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

I. Cmnd. 7524: Supply Estimates 1979-80: Memorandum by
Chief Secretary to the Treasury
Published by HMSO, April 1979

2. Cmnd. 7841: Government’s Expenditure Plans, 1980-81 to
1983-84
Published by HMSO, March 1980
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You wrote to me again on 16 Jupne about the scheme to construct
a headguarters building for the UK Warning and Monitoring
Organisation.

In view of the importance you place on this scheme in the
context of national security, I have agreed to start it this
year. The passage of time means it will in fact spend less in
1980/81 than the £33%1,000 you mention.

-

I have asked my officials to liaise closely with yours.

I am copying this letter to those who received yours.
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MICHAEL HESELTINE

The Rt Hon William Whitelaw CH MC MP







From: THE PRIVATE SECRETARY

Alistair Pirie Esq

PS/Chief Secretary to
the Treasury

HM Treasury

Parliament Street

London SW1

;QQW Advslar s

PUBLIC EXPENDITURE IN NORTHERN IRELAND

NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3AJ

30 June 1980

I attach a copy of a Press Statement which my Secretary of
State released earlier today. Mr Atkins will be writing
shortly to the Chief Secretary about the management of
public expenditure in Northern Ireland during the rest of

the current year.

Copies of this letter and of the statement go to Michael

Alexander at No. 10, Ian Ellison at the

Department of

Industry and Richard Prescott in the Paymaster General's

Office.
Vs -
M W HOPK INSW\M“
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Press Notice

Great George Street, London, SWIP 3AJ. Telephone Enquiries Ol -930 4300 ext. 276 or 277
Stormont (dslk Belfast, BT4 3ST. Telephone Enquiries Belfast 63011

Great George Street
LONDON SW1P 3AJ
Tel:- 01-233-4626
June 30, 1980

PURLIC EXPENDITURE IN NORTHERN IRELAND

The Secretary of State for Northern Ireland, Mr Humphrey Atkins, has asked Northern
Ireland Departments not to enter into any new commitments in respect of capital or
current expenditure for the time being. A similar message is being conveyed by

Departments to spending bodies for which they are responsible.

Mr Atkins said today that Government is monitoring the public expenditure situation
in NI to ensure that, overall, the best possible match is achieved between needs and
available resources. This was clearly necessary in view of the continuing need not
merely to restrict public expenditure to what the nation can afford, but, most
importantly, to get our priorities right. Given the current situation in manufac-
turing industry it seems appropriate to put more emphasis on support for investment

and hence to maintain the flow of new jobs into the economy.

The Secretary of State continued:-

"I have taken this action not because the total level of NI public expenditure as
get out in Cmnd 7841 is to be reduced, but because a number of substantial new
demands have been identified within the system, some of vhich - particularly in the

economic sphere - may have to be given a priority higher than some other items of

expenditure previously planned for 1981.

"We have undoubtedly entered a period when the resources to do all that the various
services might wish to do will simply not be ayailable. As new demands arise, we
shall have to take stock and, if necessary, make some redistribution of resources
in line with the best possible assessment of priorities. It cannot be a pleasant
prospect for the services affected but we have to make the best use of the funds

that are available to us at any particular time.




"The object of the temporary standstill which I have introduced isAto preserve the
maximum room for manceuvre until I am in a position to inform spending bodies of

revised allocations for the rest of the financial year. Meanwhile, they are asked
not to enter into any new commitments in respect of capital or current expenditure

vhich would restrict their ability to adjust their budgets if this should prove

necessary."




Cabinet / Cabinet Committee Document

The following document, which was enclosed on this file, has 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.

Reference: E (80) 22" Meeting, Minute 1
Date: 26 June 1980

Signed CD%OQRA//)W Date L Mark L 0(O
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From the Private Secretary 20 June 1980

Additionality and the Use of Community Funds

The Prime Minister has seen the Chancellor of the Exchequer's
minute to her of 17 June on this subject. She has commented that
the Government must stick firmly to the principle that the
increased receipts resulting from the Article 235 arrangements
agreed in Brussels on 30 May must go to substitute expenditure
which would otherwise have been nationally financed. The receipts
must not go to fund "additional' spending.

I am sending copies of this letter v the Private Secretaries
to the other members of Cabinet, to Tony Mayer (Department of
Transport) and David Wright (Cabinet Office).

A.J. Wiggins, Esq.,
HM Treasury.
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PRIME MINISTER l// A
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ADDITIONALITY AND THE USE OF COMMUNITY FUNDS ‘ o
.//)//ﬂ‘ anr CS7a
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We need to settle how we are going to handle, in relation
to our public expenditure programmes, proposals for
CYanOIbUI‘ financed hy thc European Community under the
Arbiclv 255 111‘wameL ﬁhidh.are part of the Budgetary

agreement reached in Brussels on 3%0th May.

2 As you said in the House, it i1s vital that the
increased receipts should go to redgping expenditure

the P°LR and interest rates. We had"ulroady said in the
public oypond11ur;'WhJLc Paper that the savings in public
expenditure there announced will be increased by the
TOdqulOF in the EU contribution. We must be sure that
1h1° is indeed the result. (This was discussed in my
letter of 8th February to OD(E) and my letter of 16th April

about briefing MEPs.)

% Accordingly, Departments should wherever possible
TQWTOW the existing practice for the Regional Fund, under
th °h grants passed on to spending authorities for
lnfllﬁt”uﬁtUPC projects are used in substitution for the
bOTPO”JH& or other finance which would otherwise have been
necessary.

b, If however, exceptionally, a Department wishes to
propose additional expenditure associated with additicnal
EC receipts, I suggest that the Minister responsible
should put forward a bid for the expenditure to be

financed from the contingency reserve. Treasury Minist

/or

CONFIDENTIAL
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or in cases of disagreement the Cabinet, can then consider
whether to accept the claim, given the other prospective
calls on the reserve. Such bids must be kept to the

absolute minimum.

Big Expenditure within the UK on agricultural price

support under the CAP is a separate matter. Any prospective
increase will continue to be considered in conjunction with
the associated effects on our Budgetary contribution as

well as the receipts.

6. The 1980-81 expenditure programmes and contingency
reserve are firm, and so my proposal would apply immediately.
It is likely however that additional expenditure will be
very small in the current year, and should be capable of

being absorbed in Departments' existing programmes.
p

e For the later years we shall be able, in the 1980
public expenditure survey, to take account of any proposals
to increase particular programmes. But when we have taken
our decisions in the survey, my proposal would apply to

any further bids for additional expenditure.

e I shall assume agreement unless any of my colleagues
wish us to discuss the matter, in which case I should

be grateful to hear within a couple of weeks.

59 I am sending copies of this minute to members of the

Cabinet, Norman Fowler and Sir Robert Armstrong.

AV“

(G.H.)
|3 June, 1980

CONFIDENTIAL
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THE CENTRAL PROBLEM OF PUBLIC EXPENDITURE (f:::j//
—————

A speech to be delivered at Manchester Business School on 19th June 1980,

by Professor Douglas C. Hague, Deputy Director, Manchester Business School

;'and adviser to the Prime Minister's Policy Unit at 10 Downing Street.4‘{i;

A basic characteristic of the public sector appears to be that productivity
rises more slowly than in the private. It is not easy to measure, or to
increase, the "output'" of a civil servant, a teacher or a nurse. In parts
of the public sector productivity does increase, but there are many where
it does not. There statements are tentative because it is so difficult

to measure public sector productivity. Official statistics show that the
price of a given volume of public sector current output - which comprises
central and local administration and services, education, health, defence,
etc - rises more quickly than the price of output in general. This is

what economists call the relative price effect. The implication is that

private sector productivity rises faster than public. These government
figures are, however, based on the assumption that there is no increase

in public sector productivity, which seems too pessimistic.

Another characteristic of the public sector is that there is a limit beyond
which taxation cannot be increased. If it is, some people evade it;

others restrict the work they do. And electorates look for lower, not
higher, taxes. It is economically undesirable and politically impossible

to raise tax rates in the UK above present levels,

I here develop a method to indicate what would happen if public

sector productivity rose 2% per annum faster than in the private sector,
in which T include the nationalised industries. Since we do not know
how realistic this assumption is, I then consider what has happened in

the UK since 1957, to see whether my conclusions seem plausible.

I assume that, initially, national output is 100. Out of this, 25 is

from the public sector and 75 from the private., There is full '"comparability"
in public sector pay. Everyone is paid the full rate made possible hy
private sector productivity, but I assume no rise at all in productivity

in the public sector.

2K




There are at all times just 100 units of labour. Output per unit of
labour is therefore initially one unit per annum, with 25% of the

labour force in the public sector and 75% in the private. The only tax

is a flat-rate one on all output (expenditure). The rate is initially 25%,
that required to pay the 25% of the working population who are in the

public sector.

Results

After 20 years, national output has risen from 100 to 136 units per annum.
If there has been no movement of labour to or from the public sector, its
output will still be 25, Private sector output will have risen by 2%

per annum, from 75 to 111. Since everyone gets the full pay increase made

possible by the rise in private sector productivity, unit pay rises from
1.00 to 1,48, Total pay is 148, of which the public sector takes 37
(25 x 1.48). The tax rate remains 25%. That rate on the pay of 148 yields

the necessary 37 units.

There is, however, an important change. Instead of representing 25% of
output as they did 20 years earlier, the 25 units of public sector activity
now account for only 18%. This is what keeps the tax rate at 25%, even
though the relative price effect has raised public sector costs per unit

of "output" to 1,48 times private sector costs.

The electorate may accept this situation, but it may not. Now that the
rest of the economy has become more prosperous, people may argue that the
public services must match this improvement. It is, I suspect, precisely
this kind of feeling which lies behind Galbraith's famous crack about
private affluence and public squalor. And discussion in terms of the
national income accounts tends to dodge the issue altogether by assuming
that the output of a public sector employee is worth exactly what he is

paid - a conveniently circular argument,

What happens if the public does not accept the situation? Suppose the
electorate insists that the output of the public sector must rise in line
with that in the private sector? The public sector will then always account
for 25% of national output and, on my assumptions, after 20 years, national
output will be only 132 and not 136. This is because, to produce 25% of
national output, there would be 33 units of labour in the public sector,
producing 35 units of output - 25% of 132. This leaves 67 units of labour in
the private sector. With their output of 1.48 units each, total private
sector output is 99,




3.

The reason why national output is four units less than on the earlier
assumptions is that eight units of labour have moved from the private to
the public sector. Since they there produce only one unit each as against
the 1.48 in the private sector, output falls by a net 0,48 units for each

unit of labour that moves.

This may seem bad enough, but the relative price effect also takes its
toll: output has fallen by 3%, but the tax rate has risen to 33% instead
of 25%.

After a further decade, the situation is worse still. If we assume that
after 30 years only 25 of the 100 units of labour are in the public sector,
national output will be 161, 25 from the public sector and 136 from the
private., Pay is now 1.81 and the tax rate still 25%, but the public sector

now accounts for only 15% of output.

If the Government feels obliged to maintain public sector output at 25% of
the total, national output will be reduced to 150, a fall of 7%. There
are now 38 units of labour in the public sector, producing 38 units of
output. The 62 units in the private sector have an output of 1.81 each,

giving them 112 out of the national total output of 150. The reason output

has fallen by 7% is again lower productivity in the public sector. The
tax rate is 38%.

If the process continued over a full 50 years, and if public sector

output was held at 25% of total output, 47% of the labour force would then
be in the public sector. The tax rate, at 47%, would be almost twice that
of 50 years earlier. Output would be 189, 17% lower than if public sector
output had been held at 25 units, but then it would have represented only
11% of total output. And, for the record, after 100 years, the tax rate
would be 71%. 71% of the labour force would be in the public sector.
Output would be as much as 50% less than if public sector output had been

held at 25 units. If this were a real-world economy, it would be in ruins.

Hague's Law, then, is this, If we hold the proportion of output coming
from the public sector constant, then, if private sector productivity rises
faster than public, pay comparability means that tax rates will rise
inexorably. They will ultimately become unacceptable. We have designed an

arrangement for destroying the economy.
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No one is certain whether there actually is a 2% productivity gap
between the public and private sectors. Does experience in the UK

suggest that the dangers I have highlighted are real?

Chart I considers the relationship in the UK, between 1957 and 1979,
between real GDP per head and the proportion of GDP at market prices
accounted for by central and local government current expenditure on

goods and services.

For the- period 1957-73, the relationship is shown by the trend line in
Chart I. Government spending rose fairly slowly, as GDP per head rose.

In 1957, 1962, 1967 and 1972 however, things went sufficiently wrong for
the government to act. In 1962 and 1972, pay policies were introduced.

In 1957 public spending was cut. In 1967 the pound was devalued and the
IMF insisted on public spending cuts. Significantly, there is a consistent
relationship between all these years. They are on, or just outside, the
"danger line" in Chart I, In one way or another, public spending had to

be reduced. It<may be accidental that the trend line and danger line cross
about 1973. What is certain is that after the 1972-74 pay controls were
ended, the explosion in public sector pay helped to move us into the

"disaster area'. We are still struggling to escape from it.

In 1957 to 1959, public expenditure cuts and periods of faster growth
have, at intervals, moved us back to lower levels of government spending
but, as in 1964 - 67, 1969-72 and 1973-75, government expenditure then

grew again.

Since we cannot accurately measure changes in the volume of public sector
activity, it is impossible to say exactly how much of explosion in public
spending since 1973 was due to rising volumes of activity and how much to

the relative price effect. The role played in 1957 to 1979 by the

imposition and removal of pay controls suggests that relative price changes

between the public and private sectors have been a major influence, as I

have predicted.

One can also add that, if the gap between increases in public sector and
private sector productivity growth is smaller than my assumed 2%, this means

only that the process I have outlined takes longer. It still exists,




This analysis shows how serious the problem of public expenditure really

is. Behind all the politics, there is an inexorable economic process

at work. We have to recognise it and learn how to halt it. Or it will
overwhelm us. Fifty years may seem a long time to wait for serious effects,
but the Welfare State was born around 1945, We are already into the fourth

decade of a process like that outlined here.

Qualifications

Obviously there are qualifications to such a simple analysis, but in
Britain today they may make the situation worse, not better. It is true
that the proportion of the working population in the public sector is only
around 23% but in 1964 it was only 15%. Moreover, the model ignores
transfer payments - pensions, social security benefits, etc. These are an
important element in taxation, representing about 24% of current Government

expenditure in 1978.

The analysis takes no account of three other important facts., First, as tax
rates éis;; eva;ion is likely to increase and taxes have to rise even
further. Second, the host of hodies and individuals who set pay in the
public sector may raise some pay too far, Third, partly because of the
process I have outlined, successive governments have cut public spending,

It has often been easier to cut capital rather than current spending, so
that less has been spent on railways, roads, hospitals and so on. The

result is that Britain looks increasingly down at heel.

The analysis also ignores the fact that many of the services like ﬁeglth—:‘

care and education which, with increasing affluence, people demandwon
an increasing scale, are provided largely by the public sector, A
market economy would deal with the consequences by rationing the services

through price and/or by forcing radical changes in the way they are provided.

In a market system, people would be provided with the services only if they
paid for them, The problem in Britain is that, since public sector services
are provided through the tax system, people can separate the choice

whether to use the service from choices about taxation. The problem is
simple., There is an upper limit to taxes. Yet the taxes pay increasingly
for services which are not only becoming more expensive but, with growing
affluence, are being demanded on an increasing scale., This inherent

contradiction lies at the root of our difficulties.




The discussion so far has ignored inflation, but that is an advantage.
One of the biggest obstacles to rational public debate on state spending
is that money is no longer a reliable measuring rod. Even those who try

to avoid being confused by arguments in terms of "funny money'" often fail.

Closer inspection of my results shows that the relative price effect itself

generates inflation. Initially, 100 units of output cost 100. After 20

years, on our 'worse case', 132 units cost 148. Unit cost has risen by 12%

over 20 years. The reason is that public sector pay is linked to

productivity in the private sector, and not to average productivity over

the economy, including the public sector. Moreover, this inflation
accelerates. In years 21 to 30, price increases average less than one per cent
per annum. In years 41 to 50, average inflation is 1.4% and it is rising

exponentially.

There must be a similar inflationary mechanism at work in the real world.
Indeed, it may be stronger., If price increases cause those in the private
sector to claim higher pay to offset them, a leapfrogging process may

begin. This maybe one cause of our periodic pay explosions.

It may be argued that Hague'!s Law gives too much emphasis to what happened
in the 1950s and 1960s. Slower growth of productivity in the 1970s has
held back the process I have described. Yet, even if productivity in
manufacturing does not pick up soon, we seem to be on the verge of changes
which will bring big increases in productivity in services, like banking
through mechanisation. In any case, the government can hardly base its
strategy on the assumption that its central policy - the improvement of

performance and productivity in the private sector - will fail.

Tentative conclusions about what is going on in France, West Germany,
Belgium and the Netherlands can be drawn from Chart II. There seems

to be a fairly consistent relationship in these countries between the

level of real GDP per head and the percentage of GDP spent by the
government on goods and services on current account. The higher GDP

per head, the bigger the government's share in total activity. But the
rise is a moderate one, The UK seems to be the odd man out: it is trying
to get ahead of the game. We have more government spending on goods and
services than it seems these countries would have had at our standard of
living. Quite simply, we are trying to sustain a German ratio of public to

private activity with a much smaller GDP per head.




To move fully into line with these countries would require public

expenditure cuts, at present, of at least 15%. This is not, repeat not,

a call for an immediate cufe of that size. Any transition towards

the relationship between public and private spending that has proved so
successful for these major partners and competitors would take time.
But the figure I have quoted does suggest that the changes required in

the structure of the British economy may be dramatic.,

Consequences

There are only two possible courses of action and we must pursue them
both., We must increase productivity throughout the public sector -
even in fields like education where productivity is not so much a dirty

word as an unknown one.

Because success in this is at best problematical, we must at the same

time start a public debate on the issues raised here., We must convince

all but the hard core of the Left, and even them if possible, that if

we are to have tolerable rates of tax and acceptable rates of growth, we
have to make radical changes., We shall have to abandon smafly public

sectoy activities where productivity cannot be increased; charge for

them; or turn them over to the private sector. And even where productivity
can be increased, this may not happen unless we move some of those
activities, too, into the private sector. We may also need to find ways

to alter the tax and social security systems to protect the poor and

disadvantaged. But the first priority is to set off a public discussion.

Conclusion

This model shows the remarkable power of an economic process. Hague's
Law is not a matter of politics, but of mathematics. The process in
practice is less smooth than in the model, but it is equally powerful.
As Tim Congdon recently pointed out in The Times, pay policies operate
in the UK by enabling us to "con'" the public sector. For a year or two,
we force public sector pay to fall behind what full comparability with
the private sector would give., Then, as in 1974-5 and 1979-80, the

inevitable pay explosion occurs, led by the public sector.
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The lesson is that we must take a totally new look at the problem of
public spending. De-indexing the public sector, though it might
represent a holding operation, cannot halt a relentless process like this,
The process has to be stopped in its tracks. De-indexing could give us

only time, and perhaps not much even of that.

If so, that strengthens the need to transform the public sector. We

must raise productivity where we can, and abandon entirely, or make

private, those activities where we cannot. Perhaps in education,health and
local government services the emphasis should be on raising '"productivity"
in as humane a way as possible. Since we must also make room for an
increase in the Government's capital spending, it is important to begin

to dismantle the bureaucracies of central and local government. But the big
numbers are employed in health and education, which also have their own
bureaucracies. Major changes in the way health and education are provided

will be needed as time passes.

Without radical action, coptinuing inf ion and rising
deStroy us.
Public €;

In treating the Welfard Statd in ikts present form we have, with the best of

‘“Doomsday M;%hine.

The lesson is\that/we must stop regarding cuts in the level of

Government activity as isolated events. Where private sector productivity
rises faster than public, the volume of public activity must be cut, not
once-and-for-all, but progressively. Or tax rates will rise. We must do
all we can to increase efficiency in the public sector, but it would be
foolish to pin all our hopes on this. My belief is that public expenditure
reductions will in future represent a normal and continuing process,

This is not a matter of political ideology, but of the facts of life.

We have to work out how to live with their consequences.
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P.S.A. EXPENDITURE ON NEW WORKS IN 1980/81 V‘" 5 )/LJ é

I wrote to you on 16th May expressing concern that there was now doubt as to
whether funds were available this year for the headquarters building of the
United Kingdom Warning and Monitoring Organization (U.K.W.M.0.). You replied on
29th lay that your Depasrtment had nc money this year to embark on this new building.

I find this disturbing. My letter was written in the context of yours to
Paul Channon of 16th April, which accepted that there might be a few schemes, planned
for this year, which .the Department concerned could not itself finance but which in the
national interest could not be deferred, and that any such schemes identified would
need to be put to colleagues collectively. I argued strongly that the new U.K.W.M.O.
headquarters was such a scheme, and I referred to the operational advantages of the
new building, particularly in terms of communications, which the U.K.W.M.O. required
to enable it to operate at a high pitch of efficiency. All this was against the
background of the present Parliamentary pressure in relation to civil defence.

It may be that an outcome of the current review will be that more money will
become available for civil defence, but we have not yet reached that stage. Meanwhile
I am convinced that it is in the national interest for the building of the U.K.W.M.O.
headguarters to go ahead this year as planned. I understand that the P.S.A. estimate
is £3%%1,000 this year and £579,000 in total. If there are priorities to be determined,
I think it would be right for the issue to be put to colleagues collectively.

I am sending a copy of this letter, as before, to Cabinet colleagues and
Paul Channon, and to Sir Robert Armstrong.
A

()

A

The Rt. Hon. Michael Heseltine, M.P.
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Tim Lankester BEsq
No 10 Downing Street
London SWI1
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1979-80 CASH LIMITS: PUBLICATION OF OUTTURN

16 June 1980

You may recall that a White Paper is published each summer setting
out the provisional outturn for the previous year's cash limits.
These White Papers are factual providing the figures with a
minimum of text.

The purpose of this letter is to notify you that July 25 is the
proposed date for publication of the White Paper showing the
outturn on the 1979-80 cash limits. A draft of the White Paper
will be circulated about two weeks before that date.

I am copying this letter to John Stevens (office of the Leader of
the House), Richard Prescott (Paymaster General's office), Murdo
Maclean (Chief Whip's office) and David Wright.

L :
/ﬁmn Ilw(Q}vP

\
K, \e- Kok

R J T WATTS
Private Secretary







From the Principal Private Secretary

.SIR ROBERT ARMSTRONG

CABINET MEETING ON ECONOMIC STRATEGY

The Prime Minister discussed your minute A02289 of
9 June 1980 with the Chancellor of the Exchequer and you
immediately after the méeting of E this morning.
. 8%
It was agreed that Cabinet should have a general economic
discussion at its meeting on 3 July and that the PES papers

should be taken on 10 July. The Prime Minister was anxious

that there should be another substantive item for discussion
on Lhe agenda for the meeting on 3 July. If we proceeded in
this way, there would be no need for the special meeting of
the Cabinet on Wednesday 16 July, though nothing need be said

for the time being about cancelling this meeting.

You said that you would now discuss the preparations for

the meetings on 3 and 10 July with Sir Douglas Wass.

I am sending a copy of this minute to Mr. Wiggins (Treasury).

LV

11 June 1980
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PRIME MINISTER
PSA NEW WORKS PROGRAIMME

Since my minute to you of 24 March I have had discussions with
John Biffen and Paul Channon about PS#%*s new works programmne.

I have also consulted Departmental Ministers about their
operational requirements for 1980/81. Some Ministers have
agreed to defer their schemes for the present; others have beeng
able to trasfer funds from their own PESC for this purpose;

and PSA have been able to reprogramme some of the work.

The result is that it should be possible to make a start

this year on all schemes considered operationally essential

and that were programmed to start this year.

This one item on which agreement has not yet been reached
is the International Conference Centre, which is to bhe
considered by E Committee on Wednesday this week. As I
explain in my Jjoint paper with the Foreign Secretary on
that project, I judge that it could be accommodated within
the PSA PESC (it has been in ithe programme previously) if
the Government decides it should go ahead.

This does not mean, of course, that the funds now available
for major new works are sufficient to meet all the regurrements
to which Departmental Ministers may attach importance. Nor
can it take account of future needs not yet identified. The
programme has always been restricted and it has to be managed
flexibly in response to changing priorities. There will now
need to be consultations with Departments at official level
on the programme for subsequent years in the light of what

is known about future requirements. I will then confer again
with John Biffen and Paul Channon on the programme of starts
for 1981/82.

I am copying this minute to all Cabinet colleagues, to Norman
Fowler, to Paul Channon and to Sir Robert Armstrong and
Sir Ian Bancroft.

v

June 1980
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CONFIDENTIAL

Ref. A02289 'vane\kﬁ'*\aamf’ Econ CN: Skmko.“:Qt s

MR. WHITMORE

Cabinet Meeting on Fconomic Strategy

You asked ma to look again at the date of the meeting, at present arranged
for Wednegday, 16¢h July, to discuss the Government'es economic strategy,

2, We need to look at this in relation to the arrangements for discussing the
1980 Public Fxpenditure Survey (PES). The Cabinet will start to congider the 1980
PES in July, and will resume discuesion after the Summer Recess. The first
meeting is provisionally planned for 3rd July, and there will probably be a second
latar in the month, As at present envisaged, the meeting on 3rd July will take
papers by the Chancellor of the Fxchequer on the general economic background, his
proposale for the approach to the 1980 Survey, and the main issues. There is a
danger that, if the discussion on general economic strategy is known to be coming
on 16th July, Ministers will not wish really to begin to tackle the public expenditure
problems on 3rd July. On the other hand the Treasury do not wish to lose
momentum on the PES exercise by postponing the first discussion from 3rd July.

3, With these points in mind the main options seem to be as follows.

4. First, we could stéek to 16th July., The arguments in favour of this are that
that date has had some publicity, and any change could be misconstrued by the
Press; and that it may be difficult to find another full day convenient to all Minister

5. Secondly, the meeting could be scrapped altogether. [ think that this would
be a pity. A general review of strategy on the lines envieaged would be helpful in
preparing the way for policy dacisions later in the year.

6. Thirdly, it might be possible to combine the economic strategy discussion
with the first public expenditure discussion on 3rd July. This might be done by
spending the morning on the general discussion and then turning later in the day,
after your Question Time, to the PFS papers. Another possibility would be for the
PES discussion to be taken on another day shortly afterwards. This would relate |
the discussion of public expenditure clearly to 2 preceding discussion of general

ele
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economic strategy. It could be presented as a natural and necessary opening to
the PES discussions'rather than as a '"crisis Cabinet'. It would mean that there
was less tlime available for the general discussion than we have bsen envisaging;
and it would lead to an extremely burdensome day.

Ty Fourthly the general discussion could be brought forward to 26th June and
serve as an introduction to the PES discussion on 3rd July. The PES material
will not be available by 26th June; but perhaps this does not really matter.
Indeed it might be a good thing if public expenditure considerations were not too
rouch uppermoset in Ministers' minds when they discussed general economic
strategy.

8. Fifthly it would be possible to defer the discussion until immmediately
before the Recess - late July or early August. But this does not really seem to
make sense: the time for such a diecussion is either at the beginning of the first
reund of PES discussions in early July, or after the Recess, when the second
round is about to begin,

9. Sixthly, the general discussion could be deferred until after the Racess.
This would give Ministers a useful opportunity for a general stocktaking before
the Party Conference. It might algo be a us=ful precursor to the PES‘l
discussions which will be resumed after the Recess. B

10. The main choices are thus to go ahead with the 16th July meeting as
planned; to held it as part of the regular Cabinet meeting on 26th June; to hold
it on 3rd July or thereabouts, so to combine it closely with the opening of the PES
discuseions; or to defer it until after the Recess. A
11. Subject to your decision on the timing, the next gtep will be to prapare an
agenda for'the meeting. I suggest that it might start with a presentation by

Mr. Burns of the economic strategy. If you agree you might ask the Chancellor
to consider this and te let you have more detailed proposals. I think that Mr. Ibb

should alsé be asked to prepare a contribution.

ROBELT ARMSTRO!

ROBERT ARMSTRONG
9th June, 1980

-Z.
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6 June

PRIME MINISTER

DOUGLAS HAGUE'S PAPLR

/

I attach a copy of Douglas' paper and you are seeing him on 17 June

at Spm.

The paper is worth a read. I think Douglas has had an important
insight. At first glance it may appear *to be a rather long-term
subject, but it has important political significance in the context
of our drive to reduce public spending. It shows that this drive is

imperative not as a matter of political belief alone, but as a matter

of economic logic.

As you know, we have bwmn.lookjng at the problem of '"economic
stabilisation'" since the election and have heen increasingly concerned
with 'the importance of de-indexing. I mentioned the relative price

in my summary of the Long Campaign paper which we discussed
January. Ii?;bpears that it is an even more powerful destabiliser

(A

than we had realised.

I remain persoually convinced that both Budgets have been much too
1ittle and much too late and that we shall eveantually have to consider

a "shock package', as I was urging in Jenuvary.

Since writing the paper, Douglas has done a computer regression
analysis on historical figures for several nationa economies and

the results bear out his thesis.
He would like to publish the paper as au article in the Times, once

he has done a little more checking and has got second opitions from

one or two other people. Tthink we should encourage that.

JOIN HOSKYNS




I herce develop a simple model to indicate the likely consequences of

THE CENTRAL PROBLEM OF PUBLIC EXPENDITURE

A basic characteristic of public expenditure is that productivity ris
more slowly in the public than in the private sector. The "output" of
a civil servant, or of a teacher with a given size of class, increasec
little, if at all, over time. There are obviously parts of the public
sector where productivity does increase, but there are many where it
d@ges noc. fynne Godley and Christopher Taylor estimate that, over the
period 1955-71, the price of public sector current output rose about
2% faster than prices in genernl.(l) This is what economists call

the relative price effect. The implication is that public sector

productivity rose by some 2% per annum less than in the private sector.

~
a relative price effect of this size. The conclusion'is that unless
public attitudes to Government spending can be radically altered, the
present problems over public expenditure will merely be the forerunne:

of a growing crisis.

Assumptions

I assume that ecach year productivity in the private sector rises

more quickly than output in the public sector, in which I include the
nalionalised industries. This is reasonable in the light of the
and Ta&lor findings. Since they conclude that we have been experiencing

this differential productivity performance for at least 25 years,

y
consider the effects of a relative productivity difference of this

cver periods of 20, 30 and 50 years.

I assume that, initially, national output is*100. Out of this, 25
from the public sector and 75 from the private. There 'is full
"comparability'" in public sector pay. Everyone is paid the full rate
made possible by private sector productivity, but I assume no rise at

all in productivity in the public sector.

There are at all times Jjust 100 units of labour. Output per unit of
labour is therefore initially one unit per annum, with 25% of the

1 - CY

labour force in the public sector and 75% in the private.

vt
rpenditure

1997 p. 126"




tax is a flat-rate one on all output (ezpendi ture). The rate is
.u:i.'tj:a,‘lgl,},' 25%, that required to pay the 25% of the working population

are in the public sector.

Results

¥ith this model, after 20 years, national output rises from 100 to 136

units per annum. If there has been no movement of labour to or from
the public sector, dits output will sLilj'be 25. Private sector output
will have risen by 2% per annum from 75 to 111. Since everyone gets
the full pay increase made possible by the rise in private sector
productivity, unit pay rises from 1.00 'to 1.48. Total pay is 148, of
which the public sector takes 37 (25 x 1.48). The tax rate remains

925%. That rate on the pay of 148 yields the necessary ST unitts .

There is, however, an important change. Instead of representing 25%
of output as they did 20 years earlier, the 25 units of public sector
activity now account for only 18%. This is what keeps the tax rate at
25%, even though the relative price effect has raised public sector

costs per unit of "output'" to 1.48 times private sector costs.

The electorate may accept this situation, but it may not. Now that t
rest of the economy has become more prosperous, people may argue that
the public services must match this improvement It s, I suspect,
precisely this kind of feeling which lies behind Galbraith's famous
»rack about private affluence and public squalor. And discussion in teir
ofi the national income accounts tends to dodge the issue altogether

by assuming that the output of a public sector employee is worth exactly

what he is paid - a conveniently circular zvgument.

What happens if the public does not accept the situation? Suppose the
electorate insists that the output of the public sector must rise in
line with that in the private sector? The public sector will then
always account for 25% of national output and in the model, after 20
years, national output will be only 132 and not 136. This is because,
to produce 25% of national output, there would be 33 units of labour in
thepublic sector, producing 33 units of output - 255 0fT L82m Thils N leaw
67 units of labour in the private sector. With their output of 1.48
units each, total private sector output is DGR

The reason why national output is four units less than on the earlier

assumptions is that eight units of labour have moved from the priwv:




to the public sector. Since they there produce only one unit each as

vinst the 1.48 in the private sector, output falls by a net 0.48 unit

w 4

for each unit of labour that moves.

This may seem bad encugh, but the relative price effect alsc takes its
toll: output has fallen bv 3%, but the tax rate has risen to 33% instc

of 25%.

After a further decade, the situation is worse still. If we assume that
after 30 years only 25 of the 100 units of labour are in the public
sector, national output will be 161, 25 from the public sector and 136

from the private. Pay is now 1.81 and the tax rate still 25%, but the

public sector now accounts for only 15% of output.

If the Government feels obliged to maintain public sector output

25% of the total, national output will be reduced to 150, a fall

There are now 38 units of labour in the public sector, producing

units of output. The 62 units in the private sector have an output of
1.81 each, giving them 112 out of the national total output of 150.
The reason output has fallen by 7% is again lower productivity in the

of
/0«
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public sector. The tax rate is 38
If the process continued over a full 50 years, and if public sector
output was held at 25% of total output, 47% of the labour force would
then be in the public sector. The tax rate, at 47%, would be almost
twice that of 50 years earlier. Output would be 189, 17% lower than
if public sector output had been held at 25 units, when it would have
represented only 11% of total output. And, for the record, after 100
years, the tax rate would be 70%. As much as 70% of the labour force
would be in the public sector and, if this were a real-world economy,

it would be in ruins.

This model shows just how serious the problem of public expenditure
really is. Behind all the politics, there is an inexorable economic
process at work. fe have to recognise it and learn how to halt it. Or
it will overwhelm us. Fifty years may seem a long time to wait for
such a process to have serious effects, but the Welfare State was born

around 1945. (¢ are already into the fourth decade of process 1i

that outlined in the model.




Qualifications

4

tput

Law, then, is this. Iven if we hold the proportion of ou

coming from the public sector constant, if private sector productivity
rises faster than public, then pay '"comparability' means that tax rates
will rise exponentially. They will ultimately become unacceptable.

have designed an arrangement for destroying the economy.

Obviously there are qualifications to such a simple model, but in Brita:
today they may actually make the situation worse, not better. It ds
true that the proportion of the working population in the public sector
is only a little below 25%, but in 1964 it was only 15%. Morepycr{ the
ﬁodel ignores transfer payments. These are an important element in
taxation, since they represented about 24% of current Government
expenditure in 1978. The model takes no account of the fact that, as

tax rates rise, evasion increases and taxes have to rise even further.

The model also ignores the fact that miny of the services like health
care and education that, with increasing affluence, people demand on

an increasing scale, are provided largely by the public sector. A
market economy would deal with the consequences by rationing the
services through price and/or by forcing radical changes in the way they
are provided. Since we provide these services '"frce'", we have turned

the problem into a fiscal one, and so a national one.

This discussion has also ignored inflation, but that is an advantage.
One of the biggest obstaclés to rational public debate on public
spending is that money 1s no longer a reliable measuring rod. Iven
those who try to avoid being confused by arguments in terms of "funny
money'" usually fail.

Closer inspection of the model does, however, show that, on our
assumptions, the relative price effect itself generates inflation.
Initially, 100 units of output cost 100. After 20 years on our 'worse
case', 132 units cost 148. Unit cost has risen by 12% over 20 years.
The reason is that public sector pay is linked to productivity in the
private sector, and not to average productivity over the economy, '
including the public sector. There is, I suspect, a similar inflationar;

mechanism at work in the real world. In the model, the important

20

is that this inflationary element accelerates. In years 1 to 20,




inflation averages only 0.6% p,a. In years 91 to 100, it averages

and is rising.

It may be argued that this model is based on what happened in the 19%5¢
and 1960s. Slower growth of productivity in the 1970s has held back the
process I have deseribed. This may be true. Yet, even if productivit
in manufacturing does not pick up:soon, we seem to be on the verge of
changes which will bring big increases .in productivity in services, 1i!
banking, through mechanisation. In any case, we cannot base our

policies on the assumption that our central policy - the improvement

of performance and productivity in the private sector - will fail.

Conseguences

There are only two possible courses of action and we must pursue them
both. We must increase public sector productivity-even in fields
like administration and education where productivity is not so much &

dirty word as an unknown one.

Because success in this is at best problematical, we must at the same
time start a public debate on the issues raised here. We must convinc
all but the hard core of the Left, and even them if possible, that if
we are to have tolerable rates of tax and acceptable rates of growth,
have to make radical changes. We shall have to abandon many public
scc:of activities where productivity cannot be increased; charge for
them; or turn them over to- the private sector. And even where produc-
tivity can be increased, this may not happen unless we move those
activities, too, into the private sector. We may also need to find

to alter the tax and social security systeas to protect thée poor and

disadvantaged. But the first priority is to set off a public discussic:

Conclusion

This model shows the remarkable power of a basic economic process. This
is not a matter of politics, but of the mathematics of compound growth.
The process in practice is less smooth than in the model, but it is
equally powerful. As Tim Congdon recently pointed out in The Times,

pay pelicies operate in the UK by enabling us to '"con'" the public sector
For a year or two, we force public sector pay to fall behind what
comparability with the private sector would give. Then, as in 1974-8
and 1979-80, the inevitable pay explosion OCCUfé, led by the public

sector.




S

The lesson is that we must take a totally ncw look at the problem
public spending. De-indexing the publiieNsec o though a useful
holding operation, - halt an inexorable process like this.
process has to be stopped in its tracks. De-indexing can give us

time, and perhaps not much even of that.

We must, quite simply, begin to dismantle the public seetor as we

it. . We must raise productivity where we can, and abandon activities
entirely where we cannot. Otherwise, continuing inflation and rising
taxation will destroy us. The White Paper on Government Expenditure
is absolutely right: public expenditure lies at the very heart of our

present economic difficulties.

iIncreasing the Welfare State in its present, bureaucratic, form, we
have, with the best of intentions, but appalling Lz ekio N toresight,

built the ultimate Doomsday Machine.
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DEPARTMENT OF THE
Télephone ENVIRONMENT
01-212 8001 2 MARSHAM STREET
SWIP 3EB

With the Compliments of the

Private Secretary to the Secretary of

State for the Environment
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CONFIDENTIAL

QUEEN ANNE'S GATE LONDON SWIH 9AT

/é: May 1980

Moy

=

Dear koo M

P.S.A. EXPENDITURE ON NEW HORKS IN 1980/81

| am responding to your copy letter of [6-%pril to Paul
Channon. | would have done so sooner but my officials have
only very recently heard from yours in the Property Services
Agency that there is now doubt as to whether funds can be made
available for the construction of a headquarters building for
the United Kingdom Yarning and Honitoring Organisation (UKI0),
the latest estimated cost of which is £579,000 (including
£331,000 due to fall in 1980/81 and £30,000 spent onpreliminaries
in 1979/80). The contract was due to be let last March.

This is disturbing, and puts this project on a par with
those which were the subject of your letter of 16 April. | do
not see how this expenditure can be accommodated within Home
Office PESC allocations - | am already trying to live within the
White Paper figures - but | feel bound to urge that, in the
national interest, the project should not be deferred.

The UKWIO is a vital part of home defence arrangements. |t
is the one part of the civil defence programme which was exempted
from the cuts of 1968, because of its key importance in giving
warning of impending attack. |t works through a network of posts
and controls throughout the country, and provides the framework
for the wartime function of the Royal Observer Corps (ROC). It
has a small headgquarters with about 40 people who provide the
training and technical backup for the field staff - mainly ROC
volunteers.  This headquarters is at present in rented accommodation
in Banbury (the lease of which expires next year), and in 1972 it

The Rt. Hon. Michael Heseltine, M.P.[ colripenmia [conta.
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was agreed that they should be housed in a new building at
Cowley Barracks, Oxford. The site is adjacent to a war-
time operational unit (HQ No. 3 Group, ROC), with access to
the UKWMO communications network and improved facilities for
operational research, for the preparation of national and
NATO exercises, and for training.

With the increasing Parliamentary pressure on civil
defence, and in the light of the discussion in OD on 15 May
at vhich you were present, it would make no sense to defer
the building of UKWMO headquarters and to put their staff into
makeshift accommodation. But even stronger than the political
case for not deferring this project is the case on grounds of
national security: the building is needed to enable the UKiO
to operate at a high pitch of efficiency.

| am sending a copy of this letter to the Prime Minister,
other members of the Cabinet and Paul Channon, and to Sir
Robert Armstrong.

A
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CUTS

ondence which you have been having
¥ 3 about the further cuts in ]"(3/‘ 's resources, and
rovide for the new starts which were previously in the progm

sapues to consider wi viere any schemes which were

1e
national interest and which could not be deferred, or whether
1

s

schemes which they ;]u.t,gr;:u to be so important that they could find the

funds for a start from within their own resources.

Since our estimating has been done on the basis that PSA would m-mridw our

accommodation services under the normal. 'ru,l_c::i I am not able to predic i

that any resources would be available to be diverted to finance the major

Fowever I am seriously concerned that once again we are unable to maintain
in our programme of Jmﬂ office improvement. Conditions in ma:

ce buildings are really deplorable and lead to inef:
¢ peints on which Eir Dereck I ey has alrezdy commented.
OOA“)L. in my mind that the .’Jtulf Side 'm'_ll react very unfaveourably to a
deferment of the programme and for this reason I am cons sidering whether

be able to find a small sum (certainly no more than £IM) this year uh\c’h M.

enable me to do ::(\;*w‘thin" to secure some progress at for example Berwi

311 Hill AO and Holyhead ITO. If I find that this is possible we would of (‘m"v 5
be needing moneys for an. completion of those programmes which extend into 1981 /82,

But this means that the programmes for the local office computerisation of benefits
((/«am(;]o;)., the much overdue upgrading of Alexander Fleming House, and an urgent
provision for accommodation in Newcastle to provide for the scheme for
automatic credit transfer (ACT) of pensions and other benefits through the banking
system (a Rayner scrutiny propos sal) would fall. jost immediately I am concerned
to sce progress in the provision of the accommodalion for ACT at Newcastle so that
we can introduce, in June 1982, a scheme on which I, and our colleagues, set greadl

-




¢ further efficiency and economy in the

L—;i, as a major move towards promoting
costly area of Covernment activity for which my Department is responsible and
which should realise actual cash savings of some £7M. I hope therefore that

you will be able to consider the provision of what PSA estimate to be come
€/i00,000 in 1980/81 (with a balance in 1981/82) to enable this mew but important
project to move forward.

T hope that our officials might find some solution to the problems of
Aexander Fleming House, which if solved should enable me to give up some 50,0008q
of office space.

But I have a major concern for the implications for 1981/82. Not only would I
hope that some provision might be made to enable me to alleviate the atrocious
conditions in many of our offices but I would like to be certain that resources
will be available for the critical Camelot project (which occupies a key role in
my overall social security strategy and even after the introduction of ESSP offers
rings of over 000 staff), for the new computer building at North Fylde Central
fice which has been the subject of joint planning for some years and must be
for a similar building at ILivingston where the effective
ife of our computers is also coming to an end.

could I mention the OPCS project at Titchfield. PSA are discussing an
rnative and more ecomomical approach to this, but OPCS require a small sum,
this year for preliminary work on the scheme, without which the success
“ensus processing cannot be assured.
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You asked in your letter of 16 April for savings to be identified
which could be used for new wofks in 1980/1 since PSA was not able
to meet more than a small part of the items listcd in the table
attached to your minute to the Prime Minister of 24 Mdrch. John
Biffen has suggested in his letter of 30 Ayfil thut’coilcagucs aim
to let you have comments by 2 May. Vv

PSA BXPENDITURE ON NEW WORKS IN 1980/81

In your list of new work I am most concerned about that which is
necessary at Unemployment Benefit Offices to make possible the taxing
of short~term benefits in 1982. That item was shown as £2.3m in the
list but we have since heard from the PSA that a later estimate

is £3.7m.

Discussions are taking place between my officials and yours about

this programme of new worke. I have been able to identify savings of
£350,000 which could be made available. John Biffen suggests stopping
two schemes which are underway. Since that would ease the position
somewhat in 1980/1 I support his proposal.

I am sending copies of this letter to the recipients of yours.
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MINISTRY OF DEFENCE WHITEHALL LONDON SW1AZHBE

TELEPHONE O1-218 9000
/
DIRECT DIALLING O1-218 2111/ 3

MO 8/14 6th May 1980

'\/” /ém’cl&@//

PSA EXPENDITURE ON NEW WORKS
IN THE CIVIL ESTATE

You sent me a copy of your letter of 16-April to
Paul Channon about the public expenditure provision
for the PSA for new works in the civil estate, and I
have also seen a copy of John Biffen's letter to you
of 30th April.

There are two Defence projects which are shown in
Part D of the table attached to your minute to the
Prime Minister of 24th March. Both are associated
with new computer schemes which are urgently required:
the schemes involve the Defence Situation Centre and
the Defence Data Processing Service.

New computer equipment has already been ordered
for the Defence Situation Centre to assist with crisis
management., Delay in providing the £160,000 required
for the works services will mean that not only a much-
needed operational improvement will be delayed but also
that a system costing more than £500,000 will lie idle,
and we shall be unable to make use of the opportunity
provided by a major crisis management exercise in
early 1981 for testing and evaluating it. I hope

The Rt Hon Michael Heseltine MP
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very much therefore that funds can be found to enable
this operational Defence project to start on time.

The Defence Data Processing Service is a computer
bureau which processes a variety of Defence data,
including intelligence information. Its present
computers are becoming increasingly unreliable and
must be replaced urgently. 1 could, however, accept
a delay of not more than one year in the works
associated with the replacement scheme, provided that
we can agree to give the works a firm place in the
1981/82 programme and that PSA can find enough money
to enable the new computers to be installed on a
temporary basis in the existing accommodation (which
is inadequate and has only a temporary life). I am
afraid there is no prospect of my being able to fund
this project from the Defence Budget given the cuts
I am already having to make in the defence programme
to.meet the nmew financial targets we have agreed.

I am copying this letter to the Prime Minister,
Cabinet Colleagues, Norman Fowler, Paul Channon and
Sir Robert Armstrong.

Francis Pym

CONFIDENT IAL
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WHITEHALL, LONDON SWI1A 2AU

The Rt Hon Michael Heseltine MP KL o
Secretary of State for the Environment q/\\

2 Marsham Street

London

SW1 3EB 2 May 1980

Deow Seciehion @[\” Shle |
ACCOMMODATION FOR THE SCOTTISH OFFICE COMPUTER SERVICE (SOCS)

You sent me a copy of your letter of 16-April to Paul Channon about
the public expenditure provision for the PSA on new works.

Thé position seems to be that, having acceded to your proposals for
cuts in total PSA expenditure, the Ministers who are the PSA's clients
are now stuck with the consequences for their Departments. I must say.
this does not seem a very satisfactory way of, in effect, changing the
role of the PSA; but I can understand John Biffen's views on reopening
the public expenditure package. We will certainly have to be clearer
on the next round about the consequences of any further cuts you may
propose in this area.

As you know, my interest is in the provision of an urgently needed
replacement computer hall for our Scottish Office Computer Service

at a total cost of £/50,000. Of that PSA now agree that only some
£100,000 would be incurred in 1980-81 (not the &£550,000 listed in the
enclosure to your minute of 24 March to the Prime Minister.) You
will recall that its provision within the existing building was a
compromise solution you put to me on 27 September last, involving a
deferment of a new building which would have cost £3.3 million. You
offered your interim compromise solution because conditions in the
out-of-date computer hall are so inadeguate for the up-to-date computer
equipment it houses, which is essential to the services we provide and
our own administrative functions: the earlier correspondence contains
the details. There is no doubt that a new computer hall is urgently
required, the present one having nad a detailed adverse report in
March from the CSD's Central Couputer and Telecommunications Agency.

I am very reluctantly prepared to find from within my own PESC
allocation the £100,00C neceded in 1980-81 to start work on the new
computer hall. Conditions in the present hall make an early start
imperative. It would be very difficult for me to accept the potentisl
liability to complete the work in 1981-82. Since there seems to be




less demand on your resources in 1981-82, I would be grateful if you
could bear at least part of the 1981-82 share of the cost. I shall
do my best to find the balance.

I am sending copies of this letter to recipients of yours.

\(own n‘m(wﬁ\ .
f.\.,. Qode-

Approved by the Secretary of State
and signed in his absence
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It is hoped that Members will find the 1k,

following notes helpful in the debate
on Wednesday, 7th May 1980.
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T. EXPENDITURE PLANS

1. The Government's Strategy

Publication of the Public Expenditure White Paper on Budget
day enabled the Chancellor of the Exchequer this year for the first
time to review both together in his Budget statement. Presentation
with the Budget of the Medium Term Financial Strategy was another
new departure, setting out the central element of the Government's
economic policy around which policies for spending and taxation will
be shaped for the rest of this Parliament.

The Chancellor said:-

"At the heart of the medium term strategy is the need to
return to a sensible level of public spending and to see
taxes and Covernment borrowing reduced. The spending
plans which this Covernment inherited were too high and
were set to grow considerably faster than production,
Most aspects of public spending are worthwhile if the
nation can afford them. But, too often, we have endorsed
plans for rising expenditure that we cannot afford. 1In
the last 20 years the ratio of public expenditure to

CDP has risen by a quarter.

Tt would be all too easy for this ratio to go on rising
indefinitely, unless we addressed ourselves to fundamentals.
This is what we have done in the most far-reaching

review of medium-term expenditure plans since they began

20 years ago. This review is crucial to the strategy.

Crucial to success in reducing the PSBR, lowering interest
rates, and bringing down inflation. And crucial if we

are to find room for lightening the tax burden and so

to provide scope and encouragement for enterprise and
Silnitiative.

... In today's circumstances any Covernment would have
to check the size and growth of public spending. This
does not mean, and has not meant, that public
expenditure should be cut indiscriminately. Our

choices have heen guided by the belief that Covernment
should provide efficiently and realistically those
services which it alone is able, and best fitted to
provide. The role of the State can sensibly be reduced
when it has taken over what private imitiative can
better achieve; and where it has been reducing incentives
increasing bureaucracy and distorting markets' (Hansard,
26th March 1980, Col. 1451-3).

Expenditure on defence, law and order and health will, therefore,
continue to grow - health exactly as planned by the Labour Covernment,
the cost being partly offset by an increase in charges. Provision
for private and nationalised industries, for housing, and for
education is reduced -~ the latter by less than the decline in the
school population. Spending on social security will increase by
nearly 4 per cent between 1979-80 and 1983-84, despite some reductions.

2. Curbing Public Expenditure - The Third Round

In his Jure Budget, Sir Ceoffrey Howe announced the steps to
be taken after the Covernment's first, rapid review of public
expenditure. It resulted in proposals to cut spending by £1% billion
and in eliminating the Labour Covernment's planned iricreases for
1979-80 to hold total spending at about the same level as in 1978-79.
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The White Paper published on 2nd November (Cmnd. 7746) car;.b.d
this process further. It eliminated planned increases of £3% billion,
to hold total spending for 1980-81 at approximately the same level
as in the previous two years, at 1979 prices.

Since November further net reductions of £900 million have been
made to take account of the worsening economic situation here and
abroad. £325 million of this will be set aside for the contingency
reserve. Actual spending will be reduced by at least £575 million
at current prices.(The £1bn. contingency reserve for 1980-81 is
precautionary: the aim is to leave as much as possible unspent. )

The overall effect will be to reduce public spending by over
£5 billion in 1980-81 compared to Labour proposals - equivalent to
7p on the basic rate of income tax.

By 1982-83, the last year for which the Labour Government
published plans, spending will be 11% per cent, or some £11 billion
at today's prices below the level proposed in their last White Paper
(Cmnd. 7439 January 1979).

By 1983-84, the last year covered by the present White Paper,
expenditure will be some 4 per cent lower in real terms than in
1979-80. This will be, as the Chancellor said, "for the first time
ever, a progressive reduction in total expenditure throughout the
lifetime of this Parliament" (Col. 1452).

3.The Medium Term Financial Strategy (published in the Financial
Statement and Budget Report - the Red Book)

The objectives for the medium term are "to bring down the rate
of inflation and *to create conditions for a sustainable growth of
output and employment'". To this end the growth of the money stock
is to be progressively reduced from the ftarget range of 7-11 per cent
for growth in M3 set for the 14 months February 1980 to April 1981,
to 6 per cent (mid-point of a 4-8 per cent range) in 1983-84. The
Government does not intend to achieve this reduction by excessive
reliance on interest rates: to avoid doing so the aim is progressively
to reduce the public sector borrowing requirement as a percentage of
CNP from the 4% per cent estimated for this year to 1% per cent in
1983-84, This would be a 1ittle below the average ratio in the
1960s.

Ag Mr. Nigel Lawson, Financial Secretary to the Treasury,
emphasised to the Finpance Committee on 22nd April, the financial
strategy for the reduction of inflation is the essential element in
the Covernment's policy. Prcposals for public spending, borrowing
and for taxation are shaped around it. The cuts in public
expenditure are the key element in the strategy for reducing the
level of CGovernment borrowing and so for relieving pressure on
interest rates and on resources for the private sector.

4, Effect of public expenditure cuts on the cost of living

Exaggerated estimates have been put about by Labour Members
and others of the effects of the spending cuts on the cost of living.
The Chancellor of the Exchequer gave the official estimate in his
evidence to the Select Committee on 14th April. Only 16 per cent
of the £4 billion reduction in public spending in 1980-81 is derived
from increases in charges. In total, decisions on public expenditure
taken by the present Covernment have to date added less than
% per cent to the Index of Retail Prices.

5, Public Expenditure as a percentage of CINP

There were, during the years of the Labour Covernment, four
re-definitions of public expenditure. Its relationship to national
output was also changed quite substantially by the revaluation of
production onto a 1975 base instead of 1970. The effect of these
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changes has been to reduce the apparent share of CNP accounted for
by"he public sector from a peak of 59 per cent on an eanlien
definition in 1975 to approximately 42 per cent at the present time

Changes over the past six years on present definitions, are’ shown
in the following table:-

Ratios of public expenditure to CDP at market prices (1)

Total public Ceneral government
expenditure expenditure on
including ffoods and services

debt interest

1973-74 . o - 41% (2) 24%
1974-75 55 e, .. ARY 26
1975~76 P T 5 46% 27
1976-77 Aitens PERP 45 25f
197778 LIS : e 41 23%
1978--79 AR e b vy B 42 2;
1979-80 (estimated) . 42 . 23

(1) These ratios are based on the expenditure figures in the:
White Paper including debt interest, net overseas and market
berrowing by nationalised industries and special sales of assets.
The expenditure totals also include non-trading government capital
consumption, to make them comparable with gross domestic product
(expenditure estimate) at market prices.

(2) Excluding nationalised induutries' short term borrowing and
capltal value of leased assets.

(Source: Coverrnment Expenditure White Paper 1980-81 to 1983-84,
Cmnd. 7841).

It is expected that there will be a further reduction in the
ratio of public expenditure to GNP over the period covered by the
White Paper.

6. Labour cuts, plans and criticisms

The Labour Party have been loud in their condemnation of the
Covernment's spending proposals over the past year. The criticisms
must be set against the Labour Covernment's own record in office.
After an 8.5 per cent increase in spending in its first year, at
the behest of the IMF it cut expenditure by 2.5 per cent in
1976-7 and 6 per cent in 1977-8 (at constant 1979 survey prices).
This compares with the Covernment's proposals in the present White
Paper to cut spending by 4 per cent in real terme over 4 gams: to 2
fg;glogf £67.1hn. in 1983-4 compared to the estimated £69.9bn. in

By far the greater part of the cuts are being made against
the inflated spending plans left by the Labour Covernment. . The
5.6 per cent increase TH T978-9 would have been followed by a further
increase of over 2 per cent a year over succeeding years. The plans
were clearly based on the assumption of a rate of growth in CNP of
3 per cent a year made in the Labour Manifesto - following on the
achievement of barely % per cent a vear over the Labour Covernment's
five years in office.

Mr. Healey had himself warned that cuts in spending would be
necessary to offset the cost of comparability wage increases
(Hansard 25th January 1979). The Clegg awards are expected to cost
22 billion in 1980-81, and the full year effects of the staged
settlements for civil servants and local authority white collar
workers will add about a further £1 billion (Cmnd. 7841, para.
page 10).
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Mr. Healey frequently blamed his inheritance for the problems
he faced in office. In particular it may be remembered that, in
answer to a question from Lord (then Mr. Robert) Carr on
30th December 1975 on the increase in the rate of inflation over
3 months from his own 8.4 per cent statement in September 1975 to
23 per cent in November, said:

"The main reason for this change is that in the last

three months the index has reflected 11 threshold

payments which had to be made under legislation

introduced by the Conservative Government" . (Hansard, Col. 600)

The pay commitments entered into by the Labour CGovernment have been
substantially larger.

7. Public Sector Pay

Much currency has been given to the figure of 2% per cent for
the year-on-year, 1979-80/19€0-81, increase in the central
government paybill., As the Chancellor emphasised to the Select
Committee, the figure (25 per cent covering the civil service, the
national health service and the armed forces; 23 per cent over the
whole of the public services including local authority employees)
relates to the total increase in cost, not to settlements. Ahkout a
third of it results from delayed 'catching up' awards from
commitments entered into by the last Covernment.

Cash limits on central government expenditure in the present
year provide for an annual increase in the pay bill of 14 per cent
through new settlements from their due settlement dates. Rate support
grants and transpor. supplementary grants provide for a 13 per cent
increacse in local authorities' coste between 1979-80 and 1980-81
for price increases and new pay awards.

The 18% | » cent Pay Research award to the civil service will
be brought within the 14 per cent cash 1imit by reducing manpower by
some 2% per cent and by delaying implementing the award from
ist April to 7th May, so that it is paid for less than a full year.
The 16 per cent award to the armed forces is of a similar order.

Manning levels in the civil service have already been
substantially reduced. There were 25,000 fewer in post in April than
when the Covernment took office: and establishment levels (to which
manning levels will be reduced over the next year) have been set at
60,000 lower than they were then.

Nationalised industries

There has been considerbale discussion, in fthe Select Committee
and in the press, of the turnround in nationalised industries'
finances envisaged in the White Paper of £2% billion in external
finance; and the £3% billion increase expected in internally-generated
finance by 1983-4,

The Chancellor pointed out to the Select Committee that the
forecast drop of £2% billion was smaller than the fall of £3 billion
in total external finance of the nationalised industries in the
3 years from 1974-5. The improvement in the industries' finances
was expected to come:

a) ' from removal of underpricing, especially in energy industries.
Achievement of the gas and electricity industries' medium term
financial targets (set in January 1980) would provide about 25 per cent
of the turnround.

b) from improvements in efficiency and cost-cutting. About 40% of the
turnround should come from improved performance in the main loss-makers
-shipbuilding, steel, coal and rail.

¢c) the remaining third of the turnround would come from a variety of
factors -~ the unwinding of the Post Office billing delays of 1979-80;
and increased profitablity from cashflow from BNOC.




IJ SPENDING PROGRAMMES

Nationalised Industries

For too long the nationalised industries have been a drain on
the profitable, private sector of industry, through the taxation
levied to subsidise operating losses and under-used investment,
through higher interest rates and through the process of
"erowding out". This the Government is determined to reduce.
Consequently total net borrowing by the nationalised industries is
projected in Cmnd. 7841 to fall from £1900 million in 1979-80 to
£550 million in 1982-4. The industries coverad will be expected
to generate their own internal resources and indeed move a
substantial net repayment at the end of the period.

The ways in which this turn-around should be achieved were set
out by the Chancellor of the Exchequer (see above paragraph) .
First by economic pricing pelicies adopted in order to see that
nationalised industries act, in so far as possible, subject to
market, commercial discipline; secondly by improvement in
performance by industries which, like British Steel, have in the
past generated heavy losses, will be required. It 1s worth noting
that already most of the nationaliced industries have been set
performance targets.

Total net borrowing in Cmnd. 7841 is £100 million less than the
figure given in Cmnd. 7746. This is because of a number of factors:
principally the removal of British Aerospace borrowing (British
Aerospace is being turned into a limited company with about half
the shares sold to the private sector), improved BNOC receipts, a
change by the NCB from borrowing to grants and a reduction in the
short-fall allowance to £100 million. Apart from British Aerospace,
the sale of assets has not been taken into account in these figures.

Industry Department Spending Programmes

There has been growing concern that the effect of much "aid"
given to industry, under the 1972 Industry Act, through the NEB
and by other means, has in fact chanelled resources away from
profitable growth centres of the economy to other less successful
areas, aborting perhaps as many jobs as it destroys. By curbing the
powers of the National Enterprise Board and continuing regional
aid in areas of most need the Covernment has shown 1ts recognition
of this problem.

Provision for Department of Industry spending thus falls by
about 50 per cent by 1983-4 from the 1979-80 level of £1,017 million,
and most of this reduction comes from spending on the NEB and on
Regional Development CGrant. However, the policy is a gradual one
and sudden, disruptive changes have been avoided. The Government's
flexibility has been shown by its willingness to glve assisted status
to areas with special problems, such as Corby.

The Government has also made clear its priorities within the
reduced budget for spending on industry by continuing with support
for Research and Development (principally through the Product and
Process Development Scheme, the reduced Micro-Electronics Industry
Support Programme and the Micro-Processor Applications Project).




SOCIAL SECURITY

The social security programme will cost £19,354 in 1980-81
(Cmnd. 9841, March 1980; figures at 1979 survey prices),
which will be about one quarter of all public expenditure.
As the Chancellor told the House of Commons in the budget
statement:

wItg volume has grown by about 50 per cent in the

last ten years, allowing both for inflation and

the switch from family allowance and child tax
allowarces to child benefit. That rate of growth is

more than three times the 15 per cent increase in

QDP over the same period”. (Hansard 26/3/80 Cols. 1457-8)

As the Chancellor acknowledged, part of this increase has
been due to demographic factors (for example, in the last
seven years the number of pensioners rose iy 1 million) and

the increase in the number of disabled people. However
the social security budget has also been affected by real
increases in benefits in anticipation of a growth in output
which was not actually achieved.

The mein reductions in expenditure are as follows:

1. The reduction of earnings-related supplements for the
unemployed, sickness and injury benefit and maternity
allowances in 1981 and their abolition in 1982.

A 5% cut in unemployment benefit, sickness benefit,
industrial injury benefit and invalidity pensions (i.e.

%o be achieved by raising these benefit by 11% % in
November compared with a 163% expected increase in prices)
Additional axts of 5% in these benefits may be made in
1981, with a further 5% cut in 1982, under the provisions
of the Social Security (No. 2 ) Bill.

Responsibiltiy for providing an income for the first eight
weeks of sickness will be transferred from the state to
the employer.

However it should be noted that supplementary benefits - the
"safety net” - are being increased fully in line with prices
and those on very low incomes are therefore being fully
protected.

One reason for singling out unemployment benefit and sickness
venefit for cuts is that both are tax-free and this confers an
unexpected bonus on the recipients. Both Parties are committed

in principle to taxing them and the Government intends to do

so in 1982. Mr. Jenkin has also announced that when invalidity
pensions are brought into tax the Government would wish (resources
permitting)to restore them to the level of the retirement

pension.

Mr. Jenkin has emphasised that:

wEven after meking the savings that I have announced the
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gocial security budget is still programmed to grow
at about 2 per cent a year". (Hansard 31/3/80 Col.49).

This will go towards meeting the expected increase in the
number of pensioners and the unemployed.

Mr. Jenkin concluded:
“If I am supposed to be murdering the Welfare State

I am setting about it in a pretty rum way". (Hansard
31/3/80 Col. 54).

NATTONAL HEALTH SERVICE

The Conservative Election Menifesto confirmed that

"It ig not our intention to reduce spending on the
Health Service".

and this was re-affirmed by Mrs Thatcher during the General
Election campaign.

The Public Expenditure White Paper shows that total expenditure
on health services (excluding the personal social services)
will rise from £7688m in 1978-9 to £8140m by 1983-4.

The Labour Party has criticised the increase in prescription
charges to £1 later this year, but:-

e As early as 1976 Conservatives warned that:-

Waen the service is short of funds for priority
tasks, there is no case for holding down
prescription and other charges". fThe Right
Approach 1976).

The last Labour Government increase dental and optical
charges on a number of occasions.

Six out of ten prescriptions do not carry a charge
because the recipient is exempt - e.g retirement
pensioners, children under 16 those receiving
supplementary benefits and others.

HOUSING

From the financial year 1981-82, all housing grants from
central government will be allocated on one block. Total
public expenditure on housing (including central government
grants and local contributions) in 1980-81 will be £4,700m
at 1979 survey prices. (£1,916m capital and £2783 current).
This is £672m less than the 1979-80 estimated outturn of

£5, 372 and most of the reduction will be capital expenditure.
In real terms, public expenditure on housing will fall
gradually to £3840m in 1981-2, to £3,250 in 1982-83 and to
£2,790m in 1983-84.




EDUCATION

The Government's expenditure plans provide for a fall of
about nine per cent in expenditure on education over the
five years 1979-84.

This reduction reflects the fall in the school population
which will total 1% million over this period, school meals
which will amount to one-third of the savings and full-
cost tuition fees for those overseas students who begin
courses in September 1981.

Provision for special education has been protected,
expenditure on colleges of further education, which have

a critical role to play in supplying skilled man power

and technicians, has been increased by seven per cent over
the next year and allowances for the improvement of school
buildings have been increased by nearly 50% to encourage
the adaption and more efficient use of existing facilities.

These savings will not directly affect the provision of
education in the classroom. The Government remains
committed to improving basic standards of achievement,

and despite the restraints on public spending has given
local authorities every opportunity to concentrate resources
on the essentials of the education service.

LAV, ORDER AND PROTECTIVE SERVICES

Expenditure on this programme is planned to increase

reflecting the Conservative Government's priority for law

and order services. This was foreshadowed in the 1979 General
Election Manifesto which specifically exempted law and order
programmes from the general policy of cutbacks in public
spending. Total spending in 1980-81 is expected to reach
£2,530 million at 1979 survey prices against a projected
ultimum of £2,446 million for 1979-80 , again at 1979 survey
prices. It should rise to £2,670 million in 1982-3.

The main additions are for the running of the police and
supporting services (£1,469 million in 1980-1 against £1,426
million in 1979-80), and the prisons (projected to increase
from £284 million in 1979-80 to £301.2 million in 1982-3).
Figures for the prisons in Cmnd. 7841 do not take into account
the recommendations of the May Committee Report on prisons.

Extra spending (£90 million in 1983-4 against £76 million
in 1979-80) is projected for the probation and after-care
services. The number of probation officers should rise to
5,200 by 1983-4 against 4,800 in 1979-80.

Numbers of police officers available should also rise. The full
implementation of the Edmund Davies recommendations on police
pay by the Government has meant a substantial rise in police
man power. The programmes allow for an increase to 133, 800

by the end of March 1984.




Capital Expenditure:

It has been alleged that these reductions will mean an.end
to further capital expenditure on local authority housing,
but several factors must be borne in mind.

1. Block Allocations

As funds are to be treated as one block, local authorities
will be free to spend their allocations as they wish. L
they consider long scale council housebuidding necessary,

the government has no policy to stop them,

Housing need

The levels of expenditure on housing reflect the overall
economic background and the need to reduce the massive
burden of public expenditure. Also housing policies

and expenditure need to recognise the significant general
improvement in housing conditions over the last 30 years.
Not only has the condition of our housing stock improved
tremendously, nationally the demand and supply of housing
are in better balance (there is an overall surplus of
approximately 400,900 dwellings households.)

The emphasis of public sector policy should shift to
meeting particular needs such as those of the elderly

and single people. Both in the public and private sectors
there needsto be a better use made of our existing housing
stock.

Cost saving Schemes

Since ‘- rere will be severe restraints on local authority
expenditure on housing, the Govermment has suggested
cost saving schemes to lower the cost of priority homes
while encouraging home ownership.

a) Building stata (one bedroom) homes for sale to single
people.

b) Selling council houses.

¢) Securing land release for private builders and encouraging
partnerships schemes between local authorities and
private builders.,

d) Low cost building for sale

e) AIM (Acquisition Improvement and Sale) schemes eligible
for exchequer background.

f) Shared ownership schemes.

g) Help with mortgages for priority homebuyers using
the mortgage guarantee powers in the housing bill.

Use of capital recipients

In future local authorities will be able to supplement their
capital allocations by keeping 50% of the capital receipt




from sale of assets, repayment of principle on loans etc.
The remaining 50% will be distributed at a national level
through the HIP allocators. Selling local authority assets
will enable local authorities to . spend more on capital
projects, met it it is Labour local authgrities who are
rejecting .this policy and at the same time :complaining
about cuts in govermment “.growth. :

Other opposition criticisms

Opposition criticism has concentrated on the extent of the
reduction and whether comparison with free cost outturns
is misleading. The main defensive points are:

- It is usual to compare allocations with outturn in earlier
years. The last government's Public Expenditure Vhite
Paper of Januwary 1979 did this .

The housing policies of the last Labour Govermment were
unrealistically high. The budget cuts of the present
government remained £300m from the 1979/80 allocators

yet the lower cash limit will not be reached even though
inflation of building costs was higher than expected last
year.

In real terms, reductions in HIP allocators for 1980-81
against the cost outturns for 1979-80 are 21% (314 against
Labourf®s original provision).

Net capital expenditure on housing fell under Labour from

£4,202m in 1974-5 to £2,07Min 1979-80. The present
reductic 1 . reflectihg the trend started under L.abour.

Current expenditure

Levels of current cxpenditure in 1980-87 are .expected to

fall by £45m from the estimated outturn for 1979-80. In
November 1979 the govermment announced a rent increase
guideline of £1.50 per week on average for 1980-81 and a supp-
lementary net increase guideline of 60p a week for the

second half of 1980-31. This averages up to £1.80 per week increase
over the whole year and is a 28j increase ofer the average
local authority rent of £6.50 a week. This brings rent into
line with the Labour Government stated intention to keep the
rise in local authority rent broadly in line with increased
earnings. This will ease the burden on the rate payer and

will enable local authoritiesto use more funds fop capital
investment,

LOCAL GOVERNMENT SERVICES

The Government has called for reductions in local government
spending in 1980-81 of 1% in addition to the cuts requested
in 1979-80. This will represent a cut of 4 per cent over
four years from the increased local government expenditure
levels advocated by Peter Shore in the autumn of 1978,

Since 70% of local government spending goes on wages and
salaries and related expenditure it is vitally important that
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the local suthorities emulate the example of central government
and reduce sinff levels. The latest quarterly returns for the
quarter ended December 1979 show a fall of only 0.3% over the
quarter ended December 1978. It is clear from the figures
published this time for individual authorities that Labour
councils are less willing to reduce staff numbers than
Congervative councils.

The consequence of continuing overmanning in local government
coupled with substantial pay awards to local government

staff will be increased costs borne by ratepayers. The
Government has made it clear that no additional money

will be available to pay for the recent Clegg award to teachers,
should the employers agree to pay it in full.

Rate increases are already running ahead of the  .rate of
inflation. According to the report in the Times of 10 March 1980
average rate increases in 1980-81 are 22%. As with control

of staff numbers, Conservative councils are shown to be more
prudent than Labour authorities. There are 1o Conservatives
among the 20 highest rate increases in England and Viales and

no Labour councils asmong the 20 lowest.

Conservative Research Department, AB/RH/CM/.JV/FL
32 Smith Square, London SW1 il i tele)
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The Treasury and Civil Scrvice Commitice js appointed under S.0. No. §6A 10
eamine the expenditure, administration and policy of the Treasury, the Civil
Scrvice Department, the Board of Inland Revenue, and the Board of Customs
and Excise and associated public bodies, and similar matters within the
1esponsibilities of the Scercetary of State for Northern Treland.

The Committee consists of a maximum of cleven membhbers, of whom the
quoruin is three. Unless the House otherwice orders, all Members nominated to
the Committee continue 1o be members of the Caommittee for the remainder of
the Parliament.

The Commitice has power:

(a) to send for persons, papers and records, 1o sit notwithstanding any
adjournment of the House, 1o adjovrn from place to place, and fo 1eport
fiom time 1o time;

(b) to appoint persons with technical Lnowledge cither to supply information
which is not readily available or 1o clucidate matiers of complexity within
the Commitiee’s mder of reference.,

The Committee has power 1o appoint one sub-committce and 1o report fram
time 10 time the minutes of evidence taken b fore it. The sub-commitfce has
power fo send for persons, papers and re ords, 1o sit notwithstanding any
adjournment of the Bouse, and to adjouin from place 1o place. 1t has a quorum
of thiee.

MONDAY 26TH NOVEMBER 1979

The following were nominated as members of the Trezsury and Civil Service
Commitiee:
Mr Kenneth Baker Mr Terence Higpins
Mr Anthony Beaumont-Dark Mr Robert Sheldon
Dr leremy Bray Mr Richard Sheplierd
M7 Edward du Cann Mr Richard Wainwright
Mr Timathy Egear Mr Ken Woolmer
Mr Michael English

Mr Edward du Cann was elected Chairman on 29 November 1979,




ST OF WITNESSES
LIST OF MEMORANDA INCLUDED IN THE MINUTES OF EVIDENCE
LIST OF AFPPENDICES TO THE MINUTES OF EVIDENCE

REPOR'
Scope of this Report
The need for more information about economic policy
Output snd Unemployment
(1) Output
(ii) Uncmploywent
Public Expenditure and Revenue estimates
(i) Nationalised Industries
(11) Housing
(iii) Public Sector Pay
(iv) The Relative Price Effect
(v) Capital and Current spending
(vi) ©Public Sector Revenue
The Corporate Sector

Consequences of the medium term strategy ~ the economy

PROCEEDINGS OF THE COMMITTEE




LIST OF WITNESSES

Wednesday, 2nd April 1980
H.M. TREASURY
Ve A M W Battishill, Mr F E R Butler, Mr J M Bridgeumsn,
Mr B @assell, Miss M P Brown, Mr A Bottrill

[NLAND REVENUE
Mr J H Gracey

CUSTOMS & EXCISE

Mr C Freedman
Monday 14th April 1980 11 a.n.

H.M. TREAE [

It AN WA o ettt o in i S V]

Mr P Cassell, Mist BB e NSNS R e 1E 16 S S are

r  E R Butler, Mr J M Bridgeman,

J4th April 1980 4.47

~r
|

eof T1rey Howe,

B Unwin, Mr F R Butler 1

Monday 21st April 1980

BANK OF ENGILAND

The Rt. Hon. Gordon Richerdson, MBE, Mr D A Walker,

Mr E A J George - el

Monday




3

0 oF 1eHORANDA INGLUDED TN 0HE MINUTHS OF EVIDENCE

THE BUDGET AND SPENDING WHITE PAPER
Memorandum submitted by Dr Paul Neild; Phillips znd Drew

THE GOVERNMENT'S EXPENDITURE PLANS AND BUDGETARY POLICY
Memorandum submitted by Mr T S Ward; Department of Applied
Economics, Cambridge

22

Alan Budd; London Business School

THE BUDGET OF 26 MARCH 198
Memorazndum submitted by Dr

Memorandum submitted by the National Institute of Economwic and
Social Research

Memorandum submitted by Mr John Walker; St James's Group
(EE S
jeretion of Building Trades

ngineering Contractors .

Note submitted by the National Fec
Employers and the Federation of Civil E

o
iy

S TO THE MINUTES OF EVIDENCE

LIST OF APPENDICH

Public Service Pay: exchange of letters between the Chancellor of the

Exchequer and the Chairman of the Committee.
The Relative Price Effect: note by H M Treasury.

onalised Industries:

o=
(o

Financing of the Na
Chancellor of the Exchequer.

1O~
3 na |

nditu S
™. 1 o
I Greguers

Chancellor




Second Report
The Treasury and Civil Service Committee have agreed
to the following Report:
THE BUDGET ARND THE GOVERNMENT'S EXPENDITURE PLANS

1980-81 to 1983-84

Scope of this Report

1f v This report has had to be brepared promptly after
we completed taking oral evidence from the Chancellor
of the Excheguer on 28th April so that we could publish
to the House in time for the debate on the Public
Expenditure White Paper (Cmnd 7841) and for the Second
Reading of the Finance Bill.

The Government's main objectives, as described in
he Financial Statement and Budget
o :

J Report 1980-81, are
reduce inflation and to create conditions in which
stainable economic growth can be achieved. The

1

St

M
fo)

mmittee endorses these objectiv To this end, the
yvernment has se a declini pat the rate of
wth of the money stock (measured s esent in terms
sterling M3) from 7-11% in 1980-¢8 i i~-8% in 1983-
. The Government has stated that there js no
question of departing from this mon2y supply policy,
which it considers essential to the success of any
anti-inflationary strategy. Since we will shortly be
embarking on a wide ranging enguiry into monetary
policy we do not in this report examine this firm
conviction of the Government that limiting the money
supply must be the main pillar of policy and that there
are certain definite relationships between the PSBR,
the money supply, inflation and economic growth. We
plan to report on these crucial aspects of monetary
policy at a later date. BHere we hav concentrated on
the following four main areas:

(a) The need for more information about the
assumptions on which policy is based;

b) Output and Un =mployment ;
(c) Public Expenditur :nd Revenue stimat

() he outloc for the corpora Sector .
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(a) The need for more information about economic policy

assumptions

e In this year's Financial Statement and Budget
Report the prospects for expenditure and revenue for
the next four years have been brought together. While
we question below the plausibility and consistency of
some of the assumptions on which the Government is
basing its policies, we welcome this development, which
was recommended by the former Expenditure Committee in
its Report in ]979qon the Government's Expenditure
Plans (Cmnd 7439).

We guestioned Treasury officials before our
discussion with the Chancellor. Our purpose was to
esteblish a basis of fact from which to develop our
guestioning. On several occasions officials said they
were unable to answer our questions on grounds of
confidentiality. As a result, this process was not as
successful as we would have wished. Also it was a
surprise to the Committee that the Chancellor laid such
heavy stress on the need for confidentiality in his
opening statement to the Committee. We understand the
difficulties of the Bank of England, as the Governor
described them to us, and are sympathetic to his view
that it will be necesary for him on occasion to respond
to the Committee's enguiries with discretion, having
regard to the role of the Bank of England, and to the
need for reticence about potentially market sensitive
information. There may also be occasions when the
Chancellor or Treasury officials find it difficult to
«pand in public on various subjects when there are
imilar considerations. Furthermore, the Committee
'mpathised with the Chancellor when he drew our
attention to the dangers that may result if his
comments at any time on politically sensitive and
topical matters (e.g. unemployment) are taken out of
context. The Committee appreciates the inevitable
uncertainty of forecasts and the tentative nature of
assumptions, and the need to take such uncertainties
into account in deciding policy. It is only to be
expected that a Select Committee of the BHouse which
includes in its membership of 11 no fewer than § former
Ministers, including 3 former Treasury Ministers, would
readily understand these points and guard against them.

]
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1 Fourth Report, FExpenditure Coummittee 1978-79, HC237
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It remains the responsibility of the Committee to
do its best to see that Parliament, and through
Parliament the nation, is better informed about
economic matters, about the judgements of Ministers and
why they are made. The Leader of the House gave the
undertaking when the new departmentally-related Select
Conmittees were set up that Ministers would make every
effort to ensure that the fullest possible information
is made available to the Committeel. Tt is the
responsibility of the Committee continuously to monitor
the work of the Treasury in its management of the
economy, and to report to the House as it thinks
appropriate. To do this it is necessary for the
Committee itself to be properly informed not only about
policy but about the reasons why policy decisions are
made and the information available to Ministers on
which they are based. “e are fortunzte in being
advised by Dr. Alan Budd, Dr. Paul Neild and Mr. Terry,
Ward, to whom we would wish to pay a tribute. Their
guidance and bhelp is greatly appreciated. We also had
useful papers from the National Institute and the
Economist Intelligence Unit which are published with

he cvidence. We have in fact received ample material
from our own advisers and other sources to enable us to
make our own judgements. But that is not the point.

It must be right for the Committee to be made aware of
the basic information upon which the judgements of
MiniSters are made and the Committee mOst be put in a
pesition Iscover any gzps in the official
calculations. Without this it will not be possible to
comment on Ministers' judgements in a way that will
invariably be fair to those who make them. Nor will it
be possible consistently to give to the House of
Commons the advice which the House will rightly expect
to receive. We endorse the comments of our Chairman,
made in reply to the Chancellor's observations, that
Governments tend to be obsessive zbout secrecy.2 The
Commitee therefore intends to discuss further with the
Chancellor ways of ensuring that our work is not
hampered on future occasions.

—

col. 45,
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We also had considerable difficulty in assessing
the feasibility of the Government's expenditure plans
up to 1983-84, as the White Paper does not provide a
break-down by economic category, or indeed other
details, of the totals of expenditure after 1980-81.
"Breakdown by economic category" is a technical phrase
which covers the difference between, for example in the
case of housing, raising rents and not building
subsidised houses. Both cut public expenditure as it
is defined but one affects the price index and the
other affects employment in the building industry.
Other examples could, of course, be chosen: the point
is that without the table it is impossible for the
House to assess the economic implications of these
reductions in public expenditure, for employment, for
investment and so on. We were even told by Treasury
that no table showing this breakdown
Thus it is guite impossible to assess the
major programmes, such as housing and the external
financing reguirements of the nationalised industries,
on which the whole expenditure strategy largely
depends. This brezkdown hazs been supplied in previous
White Papers. Para 6, page 4 of the White Paper
suggests that this information, which we would regard
sential for our assessment of all expenditure
S, is not likely to be provided in the future.
This would be a major retrogrzde step.

Although the method of presentation of White
Papers on Expenditure has varied somewhat over the
years there has been a clear trend towards providing
more information. We are therefore disappointed that
without previous announcement and without consultation
with the House it should have been arbitrarily decided
to 2bandon the customary practice of forecasting
expenditure in broad detail for some years ashead.
Forecasting expenditure - or indeed anything else - has
always been hazardous. The Chancellor in his evidence
to us, suvggested that such forecasts would include a
catalogue of meaningless figures2. We do not agree.

We believe that the arguments advanced by Plowden in
favour of giving the House of Commons and the nation
more rather than less information about future spending
plens are as valid now as they were at the time they
were advanced. This applies in particular to capital
expenditure, where projects take a number of years to
complete and often a long interval between the initial
decision being taken and the bulk of the expenditure
being incurred. We trust that the policy of spelling
the Government's expenditure plans in some detail
restored nsxt
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(B) Output and Uncmployment

(i) Output

The assumption about output growth used to
construct projections of Government revenue and
expenditure is that GDP will increcase by an average of
1 per cent a year from 1980 onwards. This is said to
be a 'deliberately cautious' assumption (Financial
Statement, para.9, p.18). When combined with the
government's short-term forecast of a fall in GDP of
2%% in 1980, it implies that real output will be only
marginally higher in 1983 than in 1979.

However, the Treasury has made it clear to us that
it regards the assumption of 1% per annum growth in the
years following 1980 as not having the same status as a
forecast. Much has been made of this distinction
between an assumption and a forecast. Tt is still
permissible to guestion the validity of an assumption
just as it is the likely accuracy of a forecast. It is
in this sense that the Committee puts forward its views

L

whether this particular assumption is realistic.

Our sdvisers suggest that, far from being
cauvtious", this assumption may well turn out to be
optimistic, especially since it implies a major turn
found 1n the economy from mid-198] onwzrds. Thus the
short-term forecast envisages GD alling by 2% per
>eént in 1980 and continuing to f: in the first half

E Although no informatior S given in the
ement on the zesumed year-to-year growth
onwards, the Treasury suggested in
= t] output would need to increase by 2 per
slig y more in 13882 and 12&2.1 We were
provided wit little convincing evidence as to why a
turn-round of this size should take place and it sems
to depend to a significant extent on worlg trade
growing at a much higher rate over the medium-term than
over the short-term?2.

Yet output growth of at least this rate is crucial
if there is to be scope for tax reductions or increases
in expenditure in future years. The figures presented
in the Financial Statement suggest that there could be
a fiscal adjustment of £3%bn at 1978-79 prices in
1983-84 (table 9, page 19, Financial Statement). It
only takes a small reduction in the growth of GDP below
the 1% assumed by the Tressury to eliminate the scope
for this adjustment in the years up to 1983-£4.
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The apparent implications of the assumed growth in
GDP for the growth of the different sectors of the
economy merit comment. Slightly less than 4% of the 1%
a year growth in GDP consists of the growth in oil
production.l According to Treasury officials,
manufacturing output could be expected to fall by % per
cent a year, on the basis of its past relationship to
GDP. If there is also a decline in public expenditure
as is planned, this means that there would have to be a
significant growth of the private service sector? in
order to achieve an overall growth in GDP of the rate
assumed. Tt is open to guestion event whether private
services will be zble to absorb the additional
unemployment resulting from a decline in manufacturing
output and in the public sector.

~ The prospects for manufacturing industry ar
particularly depressing. It was stated in evidenc
the Committee that manufacturing output was estima
to decline by about 4%% in 1980 which with an
fall of % per cent a year over the next three ye:
would imply that manufacturing production might

6 per cent lower in 1983 than in 1979.

(ii) Unemployment

Treasury doe
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White Paper is that

in the
increzses to 1.8 million in

that level up to 1983-84.

state the basis upon which this
The Chancellor stated that the g
Papar were internally consistent.

confirmed that, because of the diffe ste
preparation, there was not a common se assumptions
between the White Paper and the Financial Statement.

In particular he agreed that the implications for
unemployment of the growth rates zssumed in the medium-—
term strategy might be higher than the level assumed in
the White Paper. Our advisers estimated that
registered unemployment could lie between 2.2 andii2ios
million by 1983. Higher unemployment means higher
e€xpenditure on social security benefits and, whether
this is financed through highsr National Insurance
contributions or through general texation, the scecpe
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for tzx reductions in future years will be
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_Public Expenditure and Revenue estimates
The Government is planning a radical change in

direction. Expenditure on defence, law and order,
health and social security is to rise over the survey
period while the plans for industry, energy, trade and
employment , housing, education, and the nationalised
industries' borrowings are substantially reduced.
Overall the White Paper states that the Government
intends to reduce total public expenditure
progressively in volume terms over the next 4 years to
a level in 1983-84 about 4% lower than in 1979-8
Expenditure in 1982-83, which was the last year covered
by the previous Government's White Paper (Cmnd. 7439)
is planned to be 11%% lower than those plans indicated.
This is a reduction of £9 billion at 1979 survey
prices.

o)
I
/

In our discussions with the Chancellor and the
Trezsury on the medium-term estimates for public
xpenditure, we were principally concerned to as
questions about:

(1) nationalised industry finances
(11) housing;

(1i1) public sector pay;

(iv) the relative price effect;
(v) the balance between czpitzl and current

e Py S S
spendilng.

.
’

below in order. '3 lzain to the
much of the assumet vction in public
jium-term was to be derived from
>sition of the nationalised
from a reduction in housing
Nztionalised industries' finazncing alone
about half the projected expenditure

(1) Nationalised Industries

T/ The improvement in nationalised industries'
finances assumed in the White Paper is approximately
E2%bn between the 1979/80 and 1983/84 fiscal years.
is s an optimistic assumption. 40% of the
the period are expected to come from
r performence, such as increased productivity and
ionalisation of oparations in the loss-mzking
25% from increased prices in rezl terms in

and ths > from a veriety of

for example the c: ning up with undesrbilling

e
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in 1979-80 as a result of the Post Office strikel. We
guestion whether improvemrnts in cffl ciency and
performance, particularly in the los s-making
indystries, can be expected to pzoduce the turn-round
assumed of them. The Committee believes that the
Treasury's break-down may prove unrealistic. A greater
proportion of any turn-round that occurs may have to
come from increasing charges in these areas. Such
ifTcreascs 1n nationalised industry charges will make it
more difficult to bring down the rate of inflation in
the medium-term, not only from the direct impact of
higher prices themselves, but also from the knock-on
effects likely to result in the form of higher pay
settlements. Rather than 1f3nrinq Ihn Sl s @EL ielaie
public sector, the public expenditure "cuts" may well
nerely take the form of higjcl ch;rgcs to the community
of existing public sector services. In the absence of
further detailed information, for which we asked,?2 we
regard the targets for the nationalised industries to
be guestionable. We therefore propose to enguire
further into this matter

detailed plans ented for the housing
mes beyond 1?96 , but a significant part of

£2% bn total reduction in housing expenditure over

medium-term may wel take the form of reduced
council house subsidies To put this figure in
perspective, it would be roughly Hquivalent to the
virtuval ending of capit: sypenditure on housing or the
total elimination of subsidies. From the evidence
gathered by the Committee the Treasury th"w\ud extreme
reluctance to say how this cut in housing benditure
would be brought about3, ’5p=x\nf y, the governnFnt
would prefer that the detailed Jdecisions were either
left to a later €ate or taken by the local authorities.
However, in subsce iscussions it bﬂc&me clear that
the Chzancellor w -he opinion that a real increase
in rent levels wa c '@s51y4. The Chancellor also
recognised that any increase in the real burden of
rents would pose a problem regarding its effect on pay
settlements and inflation?>.

N0

v
w N w
U‘\D\—l(\ e
W ~J '—‘U‘l

J
(

etter from the Chanc
nittee, 29th April 1

ellor to the Chairman of the
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(iii)

1A

Public Sector pay

The Committee were concerned to hear that although
the cash limit for the Civil Service pay settlement
this year had been set at 14% the sctval Central
Government pu{ bill in 1980-81 was going to be 25%
above 1979/80 and 23% for Central Government and
local authorities combined. The Committee finds it
difficult to draw from this the conclusion that the
government is being firm on public sesctor pay. The
Chancellor has argued that much of the discrepancy
between the 14% figure and the 23% or 25% pey increase
is due to the Clegg awards together with the staged
settlements for civil servants and some local authority
employees.? We also received a note from the Treasury
setting out the position in more detail.3 Since these
awards were made as a result of a comparability
exercise begun by the previogus government, the present

o e— . . .
overnment 1s dicsposed to arcue that the sponsibility
ests with the previous administration. vertheless,
serious guestion must be raised whether, given the

framework of the Government's overall policies, it w
prudent to allow the Clegg awards to be paid almost
full. The Chancellor has assurcd the Committeeo that
the cash limits for 1381/82 will not encompass a
substantial element of staged settlements, and will
efore in percentzge terms more ncarly reflect the
percentage increase in next year's ordinary
lements. This remzins be seen. We are not
inced that cash limits are fully effective in
ntrolling public sector pzy. We are therefore
rsuing the matter with the Chan

r
e
Ne
NG

[f settlements in commerce and industry, including

= netionalised industries, continue rising in 1980-
81, &nd then exceed central and local government
settlements, there may well be pressure for further
catching up payments. We discuss below the elements of
the cash sgueeze on industry. It is often argued that
increases in private sector pay are amongst the main
contributors to the cash squeeze on industry. In so
far as large public sector pay increzses adversely
affect the climate in which private sector pay
negotiations occur when each sector suspects the other
of stezling a march, the government cannot escape
responsibility for what it has paid its employees and
the example it appears to set.

2lso letter from the Chancellor
Committee, Evidence, p.
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The Relative Price Effect

The movement of public sector pay relative to that
in the private sector contributes to the relative price
effect. Roughly speaking, this allows for the
differential’ betwen the growth in public sector costs
as opposed to costs in the other areas of the economy.
Table 5.12 on page 182 of the White Paper shows that an
allowance of £550 million at 1978/79 prices his been
made for the relative price effect in 1980/81° . This
represents a 0.7% relative price change over the
previous year. In view of the large increase in public
sector pay that has been revealed in the evidence to
the Committee and further developments such as
substantial increases in the pay of the Armed Forces,
this allowance may be on the low side. That is to say
the cost of the government's programmes in 1980/81 may
be higher than that shown in the White Paper on account
of the differential between the large increase in
public sector pay compared with private sector pay for
the 1980/81 financial year.

Turning now to the medium-term, no details are
provided about what i1s exg to happen to the
relative price of public expenditure after 1580/81.
Nevertheless an assumption about ative costs must
have been mac in order to relate the expenditure plans
to projections of government revenue The medium-term
financial strategy incorporates the assumption that the
verage price of expenditure in each of the three years
981/82 to 1983/84 rises at the me rate as the
eneral rate of inflation. Although this conforms with
experience since 1975/76, this particular period
affected by the Labour government's incomes policy
hich held down public sector pay, so that by 1979
verage wages in the public sector had been reduced by

relative to earnings in the private sector. Since

formal incomes policy is not part of present
overnment strategy, it would seem more appropriate to
assume that the relative price of public expenditure
will resume its long-term trend. Over the period 1960-
1978, the relative price effect added an average of
around 0.8% a year to the cost of public expenditure
(excluding debt interest), which 1is zbout the same as
is assumed for 1980/81 in the White Paper itself. If
this assumption is incorporated in the projections set
out in the medium-term financial strategy, it would add
£2%bn, at 1978/79 prices, to the cost of the
expenditure plans by 1983/84, =znd thareby reduce
nificantly the fisc: adjustment essumed for that
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1. Further details are given in the memorandum submitted by
the Treasury; Evidence, p.
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'/) Capital and Current spending

213.

Flnally, we turn to the balance in the
gou.xnmnnt s spending proposals between capital and
current spending, on the assumption that cuts are to be
made to total expenditure on the scale set out in the
White Paper. While we take the Chancellor's point that
]ow growth may reduce the need for some forms of
Jiidl spending now, we feel that too much emphasis
has again been given to cutting investment expenditure
rather than current expenditure, at least 1n TI980/B8T.
We have received disquieting written evidence to this
cffect . The failure to provide a detailed breakdown
of expenditure by economic category mzkes it virtually
impossible to assess the impact on the economy of the
spending plans and of the split between investment
spending and current spending in later years. From the
piecemeal information given, it would appear that

=pital expenditure undertaken by local authorities,
and other bodies such as water euthorities, will bear
a large part of the future reductions which are
planned. In the Education programme, for ex plo

~apital spending is forecast to fall by 20% in real
terms between 1880/81 and 1983/84, and it looks as if
1L~ 1S ?oing to be a much greater fall in housing
10Nn.

cons tl uct

m

The shorter—-term split is somewhat clearer.
Mainly because of the government's actions, a drop of

some 17%% in general government expenditure on fixed
investment in 1980 mpared with 1979 is planned. 2 In
financial years, we find that the reduction is 10%

b: ween 19792/80 and 1980/81, with the result that the
ylume of spending in this area will be some 40% below
level in 1974/75. The Committee recognises that

hancellor has proposed custs in the social
mmnes of current exy;‘aifure which will produce
in future years, but in 19280/81 current
on goods and sesrvices is plann=2d to remain
or less unchanged and transfers, excluding child
benefits (where account has to be taken of the
offsetting reduction in child allowances), are forecest
to rise by 2%. These figures produce an overall effect
on the government's total spending of a 1% reduction in
1980/81 compared to 1979/80, before allowing for the
special sales of assets, (although in cost terms
5p -nding will be much the same this fiscal year as
last). Although we recognise that all modern
governments find it easier to reduce capltal rather
than current expenditure, the Committee is concerned
about the iwp]jgeticns fcr the economy inherent in the
znn=sd reduvctions in pital expenditure.

Srzndum submitted by the National Fedsration of

Fuilj,dg Trades Employers and the Federation of Civil
ineering Contractors; Evidence, pp 70-73.




-12-
(vi) Public Sector Revenue

On the basis of the Treasury's medium-term
assumptions regarding the growth of overall economic
activity, the financial strategy set out in the
Financial Statement provides figures for the path of
public sector revenue. (These are shown in table 8,
p.'—u(‘ﬁ 18 of the Financial Statement). Taxes on income,
expenditure and capital are projected to move from £52%
bl]llon, at 1978-79 prices in 1980-81 to £52 billion in
1981-82, £54 billion in 1982/83, and £55% billion in
1583/84. The non-oil and oil components of these
overall figures need to be examined separately. 1In
evidence to the Committee, the Treasury revealed that
the assumptions r0131ing to North Sea taxes (from oil
and gas asctivities aha, they would yield £22 bn
in_1980/81, £31' L i 31/82, £4+¢ bn in 1982/83, and
£4% bn_in 1983 : j.. fmpllcs non-oil tax revenue
of £492 bn in 19(«0/ 162 bn in 1981/82, £49% bn in
1882/83, and £502 bn ] 8 4 a profile which
largely reflects the uctuations in real GDP growth
from one fiscal year
movement in this non-oil 1
) jent upon, &nd very

i - revenue

in output
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in vie
pPessSi turn-rour L
reiterate, the elimination of this increment to
would 1limit the scope for tax cuts in the later

The figures mentioned above for oil &and gas
revenues include government receipts from royalties,
corporation taxes, and petroleum revenue tax.
Unfortunately, it is impossible to assess properly the
likely accuracy of these estimates without much more

tziled information than the Chancellor was prepared
to supply. The calculation of the size of these
revenues depends crucially on the precise assumptions
regarding the output and price of North Sea oil and the
movement of the cchange rate, most importantly against
the US dollar. We were zble to gain some inforv*Lion,
\E

namely that the oil price sssumption for future

finzncial
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years is that the dollar oil price increases in line
with world export prices from 1980-81 onwards. Since
011 prices are currently fixed in dollar terms, a rise
in the exchange rate will tend to cut the revenue from
North Sea o0il in sterling terms, whilst a depreciation
of the currency relative to the US dollar will tend to
raise it. On the available evidence, we cannot judge
conclusively whether these revenue estimates from North
Sea 0il and gas are too pessimistic. However, we are
advised that the revenue profile for North Sea oil and
gas receipts err on the side of caution, assuming as it
does not only an unchanged real price of o0il, but
seemingly also wery little change in the
dollar/sterling exchange rate and a relatively low
growth in production. We believe that the revenue
arising from North Sea 0il production may well have
been underestimated, possibly considerably so. The
tone of the Treasury's evidence confirmed this opinion.
(d) The Corporate SeCtor

The Committee feel that there are several factors
which together tend to indicate that the corporate
sector will face a substantial ligui jueeze not

= > J =

onl in the short-term, but probzb i the medium—-term
/4 12

te
as well. smongst these, we mey cif the projected slow
growth in overall ceconomic activity, high interest
sgueeze on profitability from the effects of
a continuing strong pound (which adversely affects

o

rates, the

exports while boosting imports), and the difficulty in
resisting high p: settlements in the private sector
when public sec earnings growth and interest rates
are both high. e comments made to us.by the Governor
of the Baznk_of England d4id not remove our concern on
this score.l
28. The Chancellor has not felt able to supply the
Committee with the Tieasury's central forecasts of
either the short-term industrial and commercial sector
deficit or the possible position in the medium—-term.
The Committee recognises there may be good reasons for
the Chancellor not publishing such guantitative
estimates. However, he has indicated that the deficit
is likely to be substantial?2. Our own advisers have
suggested that the short-term outlook for this deficit
non-oil sector will be a minimum of £6bn this
Other forecasts indicate that the
could be considerably larger.
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Apart fiom some relief for small businesses
mentioned in the Budget, which the Committee welcomes,
the economic environment as described above will
provide little help to the corporate sector - rather
the 1everse. The advice the Committee has received
suggests that the cash sgueeze on industry will not be
a short-term phenomenom given the medium-term financial
strategy. Indeed, it may well be that the corporate
sector has to bear a large proportion of the overall
burden of adjustment in order to meet the targets
proposed in the financial strategy. In particular, the
adverse corporate sector deficit likely to be
experienced this year may well persist, i1f not grow,
over the medium-term. Although the one year effect ofa
large corporate sector deficit can probably be
adequately accommodated by industry, especially in view
of its low gearing now compared with 1974/75, the

ulative effect of persistently high deficits may
well be very damaging especially in times of high
interest rates. In general, we are convinced that the
government should not only take a very active interest
in what is happening to the corporate sector, but

should have asures ready to relieve what could become
: — e L st s T
dielftie 1.

Conseqgu > the medium term strategy for -

30. 2ssess ol the
3 dium-term fin

of
"11}7, we Shnot ike t kncw
plies for the ] bank
the coirporate ar personal sectors, external
institutional cash flows. Unless we have
some idea of these, it is not possible to say with any
degree of confidence whether the medium-term strategy
is consistent with a substantial fall in interest
rates.2 This is a very complex subject, as is the
relationship between growth of the money supply and
inflation.

As =2lready indicated the Committee will shortly be

embarking on a wide ranging enguiry into Monetary

Policy as it has evolved both in this country and

abroad with a view to reporting to the House at a later

date. We want to explore

about such crucial relationships as those betwesen the
money supply, inflation a: =conomic growth

such theories zgainst the avsilzble

We would hope then to be be eguipped to

comment on the government's current economic policies.
In the meantime we have thought it right to record our
teservaetions and anxieties.

1. Q00.48-52 and Q0Q.412-413.
2. Financial Statement and Budget Report 1980-81, page 16,
paras 3-4.




PROCEEDINGS OF THE COMMITTEE RELATING TO
CONSIDERATION OF THE REPORT

WEDNESDAY 50th APRIL 1980
Members present:

Rt Hon Edward Du Cann, in the Chair
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Kenneth Bake Rt Hc ‘PL*]W?F‘UG
Anthony Beaumont-Dark RiGi Robe

Jeremy Bray Mr Richzrd :,hr pherd
Timothy Eggar Mr Richard Wainwright
Michael FEnglish Mr Ken Woolmer

Draft Report, proposed by the Chairmsn, brought up and

C:<)(1 ed, That the Report be read a second time, parag

raph.
2greed to.

raph brought up and reazd the first Time as follows:

" 1A: Before discussing the Govern
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ters of policy as much as would

—(Mr Anthony Beaumont-Dark.)




.1,1 on made, and Quest

estion put, That the paragraph be recad a seccond time.
The Committee divided.

Ayes, 1 Noes, 9

thony Beaumont-Dark Mr Kenneth Bszsker

Dr Jeremy Bray

Mr Timothy Eggar

Mr Michael English
on Terence Higgins
on Robert Sheldon

chard Shepherd

. Ir Richard Wainwright
Paragraph agreed to. i Kem Woolnes
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orapls 2 to 5 read and agreed to.
6 read.

An Amendment proposed, to leave out the words "without
impossible for the |1(\u"o io assess the economic impli

ese reductions in public ex penditure
inve _{;‘f’)m nG

1]
: , for cuployri :;L,
and s ’ and insert the words "it secms remar)
resgkdown by economic category was omitted
IT\h[ﬁFP but that the Government did not have 1t ¢

(‘,0!'1""Ar’;_’t,)(-l‘li]l‘y' did not Xk now 211 the cons equ

"_(Mr Michael Fnglish.)
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Mr Kermeth Baker

Mr Ay ILIIUU\ Beaumont-Dark
Mr Timothy Eggar

Rt Hon Terence Higgins
Rt Hon Robert Sheldon

' Mr Richard .)Jophcxd

aph agreed t Ir Richard Wainwright

Iag x~::phs 7 and
agraph 9 read.

"forecast',

without 2

Question, That the Amenduent be made, put znd negatived.




‘ - ) g .
' agraphs 10 to 17 read and agreed to.

Another paragraph brought up and read the first time, as_ follows:
"17A. “We are also concerned that no objective
standards-seem to be supplied to the Treasury
to enable them to determine the treatment of
nationalised industries. For example, in the case
of monopolistic corporations, where the - -
nationalised corporation is practically the entire
industry, the only yardstick as to how far its
prices should be allowed to rise must be a
comparison with prices in other countries for the
same commodity, allowing for all the various
factors which may influence costs in the reléevant
industry. Such an assessment was apparently not
available to the Chancellor who referred Your
Committee to the several Drfi_wj tments concerned
with nationalised industries . With non-
monopolistic industries, an market csn be
allowed to determine their pricing but then it
would seem reasonable that normal commercial
policy sheuld be allowed to determine their
investment policy, i.e. zn investment designed
to increase productivitly sufficiently to finance
the (_’:.::(»"n‘l,:ﬂ required at current interest rates
hould proceed and others should not. RFixi

L
he

an arbitrary External Finsncing Limit 7!’_:" S
cours no .(‘11\ nece Lo i
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An Amendment proposed, after words "special sales of

insert a footnote as follows:

"“Although such s are regarded as a reduction in pu
C).PCJ!O]_LUJ‘G on The current definitioms, they do not re:
any permanent effect on it and cannot be
e T sinc ' the country,
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Paragraph agreed to.
Parsgraphs 25 to 31 read and agreed to.
Ordered, That this be the Sccond Report of the Committee

,O""i"',"‘f,'i) That the Chairman do mske the Report to the Hous

Ordered, That the provisions of Standing Order No.85 (Select
Comuittees (Reports)) be applied to the Report.




DEPARTMENT OF INDUSTRY
ASHDOWN HOUSE
lLeon %) ¢ 123 VICTORIA STREET

Pubi&a, PHa, LONDON SWIE 6RB

TELEPHONE DIRECT LINE 01-212 5507
SWITCHBOARD 01-212 7676

7
PS/ Secretary of State for Industry —l—a’P Ca‘: / H‘lJ
Gvt Mach 3 2 H—Jaw/ Bo April 1980

Amd waeke,

Tim Lankester Esq

Private Secretary to the Prime Minister
10 Downing Street

TLONDON SW1

M\TL.M

My Secretary of State has been thinking about your letter of
%21 March to David Edmonds about public expenditure provision
for the PSA on new works. He has noted that Mr Channon, IMr

Heseltine and Mr Biffen are examining the issue further and

will be reporting back in due course.

My Secretary of State hopes that the reconsideration of the

issues can take account of what he regards as the unsatisfactory
features of the present PSA arrangements. At present responsibility
for the construction, leasing and maintenance of office and

other accommodation rests with the PSA and is carried out on

their vote. Individual Departments, therefore, do not meet the
costs of the accommodation they occupy and in many cases are

not even aware of the expenditure they incur. There is no

incentive for individual Ministers to economise in the use of
accommodation.

If, on the other hand, rental and maintenance costs, and
possibly construction costs as well, werc carried on the votes
of individual Departments, there would be a cleer incentive for
Ministers to economise in the use of office space. A reduction
in a Department's expenditure on rent and mainbtenance would
reduce that Department's overall expenditure and might well
reduce its claim on the taxpayer.

=

My Secretary of State has noted that Sir Derek Rayner has proposed
ideas on very similar lines in his letter of 22 February to the
Home Secretary about the scrutiny of Departmental costs. Iy
Secretary of State realises therefore that Mr Channon, Mr
Heseltine and Mr Biffen will be aware of the benefits which

might be obtainable by transferring expenditure on rents, maintenance
and construction to the votes of individual Departments.




CONFIDENTIAT

I am sending copies of this letter to the private secretaries
to members of the Cabinet, including the Minister of Transport,
David Wright (Cabinet Office) and David Laughlin (CSD).

3&0.4 LRy
(e $Q%a

I XK C ELLISON
Private Secretary

CONFIDENTIAL




MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WIHITEHALL PLACE, LONDON SWIA 2HH

From the Mister

CONFIDENTIAL

The Rt Hon Michael Heseltine MP
secretary of State for the Environment
Department of the Environment

2 Marsham Street

London SWA

30 April 1980

e

a copy of your letter of 16th April to Paul Channon
sbout, the funding of new works (in the office and general

fou sent me
accommodation programme) duc to start in 1980-81.

5o far as starts in 1980-81 are concerned, there are no new works
of concern to my Department included in the table circulated with
your minute of 24th March to the Prime Minister.

In 1981-82 it will be necessary for work to' start on a new domputer
buillding at my Department's Guildford office. This isa project
which is essential to the efficient running of my Department, and a
sbart must be made in 1981-82 if éur computer facilities are to be
cept operational in the years ahead. However, I assume that we need
noits considertther funding of thils prno ject  untilfyouthavefascliearen

picture of the claims on your resources for 1981-9Z.

I am copying this letter—fb\tbe Prime Mi istéij Cabinet colleagues

«l%g§;;; WALKER

and Sir Robert Armstrong.
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Treasury Chambers, Parliament Street, SW1P 3AG

Rt Hon Michael Heseltine MP

Secretary of State

Department of the Environment

2 Marsham Street

London SW1P 3EB 30 April 1980

VJ tor /%L[HJ )

PSA EXPENDITURE ON NEW WORKS IN 1980-81

Thank you for sending me a copy of your letter of 16 April to
Paul Channon. I agree that it accords with the decisions we
reached at our meeting on 2 April. I should however like to
record the following points.

You will-obviously wish to have decisions quickly on the contracts
which are to be let in 1980-81. I suggest that colleagues aim

to let you have comments by 2 May so that we can move soon to the
next stage to consider any residual schemes for which departments
cannot find resources either in whole or in part from within

their own allocations.

When we get to that stage, I agree with you that there should be
very few residual schemes. I think it only fair to warn colleag-
ues that at a time when our public expenditure decisions have had
painful effects in the services provided to the public I expect
them to take a very restrictive view of the sort of schemes which
must be allowed to go ahead this year in the national interest.
If we are to preserve the decisions already taken to secure the
public expenditure savings and to seek reductions in the PSA
programme of the order agreed, any expenditure on such schemes must
be found from within existing public expenditure totals. This
means that, if individual departments cannot find resources for
their own schemes we must look for contributions from other prog-
rammes. If that is not possible I agree with you we can only
conclude that the projects should be postponed.

In that context, I note that, in the schedule You circulated with
your minute to the Prime Minister of 24 March, you listed two
schemes (Richmond Terrace and the International Conference Centre)
among others which are classified as contracts for the continua-
tion or completion of schemes already under way. Given that we

1.
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. are to be faced with very difficult decisions on the PSA
programme, I think we shall have to consider whether we should
allow further work on these projects to continue in 1980-81.

I believe that both are at a stage where, after appropriate
weather proofing etc, work could be suspended until the public
expenditure situation improves. That might release some
resources for expenditure in 1980-81 on projects which are
arguably of higher priority. I accept that the result would be
unsatisfactory. But it is the inevitable consequence of the
decisions Cabinet have agreed.

I am sending copies of this letter to the Prime Minister, other
members of the Cabinet, Paul Channon, Norman Fowler and
Sir Robert Armstrong.

A

Dy

JOHN BIFFEN

CONFIDENTIAL
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SECRETARY OI' STATE
FOR
NORTHERN IRELAND

Rt Hon Michael Heseltine MP

Secretary of State for the
Environment

Department of the Environment

2 Marsham Street

London SW1

-\‘XQM M/Mp .

PSA NEW WORKS

NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3AJ

24 April 1980

V) 4

Thank you for sending me a copy of your letter of 16 April to
Paul Channon about public expenditure provision for the PSA on

new works.

I am very glad that you have felt able to find resources in
1980/81 for defence and security projects including the project
for the Northern Ireland Office to which I attach priority.

I am copying this letter to the recipients of yours.

v/

/By Loy

COMNENENTIAT

st ELAICTN IS Le







18 April 1980

The Prime Minister has seen and noted
your Secretary of State's recent minute
about the PSA new works programme.

I am copying this letter to
Alastair Pirie (HM Treasury), Geoffrey Green
(Civil Service Department) and David Wright
(Cabinet Office).

N: . SANDFRS

D.A. Edmonds, Esq.,
Department of Environment.
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JARIME STV sT7ER

ST esellone, Trcasmmy,y
C s A now pesolved

' Ue 19898/ PS5 A po e
PRIME MINISTER G oitn g m,mf‘f‘”:
e 7, Zedt

| have now discussed with John Biffen and Paul Channon th
PSA new works programme, following your Private Secretary's

minute of ?L/MaﬁEh. In reply to the five points raised in that
minute:-

(a) and (b): | have agreed to find savings on the rest of
PSA's current expenditure to meet the expected increase

of £4m on fuel costs. But | cannot finance major new works
in this way. PSA's Administration costs for 1980/81 already
show a 12% reduction on last year.

(c) We agreed that Departments who want new schemes to start
in 1980/81 should be asked to reconsider whether those schemes
are really essential and, if so, to consider whether the cost
can be met by the transfer of funds from programmes of lesser
priority. We recognised that some Departments might find

this easier than others. But it should mean that the
remaining schemes that cannot be funded in this way, and which
colleagues regard as essential, are few in number and warrant
individual consideration. John Biffen, Paul Channon and |
will review that short list and put forward proposals.

(d) So much of PSA's expenditure ig committed to work in
progress under existing contracts, rents, landlord charges etc,
coupled with the increased fuel bill, that there is now very

CONFIDENTIAL
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little scope for reducing the cut on new works. There

are however three items on the list of uncommitted schemes
which | am prepared to meet from within the programme in
view of their high priority: they are GCHQ, Box 500 and
Northern Ireland Office. These schemes amount to £1.2m over
the next two years. We will try to accommodate them by some
rephasing of other work, but this is as far as | can qgo

in extending the major new works commitment for 1980/81.

(e) We agreed that | should now write to colleagues on the
lines proposed in (c) above, and this | have done.

| am sending copies of this minute to John Biffen,
Paul Channon and Sir Robert Armstrong.

Wi

CONFIDENTIAL
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2 MARSHAM STREET
LONDON SWI1P 3EB

My ref: H/PS0/12837/80

Your ref:

16 April 1980

A

A\
\
1

s __

We discussed with John Biffen on 2 April the question of public
expenditure provision for the PSA on new works in the light of
your letter of 2]gMarch and the subsequent comments from the

Prime Minister. I am reporting the outcome separately to the
Prime Minister, but we agreed that it would be helpful in parallel
to put colleagues on warning of how we now see the positien.

It is clear following the last round of cuts that the PSA programme
can in no way accommodate the priority new works schemes that
Departments want set out in the list attached to my minute to

the Prime Minister of 24 March. I am in all the circumstances
prepared to find resources for the projects under Deferice and
Security for GCHQ, Box 500 and the Northern Ireland Office, which
are relatively small and which I acknowledge stand rather on their
own. I have also agreed to absorb within my cash limit the
additional costs, amounting to &um, arising from the high level

of fuel increases expected this year. This leaves me with £5m
less still to manage the existing civil estate and to carry out
new building projects.

Given this background, we agreed that we must put it to colleagues
that, if schemes to which they attach importance really must be
started this year, the first and safest option is for them to find
the resources from within their own PESC allocation, by adjustment
of their present priorities. This would mean transferring funds
for 1980/81 and accepting a potential liability for subsequent
years, from within existing public expenditure ceilings, to complete
the scheme. This letter accordingly asks colleagues as a matter
of urgency to identify what they can do here, and let me know as
soon as possible so that we can take the necessary decisions on
the programme.

We accept that there may be some schemes - and they will have to

be very few indeed - that for one reason or another Departments
will be totally unable to finance, but which in the national
interest must go ahead this year, and cannot be deferred. If such
are identified, we will need to put them to colleagues collectively

CONFIDENTTATL
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with our recommendations. But colleagues will understand WG ki
they cannot find the money themselves, the conclusion may well be

that the project does not have sufficient priority to warrant its
proceeding.,

I am copying this letter to the Prime Minister, to Cabinet colleagues,
to Norman Fowler and to Sir Robert Armstrong.

MICHAEL HESELTINE

Paul Channon Esq MP
CONFIDENTTIALTL
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&

10 DOWNING STREET

From the Private Secretary 31 March 1980

D @ David,

The Prime Minister has now considered your Secretary of
State's minute of 24 March about public expenditure provision
for the PSA on new works. She has also read Mr. Channon's
letter of 27 March.

The Prime Minister agrees with Mr. Channon that this issue
is not yet ready for collective discussion. She suggests that
Mr. Channon, Mr. Heseltine and Mr. Biffen should examine the
issue further and report back. She has asked that the
following points should be covered:

(a) the scope for finding the necessary savings from
within PSA's current expenditure, including
administration;

the implications for expenditure of increased
fuel costs;

the scope for other departments to find savings
to enable PSA to maintain its capital programme;

what is the irreducible amount which has to be cut
from the PSA programme of major capital works;

(e) what recommendations should be made to Ministers
on the resulting programme.

I am sending copies of this letter to Private Secretaries
to members of the Cabinet, including the Minister of Transport,
David Wright (Cabinet Office) and David Laughrin (CSD).

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




PRIME MINISTER

PSA EXPENDITURE ON NEW WORKS

The minute at Flag A from Mr. Heseltine explains that
Departments' bids for expenditure by the PSA on new buildings

far exceeds the provision which is included in the Public Expenditure

—

White Paper. Excess claims amount to £12 million in 1980/81 and
—

£71 million over the PESC period. Mr.'Heseltine suggests that

Departments should consider re-allocating resources from other

—_—

activities to building work. He concludes by proposing a collective

> e,

discussion.
cm——

Mr. Channon's letter at Flag B argues that a good deal of work
is needed before this issue is ready for collective discussion. He
suggests a meeting between himself, Mr. Heseltine and the Chief
Secretary. I am sure this is right. I suggest we write supporting
Mr. Channon and asking that the three Ministers and their officials

examine the following before the matter is discussed collectively:

(a) the scope for finding the necessary savings from within
PSA's current expenditure, including administration;
the implications for expenditure of increased fuel costs;
the scope for other departments to find savings to enable
PSA to maintain its capital programme;
what is the irreducible amount which has to be cut from the
PSA programme of major capital works;
what recommendations should be made to Ministers on the

resulting programme.

o o

Agree?

28 March 1980
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Civil Service Department

Whitehall London SW1A 2AZ
Telephone 01-273 3000

Minister of State

The Rt Hon John Biffen MP

Chief Secretary

HM Treasury

Parliament Street %

LONDON SW1 27 March 1980

>

/ch\. \)C [\/V\ ;

I have seen Michael Heseltine's minute of i%/ﬁarch to the Prime
Minister about the implications of the further cut in the public
expenditure provisions for the PSA on new work.

I believe we need to think carefully about his proposal for
transferring resources within the basic allocations already
%Egg,fgx;19§g:ﬁj. The Estimates which are about to be submitted
0 Parliament have been very thoroughly scrutinised. If there
were significant spare resources available for redeployment it
would be a serious criticism of the effectiveness of our public
expenditure exercises. In fact I cannot believe it is the case -
certainly not in the Estimates controlled here - but if it were,

the possession of such spare resources would be no sensible
basis on which to determine building priorities.

It is not simply a matter of what happens in 1980-81. Some
Departments might perhaps be able to find the relatively small
sums necessary to finance a start on their projects in that

year but they would presumably be unable to undertake to find
the much larger resources required for completion in later years.
An important part of the PSA's limited resources in 1981-82 and
beyond would therefore be pre-empted without any proper examina-
tion of priorities.

The reallocation of resources suggested in Michael Heseltine's
minute would in effect be a form of repayment. There are many
arguments for putting PSA on repayment (and the feasibility of
doing so is now being studied). I think that this should be
done, however, only after the implications for government
accounting as a whole have been properly examined and on the
basis of fair treatment between one Department and another.

I think it would be helpful if you, Michael Heseltine and I
could have a discussion of his proposals before they are

considered by colleagues more widely. I would be very ready
to Jjoin such a meeting if you called one.

CONFIDENTIAL
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What I am sure we want to achieve is a rational decision, within
the financial resources available, as to which government
building projects should have priority in the national interest.
This must surely be better than a series of haphazard decisions
based on the chance that some departments (but not others)

quite fortuitously had some spare money available.

I.am sending copies of this to the Prime Minister, to Cabinet
colleagues, to Norman Fowler and to Sir Robert Armstrong.

PAUL CHANNON

CONFIDENTIAL
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PERSONAL AND CONFIDENTTIAL

Tim Lankester Esq

10 Downing Street
London SW1 25 March 1980

et

PSA

We spoke on the telephone this morning about the Secretary of

State for Environment's minute to the Prime Minister OQ%BA/Mngh
about the consequences for PSA of the public expendituré savings

agreed by Cabinet on 31 January.

We agreed that the issue was not yet in a form in which the Prime
Minister or Ministers collectively could sensibly take a decision.

A reasonable way forward might be that you recommend the Prime
Minister to reply that the Secretary of State and the Chief Secretary
should consider this further before the matter is put to collective
Ministerial discussion.

They and officials might specifically be asked to examine:

a) the scope for finding the necessary savings from within
PSA's current expenditure, including administration;

b) the implications for expenditure of increased fuel costs;

c) the scope for other departments to find savings to enable
PSA to maintain its capital programme;

d) what is the irreducible amount which has to be cut from the
PSA programme of major capital works;

what recommendations should be made to Ministers on the

resulting programme.
\
oWt ¢ VLY

/;Zo§§p \;STQ\’C

R J T WATTS
Private Secretary

PERSONAL AND CONFIDENTTAL
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Prime Minister

Cabinet decided on 31 January 1980 (C(80) 4th minutes) to
reduce further the public expenditure provision for the PSA on
new works. The agreed line over the PESC period for major new
works is now:

1980/81 1981/82 1982/83 1983/84
£23m £25m £19.2m £29.2m

| have prepared as a consequence of that decision the
attached table which shows, first, the existing commitments -
ie work under current contracts and other schemes already in
progress - and, second, all the presently-known schemes that
seem to be of high priority (this excludes many other schemes
to which colleagues may attach importance but which are perhaps
less urgently needed). As you will see, the resources
available are far outweighed by the claims on them. In
1980/81 the PESC provision is £23.15; the resources available
after deducting work in progress and schemes which are
already under way, is £0.16/m. The claims on that by Ministerial
colleagues amount to £11.899m over that available sum. For
later years, as the table shows, there is still a considerable
shortfall, although the amount will, of course, depend on the
ongoing expenditure of schemes started this year.
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Faced with this shortfall there is no possibility of my
finding the resources from within other PSA programmes. Indeed,
it may be that because of the constraint of present cash limits
on our fuel bills, we could be faced with cancellations of
schemes which are already under way. | hope that this will not
be necessary and that we reach sensible agreement with the
Treasury on cash limits to reflect the true increase in fuel
costs.

| suggest, therefore, that my colleagues who are making
the claims shown in Part D of the table should consider how
pressing is the need for a start to be made in 1980/81. |If
it is their conclusion that the work to be done for their
Department is essential it would be for them to find the
necessary public expenditure resources from within the
allocations made for their Departments elsewhere. We should
of course need to consider the implications of such decisions
in the carrying through of expenditure into future years.

You may wish to consider a collective discussion of the
problems facing us in this area. | am, therefore, copying
this minute to all Cabinet colleagues, to Norman Fowler, to
Sir Robert Armstrong and to Sir lan Bancroft.

o

MH
24 March 1980
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J;VV.OJL¢¥E AND GLENERAL ACCOMMODATION 1980/81 ~ 1985/8% : (£million 1980 g

September '79
(CLA’XIV VOTE 1 SUBHEAD A1

PART ™M NEW WORKS)
1980/1-1983%/4 1980/1 1981/2 1982/3 3 T0 FINISH

A. PESC 92855 25150 25.000 19.200

) "
TOTAL COST OF
SCHEIMES OVER
PERTOD

B(i) WORK_IN PROGRESS (je FULLY 2%.500
COMMITTED CONTRACTS )

(1i) CONTRACTS NOT YRT LET BUT WHICH

| CONTINUF, OR COMPLETE

£ (o ALREADY UNDER WAY

St Johns House, Bootle

Richmond TCTTHCQ

Cathays Park, Cardiff

Conference Centre, Substructure
and TE

Farnborough, Accident Investi-
gation Branch

Sub Total
Total (B(i) and (ii))

(A — (Bi ana lL)

CLATMS (ie SCHEMES DUE TO START IN

1980787 OR ﬂﬂvbh)
Conference Centre Superstructure
DEFTNCE AND SECURITY

lOD Defence Data Processing Service SE Al 510[0)
[MOD Defence Situation Centre S5 0.010
GCHG, i ; 0.460
Box 500 4 / 041025
Northern Ireland Office

— T T ———— it mcaizigve
- ol A SHRL = NRRING &) M) ‘Of" Wﬁwﬁégbf% ‘:g. i a:u’gad‘ ‘. sb:#q!_u o 1'% e &1
Unemployment Beneflt Offlces = 1.00 1.000 0.300
(Taxation of Benefits)
DHAU Local Offices ‘ s , 0 . 2.000 %.500 2.500

(uomﬁutcrloatlon of "Be ?efi%s) .12 R Ry S e o, 0 3 i
Departient of Transport CNew N e ' st Ol ol 010 2.000
LJLNWMQ le st Centres)

HVPFAUJHL’“ OF PREMTSES TO. BE

IP Dwrtloufh Rd, Forest Hill
C&E Road Exe Wlnation Station,

Londonderry
Lr ARTMENTS OPERATTONAL

CUHTRT TS

C&E Dover Harbour ) 510161
DE/DHSS, Corby 0.150
OFCS, Titchfield 2.160
C&E Dovercourt, Harwich 1.200
C&E Avonmouth Y AE0)
DEELivingstone 0.%%4
Scottish Office Computer Suite @750
QUERCROWDING AND WORKING CONDITIONS
DTp, LVLO Birmingham 0.250
DHSS Bell Hill, Glaspow ORH@
DE/DHSS Houblton Le Spring 1.004 24
DHSE Berwick 0.249 - 094 0.004
DHES Alexander Fleming House 0.930
DE Steel House 0.850
Four leased Buildings Requiring @.365
Hitting Oub

OTHER KNOWN PROJECTS OF HIGH PRIORITY 47.800 10. 300 11.200 - 16.100

SUB TOTAL (D) 12%.034 . 066 21. 244 24, 304 . %6.610
TOTAL: COMMITTED AND CLATMS 16%.359 - 28. 144 28.528 s 38.828
(B+D) .
SHORTFALL (EXCESS OF CLAIMS OVER 70.809 . - B 44 9.%28
RESOURCES: ie D = C)
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Tim Lankester Esq
No. 10 Downing Street J=
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CHIEF SECRETARY'S MEMORANDUM ON THE ESTIMATES bl Mt

Uch. st = T
You told me on the telephone this afternoon that the Prime Minister _
had asked what precisely had prevented publication of the Chief n”““)
Secretary's Memorandum as usual on Budget Day.

This year there were a number of special circumstances which taken
together meant that the information was just not available in time. 14$\
Perhaps the most important was that Ministers decided certain

features of the November Social Security uprating - notably the new
scheme to provide assistance with fuel costs - only this week.

This could perhaps have been overcome if the cost of the upratings
could have been taken in supplementary estimates as in previous
years. Ministers had already decided however that the cost should
be included this year in the main supply estimates and therefore in
the Chief Secretary's Memorandum.

You asked if it were possible to see a draft copy of the Memorandum.

I'm afraid that the best we can do at present is to send you a copy
of last year's document (enclosed).
7/
oWt S IR

% o W

R J T WATTS
Private Secretary




Chief Secretary to the Treasury
Treasury Chambers

Parlizment Street

LONDON

The Rt Hon John Biffen MP Il

W=y

SW1P 3AG @ March 1980

Your letter of_5 llarch to Norman Fowler about the cash limit on the
English trunk road programme in 1980-81 offered an adjustment should
there be more claims on completed contracts than have been allowed
Rors

My position is exactly the same as Norman's, and I assume you would
allow me the same facility. After setting aside £10m for payment of
claims (out of £19m claims submitted) and allowing for expenditure on
schemes in progress, I am letting no more trunk road contracts in
1980-81. Of the &£74.7m (at outturn prices) available to me on
Subhead Al of Vote Class VI, 1 in 1980-81 I have a reserve of only
£2m for emergency works and possible inflation above levels we have
discussed.

Ls in England, there has been a speedingup in the rate at which claims
on completed schemes are being presented, and while I hope to settle
for no more than a total of £10m there is a risk that payments of up
to £15m might have to be made.

I would therefore ask that an adjustment of my cash limit should be
made, with a Winter Supplementary Estimate, and within a maximum
of £5m, if claims above &£10m have to be met in 1980-81.
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CHIEF SECRETARY'S MEMORANDUM ON THE ESTIMATES

The Chief Secretary's Memorandum is a routine, technical
document which expands on certain aspects of the Supply
Estimates. It is published traditiomally on Budget day in
the form of a White Paper as one of the Budget documents.

This year we will be unable to publish the Memorandum on
Budget day and we intend to arrange for an inspired PQ to be
tabled tomorrow for answer on Monday 24 March informing the
House of the delay.

The Chief Secretary has agreed that the White Paper should
now be published on Wednesday 2 April.

I am sending a copy of this letter to John Stevens (Chancellor
of the Duchy's office), Murdo Maclean (Chief Whip's office)
and to Richard Prescott (Paymaster General's office).

|
//uk:f Slhcep{o%&
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R J T WATTS
Private Secretary







Treasury Chambers, Parliament Street, SWIP 3AG
0l1-233 3000
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Private Secretary to the ¢
Home Secretary, \gfyﬂifkfxb‘

Dear ’G?ﬁuq‘

PRESS NOTICES RELATING TO THE BUDGET AND PURLIC EXPENDITURE
WHITE PAPER

I have been asked to clarify one point abcut the distribution
of press notices, further to the arrangements set out in my
letter to you of 12th March.

All press notices received by the Treasury will be distributed
at the end of the Budget speech to the major national and
provincial newspapers, to the main brp adcasting networks, to
Lobby journalists and to overseas journalists who attend the
Ministerial Budget briefing at the House of Commons. As I
said in my earlier letter, your Department will need to male
its own arrangements for covering special journalists and
interested bodies and of course for putting copies of PEWP
press notices for which it is responsible in the libary of

the House.

There has also been a revision in the number of copies of
press notices we require. The Treasury should receive 425
copies of each press notice. 75 of these should be sa&if to
Mr. D. Barton and 350 to Mr. A. Batchelor.

I am copying this letter to the recipients of my earlier one.
\/ws <~\‘co,.ekj
CAAJ&L

MISS L.E. BIRNIE
Assistant Private Secretary







DEPARTMENT OF TRANSPORT
2 MARSHAM STREET
SWI1P 3EB

With the Compliments of the

Minister of Transport
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v
DEPARTMENT OF TRANSPORT
2 MARSHAM STREET LONDON SW1P 3EB

The Rt Hon Patrick Jenkin MP ‘\"
Secretary of State for Social Services l
Department of Health and Social

Security ‘1 -}

Alexander Fleming House
Elephant and Castle

LONDON 17 MAR 1080

SW1
C)@» Qx;g)n,

PUBLIC EXPENDITURE WHITE PAPER

Thank you for sending me a copy of your letter of
_4-March to John Biffen about the reference in the proposed text
of the White Paper to further measures to recover road accident

costs. {

/1

You will be aware from my letter of 3 December 1979

to Gerard Vaughan of my misgivings about such measures and I am
glad to note that you do not see the reference as implying a
commitment to any particular scheme - or indeed to any measures
to generate more money from motorists under the Road Traffic Act.

I have to say that I remain very doubtful about
further measures - beyond those already taken to update existing
charges - and I hope that you agree that in responding to
enquiries from the Press and others after the White Paper is
published Departments should avoid saying anything on the
details of possible measures.




I am copying this letter to the recipients of yours.

e

NORMAN FOWLER




DEPARTMENT OF HEALTH & SOCIAL SECURITY

Alexander Fleming House, Elephant & Castle, London SEI 6BY

Telephone 01-407 5522
From the Secretary of State for Social Services

The Rt Hon Sir Geoffrey Howe QC MP

Chancellor of the Exchequer

Treasury Chambers

Great George Street

London  SW1 {& March 1980

[

/1

NATIONAL HEALTH SERVICE CASH LIMIT g

I delayed replying to your letter of/é% February about the Health Services
cash limit until we kmew that colleagues were content with the proposals

for handling the problem of nurses! hours. Without those proposals, the
cash limit would have been unacceptably tight. As it is, health authorities
will remain under great pressure if inflation rises to the extent we expect.
I recognise the importance however of maintaining the standard 14 per cent
limit recommended in your paper. I accordingly confirm my agreement to your
proposal. These have been incorporated in the deteiled figures which have
been agreed between our officials, who are also keeping in close touch on
the announcerents to be made.

Copies go to Prime Minister and Sir Robert Armstrong.







Treasury Chambers, Parliament Street, SWIP 3AG V J Y
01-233 3000 gt A
12th March, 1980

PRESS NOTICES RELATING TO THE BUDGET AND
PUBLIC EXPENDITURE WHITE PAPER

I am writing to seek your and copy recipients
co-operation in dealing with the press releases relating
to the Budget and the Public Expenditure White Paper,
which this year will be published on Budget Day. As
far as the White Paper is concerned, this letter amplifies

the guidance already given on press notices associated with
it in PESC(N)(80)4.

I should be grateful if you and other recipients
of this letter could let me know in writing by noon on
Tuesday, 18th March:-

(a) what, if any, Budget press notices are
proposed by your Department,x¢

\

4‘.' a,b»,,wbgf # oy Pukd o Exnpn4a+nnp T A A
o W.,,K, vvwmﬁw‘ulmr‘ Tamm Rty
s Paper pres@ noticest1ll be 1ssued by your
Department, and
~e ot
(¢) who in each Departmcnt mlght act as a
contact point for those press notices.

Where appropriate, please send a nil return. Could you
please also make arrangements for me to be informed if
there are any subsequent changes to your Department's
arrangements.

The Treasury (correct address; easury Chambers,
Parliament Street) should receive (41 coples of.cach ]
press notice, whether on the Budge r the Public Expenditure

/White

3 Clenlileens g e o g
Private Secretary,
Home Department




White Paper, by close of play on Monday, 24th March at

the latest. 60 of these should be send to Mr. D. Barton,
room 82/2, and 350 to Mr. A. Batchelor, care of Committee
Section, room 74/G. Additionally, 750 copies of Budget,
but not, repeat not, Public Expenditure White Paper press
NOLIQLS, should reach the Treasury Parlldmontqry Section,
room 128/2, by the same deadline (to be placed in the Vote
Office for distribution with other Budget documents to
Members of the House on Budget Day ).

If this timetable looks likely to cause acute problems
anywhere, could you or the Departmental contact point
please contact me before 18th March. Otherwise we shall
assume that the deadline will be met. This is obviously
of great meortance, given the huge wvolume of paper which
will have to be handled.

All press notices will be distributed by the Treasury
to bodies on their mailing list, including the major
national and provincial press. If you need further details
of ‘our distribution, these can be supplied by Stanley
Godfrey (2%3-7676). Your Department will need to make
its own arrangements for informing specialist journalists,
and of course, for putting copies of Public Expendlture

hite Paper press notices for which it is responsible in
the Library of the House (Budget press notices will of
course be distributed through the Vote Office).

We should be grateful if all press notices, both:on
the White Paper and on the Budget, could be cleared in
draft with the relevant Treasury division. The final
version of each press notice should be sent as a separate
exercise to the relevant Treasury division.

3 U4 I should be grateful if you could dlstrlbute this
'1etter w1dely LN ydur Department.

ST e

‘ﬁ?
I am copylng thls letter to the Private Secretaries

‘ %o all Cabinet Ministers, the Minister of Transport, and
the Minister of State for the Civil Service.

\IW‘L S«Lsu%
L. € M‘

(MISS L.E. BIRNIE)
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DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY
Telephone 01-407 5522

From the Secretary of State for Social Services

The Rt Hon John Biffen MP

Chief Secretary to the Treasury
Treasury Chambexrs

Great George Street

London  SWl |o March 1980
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PUBLIC EXPENDITURE SURVEY 1980

I agree with the proposals in your minute of E?Pﬁgg;ruary for commissioning
work on the 1980 public expenditure Survey. n particular, as 7ou know, I
am strongly in favour of pursuing the work on the territorial split of
expenditure to which you refer in paragraph 11 of your minute.

I am glad that you have scaled down the options for reductions that are to be
identified initially to two per cent in 1981-82 and three per cent thereafter.
Even so this will mean we have to look for cuts rising to £600 million a year
on social security, on top of those that will be presented in the next White
Paper,

I agree that we should move to a uniform price base for the Survey and that
this should be "Year -~ 1". This principally means changing the price base of
the social security programme (at present "Year + 1") and will have the
advantage of redvcing its cost relative to other programmes by some £3 billion,
at a stroke. I am happy to be able to make this contribution to the abatement
of public expenditurel

I am copying this letter to the Prime Minister and to recipients of your minute.

CONP'TDENTTAL
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MINISTRY OF AGRICULTURE, FISHERIES AND FOOD
WHITEHALL PLACE, LONDON SWIA 2HH

From the Minister W

The Rt Hon John Biffen MP 0141
Chief Secretary to the Treasury

Treasury Chambers

Parliament Street

London SW1P 3AG o 6 March 1980

N R

PUBLIC EXPENDITURE SURVEY 1980

Thank you for sending me a copy of your minute of 28 February

to the Prime Minister about some changes in the procedure for
the 1980 Survey and about the size of the options for reductions
which officials will be asked to identify.

2t I agree with the proposed procedural changes, but I assume
that proposal (ii) - restructuring the Survey report to' show

more clearly the Departmental spending programmes for which
individual Ministers are responsible - will not prevent the
presentation of a single chapter showing expenditure by all the
agricultural and fisheries Departments on agriculture, fisheries, -
food and forestry. The arrangements set out in your letter of

3 March to George Younger and Nick Edwards about new PES programmes
covering expenditure within their responsibilities made clear that
there would be no change in the arrangements for determining and
managing expenditure on agriculture, fisheries, food and forestry.
It follows that we should continue to have a single chapter on
that expenditure in the Survey report.

3. As regards options for reductions, I accept that all
Departments should be asked to identify what they see as the least
difficult options for further reductions of 2 per cent in 1981-82
and 3 per cent in subsequent years, But I suggest that the report
to Cabinet should distinguish the options which would be likely to
diminish the prospects of growth in output and in productivity from
the options which would not have harmful economic effects. When we
review our expenditure plans it is essential that we take full
account of our central economic objectives.




4, I am sending copies of this letter to all members of the
Cabinet, to the Minister of Transport and to Sir Robert Armstrong
and Sir Kenneth Berrill.

PETER WALKER







* NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3AJ

SECRETARY OF STATE
FOR
NORTHERN IRELAND

Rt Hon Nicholas Edwards 3 “Iﬂ
Secretary of State

Welsh Office

Gwydyr House Sy kq*\
Whitehall

London SW1A 2ER 5 March 1980

J&M e

WELSH OFFICE PES AND VOTE STRUCTURE

I have read with interest your letter of 13 February 1980 to
John Biffen, and his reply of, 3 March.

I have no comment to make on your arrangements as such but I should
like to remove any possibility of future misunderstanding as regards
the reference to Northern Ireland in paragraph 8 of the Note which
accompanied your letter. This mentions the 'established population
formula' applied to Northern Ireland for determining reductions or
additions to the Northern Ireland expenditure "block",

It is true that this formula (the comparability formula as it is
termed) has been used for the purposes of the 1979 Survey but its use
beyond that has yet to be agreed. Over the next few weeks I shall be
reviewing experience in its working this past year and will then be
in touch with John Biffen. It may well be suitable (with or without
modification) for continued use but I would prefer to suspend
Jjudgement until (now that we appear to have reached the end of the
current series of public expenditure exercises) I have had an
opportunity to consider the point. ;

I am copying this letter to the recipients'of yours.,

e
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IWINING STREET

From: the Private Secretary 6 March 1980
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PUBLIC EXPENDITURE WHITE PAPER

The Prizms Mfnister has now considered

the Chief Seer 'y's minute of 4 March and;
subject to colleagues' views, she is content
with his proposals on shortfall and the
contingency resser - as well as with his
minor draftin

I am sending a copy of this letter to
Private Secretaries to members of the Cabinet,
the Minister of Transport and Sir Robert
Armstrong.

Alistair Pirie, Esq.,
Chief Secretary's Office.
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Treasury Chambers, Parliament Street, SWIP 3AG

1L
The Rt Hon Norman Fowler MP l
Minister of Transport r]3
Department of Transport
2 Marsham Street
London SW1P 3EB 5 March 1980

B&-./ f\MM‘WU‘

You wrote to the Chancellor of the Exchequer on 27 E;bfaary about the
implication of the proposals in c(80)14 for the cash limit on the
English road programme in 1980-81.. This morning, in accordance with
the Cabinet decision when they approved those proposals, you and I
discussed the problems that arise on the road programme.

I was glad to hear that, now that the Department had re-calculated the
likely outturn of expenditure on new construction on the basis of our
agreed forecast of the increase in costs, the situation was less
intractable than it had seemed at an earlier stage. You thought that,
with careful management, and by delaying work on three by-passes, the
Department could get by without announcing a virtual moratorium on all
new contracts. You were therefore no longer pressing for the cash
1imit to be set at a higher level in 1980-81.

You asked however for consideration to be given to the special problem
that you had inherited, of the backlog of contractors' claims for
payments on past contracts; some of those payments went back several
years and were reflected in underspending on the road programme. You
explained that, partly because some companies were threatened with
liquidation, there had recently been a sudden speeding up in the rate

at which claims on old schemes were being presented. In consequence,
although there was provision for the payment of £26 million in 1980-81
for old schemes, there was now a risk that payments of up to £40 million
might have to be made.

As agreed, I have now given further thought to that problem. I think
the way to deal with it is as follows. First, as you intend, your
Department should manage the whole motorway and trunk road programme
so as to stay within the cash limit while allowing for payments on old
schemes up to the provision of £96 million. Secondly, if for the next
few months (while there is still some flexibility in your 1980-81
programme) it looks as though claims on those schemes are being pre-
sented at a rate beyond that allowed for in the £26 million, your
Department should take all steps that are reasonably practicable to

CONFIDENTTIAL




CONFIDENTIAL

"E room elsewhere for these extra payments. If nevertheless the
claims continue to go through at a faster rate, to an extent that it

is in practice impossible to offset e.g. by delaying further work on
the M25 or on the by-passes, I should be willing to consider whether
the cash 1limit could be adjusted, with a Winter Supplementary Estimate,
to deal with the limited remaining overspending (within a maximum of
£14 million) on account of this item.

I am sending copies of this letter to the Prime Minister, the Secretaries
of State for Scotland and Wales and Sir Robert Armstrong.

\/L\!\—/’ 9"\0‘% \
hebn

r, JOHN BIFFEN

[Approved by the Chief Secretary and
signed in his absence]

CONFIDENTIAL







10 DOWNING STREET

A

Lrom the Private Secretary 5 Marcha 1980

As I teld you, the Prime Minister has considered the
“hancellor's minute of 5 March, and in the Jlight of the
arguments set out in.that minute, she has.agreed that the
figures for our cont: ibution to the BEC should be published
in the way originally planned. She agrees that the
presentation will be improved if the figures for future
years are shown in italics, and with the amendments tc the
text which the Chancellor proposes. She has asked that,
if possible, there should be a footnote against the EBEC
contribution lins in table 1.6 explaining why the figures
are in italiecs. g

I undeys tand that the Lord Privy Secal is content with

the Chancellor's latest proposals.

_ I am sending a copy of this letter to the Private
Secretaries to members of the Cabiunet and to David Wright
(Cabinet Oifl ce). LN

A de Wi ggins S,
H.M. Treasury.




SECRET

Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

PRIME MINISTER

PUBLIC EXPENDITURE WHITE PAPER : EEC CONTRIBUTION

I have seen your Private Secretary's letter of 3rd March,
and must at once put on record that I would be very concerned
about the idea of changing the presentation of the EEC

contributions in the way suggested in it.

2. My overriding concern is with the impact of the totals for
public expenditure. We have very substantial reductions to

show over the period, even without allowing for the reductions

in our EEC contribution. To omit these contributions altogether
would mean that we could not show planned public expenditure
totals directly comparable with the totals in past years. That
would reduce the impact of the cuts we have made and would
obscure the progressive reduction in the plans shown for the

future years compared with past levels.

% We cannot avoid including in the Financial Statement and
Budget Report some figures for our net EEC contribution. We
have to publish a short-term forecast and to exclude any
provision for the EEC would give a misleadingly favourable
impression of our position which would mean that, for example,

the PSBR projections would look unduly optimistic. If we go

ahead with publication of the medium-term financial strategy,

/in which
S ENCER ENT




in which I see substantial advantage, the Governor and I have
been concerned that the figures should be on a prudent basis:
to exclude provision for the EEC would be inconsistent with
that.

Iy, In any case, exclusion of these figures from the White

Paper would be bound to attract questions about what our EEC
contributions would be if existing arrangements were not changed.
T did in fact say in reply to a Parliamentary Question in
November that we expected to publish those figures in this

White Paper (copy attached).

5. As regards the wider presentational significance of the
figures, our approach had been that to show the full rising
trend would be helpful rather than the reverse. It would show
the British publiec and our EEC partners what we are really up
against. This thought lay behind my recommendation (in my
minute of 29th February) to ask the Commission to update their

calculation of net contributions in 1980.

6. I should also explain that to change the approach we

agreed in Cabinet in January would involve substantial rewriting
of the White Paper. A large number of tables, and the
commentaries on them, would be affected, including the
presentation of the totals in Part 1. There would be real
difficulties about accomplishing these changes, including the
consequent resetting by the printer, in the time now available.
There must be a considerable risk that publication of the White

Paper would be delayed until after Budget Day.

o I therefore strongly recommend that we should not now
change course over including the figures for the EEC contribu-
tion in the White Paper. But I certainly agree with you

that we should look again at the presentation in an effort to

/bring out

o B COREENT




bring out more strongly that the figures are not what we
expect to spend. The best change I can think of at this
stage is to show the forecast in italics. Also I suggest

some amendments to Part 1 as shown in the attached note.

(2] Because of the implications for the timing of the White
Paper, this needs to be settled urgently. I fully understand
why you would like to find a different way of presenting these
disagreeable figures. But I do not believe we can do better
than I have suggested. I hope that in the circumstances you
would agree that we should continue to include the figures, with
the amendments I have suggested. If you still see difficulty,
however, I should be grateful for a very urgent word with you

and Peter Carrington.

9. I am copying this minute to Cabinet colleagues and to

Sir Robert Armstrong.

1

ﬁ'(G.H.)

5 March 1980
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PROPOSED AMENDMENTS TO PUBLIC EXPENDITURE WHITE PAPER

Pape 2, paragraph 4, line 7/

Add after third sentence:

"(The forecasts in the tables in the White Paper are
accordingly shown in italics.)"

The tables affected are table 1.6 on page 14 and table 2.2 on
page 2%. The forecasts for the EEC contribution in the years
1980-81 onwards would be shown in italics.

Page 4,.paragraph 10, lines 8-9

Rewrite fourth andvfifth sentences as:

"The reduction under negotiation in the net contribution
to the European Community will bring a further saving.
Even without allowing for this, expenditure in 1982-8%,

n




e

E)JC[’J'&C%(/“"‘_’ _‘//6_""’(“‘7’ Reference = B AR
: #wz/r-(/ 97 Novenler (979

European Community Budget (United
Kingdom Contribution)

34. Myr. Stoddart asked the Chancellor
of the Exchequer what is the likely United
Kingdom net contribution to the Euro-
pean Economic Community budget for
1980, 1981 and 1982.

Sir Geofirey Howe : The latest fore-
cast for the net contribution to the Com-
munity budget in 1980 at 1979 prices is
over £1 billion ; on present trends it will
continue to increase in subscquent years.

A forecast of our net contributions to
the European Communities and to the
European Investment Bank of about £1
billion in 1980-81 was published in *“ The
Government's Expenditure Plans  1980-
817, Cmnd. 7746, on the same basis as
in earliecr public expenditure White
Papers.  The Government expect to pub-
lish estimates of contributions for later
years on that basis in the next public
expenditure White Paper.

COOE 15-78







5 March 1980

Public Expenditure Survey, 1980

The Prime Minister has considered the
Chief Secretary's minute of 28 February, and

is content with all of his proposals for the
conduct of this year's public expenditure survey.

1 am sending copies of this letter to
Private Secretaries to members of the Cabinet
including the Minister of Transport and to

David Wright (Cabinet Office) and @erry Spence
(CPRS).

A C Pirie Esq
HM Treasury




MR D WRIGHT
CABINET OFFICE

You will see from my letter of today's date to the Treasury
that the Prime Minister has agreed all of the proposals put forward
by the Chief Secretary for the conduct of this year's public expenditure
survey.

The Prime NMinister considered the points in Sir Robert Armstrong's
minute of 4 March, but decided she did not want to set in hand a special
study on the level of teaching and non-teaching staff in primary and
secondary education; nor did she think it necessary for the programme

of '"special studies" to be the subject of Cabinet endorsement. Although
she has not objected to the Chief Secretary's proposition that in future
years some policies may need to be reviewed in greater depth, she does

not in fact believe that there is much point in such studies being
conducted on an interdepartmental basis: she believes that departments
ought to be able to conduct such policy reviews of their own accord.

Iq F- LAl | ﬂl?

5 March 1980
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This note gives defensive material for use against the mainT\’
criticisms which are likely to be made of the announcement made
by the Secretary of State for the Environment on 21 February. H/Z

General

The levels of expenditure for 1980/81 reflect the overall
economic background and the need to reduce the massive burden of
public expenditure. However Housing policies and expenditure levels
need, too, to recognise the significant general improvement of
housing conditions in the last 30 years both in terms of the
condition of the housing stock and of the fact that nationally the
demand and supply of housing are now in much better balance. Home
ownership has grown over the period from 31 to 55%.

In these circumstances, the emphasis of public sector housing
policy must now be to meet particular needs such as those of the
elderly and the handicapped; and we must concentrate on making better
use of the existing housing stock. Local authorities need to make
full use of the various ways in which they can encourage low-cost
home-ownership. Measures in the Housing Bill will help here, in
particular in fulfilling our promises to give public sector tenants
the right to buy their homes. Provisions in the Bill will encourage
the private rented sector.

CAPITAL EXPENDITURE

The Housing Investment Programmes (HIP) allocations for local
authorities for 1980/81 amount to £2,199m at expected outturn prices;
the Housing Corporation will be allocated £420m for the work of
Housing Associations; and the New Towns building for rent programme
will be £157m.

Opposition criticism is at present concentrating on the extent
of the reductions and whether the comparison with forecast outturn
for 1979/80 (the figures so far given by DOE) is misleading. The
main defensive points are that

- 1in presenting public expenditure plans it is usual to compare
allocations with outturn in earlier years, as was done in the
last Government's Public Expenditure White Paper published




in January 1979; the level of spending actually being ‘
achieved is obviously the proper basis of comparison
with future provisions.

the housing expenditure plans of the last Government were
unrealistically high, the Budget cuts of the present
Government removed £300m for 1979/80 and yet the lower cash
limit will not be reached even though inflation of building
costs has run faster than was expected last summer.

The percentage reductions in real terms of the three programmes both
against the last Government's provisional allocations and against

forecast outturn for 1979/80 are in Table 1.

Further defensive points

(a) Net capital expenditure on housing fell under the last
Government by over a half from £4202m in 1974/5 to £2077m in

1979/80.

(b) The present reductions therefore reflect the trend under
the previous Government.

(¢c) A major factor in the reduction has been the fall in new
housebuilding since 1975, particularly by local authorities

(see table 2). This is the product of local authorities' own
decisions. It reflects a shift in emphasis towards improvement;
the high cost for local authorities of servicing earlier high
levels of capital expenditure on housing; and changing perceptions
of local housing needs with increasing emphasis on mortgage
lending.

CURRENT EXPENDITURE

In his statement on 21 February, the Secretary of State announced
a supplementary rent increase guideline of 60p a week on average to
apply to the second half of 1980/81. This is additional to the rent
increase guideline for 1980/81, announced on 16 November, of £1.50p
per week on average.

The main lines of attack from the Opposition are:-

a. the two guidelines are an increase of £2.10p a week;




b. this comes to £1.80p a week increase over the whole year
and is a 28% increase over the average local authority rent of
some £6.50 a week.

The main defensive points are:-

a., While capital spending on housing fell under the last
Government, housing subsidies rose sharply (from £628m in
1973/74 to £1,3%86m in 1978/79 at 1979 Survey prices).

b. Over the whole year 1980/81, the guideline amounts in fact
to an increase of £1.80p a week on average, not £2.10p because
the additional 60p only applies in the second half of the year.

c. It is essential to look not at one year in isolation but at
a run of years. The last Government said in the HOusing Green
Paper that it intended to keep the rise in rents broadly in
line with the rise in earnings. This it failed to do. The
present increases in the guideline should recover some lost
ground. (see Table 3).

d. The poorer tenants will be sheltered from the increases;
recipients of supplementary benefit will not have to pay any
increase; recipients of rent rebates will typically receive

in rebate £1.08 of a £1.80 increase.

e. Low rents have made it difficult for authorities both to
sustain capital expenditure (because the rates have to meet
part of the shortfall against costs) and to maintain their
existing stock properly.

POSITIVE POINTS
Increased flexibility for local authorities

Local authorities are being helped by being given maximum
flexibility in the use of their allocation. This is being achieved
by making the HIP allocation for 1980/81 as a single housing block =
previously it was in 3 separate blocks.

7-point programme for promoting low cost home ownership

The Government has urged local authorities in the HIPs
allocation letter to promote low cost home ownership in the
following ways:




selling council houses

securing of land release for builders
encouraging starter homes

low cost building for sale

schemes for improving and selling houses such as AIMS
(acquisition improvement and sales) and homesteading

shared ownership schemes

' help with mortgages for priority home buyers using new
mortgage guarantee powers in Housing Bill.

Making better use of existing stock for rent

Three initiatives in the Housing Bill for the private sector
to encourage more lettings by private owners. In the case of new
lettings:-

- shorthold: fixed term lettings of 1-5 years (with landlords®

right to repossession at the end)

resident landlord lettings, with quicker repossession than
at present. This should encourage lettings in some of the
900,000 or so houses with 2 or more spare bedrooms.

assured tenancies; bodies specifically approved by the
Secretary of State to be able to let new housing at market
rents., -

the public sector

in the Housing Bill the right to sublet; the right of
secure tenants to take in lodgers or to sublet part of their
home (at no extra cost to public funds).

The Paymaster General's Office
Privy Council Office

68 Whitehall

London SW1

4 March 1980
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HOUSING PUBLIC EXPENDITURE, ENDLAND
ALLOCATIONS FOR 1980/81 COMPARED WITH LABOUR'S PROPOSED
PROVISION, AND OUTTURN NOW FORECAST FOR 1979/80

ﬁgainst last Government's Against Forecast
Provisional Allocations outturn for 1979/80
for 1979/80

Local authorities HIPs 1 - 33.4% 24%

Housing Corporation - 17.6% 7%

New Towns - 25% 11%

Overall - 31.1% 21%

1979 SP)

APPROVALS (THOUSANDS OF DWELLINGS)

1975 [ 1976 | 1977

Local authorities 107 106 64

New Towns 16 11

Housing Associations 24 34

Total public sector




RENTS AND EARNINGS 1974/5 TO 1979/80

AVERAGE* AVERAGE** RENT AS A PERCENTAGE
WEEKLY RENT  WEEKLY EARNINGS OF EARNINGS

£ £

Year

1974/75 3.81 47.70 7.99%
1975/76 4.28 60.80 7 .0L%
1976/77 4.9 71.80 6.84%
1977/78 5258 78.60 7.10%
1978/79 5.90 89.10 6.62%
1979/80 6.49 101.40 6.40%

Sources: Based on unrebated rents as published in Housing and
Construction Statistics.

Based on gross earnings of full-time men (21 years
and over) engaged in all occupations for all
industries and services (excluding those whose pay
was affected by absence) as published in the
Department of Employment Gazette - Great Britain.
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HOUSING PUBiIC EXPENDITURE

In a Parliamentary statement today on housing public expenditure
Michael Heseltine, Secretary of State for the Environment, said:-

"With permission, Mr Speaker, I will make a& statement on housing public
expenditure.

"The background to the decision I am announcing today is well known

to the House.

"This Government faces the task of setting public expenditure at levels
which the nation can afford.

"If we fail, the problems with which we are all familiar will continue -
a public sector consuming a disproportionate share of the nation's resources,

high interest rates and declining investment in the private sector.

"The harmful effects of the policies of recent years can be clearly seen
in housing. By 1979 for the average new council house, taxpayers and
ratepayers were contributing towards a subsidy of £30 per week. Council
rents had fallen to an average of 6.4 per cent of income - despite a commitment
in the last Government's Green Paper to increase rents in line with earnings.
The net result of Labour's housing policy was to make new building for local
autnorities so expensive that in every year after 1976 local authorities of
both political complexions responded by reducing their programmes.

"And the rent policies of the last Government have been a major factor
in thne inability of local authorities adequately to meet housing costs,

Tinance investment and maintain their stock.

"Against this background, we have reassessed our housing policy. The
Government's expenditure plans for 198C/81 and later years will be published
iz a white Paper next month but the local authorities, the Housing Corporation

anc the New Towns need to settle their programmes now.

contild/ieiereleiole e




"For these reasons, this year, I am, exceptionally, making an oral

staiement.

"Our reassesament'of objectives must recognise the significant general
improvement of housing conditions in the last 30 years. Home ownership has
grown from 31 per cent to 55 per cent over that period, and we recognise
the desire of most people to own their own home. In national terms, the
supply of housing and demand are in better balance.

“

'"Needs and problems have become increasingly specific and local. The
emphasis of public sector housing policy now must be to meet particular
needs, such as those of the elderly and the handicapped. We haye to
concentrate on modernising, improving and making better use of tpe existing
stock, rather than on the general provision of new houses. Ane we must

encourage home ownership and the private rented sector.

'"We need therefore to adopt new priorities = priorities which are
reflected in the Housing Bill and which are critical given the economic
background.

"I come now to the programme for 1980/81. The housing investment
programmes for local authorities in 1980/81 will be allocated £2,199 million
at expected outturn prices. The Housing Corporation will be allocated

£420 million for the work of housing associations. And the New Towns
ouilding for rent programme will be £151 million. In New Town development,
the proportion of owner occupation is below the national average, yet the
demand is high. In future, growth must be based increasingly on the private

sector and homes for sale.

"Taken together, these three housing capital allocations for 1980/81
will in real terms, at 1979 Survey Prices, be about £540 million or 21 per
cent lower than the forecast outturn for 1979/80.

"These figures are for England. My Scottish and Welsh colleagues are

making separate announcements.

contld/iseleasis e




"In the new circumstances, it is even more important that local
authorities should use available resources in the most effective way to
meet local needs. '

"In order to encourage this, the housing allocation to each authority
from April 1980 will be in a single block and they will have much greater
ability to decide their own priorities. They will also have the new

opportunities opened up by the Housing Bill.

"There is a range of ways to promote low cost home ownership = selling
council houses; securing land release for builders; encouraging starter hgmgg;’lo'q.
cost building for sale, especially for tenants and those on the waiting .
lists; schemes for improving and selling houses such as acquisition, improve-
ment and sale (AIMS) and homesteading; promoting shared ownership; and by
helping priority home buyers with mortgages. In these ways people can be
helped to become owners.

"Full details are in the allocation letter to authorities, eopies of
which are in the Vote Office.

"The priorities now must be value for money and concentration, under

the more flexible arrangement, on the problem areas. In the private sector,
the introduction of shortholds and the other provisions in fhe Housing Bill
will improve the availability of rented accommodation without additional
public expenditure.

"Exchequer subsidy to local authorities for housing last year amounted
to £1,748 million in 1979 Survey Prices. The rent levels of recent years
have not only prejudiced the abilities of local authorities to maintain
adequately their housing stock but have contributed to the enormous burden
of public expenditure.

Cont'd/........




"I have therefore canclmnded that it would be right to issue a supplement-
ary rent increaae‘guideline of 60p a week on average over the second half

of 1980/81.

"Mr Speaker, I have announced today a reappraisal which reflects our
assessment of national economic and housing priorities. This is a necessary
response to = situation in which the scale of housing subsidies increased

under the previous Government to levels far beyond those the nation could

afford. From now on we shall concentrate resources where they are needed;
and I have today set out realistically what the nation can afford."

Telephone Nos: 01-212 3490/1/2/3%/4/5/6

Night Calls: (6.30 pm to 8.00 am)
Weekends and holidays: 01-212 7071
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PUBLIC EXPENDITURE WHITE PAPER

I circulated a draft of the White Paper with my minute of 26 February.
I said in that minute that I should want to review two matters -

the general allowance for shortfall in the light of our decision on
cash limits on 28 February, and the provision for the contingency
reserve. Some other minor amendments are required, particularly

to take account of the decision to publish the White Paper with the
Budget. (To clear up one point left open in my minute of 26 February,
the White Paper will be published on Budget Day itself, 26 March,
rather than the day after.)

Shortfall

As I said in my minute of 26 February, the shortfall allowance of

£750 million (at 1979 Survey Prices) for 1980-81 did not take account
of the effect of cash limits on the volumé‘gg_g;;;nditure. For the
purposes of the White Paper a cash limits squeeze appears as short-
fall in volume t . We have now confirmed the cash 1im£¥E‘EEEI§IBhs,
and the White Paper is likely to be published alongside a Budget
forecast showing a slightly higher forecast of inflation than in the

forecast we published last November. I propose therefore to increase

the shortfall allowance in 1980-81 to £1000 million (at 1979 Survey

Prices).

We should explain in the White Paper that there are two new factors,

roughly offsetting each other: the greater stringency in programmes,

1o
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likely to reduce shortfall, and the effect of cash limits, which

will be to increase it in volume terms.

We cannot and should not attempt precise prediction here:

£1000 million has the further merit of being a good round number.

Contingency reserve

If we were simply to increase the allowance for shortfall, this
would reduce pro tanto the total expenditure we are envisaging.

In view of the uncertainties facing us, notably as to the nationa-
lised industries, it will be wise, instead of reducing the total
further, to increase the contingency reserve for next year from
£750 million to £1000 million. It does not follow that we will
spend it all. We should strive not to do so. The move would be
entirely precautionary. It does not imply any relaxation in our

rigorous attitude to proposals for additional expenditure.

I also propose one consequential adjustment to 1981-82. At present

the Contingency Reserve for 1981-82 is £1000 million, the same

figure as now proposed for 1980-81. It rises to £1500 million in
1982-83 and £2000 million in 1983-84. To provide a plausible

progression of the figures, I propose that we increase the contin-

gency reserve in 1981-82 to £1200 million.

Other Points

I attach a list of some drafting amendments which, unless I hear

to the contrary by 7 March, I propose to make to the text of the
White Paper to cover the points above and some other minor drafting
amendments, partly required by the decision to publish the White
Paper with the Budget.

I shall be minuting you separately about the latest position on the
EFLs for nationalised industries. The net effect, mainly as a

result of BSC's involuntary shortfall this year (due to its inability

2.
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to pay its 1979-80 bills), is likely to be an increase in public

expenditure of about £100 million at Survey prices in 1980-81.

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

Minister of Transport and Sir Robert Armstrong.

W J 6
JOHN BIFFEN
4 March 1980

3.
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Amendments proposed to the White Paper

Paragraph 2: first sentence:- Redraft: "The Government intend to

reduce public expenditure progressively in volume terms over the
next four years'. A similar amendment would be made in the first

of the main points on the facing page.

Paragraph 5: Redraft: "Since the White Paper is being published
this year simultaneously with the Financial Statement and Budget
Report, no separate statement of the economic background to the

public expenditure plans is included in this White Paper. "

Paragraph 12, first sentence: Redraft: '"The main changes in

1980-81 since Cmnd. 7746 are in housing, debt interest (see

paragraph 30) and the contingency reserve (see paragraph 28)'".

Paragraph 26: Redraft: "The Government intend to hold the cash

limits determined at the start of the financial year. Unless costs
are contained within the provision in the 1980-81 cash limits for
cost increases, these limits will require a reduction in the planned
volume of expenditure in that year. 1In any case, the cash limits
provide a further stimulus to greater efficiency, in line with the
Government's objectives, in the use of resources. Account has been
taken of the possible effect of the cash limits in 1980-81 in the

general allowance for shortfall (see paragraph 31)."

Paragraph 28: Add at the end: "ITn view of the stringency of the

plans for 1980-81 as now proposed and of the uncertainties of the
economic outlook, the Government have decided to increase the
1980-81 contingency reserve from £750 million to £1000 million at
1979 Survey prices. This is, however, precautionary: the Government
will aim to avoid or minimise any additional expenditures from the

reserve and to keep as much as possible of the reserve unspent.

Paragraph 31: Redraft: '"31. One effect of the stringency of the plans

is that it is expected that shortfall in the forward years covered
by the White Paper will be lower than in recent years. In 1980-81,
the further cuts since the Government's November White Paper will
tend to reduce shortfall from the allowance in that White Paper, but
this effect is offset by the cash limits which are likely to exert

CONFIDENTIAL
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some downward pressure on the volume of expenditure. After taking
account of these two conflicting influences, the allowance for
shortfall in 1980-81 is put at £1000 million, as in the November
White Paper. The allowance for shortfall in 1981-82 to 1983-84

is tentatively put at about 1 per cent of expenditure, i.e.

Q% billion. Shortfall in 1979-80 seems also likely to be at about

that level, though much of it is now reflected in the revised

estimates of expenditure - see paragraph 50'".

CONFIDENTIAL
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The Chief Secretary's minute of 28th February to you reports ﬂ/l-'l
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recommendations from a group of officials on which the Cabinet Office and

the CPRS have been represented.

i It is common ground among Ministers and officials that the present
PESC machinery is unduly cumbersome, its reports too long and complicated,
and that some streamlining is needed.

S In general, I think the main proposals in the report, summarised in
paragraph 4, are sensible and should be adopted, There are no points on
which I think other Ministers are likely to raise objections. That leaves four
questions.

4, Should the 'long' report go to Ministers in future? Paragraph 6
suggests it should. —r(.i'oubt if many of them will read it, but it is useful for
them to know that it is available for reference.

B Should local authority expenditure be regarded as a 'block' or should

Ra—
there be separate functional programmes? While you continue to have a
separate Minister of Transport and Secretary of State for Education, I think
the functional blocks are unavoidable., This does not correspond very closely

with the way in which expenditure is controlled, as you have found this year.

I think the recommendation in paragraph 7 is correct.

6. The next problem is 'options for reductions' (paragraph 8).

———

Departments are understandably reluctant to list the scope for possible further

reductions. When asked, they tend to come up with terrifying lists of the most
O Lo 5 AR SW
damaging possible cuts. Nevertheless, I am sure that it continues to be a

useful discipline. The Chief Secretary proposes that, for this year only, the
'option cuts' should only be small ones., I think you could accept this.

(7 Finally, there is the question of 'special studies'. You agreed to
dismantle the old PAR system. Ibelieve this was right. PAR was altogether
too slow and cumbersome. But equally, I think it is wrong that Ministers

should be asked to take far-reaching policy decisions, involving major polifical




£ po=
issues, on the basis of two or three lines in the Chancellor's annual Public
Expenditure paper. This may be inevitable at the start of a new Administration,
or in the face of an urgent 'cuts' exercise. But in general the ground should be
prepared better in advance, When we discussed this with the Treasury, we
thought the best way was to identify a few topics each year which could be made
the subject of 'special studies' which would be ready at the time Ministers
considered the survey each summer. Sometimes these would deal with loose
ends left over from the previous survey. Sometimes there would be new
problems identified in the course of the year. Because of the departmental
resistance to any such investigation, we thought such studies would need a
degree of collective authority. But they will be small=scale quick operations,
done with existing resources, and with the minimum of heavy committee work,
8. The Chief Secretary does not propose (paragraphs 9 and 10) to introduce
this system this year, Nor does he propose that, when it operates, it needs
any Cabinet discussion in advance. I am not sure he is right. I think there
is at least one topic left over from the last round which needs some careful

preparation before this summer: the level of teaching and non-teaching staff

" in primary and secondary education, You will remember that you are not

wholly convinced by the arguments put foward by the Secretary of State for
Education this year. I think a 'special study' on this subject, if you chose to
ask for one, would be useful.

e Similarly, when the system is working, I am sure it would be useful to
have collective Cabinet endorsement (possibly in correspondence rather than at
a meeting) for the programme of two or three 'special studies'. I do not think
that the selection of these topics should be left to officials. Otherwise, the
defence mechanisms will operate too easily. I think you should ask that the
CPRS should bring a list of potential topics each year, following the end of the
1980 survey, in preparation for the 1981 survey.

10. With those two reservations, I commend the proposals in the Chief
Secretary's minute to you.

11. I have discussed this note with Sir Kenneth Berrill, who agrees.,

(Robert Armstrong)
4th March 1980
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DEPARTAENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SET 6BY

Telephone 01-407 5522

From the Sccretary of State for Social Services

The Rt Hon John Biffen MP

Chief Secretary to the Treasury
Treasury Chambers

Great George Street
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PUBLIC EXPENDITURE WHITE PAPER

In your minute of 26 February to the Prime Minister you invited comments by

% larch upon the proposed text of the White Paper, ) xpubnﬁhcA A Auum?\

fa etz e el bR

T am content with Part 1 and with my Chapters which reflect amendmenis agreed
vith the Chancellor. liowever I should perhavs draw attention to paragraph 10
in Chapter 2-11 where a reference is made to further measures to recover road
accident costs. A number of collecagues have expressed reservations about
including this but in my view ii_ig_gggsﬁﬁaxy. The net expenditure figures
set out in paragraph 10 as 'new plans' show a substantial reduction over
inherited plans. A very large element in that reduction is the saving which
Cabinet colleagues asked me to seek by generating additional income under

the Road Traffic Act. Without some indication of where the additioral income
is to come from (and no-one will expect some £1C0 million from foreign visitors,
the only other example given) we shall raise again specculation about hotel
charges for hospital patients or other new charges for medical treatiment.

The refercnce does not of course commit us to any particular scheme. If after

discussion in H committee, Cabinet concluded that Ifurther neasures to recover

road accident costs should not be undertaken, then that could be said: th
uences vould then need to be reviewed. But for the present T

financial consequ
1\3m sure that the White Paper must give an indication of the areas we are studying.

I am copying this to the Prime Minister and other members of the Cabinet, to
Normen Fowler and to Sir Robert Armstrong.

T
S
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\
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10 DOWNING STREET

From the Private Secretary 3 March. 1980
3 Me e ASEETON

Public Expenditure White Paper

The Prime Minister has read the Chie¢f Secretary's
minute of 26 February with which he enclosed the draft
of the Public Ixpenditure White Paper.

The Prime Minister has asked me to say that she is
’ N

content with the draft subject to one important point.

This is that she does not want there to be any figures

in the White Paper for our net contribution to the EEC.
She believes that the inclusion of figures based on the
existing budgetary arrangements will be politically and
tactically damaging. She suggests that there should be
an asterisk against the EEC contribution line to the
effect that our contribution is currently subject to
renegotiation, and it is not therefore possible to provide
forecasts of what it is likely to be over the PESC period.

I am sending copies of this letter to the Private

Secretaries to Members of the Cabinet including the Minister
of Transport, and to David Wright (Cabinet Office).

Martin A. Hall, Esq., M.V.O.,
HM Treasury.

SECRET




10 DOWNING STREET

From the Frivate Secretary 3 March 1980

(ﬂr-y’m D?‘}(‘M(%- Pt3

Public Expenditure White Paper

The Chancellor minuted the Prime Minister on 26 February
to the effect that he was now proposing to publish the Public
Expenditure White Paper either on Budget Day or the day after
the Budget. The Chancellor has since spoken to the Prime Minister
about this, and has told her that he intends to publish the
White ‘Paper on Budget Day itself. The Prime Minister is quite
content. :

1

The Prime Minister has also read Brian Norbury's letter
of 26 February, and agrees that the Statement on the Defence
Estimates should be published in the week beginning 31 March;
and she is content for the Secretary of State for Defence to
announce this by means of an early, arranged PQ. She has no
objection to the proposal that the Defence debate should take
place in the week beginning 14 April; she assumes that this will
be settled between the Secretary of State for Defence and the
Chancellor of the Duchy.

I am sending copies of this letter to the Private Secretaries
to members of the Cabinet, Murdo Maclean (Chief Whip's Office),
Charies Cumming-Bruce (House of Lords) and David Wright (Cabinet
Office).

Martin Hall, Esq.,
HM Treasury




Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon Nicholas Edwards MP

Secretary of State

Welsh Office

Gwydyr House

Whitehall :

London SW1A 2ER 3 March 1980

WELSH OFFICE PES AND VOTE STRUCTURE
w N ; bedd
You wrote to me on 13 February, seeking my agreement to the proposal
that a new Wales PES programme and matching Class of Estimates should
be established to cover all expenditure within your responsibility.
You also proposed that expenditure within the programme, with the
exception of agriculture, fisheries, food and forestry (AFFF) and
industry energy, trade and employment (IETE) (save for tourism) should
be treated as a '"block'" and that your Votes and cash limits should be
re-aligned in order to provide you with more flexibility for financial
management.

I am happy to agree these proposals on the terms agreed between official
and between us in correspondence. These include agreement that there
will be no change in the arrangements for determining and managing
expenditure on AFFF and IETE and that, until Ministers collectively
decide otherwise, the new programme will operate with the existing
baseline and the existing (population) formula for deciding changes

at the margin of the '"block!'".

I would be content for the changes to be announced next month by a
Written Answer to a Parliamentary Question, as you suggest, and for
officials to discuss the text.

I am sending a copy of my letter the recipients of yours, to other
Cabinet colleagues, and to Sir Robert Armstrong.

5% Bk

JOHN BIFFEN







Treasury Chambers, Parliament Street, SWIP 3AG

Rt Hon George Younger MP

Secretary of State

Scottish Office

Dover House

Whitehall

London SW1A 2AU . 3 March 1980
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SCOTTISH OFFICE PES AND VOTE STRUCTURE

Following Nicholas Edwards' letter of (13 February proposing a new
Wales PES programme you wrote to me on 22 February seeking my
agreement to the parallel proposal that a new Scotland PES programme
and matching Class of Estimates should be established to cover all
expenditure within your responsibility. You also proposed that all
expenditure within the programme with the exception of agriculture,
fisheries, food and forestry (AFFF), industry, energy, trade and
employment (IETE) (save for tourism) and other public services should
be treated as a "block" and that your Votes and cash limits should
be re-aligned in order to provide you with more flexibility for
financial management.

I am happy to agree to the proposals on the terms worked out between
officials and summarised in your letter, including no change in the
arrangements for determining and managing expenditure on AFFF and IETE.

You referred to paragraph 8 of the memorandum enclosed with Nicholas
Edwards' letter and the circumstances in which you could make a claim
on the Contingency Reserve. I do not think there is any difference

of view between us. We do not wish to suggest that different criteria
should apply to Scotland (or to Wales for that matter) with respect

to claims on the Contingency Reserve. We expect, however, that the
variety of expenditure in the block, the greater scope for "'swings

and roundabouts" than in a purely functional programme and your dis-
cretion to transfer funds within the block will combine to make it
less likely that the criteria will apply.

I assume that like Nicholas you will wish to announce the changes by
Written Answer and that your officials will be in touch with mine to

settle its terms.

I am sending a copy of this letter to the recipients of yours, to
other Cabinet colleagues and to Sir Robert Armstrong.

. [l

JOHN BIFFEN
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