We
have therefore asked our officials to discuss with hoth

industries their plans for that period.

British Airways

5. After a discussion with John Nott I have come to the
conclusion that it would be reasonable to set a limit on
external financing of_£230 million for British Airways, rather
than the £205 milliun‘I;EII;H_hy the revaluing of the review
figures after an option cut of some £50 million (at outturn
prices). We shall still have secured half of our previously
proposed cut, in the face of a severe deterioration in the
immediate prospects for the whole airline industry. John Nott
feels that to set any lower limit would run a real risk of
precipitating either costly industrial trouble (even the

£230 million figure assumes that real unit labour costs will
fall) or the need to sell newly-delivered aircraft, and that
this could well prejudice our plans for selling shares in
British Airways and provide a source of potential embarrassment
for us, during the passage of the Civil Aviation Bill. He will,
however, expect the airline to keep to its plan to include a
five per cent staff reduction as part of the settlement for

the coming pay round.

6. I am sending copies of this minute to Cabinet colleagues,

Norman Fowler and Sir Robert Armstrong.

W J B

JOHN BIFFEN
9 November 1979

CONFIDENTIAL
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I have seen the letter which the Chief Secretary's Private Secretary

Ref: A0608

sent to you on bth November, and the Treasury memorandum on the
presentation of public expenditure figures for the years after 1980-81,
2 I find it difficult to see what other methods might be adopted for

taking the spurious precision out of figures for the later years than some

— —_—
aggregation and rounding; and that is what the Treasury propose., Itis

clearly difficult to comment on the effects of doing this without seeing the
actual results: one particular programme as an example is not really
enough to go on. This makes me wonder whether there is much point in
the Prime Minister having a meeting with the Chancellor of the Exchequer
and the Chief Secretary at this stage: it might be more to the point to have

a meeting - if one is necessary - when an outline draft of the White Paper

is available, later this month.

T e
3. If this approach commends itself to the Prime Minister, you may like

to write to the Chief Secretary's Private Secretary on the lines of the draft

Eﬁ'

(Robert Armstrong)

attached,

B8th November 1979
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LETTER FROM MR, LANKESTER TO
A.C. PIRIE, Esq., TREASURY

I have shown the Prime Minister your letter of
6th November and its accompanying memorandum about the
presentation of public expenditure figures for the years after
1980-81,

The Prime Minister is content with the general approach
proposed in the memorandum,though she has commented that
the fact that spending authorities need to know their allocations
for 1981-82 is not in itself necessarily a sufficient reason for
publishing those allocations in detail in the forthcoming White

Lo ot
Paper: if that was the only consideration, it should not be
conclusive against some degree of aggregation and rounding
in the White Paperx even if spending authorities were going to
be given their own allyéa.ticns in more detail.

Given that tljﬂa- Prime Minister is content with the general
approach, she thily{(a that it may be premature to hold a
meeting at this El,f;.ge. It will be easier for her, and for
Treasury M.inist.ers, to take a view on the effects of applying
this approach when the results of doing so are available, in the
shape of the outline draft of the White Paper to be submitted
later this month, She therefore suggests that work should
proceed on the outline draft in accordance with the approach

suggested in the memorandum (and subject to the point to which

PM\M
I have referred in the sepond paragrap]ﬂp\!‘d‘:‘t‘r—tﬂm}. She

will consider whether it would be advantageous to have a
meeting when that outline draft is available,

I am sending copies of this letter to Tony Battishill and
Martin Vile,




Ref. A0597

PRIME MINISTER

Public Expenditure 1981-82 to 1983-84

(C(79) 54, the Chief Secretary's minute to you of 6th November about housing
and his letter of 31st October to the Secretary of State for Education and Science)
BACKGROUND
Cabinet had an inconclusive discussion on the "later years' on 25th October,
and you asked the Chief Secretary, Treasury, to pursue the outstanding issues

bilaterally with the Ministers concerned. This paper (which summarily reports

Tgreements set out more fully in the related correspondence) is the result.

2. The paper says nothing about defence. I understand that you agreed with
the Chancellor of the Exchequer and the Secretary of State for Defence on Monday
night that this need not be raised at Cabinet at all this week.

3. So I think you should be able to dispose of this item very briefly. There

are no points for decision today, and other Ministers are unlikely to be very

interested in the details of the deals which the Chief Secretary has done. (It is

arguable that they should Be, a5 you will see from the detailed notes I attach in an

annex; but that is another matter.) The resulting figures will then be embodied in

the second Public Expenditure White Paper. You are due to discuss shortly with

the Chancellor and the Chief Secretary the degree of detail which should go into

that White Paper,
=L G
HANDLING

4, I suggest, therefore, that you invite the Chief Secretary to introduce his

paper as briefly as possible, merely reporting the circumstances in which he has

reached agreement on_environment and education, and indicating the basis on which

the figures for agriculture have been left. You might then get the three Ministers
concerned (the Secretaries of State for the Environment and for Education and
Science, and the Minister of Agriculture, Fisheries and Food) to confirm that they

accept these deals (this has of course been fixed up behind the scenes already),
—

and simply record Cabinet endorsement.




CONCLUSIONS

B Subject to discussion, [ think you should be able to record simply:

(i) That the Cabinet takes note of the revised figures for housing and for

education,
(ii) That it agrees to resume its discussion of agriculture at the meeting on
6th December.
That the figures for Civil Service manpower may need revision in the light
of discussions in Cabinet on 22nd November.

That the nationalised industry figures arise on the next itemn on the agenda.

Invite the Chief Secretary, Treasury, to bring a draft of the Public

Expenditure White Paper for these years to Cabinet on 20th December.

= i " o —

ROBERT ABRMSTRONG

7th November, 1979




ANNEX

Here are some notes on the points of substance, in case anybody raises
them in the course of discussion.
Environment (Housing)
[ Mr. Heseltine has won on two points: he has secured a reduction in the
Chief Secretary's bid, and he has got agreement that he should be free to decide
how the available finance will be allocated. In theory, this conforms to your

—

ruling, at the beginning of this Administration, that Departmental Ministers should

be free to allocate their own programmes. In practice, it leaves the Chief

Secretary in a slightly weak position next summer. There will be no decision in

principle in favour of further increases in council house rents, and there will be

no Government commitment on record. It would have been preferable, from the

point of view of Cabinet as a whole, to have taken those decisions now and to have

announced them. But, given the agreement which the Chief Secretary has
reached, I do not think you will wish to reopen this issue in Cabinet.
Education

3. The argument last time was about the dis-economies of falling school
numbers, The Chief Secretary has gone some way to meet the Secretary of State

for Education and Science on this point, by building in a bigger allowance to cover

these costs. He has also agreed a number of other changes, resulting_i-n a
significantly better deal for the Secretary of State for Education and Science than

—
before. In particular, the package is now biased in favour of non-advanced

further education (meeting a generally expressed wish in Cabinet) at the expense

e —— ]
of some modification in the new "assisted places'" scheme: this may be seen as a

degree of back-tracking by the Government on a Manifesto commitment, but
again I daubt whether Cabinet will wish to reopen the deal.

Agriculture
4, Mr. Walker may protest that the figures used in the table attached to the

Chief Secretary's paper assume that the Treasury wins. But paragraph 2[1_]-

mIAREEIT clear that "this is entirely without prejudice to the eventual decision
between the Treasury's proposals and those put forward by the Minister of

Agriculture ...". If the Minister of Agriculture raises this, you might simply




say that discussion must wait until Cabin h ion of agriculture
e Mw_‘_'s-—\.

at the meeting on 6th December.

EEC Contribution

5. Mr. Walker may also seek to revert to the point he has made previously in
Cabinet - and on which he has corresponded at length with the Chief Secretary -

that the White Paper overprovides for our future EEC contribution. If he does so,

you might ask the Chief Secretary to comment and then rule on the lines of not

counting our chickens before they are hatched. Anything else might temnpt other
o A — —
spending Ministers to join Mr. Walker in the hopes of recovering ground they have

lost in the Cabinet's discussion on their programmes.
Staff Savings
6. It now looks likely that the Lord President's paper on staff savings will be

postponed until 22nd November., It should not be allowed to slip further, or the

timetable for the Public Expenditure White Paper will slip again.

MNationalised Industries

f i The figures in Annex A reflect the results of separate bilaterals with the
sponsor Ministers which are reported in C(79) 56 - next item on the agenda.
Gas Prices

8. The nationalised industry figures in Annex A assume agreement on the
future pattern of gas prices. A paper on this is due to go to E on 13th November.
You might remind Mr. Howell that this timetable must not be allowed to slip

either.
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Ref. A0596

PRIME MINISTER

MNationalised Industries' Investment and Financing

(C(79) 56)

BACKGROUND
This paper, like the previous item on the Agenda (C(79) 54), is a report
back by the Chief Secretary on some bilateral discussions he undertook last

]

month. It was ready last week, but discussion was postponed so that it could
——
be taken at the same time as the report back on the Departmental expenditure

bilaterals.
B The Chief Secretary reports agreement with all the sponsoring Ministers

(save for an outstanding point on gas prices, which is to come to E Committee

r—— S
next week), There should thus be no need to discuss the paper, and the Cabinet

should be able simply to 'take note'.

3. The figures in the Annex to the paper are those which would be published,

either in aggregate, or broken down by industries, in the forthcoming 'later
years' Public Expenditure White Paper. They are in 'Survey' prices, and,
unlike the figures for 1980-81, do not have to be turned into cash limits this
year, (Cabinet has, mge. already settled the cash limits for the industries
for 1980-81). They relate only to the net external financing requirements of the
industries, and not to their total investment: they are thus necessarily very
tentative at this distance.
HANDLING

4. I suggest that you invite the Chief Secretary to report, briefly, on his

discussions with the sponsor Ministers, and then ask whether any Ministers

wish to raise points on this paper. Our information is that there are no
outstanding issues left to resolve.
CONCLUSIONS

¥ It should therefore be possible for you to sum up that the Cabinet:




CONFIDENTIAL:

(i) takes note of the position reached and approves these fipures for
inclusion in the Public Expenditure White Paper (leaving open, for the

moment, the degree of detail to be included there);

(ii) takes note that the outstanding issue on gas prices will be considered

by E next week.

(Robert Armstrong)

Tth November, 1979
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Tth November, 1979

FUBLIC EXPENDITURE: LATER YEARS

The Chanecellor thought the Prime
ister might find the attached
memorandum by Treasury officials useful
background to item 4 of tomorrow's
Cabinet discussion.

Yy o,
ME

(M.A. HALL)
Private Secretary

m

I'. Lankester, Esq.,

Private Secretary,
10, Downing Street

CONFIDENTIAL
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PUBLIC EXPENDITURE: LATER YEARS

7 Treasury Ministers may wish to have a note on the overall
picture for public expenditure in the light of recent decisions

about later years.

2. The annexed table shows that, if the changes still under
discussion (nationalised industries, agriculture, civil service)
yield the savings hoped for, the total for 1981-82 will be

slightly below the White Paper total for 1980-8B1, and the two

later years rather lower than that. Hence the Government will
have achieved its objective of a stable public expenditure
programme starting from the 1978-79 level, with a small amount
of leeway in 1982-83 and 1983-814,

% But there are two important gualifications - will the

-

programme be achieved in practice, and is it low enough?

A. Threats to Achievement

4. In the first place, there are the "changes still under

discussion" already mentioned:

(i) On the nationalised industries the figures in

line 5(ii) are £450 million worse than proposed earlier
far 1981-82, but better in 1983-84. They assume that
the fﬁﬁsing of gas pricing is resolved favourably (worth
about £100 million in lﬁﬁz—ﬁg_and S400 million in

1983-84); and that Mr. Nott's criticism of over-pricing

for telecommunicatjons

does not prevail.

(ii) There is approcaching £100 million a year at stake

in the review of agriculture (line 5(i)), not now to be

decided before December.

(iii) The assumed extra civil service staff savings

(line 5(iii)) seemed optimistic to us even before last

week's Cabinet, and in the light of Cabinet discussion

CORFIDENTIAL
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it now seems probable that they are over-estimated by
at least £100 million a year. These savings too will
probably not be settled until around the end of the
month.

5. In addition, there are several variations in the figures

which are already foreseeable:

(i) As C(79)56 points out, the nationalised industry

figures are likely to be revised downwards in next year's
L —— S—

Investment and Financing Review. They assume success

on pricing and on the loss-making industries (e.g. nil

Al e
3 s

borrowing by BS

from 1?52-%% onwards), and are optimistic

about economie growth.

(ii) Scecial security spending rests on the June

assumptions for prices and unemployment which may need
revision in either direction; in the economists' view
the unemployment figure is more likely to be too low,

and an extra 100,000 would add £100 million.

(iii) Local authorities may be unable or unwilling to

make the full savings in current expenditure which have

been counted into The totals, e.g. on school meals and
transport. Instead they may choose a further increase

in the rates, adding to public expenditure overall.

(iv) On the other hand, the figures included for EEC

contributions take no credit for success in renegotiatin
— =

the basis for contributions, so that there could be some

gain on that front,.

(v) In the industry programme, extra provision may
be needed for Rolls Royce and British Leyland.

- 2 =
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(vi) The employment programme makes no provision for

continuing temporary employment measures, nor for any

increase in redundancy rebates (which could add £100

million a year).

b. To meet these claims, and others not yet foreseeable, there

is provision in the contingency reserve of £1,500 million,

£2,000 million and £2,500 million in the three years. This is

certianly not more than adequate, given that child benefit

yprating, which is not provided for in the social security
programme, will be virtually inescapable and could cost
£500 million in 1981-82 rising to nearly £1,000 million in

1983-84,

B. Adequacy of Cuts

¢ The annexed table shows that the cuts in Departments’
programmes so far secured fall short of the original Treasury

proposals by:

1983-8Y4
1304

& a result, even counting in the extra savings not yet agreed
(paragraph 4 above), the totals achieve stability but make no
significant progress towards the 1977-78 level which Treasury
Ministers had earlier taken as a target - and which the Chancellor's
paper C(79)30 said would still (according to current projections)

leave no room for real tax cuts in the 1980 and 1981 Budgets.

CONFIDENTIAL




APPENDIX

£m at 1979 survey prices
81-82 82-83% 85-84

Total (projected outturn) before
changes 75977 797220 77200

Changes proposed or assumed in

C(79)35:

(i) wajor spending Departments -5658
(ii) nationalised industries -750
(iii) staff savings additional =175
(iv) contingency reserve -697
(v) sales of assets -50

Resulting total (1 + 2) 68647

Changes agreed so far:

(i) major spending Departments -4770
(iv) contingency reserve ~-697
(v) sales of assets -200

Changes still under discussion
(i) agriculture (UK) i -2
(ii) nationalised industries

(iii) staff savings additional to

4(i) and 5(i) suggested by CSD

6. Total (1 + 4 + 5)

Earlier years

Total {(outturn) as in
Cund 7746

Total for 1980-81 proposed
in C(79)26

CONFID=ITIAL




Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon David Howell MP_

Secretary of State f}

Department of Energy }~J

Thames House South ‘ﬁ\“

Millbank

London SWL 7 November 1979

Deee Dawrt,

BRITISH GAS CORPORATION: CASH LIMIT 1980-81

Sir Kenneth Berrill sent me a copy of his letter to you of

1 November suggesting that the BGC's cash limit for 1980-81
of £400 million might be linked in some way to the performance
of the oil price.

I certainly sympathise with the thought behind Sir Kenneth's
suggestion. Once the Energy Conservation Bill is enacted, the
implicit link between contract gas prices and domestic tariff
prices will have been removed. In these circumstances if odl
prices rise faster than assumed for the calculation of BGC's
cash limit, the Corporation could, if they so choose, reduce
the increase in domestic tariffs and still keep within their
cash limit. In these circumstances the industrial consumer
would be subsidising the domestic consumer. This would be
undesirable for both industrial and energy policies and, as
Sir Kenneth says, the PSBR would be higher than it might other-=
wise be.

A link between the cash limit and the performance of the oil
price might indeed be one way of dealing with this problem.
But the disadvantage of this course is that it would introduce
an explicit and automatic element of conditionality into the
cash limit (or more properly the external financing limit as
the nationalised industries' cash limits are now known). This
might work in our favour in BGC's case but my judgement is that
we have more to lose with conditionality than we have to gain
so far as the other nationalised industries are concerned. I
am reinforced in this view by some of the proposals in the
paper which the Chairman of the Chairmen's Group sent to the
Chancellor on "a framework of financial discipline for the
public sector corporations".

I am therefore hesitant about Sir Kenneth's suggestion of
linking the cash limit and the oil price in the way suggested

"




and I would like to propose an alternative procedure which
would go some way to meet his point. I suggest that when

you write to the BGC informing them of their cash limit, you
should make clear our understanding of the oil price asumptions
implicit in their cash limit both for BGC's purchases and sales
of gas. Your Department should then monjitor movements of oil
prices against those assumed in BGC's cash limit so that we can
consider setting BGC a new limit if oil prices warrant it.

Sir Kenneth's suggestion is also relevant to the Corporation's
financing target which we will shortly agree with them. This
will require assumptions about oil prices over the next 3 wyears
and will raise in even more acute form the difficulty to which
Sir Kenneth has drawn attention. I see much less difficulty in
making the financial targets conditional on oil prices and 1
suggest that our officials, in consultation with the Corporation,
should try to devise a formula for the target which links it to
rises in oil prices. Otherwise we could well find that the
financial discipline implied in the target is eroded by unexpected
increases in oil prices.

I am sending copies of this letter to the Prime Minister, other
members of E Committee and Sir Robert Armstrong. =

Lurs

%
O [Sda.

JOHN BIFFEN
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Treasury Chambers, Parliament Street, SWIP 3AG

T P Lankester Esqg

Private Secretary to the M
Prime Minister

10 Downing Street

London SW1 6 November 1979

L,_, 'T;uﬁi

THE PUBLIC EXPENDITURE WHITE PAPER COVERING THE YEARS
AFTER 1980-81

I attach a note setting out proposals on the degree of
detail to be given for the later years, in response to

the Prime Minister's request conveyed in Martin Vile's
letter of 5 November.

I should perhaps mention that, now that the main decisions
on the 1979 public expenditure Survey have been taken,

the Treasury has launched a revigw, with the spending
Departments, of the way inwhich the Survev.li-conducled
and the material is presented to Ministers. This will
include tRe possibilily OT TOOKINE ar programmes for the

later years in less detail, and with more grouping, in
future.

I am copying this letter to Tony Battishill and Martin Vile.

\'LU\_/-. ‘&{L&fog%
@’um___: RQL

A C PIRIE
(Private Secretary)
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PRESENTATION OF PUBLIC EXPENDITURE FIGURES
FOR THE YEARS AFTER 1980-81

1. This note concerns the form in which the public expenditure
decisions for the later years should be published. The Cabinet
decided on 13th September that the White Paper covering the later
years should contain totals for expenditure on the main programmes
and an appropriate amount—bf detail for certain programmes such as
education and law and order, but that the detail rur_atner local
authority services should be kept to a minimum. They considered

that the tentative nature of the figures for the later years

should be cmpnasised. -
g ——T T

P Discussions between the Treasury and Departments at official
level have indicated that the spending Departments feel themselves
faced with a dilemma. They accept that the tentative nature of
the later figures should be stressed. They recognise the spurious-
ness of publishing plans up to four years ahead in great detail.
But given the importance of influencing expectations, they want to
give enough detail about the later years to convince outside
observers that the Government's plans for stabilising expenditure
are well-founded and will be achieved. They know that their
Ministers will come under close questioning in Parliament and in
the new departmental Select Committees. They will in any case be
giving some details to spending authorities as the basis for
forward planning.

=1 Treasury officials have envisaged that the White Paper would
give figures for the years up to and including 1980-81 in the usual
detail, and that the figures Tor the later years would be given in

a rounded form and in much less detail., For some programmes, where
spending authoritlies will need to know their allocations for
1981-82 before next year's White Paper is published, there will be
advantage in including detail for 1981-82 also, and rounding the
figures for the last two years, An example of what is envisaged

is the attached illustrative table for Programme 2 (on which we
have not yet consulted the FCO), For other programmes, such as
housing, the Ministers concerned will probably not want to give a
detailed breakdown even for 1981-82. For yet others, such as the
examples of education and law and order mentioned at Cabinet, it




.may be desired to give more details for the later years. It is
not essential to treat all programmes identically.
& . Apart from the reduction in detail about programmes in the
later years, we have envisaged that the spread of information
given by the White Paper would be much the same as in previous
years, That is to say, the programme chapters would conta in
comment on spending in the last complete year, and on what has
been achieved by the programme and is planned to be achieved, plus
a bibliography of otheér sources of information., The rest ol the

WHTTEPAp e worTa o Ca T te—1oTha | analyses and statistical

breakdowns, including changes from the previous plans, publid

expenditure in cost terms and by economic category: but the
analysis in cost terms and by economic category will probably not
extend bevyond ;ﬂﬂg-ﬁl, because some of the programme chapters will
not provide the detail on which to base the analysis. For local
authority expenditure, the agreement that the Secretary of State
for the Envirﬁnmﬂnt'shuulu keep his options open on ways of

achieving the agreed reductions in housing means that it will not
be possible to include figures of this ma jor component of local
authority expenditure after 1980-81.

N It would theoretically be%slble to have a still more

summary presentation, but we do not recommend it. If, for example,

:EE-EE:%rnment were to publish for the later years no more than
what is in the short White Paper on 1980-81, i.e. figures for the
volume of expenditure on the main programmes and a paragraph or two
on each programme, this would (in the Parliamentary context) put
the clock back to the very early years of these White Papers. The
new Select Committees have been set up to achieve a more effective
scrutiny of Departments than the previous Expenditure Committee.

To tell them that the Government would provide a good deal less
information even about the years up to 1980-81 than the previous
Commit tee was given would provoke strong criticism in Parliament.
Even the reduced detail we propose in paragraph 3 above may
encounter some unfavourable comment of this kind. Where information
is omitted, Select Committees and individual MPs can be expected to
press Departments for the missing information.

Recommendation

6. Our recommendation is that the White Paper should contain the




- . Same spread of information for the years up to 1980-81 as in
previspng White Papers. The amount of detail to be given for the
later years should be- considered programme by programme, but in
general only summary and rounded figures of planned expenditure

should be given at least for 1982-83 and 1983-84, and in some cases
for 1981-82 also. Accordingly, most of the special analyses and
statistical breakdowns of the expenditure plans would not extend
beyond 1980-81, If this is agreed, the Treasury will discuss with
each Department on this basis the information which they would
want to give, and submit an outline draft of the White Paper later
this month,
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CONFIDENTIAL

PRIME MINISTER

L‘L,

PUBLIC EXPENDITURE FOR THE LATER YEARS: HOUSING

Cabinet on 18 October invited the Secretary of State for the
Environment and myself to agree on a course of public expenditure
savings somewhere between Options C and D as described in the
Secretary of State's memorandum on rents and subsidies (C(79)44).

R
We have met twice, and agreed on a course which does so.

2. The Secretary of State has agreed to achieve the reductions in
his housing programme which will deliver (net of increases in
rebates and supplementary benefit) the following amounts (over and

above those previously agreed):-

£ million 1979 survey prices

1981-82 1982-83 1983-84 Total

285 395 525

3. Options C and D related to savings in housing subsidies,

chiefly from rent increases. The Secretary of State, however,
considers that he should have as much flexibility as possible

within his future programme. He therefore proposes - and I agree -
that he should achieve these savings without commitment to
particular levels of rent increase (or subsidy reduction) in the
later years, or to any precise division between capital and

current expenditure. We shall need to settle at the appropriate

time each year the composition of the programme for the following

vear. - .

—
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t The total net savings thus agreed for the Housing Programme

are as follows:-=

£ million

1981-82 1982_-813 1983-84 Total

1,422 1,798 2,038 5,258

5a I am sending copies of this minmute to the other members

of Cabinet and to Sir Robert Armstrong.

el B

6 November 1979

CONFIDENTIAL
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Treasury Chambers, Parliament Street, S\‘F'H

|
T P Lankester Esq

Private "Secretary to the |

Prime Minister f

10 Downing Street |

London SW1 [ November 1979

)}«:u Tiu--.

THE PUBLIC EXPENDITURE WHITE PAPER COVERING THE YEARS
AFTER 1980-81

I attach a note setting out proposals on the degree of
detail to be given for the later years, in response to
the Prime Minister's request conveyed in Martin Vile's
letter of 5 Epiumbﬂr.

I should perhaps mention that, now that the main cecisions
on the 1979 public expenditure Survey have been taken,

the Treasury has launched a review, with the spending
Departments, of the way in which the Survey is conducted
and the material is presented to Ministers. This will
include the possibility of looking at programmes for the

later years in less detail, and with more grouping, in
future.

I am copying this letter to Tony Bailtishill and Martin Vile,
KHLT\H_—ﬁ 9%LER:¢£:})
@L’ Cron— P‘R"

A C PIRIE
(Private Secretary)

CONFIDENTIAL




PRESENTATION OF PUBLIC EXPENDITURE FIGURES
FOR THE YEARS AFTER 1980-81

1 This note concerns the form in which the public expenditure
decisions for the later years should be published. The Cabinet
decided on 13th September that the White Paper covering the later
years should contain totals for expenditure on the main programmes
and an appropriate amount of detail for certain programmes such as
education and law and order, but that the detail for other local
authority services should be kept to a minimum. They considered
that the tentative nature of the figures for the later years
should be emphasised.

2 Discussions between the Treasury and Departments at official
level have indicated that the spending Departments feel themselves
faced with a dilemma. They accept that the tentative nature of

the later figures should be stressed. They recognise the spurious-
ness of publishing plans up to four years ahead in great detail.
But given the importance of influencing expectations, they want to
give enough detail about the later years to convince outside

observers that the Government's plans for stabilising expenditure

are well-founded and will be achieved, They know that their
Ministers will come under close questioning in Parliament and in
the new departmental Select Committees, They will in any case he
giving some details to spending authorities as the basis for
forward planning.

21 Treasury officials have envisaged that the White Paper would
give figures for the years up to and including 1980-81 in the usual
detail, and that the figures for the later years would be given in
a rounded form and in much less detail, For some programmes, where
spending authorities will need to know their allocations for
1981-82 before next year's White Paper is published, there will be
advantage in including detail for 1981-82 also, and rounding the
figures for the last two years. An example of what is envisaged

is the attached illustrative table for Programme 2 (on which we
have not yet consulted the FCO), For other programmes, such as
housing, the Ministers concerned will probably not want to give a
detailed breakdown even for 1981-82, For yet others, such as the
examples of education and law and order mentioned at Cabinet, it




ay be desired to give more details for the later years, It is
not essential to treat all programmes identically.
& Apart from the réductinn in detail about programmes in the
later years, we have envisaged that the spread of information
given by the whité Paper would be much the same as in previous
years. That is to say, the programme chapters;wm41d conta in
comment on spending in the last complete year, and on what has
been achieved by the programme and is planned to be achieved, plus
a bibliography of other sources of information. The "rest of the
White Paper would contain the normal analyses and statistical
breakdowns, including changes from the previous plans, publi¢
expenditure in cost terms and by economic category: but the
analysis in cost terms and by economic crtegory will probably not
extend bevond 1980-81, because some of the programme chapters will
not provide the detail on which to base the analysis. For local
authority expenditure, the agreement that the Secretary of State
for the EnvironmEnc‘shOuld keep his options open on ways of

achieving the agreed reductions in housing means that it will not
be possible to include figures of this ma jor component of local
authority expenditure after 1980-81,

e It would theoretically be possible to have a still more

summary presentation, but we do not recommend it., If, for example,
the Government were to publish for the later years no more than
what is in the short White Paper on 1980-81, i,e, Tigures for the
volume of expenditure on tie main programmes and a | aragraph or two
on each programme, this would (in the Parliamentary context) put
the clock back to the very early years of these White Papers. The
new Select Committees have been set up to achieve a more effective
scrutiny of Departments than the previous Expenditure Committee.

To tell them that the Government would provide a good deal less
information even about the years up to 1980-81 than the pre ious
Commit tee was given would provoke strong criticism in Parliament,
Even the reduced detail we propose in paragraph 3 above may
encounter some unfavourable comment of this kind. Where information
is omitted, Select Committees and individual MPs can be expected to
press Departments for the missing information.

Recommendation

6. Our recommendation is that the White Paper should contain the




\bama spread of information for the years up to 1980-81 as in

previsng White Papers. The amount of detail to be given for the
later years should be- considered programme by programme, but in
general only summary and rounded figures of planned expenditure
should be given at least for 1982-83 and 1983-84, and in some cases
for 1981-82 also. Accordingly, most of the special analyses and
statistical breakdowns of the expenditure plans would not extend
beyond 1980-81, If this is agreed, the Treasury will discuss with
each Department on this basis the information which they would
want to give, and submit an outline draft of the White Paper later
this month.
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10 DOWNING STREET

From the Private Secretary 5 November 1979

The Chancellor of the Exchequer called on the Prime
Minister at 1730 hours today to discuss his proposals for
the Bray forecast and for the economic assumptions to be
given to the Government Actuary. {These proposals were

set out in his minute of 2 November.)
They agreed on the following forecasts/assumptions:

(i) RPI per cent increase 4th quarter of 1980 on 4th
quarter of 1979 (or for the Actuary's report,
November 1980 on November 1979) - 14%.

(ii) Average earnings increase financial year 1980/81 on
1979/80 - 14%.

(iii)Average number wholly unemployed (Great Britain)
financial year 1980/81 - 1.6 million.

(iv) Average number wholly unemployed (Great Britain)
financial year 1979/80 - 1.25 million.

The Chancellor and the Prime Minister agreed that the
Treasury forecast should not be circulated wésiedss in VWhitehall.

The Chancellor raised the question of whether there
should be an economic strategy discussion in Cabinet. lHe
said that he would find it helpful to have such a
discussion in order to persuade more Cabinet colleagues

E::j'%i“*??}f:g‘““1'1; / of the rightness
wWaind 5Py g bt




of the rightness of the overall strategy. He suggested that,
before putting a paper to Cabinet, a draft might be con-

sidered by a small group of senior Ministers. The Prime
Minister agreed that a strategy discussion in Cabinet would

be useful, and that this should be preceded by a smaller
meeting. Ministers for this smaller meeting should include

the Secretary of State for Employment, the Lord President,

the Home Secretary and the Secretary of State for Social
Services. The Chancellor should aim for this initial discussion

within the next few weeks. ‘

The Chancellor reported that Treasury officials were
examining the options for the presentation of the figures
in the Public Expenditure White Paper for the later years
of the P.E.S.C. period. He was hoping to have a meeting
with Treasury Ministers to conslider a paper by officials in
the near future, and would then be ready to discuss the
question with the Prime Minister.

T. P. LANKESTER

A. M. W. Battishill, E=q.,
H.M. Treasury.

H‘{""'T”" ol
i} }T*”
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SECRET

CABINET OFFICE
70 Whitehall London swia 2as  Telephone o1-233 8319

From the Secretary of the Cabinet. Sir Robert Armstrong Kce cvo

Ref: AOD0572 5th November 1979
e (/' L

Public Expenditure to 1983-84

The Prime Minister thnks that it would be useful if the Chief
Secretary could circulate a brief memorandum to the Cabinet for its
meeting on 8th November, reporting the outcome of the various bilateral
discussions left over from the discussion on 25th October.

This memorandum would report the outcome of the Chief Secretary's
discussions with the Secretaries of State for the Environment, and
Education and Science on housing and education. On agricultural grants,
the memorandum could invite the Cabinet to agree that a decision should be
held over until Sir Kenneth Berrill's group has reported, which will be
(1 understand) by the end of November. If the matter can then be resolved
by agreement between the Chief Secretary and the Minister of Agriculture,
well and good; if not, it can come to the Cabinet on 6th December.

1 am sending copies of this letter to Tim Lankester, Tony Battishill,
Garth Waters, David Edmonds and Philip Hunter.

i

L vy,

(M, J, Vile)

A,C,Pirie, Esq







SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2AU

Chief Secretary

HM Treasury ‘,I“
Treasury Chambers

Parliament Street

LONDON

SWAP 3AG g November 1979

Rt Hon John Biffen MP l’Z

CASH LIMITS: FLEXIBILITY BETWEEN FINANCIAL YEARS

I have seen a copy of your letter of 18 October to David Howell.

I agree that the immediate question of including nationalised industries
in the proposed study of the application of accounting conventions to
Government business is for Sir Derek to consider. I believe however
that the erguments for allowing nationalised industries a greater
degree of flexibility in meeting their cash limits in the individual
years are stronger than your letter suggests, at least in the case of
the industries which I sponsor.

You are already aware from my letter of 24 September that the Scottish
Electricity Boards are facing extreme difficulties in meeting their
cash limits for the current year, largely as a result of the
unpredictable timing of their expenditure, which spilled over into
this year. We all recognise this weakness in the cash limits system;
but your rejection (to which I shall return separately) of any
adjustment to the Boards' cash limits conveys that, contrary to the
acknowledgement in your letter, the cash limits are immutable. The
consequence may well be that the industries will revert to building
headroom into their estimates, on the basis that there is only one
direction in which these estimates are ever adjusted, and that the
limited discipline imposed on their operations by cash limits at
present will disappear entirely.

Your letter goes on to argue that the nationalised industries have
ample scope for adjusting their plans to meet cash limits. I do not
believe this to be true of the electricity industry. Nor do I think
that to encourage the industries to manipulate their accounts in order
to stay within cash limits necessarily serves our overall objective

of controlling public borrowing.
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With the Compliments
of the
Private Secretary
to the

Secretary of the Cabinet

T.P. Lankes , Esq

Cabinet Office,
London, 5.W.1.
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CABINET OFFICE
70 Whitehall, London swia 2as  Telephone 01-233 8319

From the Secretary of the Cabinet: Sir Robert Armstrong Kce cvo

Public Expenditure White Paper

The Prime Minister believes that it is neither necessary nor
desirable that, in the White Paper on Public Expenditure to 1983-84,
the figures for the later years should be given with the degree of detail
and precision which is no doubt appropriate for those for 1980-81. She
would like to discuss with the Chancellor of the Exchequer and the Chief
Secretary, and with Treasury officials as appropriate, how the figures
for later years might be aggregated and rounded and the extent to which
this process should be taken.

She understands that some thought has been given to this possibility
in the Treasury, and she would be grateful if the Chief Secretary would
prepare a note setting out proposals to achieve these results. If that note
could be circulated within the next two days the Prime Minister would hope
to have a meeting later this week. 1 understand that this would enable
decisions to be taken in time to be taken into account in the final preparations
of the White Paper.

I am copying this letter to Tim Lankester and Tony Battishill.

(M, J, Vile)

A.C. Pirie, Esq







10 DOWNING STREET

From the Private Secretary
SIR ROBERT ARMSTRONG
CABINET OFFICE

Public Expenditure

The Prime Mimfister was grateful for your minute of

1 November (Ref .!-J".!.'}."'u*’l:i} -

The Prime Minister is content to postpone the publiec expenditure
decisions on agriculture until 6 December; and since agreement
has now been reached on housing and education expenditure, she
agrees that there is no need to set up the small group under her'
Chairmanship which had been suggested earlier. She also thinks
it would be a good idea if the Chief Secretary could circulate a
brief report to Cabinet next week on the outcome of his further
bilaterals with a proposal also on the lines suggested in your

minute for dealing with agricultural grants.

On the question of the defence programme, we hope to arrange
a meeting for the Prime Minister with the Defence Secretary, the
Chancellor and the Chief Secretary to discuss the handling early
next week. 1 am sure the Prime Minister would be grateful for
a speaking note in the light of that meeting. (I am attaching a
copy of the Chancellor's minute recording the agreement which has
been reached.)

2 November 1979




Treasurv Chambers, Parliament Street. SWIP 3AG

Tim Lankester Esq
10 Downing Street
LONDON SW1 2 November 1979
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PUBLIC EXPENDITURE WHITE PAPER ON 1980-81: BRIEFING

We agreed on the telephone that I would send you the attached

revisions to the briefing.
l
plrs s
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R J T WATTS




‘ CHIEF SECRETARY cc Chancellor of the Exchequer

Financial Secretary

. Minister of State (C)

‘ Minister of State (L)
Sir D Wass
Sir L Airey
Sir P Atkinson
COGFPEC
Mr Mower
Mr Ridley
Mr Cardona
GECS

WHITE PAFER ON PUBLIC EXPENDITURE 1980-81 : BRIEFING

I attach further briefing, as follows:

'593 B4 (Addendum), on what to say if asked about the
economic assumptions, ie earnings and prices, including
the pay assumptions to be included in the cash limits,
and (for others) unemployment. The relative price effect
is also covered, in response to a question from the
Financial Secretary. Interest rates are covered in
C4(R) factual point (v).

B5 (Addendum), giving some additional figures for the
ratio of public expenditure to GDP and what to say about
international comparisons.

C2(R), with a firm figure for the sale in 1979-80 of
BP shares (£280m net benefit to the PSBR).

C4(R) (Addendum), shoing what happens if debt interest
is added to the planning total.

-

E10(R), giving the split of the programme between
education and science on the one hand and arts and
libraries on the other.

2. On British Leyland, I am advised that there is nothing to
add to E4A(R), defensive point (iii), other than what you and
colleagues may have decided at Cabinet.

. On the 8p increase on basic rate, please delete second sentence
of B2(R) defensive point ( 5).

hded oo kg

2.1n.=%
MISS M E

PE] r50ON

s




cc Chancellor of the Exchequer
Financial Eecretarg

2

Minizster of State
Minister of State
Sir D Wass

S8ir L Airey

Sir F Atkinson
COGPEC

Mr Mower

Mr Ridley

Mr Cardona

GECS

PUBLIC Er+t NDLTURE WHITE PAPER ON 1980-81 : BRIEFING
Further again.to Mr Perfect's submission of last night, I attach:

AS: the brief on year-on-year changes and differences
compared with Cmnd 7439.

ist page, second revise.
revise.

1st page, revise.

MISS M E PEIRSON
31 October 1979




CONFIDENTIAL

CABINET OFFICE
Central Policy Review Staff

70 Whitehall, London swra 245  Telephone o1-293 7765

From : Sir Kenneth Bernll xen

Qa 04326 1 November 1979

I]..,M L.,..‘,f Mw? W R
British Gas Corporation: Cash Limit 1980/81 el l}h
I have read your minute of yesterday to the Chancellor of the Exchequer

proposing a cash limit for the British Gas Corporation (BGC) for 1980/81 of
-£400m, at outturn prices and setting out the basis underlying this proposal,

The first two items in the list of assumptions concern the non-domestic
tariff increasing by 10 per cent on 1 April 1980, and the contract prices for gas
to industry moving in line with the non-domestic tariff until 1 July, The passing
of the Energy Conservation Bill is assumed to have removed the links between
contract prices and the domestic tariff after that date,

Since non-domestic gas sales are of the order of half BGC's total
revenue, the terms on which these are sold are clearly of great importance
to the setting of cash limits,

One important determinant of the level of non-domestic gas prices is
the price of the equivalent heating oil. The chances that the money price of
oil on world markets will rise during 1980/81 are clearly considerable but
hard to estimate now., This means that it is difficult to set the cash limits
for BGC in a way which will both recognise the possible level of non-domestic
gas prices and require them to put up the price for domestic gas on the terms
agreed by E Committee last Tuesday.

Might one link the £400m. in some way to the performance of the oil
price? 1 raise this because quite large sums are potentially at stake which,
if the oil price does go up more than presently assumed in the calculations,
could be used to help the Chancellor's PSBR,

I am sending copies of this letter to the Chancellor of the Exchequer
and the other members of E, and to Sir Robert Armstrong.

KENNETH BERRILL—

The Rt Hon David Howell MP =

CONFIDENTIAT,




CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

Tim Lankester Esq
10 Downing Street
LONDON SW1

5 )

1 November 1979

CHIEF SECRETARY'S STATEMENT ON PUBLIC EXPENDITURE

I attach the final version of the statement which the Chief Becretary

proposes to make to

The word "gross" in
has been omitted to

I am sending a copy

the House at 3.30 pm today.

the sentence on the NHS in the third paragraph
meet the Prime Minister's wishes.

of this letter with the attached statement to

John Stevens (Chancellor of the Duchy's office), Murdo Maclean
(Chief Whip's office - 6 copies), Richard Prescott (Paymaster
General's office) and to the Press Secretary at No 10.

\
O AT o

R W

R J T WATTS




CONFIDENTIAL UNTIL 3.30 pm ON THURSDAY 1 NOVEMEER 1979

STATEMENT BY CHIEF SECRETARY TO THE TREASURY

THE GOVERNMENT'S EXPENDITURE PLANS 1980-81

H M Treasury
1 November 1979




PARLIAMENTARY STATEMENT

Mr Bpeaker, with permission I will make a statement about the
White Paper, published today, on the Government's expenditure

plans for 1980-81. Copies are available in the Vote Office.

The Government's strategy is to stabilise total public spending
EY P

in volume terms. The outturn for last year, 1978-79, is now put

at £69¢ billion at 1979 Survey prices. Estimates for the current
[

year, 1979-80, are still speculative, but the ocutturn is not

expected significantly to exceed last year's expenditure. We plan

to hold the total for next year, 1980-81, at the same level.

Within the total planned for 1980-81, provision is made for

growth in some programmes, offset by reductions in others.

Provision for defence increases by 3 per cent in 1980-81 over

—

the expected outturn in the current year, and provision for law

and order increases by 33 per cent. Expenditure on the National

Health Service is maintained; whilst a rise in spending on
¥ A

social security partly reflects the recent pension uprating.

For local authorities, the plans provide for a reduction of

3 per cent in their capital and current expenditure over the two
year period, 1978-79 to 1980-81. The reduction in their current
expenditure is rather less and in line with the figures on which

they have been consulted. The allocation between services shown

in the White Paper is tentative. It will be for the authorities

themselves to decide the pattern of their current expenditure

in the light of local needs and conditions.




The plans also provide for a further programme of public sector

asset sales aimed at a figure of some £} billion in 1980-81
e

compared with £1 billion in 1979-80.

The Government consider that the plans in the White Paper take
realistic account of the poor prospects for growth in the
domestic and world economies, and of the need to bring government
borrowing and the money supply under firm control without
unacceptable consequences for taxation and interest rates. They

will form the basis for setting the cash limits for 1980-81.

The Government's general intention is to publish the cash limits
in time for spending authorities to take account of them in
making major decisions affecting their costs in 1980-B1, ineluding
the costs of pay settlements. We intend to exert a firm control
on spending through the cash limits. Spending authorities must
expect that, if they incur higher costs than provided for in

the cash limits, it will not be possible to implement the full

volume plans in this White Paper.

We aim to publish the cash limits on the rate support grants and

the limits on the external financing requirements of the

individual nationalised industries later this month. Other public

socrvice it 1imits will be published nearer the start of the

financial vear.

The Government are also preparing provisional expenditure plans
for the years up to 1983-84. These will be published in a

subsequent White Paper.




CONFIDENTIAL

SIR ROBERT ARMSTRONG

Public Expenditure

The Prime Minister has seen your minute
ADS25 of 30 October about public expenditure,

Tou mentioned this morning that it now
looked as though the outstanding issues between

Departmental Ministers and the Treasury would
be reduced to agriculture and that there was

no need to set up a formal group under the
Prime Minister's chairmanship to deal with this,

As rggards the presentation of the figures
in the later years in the hite Paper on Publie
Expenditure to 1983/84, the Prime Minister
prefers course (c) of the three options set
out in paragraph 7 of your minute, and on
the basis of the paper which the Treasury
would produce under that course, she would
be content to have a meeting in London during
the week. I should be grateful if you could
now arrange for the Treasury to produce their
paper, while we, in the meantime, fix the
meeting for the latter half of next week.

CAW

1l November 1979

CONFIDENTIAL
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is to hold total public spending
terms for the time being.
the current year, 1979/80 and next year 1
the estimated outturn of 1978-79.

The immediate prospect for output is poor both at hom= and abrosad.
The growth of world trade is slow. The recent increase in the oil
price has made matters worse. Unless the Government stabilises

public spending, there can be no possibility of lower taxes, lowar

borrowing or lower
alone subseguent

h could noct be sustained.

they planned would have regquired

the basic rate of income tax reguired

=3; billion of revenue is about fp.

central objectives ars:




plan for more expenditure before the necessary
is available would only prevent that growth. We
results of this approach over the years.

Increases in taxes have made inflaticnary pressures
worse and reduced incentives.

High government borrowing has fuelle

raised interest rates.

High inflation has increased
faced by industry and gravely d
production and jobs.

S50 there is no real alternative the policies we are
following.

——— L
mparability.




dousing

23 overseas pocsts to be closed or reduced

Abclition expected toc save £7 million in
1980/81.

Reduction in overall programme in 1980/81 but
allowance for increased expenditure on MoOSOIWaYy

maintenance. about half of reduction

to come from local transport; much of
-

changes, in agreements for funding o
Rail and National Freight Corporation
Schemes,

Reduction in 1980/81 expected, largely as
consequence of reductions in local authority
housebuilding in recent years. Over a period
of years Government intend to reduce levael of
housing subsidies,

or probation
magistrates'

of fire cover

of pupils and




1980/81 spending on NHS to b

level proposed by last Admin

cost to Taxpayer reduced

increased to TOp next April

higher in real terms than when re-introduced
in 1971. Dental charges will be revised to
maintain their lQ?QIED level in real terms.
Measures tc eliminate waste and simplifsy
administration.

Government expect that local authority savings

will as far as possible be made by further
increases in efficiency, collaboration with the
voluntary sector, elimination of laow pri
provision and policies to help pecple 1}
themselves. Local authorities

the more vulnerable, and

children's services concerned wist

treatment of delinquency.

Social security Provision

intensify

“RE“as*E“ General's Office
Privy Cc““c"T Qffice
E8 Whitehall

-

London SW1A 2A7

1 November 1979
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(White Paper)

PUBLIC EXPENDITURE
(WHITE PAFER)

The Chicl Secretary to the Treasury
(Mr. John Biffen) : With permission, Mr.
Speaker, I will make a statement about
the White Paper, published 1oday. on the
Government’s expenditure plans for 1950
B1. Copies are available in the Vote
Office.

The Governmeni's strategy is to stabi-
lise total public spending in volume terms.
The outturn for last year, 1978-79, is
now put at £69] billion at 1979 survey
prices. Estimates for the current year,
1979-80, are still speculative, but the
outturn is not expected significantly to
exceed last year’s expenditure. We plan
to hold the total for next vear, 1980-81,
at the same level.

Within the total planned for 1980-81,
provision is made for growth in some
programmes, offset by reductions in
others. Provision for defence increases
by 3 per cent. in 1980-81 over the ex-
pected outturn in the current year, and
providon for law and order increases by
34 per cent. Expenditure on the National
Health Service is maintained, whilst a
rise in spending on social security partly
reflects the recent pension uprating.

For local authorities, the plans pro-
vide for a reduction of 3 per cenl. in
their capital and current expenditure over
the two-year period 1978-79 w0 1980-81.
The reduction in their current expendi-
ture is rather less and in line with the
figures on which they have been con-
sulted. The allocation between services
shown in the White Paper is tentative.
It will be for the authorities themselves
to decide the pattern of their current
expenditure in the light of local necds
and conditions

The plans also provide for a further
programme of public sector asset sales
aimed at a figure of some L1 billion in
1980-81 comparcd with £1 billion  in
1979-80,

The Government consider that the plans
in the White Paper take realistic account
of the poor prospects for growth in the
domestic and world economies, and of the
need o bring Government borrowing and
the money supply under firm contml
without unacceptable consequences’ fur
taxation and intercst rates. They will

1451 Public Expenditure

form the basis for setiing the cash limils
for 1980-81.

The Government’s genelal intention is
to publish the cash limils in time [or
spending authorities to take account of
them in making major degisions alfecting
their costs in 1980-81, including the costs
of pay sclilements. We intend to exert a
firm confrol on spending through the
cash limits. Spending authoritics must
expect that, if they incur higher costs than
pruv:';l.:ql for in the cash’ limits, it will
not be possible to implement the full
volume plans in this White Paper.

We aim to publish the cash limits on
the rate support grants and the limits
on the external financing requirements
of the individual nationalised industries
later this month. Other public service
cash limits will be published nearer the
start of the financial year.

The Government are also preparing
provisional expenditure plans for the
years up to 1983-84.  These will be
published in a subsequent White Paper.

e

hon. Gentleman  better,
that he was rather ashamed of
His statement
er than the White Paper,
uninformative 1o come
efore the House™or many years. Is
not the case that be is planning a cul
f £3,500 millicn on pm{um plans and
that this is the price thatsthe people of
tlis country arc having to pay for the
that the Goverament's “geonomic
pllicy has given Britain the highdst infia-
tich and the lowest growth in the Whole
of the Western world? It has led 10
totdl collapse in business confidence sin::?}\
the [Buslget
Eyen =0, why does not the right hon.
Genlleman accepl the view of his newly
appdinted economic  adviser that the
Government  should allow the public
sectdr  borrowing requirement o rise
unemployment rises and aclivity
Is he aware that these cuis will
the recession deeper? The way
in which they arc composed means thal
win effect will fall on activity and

1y,

the distribution of the cuts, how

i right hon. Gentleman, against

ckground, justify increasing defence

liture, in real terms, by 3 per cenl
1 M4

1 NOVEMBER 1979

',

(White Pa

when he is expecting a
in this country? In
Germany is planning an
14 per cenl. and expecti
increase in her growth
right hon. Gentleman pla
1980-81, to make a nel
European Community o
when the right hon. Lad
the Opposition has just
to eliminate this payme
Is his confidence in his
ours is in her?

Will the right hon. Ge
he thinks will be the ef
cent. cut in local authori
diture? How will that
single year and at what
old people’s homes and
ment of derelict nineteen
ties? What will be the o
struction industry on lop
planning in the road prog

The major question 1
an answer is the effect of
on inflation. Inflation
ready going to be 2 per
it would have been beca
fall in the valae of th
which the Government
On top of that, the
White Paper foreshadow
se5 in rales, massive inc
thorily rents and increa
tricity and pas prices.
£240 million exclusively
of yonng children by i
on school meals, milk a
also plans to increase pr
to T0p.

ment?

800,000 or 750000 1o th

The right hon. Gentle
mads,an estimate.  He
able th tell the House |

proposed,increase in soci
ing is expicted to resull
in unemployment and
culs in socia \.tra:n.:fit-; ¥
The White Pdper me
crease in the costaf livi
ready risen by 6 per
Government  took  officy
crease in uncmployme

Mr. Grieve: On a
Speaker. Is not the q
longer than the stalcma




COIG L G2 I Cile
} ICTOLOYT WDOUT

loyment aAassumption

is to con that she 18 contel
ief Secretuax y proposals for hane
il S LL3S0 LU LUt Tiere 18 no wi
revoiLingEg Tihao e LOYIEeNT AsSsumptlions
g UOVOrNnDalL ACLLRIL) i reporc.

T.P. LANKESTER

A.C, Pirlie, kaq.,
Chief Secretary's Office.

bxpenditure Woalte




PRIME MINISTER

Nationalised Industry Cash Limits

Paragraph 8(iv) in the Cabinet Office brief - which
says that the Treasury have "in most cases unrated the
volume totals agreed in the summer by a standard f.gure of
17%" - is not right. The correct position is as follows.

The volume figures already agreed. are expressed in
1878/79 prices., To arrive at 1980/8l1 prices for cash limits
purposes, they have either been uprated by 32% for the two
year period - this works out at 16% between 1978/79 and 1979/80
and 14% for 1979/80 to 1980/81; or where their own forecasts
work out at lower than 14% for 1980/81, the volume figure has
been uprated by that lower figure.

The Chancellor has been briefed on this basis, but I am
none the less showing him a copy of this note just to confirm,

:i:l- s LW H.fu-—;—;_.]-.l—.;R
L

1 November 1979
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Ref. A0543

MR. LAN TER

Public Expenditure

When the Prime Minister decided earlier this week to defer the resumed
discussion of public expenditure for 1983-84 from today's to next week's Cabinet,
she envisaged chairing a meeting of a small group of Ministers early next week to
try and resolve the outstanding issues in advance of Cabinet.

2 I understand that the Chief Secretary has reached agreement with the
Secretary of State for the Environment on housing, and with the Secretary of State
for Education and Science on education; and that the Chancellor of the Exchequer
and the Secretary of State for Defence are now in agreement on defence. All
these agreements are being reported to the Prime Minister. If she is content
with them, only the level of agricultural capital grants remains outstanding.

——

3. As you know, Sir Kenneth Berrill is chairing an official review of

agricultural support policy generally, against the EEC and domestic backgrounds.
This group has prepared an interim report on capital grants, but this does no more
than rehearse the arguments advanced by the Ministry of Agriculture and the

Treasury respectively, and state the options as: adoption of the MAFF figures (an

increase of £30 million on the baseline figures): adoption of the Treasury figures
(a £60 million cut in the baseline figures); or adoption of the existing baseline or
some other compromise figure.

4. Any decision at present on capital grants could only be ad interim: it
would not make sense for final decisions on the level of grants over the next four
years to be taken in advance of completion of Sir Kenneth Berrill's review, due at

the end of November. I believe that the best course at this stage would be to

leave agricultural grants on one side for the time being, with a view to a decision

being taken by Cabinet on 6th December. A decision is required by then, because

‘-_—._____
any order cutting grants would have to be introduced before Christmas. The

Treasury could be asked to prepare the White Paper for the present on the basis

of the baseline figures, entirely without prejudice to later decisions, The figures

could be adjusted as necessary at the proof stage, though if the decision was a

=]l=
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radical one which involved more than a sentence or two of the accompanying text,
they would probably have to resort to devices such as footnotes. This should not
delay the White Paper beyond the mid-January date to which the Treasury is in
any case now working.

5. If the Prime Minister agrees to proceed on this basis, we do not need to
have a small group at this stage. The Chief Secretary might ke invited to
prepare for next week's Cabinet a brief report on the outcome of his further
bilaterals and a proposal along the above lines for dealing with agricultural grants.,

b. As to the defence programme, few other members of the Cabinet will be
aware that there has been a disagreement here. The outcome will have to be
presented to Cabinet at some stage, and I think it would be right to do this at next
week's Cabinet so that public expenditure can be wrapped up completely (bar
agriculture). This will require careful presentation: the Chancellor is
apprehensive that there will be some resentment at Mr. Pym's apparently
privileged access to the Contingency Reserve, I am inclined to think that the

Prime Minister should present this outcome herself, at the end of the discussion;:
——

3 i e —
and I will let you have a speaking note in good time.,

ROBERT ARMSTRONG

lst November, 1979
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GAS OORPORATION: LIMIT 1980/81
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(2)

a cash limit of minus £400m.

am sending a copy of this letter to our colleagues in
nd to Sir Robert Armstrongs
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Foreign and Commonwealth Office

London S.W.1
31 October 1979

Jl&m( fﬁﬂkh,

Public Expenditure White Paper

With my letter of 29 October I enclosed the text of the
press release which we are proposing to issue at the same time
as the publication of the White Paper on publie expenditure
1980/81. In view of the widespread publicity that is being
given to the cuts that the BBC External Services will have
to bear and also of the Adjournment Debate in the House of
Commons on 2 November, we think it important that the cuts
that the FCO will be making are seen in their proper context.
Comparisons between our cuts and those in the BBC External
Services are certain to be drawn. However, the full extent
of our cuts will not be evident until the Lord President's
Exercise on Civil Service Manpower has been completed,

FCO Ministers therefore think it important to get on to
the record that apart from what is stated in the White Paper
about FCO expenditure in 1980/81, the FCO will be facing further
substantial cuts in later years as a result of the Lord
President's Exercise. Making this clear at the start will
help to reduce criticism of the cuts to the BBC External Services,
which will not be affected by the Lord President's exercise.

I am enclosing the text of a revised press release in
which paragraph 2 has been amended to take account of these
points.

I am copying this letter to the Private Secretaries to
the Chancellor of the Exchequer, the Lord President of the
Council and the Paymaster General.

\fémh Ot

ey

Paul Lever
Private Secretary

M Pattison Esq
10 Downing Street




PRESS RELEASE
(following publication of White Paper)

The White Paper on the Government's Expenditure Plans for
1980/81, published today, refers to economies which are to be made

by the Foreign and Commonwealth Office. These economies will

produce an annual saving in FCO expenditure (excluding that on
Aid and related items) of £12 million as follows:
Overseas Representation - £€5.8 million

In addition to the closure or pruning of Consular Posts
abroad announced on 17 October, about 120 jobs are to be abolished
in the FCO. Expenditure on building work and accommodation
services overseas will be reduced or rephased. Further sub-
stantial savings from the Diplomatic Service are being considered
in the context of the Lord President of the Council's exercise
to reduce Civil Service manpower.

British Council

The grant-in-aid paid by the FCO to the Council will be

reduced by €3 million. In addition the contributions paid to

the Council by the Overseas Development Administration will be
reduced by £2.2 million.
BBC External Services

The grant-in-aid paid by the FCO to the BBC for the operation
of the External Services will be reduced by £€2.7 million.
Other Overseas Expenditure

Cuts totalling €500,000 will be made in some miscellaneous

items and grants-in-aid to various bodies.

Foreign and Commonwealth Office
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CONFIDENTIAL

CHANCELLOR OF THE EXCHEQUER

NATIONALISED INDUSTRY CASH LIMITS 1980/Bl: SCOTTISH
ELECTRICITY BOARDS

1 Following the decisions taken by Cabinet last week on

gas and electricity pricing in 1980/81 my officials have
had discussions with the Scottish Electricity Boards about
the setting of their cash limits for that year. This minute
reports the outcome. I am afraid that I shall not be able
to take part in the Cabinet discussion tomorrow as 1 am to
be in attendance upon The Queen on Her visit to Glasgow.

2. On the assumption of a tariff increase from April 1980
at the level of the increase in the RPI and a further
increase of 5% from October 1980, the anticipated borrowing
requirements in 1980/81 at outturn prices amount to £42m for
the North of Scotland Hydro-Electric Board (NSHEB) and £73m
for the South of Scotland Electricity Board (SSEB). The
Board's forecasts assume coal price increases of 17%% from
1 March 1980 and 7%% from 1 November 1980, and oil price
increases of 104% from 1 January 1980, 7%% from 1 July 1980
and 7%% from 1 January 198l1. ilages and salaries, which
amount to no more than about 16% of the Boards' costs, are
expected to increase by 164% next Spring, in line with the
guidance given to the Boards that there should be a reduction
in unit wage costs in real terms.

3. For cash limit purposes, compensation to be paid to NSHEB

in respect of deficits arising on the Board's smelter
account falls to be added to the borrowing requirement. The
current estimate of the sum to be reimbursed in 1980/8l is
£17m. I propose, therefore, that the cash limits to be set
for NSHEE and SSEB for 1980/81 should be £59m and E73m
respectively.

4. "he combined external financing requirement for 1980/81
of the two Boards is some £19m in excess of the aggregate of
the limits (at outturn prices) agreed by Cabinet in July.
This increase in the Board's requirements has come about
largely as a result of Cabinet's decision on electricity
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pricing policy. 1In the case of NSHEB there has in addition
been a substantial increase in the forecast smelter deficit,
arising out of a revised assessment of the timing of
completion of repairs to reactor 4 at Hunterston B power
station and increases in the costs of make-up units from
fossil-fuelled stations, which affects the level of the
Board's external financing requirement.

¥ The external financing limits which I have proposed

would be acceptable to the two Chairmen, and I am
satisfied that they represent realistic limits which will
exercise an appropriate degree of pressure on the Board's
operations. I should make it clear, however, that they
assume that the Boards will not be cbliged to impose
further deferments of capital expenditure from the current
year to 1980/8l1 in order to avoid breaching the 1979%/80
cash limits. If such further deferments turn ocut to be
necessary, next year's cash limits would have to be revised
to accommodate the deferred expenditure. I intend to have
further correspondence with John Biffen about this year's
cash limits for the Boards.

0. I am copying this minute to the Prime Minister, the
other members of Cabinet and Sir Robert Armstrong.

Qu.

SCOTTISH OFFICE
31 OCTOBER 1979
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CONTFIDENTIAL

PRIME MINISTER

NATIONALISED INDUSTRIES' CASH LIMITS — Revised brief

GI:T'?} 48 and associated correspondence.

BACKGROUND

There was not time to discuss this paper at Cabinet on 25 October. Much of

—p

the hriari;au had then still stands but there have been a number of new

moves. For convenience we have incorporated the fresh material in a single
—— ey

updated brief.
e

2. At its last discussion of cash limits, E Committee endorsed the general

approach to the nationalised industries. The main components were:;—

—

(i) to make allowances for the differing circumstances of each industry;

(ii) +to note that their cash limits (which apply to external finance

only) are the residuals of very much larger figures, and correspondingly

volatile;

(iii) to agree, nevertheless, to use cash limits to put pressure on pay;

(iv) to start from the assumption that increases in wage costs (not
necessarily increases for individuals) should be somewhat less than the

: e —
predicted increase in the RPI — how much less, to be settled case by case.

3« At the same meeting, E decided on the general line on the Rate Support
e

Grant cash limit; this was, of course, later remitted to MISC 21 and agreed

R e Al

by Cabinet last week. The fairly tight line endorsed by Cabinet for local

37

authority cash limits is broadly consistent with the proposals in the

Chancellor's paper.
e

4. There was one urgent issue left over from last week's Cabinet = the cash

limit for the NCB, which it was essential to settle before the negotiating
——

—
meeting on 30 October. As you know, that has now been agreed, and Mr Howell's
—
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minute to you of 29 October reports a settlement with the Chief Secretary on

a figure of £834 million. This represents a concession by the Chief Secretary,
which he insists should not be taken as a precedent for other industries.

But the real question is whether the likely pay deal for the miners can be
accommodated within this figure. You may want to use the opportunity of this

meeting to seek a progress report from Mr Howell.

5. The Chancellor hopes to get decisions on all the other cash limits at

this meeting. Most of them are listed in the paper. Those for gas and

electricity are set out in Mr Howell's letters of 30 October (electricity)
———
and 31 October (gas) and in the Secretary of State Tor Scotland's minute of
ey

e - -
31 October (Scottish electricity). These proposals follow the discussion on
S, g
gas and electricity prices at Cabinet last week, and at E Committee on Tuesday.

The Chancellor intends to announce the whole set of nationalised industry
limite on 20 November, the day of the RSG 'Statutory Meeting', probably by

way of a press notice or arranged PQ.

6. One final complication arises from the letter from the Nationalised

Industries' Chairmen's Group, at Annex C. Thie raises a wide range of issues,

beyond the scope of the present meeting. You will no doubt want them discussed,
when Sir Keith Joseph reports on nationalised industry policy in general
(probably now in December). Meanwhile, the immediate response to the chairmen

is proposed in paragraphs 6 and 7 and need cause no problems.

Te But the immediate task for Cabinet is to agree specific figures for the
cash limits ofhE;:-;;tinnaliscd industries listed in Anmex A, plus gas and
electricity. Our information is that only three of these are likely to be
contested — rail, bus and airways = though coal, gas and electricity merit
special confirmation because they resﬁIE-chm agreements not reported in the
paper. Detailed notes on all six are in paragraph 9 below. It should be

possible to get agreement on the other cash limits "on the nod".

HANDLING

8. You will probably want to divide the discussion into two parts: a

general discussion and then deta}led consideration of the individual industries.

As a general lead in you might invite the Chancellor to introduce his o

and then seek comments from the Secretary of State for Industry (as de facto

chairman of the unofficial group of Hinimﬂrsmw};

—

i
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the Secretary of State for Employment (hecause of the implications for pay

negotiations); the Secretary of State for Trade (consumers) and any cthers

who wish to join in. But you will want to keep this part of the discussion
ghort and aveid special pleading on particular cases. The issues which are

likely to come up are;—

(1) the wulnerability of nationalised industry performance to

extraneous factors: for example, the difference between a standard and

a bad winter can mean £55 million to the electricity industry alone;
—

(ii) the inflexibility of their response. Because of constraints on

redundancy agreements, closures, price increases and market response,

the industries cammot react very quickly to any deterioration in their

performance.,

(iii) the special nature of their cash limits. Not all of your colleagues

may fully appreciate that the nationalised industry 'cash limits® apply

to their external financial needs only and are the net result of mach

Fli;ger gross numbers. The suggested change in nomemclature to "external
financing limit" may help here. The consequence, of course, is that
holding to these limits involves giving the industries freedom to adjust
other factors, especially prices, if they are to stay within them; and
that, even then, the task they face can be a good deal more demanding
and uncertain of achievement than say that of a Government Department

with a cash limit essentially related to gross expenditure.

(iv) Pay and other costs. Although there are considerable variations
g

between industries, the Treasury have in most cases uprated the volume

totals agreed in the summer by a standard figure of 17 per cent to cover

both pay and prices. This is, of course, considerably above the 13 per

cent agreed for the calculations of RSG. Indeed, it is even more
p————

generous, in one or two cases, than the industries themselves had assumed

el

(but the industries were operating on much earlier information). You

may want to probe a bit on the reasons for choosing these figures: but

UHE know that the Chancellor has himself rounded them dowm from those

discussed with Departments earlier. Whatever is decided, howewver, you

will want to ensure that no figure as high as 17 per cent gains currency
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outside the Cabinet room, especially as the R5G is based on a lower

percentage. This bears on the proposal in paragraph T of the Chancellor's
paper that the industries might be told the assumption underlying the
limits. Of course the fact that the 17 per cent — where this applies
covers other costs as well as pay makes it hard to disentangle any
gpecific pay assumption. But considersble care will be needed if

unfortunate public conclusions are to be avoided.

9, After this general discussion, you will want 1o turn to the detail of the

cutstanding cases:-

(a) Coal As suggested above, I think you will want to ask Mr Howell
for a progress report on the result of the negotiating meeting on

31 October. Does the Coal Board seriously believe that it can get by
with a cash limit of £334 million (the figure he has now agreed with
the Chief Secretary? You might glance at his exchange of letters with
the Chancellor (Howell 25 October and Howe 30 October). The cash limit
provides for an increase of 13.4 per cent in wage costs over the period,
and any excess above this HiT?ﬁr;Vﬂ to be picked up in coal prices.

Is it too early to ask what this means? 1If so, you should ask Mr Howell
to let you have a report as soon as the picture becomes clear.

FJ i ) wrkh- on 2% 0ck 1979
(b) British Rail MNr Fowler kae—written to the Chancellor +edsy about

this. The Treasury bid is for a limit of £705 million, and his proposal
Tl ) is & bid of £750 million. The Treasury figure assumes a pay increase of

— P - v e
131’ about 12 per cent, plus a further 2 per cent which is a hangover from
. -
u', an earlier settlement. t also takes a very favourable view of all the

;.? / commercial risks. The Department of Transport argae that railway pay

r):;\F has fallen behind ( (B=10 per cent below the peak of 1975 in real tenns}

and is bound to catch up somewhat; and that the going rate is emerging

at something like 17 per cent; but they rest thelr argument much more on

the economic assumptions than on pay. They see no scope for economies

“in the first year either from closures (because of the long statutory
process of consultation), or Eruﬂuctiviti (because of the slow pace at
which agreements are negotiated with the unions). They are convinced,
therefore, that a £705 million cash limit would in practice be breached.
I believe the Chief Secretary may be prepared to concede something here,

though it is not clear how much.

-4 -
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(¢) HNational Bus Company Mr Fowler's letter also deal with this. The

main point here is that the cuts in local authority expenditure, and in
Department of Transport expenditure on TSG and new Bus Grant, have already

reduced the NBC ecash flow: that consumer resistance to further fare
gisainiiiiosaninalioteatutiel

increases makes them self-defeating; and that the scope for productivity

changes, again??he short term, is pretty limited. The consequence of
the cash limit proposed by the Treasury (£77 million, against a Transport
bid of £85 million) might be a substantial reduction in services. You
will want to probe the realities here so that the political conserquences

can be weighed, not only in rural constituencies but generally.

(a) British Airways There is a gap of £15 million between the Treasury

bid of £205 million and the Department of Trade bid of £220 million.
i

The difference arises because the standard inflation factor of 17 per

cent is not enough to cope with increased fuel cosis and the fare cuts

imposed by the CAA. The difference represents one new aircraft.

The Secretary of State will argue strongly that, glven the impending
privatisation of British Airways, it would be silly to make it change
its programme in this way, thus damaging the prospects of 2 satisfactory
sale. The £220 million limit proposed by Trade still puts a fairly
realistic squeeze on pay and builds in a sizeable allowance for
improvements in productivity.

(e) Electricity
to the Chancellor) proposes a cash limit of £187 million. The Chief
——

The Secretary of State for Energy (letter of 30 October

Secretary is = I understand — prepared to accept this; indeed the

Treasury thinks this limit is very tightly—drawn. (It leaves room only

—

for about 12 per cent increase in wage costs, on top of increases already
agreed. )

The Secretary of State for Scotland will be writing later today to propose
limits of £73 million (South of Scotland Electricity Board) and £59 million
(North of Scotland Hydro Board). These have already been agreed at
official level with the Treasury.

411 these limits are consistent with last week's decisions on electricity

prices.
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(f) Cas Agreement was reached this morning with the Gas Corporation on
a limit of mimus £400 million (ie, a repayment to the Exchequer). This
is still subject to Ministerial approval, but I am told there will be
an exchange of minutes between the Secretary of State for Energy and the
Chief Secretary later today. Thias figure is £100 million better than

the Corporation's original offer, and is regarded as very tight indeed.

CONCLUSIONS
10. Subject to the discussion, you might be able to reach the following
conclusions:—

(3) to note the cash limits agreed for the coal industry;

— —

(b) +to approve the cash limits for gas, electricity (England and Wales)
_‘_

— ST S
and electricity (Scotland) set out in the Secretary of State for Energy's

mimites of 30 and 31 October, and the Secretary of State for Scotland's

mimute of 31 October;

l:c} 10 endorse the other cash limits listed in Annex A to C{T'}} 48

[with any changes agreed during discussion];

(d) to agree that the cash limits should be published by the Chancellor
of the Exchequer on 20 November [b;," way of an arranged P.’J_J;

£
(e) to agree the general approach to proposals of the nationalised
industries' chaimmen's group suggested by the Chancellor of the Exchequer
in paragraphs 6 and 7 of his paper, and the procedure for dealing with
the chairmen, individually and collectively, suggested in paragraph 12

of his paper.

P Le CHEMINANT

Cabinet Office

31 October 1979




cc Paymaster General
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PRIME MINISTER

The Chief Secretary, Treasury, will take the lead in the presentation
of the Public Expenditure White Paper tomorrow (Thursday 1 November).
In addition to his statement in the House, he will hold a press
conference, with the Financial Secretary {and give any consequential
radio/TV news interviews). The Chancellor of the Exchequer is due to
appear during the evening in the Thames "TV Eve" programme,

Other activities include:

i Press conferences by the Secretaries of State for the
Environment, Education and Social Services;

Press notices from MAFF, FCO and the Overseas Development
Administration;

Ministry of Transport will be issuing the departmental
response to the Select Committee report on rural bus
services and new bus grants;

The Secretary of State for Wales hopes to hold an informal
Lobby and to give regional radio/TV interviews;

The Scottish Orfice intend to issue a note drawing attention
to the proposed publication of cash limits on R5G on
16 November;

All other Departments are briefed to handle questions from
the press;

A Ministerial speaking note will be circulated by the
PMG's office before the weekend;

viii FCO/COI have made all necessary arrangements to briefl
Posts abroad,

: I also understand that the Chancellor of the Exchequer will be
ssuing a statement through Conservative Central Office.

4. I shall be discussing with the PMG this evening the necessary
follow-up activity, including regional and local radio/TV current
affairs programmes and the national weekend media,

NEVILLE
31 October
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Treasury Chambers, Parliament Street. SWIP 3AG

Rt Hon Mark Carlisle QC MP
Secretary of State
Department of Education
and Science
Elizabeth House
York Road
London SE1 7PH 31 October 1979

PUBLIC EXPENDITURE 1981-82 TO 1983-84: EDUCATION

Thank you for your letter of 30 October about the outstanding
issues on the education programme for the later Yyears. This
morning vou and I and the Financial Secretary discussed these
matters and then asked our officials to work out a detailed
proposal. I am glad to say that I can now accept the proposal
which is set out below and I understand that it will also be
acceptable to you.

The Treasury position is that, while we would question some of
the arguments in paragraph 2 of your letter, we recognise that
an operating margin of £130 million a year (with unit costs at
the 1978-79 level) may not be adequate to cover the non-
transitional costs which are likely to exist in 1981-82 to
1983-8L, when pupil and teacher numbers are falling. Therefore
it might be too difficult to achieve the whole of the reduction
in current expenditure on schools which I proposed to Cabinet
(in Annex G of C(79)42). At the same time it may be possible
to slow down the increases in expenditure on non-advanced
further education or (in 1983-84 only) on higher education
which are shown in the run of figures in paragraph 3 of your
letter, that is to substitute savings on those sub-programmes
in place of part of the savings on schools. To ease the
position generally, I am prepared to reduce the total savings
whicii the Treasury were seeking on education by further sums
of :

£ million, 1979 SP
1982-83 1983-84
40 30 : 30

leaving you to decide on their distribution between sub-
Programmes.

l.
CONFIDENTIAL
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Thus, starting from Cmnd 7439 revalued, the position on the
"further reductions" proposed in Annex G of C(79)42 is as
follows: =
£ million, 1979 SP
1981-82 1982-83 1983-84

Savings proposed in C(79)42 -125 -210 =295

Allowance on account of NAFE 70

Further allowance now offered 30

Reduced level of savings

Savings from reducing
Assisted Places Scheme

Total "further reductions"

With reference to paragraph 6 of your letter, I confirm that
You are free to make any adjustments you wish within the total
which is now agreed for your programme in each year.

I am sending copies of this letter to the Prime Minister, the
other members of Cabinet including the Minister of Transport,
and to Sir Robert Armstrong.

JOHN BIFFEN

CONFIDENTIAL
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reasury Chambers, Parliament Sireet, SWIP 3AG
30 October 1979 rlﬂ

T P Lankester Esq aﬂi.
10 Downing Street
LONDON S5W1

N i

PUBLIC EXPENDITURE WHITE FAPER 1980-81:
BRIEFING

I attach a copy of the briefing prepared for
Treasury Ministers' use on publication of the
White Paper on 1 November.

Brief B2 deals with the point about what the
previous Government's plans might have meant in
terms of the basic rate of income tax. Your
letter of 26 October asked for a note about this.

\J(;t{.__., :««Lu_.eL7 ;
F

J i.nﬂ"!_‘_. Pf-"'l (‘

A C PIRIE
Private Secretary




PUBLIC EXPENDITURE WHITE PAPER ON 1980-81

(Cmnd 7746)

- Briefing =~

CONTENTS

MATN EBRIEFS

The public expenditure nlans

The olanning total for 1980-81.

The current year (Budget cuts and undersnending).
Priorities and the balance between programmes.

Canital and current exmenditure, including construction.
Changes from Cmnd 7439.

Economic Background and imnlications

Economic background

8n increase in Basic Rate.

RPI effects.
Economic assumptions.

Ratios of public expenditure to GIP.

Non-programme elements of exmenditure

Local authorities (including implications for RSG and rates).
Bales of assets.
i

Staff costs.

Debt interest.

Later announcements

Cash Limits for 1980-81.

The later ycars.
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Defence

Overseas aid; EEC; and other (3 parts).

Agriculture, fisheries, food and forestry.

Industry, energy, trade and ECGD; and employment (2 vparts).

Nationalised industries.

Roads and transmort.

Housing.

Other environmental services.

Law and order.

Education and science, arts and libraries.
Health and rersonal social services.
Social security.

Other mublic services.

Common services.

Northern Ireland.
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Na After allowing for shortfall, the planning total for 1980-81
is expected to be about the same in vodume terms as the exmected
outturn for the current year, which in turmn is expected to be the
same as in 1978-79. The figures (which are shown in more detail in

table 1 of the White Paper) are shown below:

1978-79 1979-80 1980-81
69,766 69,797 69,829
% 'change) (+6.0) {0.0) ({0.0)

Ee The planning total comprises expenditure nrogrammes, total
borrowing by the nationalised industries, sales of sssets and the
contingency reserve. It differs from total public exmenditure by
excluding debt interest but including net overseas and market borrowing
of nationalised industries and asset sales. It is the total that is

used as a basis for decisions on the level of public expenditure.
Positive.

-+ b The Government has stablilised public expenditure next year as
well as this year, in conformity with its economic sirategy.

C The figures belie talk of drastic cuts. They revcesent a
e g S =

— - . LT T il - -
consifiereu decision not to have growth in the public sector before
growth in the private sector.

Defensive

1. To increase public expenditure next year, when the orospects
for cutmnut are rnoor, would have imposed an additional burden of
taxation and borrowing which would have been quite incomnsistent
with the need to restore incentives and reduce inflation in the
interests of future economic growth.
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1970_80
S -
£69,796 million

™ o

i Ch]
ing total/is
Z :

level as the provisional outturn for 1978-79,

2. The White Paper figures for 1979-80 are early estimates of
cutturn. They incorporate all budgetary measures ie cuts in
expenditure programmes, cash limits squeeze and sales of public
sector assets. Other announced policy changes have also been

included.

B The allowance for shortfall is considerably less than in
previous White Papers. The size of the expenditure measures is
considered to reduce the general allowance for shortfall. It also
takes account of likely changes in the working assumptions since

they were made some months ago.

4, Apart from definitional nhangesf%ﬁe White Paper ,the estimate
of the planning total for 1979-80 is consistent with the volume
figures underlying the budget arithmetic (public expenditure is
shown in outturn prices in table 7 of the FSBR). The main
definitional changes is the gross prcﬁe%g%gagglgge h%%guggggggt
and the inclusion in the planning total of /short term borrowing
and leasing (see Explanatory and Technical Note to the White
Paper).

5e The composition of the 'special sales of assets' totalling

around £1 billion was announced in a Treasury press notice on

16 October. It was as follows:

£ million
BROC advanced oil payment 400 - 500
Approximately 5% of EP shares 200 - 300
New town assets and other public land 100 - 150
Other assets including assets held by NEB 100 - 150

Positive
i. The planned volume of public expenditure in 1979-80 is our
first step in stabilising public expenditure.




Defensive

Where will the unallocated shortfall in 1978-79 fall?

Too early to say. It is impossible to give estimates based
on the information available for the first half of the year.

Any estimate of shortfall is extremely tentative.

Some underspending is to be expected where planning figures

are used as a basis for control. Shortfall has been a
feature of public expenditure in most of this decade. It
is also found in other countries.

To the extent that shortfall eases the task of getting
government borrowing under control and reducing the rate of

growth of mon ey sumnly, it is not unvelcome.




Government's review of expenditure plans has not been conducted

the basis of arbitary cuts across the board. The expenditure

nlans reflect the Governwent's priorities as stated in the

increase between 19729-80 and 1980-81:
ner cent
Defence +5.0

Law, order and protective
services +3.6

Health and Personal social
services +0.9

Social security +1.2
The increases in other programmes are special cases.
The 4.2 per cent increase in Industry, energy, trade and emnloyment
is more than accounted for by the once for all reduction achieved in

1979-80 by the Trustees Savings Banks taking over some £200 million

of outstanding refinance. The 2.6 ver cent rise in Overseas aid and

nther overceas services is more than accounted for by the increased
nrovision for net contributions to the Euronean Communities (and

the Furonean Investment Bank). The 1.4 ver cent increases in Common
Services is more than accounted for by the increased orovision for

civil service Fuﬁerﬁnnuatjgn, which depends upon the number retiring
and their length of service.

To achieve the required fall in public expenditure other programmes
have to be restrained. The programmes planned to fall as follows:
per cent
Roads and transvort 5.5
Housing =5.6
Other environmental Services -2.7

Education and science, arts and
libraries =5

Other public services -1.3
Northern Ireland =2.9




2 The social security increase partly reflects this year's record

L ]

unrating of nensions and other benefits.

Defensive

b The reductions in planned expenditure in such programmes as
education, housing and roads and transport are needed to curtail
the growth in public expenditure. High standards of public
services can only be achieved when there is the output growth to
support them. Public expenditure needs to be stabilised to create
the conditions for that growth.

2a Part of the problem arose from the high level of public sector

pay settlements set in train by the previous Government. tﬁr Healey

told the House on 25 January that wage increases of 15% iufgg?ﬂ—?g
pay round would add some £2 billion to central and local government
costs over the level he had planned. That was the situation we
inherited. Next year the impact will also be felt of the staged

element of part awards.




1, rer cent 'change between 1980-81 (mlans) and 1978-79(vprovisional

outturn)

2 per cent change between 1980-81(plans) and 1979-80 (expected

(1)

Defence

Overseas aid and other
overseas gervices

Overseas aid =0.5
EEC Contribution 29.2

Other overseas
services 2.3

Agriculture,fisheries
food and forestry 10.8

Industry,energy,trade
and emnloyment -12.2

Government lending to
Nl's 29.9

Roads and transvort -2.2
Housing -2.8

Other environmental
services =%.5

Law, order and nrotective
gervices =2

Education and science,
arts and libraries

Health and personal
social services

Social security

Other public services
Common services
Horthern Ireland
TOTAL

(2)
1980-81

outturn)

1980-81
(nlans)
£ million

8062

782
1000

409




T The nlans for 1980-81 imnly broadly constant canital exmenditure
compared with the current year. This, however, includes the £500
million fall in receints from sales of assets. Excluding this, there

is a fall of some £} billion in capital expenditure.

2. Current exnenditure is planned@ to increase by some £400 million
in 1980-81 compared with the current year. (The overall increase in
ciirrent and capital expenditure combined is broadly offset by the
increase in unallocated shortfall between the two years, leaving
only a slight increase in the planning total).

z. Compared with the previous Government's last White Paper (Cmnd
2439), both current and canital expenditure are planned to fall next
year by over £ billion. But the fall is proportionately much
greater for capital expenditure (15 per cent) than for current
exnenditure (4 mer cent). ¥

b, Direct public expenditure on construction is nlanned to fall by
some £300 million in 1980-81, from the exvected outturn on the
current year. Tentative figures for construction expeniiture by

the nationalised industries suggest an increase of £250 million in
1980-81,imnlying total nmublic sector construction exreanditure not
substantially out of line with the current years level. But the
eventual outturn figures are likely to be denressed by shortfall.

Defensive.

1. The precise allocation of expenditure within the wvprogramme
totals in the Wnite Paper remains to be settled in a number of cases,

Load o

and no brfakdcﬁﬁ,nf current and capital exvenditure has been given in
: L e 5 Sarr~ncign. Soptads $ - :
this White Paper This information will be provided in the full

Vhite FPaper on the later years, early in the new year.
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ite Paper. The balance between current and capital

decision in the light of the needs of those




ECONOMIC BACKGROUND

1. Reasons for the cuts

Thgnﬁﬁﬁyqpxo?g 1EmEh%rchy}o s FEVLanPﬂL' plans 8s published in thei:
;ﬂtrc;:arélgé br 1npgéﬁfgfnmﬂn ﬂér:owing under firm control

and so help in reducing the rate of growth of the money

supply. Not only is the growth in
the volume of expenditure between 1979-80 and 1980-81 planned
by the previous government too high, but the situation has been
made ;orse by the large increases in public sector pay awarded
by the Clegg Commission. The expenditure reductions also
demonstrate that we are serious in wanting to enlarge freedom
of choice and restore incentives by reducing the role of the
State. Extra resources for public spending must follow
economic growth, nmot stifle that growth by trying vainly to
anticipate it.

2« Cuts unjustifiable when the economy is heading for recession

No. The threat of a recession next year reflects the enfeebled
state of our economy as well as an expected slowing of world
activity. The "soft" option of postponing the somelimes pain-
ful measures needed to restore balance in our economy is no
option at all. Unless we act now to clear the way for a stronger

industrial sector then our underlying economic position will be

= il

even weaker.

B How much unemployment will the cuts crecte?

The cuts in public spending should not be seen in isolation.
They are part of an overall economic strategy to reduce
inflation and to put the economy back on its feet so as to

get output and employment growing again. This involves lower
taxation, lower government borrowing and a progressive
reduction in the money supply. There is no other way if
sustainable growth and genuine jobs are to be created in the
long term. The fact is that if we had continued on the public
spending path the previous Government planned, the prospects
for the economy would have got progressively worse.




4. What is the direct effect of the cuts in public spending
on employment?

Publie expenditure in 1980-81 is now planned to be about the
same in real terms as in 1979-80. Some programmes will grow,
some déciine, but on balance there should not be a great change
in public sector employment.

5. How will the private sector be able to take up unemployed

public sector workers in a recession?

The principal economic objective of the Government is to reduce
the rate of monetary growth and thereby the rate of inflation.
The cuts in publiec spending play a crucial role by allowing
interest rates to be lower than they would otherwise have been.
Botn this and the lower rate of inflation will stimulate an
increase in economic activity and employment in the private
sector in due course, whether or not the economy is in a

recession.

B. How aquickly will the switch of resources from the

public to the private sector occur?

It is impossible to say. It will depend on a lot of things -
confidence, industrial relations, for example. Most
importantly it will depend on hov expectations in the economy
react to our policies. If wage negotiators guickly recognise
the implications of our determination to reduce the rate of
inflation, then the switch of resources will come about more

quickly.




T The expenditure decisions were taken without knowledge

of the autumn forecast?

These decisions do not depend in any precise mannper upon a
particular forecast of the economy. The general lines of
the outlook for 1980 have been apparent for some time - they
were reflected in the forecasts published at the time of the
Budget. And, of course, we keep abreast of developments in
the economy as they occur. The general outlook for 1980 is

also reflected in most of the outside forecasts. The expenditure

plans have been decided in the light of the three central policy
objectives mentioned in para 4 of the White Faper.

8.

The working assumptions - on unemployment and so on - underlying
the White Paper were in fact made some months ago. They will

be reviewed and if necessary revised for the White Paper on
Expenditure to 1983-84. Come what may, government expenditure
and revenues in 1980-81 will be consistent with achievement of

our monetary target.

9.
income tax cuts next year?

As the Chancellor said in his Budget speech, the income tax
cuts we have already made represent only the first stage in
the reduction in the burden of direct taxation thal we are
determined to make. How fast we can proceed will depend on
development of the economy following the measures we have
adopted so far. Obviously we must wait for the Chancellor's
next Budget to see what is possible for 1980-81.

0, The White Paper (para 5) says the immediate prospects for

output are poor. How poor?
The latest evidence points to a recession next year. World

trade, which was already growing only slowly, is likely to be

further reduced by bigher oil prices and higher interest rales.




At home, inflation has not yet been brought under control.
There are signs that consumer spending has slackened and

investment is probably at ot near its cyclical peak.

11. Can you be more precise about the extent of the recession?

No. It is particularly difficult to make forecasts when the
economy is at a turning point, as the UK and many other countries
now appear to be. Most forecasters agree that output will fall
over the next year, but there is much less agreement about the
likely.extent of the fall.

12. Do you expect unemployment to rise next year?

Unemployment is very difficult to forecast. HMost people expect it
to rise next year. For instance, both the National Tnstitute

and the lLondon Business School have forecast unemployment to

reach more than 1.6 million by the end of next year.

13. When do you expect unemployment to stop rising?

he sooner inflation is brought down, the sooner¢ ti ¢ economy can

start expanding.

14. What is the latest forecast

It is still too early to give an assessment of the PSBER -for 1980-81.

B
e TR

15. \mat is the PSBR in 1980-81 that you are siming at? Are these

expenditure plans consistent with it?

This will be announced at the aporooriate time. Tt will be
consistent with the Government's policy of securing a
progressive reduction of the growth of money supply.

e




_the forecast of the Relative Price Effect in

16 What is
1980-817

This first White Paper does not show an estimate of public
expenditure in cost terms (including the relative price effect).
It will be given in the second public expenditure White Paper

covering the later years.




Factual
8p on income tax raises about £4 billion of revenue in the

first year. This is higher than the £33 billion at 1979 survey
prices in the White Paper, because some allowance has been made

for the increase in prices between the survey and next year.
P P .

Positive
1f mopetary growth is to be kept under control without

excessively high interest rates, it is necessary to tighten fiscal
policy. This means that either public expenditure must be reduced
from planned levels, or tax as raised. There is no other way.

Defensive

1. Since the ultimate objective of checking the growth of public

expenditure is to control monetary growth, an alternative calculation

would be to work out the increase in income tax that was
equivalent in its impact on monetary growth (or perh:ps the PSER)
to the reduction in expenditure. The figure of 8p wculd not be
very different on the alternative basis.

2% The government's plans are for public expenditure in 1980-81
to be the same level as in 1979-80. The reduction in public
expenditure of £33 billion to which the increase of Ep in the
basic rate might be the alternative is the difference between
the previous government's plans for 1980-81 and the level of
expenditure projected for 1979-80 and now planned for 1980-81.

s The 8p increase in the basic rate cannot simplj be added to
the existing basic rate of 30p to give the basic rate that would
be necessary inm 1980-81. It is possible that the existing basic
rate would anyway be changed in the Budget to take account of the
government's objectives and the economic and financial situation
at the time.




only to
taxes might
be increased insties for example an increase in VAT on
1 April 1980 of 10 percentage points (or 7% percentage points

on 1 January 1980) would raise an equivalent amount of revenue.

[If the increase in VAT were calculated so as to be equivalent

in its impact on monetary growth to the reduction in public
expenditure (see defensive point 1), much larger increases (of
the order of 25 percentage points from 1 April 1980) would be
required. Unlike with income tax it would not be possible to

say that the increase necessary to have an equivalent monetary
impact was much the same as the increase designed to raise a
particular amount of revenue. It would be difficult to explain
all this in publiec and it might therefore be best not to refer

to a VAT increase.]




changes in public exmnenditure nlans
aper might -be rather under 1 ner

e

increa! in Prescription charges to 70n
in Anril 41980. The reduction in

Rail will add 0.02 ner cent to

The external finanecing requirement for
The resulting gas price increase will

mner of 1980.

ocal authorities to settle

the distributicon of their expenditure 'ne assumed cubt in school

meals and milk might increase the HPI by 0.3 per cent,whether met

by & cut in the guality of the service or by raising prices. It is

envisaged that ocal passenger transnort subsidies and new bus

¢t of 0.15 per cent in 198(

ation down is to control monetary growth and the
restraint in nublic exmenditure. Inflaticn
ing svecial oriority to

-

ffect of depressing the RPI,
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. ECONOMIC ASSUMPTIONS

The major working assumptions used in the public expenditure
White Papersare unemployment, earnings, prices and interest
rates. A variety of price indices relating to specific items

of expenditure are used.

2e The assumptions are used for costing various programmes in
the White Paper - these include social security, housing subsidies,

export and shipbuilding credit, overseas aid etec.

e The working assumptions on the level of unemployment and
growth in real earnings then used were given in the last public
expenditure White Paper Cmnd 7439. This was in response to a
recommendation by the previous Expenditure Committee in their
Eighth Report of the 1977-78 Session.

4, The unemployment and real earnings assumptions used are not
shown in this White Paper. They were made some months ago. When
the autumn forecast is complete, any working assumptions which
seem to be outdated will be revised for the White Paper on expend-
iture to 1983-84.

5. The real earnings assumption is no longer of central importance
by the social security programme - prices only uprating has been
for 1980-81, reflecting the government's stated policy.

B, It would be inappropriate to publish all the working assump-
tions used in the White Paper. A major difficulty always is the
risk that their status will be misunderstood. If they are thought
to be forecasts they may influence expectations and hence events.
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TIOS OF: PUBLIC EXPENDITURE TO GDP

Factual
B The ratios of total public expenditure and general government
expenditure on goods and services to GDP at market prices for

the last three years as shown below.

Ratios of public expenditure to GDP at market prices{q)
1976-77 1977-78 1978-79
per cent
Total public expenditure iy 40 42

General government expenditure
on goods Bnd services 253 243 25

(1) In order to have strict comparability with the GDF measure,
these ratios use a different measure of public
expenditure to that which is normally published. The total
public expenditure on the White Paper basis is increased to
include an allowance for the amortisation of capital assets
reguired by the non-treding part of the Government sector.

Defensive j

1 No expenditure ratios have been included in the “Yhite Paper.
Ratios in future years will be affected by the growth of
GDP, the relative movement of costs in the public sector and
the actual growth of public expenditure. The celculation of
the ratios will have to await the publication of an Indusfry
Act.
. o e e T
Bubstantial reductions in the previous Government's plans have
been necessary in order to constrain the proportion of
national income taken by the public sector. As a result
public expenditure will be about the same in 1979-80 and
1980-81 as in 1978-79. But the prospect for GIDP which we
inherited is poor; and any decline in the economy would
obviously increase the ratio next year.




A ann Wal
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penditure in 1980-81 by S

This implies a reduction of about

as shown in Table 3. But
we asked them to make reductions in 1979-B0 as soon as
we took office. To the extent that they do this, the
reduction needed in 1980-81 will be less than shown in

the White Faper.

2. Local authority capital expenditure in 1980-81 is
%% lower than 1979-80 (estimated outturn) and 8% lower
than 1978-79.

3. Tobtal local authority current and capital :—43%,
1980-81 on 1979-80; - 3%, 1980-81 on 1978-79.

4, Total public expenditure (Table 1): -0.2%, 1980-81
on 1979-80; -0.3%, 1980-81 on 1978-79.

1. Local authority expenditure has been rising. June

manpower levels were highest ever. Got to put brakes on.

2. We have given local authorities as much time to take
action as possible and have asked them to rein back both
this year and next. The aim is that by 1980-81 their
current expenditure will be about 2% below 1978-79 levels.

DEFENSIVE.1. JNot slashing+cufis. Local authorities being asked
to forego growth this year and next and make some limited

economies besides.

2. Local authorities have not been singled out. GowerreEnt
- , has taken decjisipns in terms o ogrammes and priorjities. It
* including has.a?so had to take accoun of ggggrecgnt h?ghppay Increases®
comparability Obviously Defence and Social Security mean that central

in the public government total of expenditure likely to fall less than

services.
other areas.

3. Hevised totals of LA capital expenditure reflect in
large part greater realism on housing.

4, The Rate Support Grant settlement for 1980-81 will
be compatible with White Paper plans.

. Rate=s next year? Wait for the settlement announce-
ment next month (November 20).




£B2 SPECIAL SALES OF ASSETS

Factual

The broad composition of the 1 billion target for 1979-80 was
announced on 16 October. The components are: approximately
5% of BP shares-200 million to 300 million; new town assets

and other public sector land-100 million to 150 million, other
assets including assets held by NEB-100 million to 150 million.
Ne details of the % billion target for 1980/81 have yet been
announced. The reason why the proceeds may, in some cases,

not count as reductions in public expenditure is that they may

take the form of additional revenue receipts.

Positive

These receipts from special Eales of assets, which provide a
useful contribution to the reduction of the public sector
borrowing requirement, result from the Government's policy of

reducing the public sector.

Points on particular industries should be referred to the

departments concerned.




CIVIL SERVICE STAFF COSTS

Factual

The relevant cash limits this year wﬁgtinitially set in accordance
with the previous Administration's pay guidelines. This proved
insufficient. The present Government therefore decided to revise

the limits, but not to the full extent of the pay settlements reached.
Accordingly the limits were set to achieve a reduction of 3% in
manpower costs. There were a few exceptions, notably the Prison
Service.

The lower manpower levels flowing from this action have been carried
forward to 1980-81, and are reflected in the figures published in
this White FPaper.

A further review to secure reductions in the size and cost of the
eivil service was announced by the IMinister of State, CSD, on

11 June. Decisions have not yet been taken. Any changes to 1980-81
fipgures on this account will be announced in due course. -

Positive

Carry forward of the cash limits squeeze (about £100million) is
evidence of the Government's determination to fulfil their

Manifesto commitment to reduce waste, bureaucracy and overgovernment.
This is just a start. The longer term review will carry the process
further,

Defensive

This just sdds to unemployment? No.- It contributes to the reduction
in public expenditure to which the Government are committed as a
principal means of stimulating economic growth. It is only through
the achievement of such growth that we can hope to reduce

unemployment.




et “.Hlﬁ

i. Debt interest projections are shown in Table 1 of the White
Paper on the definition used in the last three White Papers,
namely ineluding only those payments which represent a
charge on taxation or borrowing. Total public sector pay-
ments to the private sector and overseas are also shown in

the explanatory and technical notes.

Debt interest is not included in expenditure control totals,
because it is not amenable to the same controls as other

expenditure.

The debt interest projections in the White Paper are shown
below:

£ billion at 1979 survey prices
1978-79 1979-80 1980-81

Debt interest (as in public 2.9 3.1 3.2
expenditure)
Changes from Cmnd 74379 +0.3 +0.4 +0.4

Total public sector debt interest 9.9 9.9 9.8
payments

Changes from Cmnd 743%9 +0.4 +0.7 +0.8

Total public sector debt interest payments are assumed to
fall slightly after 1979-80. The different trend in this
series partly reflects the inclusion of public corporations'
payments of interest to the private sector and overseas,
‘f'fifﬁh are_expected fo _fall over the survey period.
practice to disclose

Ve It has not been the/the precise assumptions about interest

rates and future borrowing used in the projections,
for fear of misunderstanding of their status by

markets.

Defensive

s 1 Debt interest in 1978-79 was £0.3 billion higher than expected
in Cmnd 7439. This reflects higher than expected borrowing
and interest rates in 1978-79, as well as a change in the CSO
estimate of interest receipts. The projections for 1979-80
and 1980-81 have each been revised upwards by £0.4 billion,
partly as a result of current high interest rates, and partly

as & carry-over from last year's high figure.




Factual

15 The mlans for 1980-81 do not include a specific global reduction
in respect of improved efficiency and reduced waste. However the
cash limits for the current year were set to achieve a reduction of

% per cent in manmower costs, and the resulting lower manpower levels
have been carried forward to 1980-81 (see brief C3).

2a The reductions made in a number of programmes from the levels

- fAerrad : T :
ﬁrev:uu513LWlll gct as a spur to economy in the provision of services.

3. Eir Derek Rayner's project has not yet reached a stage at which
credit can be taken for savings in the public expenditure plans.

Positive.

The Government's poliecy of avoiding growth in public exmenditure for
the time being means that the emnhasis in providing services will have
to be on increased efficiency rather than increased sxpenditure.

Defensive.

Work on imnroving efficiency, notably Sir Derek Rayner's project, is
ﬂﬂﬂ*iqgﬁ"f-.?hi5.ﬁ5 all przt_of the Government's vmolicy of containing
public expenditure. The results will be reflected in rublic

exvenditure plans as decisions are taken.




volume plans for 1980-B1 have been decided, the

will be setting the cash limits.

"The intention is that the industries should know the limits

in good time, so that they can act as an effective constraint

upon the growth of unit costs and as a stimulus to greater
efficiency. To this end it is necessary that they should
be agreed and announced before major pay settlements are
reach, a number of which are negotiated around the time of
the calendar year.

4

The provision to be made in cash limits for pay and price

increases will be determined on a case by case basis taking

account of particular circumstances. As in previous years, the

cash limits on the rate support grant will be announced in Hovembert

Uther public service cash limits will be published nearer the

start of the finaneial year in accordance with the normzl time-

table The general aim will be to publish cash limits in time

for spending authorities to know the financial limits within which
have to work before the major pay settlements are reached.

S

the limits on the external financing requirement of the

ed i1ndustries - which are trested as a form of cash
will also be published in November. In the past they
published at budget time. Thi 1s that tns
les should know the limits in good time and, in particular,
major pay settlements are reached. A number of these pay

ts are reached around the turn of the calendar year.




Cash Limits

il

A. Positive

~Will the pay and price assumptions be published?

They will be published as in previous years.

ii. Will cash limits be set in advance of all pay awards?

This is the general intention. In this way cash limits will
create framework for negotiaticons. There is a’limit to the

cash available to the government as to a private company.

B. Defensive

3w Wont the pay

There will always be those who see a norm in every figure. The
government is not setting norams. t is5 setting limits on the
availability of cash. The.size of settlements that can be financed

will depend on the circumstances of each case and, in particular,

on the extent to which productivity is improved.

ii. Are nationalised industries allowed 173% pay rises?

No. This is a misconception. In considering the 1980-8l cash
limits for the industries the government started from the presumption
that these real labour costs per unit of output should fall in the

coming year. Ocope for each industry to achieve a reduction depends

on the particular circumstances which of course vary widely. It

involves looking at the increases in prices in the year ahead. The
173% related to the increase in the RPI between liovember 1978 and
November 1979. 1t has nothing to do with the likely increase in
the year ahead The budget forecast put that increase in the KFI
at around 15-14%% but later forecasts will be published %Il due
pi)
L]

course is in any case the goverament's view that/megotiations

should take nt of thi




to exert downward pressure on the level of inflation. Second,
planning public spending in a way compatible with the government's

objectives for taxation, borrowing and the money supply.

iv.  Will the assumptions be based on the Industry Act Forecast?

As I have said, the provision will be decided on a case by case
basis. It will not necessarily be identical in all cases or

directly related to particular Industry Act forecasts.

v. What if pay and prices rise more than allowed?

If spending authorities incur higher increases in costs than
allowed for in the cash limits, we will expect them to achieve
corresponding savings and it will not be possible to fulfill the

Full volume plans in this %White Paper.

this autumn's

No. This is the only exception. It is not practicable to set
the cash limit in time. The award is however generally closely
1inked to the logal authority manuals and here the RSG cash

limit will be fixed in advance.
about the Civil Service?

We have stated its intention of reconciling our general policy

on cash limits with pay research. We shall be discussing
with the Civil Service unions the way in which we intend to do

this in
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DEFENCE

The 1980-81 figure shows a 3% increase over the expected outturn in

1979-80, which itself shows a 4,25 increase over the outturn in

1978-79, The UK is thus meeting in full the NATO 2 target.

The expected outturn in 1979-80 reflects addifions to the cash limit

totalling £550 million which the Government have made this year,

Purther aguestions should be . referred to the Ministry of Defence,




FCO (OTHER

Factual

sxpenditure in 1980-81 at around £300 million will remain at much
the same level as this year. This figure excludes once-for-all
items in 1979-80 only. /For your own information those items are:
£10 million contingent provision for a UN Peace Keeping Force in
NHamibia: and, £9 million being the balance of military training
and equipment for Zambia and Tanzania approved by the previous

government./

Positive

Some reduction in FCO manpower will save about £2} million next

year by closure of 23 subordinate posts - as already announced

by the Foreign Secretary. The BBC External Services provision

is some £5 million more next year to cover the capital cost of

new equipment to improve its audibility. The British Council

have undertaken to save £3 million next year and are now considering

with the FCO how this can best be achieved.
Defensive

We understand the BBC have apreed with the FCO that economies will
be made in its wvernacular broadcasts. But the World Service im
English and vernacular broadcasts to Eastern Europe will not be
affected.




The figures shown in table 2.2 of the White Paper are made up of three

elements:

s UK payments to the EEC Budget net of public sector
receipts from it and excluding the UK share of expenditure

allocated to other functional programmes;

a B 1 Contributions to the capital and reserves of the
European Investment Bank;

1ii. Receipts from the European Coal and Steel Community.

The figures for 1979-80 and 1980-81 are £917 million =nd

£1000 million respectively, on the above definition. These
estimates represent the full cost to the UK under the present
arrangements and take account of refunds under Article 131 of the
Treaty of Accession in respect of UK contributions in 1979, and
under the Financial Mechanism in respect of UK contributions in
19B80.

Positive

— e —

e .-__'__—}"'{ -

The Government is currently pressing our Community partners to
accept’'a fundamental change in the arrangements which have led to
the present unacceptable level of UK net contributions. The
Commission has produced a paper on the existing arrangements for
budget contributions by member states which confirms the UK view
that the UK net contribution is inequitable. The Commission are
working on proposals for solving the problem posed by the UK net
contribution and will put forward proposals which will form the
basis for a decision by the European Council on 29-30 November.




" asked what level of net contribution the UK would accept:
The Government has made it clear that the UK payments to,
and receipts from, the Community Budget should be in broad

balance.

If asked if the UK will refuse to pay what is considered to be an

excessive contribution:

This is speculation. We are negotiating with our Community

ﬁartncrs, and have no reason to believe that a satisfactory

solution will not be found at the Council meeting on
29-30 November. The Prime Minister has recently made it
clear, in the House of Commons, that the UK would not act
unlawfully in this matter.

If asked about the effect of the 1% VAT ceiling, applying to EEC
Budget expenditure, on the UK net contribution:

The constraint implied by the 1% VAT Ceiling i: not expected
to have any effect on the figures for 1980-82.

If asked why the figures for 1980-81 appear to assume complete
failure of the Dublin European Council to agree any slleviation in

our budgetary contributions:

The Government hopes to negotiate a satisfactory solution to
the present budgetary problem at Dublin, but clearly a range
of more or less satisfactory outcomes are possible. The
figures in the White Paper emphasise the scale of the problem;
to show anything less would be entirely arbitrary and it

would be wrong to base our expenditure plans on such an

assumption.




Overseas aid

The Overseas Aid Programme will continue at about the same
the current year (1979-80 £790.1 million;
1980-81 £784.4 million).

Positive

The UK aid programme compares favourably, even allowing
for the present economic restraints, with that of other
countries.

The UK aid performance is above the average for the OECD
countries.

The UK Aid Propramme has for a number of Yyears represented
a greater proportion of our GIP than those of eg the USA,

Japan, Germany.
Defensive

Aid expenditure can be a particularly burdensome form of
public expenditure because of its balance of payments implica-
tions.

The constraints now imposed do no more than stabilise aid
expenditure. This can no longer be protected from the
effects of the acute economic difficulties facing the

country.




Agriculture, fisheries,

food and forestry

Factual:

The broad makeup of the

Paper is:

IBAP

totals in paragraph 19 of

9-80 1980-81

482

the White

Em
+54

MAFF 208
DAFS

WOAD

Miscellaneous

Forestry Commission

i

{'}f] J

Agricultural support expenditure is demand determined and

ibjeet to fluctuation e.g. weather, world prices
for the IBAP (market
The bulk of the

covered by receipts from the Community.

notoriously si

and production levels. The forecasts

regulation) fall very much in this category.

Board's expenditure is

Pos _; tive

sxpenditure is stabilised at level which was

=
Sl e

about the 1979-80
Total

Some increase

on 197t Provision on the programme

nearly £100m up

¥

is not therefore badly treated. is made for

support for fisheries (restructuring and sea-protection),

although actual aid will depend on new schemes being agreed.

Defensive

The details of the proposed reductions on the non-IBAP elements

are for the Agricultural Ministers to explain. PBriefly, after

taking account of downward estimating changes, the bulk of the

-
)

cuts fall on the support services.
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Within Programme 4 the totals are:-
£ million
1979-80 1680-81
Industry 1025 995

Energy 301 e

The & Trade and ECGD : 111 259
l:,":[_rf_":ﬁef'E!EEi'f?gei6? this nrogramme is more than accounted for by ECGD

/ These provisions cover regional support; industrial innovation including nuclear
R & D; general support for industry; grants for aerospace, shipbuilding

and coal; export promotion; and ECGD expenditureon export credit

refinancing and interest support costs. The main changes in 1980-81

affect RDGs. This was announced and debated in July.

POSITIVE
(i) The process of reducing expenditure on these programmes began in the
Budget with savings in 1979-80 of the order of £2%0Umillion.

(ii) Where possible precipitate and disruptive changes have been avoided.
il The full effect of the measures announced on regional and selective

assistance and the NEB will take effect in later years.

(v) Regional policies will enable resources to be concentral..! more effect-

ively.

DEFENSIVE

(i) Selective industrial support will continue but with mcre emphasis on
selectivity and against stiffer criteria, as announced by the Secretary

of State.

(ii)Where areas have been downgraded for RDG purposes the changes are being

phased.

) | MBcoe-dar
(iii)The result of the BL ballot will be announced on Thursdey/ morning.

Whatever the outcome the Government will not take decisions wntil it has
considered proposals from BL and NEB. In the meantime there is

provisional allowance for some further financing of BL in 1960-81.

(iv)ECGD expenditure reflects a once-for-all reduction achieved in 1979-80
by the Trustee Savings Bank taking over some £200 million of outstanding

refinance.




"y amme 4 totalS for both 1972/80 and 1980/81 includes

over £1,100m for the employment esnd training programme.
s

/. This represents a cut of over &500m on the last Government's

plans for 1980/81._/

The Manpower Services Commission's programme (including the

Youth Opportunities Programme) will conbtinue at broadly thei=m vie

present level.

There is no provision for the extension of the Department of
Employment's temporary employment measures (which include the
Job Release Scheme and the Small Firms Employment Subsidy)
beyond 31 March 1%80.

proposed statutory scheme

o

compensation has been dropped.

provision for the extension he temporary
employment measures beyond the end of the year because we have
not yet decided whether or in what form they should continue.
Those decisions will follow a full review of the measures in
the next few month: {l“:uw.’u sion could be made from the

if we decide that the measures should be

o wre o Py o e R Y L LT o= 1 ] - -
the MSC been consulted? BSuggest you take that up with

=L ]

Secretary of State for Employment.




CS5 NATIONALISED INDUSTRIES

The figures for the Nationalised Industries are divided between
Government lending in Table 2 and their borrowing from overseas
and the market in line 9 of Table 1. Taking these two together
gives their total borrowing and it is this which contributes to
the planning total. Since the last White Paper, the coverage

has been somewhat expanded to include the industries’ net short-

term borrowing and the capital value of leassl assets. This

borrowing total, together with grants to the industries, now
coincidecwith the basis on which the industries' cash limits are

set.

Positive

The Government is determined that the industries shall improve
their efficiency and cash limits, which are an element in the
framework of financial discipline, will be set accordingly. This,
together with moves to more realistic pricing which will be
necessary in some cases should lead to reductionsin the figures,
as can be seen in the planned level for 1980/8l.

Defensive

The total for 1979-80 (1200 at survey prices) is considerably
higher than the figure for borrowing at outturn prices published

in the FSBR (812). This increase results from two factors. First,
as recently announced by the Secretary of State for Industry, the
Post Office's cash limit for the current year will have to be
increased by some 400 million to take account of the recent strike
of those involved in sending out telephone bills. This money will
however be recovered early in the following financial year. The
second factor is that the shortfall by other industries below
their cash limits is now expected to be lower than the allowance

included in the FSBR.




FROGRAMME 6: ROADS AND TRANSPORT

Fi
Ti

he programme will be reduced by some £200 million compared
with 1979-80, to total a little under £3,000 million.
Spending by local authorities accounts for about half the
programme and it is the Government's intention that the
distribution of the reductions should follow this sPlit. A
large part of the reduction on the central government side
will be from reductions in support for transport industries,
primarily through changes in the funding arrangements for
British Rail and National Freight Corporation pension schemes.
POSITIVE

At nearly £35,000 million the provision for the programme

will remain large. It will enable investment on new and
improved motorways and trunk roads to continue on a substan-
tial scale - since the Government recognises that roads h

an important part to play in economic recovery. By far the 1E;Ee§§ﬂﬁiL,‘
in central government support for transport industries is in
a form (ie changes in British Rail and National Freight
Corporation pension funding) which will not put pressure on
fares. It will, of course, be for the local authorities
themselves to decide how to allocate the reduction on their
side; however, the reduction envisaged should enable them to
maintain a hlﬁu level of expenditure on road construction and
maintenance while avoiding a sharp reduction in public

transport subsidies,

DEFENSIVE

The programme has to contribute to the Government's public
expenditure objectives. There will inevitably be some
reduction in construction expenditure, but this will be small
in relation to the total provision remaining and the effects
on the construction industry should not be significant.
Similarly the effects on fares and the Retail Price Index if
local authorities reduce public transport subsidies should
not be large. The changes in British Rail and National Freight
Corporation pension funding arrangements .(for which there
will be provision in the forthcoming Transport Bill) will not

affect the pensioners concerned.




ndi ture of £5078 million in 1980-81,

less. than may be spent in 1972-80.

The expected outturn for 1979-80 is some 43% below the Budget

provision.
N Last Government's programme for 1978-79 was underspent by e

h. Current expenditure in 1980-81 £500 million higher than in
1974-75, capital £2,500 million (52%) lower.

Positive

4 b Provision has been made for capital expenditure in 1980-81 some
£°580 million below the 1978-79 level to reflect the substantial drop
in the level of local authority new housebuilding approvals - not an

enforced cut.

2. Have inherited too heavy a burden of public housing subsidies:
introducing new subsidy system in 1981-82, to help reduce 1it.

Defensive

o Rents. Plans for 1980-81 assume authorities will make higher
increases than in recent years. How much? There s not a simple
answer. Depends on a number of things eg. repairs costs. In sny
event Housing Ministers will need to discuss the details with local

guthorities.

2. Capital programme more than halved compared with 1974 =75

(a) Largely due to decline in new housebuilding before we took

office.

(b) Mistake to equate level of public invesiment with progress in
meeting housing needs. lMuch can be done better by private sector,
and by msking better use of existing housing stock.

%, Huge cut in inherited plans for 1980-81 (£14200 million, 19%)
Inflated plans which would not have been realised, huge underspend
last year (7%) and on inherited plans for this year (10%) .




MENTAL SERVICES

Community Land Scheme will be abolished.
Powers will be taken in the Local Government,

Flanning and Land Bill to wind up the scheme.

Expenditure on the Urban Programme.is continuing

despite reductions) the amount included is still
than expenditure in 1979-80. Procedures

being simplified and streamlined.




LAW ORDER AND PROVECTIVE SERVICES

services in this programme include expenditure on Crown and mapgistrates
courts, legal aid, 3y probation and alter-care, police,; fire, civil
defence and. other community services. Planned expenditure will be £2542 million,
e

£88 million hipher than in 1979-80% local authority expenditure, mainly on

police, should be approximately three guarters of the total.

Positive

2a The decision to increase planned expenditure on law and order services is
in line with a Manifesto commitment to restore the respect for the rule of law
and give the ripght priority to the fight apgainst crime. We have accordingly

increased the resources available, in particular to the police.

Defennive

Ba The preogramme includes services other than those (administration of justice,

police, prisons and probation and after-care) conventionally described as law
Expenditures not related directly to the Government's priority

have either been cut back (eg grants to voluntary bodies) or held steady to

maintain existing standards {ep fire services).

4, Additional provision will be made for police, should numbers exceed estimates
within authorised estal hmen This reflects the reality that police
authorities are free build up their numbers to authorised establishments and
that, if recruitment is faster than expected, additional provision will be

made from the Contingency Reserve.

1 The planned expenditure takes no account of the recommendations of either

the Roynl Commission on legal services or the Committee of Inguiry into the

Prison Service .(the May Committee; report due to be published on 31 October).

The Government will be announcing its policy on these reports in due course.




EDUCATION AND SCIENCE, ARTS AND LIBRARIES

Factual (a) About four fifths of this programme is local autheority

expenditure on education and libraries. That is, in turn, over
half of local authority expenditure.

(b) The RSG settlement will be based on the.planned expenditure -

here as in other programmes.

(c) Expenditure on schools should fall with falling rolls quite

apart from the expected savings on school meals, milk and transport.
(d) Planned expenditure includes the Office of Arts and Libraries'
half share of the £15.5 million to be provided on the new National

Heri e Fi and for acceptance of pre-eminent objects in lieu of tax.

Positive arpuments

{i) For all its importance this programme is of lower priority

han the other large programmes.

{ii) In sceking the necessary economies in schools the Government have
turned first to the ancillary services - meals, milk and transport -

rather than to teaching expenditure.

Defensive arpuments

(i) Maintaining ards of achievement in basic skills - the Manifesto
commitment i ynonymous with keepi
{ii) Unit costs in schools have been rising for years - it cannot

just pgo on and on.

(iii) There has been overprovision in the past for higher education - the
number of students been steady for four years now, despite a

rising age group.

(iv) Overseas students mu: fair share of the costs attributable
to their education.

(v) Direct central Governm ) for museums, libraries and the

live arts should allow a continuation of activities at about the same

level -as in 1979-80.

Questions of detail: on Education and Science to the Secretary of State

on Arts and Libraries to the Chancellor of the Duchy
of Lancaster.
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is proposed to maintain spending in the health service at the level planned

Te 4
AL 11

by the previous administration. This is in accordance with the Manifesto com-
mitment. The net cost to the taxpayer of the HPSS programme is expected to

be some 1 per cent higher in volume terms in 1980-81 than in 1979-80. To

help meet the rising cost of the health programme, prescription charges are

to be raised from hﬁp to 70p from April 1980 and it is intended that an increased
proportion of the cost of treating the victime of road accidents will be
recovered under the Road Traffic Act 1972. As a result, spending by health
authorities is expected to be about 3 per cent higher in 1980-81 than in

1979-80.

POSITIVE

Although health authorities have had difficulty managing within their cash
limits for 1979-80, the proposals in the White Paper should give them scope
to improve and develop services in 1980-81. The effective growlh in services
for patients should be even greater since the measures which arc being taken
to eliminate inefficiency and waste, and to cut down bureaucracy in the NHS

will enable the available resources to be channelled more into direct patient

care.
DEFENSIVE

The Manifesto commitment did not apply to the personal social services,

which cannot be exempted from the general cutback in local author-ity spending.
Local authorities themselves will best be able to decided where Lo make
savings, but it is expected that they will give priority to the .rotection

of the most vulnerable members of society.

The proposed increase in prescription charges will mean that the charge will
be only slightly higher in real terms than when it was reintroduced in 1971.
Even at 70p it will represent only about one quarter of the average cost of
a prescription. The recovery of NHS costs under the Road Traffic Act 1972
will be restored to about the same level in real terms as when the Act was
passed. SPLIT BETWEEN HEAITH AND PSS

1978-79 1979-80 1980-81

Health (gross) 7909 7929 8165
Health(net of charges) 7716 7728 7904
Perspnal sociel services 1339 1381 1290

TOTAL HPSS 9055 9109 9194




. for the payment of cash benefits.
penditure in 1980-81 will be £19,289 million - an
some £230 million over expenditure in the current
year. This increase reflects the year-on-year change in the
pumber of beneficiaries and it also includes the full-year
effect of the restoration of the 1978 shortfall in the November

1979 uprating.

Fositive

2o In addition to the provision for the full-year effect of
the November 1979 uprating (including the restoration of the
1978 shortfall) planned expenditure also provides for the
increase in the child benefit premium for single parent

families and the recently-announced scheme for assistance with
fuel costs. The planned 1980-81 expenditure also includes
provision for the uprateable benefits expressed in terms of the
available level of benefit in 1979-80, which assumes an uprating
will be made to preserve that purchasing power. The size of the
1980 uprating will depend on the estimate of the movement of
prices between November 1979 and November 1980 on which the
uprating proposals will be based.

Defensive

2. Although the figures provide for an increase of 50p in the
one-parent family .premium from November 1979, there is no
provision for further upratings of child benefit. The Secretary
of State is required to review the rate of child benefit
annually but there is no statutory obligation to uprate this
benefit. No decision has yet been taken on the timing and the
amount of the next uprating. The figures include p:ovision to
implement the Government's decision to continue the Christmas
bonus on an annual basis. Account is taken of the Government's
decision to alter the basis of future upratings of long-term
benefits by price movement only rather than the belter of price
or earnings movements. The figures also allow for cavings
expected from intensified efforts against fraud and abuse of
the social security system.

4, The increase in expenditure (of £845 million) lLetween
1978-79 and the current year was primarily due to the full-year
effect of the November 1978 increase of child benefit to £3

and the effect of the April 1979 increase of child henefit to
g4,

- This programme is affected by the working assuaption on
unemployment - see briefing on B.6 (Economic Assumptions).

“The record pension uprating"

S
The reference in paragraph 9 to "this years record pensions uprating, 18 to the
19.5% increase in pensions and other long term benefits which will take effect
from November 1979. The increases (of £3.80 and £6.10 per week for single and

married people respectively) are the biggest ever in cash terms, and take the
value of the pension in both real and money terms to its highest ever. The
total cost affects 4 months of 1979-80 but 12 months of 1980-81, and hence
contributes to the rise in total social security spending between 1979-80

and 1980-81.




OTHER PUBLIC SERVICES

The only significant increase over Cmnd 7439
provision is £1.7m in the Office of Population
Censuses and Survevs (OPCE) for preparatory
work on the 1981 Census.

Any engquiries on CSD-controlled items should
be referred to C5D.




COMI:ON SERVICES

(This programme covers capital and current expenditure: by the
Property Services Agency on civil accommodstion and accommodation
services; by the Paymaster General's Office on civil service
pensions ete; by the Central Office of Information on government
information services; by Her Majesty's Stationery Office on
stationery and printing; by the Treasury on rating of government
property; and certain other miscellancous common services, including

legal services. Only the first two - PSA and dvil service pensions

are substantial enough to be likely to ettract comment).

PROPERTY SERVICES AGENCY: CGOVE NT OFFICE ACCOMODATION ETC (UK)

The fipure for 1980-81 of £327m represents a big reduction on

the provisional outturmn for 1978-79 (£357m) and follows

the reduced provision of £334m in 1979-80.

This expenditure is closely alipned to the size and needs of
the civil service and the reduced level reflects the Government's
to reduce administration expenditure generally. A major

eature in the 1980-81 reduction is the saving in major works

achived by the Government's decisions on the dispersal programme.

Other reductions, in major and minor new works, rents, furmiture,

maintenance, running costs and PSA administration anticipate a
generally lower level of expenditure on central government

administration.

Existing opreed accommodation standards will be maintained.
For the time being it will be necessary , in the interests of
achieving the required level of short term public expenditure
gavings, to curteil the planned programme of purchases and
buktlding to reduce the dependence on expensive leased

accomuodation.

CIVIL SEEVICE SUPERAMNUATION =

The increase in 1980-81 is due almost entirely to the "retirement
bulge". Entrants in the post-war reconstruction period are now
reaching retirecent age end the numbers retiring substantially
exceed deaths of pensioners. As time pasoes, the average length of
pensionable service increasco; we therefore have both rather more

pensions and slightly lerger pensions.




CONFIDENTIAL

NORTIERN IRELAND

Factual

l. The Northern lIreland programme includes elements of
expenditure comparable to most GD programmes and thus
the trend between 1979-80 and 1980-81 reflects that
for those programmes in total rather than for any one

]'h'l!"ti cular Programmnc .

2. N.I receives the same trecatment in aggregate as do the
comparable programmes in GB including its share of growth

provided for in law and order and social security.

3+« The Secretary of State does not have to follow exactly
the GB pattern of expenditure (see 4 below) but is able to

make dispositions as is appropriate for N.l.

li. Changes on items involving cash transactions [Eg rents,
school meals, prescription, social security benefits) will

also be implemented in N.I.

Positive
1. Within the N.I programme total, expenditure on law and

order is being increased.

2. By his ability to depart froem the precise pattern of
expenditure in GBthe Secretary of State is to some extent

able to tailor measures to mecet the special needs of N.I.

Defensive

1. Given the Government's decision to effect some growth in egx

defence and law and order within their overall objective of

stabilising public spending, some programmes will inevitably
show a decline. That in the R.Il programme between 1979=-80

and 1980-81 is not the largest (eg programmes 5, 6, 7 and 10).




CONFIDENTIAL

2. In making his dispositions the Sccretary of State

Fey

attaches priority to aveoiding affecting employment

adversely and reductions such as in,housing (a shift from

the public to the private sector) and in education

(demographic factors) are neutral in that respect.
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We have taken Public Expenditure to 1983-84 off the agenda for this week's

Cahy,

Cabinet.
. The Treasury are already thinking that publication will have to be post=

poned until about the middle of January. ©On this basis final Cabinet approval

can readily wait until 8th November.

——

3. Both on housing and on education, there are signs that the Departmental

— —

Ministers concerned and the Treasury may be able to reach bilateral agreement
——

within the next 24 hours or so. In order not to damage the prospects of this, I

propose to hold back the promulgation of the decision to set up a small group under

'.fc:ur chairmanship until tomprrow. I do not think we will lose anything by doing

is. If they can settle those problems bilaterally, that will leave only the
agriculture problem to resolve in the small group. I they cannot, then those
problems will have to come to the small group as well. We have had draft
Cabinet papers on rent options from the Secretary of State for the Environment
and the Chief Sec retﬂropuse to sit on these until we hear the results of
the bilaterals. If the bilaterals reach agreement, then the papers should not need
to be circulated, If the bilaterals do not reach agreement, then the papers would
be circulated, in the first instance to the small group.

4. You said that you would like to consider whether there was anything that
could be done, short of dropping the last year from the published White Paper, to
modify the basis on which the figures for the last two or three years of the PESC
period are presented in the published White Paper. You have in mind that you
might have a meeting with the Chancellor of the Exchequer and the Chief
Secretary, together with senior Treasury officials, over the weekend, to lock
further at this,

- You should know that we have two official studies already in train on

various aspects of public expenditure. An interdepartmental group has been set

up under Treasury chairmanship to consider ways of improving and modifying the

=]a




PESC process. We have also set up a small group, again under Treasury
chairmanship and this time with Cabinet Office participation, to look at the

problems of presenting public expenditure to Ministers for decision, and in

particular at the problem of the gap between bilaterals and full Cabinet.

6. As regards the presentation of the White Paper on Public Expenditure to
1983-84, I understand that the Treasury are already considering ways of changing
the presentation for the later years: the sort of idea they have in mind is more
aggregation within the totals, so that for the later years the White Paper will
include a rather smaller number of figures, though of course the figures
themselves will be that much larger. There might be scope in this process for
some degree of rounding, so as to get away from the spurious precision that
surrounds the figures for later years on the traditional presentation,

Ts So I think that we have a choice between three possible courses:

(a) To go ahead with the meeting with the Chancellor of the Exchequer and the

Chief Secretary and senior Treasury officials this weekend.

(b) To invite the small group of officials which is already looking at the
problems of presenting public expenditure decisions to Ministers to add
to its remit possibilities for modifying the basis on which figures for
later years are presented in this year's White Paper.

(c) Asking the Treasury to produce, as quickly as possible, a paper

describing its proposals for presenting the figures for later years in the

forthcoming White Paper. The Treasury are preoccupied over the next

day or two with the publication of the White Paper on Public Expenditure

to 1980-81, but they could produce a paper shortly after that is out of the
way, and certainly in time for a meeting in the middle of next week or on
the weekend of 10th November. That would be time enough for the
purposes of publication of the White Paper in January,
{h} v, Loaait
8. The advantage of coursef(c) is that it would give you and the Treasury
Ministers something to bite on when you have your meeting. Course (c) would be
likely to produce a paper and therefore a meeting earlier than course (b)., I
—

recommend therefore that we should ask the Treasury to prepare as scon as

possible a note describing their own proposals for modifying the way in which

=z




figures for the later years are presented in the forthcoming White Paper. On the
basis of that note we could then consider whether you wanted to have a weekend
meeting to go over the ground comprehensively, or whether it would be possible
to arrive at conclusions on the basis of a shorter meeting in London during the

week.

Lo v b ROBERT ARMSTRONG

Ik
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30th October, 1979
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DRAFT PARLIAMENTARY STATEMENT

Mr Speaker, with permission I will make a statement about the White
Paper, published today, on the Government's expenditure plans for

1980-81. Copies are available in the Vote Office.

The Government's strategy is to stabilise total public spending in

volume terms. The outturn for last year, 1978-79, is now put at

EEQE billion at 1979 Survey prices. Estimates for the current year,

1979-80, are still speculative, but the outturn is not expected
significantly to exceed last year's expenditure. We plan to hold the
total for next year, 1930—31, at the same level.

Within the total planned for 1980-81, provision is made for growth in
some programmes, offset by reductions in others. Provision for
defence increases by 3 per cent in 1980-81 over the expected outturn
in the current year, and provision for law and order increases by

34 per cent. [Fﬂﬂfg}g;penditure on the National Health Service is
maintained; whilst a rise in spending on social security partly

reflects the recent pension uprating.

For local authorities, the plans provide for a reduction of 3 per cent
in their capital and current expenditure over the two year period,
1978-79 to 1980-81. The provision for their current expenditure in
1980-81 is in line with the figures on which they have been

consulted and is about 2 per cent less than in 1978-79. The
allocation between services shown in the White Paper is tentative.

It will be for the authorities themselves to decide the pattern of

their current expenditure in the light of local needs and conditions.




The mlans also nrovide for a further programme of mublic sector
asset sales aimed at a figure of some £} billion in 1980-81 commnared
with £1 billion in 1975-80.

The Government consider that the nlans in the White Paper take
realistic account of the voor nrosvects for growth in the domestic
and world economies, and of the need to bring government borrowing
and the money supply under firm control without unaccentable
consequences for taxation and interest rates. They will form the
basis for setting the cash limits for 1980-81.

The Gﬂvernment‘s(?ﬁa-ui)intentiun is to publish the cash limits in
time for smending authorities to take account of them in making

major decisions affecting their costs in 1980-81, including the
costs of pay settlements. We intend to exerta firm control on spending

through the cash limits. Spending authorities must expect that, if
they incur higher costs than provided for in the cash limits, it will
not be possible to implement the full volume plans in this White
Paper.

We aim to publish the cash limits on the rate sumpmort grants and the
limits on the external financing requirements of the individual
nationalised industries later this month. Other nublic service cash
limits will be mublished nearer the start of the financial year.

The Government are also nreparing provisional exmenditure plans for
the years un to 1983-84. These will be published in a subsequent
White Paper.
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2.4

PUBLIC EXPENDITURE WHITE PAPER: DISCLOSURE OF UNEMPLOYMENT ASSUMPTIONS

Your Private Secretary wrote to mine on 26 October to confirm that the
assumptions about unemployment used in preparing the figures should not
be disclosed in the 1980-81 publiec expenditure White Paper.

2. We need however to decide how to respond to questions about what
levels were assumed. My strong preference is to give the figures if I

am asked a direct question about them in the House following the Statement

on Thursday. I am sure that we would have to disclose them later on if
pressed - as we are bound to be - in a Select Committee hearing, and I
could not refuse the House on Thursday, knowing this.

B To deny the House as a whole what I am prepared to give in due
course to a Committee would be to set a damaging precedent for this
Government's dealings with the House. I personally attach great
importance to this.

4, In this case there is anyway a difficult history, culminating in
Denis Healey's agreement last year to give the then figures to the
Bocial Eervices and Employment Sub-Committee of the Expenditure
Committee and the inclusion of unemployment assumptions in the last full
White Paper last January (Cmnd 7439).

B If asked I would give the two key numbers of 1.35 million for
1979-80 and 1.65 million for 1980-81 for the number of unemployed
(excluding school leavers etc). I would say that the assumptions had
been chosen some months ago; that the first looked to be on the high

side, given the movement of unemployment so far this year; and that the
second was a broad assumption and is under review. As it stands it
happens to be not out of line with projections published in recent
months by forecasting bodies such as the London Business Echool or the
National Institute.




CONFIDENTIAL

6. In fact my Treasury colleagues and I believe that the House will
generally be expecting a higher figure for unemployment in 1980-81.

Ve It is perhaps worth recalling that details of the working
assumptions were obtained by the Guardian and published on 10 October
in a form that maximised the figures (by including the peak of school
leavers etc due in July). As far as I am aware this had no harmful
repercussions.

8. I hope therefore that you can accept this way of responding to

pressure in the House.

9. Mr Lankester's letter asked whether it is essential for the
Government Actuary's report to reveal the unemployment assumptions.
It is. The BSecretary of State must under statute lay before the House

a copy of the Actuary's report at the same time as the draft

Contributions Rerating Order. This report must, again under statute,
give the Actuary's assessment of the effect of the Order on the
National Insurance Fund. The unemployment assumption is, of course,
eritical to his assessment, and therefore must emerge.

10. The question of the assumption to be used by the Actuary will be
dealt with in the Chancellor's minute about the Industry Act forecast

e T—— ]
and related matters.

X Twin i W

M\.ﬂ:r_-'

™~
A\

JOHN BIFFEN
30 October 1979

(approved by the
Chief Secretary and signed
in his absence)
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Rt Hon

S1r Geoffrey Howe QC MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON

SW1P 3HE J° October 1979

O fnr

ELECTRICITY INDUSTRY CASH LIMIT 1980/81

E Committee decided on 17 October (E(79 Zth meeting) that it

was reasonable to have a target of raising the price of electricity
in real terms over a 3 or 4 year period in order to achieve full
economic pricing, provided that the increase in April 1980 was
not larger than thnat in the RPI. My minute to the Prime Minister
of 24 October on electricity and gas pricing proposed that
electricity increases of 17% in April 1980 and 5% in October 1980
should be sought as the first part of the implementation ef this
strategy. Cabinet agreed on 25 October. The effects of* this
decision on the industry's cash flow and financing requirements
for 1980/81 were among the options set out in my minute upder
reference. r

On the basis of the agreed price increases I propose a cash limit
for the electricity supply industry in England and Wales for
1980/81 of £187m in out-turn prices: (equivalent to £144m at
survey prices). The key industry assumptions underlying this
figure are as follows:

a) an average price increase for coal in line with the

HPI in the Spring of 1980, followed by a 74#% increase in the
Autumn; this is tantamount to a 31-4% real increase in

March 1980; which is certainly within the bounds of possibi=-
lity;

b) an increase in salaries and associated costs of 18%;
6% of this arises from this year's pay gettlement, and next
year's pay settlements are taken as in line with the industry!




general inflation assumption of 12%. I do not disagree
with the industry's view that the assumption of a 12%
pay settlement may prove to be over-optimistic;

c) unit requirements on the CEGB of 232 Twh, an increase

of 0.9% on 1979-80 (whereas my Department's latest short-
term forecast shows a ‘all).

This cash limit has been dissussed with the industry, who
acknowledge that they will heve to trim expenditure below present
expectations if they are to achieve it.

I invite you to agree to this cash limit.

I am gending a copy of this letter to the Chief Secretaryﬂm;ﬁ

kauqt ﬁﬂuTJ&J3
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D A R Howell
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10 DOWNING STREET

From the Private Secretary 30 October 1978

N biae

Public Expenditure Cuts: B.B.C. External Services

The Prime Minister has seen the Lord Privy Seal's
letter to her of 27 October on this subject. She agrees
with the line of action proposed by the Lord Privy Seal.

The Prime Minister is, however, somewhat concerned about
how the proposed approach will be received in the House
of Commons. She has noted that there is a motion on the
Order Paper. I am sure that you have the question of

presentation in the House very much in mind.

I am sending copies of this letter to Tony Pattishill
(H.M. Treasury), John Chilcot (Home Office), Stuart Hampson
(Department of Trade) and Michael Richardson (Lord Privy
Seal's Office).

Lrﬂq¢4 Lartns

ﬁm @Mﬁ»ﬁgw

G. G. H. Walden, Esq.,
Foreign and Commonwealth Office.
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DEPARTMENT OF EDUCATION AND SCIENCE
ELIZABETH HOUSE, YORK ROAD, LONDON SEI 7P'H
TELEPHONE 01-928 9222

FROM THE SECRETARY OF 5TATE

30 October 1979

Rt Hon John Biffen
HM Treasury
Parliament Street
London SWl.

)
r ": er i.-]'l. E"‘ il .

On 25 October the Cabinet, on the basis that there was continuing provision for
offsetting the diseconomies of reducing school rolls, were disposed to accept
your figures for schools in C(79)42. But they asked us to discuss further this

and other matters, and to try to reach agreement on revised figures, to be reported
to them on 1 November (CC(79)18th Conclusions, Minute 4),

On schools, 1 think there was some uncertainty in Cabinet about the nature of the

difference between us, which rises from £65m in 1981-82 to £175m in 1683-84%; and I
would welcome the chance of a talk with you before this week's Cabinet. Meanwhile
I would summarise the difference as follows:-

a. when pupil numbers are falling and the average salary of teachers is
rising as the profession gets older, there has to be some increase in unit
costs each year if standards are to be maintained;

the figures for 1980-81 that we agreed in July made provision for these
factors (and this week's White Paper specifically acknowledges the first
of them); the £1%0m for higher unit costs is needed to maintain 1978-79
standards; but

the process of falling rolls and salary drift continues and, if standards
in the later years are not to drop below those of 1980-81 and 1978-79,
the further inescapable increases in unit costs will have to be covered.
Your figures do not do this.
Our officials have discussed the position on non-advanced further education (NAFE)
and higher education (HE); and I can now propose that we should adopt my figures
for NAFE in Annex G to C(79)42 and yours for HE, i.e

CONFIDENTIAL
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Lm 1979 Survey Prices

1980-81 1981-82 1982-83 19835-84
577 590 600 605
HE 1608 1604 1600 1626

The table at the beginning of Annex G gives the following provisional figures
the assisted places scheme:-

im 1979 Survey Prices

1980-81 1981-82 1982-83 19835-84

= Lo 55 55
I can now accept the following figures instead:-
- 6 15 2l

These figures, which make a further useful contribution to the reductions You are
seeking, reflect the provisional working out of a scheme on more modest lines from
that which was canvassed while we were in opposition, but I am satisfied that it
will be more appropriate in present economic circumstances.

I hope that you will agree to the figures in paragraphs 3 and 4 above, and also
confirm that, within the totals finally agreed for my programme, I am free to make
any necessary adjustments between sub-programmes. I believe that we could defend
those figures and the policies they imply, but only if we can also show that we are
maintaining standards in schools. The continuing inclusion of a level £130m can be
claimed to do this for 1980-81 but not for subsequent years.

I am sending copies of this letter to the Prime Minister, the other members of the
Cabinet, the Minister of Transport and Sir HRobert Armstrong.

|
I{_:t T L

MARK CARLISLE

CONFIDENTIAL
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Foreign and Commonwealth Office

London SWIA 2AH

29 October 1979

¥y

WHITE PAPER ON PUBLIC EXPENDITURE 1980/81

Cabinet has decided that, because the White Paper will
contain no more than brief descriptions of the reductions in
individual Departments' spending programmes, Departments
could complement it, on or after publication day, with a
press announcement giving details of their cuts. The FCO
proposes to do this,

I enclose the text of a Press Notice which we propose
to issue on the day the White Paper is published. The
figures for overseas representation and for the BBC External
Services reflect the proposals described in the Lord Privy
Seal's letter of 27 October to the Prime Minister.

Copies of this letter go to Aidan O'Flynn at the

Treasury and Richard Prescott in the Paymaster General's
Office.

Yowr 6
VML

(P Lever)

M O'DB Alexander Esqg
10 Downing Street

CONFIDENTIAL
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PRESS RELEASE

SECURITY CLASSIFICATION

Top Seci
Secrel.
Conflidential

T Resincied.

Unclassified

FRIVACY MARKING

In Confidence

Telephone No. Ext.

Department

FPRESS RELEASE (following publication of White Paper)

1. The White Paper on the Government's Expenditure Plans for 1980/81,
published today, refers to economies which are to be made by the Foreig
and Commonwealth Office. These economies will produce an annual saving
in FCO expenditure (excluding that on Aid and related items) of

£12 million as follows:

Overseas Representation - £5.8 million

2 In addition to the closure or pruning of consular posts abroad
announced on 17 October, about 120 jobs are to be abelished in the FCO.
Expenditure on building work and accommodation services overseas will
be reduced or rephased.

British Counecil

3. The grant-in-aid paid by the FCO to the Council will be reduced by
£3 million. In addition the contributions paid to the Council by the
Overseas Development Administration will be reduced by £2.2 million.

BBC External Services

. The grant-in-aid paid by the FCO to the BBC for the operation of
the External Services will be reduced by £2.7 million.

Other Overseas Expenditure

5, Cuts totalling £500,000 will be made in some miscellaneous items

and grants-in-aid to various bodies.

Dd 0533000 BO0OM 5[78 HMSO Brocknell







Ref. AO517

PRIME MINISTER

Gas and Electricity Prices and Public Expenditure 1981-82 to 1983-84
(E(79) 61)

BACKGROUND

There have been two recent Cabinet or Committee decisions on gas and

electricity prices:
(i) E Committee on 17th October (E(79) 13th Minutes, Item 2), which determined

the principle of a return to economic pricing, but left the timetable open.
o —

(ii) Cabinet on 25th October, in the context of the Public Expenditure White
Paper (CC(79) 18th Conclusions, Minute 5) which decided on the timing of

the second price increases for gas and electricity next year: 10 per cent

for gas and 5 per cent for electricity, both in October.

2, This paper is about the speed of the return to economic pricing in the

remaining yvears of the survey period, You will want to turn down any attempt at

reopening the Cabinet decision: it was taken very rapidly, on the basis of rather
—

thin documentation, but the main principle had already been accepted, and in the
= Te—
public expenditure context, a second increase next year seemed almost inevitable.

HANDLING
3 This is an agreed paper: you should invite the Secretary of State for Energy

to introduce it, and then see whether the Chief Secretary, Treasury, wishes to add

anything. To the extent that the paper deals with Scottish electricity prices, you
T

will also want comments from the Secretary of State for Scotland (because the two

Scottish Electricity Boards are, of course, independent of the English system) but,
in general, the Cabinet decision should bind Scotland as well as the rest of the
country. There may be some minor adaptation to local circumstances, but no

more. The Secretary of State for Social Services has also sought an invitation for

this item.

4. The issues which may arise seem to be these:




(a) Do we need to go public soon? The answer must be yes, for three

reasons: in order to establish -year financial targets for the gas
and electricity industries; in order to giwe the right signals to
consumers, and encourage gas consumers in particular to modify their
consumption patterns, order new equipment, instal insulation, etc.
(bearing in mind that next year's increases in gas prices will still leave
that fuel as much the cheapest option for domestic consumers); and in
order to get clear volume figures for the second Public Expenditure White
Paper where the contribution which economic pricing can make to the
expenditure /revenue situation is very substantial.

(b) Exact phasing of the return to economic pricing. The decision in E on

17th October turned on the idea that it might be slightly easier to start the

return in October 1980 than in April 1980. Clearly, it is very difficult to
T e ey

forecast the trend of retail prices more than a year ahead. The

Chancellor of the Exchequer will, I think, argue that the worst will be over

by next autumn, and that a slow downward trend in the movement of the

RPI should have set in. The paper demonstrates that, once the initial

step has been taken, the RPI weight of the successive stages thereafter

is small, compared with the size of the steps necessary simply to keep
f" e ——————— e ——

pace with costs. I understand that you are worried at the prospect of

F— = 5 +

successive large gas price increases each April - always a bad month

for the EPI: but to defer the April 1981 increase till October might cost,
il

I am told, about £70 million on gas, and more on electricity.

(c) Electricity = special points, The only real problem is the speed of

adjustment in Scotland, where prices have tended to fall a little short of
those in England and Wales. I believe that the Secretary of State for
Scotland does not disagree in principle with the changes proposed; but if
he demurs, you might invite him to discuss the exact timing and speed of
transition with the Chief Secretary, Treasury. It is common ground that
electricity prices will have to rise by sufficient to cover movements in

oil and coal prices (including the effects of increases in miners' pay).

2=




(d) Gas. This has always been the main problem; but the Committee has
accepted the principle of a return to economic pricing (related to a very
wide range of 25-50 per cent underpricing). The Committee agreed to
move over four years to the oil-related level, and the phasing proposed in
this paper would achieve that. The separate question of gas profits, taxa-
tion, etc., is already the subject of internal work in the Department of
Energy following the previous E discussion. But this is not due for
completion until December, which may be too late for action in the 1980
Finance Bill. You might therefore wish to press for an earlier report,
which should involve Treasury as well as Energy Ministers.

(e) Targets. The Secretary of State for Energy now proposes to set new

e ——
targets for gas and electricity (and the Secretary of State for Scotland

would presumably follow suit for his two Electricity Boards). You will
note one minor point: the proposal is to set a target rate related to

current cost operating profit as a percentage of revalued net assets. This

assumes a move to inflation accounting which has not yet been universally
q—“‘_‘_

accepted for the nationalised industries (though the gas industry's current
accounting practices come very close to it). In fact, E(EA)is to take a
paper on the whole question of current cost accounting for nationalised
industries at its meeting on 7th November. You might make the
Committee's decision on targets one of principle, leaving the exact
expression of the target conditional on the outcome of the general
discussion in E(EA),

(f) Cash limits. The majority of cash limits for the nationalised industries

are for discussion at Cabinet on 1st November. The cash limit for coal

has already been agreed bilaterally (and reported to you in Mr. Howell's
minute of 29th October). This paper implies (paragraph 7) that the limits
for gas and for electricity will not be agreed in time for Cabinet discussion
on 1st November. This is because the Department of Energy have so far
felt unable to talk to the gas industry about cash limits for next year until
they were able to tell them the decisions on pricing, It will obviously be
untidy if the gas and electricity cash limits cannot be settled on

lst November. You will want to press Mr. Howell on this and to find out

how much delay the Chancellor is able to accept, If in the event firm

S8




proposals cannot be brought to Cabinet on lst November, the Secretary of
State for Energy will need to agree these two limits with the Chief
Secretary, and (because of their implications for pay) the Secretary of
State for Employment, within whatever timescale the Chancellor is
prepared to accept, The Secretary of State for Scotland should take
similar action for his Boards. ;’_ﬁote: the reference to "late November"
in the paper is misleading: it is still the intention to publish cash limits
for all the nationalised industries on 20th November, the same day as the
RSG announcement is made.__.l’

(g) 1981-82. The paper raises the question whether the increases for the year
after next 5h0u1:.1_be rather larger than average, so as to make good the

-y,

shortfall on the gas industry's net repayments to the Exchequer and to help

with the public expenditure bulge now foreseen for that year. (The reason
for the shortfall is apparently the additional investment now needed to cope
with increased demand rather than the reshaping of price increases.) The

Chief Secretary may urge this course, basing himself on the figures in

Annex B of the paper which show that, after allowing for Corporation Tax
receipts, he will be £220 million light on his expected contribution from
gas and electricity in 1981-82 though doing better than expected in subsequent|
years, If the Committee want, on this account, to look for a bigger
contribution from the industries in 1981-82 the figures in paragraph 6
suggest that electricity prices will have to bear the adjustment -
£220 million requires only an extra 55 per cent on electricity prices but
an extra 20 per cent on gas prices.
CONCLUSIONS
oy Subject to the discussion, [ think the conclusions on this item might be:
(i) To agree to the profile of gas and electricity price increases suggested in

E(79) 61 fs_r alternatively to agree that the profile should be adjusted to

allow for increases in October rather than April from 1981 onwards, and

that the effects should be reported to yﬂg.l" fa-nd, possibly, to agree to a

further increase in electricity prices in 1981-82 to eliminate, or contribute
towards eliminating, the shortfall in net revenue now foreseen for that year

as against the Chief Secretary's earlier papez_,.".




(ii) To agree that the Secretaries of State for Energy and for Scotland should set
financial targets related to these figures, and expressed in terms of

current cc}s_t_uperating profit as a percentage of revalued net assets for both
industries (subject to any points made by E(EA) on Tth November when they
consider current cost accounting).

(iii) To invite the Secretary of State for Energy and the Secretary of State for
Scotland, in consultation with the Chief Secretary, Treasury, and the
Secretary of State for Employment, to establish cash limits for the gas and
electricity industries for 1980-81 cons_istent with the decisions already
taken about price increases in that year; to report these to Cabinet in time
for the discussion on lst November of the cash limits for other nationalised

industries; or, if this course is not practicable, to establish them within

whatever time frame meets the Chancellor of the Exchequer's convenience

and report them to you for endorsement. [Note: you may in any case feel

it necessary to tell Cabinet on lst November of E's decisions on gas and
electricity price 5.__.-"

{iv) l|"_i_1' nccessar_\;" To invite the Secretary of State for Energy, in consultation
with the Chief Secretary, Treasury, to bring forward proposals before the
end of the year for dealing with the presentation of problem caused by very
high profits in the gas industry, and possible taxation methods of dealing
with these, with a view to action in the 1980 Finance Bill,

(v) To agree that there should be an early announcement about the return to
economic pricing for gas and electricity, and that the Secretary of State for
Energy should clear the timing and the draft of such an announcement with
the Chief Secretary, Treasury, and any other Ministers concerned, and

with your office, as soon as possible.

ROBERT ARMSTRONG

29th October, 1979




Ref: A0514

MR, WHITMORE

We discussed the business for Cabinet this week with the Prime
Minister earlier in the day.

We agreed that the discussion of Public Expenditure to 1983-84
should be postponed until next week. Before that discussion takes place,
she proposed to hold a meeting of a smaller group of Ministers at which
the outstanding issues could, if possible be resolved before they came back
to Cabinet. It was agreed that the Prime Minister herself would take the
chair at this meeting, which would be held early in the week beginning
S5th November.

For attendance at that meeting I propose (apart from the Prime
Minister herself): Home Secretary, Chancellor of the Exchequer,

Secretary of State for Industry, Lord President, Minister of Agriculture,
Fisheries and Food, Secretary of State for the Environment, Secretary of
State for Trade, Secretary of State for Education and Sclence and the
Chief Secretary.

The programmes at issue will be education, housing and agriculture.
It seems better to have the departmental Ministers concerned in for the
complete discussion as full members of the group rather than one by one.

If they are taken one by one they will think they are being picked out and
they are bound to stand out and reserve their position in Cabinet.

If the Prime Minister is content, we will promulgate these
arrangements tomorrow.

We also discussed the handling of strikers and supplementary benefits.
The Prime Minister said that,before this came to Cabinet, she would like to
take it at a smaller group of Ministers. I shall be making proposals to her

tomorrow.

(Robert Armstrong)




Foreign and Commonwealth
27 October 1979

T CONFIDENTIAL
Yoo Prrn lTeamns,

PUBLIC EXPENDITURE CUTS: BBC EXTERNAL SERVICES

Peter Carrington, who is in Oslo, has asked me %o write to you
about our proposals for reductions in the budget of the BEC External
Services for 1980/81 and succeeding years. Your Private Sacretis
wrote to Peler Carrington's on 2 October to enquire about progress
in this field).

—r

.

i

The proposals we are now putting forward reflect our vie
the BBC's External Services are a very important instrument
olicy. First, we shall be keeping the BBC World Service
?cust £2.4 million) intact. I do not think anyone doubts
value as a news carrier and in terms of promoting our inte
abroad. In addition, subject to some economies, we shall be
ahead as soon as possible with a capital programme to improve
audibility. The sum of £23.4 million is already included in
current Public Expenditure Survey Programme for this purpose.
defence and intelligence reasons we have also decided 0% To T
the monitoring services. The highly successful English by Ra
services, which pay for themselves, have also been retained.

(W8
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This leaves the vernacular services which are transmitie
than thirty languages to all parts of the world. Not al
equal importance to the national interest and we have the
reviewed them, bearing in mind your wish that services to
Europe should be maintained. We have alsc triec *o Dreser
to developing countries, particularly those which have a comm

interest for us.
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Against this background, we consider that seven vernacular
services could be cut without loss to our essential interests:
are the services to France (including French %o Francophone
Italy, Greece, Turkey, Spain (but not including Spanish to Iatin
America), Burma and Malta. As you will see, the bulk of these
services are aimed at our allies in Western Burope, and we are, f-ankly.
sceptical of their present valus. AS an example, the French service
costs us something in the region of £650,000 a year, and of this ozly
45 minutes a day is also broadcas: to Francophone African couniries.

STt
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It is against this background that one should I think look at the
considerations which Roy Jenkins recently put forward to you in a
letter. At the other end of the scale, the Maltese service, which
costs £11,000 a year, is on the air for only half an hour a week.
The abolition of these vernacular services would leave 30 vernacular
gservices unaffected, including most of those broadcasting to the
developing world and all of those which broadcast to countries which
do not allow free and open access to news and information. The
savings to be gained would amount to £1.7 million a year.

We would propose to save a further £1 million per annum by
adjustments to the Capital Expenditure programme, mentioned above,
and by reductions in the BBC's Transcription Services, which are
largely concerned with distributing recorded material overseas.

The total savings thus achieved would be £2.7 million. The
original proposal from the Chief Secretary had been that the EBC
External Services should be cut by £4 million. But Peter Carrington
and I consider that, while it would not be right to exclude the
External Services wholly from current efforts to reduce public
expenditure, we should ease the burden of the BBC to the maximum
extent. Peter therefore proposed, and the Chancellor agreed, to take
a further £1 million of the cuts required of the BBC out of the aid
budget instead. We had hoped, following a suggestion from
Sir Michael Swann, that the BBC might themselves make internal
savings of £ million by rationalisation of their home and external
services. But when it became clear from the BBC that this would not
be workable in practice, we decided to take an additional £300,000
out of that part of the FCO vote which relates to overseas
accommodation - thus reducing the total figure for the BBC to
£2.7 million.

Peter Carrington and I believe that, unless you think the
Chancellor should exempt the BBC from cuts altogether, this
reduction in the Grant-in-Aid is not unreasonable. The total
reduction strikes a reasonable balance between the reductions being
made to the FCO Votes. It also bears very favourable comparison with
what has been proposed, subject to the interdepartmental review, for
the British Council. I believe our proposals will be defensible in
Parliament and to our own supporters whose effort has been greatly
stimulated by misleading reports of our intentions, largely emanating

/from
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And T do not think we should want it to
nditure economies

from the BBC itself. .
appear that we can be ﬁushed off our public expe

by individual lobbies.

I am copying this letter to the Chancellor of the Exchequ
the Home Secretary and the Secretary of State for Trade.

3?&41 =7V e
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Tan Gilmour
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From the Private Secretary 26 J &hﬂ%l 979

I have written to you separately confirming that the
Prime Minister does not wish the unemployment assumptions
underlying the social security expenditure figures to be
published in the White Paper.

I also mentioned to you that the Prime Minister has now
questioned the realism of the 1.65 million assumption for
unemployment in 1980/81. She thinks that this may be unduly
pessimistic. Although she appreciates that it is too late
to change the social security expenditure figures, she wonders
whether there is any scope for mentioning a lower fTigure if
Ministers are pressed to reveal the assumptions underlying
the expenditure figpures. Alternatively, if it is possikle to
deduce the unemployment assumption from the expenditure figures,
she wonders whether Ministers should not emphasise that the .
assumption is hypothetical and set on a relatively high level
as a measure of insurance against under-provision. I understand
that the Government Actuary will publish a report in the next
few weeks which, on past form, would reveal the unemployment
assumption. Is this abscolutely essential?

I also confirmed that the Prime Minister is very content
for there to be a sentence in the White Paper setting out the
likely effect of income tax levels if the Government had continued
with the expenditure plans inherited from the last administration.
You promised to let me have a note by next Thursday explaining
the basis of the figures. If Treasury Ministers are going to use
other illustrations (for example, what levels of VAT would be
necessary) in briefing the Press, it would be helpful if the note
could cover these as well, It is clearly important that the Prime
Minister should be using the same figures.

A.C. Pirie, Esq.,
HM Treasury.
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Cabinet
Department of Transport

10 DOWNING STREET

From the Privale Secretary 26 October 1979

The Prime Minister has considered the
Chief Secretary's minute of yesterday in which
he proposed that the unemployment assumptions
underlying the social security expenditure
figures should be published in the White Paper
next week.

As 1 told you on the telephone, the Prime
Minister has decided that the decision of
Cabinet should stand, and that the unemployment
assumptions should not be published in the
White Paper.

I am sending copies of this letter to
Private Secretaries to members of the Cabinet
and to Martin Vile (Cabinet Office).

P, LA

-
Jd

A.C. Pirie, Ezq.,
HM Treasury.
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Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon Michael Heseltine MP

Secretary of State

Department of the Environment

2 Marsham Street

London SW1P 3EB 25 October 1979

1980-81 WHITE PAPER : RENTS

Cabinet this morning invited us to agree what if anything
the White Paper should say about rents.

I have given the matter further thought in the light of the
Cabinet discussion. In view of your objections, I am
prepared to take the sentence out on the understanding that
you accept that we should be ready to say, if there are any
gquestions about the White Paper's implications for rents,
that authorities are assumed to make higher rent increases
than in recent years; and on the understanding that the
publication of the White Paper does not preclude - in advance
of our further report to Cabinet on rents next week - the
possibility of a rent guideline higher than £1.50 for 1980-81
if this should be necessary to secure savings for the later
years within the range agreed by Cabinet.

As to the later years, I understand that you are not yet in

a position to let me have the revised proposals for subsidy
savings which you outlined when we met last Monday. Since we
must report to Cabinet early next week, we ought to have,
during the course of tomorrow, something concrete to consider
alongside the proposals which I made to you on Monday.

1 am sending copies of this letter to the Prime Minister and
the other members of the Cabinet. :

Nk
IR

eEJ?J OHN BIFFEN
[Approv by the Chief Secretary
and signed in his absence]
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PRIME MINISTER
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UNEMPLOYMENT ASSUMPTIONS IN THE PUBLIC EXPENDITURE WHITE PAPER

It was proposed at Cabinet today that the unemployment assumptions
shown in the social security paragraph of the draft White Paper
should be deleted. I have now had a further look into the
background to this, and if you agree 1 think we should still

include them.

2, The assumptions used for unemployment and real earnings were
given in the last public expenditure White Paper (Cmnd 7439).

The Expenditure Committee, in its Eighth Report in Session 1977=-78,
had recommended that Parliament should in future be given the
assumptions about future levels of unemployment and the expected

—

growth in real earnings on which the social security expenditure

figures are based. The previous Government said (Cmnd 7382) that

this would be done in the next White Paper.

9. As this precedent already exists, I feel we should give the

unemployment assumptions in the White Paper next week. We are

—

justified in not providing a real earnings assumption as this is

no longer of central importance to the social security programme,
now that prices-only uprating is used. But if we fail to provide

the unemplovment assumptions we would be being less helpful to

Parliament than Denis Healey was prepared to be.

4, I should be grateful for your agreement therefore that the
unemployment assumptions should be included in paragraph 39 of the

White Paper.

1.
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5. I am copying this letter to other members of the Cabinet

and to S5ir John Hunt.

WJ B

JOHN BIFFEN
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Treasury Chambers, Parliament Street, SWIP 3AG Y5/ auae

Rt Hon Michael Heseltine MP

Becretary of Etate 'L

Department of Environment s

2 Marsham Btreet ]V*

LONDON

EW1P 3EB 24 October 1979

Deac Seedar & TR

FUBLIC EXPENDITURE WHITE PAPER 1980-81

Your Private Becretary wrote to mine on 19 October mentioning four
points on which you would like to see changes in the current draft
of the White Paper on Public Expenditure 1980-81.

The first point related to the reference to rents. I certainly sgree
that rents need careful presentation, but believe it will be helpful
rather than the reverse to say in the White Paper that local authoritiers
are expected to make higher rent increases than in recent years. The
expenditure plans are based on that assumption and I think it is
better to say so openly. For the White Paper to be silent on rents
would give the unfortunate impression that the Government is defensive
and apologetic about the need for rent increases. Questions about
rents may well be asked by the Press when the White Paper is published
and I think that there is therefore nothing to be lost and something
to be gained by retaining the present reference in the White Paper,
which does not prevent you reserving the details of the rent assump-
tions for later discussion with the local suthorities.

On construction, I would not have thought it unduly difficult to
explain the omission of a reference to the industry from a very
summary White Paper of this kind. In any case the figures are still
very uncertain, as my officials have explained to yours. For this
reason it would be unwise to attempt comparisons of construction
expenditure in successive years, which could be falsified by revieions
to figures. What the White Paper could say at the end of what is now
paragraph 11 is:

CONFIDENTIAL -
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"Capital expenditure on construction, including expenditure by
the nationalised industries, is likely to be rather less than
£7 billion in each of the years shown".

(The Treasury's figure for 1980-81 is £6851 million rather than £6250
million).

I would not have wished to include such a sentence; but if you see
sdvantage in it I would not press my objections.

Your third proposal was to add a reference to your call to local
suthorities in England and Walee to reduce their expenditure in the
current year to 3% below the level planned at the time of the 1978
REG settlement. PBubject to eny views that the Eecretary of Btate
for Bcotland end other Ministers may express, I would not be opposed
to an addition of this kind and suggest that it be made by extending
the last sentence of what is now paragraph 13 to read:

"But local suthorities have been asked to achieve economies
which would result in a lower outturn for 1979-80; for England
and Wales the Eecretary of Etate for the Environment asked
authorities to reduce their expenditure to 3% below the
previously planned level."

Finaelly, you proposed an amendment to the second sentence of what
is now paragraph.l2. I would prefer not to disturb the balance
reached in the present text and could not agree to do so without
giving other Ministers concerned with local authority services the
opportunity to comment. e

o ety
R W\

JOHN BIFFEN

Approved by the
Chief Becretary and
signed in his absence)
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CONF IDENTIAL

PRIME MINISTER

WHITE PAPER ON PUBLIC EXPENDITURE IN 1580/81

I have seen the Chief Secretary's paper C(79) 46 and also a
copy of your Private Secretary's letter of 22 October.

My own view is that we ought on this occasion to make an

oral statement when the White Paper is published. Although

it has previously been the practice not to make a statement

on publication but to wait for the debate, there are special
features this year which would make a statement very desirable.
There will be a very strong demand for one in the House; we
are already departing from the usual practice by publishing
our plans for the coming year separately from our plans for

the later yvears of the survey period; and a statement should

help us to get a proper balance in the subsequent reporting.

In particular, we shall be able to demonstrate both that we
have adjusted the priorities for public expenditure as we
promised in the Manifesto, and that we have still provided
for increased expenditure on health and personal social
services and social security (and for only modest reductions
on the other social services) contrary to the belief which
our crities are trying to foster in the country. I know that
points of this kind will be made in today's debate but I
think it will be important to emphasise them again with the
published figures.

On timing, I would favour publication (and an oral statement)
on Thursday, 1 November.
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I am copying this minute to the Chief Secretary, the Paymaster
General and the Chief Whip, and to Sir John Hunt.

s

N. 8t.J.8.
24 October 1979

CONFIDENTIAL







Ref: A0498

CONFIDENTIAL M o T Ll mehy

& (it — fxceph

lou- (ee  tosd tash

Lk ban Dcr. agreed
Nationalised Industries' Cash Limits bAshradhy

(C(79) 48 - and letters of 24th October
from Mr. HeWell and Mr. Fowler) i

BACKGROUND Lo 3/ e

PRIME MINISTER

At its last discussion of cash limits, E Committee endorsed the
general approach to the nationalised industries. The main components were:

(i) to make allowances for the differing circumstances of each

industry;
——

to note that their cash limits (which apply to external finance
—

only) are the residuals of very much larger figures, and
correspondingly volatile;
to agree, nevertheless, to use cash limits to put pressure

—
on Eaz;

to start from the assumption that increases in wage costs

(not necessarily increases for individuals) should be
somewhat less than the predicted increase in the RPI - how
much less, to be settled case by case,
At the same meeting, E decided on the general line on the Rate Support Grant
cash limit; this is now the subject of a separate paper for this Cabinet,
2. This paper is also relevant to the Public Expenditure White Paper for
1980-81, which is also on the Agenda. Any decisions taken by Cabinet which

————————
involve increasing the cash limits beyond the numbers proposed by the

Treasury represent volume increases which have to be reflected in the White
e e o e

Paper. The point is made in the brief on that White Paper.

3.  The main urgency is to get decisions on the cash limit for the NCB,
p——
The negotiating meeting is, as you know, on 30th October., But the
Chancellor hopes to get decisions on all the cash limits listed here (save
for gas and electricity, which will have to be picked up next week at E) and

to announce the whole lot on 20th November, the day of the RSG 'statutory

meeting', probably by way of a Press notice or arranged Parliamentary
Question. As the Chancellor points out (paragraph 13) broad consistency

between the treatment of the two is important,

=1-
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4, One final complication arises from the letter from the Nationalised
Industries' Chairmen's Group, at Annex C. This raises a wide range of
issues, beyond the scope of the present meeting. You will no doubt want them
discussed, when Sir Keith Joseph reports on nationalised industry policy in
general (probably now in December). Meanwhile, the immediate response

to the chairmen is proposed in paragraphs 6 and 7.

5. But the immediate problem for Cabinet is to agree specific figures

for the cash limits listed in Annex A. Our information is that only four of

these are likely to be contested: caal._-rail, bus and airways. Detailed notes
on these four are below., It should be possible to get agreement on the other
cash limits "on the nod".
HANDLING

6. You might invite the Chancellor to introduce his paper, and then seek
general comments from the Secretary of State for Industry (as de factor
chairman of the unofficial group of Ministers on nationalised industry policy);
the Secretary of State for Employment (because of the implications for pay

negotiations); the Secretary of State for Trade (consumers) and any others

who wish to join in. But you will want to keep this part of the discussion short

and avoid special pleading on particular cases, The key issues which are
likely to come up are:-
(i) the vulnerability of nationalised industry performance to
extraneous factors: for example, the difference between a

standard and a bad winter can mean £55 million to the

electricity industry alone;

the inflexibility of their response. Because of constraints on
redundancy agreements, closures, price increases, market
response, and above all improved productivity, the industries
cannot react very quickly to any deterioration in their perform=-

ance which threatens their cash limit;
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special nature of their cash limit. Not all of your colleagues

may fully appreciate that the nationalised industry 'cash limits'

apply to their external financial needs only: and that holding to

these limits involves giving the industries freedom to adjust

other factors including pw if they are to stay within them,
The suggested change in nomenclature to "external financing
limit" may help here though, in the last resort the cash limit
may have to give;

Pay. The starting point was, as E agreed, increases in wage
costs somewhat If:_s_s'__'than the movemnent of the RPI. In fact,
the Treasury have moved quite away off this target, and not just
to reflect the different considerations applying to each industry.
In most cases (though the Chancellor's paper does not say this)
the figures have been uprated from the volume totals agreed in
the summer by a standard figure of 17 per cent. This is, of
course, not consistent with the 14, 6 per cent starting point for

the RSG proposals, Itis even more generous, in one or two
L4

cases, than the industries themselves had assumed (but the

industries were operating on much earlier information). You
—

may want to probe a bit on the reasons for choosing these figures:

but we know that the Chancellor has himself rounded them down

from those discussed with Departments earlier. Whatever is
decided, however, you will want to ensure that no figure as high

as 17 per cent gains currency outside the Cabinet room

especially if the RSG is based on a lower percentage. This

bears on the proposal in paragraph 7 of the Chancellor's paper

e —
that the industries might be told the assumption underlying the

limits,
other costs. The 17 per cent covers other costs as well as pay.
This makes it harder still to disentangle this specific pay

assumption.
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7. After this general discussion, you will want to turn to the detail of

the disputed cases:-

(a) Coal. The Treasury bid is for a cash limit of £810 million, and the
Energy bid is for £834 million. There is in fact a reasonable
explanation for this difference, but I don't think you should delay
Cabinet on it. (Mr. Howell's minute of 24th October sets out the
argument: it concerns the method used for getting from survey
prices to current prices). Itis better to concentrate on the gap of
£24 million, and the implications this has. Itis common ground

that there is little or no scope, in the short term, for dramatic

improvements in productivity or for morerapid closures, in time to

p;;luce any effect during 1980-81, The E Committee decision on

coal strategy generally was that the burden of adjustment should fall
on prices. It is very difficult to be precise, and you should not rely
—

too much on what follows. But very roughly, the £810 million

proposed by the Treasury is consistent with 15 per cent increase in
——

wages; it could be made consistent with a higher wage outcome if

—

prices were allowed to rise higher, The £834 million proposed by

Energy is said to be consistent with 17-174 per cent increase on wages,
A ———
on the assumption that the NCB can pass on its increased costs to the

CEGEB. This is allowed for in the CEGE calculations which underly
— e oo ey
the electricity price increases now proposed (increases in line with

the RPI in April, and a further 5 per cent next autumn). Both
——
calculations assume that coal remains competitive with oil.

However, the latest unofficial information from the NCB is that the
wage settlement may turn out to be about 20 per cent. This would
add roughly {‘5;5-:;1i11ion to NCB's costs. ?c: recover this involves

a further coal price increase of 3 per cent, which in turn adds about
1} per cent to electricity prices (provided that the agreement between
the NCB and the CEGB to stabilise prices can be ignored)., The

Department of Energy reckon that the £24 million gap between their
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figure and the Treasury's would have to be recovered in prices -
nearly another 14 per cent on prices, or 3 per cent on electricity
prices. These figures are inevitably pretty broad, as are the
assumptions about the likely wage outcome. You also need to bear
in mind the timetable. The next negotiating meeting with the miners
is on Tuesday, 30th October. If Cabinet reaches a decision on
Thursday, it can be communicated to the NCB that afternoon. But if
Cabinet fails to agree, or if it agrees on a figure which the NCBE does
not accept, then there has to be time for further consultation. You

will want to emphasise that, whatever happens, a firm cash limit must

be agreed and in place, and accepted by the NCB, before 30th October.

They cannot be allowed to negotiate, and maybe reach an agreement,

without clear guidance on the available finance.

British Rail, Mr. Fowler has wiitten to the Chancellor today about

this. The Treasury bid is for a limit of £ 705 million, and his
— g

proposal is a bid of £750 million. The Treasury fipure assumes a

pay increase of about 12 per cent, plus a further 2 per cent which is

a hangover from an earlier settlement. It also takes a very

favourable view of all the commercial risks., The Department of

Transport argue that railway pay has fallen behind (8-10 per cent

below the peak of 1975 in real terms) and is b:}und't:} catch up some-
what; and that the going rate is emerging at something like

17 per cent; but they rest their argument much more on the economic
assumptions than on pay. They see no scope for economies in the
first year either from closures (because of the long statutory process
of consultation), or productivity (because of the slow pace at which
agreements are negotiated with the unions). They are convinced,
therefore, that a £705 million cash limit would in practice be
breached. [ believe the Chief Secretary may be prepared to concede

something here, though it is not clear how much,
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e National Bus Company. Mr. Fowler's letter also deals with this.
pany

The main point here is that the cuts in local authority expenditure,
and in Department of Transport expenditure on TSG and new Bus
Grant, have already reduced the NBC cash flow; that consumer
resistance to further fare increases makes them self-defeating;

and that the scope for productivity changes, again in the short term,
is pretty limited. The consequence of the cash limit proposed by
the Treasury (£77 million, against a Transport bid of £85 million)
might be a massive reduction in services. You will want to probe
the realities here so that the political consequences can be weighed,
not only in rural constituencies but generally.

(d) British Airways. There is a gap of £15 million between the Treasury

bid of £205 million and the Department of Trade bid of £220 million,
The difference arises because the standard inflation factor of
17 per cent is not enough to cope with increased fuel costs and the
fare cuts imposed by the CAA, The difference represents one new
aircraft. The Secretary of State will argue strongly that, given
the impending privatisation of British Airways, it would be silly to
make it change its programme in this way, thus damaging the
prospects of a satisfactory sale. The £220 million limit proposed
by Trade still puts a fairly realistic squeeze on pay and builds in a
sizeable allowance for improvements in productvity,
CONCLUSIONS
8. Subject to the discussion, you might be able to reach the following
conclusions:=
(a) To endorse the cash limits listed in Annex A to C(79) 48 ,|"__with any

changes agreed during discussiol}_?.

(b) ,"__l.t' necessa rﬂ_ to invite the Secretary of State for Energy and the

Chancellor of the Exchequer to agree between them on the cash limit
for coal, and to communicate it to the NCB before the negotating

meeting on 30th October,

e hi
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(c) To note that the cash limit for gas and electricity will be

settled either bilaterally between the Chief Secretary and the

Secretary of State for Energy or, if necessary, at E Committee

next Tuesday, 30th Dctom in time for the results to be taken into
account at Cabinet next week.
(d) To agree that the cash limits should be pubhshed by the Chancellor

T —

of the Exchequer on 20th November | b*,r way of an arranged
——
PrrTTmentaTy Question/.

(e) To agree the general approach to the Nationalised Industries'

Chairmen's Group suggested by the Chancellor of the Exchequer
in paragraphs 6 = 7 of his paper and the procedure suggested in
paragraph 12 for a reply.

v,

=

'Of}

(John Hunt)

24th October 1979
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Ref. A0494

PRIME MINIST ER

Public Expenditure to 1983-84
(C(79) 42, 44 and 49)

I submitted a full brief on this for last week's Cabinet. But it may
help simply to recapitulate the position reached on the variuu;: items. You
have asked for some additional background information to be circulated (C(79) 48).

(a) Defence. As you agreed over the weekend, discussion on this item
will not be resumed this week. You will probably not want to say
anything to Cabinet about events since the previous discussion,

(b) Agriculture. Sir Kenneth Berrill and his group of officials will produce
an interim report for discussion on lst November. However, the
Treasury have now suggested that mremamre to try to reach
decisions then on the outstanding agriculture points. They now say,

contrary to their earlier advice, thatitis not absolutely crucial to get

final decisions on lst November, but that if decisions are not taken
— P Er—

then the White Paper will probably slip until after Christmas. The

Treasury would not regard such an outcome as disastrous though the
p— —

longer the delay before publication the greater the risk of existing

agreements coming unstuck. Given that we hope to get everything else

buttoned up on lst November it would be a pity to have to leave over

such a major item as agricultural support unless this is absolutely

unavoidable. If the pointis raised you will want to do no more than

h say that the plan is to reach final agreement on the whole package on

l1st November.
(c) DOE/Housing., The Secretary of State for the Environment and the
Chief Secretary met on Monday but failed to reach agreement on the

rent increase which would meet the Cabinet instructions ('somewhere

between Option C and Option D' but with a ceiling of £2 per week increase
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every year'.). I think, unless there are further developments, that

you will have to leave this over till next week. But you might ask the
Chief Secretary for a progress report.
(d) Education.

(e) Social Security. On these two items, there is nothing to add to my

earlier brief.

7
'\

(John Hunt)

24th October, 1979
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CONFIDENTIAL

PRIME MINISTER

Rate Support Grant
(C(79) 47)

BACKGROUND
This is the last year of the present Rate Support Grant systern. The

new Unitary Grant (which H Committee will formally ratify on Wednesday)

will come into operation from 1981-82 onwards. Transitional arrangements

will operate at the end of 1980=81,

2, Cabinet approved in the summer the volume of local authority
—

expenditure for 1980-81, E Committee approved in October (E(79) 10th Meeting,

Item 1) after two false starts, the general approach to pay and cash limits,

——

including the Rate Support Grant,

3. There are now three main objectives:-
e

(i) To hold the level of rates at a reasonable level, and if

possible to reduce the level of local authority expenditure,

e

(ii) To put some pressure on public sector pay.

(iii) But, despite this, to avoid the breakdown of the system or
any confrontation with the authorities/unions.
4, The timetable is tight. The RSG percentage for Scotland has to be

announced on 16th November and that for England and Wales on 20th November,

- —

It is the Chancellor's present intention to announce cash limits for the

nationalised industries on 20th November as well.

5. You established MISC 21 under the Home Secretary's chairmanship to
process the RSG for next year. This paper is his report. The key to the
paper is in Annex D, which shows, for various combinations of inflation
assumption and of RSG percentage, the total volume of Rate Support Grant
for the year, and the likely effect on rate demands, All this is on the
assumption of a constant distribution formula (the Group has not been able to
find anything better). Various other related proposals are set out clearly in

the paper, but do not need discussion,
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HANDLING

6. You should ask the Home Secretary to introduce his paper. You might

then call in turn on the Secretary of State for the Environment and the Chief

Secretary (or the Chancellor, if he wishes to speak instead). You might then
call for general comments from three Ministers not involved: the Secretaries

of State for Employment, Industry and Trade. Then you might go back to the
-

main actors: the Secretaries of State for Scotland (who has his own separate
RSG to follow the pattern established by Cabinet) and Wales (who is directly
affected by these proposals); and the Secretaries of State for Education and

for Social Services and the Minister of Transport, all of whom have an interest

in the end product. (The Transport Supplementary Grant itself is not affected
by these proposals and is the subject of separate correspondence).

7. The end-product of the discussion will be a single figure: probably one
of those in the table in Annex D. But to arrive at this figure there are three

main variables within the Government's control:-

(i) The RSG percentage itself: this usually goes by 1 per cent steps,
—
but in Scotland, % per cent steps are common. A compromised

-
solution this year may involve one.

rﬂ
(ii) The Distribution Formula, DOE have tried hard to find a way

of altering the formula, so as to give further benefit to the Shire

s

counties, They have failed, (One more route is being
e ————————

explored before the meeting: but it seems likely to penalise

the outer=-London boroughs, rather than the 'true' metropolitan

authorities and is probably not a starter.) That means that the

only way of helping the Shires is to go for a high RSG percentage.

This is a politically difficult choice but there is no easy way out,

(iii) The Inflation Assumption, Ttgether with the decisions already

taken on the volume of expenditure, this determines the level of

eligible expenditure to which the RSG percentage is applied.

8. The Cabinet has to balance these three. Ifitis agreed that the

| ——
distribution formula cannot easily be varied, then it is a trade-off between the

other two, and Annex D shows the range of choice, with a broad indication of
—e —_—

the likely effect on rate increases next year. (Itis important to emphasise

aZa
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the broadness of this indication: there will always be some maverick

authorities who fall well above or below the figures shown). Broadly speaking,

if the decisions lie in fhe top left-hand corner of the table: and to be fairly

relaxed about decisions in the bottom right-hand corner. The main arguments

are:=

(a) The RSG Percentage. On the one hand the need to contain Central

Government expenditure; and the wish to reduce Central Government

financing, at the margin, of any increase in local authority expenditure.

(The Chief Secretary may ask why rate increases should be limited to

15 per cent when the general inflation in local authority costs is over
-

20 PEI‘ cent?.) And, on the other hand, the need to maintain the

credibility of the cash limit system and avoid it falling apart in the

Government's hands; and the need (stressed particularly by

Mr., Younger) to be reasonably consistent in our approach to the local

authorities, and not to impose yet another volume cut on them by the

back-door, after the successful negotiations of the summer cuts. It

is also necessary to watch the consequences on the Shire counties.

The Distribution Formula. As noted above, there is not much chance

of varying this in a way which would help the Shire counties.

Inflation Assumption. The argument here concerns the realism of

the Chancellor's figure of 14, 6 per cent, which I understand he

discussed with you at the weekend, Itis, as you know, only one of a
series of forecasts produced by the model. It is probably the most
favourable to the Chancellor's present case. Colleagues know, if

B i

only from recent Press speculation, that there are other possible

outcomes. It is an amalgam of pay and of price movements next

year, It was argued in MISC 21 that the more significant figure

might be the current rate of price inflation, because it is this which
influences union pay demands over the next few months (particularly
for the manuals and the teachers). Moreover, the figure has to be

reasonably consistent with that used for the nationalised industries
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cash limits (which seems to be settling down at about 15 per cent:

see the other paper on the Agenda) and with whatever the Government
publishes by way of an "Industry Act" forecast later in the autumn,
Ministers will also want to watch the implications for the NHS
settlement, because while local authorities can, in the last resort,
meet an 'excessive' settlement for their manuals by further increases

in rates, there is no such safety valve for the NHS. No cash limit

for the NHS will have been set at the time the local authority manual
negotiaﬁ-::':; begin. (It may be necessary to set one in December/
January, ahead of the rest of Central Government cash limits.) But
the cash limits for both local authorities and the NHS will have to be
reasonably consistent with one another and the unions will play both
sets of negotiations together.

9. In the end, there will have to be a political judgment about the trade=-off

between the inflation assumption and the RSG percentage, leading you to identify
——
4 particular figure in the table on page 2 of Annex D. You should identify this

by reference both to the inflation assumption and to the RSG percentage; the
exact figures will have to be recalculated slightly after the meeting to take
account of some minor variables. A possible compromise, at which the
Home Secretary may hint in introducing his paper, might be to combine a
14 per cent inflation assumption with a 60, 5 per cent RSG percentage. This
has three advantages:-

(a) It stabilises the proportion of grant going to the Shires overall

(though 33 individual authorities out of 47 lose out).

(b) It meets the Chancellor's wish to get the percentage down a bit and

thus the Government's share of any marginal addition to expenditure,
(¢} It builds in an inflation axr:ﬂ:iun which is roughly consistent with
that for nationalised industries (15 per cent) while still applying a
gentle squeeze,
10.  There should be no difficulty over the remaining points listed in the

paper, all of which have been agreed in the course of discussion by MISC 21,
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CONCLUSIONS

11. You should record Cabinet approval for all the agreed recommendations
of MISC 21 (that is, those numbered (i), (ii) and (v) in paragraph 14 of the repor
and agreement on the RSG percentage and the inflation assumption which
determines the cash limit for 1980-81 (paragraphs (iii) and (iv)). You should
also record the Cabinet's agreement that the figures should be published on
16th and 20th November, and that the Secretary of State for the Environment
(and for Scotland) should agree the terms of the announcement with you and

with the Chancellor of the Exchequer before that,

£
hey

(John Hun t)

24th October 1979
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CONFIDENTIAL

PRIME MINISTER

White Paper on Public Expenditure in 1980-81
(C(79) 46 and Mr. Howell's minute of 24th October)

BACKGROUND

The Chancellor of the Exchequer sent you a draft of this White Paper

at the weekend, and you made some comments (Mr, Lankester's letter of

22nd October). The Chief Secretary also consulted you about the timing (his

private secretary's letter of 19th October, and Mr. Lankester's reply of
22nd October), The drafting changes are not incorporated in this version,
which had already gone to the printers, but will be pidked up later.

2, Although Cabinet took the main decisions on 1980-81 in the summer,
there is still some tidying-up to do. The main outstanding points are:=

(a) The Presentation of the Economic Background. This is now much

easier, with the decision to postpone publication of the forecast
until later, But the introductory paragraphs still require some care.
The changes which you have suggested should do the trick, but there
may be other nuances which other Ministers wish to add.

(b) MNationalised Industries. The present draft of the White Paper

%

assumes that gas and electricity prices will rise in April in line
L

with general inflation. E agreed that there should be a move

towards economic pricing, probably involving increases in real terms
later in the year. The timing and size were left to be settled between
the Chief Secretary and the Secretary of State for Energy. The latter
now reports (in his minute of 24th October to you, circulated to
Cabinet) that they have agreed to recommend increases of 5 per cent

for electricity and 10 per cent for gas in the autumn of 1980, on top

of the April increases. This yields about £170 million in the
financial year 1980-81., This is the central one of the three options
.

which the Chancellor proposed to you in his minute of 19th October.
You agreed then (Mr. Lankester's letter of 22nd October) that a
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decision on this issue should be taken at Cabinet this week, It isa

little hard on Ministers who did not hear the E discussion, But you

should have no difficulty in convincing them that there is a good

economic case for putting up gas and electricity prices in this way.

The help it gives in the public expenditure context is clear. If the
Cabinet agrees, the revised figure can be incorporated in the White
Paper (net of any other changes which may be agreed on other
nationalised industries cash limits). The consequences, for the
1980-81 cash limit, and for the profile of price increases in later
years, can then be sorted out either bilaterally or at E, probably on
30th October (before the final Cabinet discussion on public expenditure
on lst November),

(c) Stationery Office. There should be no problem over the minor

increase in this provision. From next year, HMSO will be on a full
repayment basis, and Departments will have to justify their own

demands upon it.

(d) Housing and Construction. At the very last minute, the Secretary of

State for theEnvironment demanded some changes to the text (his
private secretary's letter of 19th October) which are still the subject
of dispute. The main difficulty arises on the reference to Council
House rents (paragraph 28). Cabinet decided in July

(CC(79) 10th and 11th Conclusions, followi ng recommendations from

MISC 11) that Council House rents should go up next year, There is

no argument about the decision. But the Secretary of State wants to

announce it in his own way, at a time of his own choosing (probably

20th November when he presents the RSG decisions). Every Minister
—

could deploy arguments like that, and the re:l.'zlt would be no White

Paper at all. You might like, therefore, to support the Chief
—

Secretary. Mr. Heseltine is also pressing for a special reference to

the construction industry (which seems harmless) and to the 3 per cent

target reduction for the current year (which Treasury officials
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recommend accepting). His amendment (iv) (to paragraph 12 of the

present text), however, goes to the heart of the earlier argument

about 'globalisation', which he lost in Cabinet. He wants to say that

the figures are 'only illustrative' not 'necessarily tentative'. That

could be read to mean that the Government is giving local authorities
no real indication of priorities between programmes - and thus failing
to protect education etc. Before accepting this amendment you
should see whether the Education and Social Service Secretaries are
content.

(e) Timing of Publication. The Chief Secretary's covering note accurately

reflects your own worries about timing. I understand from the
Treasury that, if publication is delayed from 31lst October,
lst November will not be very satisfactory (as itis never easy to get
good press coverage for a major economic statement on a Thursday)
and that some date the following week would be better. But you will
want to know what the Leader of the House thinks about this.

HANDLING

3. You might invite the Chief Secretary to introduce his draft briefly;

and then to take each of the points listed above in turn. (I doubt if the
Stationery Office point needs comment).
CONCLUSIONS

4. You should be able to record approval for the text of the White Paper,
subject to any drafting changes needed to reflect the decisions on gas and

electricity, and on housing. You need also to record a decision on the timing

o

(John Hunt)

on publication,

Z24th October 1979
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Notice of Motion: . James Callaghan
Foot
Hattersley
Orme
Booth
Kinnock

The Government's Damaging Expenditure Cuts

"That this House condemns Her Majesty s Government for its
savage cuts in funds for the sick, the aged, the disabled,

the young, the homeless, the badly housed and other dependents
upon the support of the community; it further condemns the
Government's assault on the caring society which is compounded
by its failure to assist local authorities in dealing with
inflation and their obligations under pay awards, and

deplores Her Majesty's Govermment's reduction of the Rate
Support Grant which will lead to substantial rate increases
and reductions in essential services, and further calls on

Her Majesty's Govermment to restore the drastic cuts they

made in the National Health Service."
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PRIME MINISTER
PUBLIC EXPENDITURE IN 1980/81 AND GAS AND ELECTRICITY PRICES

Committee on 17 October decided that price increases next April for
electricity and domestic gas should not exceed the RPI increase over
the previous 12 months, but invited the Chief Secretary and myself to
propose alternative phasing for price increases ovenff'ta 4 year period
which would achieve a correction of under-pricing comparable
with that which I had proposed. The Chancellor minuted you on 19 October
drawing attention to the public expenditure consequences of this decision
and suggested that these could be considerably eased if a start was made
on the correction of under-pricing before the end of 1980/81 but after
the RPI rise should have passed its peak. A decision on this is needed
before the public expenditure figures in the White Paper can be settled.

As E Committee asked, the Chief Secretary and I will be bringing forward
to the Committee as soon as possible proposals for a rephasing of price
increases over the whole 3 to 4 year period projected for financial
targets. In view of Thursday's Cabinet discussion of the Public
Expenditure White Paper and of cash limits, however, he and I have now
agreed on our recommendations for 1980/81.

We propose a 3 or 4 year programme designed to remove under-pricing. For
domestic gas prices, we propose an autumn 1980 increase of 10% to

follow on the April increase - a deferment of the 10% real increase I
originally recommended should be introduced in April. We assume this
would be in October (though we cannot dictate this to the industries).
Thereafter, we propose annual real price increases, in April, of 10%,
which in money terms would be additional to whatever price increase was
necessary to keep pace with the RPI, for the next 2 years. A weaker
alternative would be to spread the correction of under-pricing over

4 years rather than 3, with a 74% increase in autumn 1980, and real
increases of the same amount each April in the 3 succeeding years. This
would however leave us with a larger public expenditure gap than the
first option. Any lower level of real increase would further exacerbate
our public expenditure problems as well as prolonging the present serious
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imbalance between industrial and domestic gas prices.

For electricity, we propose a further increase of about 5% in the autumn
of 1980 to follow the April RPI increase. This would have the effect

of correcting underpricing by broadly the same amount whiech I originally
proposed, ie 23% in 1980/81, though in public expenditure terms it would
leave a larger shortfall. A second price increase of much less than

5% would do little to correct underpricing and would probably not be
regarded as worthwhile by the industry. Thereafter, a similar rate

of progress towards full economic pricing could be achieved as under

my original proposals — approximately 1% pa correction of under-pricing
from 1981/82 onwards. As an alternative, we are also examining a faster
rate of progress, involving a 2% correction of under-pricing in 1981/82.
These real price increases would be additional to whatever increase was
necessary to keep up with the electricity industry's costs, which mainly
because of likely coal and oil prices, will probably rise somewhat

faster than the rate of general inflation.

In our report back to E Committee, we will deal with the impact of these
proposals on public expenditure subsequent to 1980/81. The table below
shows the public expenditure impact of our proposals in 1980/81. The
first column shows that there will still be a marked shortfall as compared

with what we had planned to achieve in July; the second column shows the
extent to which that shortfall would be increased if we do not adopt the
pricing proposals recommended.

.— — —

Shortfall Savings

against public compared with
expenditure latest Draft
figures for White Paper
gas and figures (no
electricity real price
(excl Scotland) increases in
agreed by 1980)
Ministers in
July

Gas: Preferred
option (10% | 230
autumn 1980)

Electricity: (5%
autumn 1980)
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I understand that Scottish O0ffice officials have advised that if, as
might well be the case, the Scottish Electricity Boards follow the

same pricing path in 1980 as the industry in England and Wales, the
comparable figures for shortfall and savings would be E20M and roughly
£10M. On that assumption, adoption of the preferred option for gas and
electricity would produce combined savings of E£170M, with a direct RPI
impact of .3%. If you agree with these pricing proposals, we recommend
that they be reflected in the 1980/81 Public Expenditure White Paper,
and also in the cash limits for the industries.

I am copying this minute to other members of the Cabinet and Sir John

Hunt.

_/’jf,xf-

-

Secretary of State for Energy
Qu October 1979
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CONEFDLEINTIA
DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SWIP 3EB

The Rt Hon Sir Geoffrey Howe QC MP
Chancellor of the Exchequer
Treasury

Parliament Street

LONDON

SW1 14 " October 1979

I

I have just seen your memorandum on Nationalised
Industry Cash Limits C(79)48. We are to be asked, I understand,
to reach decisions on the figures tomorrow. As the Agenda
will be a full one it may be useful for me to record my views
in advance.

I earlier accepted as you will know a cut of
£24 million in the PES provisions for financing British
Railways in 1980-81. This was on the basis that the reduced
provisions would be trenslated to outturn prices in a
realistic way. I am bound to say that the figures in the
memoramdum fall very far short of this.

On the key assumption about pay, the proposed
figure would only allow a settlement next April of about 12%
(a 2% commitment will run through from this year's settlement).
Moreover, as your own paper brings out, the Board's assumptions
about performance of the economy next year are markedly more
optimistic than the Treasury's latest forecasts. This alone
could worsen their financial position by over £50 million.

C Uha-DEINTIAL
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No private sector business would plan its
finances on such a basis. In my Jjudgement, the lowest
realistic limit we could contemplate would be E£750 million,
and even that would be running matters very fine if the
latest economic forecasts prove correct. If we hold them
to the figure you are proposing they would, I believe, have
no option but to raise fares again in mid-year, by a similar
amount to the increases of almost 20% which they are making
in January. And even then there would be a serious risk of
the limit being breached. To force up fares by up to 40%
while holding gas and electricity prices to the RPI would
be paradoxical.

Although the figures are smaller, your proposal
for the National Bus Company raises the same problems. Their
finances are already subject to a tight squeeze from likely
reductions in local authority revenue support (following our
own squeeze on local authority expenditure), the faster
phasing out of new bus grant, and the further E2 million
reduction we agreed in July. Their pay settlement will have
to reflect the general level of settlements in the industry.
Their only hope would be to raise fares twice in the year,
in each case by about 15%. At that level the traffic loss
would be likely to be so severe that extensive withdrawals
of services would be forced, and the effect would be most
marked in the rural areas. I consider £85 million would be
the lowest realistic limit compared with your proposal of
£77 million.
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Copies of this letter go to the Prime Minister,
other members of the Cabinet and Sir John Hunt.
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NORMAN FOWLER
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