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TO BE RETAINED AS TOP ENCLOSURE

Cabinet / Cabinet Committee Documents

Reference Date
E@81) 115 18/11/81
E@81) 116 20/11/81
E(81) 34" Conclusions, Item 2 24/11/81
C(81) 57 24/11/81
CC(81) 38" Conclusions, Item 5 26/11/81
LCA - CC(81) 38" Conclusions, Minute 5 26/11/81

The documents listed above, which were enclosed on this file, have been
removed and destroyed. Such documents are the responsibility of the
Cabinet Office. When released they are available in the appropriate CAB
(CABINET OFFICE) CLASSES 3

Signed Wﬂjw Date /5 Mard. 01

PREM Records Team




Published Papers

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

Cmnd. 8175 March 1981
The Government’s Expenditure Plans 1981-82 to 1983-84
HMSO

Cmnd. 8437 December 1981
Cash Limits 1980-81 Provisional Outturn (and 1979-80 Outturn)
HMSO

House of Commons Hansard 02/12/81,
Public Expenditure Columns 237-2686

House of Commons Hansard 03/12/81
Security Benefits Columns 483-486

House of Commons Hansard 08/12/81
Public Expenditure Proposals 1982-83 Columns 725-730

Signed @?@@W Date /S Maran 20 ((
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PUBLIC EXPENDITURE DEBATE

Chris Patten aporoached me during Thursday's debate on social security
to raise with me a particular aspect of your announcement last week.
His point was that the decision not to make good the shortfall expected
this year for supplementary benefit in hisg view fell short of commit-
ments given to the House last March both by you and Patrick Jenkin, He
drew my attention to two particular statements, The first was made by
you in the 1980 budget when you said:

"Again, any civilised society should provide a safety net below
which a poor person's standard of living should not fall. We
can all debate what is the proper level, Should it be 2
relative level or, as Beveridge had contemplated, an absolute
level, which seeks to meet the basic needs of a person and his
amily? These are difficult questions. The answers are not
made any easier by the fact that the supplementary benefit
scheme covers so many varied circumstances, with more than
three million beneficiaries at any one time, ranging from the
old and infirm to healthy young people capable of work. But
clearly no action we take should be at the expense of the
rag._l_ly weak and needy. Accordingly we propose that supple-
mentarymefit ':r'."a-fes, too, will be increased next November
in line with the projected level of prices. A large part of
the additional help with fuel costs which I have just announced
will also go to supplementary benefit recipients, particularly
the old and those with young children."

/HC Deb, 26 March 1980, cc 1458-91/ :
The Second was made by Patrick Jenkin in his statement the day following :
when he said:

"The Government are determined to maintain the safety net for the
poorest people, and accordingly the scale rates of short term
supplementary benefit will be fully price protected by increasing
them in line with the 16% per cent forecast.

1




The savings that we have identified affect primarily those on
short-term benefit, above the supplementary benefit level.
Though I cannot pretend that they will be welcome, I must
stress again that the "safety-net" - the short-term
supplementary benefit level below which none shall fall -
retains its real value,"

Zﬁb Deb., 27 March 1980, cc 1659, 16§Q7

In his note to me Chris gave warning that he intends to ask "what the
Government had in mind when Ministers made these statements", Clearly

he intends to raise these points in the debate tomorrow and can be
expected to attract some support from others on our own Benches as well as
the other side. (We should remember that he is a former Parliamentary
Private Secretary to Patrick Jenkin.) There is the further problem which
arose in the Adjournment Debate last Thursday of whether long term supple-
mentary allowance should have been included in the benefits on which the
shortfall would be made good given the terms of your statement., I attach
the relevant Hansard Report.

I have been considering here how we might best advise you to deal with these
points. The first point to make is what we have achieved for social services
generally - increasing real expenditure on both health and social services.
But on the shortfall, and in particular the guestion of supplementary
allowances, we could reduce the temperature by reminding the House that
final decisions on the precise amounts in the 1982 uprating will be taken

as usuel next spring and we will look carefully then at the points raised.
Thig would not commit us to any changes and would give us time to look

more carefully at the exclusion of long term supplementary allowances from
complete price protection when it is a long term benefit paid for example to
disabled people.

This is very much for your judgement in the light of the form of your
opening speech but it does seem to me that a form of words on the lines I
have suggested could ease the debate without making concessions. What we
- must avoid is being forced into concessions,

I am copying this letter to the Prime Minister, Michael Jopling and

Leon Brittan.
S, Bas . ég:”-‘\\\\s
‘o\\'\\\)\
S

NORMAN FOWLER 2




Final Draft ' A?t/

GOVERNMENT MOTION FOR THE DEBATE ON PUBLIC EXPENDITURE PROPOSALS

FOR 1982/83 - ON TUESDAY 8TH DECEMBER 1981

That this House approves the Statement made by the Chancellor of

the Exchequer on 2nd December;and in particular welcomes the
Industry Act forecast for 1982 of lower inflation and rising output;
approves the provision of extra resources for employment and
training measures, particularly for the young; supports the
Government's decision to maintain the real value of retirement
pensions and to continue the Christmas bonus for pensioners; and
endorses the decision to allocate extra money for capital investment

by nationalised industries and for the defence programme.




7 December 1981

Thank you for sending me a copy of your letter to Murdo
Maalean of 4 December, suggesting a text for the motion for
Tuesday's debate.

As you know, the Chancellor and the Prime lMinister have
been in touch about this overnight. The amended text of the
motion is as follows:

"That this House approves the Statement made by the
Chancellor of the Exchequer on 2nd December; and in
particular welcomes the Industry Act forecast for 1982
of lower inflation and rising output; approves the
provision of extra resources for employment and train-
ing measures, particularly for the young; supports
the Government's decision to maintain the real value
of retirement pensions and to continue the Christmas
bonus for pensioners; and endorses the decision to
allocate extra money for capital investment by
nationalised industries and for the defence programme,"

I am sending copies of this letter to David Heyhoe
(Lord President's Office), Richard Dykes (Department of
Employment), Don Brereton (Department of Health and Social
Security), Ian Ellison (Department of Industry), David Omand
(Ministry of Defence) and Murdo Maclean (Chief Whip's Office).

M. A. PATTISON

John Kerr, Esq.,
H.M., Treasury.

P.S. This could yet be subject to further amendment.
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GOVERNMENT MOTION FOR THE DEBATE ON PUBLIC EXPENDITURE PROPOSALS

FOR 1982/83 - ON TUESDAY 8TH DECEMBER 1981

That this House approves the Statement made by the Chancellor of
the Exchequer on 2nd December,'and in particular welcomes the _
Industry Act forecast for 1982 of Tower inflation and rising output;
approves the provision of extra resources for employment and
training measures, particularly for the young; supports the
Government's decision to maintain the real value of retirement
pensions and to continue the Christmas bonus for pensioners; and
endorses the decision to allocate extra money for capital investment

by nationalised industries and for the defence programme.




RESTRICTED

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

4 December 1981

Murdo M&clean, Esqg.,
No.1l2 Downing Street

})m Veerelo |

DEBATE ON 8 DECEMBER

We spoke this morning about the timing of the tabling of
the Motion for Tuesday's debate. You told me that the
Chief Whip would wish it to be tabled on Monday afternoon.

The Chancellor has given some preliminary consideration to
the wording of the Motion. His present feeling is that
something along the following lines would be about right:-

"That this House notes the statement made by

the Chancellor of the Exchequer on 2 December;
welcomes the Industry Act forecast of lower
inflation and a further rise in output; welcomes
the proposed provision of extra resources foer the
Defence programme, for capital investment by
nationalised industries, and for employment and
training programmes (particularly for the young);
approves the additional provision for the local
authorities {while regretting the lack of economy
shown in the past by certain of them]; wholeheartedly
endorses the Government's action to maintain the
real value of retirement pensions; and warmly
welcomes the Government's continuingdetermination
to sustain the process of economic recovery.”

Perhaps we could have a word about this on Monday morning?
Copies of this letter go to Mike Pattison (N&.10),
David Heyhoe (Lord President's Office), Richard Dykes

(Employment), Don Brereton (DHSS), Ian Ellison (DOI)
- and David Omand(MOD).

_:ld“#& el

g.j.,,l(w ;

J.0. KERR




10 DOWNING STREET

From the Principal Private Secretary

SIR ROBERT ARMSTRONG

STUDENT GRANTS

The Prime Minister has seen
and noted your minute A06158 of 1st
December 1981 about student grants.

I am sending copies of this
minute to Mr Kerr (Chancellor of the
Exchequer's Office), Mr Mathews (Chief
Secretary to the Treasury's Office)
and Mr Shaw (Department of Education
and Science).

S

3 December 1981




With the Compliments
of the

Chancellor of the Exchequer

-

Treasury Chambers,

Parliament Street,
S.W.I.
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(:.:.) If a comparison was to be made between yearé, then :Lt is
more valid to use the plan figure’ (5105 b:.llmn) i‘or th:.s.year,
than the expected out‘tum (£107 billion g:.ven by the Ghancerl.or
“in a reply). B :

(:L:L:L) On that ba51s, the increase :|.n cash 'nrcvided is nearly '10%,(‘115 on ‘105

which is broadly the same as the expected :anrease in pnces
generally. [ This is the basis for saying that - :m "cost te'rmfs"

expend:.ture 15 level between the two years._‘]

(1‘;) '.F.n addxt:.on. the Govemment is look:.ng i‘or a fall 1n relat:.ve '
p“:.ces i:a:.d by the publ:.c sector, part;cularly ‘because oi‘ the Lg
factor for pubhc services pay. If allowance 13 made for thls, then
in the old volu.ne terms. “the volume i‘:gure would be e) h:l.ghe‘;:' -

. '-%MJ-’ 2/0 _g-?‘i.
(v) s0 the volu:ne plans for 198.—.-83 are higher than the plans in
the last h'h:Lte Paper for ‘1031-82 Ye cannot say precisely how much
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because we are no 1onger vorm.nl“ in volume and keepa.nr_: :l‘agures on

that basis.

(vi) The use of a comparison of nlans on plans dag‘gf'néi: :mply that -
we are expecting a co:nparable overshoot on plms né:'ct ﬁear to that
likely this year. Ve do rot Ymow if there wi 11 be an o\'ershoot or an
unéershoot at this stage. Eut the 'nrovismnal outturn f:.r-ure of
£307 billion for this year is a very uncertain one,, based on partial
informstion. The final figure could prove to be s:.gmi‘:cantly higher

or lower. So it is a very shaky basis :f‘or ‘any compar:l.son. Azl -

SNV
Paﬂ wis 30°1o (oppor)- ‘5&
Hovol public erpendihve

30 ¢) {Joss . prso 4-31—”'3 12 8B (e 2 0 D

o {(135h - o2 J ¥ BRIDGEMAN

n-.lu i«-\{’“""" feui ) 2 De cember 1 931

. _.'__'.. oo




& o
- loTAL (98182
&

I"‘CU‘CAI)(, " meq s ,(‘bﬂb\'”l'ﬂu ' Sm‘q-%./,

Rﬂf'led:s need to teke acouhk of maﬂwmmces— h:a_.'um.rﬁ F@r

;--(..;:.3 unetploveds, finmncisd wes adon oF saiionslices drcuntrase, o

4, = Y -
3105 gt TS AT

rezlisiic to cxpect locz) muinorities to achieve. Kenlisn. not Gocrailsn.

FELL TERNS COMPARISON (DEFENSIVE)

We are planning in cash and it is that corparison which matters. The key
figure is that cash is being increased for the coming year by £5 billion over
earlier plans. It is the cash figures which will determine expenditure, not

volume, or other measures of volunme.

If pressed: Real terms has various meanings.

The amount of cash which it is planned to make available next year is nearly

10% higher than the plans for this year. This is broadly egual to the change

in prices. So, ignoring the effect of relative price changes, one could say

the two sets of plans are much the.same in real terms. ('(qf-ﬁku' )

The Government however intends that the relative cost of the public sector
should continue to fall, particularly because of the provision which it is
rmaking for public service pay. So in the old volume terms plans for 1982-83%
would show rise from 1981-82. We canqpf say precisely how‘much because we
have not done the arithmetic on that basis. <

(For background : It could be 2 or 2% increase, compared with the 13% fall
provided for in the last White Paper.) E

PUBLIC EXPENDITURE IN RELATION TO GDP  (DEFENSIVE)

It is unwise to forecast this since it depends on two forecasts for two years.
(Moreover the statisticians keep changing the past figures.) The most that it
would be prudent to say is that there is more chance that it will be lower
next year than this than it would be higher.

If pressed : (NB only to be given by the Minister.) Industry Act Forecast and
plans announced today would imply 44% for next year. This year depends on

uncertain outturn. [Budget forecast was 45%.]




YGE 82\ QUL TIRN
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2T we Lave 16 craw on the Co;

unceriainties,
Known position on components is:

The Financial Secretary's Note on the Winter Supplementaries to

be published on Friday will show that Supply expenditure in the Tirst

half of this year was in total in line with Budget estimates.

Czsh limits are holding generally and increases in such limits and
EFLs are being charged to the Contingency Reserve ang 50 do not add
to the Budget estimates.

Higher expenditure is likely on some demand-determined services -
housing subsidies, export credits, supplementary benefits — and

Winter Supplementary Estimates ﬁill be presented for them.

., c

»
-

Local authority revised budgets of current expenditure showed an

excess of £17 billion, but we must hope that the excess will pfévg
less then that.
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hmapu— consuliation.

Reductions in cash fo: roads, HOLOrWENE Anc watler schi-es offiset by fall

in tender pricee, 50 vplans should be maintained,

RNationalised industry capital should be maintained in total if they secure

Responsible pay settlements ar
future investment, and to health of industry.

economies in current costs. € essential for

HOUSING RENTS
—F Ao

The exact figure will depend on the results of tha

t consultation, and will
vary from authority to authority.

The figure of £2.50 reflects my rhf’
light of the factors vhich are get -
issue later today.

5 view of the increase reguired in the

ek for a person

On average earnings) as preferable to the alternative of a cut in health

services provided,

(d) SOCIAL SECURITY UPRATING

+
We are protecting retirement pensions and other lon

E term benefits as we
promised.

Short term benefits will not be making good the

loss this November. Proposal
is not a further cut.

The nation as a whole is living bevond its means. Those at work are accepting

falls in real incomes. We c¢an only afford ip protect fully

those most in need -




- Secretary of St=te or tle Environsent Hes nade clesr the

Government's view or the problems causeg by some rulhorities

excending tlieir
spending ple We are considering furtlier the vpoinis made by the liouse zliout

the proposed legislation. In the meantime we must set realistic targets.

My rhf the Secretary of State for the Environment is announcing today the
Proposals which he ig putting as a basis Tor consultation to local authority

associations for éxpenditure, housing revenue accounts and the RSG settlement,

(1) NATTONALISED INDUSTRIES
————— S NOUSIRIES

We must sustain Pressure for greater efficiency. The Financial Secretary
announced on Monday arrangements for a review by Monopolies Commi ssion.

If nationalised industries do contain their current costs - including pay -
they will in total be able to maintain capital expenditure at about level
envisaged in last White Paper. (Higher than last year.) Some will be able
to do more, others less.

e -

Direct access to the markets could be Justified in some circﬁ&stances,

particularly as a way of stimulating the rerformance of an industry. But

it does not change significantly effect of investment on economic management.

(g) DEFENCE

Increase reflects high priority attached to Defence spending. But emphasis is on

military effectiveness, not just spendin i Trigorous pursuit of efficiency
! £.2€cliveness, 2 B
and economy to increase maximum resources for front line.




until after Statement 2,.12,1981

PUBLIC EXPENDITURE 1982-83 - GENERAL

Line To Take

qiy The Government now think it eppropriate to increase the planned provision
for certain programmes to reflect changes circumstances eg employment measures.

Part has to be offset by reductions elsewhere. The net increase is £5 billion.

NB  Avoid comparisons with 1981-82, particularly in real terms.

Further Points

2. The Government has now completed its review of the expenditure plans for

1982-83 as part of the normal public expenditure planning cycle. This year for
the first time the plans have been considered and decided in cash rather than
constant prices ('volume') - see brief B,

1981-82

3. The Government will be publishing with the Winter Supplementaries on Friday
estimates of the outturn on supply expéhditure in 1981-82., There is very little
suggestion of overspending in these estimates - all the increases in cash-limited
programmes are charged to the contingency reserve and therefore contained:within
the planning total. But as is well mown, local authorities are overspending on
current account, though some underspending on capital account will provide a small
offset to this.

If oressed

4. Putting these figures together leads to a provisional total of the -

order of £107 billion. But this is very mechanistic, and changes in circumstances
could well lead to a higher or lower total.

"Real terms' comparisons

5. If asked for a comparison in real terms, point out that plaﬁs must be compared
with plans, not with outturn. On a comparison of plans, it depends on what is meant
by real terms. The cash increase in plans between 1981-82 and 1982-83 (£105bn to
£115bn) is roughly the same as the likely price rise in the economy as a whole.

Thus in cost terms, not much change in level between 'years. However, a fall in
relative prices is expected. This means that in old 'volume! terms, the plans would

show an increase between the two Yyears. But no volume figures ape available for
1982-8% (see brief B2).




L, Plans for 1882-73 in last VWhite Paner (revalued and adiusted for
Gas Levy etc) were £110 bn, but hive been increased to £115 bn

i) Main increases:

Notionalised industries:

local authority current expenditure:
Employment services:

Defence:

Estimating changes etc still be
finally decided:
Main decreases:

General cut in cash-limited expenditure

(including cut in staff and other administrative

expenditure and in some capital): £0.5 bn

s The final White Paper total has not yet been set - that will be
included in the public expenditure White Paper to be published at the

time of the Budget. The precise figure will ‘depend upon the economic
assumptions then considered to be appropriate, and on decisions still to be

taken (including on the size of the Contingency Reserve).

. The White Paper will be published with the Budget, when it can be
set against the tax plans. It will include plans for 1983-84 and 1984-85.

9. The present statement is about the expenditure decisions which have
to be taken at this stage if the various spending authorities - natinnalised
industries, local authorities, health authorities, Government departients etc.
to have time to put the plans into effect. These decisions are the basis

of the Estimates which are now being prepared.




CONFIDENTIAL

until after Statement 2.17.81

FACT SHEET (A1l figures CASH)

~

£ billion

i Planning total

White Pzper revalued

PSBR - neutral adjustments

Starting point for survey

Present plans

Increase
Planning total for 1982-83 subject to variation (up to £1 billion) to reflect
later decisions on economic assumptions, and other decisions still to be, taken (eg

contingency reserve).

2o Increases and decreases - see attached table.

The totals proposed for 1982-83 incorporate a general cut of at least 2% on cash
limited expenditure (except for defence) (£3 billion) but there could be a squeeze
on top of that in terms of 'volume', if 9% and 4% factors were inadequate. (See
below on cash limit squeezes in past years).

3. Local authority current expenditure in 1981-82 now forecast at least

£1} billion above plan. Provision in 1982-83 increased by £1,350 million, 3 /2 ki~
but still only 2% higher than revised budgets for 1981-82. e gre i

4. RPI effects of expenditure decisions are:

(a) Proposed £2.50 average council rent increase: 0.6%
(N.B. This is subject to consultationd

(b) Health service charges:

5. Debt interest (not included in planning total)

1981-82 1982-83

Net Debt interest: WP revalued latest estimate WP revalued lastest estimate

6.1 6.2 6.6 6.8




CONPIDENTIAL

until after Statement 2.12.81

. Backrround

6. Ratio of public expenditure (planning total + debt interest) to
GDP%

1976-80 1680-81 1981-8p 1982-83
Last PUBLISHED figures 413 L3 L5

ONLY TO BE USED IF PRESSED

Present plans with :
classification changes b1 L3l [45] [44]

FIGURES FOR 1981-82 & 1982-83% OBLY TO BE GIVEN IF ALREADY USED BY MINISTER

e Ready Reckoner

Each100,000 change in unemployment is estimated to change social security
programme by about £140 million in 1981-82 (full year effect). A change of 1% in
public service pay, if fully matched by a change in cash limits, would affect
public expenditure in 1982-83 by about £350 million and PSBR by about £200 million.

8. Cash limit squeezes in past years have been:

1977-78 negligible
1978-79 %
1979-80 Lg%
1980-81 2%
1981-82(current estimate) negligible

[Note: the figures for 1980-81 and 1981-82 take account of Defence

Supplementary Estimates in those years.]




Confidential

Changes in 1982-83 compared with White Paper revalued

Breakdown of:
Other departments Increases Decreases Net change

European Community budget + 86 + 86
FCo + 18 =10
IBAP + 29 + 71
Forestry ) - 2
Energy + 26 3 2
Trade + 7 - 12
ECGD +113 . + 26
Transport + 95 =
Home Office + 29 - 39
Education + 30 + 12
Health +139 + 42
Territorials +146 + 19
Other Depts (small) + U7 i

Total other Departments 812 609* +203

* Total slightly different from previous table dae to changed student grant
figures '

NOT FoR USE '—
Estimating changes & contingency reserve

Local authority overspend +500 + 500
Reduction in shortfall elsewhere 4210 + 210

to £3bn

Interest rates & unemployment +1000 +1000
Prices (on social security etc) + 600 - + 600
Special sales of assets - 275 - 275

Contingency reserve - 750 - 750

r>»-—HdzmaV-nzo0o

+2310 -1025 +1285

rounded up to
Note: fable 2 of the summary for Hanaard (circulated

in the Press lotice) may be misunderstood. Under 1982-83 +1380

(second column of table) it gives a breakdown of the to produce planning total
Contingency Reserve, asset sales and allowance for under- of £115bn

spend, but these figures are the Vhite Paper plans (revalued).

The final column gives only an aggregate amount of £3300 million

representing the present nlans.




VOLUME AND COST TERMS COMPARISONS

1. There are no volume equivalents availabl: of the cash plans being

published.

If asked for a comparison in real terms, point out that plans must be conmpared
with plans, not with outturn. On a comparison of plans, it depende on what

is meant by real terms. The cash increase in plans between 1981-82 and
1982-83 (£105 bn to £115 bn) is roughly the same as the likely price rise

in the economy as a whole. Thus in cost terms, not much change in level h
between years. However, a fall in relative prices is expected, This means
that in old 'volume' terms, theplans would show an increase between the

two years.

2. Cost terms figures for individual main programmes will be published in next
White Paper. [If pressed: volume figures will not, because of lack of detailed
price information and forecasts /.

Explanation

Z. Both ''volume" and '"cost terms" figures are measures of expenditure in '"real
terms. Both describe inputs, not levels of service achieved. Greater efficiency,
for example, can produce higher levels of service for same real expenditure.

4. "Volume" = expenditure in constant prices, as in last White Paper (prices
of broadly autumn 1979), .

"Cost terms" = expenditure including relative price changes, ie cash expenditure
deflated by general movement in prices only.

5. For example, if public service pay increases are held to broadly 4% in
coming pay round, this would not affect expenditure plans expressed in constant
historic prices, ie volume. But the relative fall in this particular "price"
compared with prices in economy generally would mean a fall in the relative cost
of public expenditure, ie in expenditure in "cost terms".




.G. The GDP deflator is used as the measure of general movement of prices

in economy as a whole.

Why no volume?

7. Switch to cash is designed to get away from view of spending managers that
they are "entitled" to a planned volume of inputs, and need not try to curb costs,
or to adjust their expenditure if their costs rise. See EPR article attached to
brief B1,

€. Pay and price information necessary to convert current cash estimates for
1981-82 and plans for 1982-83 into constant prices has therefore not been collected
comprehensively to timetable which was necessary for planning in volume.
(Conversion of cash plans for 1982-83 would also require detailed forecasts of
prices of individual compenents of expenditure). S0, volume equivalents of

present plans do not exist.

Contact

Miss M_E Peirson (233 7208)
GEP1 Division

HM Treasury

%0 November 1981




CONFDENTIAL >

(opans Maiatas .

Ref, A06158

MR, WHITMORE

Student Grants

In the course of their discussion of public expenditure on 26th November
the Cabinet agreed that in 1982-83 student grants should be increased by 4 per
cent, that the level of grants in 1983-84 would be settled later, and that the
minimum maintenance award and the scale of parental contributions should be
frozen at their present cash level (CC(81) 38th Conclusions, Minute 5,
Conclusion 4),

2, Freezing the scale of parental contributions does not mean that all
parental contributions are frozen: savings are achieved through allowing
contributions to rise in accordance with the present scale instead'of, as
normally, revaluing the points on the scale at which changed rates of
contribution are required., The effect is similar to not indexing income tax
allowances. The result will be that some students will receive less grant i, e.
parents will be expected to pay more than if the scale had been indexed in the
normal way. On the other hand, parents and students will be better off than if
the minimum grant was abolished and student grants were not increased by 4 per
cent,

3. Since the implications of freezing the scale were not explicitly brought
out in the Cabinet's discussion, I should like you to draw this point to the Prime
Minister's attention. ‘

4, Tam sending copies of this minute to the Chancellor of the Exchequer and

the Chief Secretary and to the Secretary of State for Education and Science.

2o

ROBERT ARMSTRONG

lst December, 1981

CONIDENTIAL




SECRET

From the Press Secretary

1 December 1981

62 ). oan
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I held a meeting this morning with the Heads of Information of
all Depertmeq;s most closely involved in the public expenditure
exercise. You will wish to hear the outcome.

First of alLJthe Chancellor will make his statement at 3.30 pm
tomorrow and this will be supplemented by 3 written answers from
HM Treasury - on public expenditure programmes (Department by
Department), external financing limits for nationalised industries
and the Industry Act forecast, *

The DHSS will publish the Government Actuary's Report with an
associated written answer setting out the..full details of changes
in National Insurance contribution rates and 1im1ts, and changes in
health serqice chargee

The Department of the Environment will set out in a series of
written answers the RSG statement, the allocation between services
within the overall total, includlng council house rent guidelines,
and housing cgpital expenditure, and possibly other DOE services.

It is intended that all these written answers will be timed for
4.30 pm when the Chancellor sits down,

All Departments will be encouraged to produce their own material
on the implications of the public expenditure review. Briefing
arrangements for the Departments central to the annbuncement are:

We have agreed that the Treasury should have as clear a field as
possible with radio and television; the Chancellor and the

Chief Secretary are accepting as many radio and television bids
as possible,

However it is agreed that the Secretary of State for the
Environment should also accept radio and television interviews
to deal with the very important and tricky problém of local
government finance.

So far as other Ministers are concerned it is agreed that they
will not take up invitations for radio and television tomorrow
evening. This, of course, does not apply to Scottish, Welsh and
Northern Ireland Ministers addressing their own communities
through their own radio and television channels.
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So far as the lobby and press conferences are concerned, the
Chancellor and Chief Secretary have accepted an invitation to
see the lobby immediately after the statement. Both of them are
also to see the backbench Finance Committee at 6.30 pm.

-~
Mr Heseltine is to hold a press conference for local government
correspondents at 5:00, pm: .

The Chancellor is proposiné to see economic and possibly
political correspondents from Thursday onwards.

We have gtrongly urged all other Departments to ensure the most
positive presentation of their aspects of the announcements tomorrow
afternoon and subsequently. DHSS propose, at this stage, to do no
more than bmief their particular clientele extensively.

Mr VErekeg_will finalise a speaking note on the public
expenditure exercise directed particularly at,the implications for
pay bargaining for issue at Thursday lunchtime. I attach a draft
(not copied to.others) for you to examine’' overnight.

We are pursuing'with Departments the balance sheet of '
presentational plusses and minuses and will report later. So far
little material has arrived. We expect much more,in the course of
the day. ;

David Heyhoe, Esq.,
PPS to the

Lord President of the Council

cc. T. J. B. Dawes, Esq., MAFF J. Vereker, Esq., No. 10
H. Jarmany, Esq., CSD N. Gaffin, Esq., No. 10
L. Jeanes, Esq., MOD Ms. E. Drummond, No. 10

T. Perks, Esq., DES h E N
AT Moéer, Eaq.. D/Rtiplcyrent M. Scholar, Esq., No. 10

I. Gillis, Esq., D/Energy

Mrs. J. Hewlett-Davies, D/Environment
N. M. Fenn, Esq., FCO

N. Taylor, Esq., DHSS

D. D. Grant, Esq., Home Office

J. Woodrow, Esq., D/Industry

Miss R. Christopherson, NIO

P. Broderick, Esq., ODA

A. H. Sutherland, Esq., Scottish Office
M. Garrod, Esq., D/Trade

R. Goodfellow, Esq., D/Transport

Mrs. R. Gilmore, HMT

H. G. Roberts, Esq., Welsh Office
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cc Financial Secretary
Economic Secretary
Minister of State (C)
Minister of State (L)
Sir D Wass
Sir A Rawlinson
Sir K Couzens
CHIEF SECRETARY Mr Burns
Mr Ryrie
Mr Le Cheminant
Mr Wilding
Mr Littlsr
Mr Barratt
Mr Middleton
Mr Bridgeman
Mr Britton
Mr Burgner
Mr Evans
Mr Hansford
Mr Kemp
Mr Dixon ‘
Mr Kitcatt Mr Ridley
Mr Monger Mr Cropper
Mr Battishill Mr Harris
Mrs Gilmore !
Miss Peirson
Mr Norgrove

PUBLIC EXPENDITURE STATEMENT

I attach a copy of the draft of the Chancellor's Statement as

circulated to Cabinet this afternoon.

J 0 KERR
1 December 1881
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STATEMENT BY THE CHANCELLOR-DF THE EXCHEQUER : 2 DECEMBER

ilhe With permission, Mr. Spesker, I wish to make a statement
about two matters on which it is necessary to take decisions
at this time of year. The Government has now completed its
annual review of the plans for public expenditure. We have
also decided the future pattern of National Insurance
contributions on the basis of the Government Actuary's report
which is being laid before the House today. In each case
the proposals follow reviews which are normal at this time

of year. They will take effect not in this financial year
but in the next one: 1882-83.

25 I am also publishing today,as required by the 1875
Industry Act, the forecast of economic prospects for 1982.
The outlook is for a further fall in inflation. Whereas

15 months ago the annual increase in the RPI was 22 per cent
and a year ago 15 per cent, it is now about 12 per cent.

We expect an increase over the next year of 10 per cent.

GOP at constant prices is expected to be higher in 1982 than
in 1981 - by about 1 per cent - and manufacturing output
should continue to increase rather more rapidly. The
forecast, in short, is for gradual recovery, despite the

difficult world environment.

1981-82

S I begin, however, with the current year. Public
spending in 1881-82, covered by the planning total, is now
expected to be about £107 billion, That involves &
substantive increase since the Budget of just over £2 billion.
This incresse does not arise from the programmes subject

to cesh limits. They are being held. Where exceptionally
increases heve been made in cash limits, or in nationalised
industry externel financing limits, these have been charged
to the Contingency Reserve, and so have not added to the
planned total. That applies for example to the increase of
€319 million announced today in the Defence cash limit for

thiS year. SN RRINE T




4. About a qﬁarter of the expected increase in spending this

year is due to the effect on the cost of some demand-led
programmes, like export credit and housing subsidies, of

higher interest rates and slightly higher unemployment than was
allowed for in this year's White Paper. Some three-quarters of
the increaée is due to higher current expenditure by some, but
by no means all, local authorities.

5 Revenue during the current year is also likely to be rather
higher than expected at the time of the Budget. The PSBR for
1881-82 therefore still appears to be on track for the estimate
of £10% billion which I gave at that time. )

1882-83 ;

5. I turn now to the year ahead, 1982-83. As I told the
House in my Budget statementjwe are no longer planning public
expenditure in volume terms but in cash. The plans for next
year, which appeared in the last White Paper in volume terms,
had therefore to be revalued in cash. On this basis the
starting point for discussions about 1982-83 was a cash total
of £110 billion.

T The net result of the decisions which I am announcing today
will be to raise that figure by almost £5 billion, to bring the
planning-total for next yesr to about £115 billion.

8. At the time of the Budget we expected cash expenditure in
1982-83 to grow more slowly than we now envisage. -But se—my—
ﬂumﬂﬂnus—neeaafﬂﬂsv‘ﬁe believe it is right to show flexibility
as well as consistency with our long-term objectives. We have

felt it appropristelto increase the planned provision for
v :

i

certain programmes'QE;ff4&ett—t¥;;%eﬂ circumstances

-— - —y :

g. Even so, our plans for public expenditure in 1882-83 will
be some 7% per cent higher than the expected outturn this yeer.
The expected increase in prices between the two years is about

10 per cent. So we expect some reduction in public expenditure
in reel terms next year.
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10. The Government has thproughout been clear about the need
to restrain the proportion of the nation's resources pre-empted
by public spending. “ The new plans for public spending will
enable us to make good some of the ground lost in previous
years. There is still & considerable way to go to achieve
what we would regard as & healthy balance. However, on
present forecasts public expenditure as a proportion of GOP
should fall from about 45 per cent this year to perhaps

44 per cent next.

PSBR

11. It is too early to judge with precision what these

changes will mean for next year's PSBR. But our current judge-
ment is that, with revenue again likely to be higher than
previously foreseen, the figures point to a PSBR next year
broadly in line with the projections published at the time

of the last Budget. Were that assessment to change, or were

it necessary to take a different view of the PSBR for 1882-83,

I would of course have to consider appropriate fiscal action

in my next Budget.

Public expenditufa Plans

12. Full detsils of our new plans for 1882-83, and the two
following vears, will be set out in the public expenditure
White Paper to be published at the time of the Budget. The

exact figure for next year will depend upon decisions which

cannot be taken yét about the appropriate provision for

certain demand-determined programmes and for the Contingency
Reserve. I am in the meantime circulating in the Officisl
Report a summary of the changes for 1882-83 in the cash
allocation to Departments and in the External Financing
Limits for netionalised industries,
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13. I shall inform the House now about some of the
main changes. Increases in programmes - whether on
account of policy or of changed demands - amount to
about £6 billion. But, to keep the totzl to an
acceptable level, we have found offsetting reductions
in previous plans of over £l billion. This restricts
the net increase to the figure previously mentioned -

£5 billion,

Current Costs

14, The administrative costs of central government are

not far short of 10 per cent of total public expenditure.

We are determined to reduce that proportion and maintain

the drive for more efficient management throughout
Government. Our spending plans proQide broadly for increases
in the pay of public servants of 4 per cent from next
settleﬁent dates. The provision for administrative costs
will be further reduced by the impact of a general reduction
of at least 2 per cent in all cash-limited expenditure,

which will involve economies in the cost of maintenance

and improvement of Government buildings as well as economies
*

in manpower and ancillary services. And we shall continue

to reduce Civil Service numbers so as to sustain progress
towards our eim of 102,000 fewer staff in post in April 1984

than when this Government came into office.

G E CRREELT




15, -We have not been able to avoid & reduction in the cash
provision for some capital programmes. This will apply to water
services, motorways and trunk roads, and certain local authority
services. But because of a substantial fall in tender prices there
should be no sigﬁificané impact on our published plans for motor-
ways, trunk roads and water works. As for housing, my rt. hon.
Friends the Secretaries of State for the Environment and for Wales
are about to undertake consultations with the local authority
associations on the incresse in local housing income including
rents to be assumed for grant and subsidy purposes. Subject to
those consultations and to the contribution of our successful
policy for incressing council house sales, we hope to be able to
maintain activity on public housing construction and improvement
at approximately the same level es this year.

Health

16. More of the cost of the Health Services will be financed by
contributions from those using them. The full present range of
exemptions from charging is however unchanged, so that two out of
every three prescriptions will continue to be provided free of
charge. Where a charge is payable, it will be raised to £1.30.
There will be some increases in dental charges, for example raising
the maximum cost of a routine course of treatment by £4, and in
charges for spectacle lenses, raising the maximum cost per lens by
£6.70. We will also be increasing the Health Service contribution
by 0.1 per cent on this account. We shall continue to honour our
promise to incresse the real resources available to the National

Health Service.

Benefits and Grants

17. I turn now to National Insurance Benefits. The increase in
the RPI to November 1981 will probably be some 2 per cent higher
than the 10 per cent increese allowed for when calculating this
year's uprating. For retirement pensions and other long-term
benefits, the shortfall will be made good in the November 1882
uprating, which will allow for that difference 'as well as the
expected increase in the RPI between this year and next. The
Government will thus continue to fulfil our pledge to:'retirement

pensioners that they will be fully protected zgainst inflation.




18. In the case of the short-term benefits, however, next
A Gl :
year's -uprating will
the RPI over the next 12 months. To allow more would mean
that the payments to those out of work could rise significantly

faster than the earnings of those in work. -Fhere—willalso—
be some detailed-changes in the rules governing supplementary-

Pt

_benefit-end—child benefit.

19, _It would.be difficult—to justi¥y an increese—in—student
__grants beyond the bresd Tevel of pay intrease—envisaged—for—
._employees_in—thehpub%&cﬂsgrvtEET—'ﬁﬁﬁﬁ?ﬂTﬁgiy*fhe—fntgg?se

ingastudent grants for the next academic year will be limited- ¥\

te- 4 per r:enf:.I oo\ e e W MW
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20. It is convenient to inform the House at this stage about
the Government's decision$ on the scale of National Insurance
Contributions to be paid from next April.

21. I have already referred to the increase in pensions.

This, together with the slower rate of growth in contribution
income, and increases in unemployment and redundancy,would mean
that if we took no action on contributions, there would be
substantial deficits in the National Insurance and Redundancy
Funds. It is right for those deficits to be dealt with. In
addition, as I have said, we have decided to propose an increase
of 0.1 per cent in the allocation to the NHS.

22. The Government think it right that the greater part of

the increase .in contributions should come from those in work,
the employees rather than the employers, particularly since I am
not in & position to propose any change in the rate of

National Insurance Surcharge from next April. ® The rete of
contribution for employees will therefore be .rzised by 1 per
cent from the beginning of April next: it will then be B8.75 per
cent of relevant earnings. There will be some incrgase for the
self-employed. The percentage rate for employers will not be
changed. The Treasury supplement to the Fund will a2t the

same time be reduced by 1i per cent.




Fl (]

23. The lower earnings limit, which sets the starting point of
the contributions, will be increased to £29.50 per week, in line
with the single rate retirement pension. The upper earnings
1imit, which sets the ceiling up to which payments are made
proportionate to income, will be increased to £220 per week,
within the normal criteria. The House will appreciate that,
although the percentage rates charged to emplﬁyers will not be
changed, the cash amount which they pay in national insurance
contributions and national insurance.surcharge will rise in line
with any increase in the wages and salaries which they pay, and
also as a result of the increase in the upper earnings limit.
The amount which employees pay in contributions will be similarly
affected, as well as by changes in their contribution rates.

24, The increaese in contr{bution rates, as well as the decision
to exempt employers from it, both in respect of the Redundancy
Fund and in respect of National Insurance, will require
legislation. My rt. hon. Friend,the Secretary of State for
Social Services, will present the necessary Bill today. He
will also lay before the House the Government Actuary's Report,
together with full details of the changes in rates and limits
for all classes of contributors, including the self-employed,
and a table showing a breakdown of total payments in 1882-83
compared with 1981-82.

25. I turn now to the areas where spending next year is planned
to rise. The increases have been concentrated in four main
areas - special employment measures, local government, Defence,
and finance for nationalised industries.

Employment
26, Although unemployment is rising less steeply than before,

we have to assume a slight further rise; an assumption which
is reflected in the Government Actuary's Report. My rt. hon.

Friend, the Prime Minister announced on 27 July improvements

to the various speciél employment programmes which added some

SUEMECRSEST




£650 million to.public.expenditure next year. My rt. hon.
Friend, the Secretary of State for Employment, will be making
an announcement on further training measures in due course.
In all, nearly £800 million will be added to the employment

programme next year. -

Local asuthorities

27. Local authorities are likely to spend this year 8 per cent
more than was allowed for in the White Paper. The Government
clearly cannot accept continuing nver-épending on this scale.
We recognise however that it would not be practicable to
eliminate such a substantial overshoot in a single year. We
therefore propose to increase the provision in programmes for
local asuthority current expenditure in 1882-83 by some

£1,350 million. This will provide a realistic target .for
authorities. But since the cesh provision is only some 2 per
cent higher than the prnﬁable oputturn for this year, they will
still be required to make substantial reductions in their
spending plans.

28, My rt. hon. Friend the Secretary of State for the Environmen
proposes to reduce the level of grant support to locel
authorities in England to 56 per cent. Myrt. hon. Friends

will be consulting local asuthorities zbout this and about

commensurate reductions in Scotland and Wales.

28, We will be luoking to local authorities to take further
steps in the following years to get back closer to the level
envisaged in the previous White Papers.

Defence

30. In order to enable us to carry through the policies set
out in the June Defence White Paper (Cmnd 82551 we are
increasing the provision for Defence next year by a further
€500 million. This includes the cost of carrying forward the
1981 Armed Forces pay award.

SEBEICSREST;
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Nationalised industries

31. And finally the nationalised industries. Their total bids
for increased external finance amounted to about £23% billion.
This would have been in addition to the nearly £1% billion
already provided in the plans. Such a massive increase would
be quite unacceptable. We have been able to allow them only
about half their new bids, some £1,300 million in total.
Nevertheless if, as the Government and the House very clearly
expect, they continue their drive to contain current costs,
both by increasing efficiency and by making moderate pay
settlements,they should be able to maintain their aggregate
capital investment programme st much the same level as was
envisaged in the last White Paper.

Conclusion

32, The scale of the planned increase in cash spending

next year is larger than we initially envisaged, though
right in present circumstances, But the Government remains
convinced that economic recovery requires & reduction in

the burden that the public sector imposes on productive
private enterprise, and we remain determined to achieve
precisely that. I am satisfied that today's statement is
consistent with the attainment of that objective,

H.M, Treasury
1 December 1881
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10 DOWNING STREET

From the Private Secretary 30 November. 1981

Cash Limits in 1980/81

The Prime Minister was grateful for the
Chief Secretary's minute of 26 November about
the Cash Limits White Paper.

She agrees to the publication of the White
Paper as proposed by the Chief Secretary.

I am sending copies of this letter to

the Private Secretaries to Members of the
Cabinet and to David Wright (Cabinet Office). |

M. C. SCHOLAR

Terry Mathews, Esq.,
Office of the Chief Secretary.
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Treasury Chambers, Parliament Street, SW1P 3AG
01-233 3000

PRIME MINISTER

PUBLIC EXPENDITURE ANNDUNCEMENT

I attach a copy of the statement which I propose to make in the

House on 2 December.

2 I should draw your attention to two points.

ais First, I am clear that it would not be right to say .nothing
P oy e

about the treatment of shorkt-term benefits, The increase in the

RPI means that I must reassure retirement pensioners that we will

—
next year honour the pledge to make good the deficiency in this

b ~ 2
November’s uprating. But having said that, Norman Fowler and I

are bound to be asked what will happen to short-term benefits.

Moreover the Government Actuary will state in his report that he

has "been instructed to assume, for purposes of illustratiaon,

that there will be a benefit uprating of 10 per cent in November

1982 in line with the expected movement in prices, plus, in the

case of long term benefits, a further 2 per cent to make good the
expected shortfall in the November 1982 uprating”. To attempt to
conceal the fact that the further 2 per cent will not apply to the

short-term benefits would, in my considered view, be wholly

counter-productive. We could not hope to prevaricate for more than
a day or two, let alone until the Budget, and it seems unwise to
try: there is everything to be gained in taking the initiative

and presenting the decision in the best light.

4., Second, I propose to list the EFLs for individual nationalised
industries in the supporting text EE_EE_circulated in the official
— e

report. My reasons for doing so, rather than giving only an
aggregate figure, are set out in a separate letter to the Energy

Secretary.

S EBIRIE [




5s The detailed text to be circulated in the official report,
and the Treasury Press statement, have been shown to Departments

at official level.

6. I am sending copies of this minute to all members of the
Cabinet, the Chief Whip and Sir Robert Armstrong.

(G.H.)
36 November 1981
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STATEMENT BY THE CHANCELLOR-OF THE EXCHEQUER : 2 DECEMBER

1. /With permission, Mr. Speaker, I wish to make a statement
about two matters on which it is necessary to take decisians
at this time of year./ The Government has now completed its
annual review of the plans for public expenditure. We have
also decided the future pattern of National Insurance
contributions on the basis of the Government Actuary's report
which is being laid before the House today. In each case
the proposals follow reviews which are normal at this time

of year. They will take effect not in this financial year
but in the next one: 1882-83.

2 I am also publishing today,as required by the 1975
Industry Act, the forecast of economic prospects for 1982.
The outlook is for a further fall in inflation. Whereas

15 months ago the annual increase in the RPI was 22 per cent
and a year ago 15 per cent, it is now about 12 per cent,

We expect an increase over the next year of 10 per cent.

GOP at constant prices is expected to be higher in 1882 than
in 1881 - by about 1 per cent - and manufacturing output
should continue to increase rather more rapidly. The
forecast, in short, is for gradual recovery, despite the

difficult world environment.

1881-82
2 I begin, however, with the current year. Public
spending in 1881-82, covered by the planning total, is now

expected to be about £107 billion. That involves a

P —

substantive increase since the Budget of just over £2 billion.
This increase does not arise from the progrémmes subject

to cash limits. They are being held. Where exceptionally
increases have been made in cash limits, or in nationalised
industry external financing limits, these have been charged
to the Contingency Reserve, and so have not added to the
planned total. That applies for example to the increase of

€319 million announced today in the Defence cash limit for

this year. SR E N0 s o T
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4, About a quarter of the expected increase in spending this
year is due to the effect on the cost of some demand-led
programmes, like export credit and housing subsidies, of

higher interest rates and slightly higher unemployment than was
allowed for in this year's White Paper. Some three-quarters of
the increase is due to higher current expenditure by some, but
by no means all, local authorities.

B Revenue during the current year is also likely to be rather
higher than expected at the time of the Budget. The PSBR for
1981-82 therefore still appears to be on track for the estimate

————

of £10% billion which I gave at that time.

1982-83

6. I turn now to the year ahead, 1982-83. As I told the
House in my Budget statement we are no longer planning public
expenditure in volume terms but in cash. The plans for next
year, which appeared in the last White Paper in volume terms,
had therefore to be revalued in cash. On this basis the
starting point for discussions about 1982-83 was a cash total
of £110 billion.

Fi, The net result of the decisions which I am announcing today
will be to raise that figure by almost £5 billion, to bring the
planning total for next year to about £115 billion.

8. At the time of the Budget we expected cash expenditure in
1982-83 to grow more slowly than we now envisage.
g ¥ the g Bu*@;s-nm

ur lopg-term—ebiectives. We have

N e
felt it appropriate to increase the planned provision for

certain programmes to reflect changed circumstances.

lic expenditure in 1982-83 will
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Public expenditure Plans

12, Full details of our new plans for 1882-83, and the two
following years, will be set out in the public expenditure
White Paper to be published at the time of the Budget. The
gxact figure for next year will depend upon decisions which

cannot be taken yef about the appropriate provision for
certain demand-determined programmes and for the Contingency
Reserve. I am in the meantime circulating in the Official
Report a summary of the changes for 1982-83 in the cash
allocation to Departments and in the External Financing
Limits for nationalised industries.
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13. I shall inform the House now about some of the
main changes., Increases in programmes - whether on
account of policy or of changed demands - amount to
about £6 billion. But, to keep the total to an
acceptable level, we have found offsetting reductions
in previous plans of over £1 billion. This restricts
the net increase to the figure previously mentioned -

£5 billion.

Current Costs

14, The administrative costs of central government are

not far short of 10 per cent of total public expenditure.

We are determined to reduce that proportion and maintain

the drive for more efficient management throughout
Government. Our spending plans provide broadly for increases
in the pay of public servants of 4 per cent from next
settlement dates. The provision for administrative costs
will be further reduced by the impact of a general reduction
of at least 2 per cent in all cash-limited expenditure,
which will involve economies in the cost of maintenance

and improvement of Ggvernment buildings as well as economies

in manpower and ancillary services. And we shall continue

to reduce Civil Service numbers so as to sustain progress

towards our aim of 102,000 fewer staff in post in.April 1884

than when this Govgrnment came inte office.
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15./(we have not been able to avoid a reduction in the cash
provision for some capital programmes. This will apply to water
services, motorways and trunk roads, and certain local authority
services. But because of a substantial fall in tender prices there
should be no significant impact on our published plans for motor-
ways, trunk roads and water works.f As for housing, my rt. hon.,
Friends the Secretaries of State for the Environment and for Wales
are about to undertake consultations with the local authority
associations on the increase in local housing income including
rents to be assumed for grant and subsidy purposes. Subject to
those consultations and to the contribution of our successful
policy for increasing council house sales, we hope to be able to
maintain activity on public housing construction and improvement
at approximately the same level as this year.

Health

16. More of the cost of the Health Services will be financed by
contributions from those using them. The full present range of
exemptions from charging is however unchanged, so that two out of
every three prescriptions will continue to be provided free of
charge. Where a charge is payable, it will be raised to £1.30.
There will be some increases in dental charges, for example raising
the maximum cost of a routine course of treatment by £4, and in
charges for spectacle lenses, raising the maximum cost per lens by
£6.70. We will also be increasing the Health Service contribution
by 0.1 per cent on this account. We shall continue to honour our
promise to increase the real resources available to the National

Health Service.

Benefits and Grants

17. I turn now to National Insurance Benefits. The increase in
the RPI to November 1981 will probably be some 2 per cent higher
than the 10 per cent increase allowed for when calculating this
year's uprating. For retirement pensions and other long-term
benefits, the shortfall will be made good in thg November 1982
uprating, which will allow for that difference as well as the
expected increase in the RPI between this year and next. The
Government will thus continue to fulfil our pledge to retirement
pensioners that they will be fully protected against inflation,
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18, 1In the case of the short-term benefits, however, next

yvear's uprating will be limited to the expected increase in
~the RPI over the next 12 months. Fo—elleow—mere—wooltd—mean—

that—the payments to those out of work could Tise stgmificently

_grarte—beyond the—broed—tevel of pay incresse enviseged forr
Lempleyees—im the publie—service. Accordingly the increase

in student grants for the next academic year will be limited

to 4 per cent.

NIC

20. It is convenient to inform the House at this stage about
B i e i W

the Govsrnﬁent's decisions on the scale of National Insurance

Contributions to be paid from next April.

21. I have already referred to the increase in pensinns.gp

:::’This. together with the slower rate of growth in contribution
income, and increases in unemployment and redundancy,would mean
that if we took no action on contributions, there would be
substantial deficits in the National Insurance and Redundancy
Funds. _;Ehis right for those deficits to be dealt with.,LIn
addition, =s—Ff—have—sgald, we have decided to propose an increase
of 0.1 per cent in the allocation to the NHS,

22. The Government think it right that the greater part of

the increase in contributions should come from those in work,

the employees rather than the employers, particularly since I am

not iIF—a—pesitien—to propose any change in the rate ot =
—Netional Insurance Sorcherge—from—masxtAprit. The rate of

contribution for employees will therefore be .reised by 1 per

cent from the beginning of April next: it will then be 8.75 per
cent of relevant earnings. ;1EEEE~EiEl_EE_EETE_EEEEEQEE—EEE:EhE
iﬁli;EfElEXEEr The percentage rate for employers will not be
changed. The Treasury supplement to the Fund will at the

same time be reduced by 1% per cent.

—
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23. The lower earnings limit, which sets the starting point of
the contributions, will be increased to £29.50 per week, in line
with the single rate retirement pension. The upper earnings
limit, which sets the ceiling up to which payments are made
proportionate to income, will be increased to £220 per week,
within the normal criteria. The House will appreciate that,
although the percentage rates charged to employers will not be
changed, the cash amount which they pay in national insurance
contributions and national insurance surcharge will rise in line
with any increase in the wages and salaries which they pay, and
also as a result of the increase in the upper earnings limit.
The amount which employees pay in contributions will be similarly
affected, as well as by changes in their contribution rates.

24. The increase in contribution rates, as well as the decision
to exempt employers from it, both in respect of the Redundancy
Fund and in respect of National Insurance, will require
legislation. My rt. hon. Friend,the Secretary of State for
Social Services, will present the necessary Bill today. He
will also lay before the House the Government Actuary's Report,
together with full details of the changes in rates and limits
for all classes of contributors, including the self-employed,
and a table showing a breakdown of total payments in 1982-83
compared with 1881-82.

25. I turn now to the areas where spending next year is planned
to rise. The increases have been concentrated in four main
areas - special employment measures, local government, Defence,
and finance for nationalised industries.

Employment -
26, Although unemployment is rising less steeply than before,

we have to assume a slight further rise; an assumption which
is reflected in the Government Actuary's Report. My rt. hon.
Friend, the Prime Minister announced on 27 July improvements

to the various special employment programmes which added some

SHESCAREEST:




SEE IEHRICEST

£650 million to public expenditure next year. My rt. hon.
Friend, the Secretary of State for Employment, will be making
an announcement on further training measures in due course.

In all, nearly £800 million will be added to the employment
programme next year. e T

Local authorities

27. Local authorities are likely to spend this year 9 per cent
e
more than was allowed for in the White Paper. The Government
clearly cannot accept continuing over-spending c;\fEIE_EE;TE:
We Tecognise however that it would not be practicable to
eliminate such a substantial overshoot in a single year. We
therefore propose to increase the provision in programmes for
local authority current expenditure in 1982-83 by some
£1,350 million. i isid
~ertrerdbies, But since the cash provision is only some 2
cent higher than the prcbable outturn for this.yaar, they
still be required to make substantial reductions in their
spending plans.

28 L My ptRhons Fr%;nd the Secretary of State for the Environment

proposes to e the level of grant support to local
authorities in England to 56 per cent. Myrt. hon. Friends
will be consulting local authorities about this and about
commensurate reductions in Scotland and Wales.

29, We will be looking to local authorities to take further
steps in the following years to get back closer to the level

envisaged in the previous White Papers.

Defence

30. In order to enable us to carry through the policies set
out in the June Defence White Paper (Cmnd 8288) we are
increasing the provision for Defence next year by a further
£500 million. This includes the cost of carrying forward the
1981 Armed Forces pay award.

SEECEREEST
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Nationalised industries

31. And finally the nationalised industries. Their total bids
for increased external finance amounted to about £2% billion.
This would have been in addition to the nearly £13 billion
already provided in the plans. Such a massive increase would
be quite unacceptable. We have been able to allow them anly
about half their new bids, some £1,300 million in total.
Nevertheless if, as the Government and the House very clearly
expect, they continue their drive to contain current costs,
both by increasing efficiency and by making moderate pay
settlements,they should be able to maintain their aggregate
capital investment programme at much the same level as was

envisaged in the last White Paper.

Conclusion

32. The scale of the planned increase in cash spendiné

next year is larger than.we initially envisaged, though
right in present circumstances, But the Government remains
convinced that economic recovery requires a reduction in

the burden that the public sector imposes on productive
private enterprise, and we remain determined to achieve
precisely that. I am satisfied that today's statement is
consistent with the attainment of that objective,

H.M, Treasury
1 December 1981
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Public Expenditure on Roads and Rail
1981/82 estimate (cash) £m

England GB

Motorway and Trunk 680 905
Local Roads 1075 1425
Total Roads 1755 2330
BR not applicable 920%

* BR's EFL, which includes grants and borrowing

There is additional public expenditure on road transport which
does not appear in the table. The largest element is on bus services,
whose total amount in 1981/82 is of the order of £700m.

Public expenditure is only a part of the overall commitment oi
national resources to road transport. Motorists and road hauliers
spent some £33b last year on buying and running vehicles: of this,
£4.5b went on fuel and vehicle excise duties.

93% of passenger miles are by road.

7% of passenger miles are by rail.
77% of freight ton-miles are by road.
14% of freight ton-miles are by rail.

London and South East commuter lines account for about 40%
of passenger miles travelled, for which they get about 25% of the
subsidy to BR.




10 DOWNING STREET

From the Private Secretary
2 30 Novemher, 1981.

Thank you for your letter of
25 November.

The Prime Minister saw this over the
weekend, and was grateful to have this
piece of background briefing.

I am sending a copy of this letter to
Terry Mathews (Chief Secretary's Office).

R.A.J. Mayer, Esq.,

Department of Transport. I

/ /A
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PRIME MINISTER

CASH LIMITS IN 1980-81

We are due to publish at the beginning of December the usual

White Paper showing the provisional outturn of expenditure
———————— —E— "
against cash limits in 1980-81. A draft is attached, following

the factual, low-key format of previous White Papers. 1 send

it to you and colleagues for information.

2. The vast majority of cash limits were once again correctly
e 3

observed in 1980-81. 1In aggregate there was as usual some

cmm———

underspending. Central government voted cash limits were under-

e s ————y.

spent in total by about £450 million, equivalent to 1.1%. Under-

R —— e g
spending in 1979-80 is now thought to be slightly less than this,
at 0.7%. It was 1.5% in 1978-79 and 2.6% in both 1977-78 and

1976-77.

3. There were six cases in which cash limits were breached. This
is a better perE;;;ance than in 1979-80, when there were 13. But
it is still higher than in any year under our predecessoﬁgT'the
number of brms was Eo in 1976-77, H‘o in 1977-78 and_t;?-ur

in 1978-79. To some extent this may reflect greater stringency

in setting the limits. Nevertheless it sits ill with the impor-
tance which, as a Government, we attach to cash limits in control-

ling expenditure.

4. I therefore take this opportunity to remind colleagues in
charge of spending departments of our collective commitment to
cash limits, and to request their cooperation in securing an even
better record both for the current year and in relation to the

cash limits for next year soon to be settled.




5. My intention is to publish the White Paper one or two days

after any statement the Chancellor or T may make about public
S——
expenditure in 1982-83.

6. I am sending copies of this minute and of the White Paper
to other members of the Cabinet and to Sir Robert Armstrong.

.5

LEON BRITTAN
26 November 1981
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CASH LIMITS
1980-81 PROVISIONAL OUTTURN

(AND 1979-80 OUTTURN)

i
1. This White Paper gives provisional outturn figures for cash-limited public
expenditure in 1980-81, and revised figures for 1979-80,

2. The cash limits for 1980-81 on expenditure by central Government depart-
ments were published in the Supply Estimates on 26 March 1980, as amended
by the Revised Estimates on 4 July 1980. Also included amongst the original
limits are provisions for Class XVII votes la, 3a and 18 which were voted at
the time of the Supplementary Estimates published on 2 December 1980, The
remaining cash limits, on local authority capital expenditure and on the ex-
penditure of certain other bodies, were announced to Parliament by the Chief
Secretary in answer to a written question on 26 March 1980.

3. Table | shows changes to the original limits announced subsequently, but
excluding token increases.

4. Tables 2 and 3 give provisional outturn figures for 1980-81 compared with
the cash limits. These figures may be subject to some adjustn.ent when the
final accounts are available. The estimated outturn of the External Financing
Limits on nationalised industries in 1980-81 has already been published in
Table 17 of the Financial Statement and Budget Report 1981--32.

5. Table 4 gives final outturn figures for central Government cash blocks in
1979--80. Table 5 shows revised figures for the same year for the capital blocks
for local authorities and certain other bodies, but these may still be subject to
some subsequent revision. Provisional outturn figures for 1979-80 were pub-
lished in July 1980 in the White Paper “*Cash Limits For 1975-80 Provisional
Outturn” (Cmnd. 7983).




CASH LIMITS; 1980-81, EXCLUDING TOKEN INCREASES,
ANNOUNCED IN 1930-81

WIHICH WERE
Table 1

Clzss end
Vote/Cash
Block(Y)

CENTRAL GOVERNMENT VOTES

I 1,24 &5 Ministry of Defence and
Department of the
Environment (Property
Services Agency)

Department

« Foreign and
< Commonwealth Office

Foreign and
&  Commonwealth Ofiice;
Overieas Development
Administration

Department of
Agriceliure and
Fisheries Scotland

Ministry of Agriculture
Fisheries and Food

Forestry Commission _

Department of Industry

Size of
Change

£ thousand
—

+203,000

+ 2,100

+ 6,279

Purpose of Change

Additional provision to meet Armed Forces
pay award and international considera-
tions offset by a deduction for over-
spending in 1979-80, a transfer to the
FCO for additional military training
assmtnnce and an underspend on adver-
tising through the COI. Announced on
8 August 1980

Additional provision to provide for an
expanded programme of military training
assistance. Announced on 19 June 1930

Additional provision to meet increased
military training assistance to Zimbabwe,
Announced on 21 November 1980

Additional provision to accommodats
assistance to Zimbabwe. Announced on
20 June 1930

Transfer to Class II, 9 (not subject to Euh
limits). Announced on 5 February 1981

Additional provision for increasad aid to the
ﬁ;gbng industry, Announced on 23 May

Additional provision to mest incregse in aid
to the fishing industry and for fishery pro-
tection costs. Announced on 13 November

Additional provision for increased aid to the
ﬁgl;gng industry. Announced on 23 May
1

Additional provision for aid to the fishing
industry and fishery protection costs.
Announced on 13 November 1980

Additional provision to meet increased
requirements as a consequence of a sharp
decline in receipts from the sale of timber.
Announced on 22 January 1981

Additional provision to provide for an
increase in funds for the smail factory
units as announced in the Chanceller’s
lfé:giuget statement. Announced on 19 Juns

Deduction for overspend in  1979-80.

Announced on 29 July 1930




Class and  Department Size of Purpose of Change
Vote{Cash Change
Block(") £ thousand

IV. 8 Department of Trade 4+ 1,000  Additional provision to meet grant to the
National Film Finance Corgoration on
enactment of the Films Bill. Announced
on 15 July 1980

Department of Encrgy Decrease due to identified savings on
research and development and the phasing
of the payment of operational grants to
the National Coal Board. Announced on
13 November 1980

Department of Industry Deduction  for overspend in  1979-80.
Announced on 29 July 1980

Department of Transfer to Class IV, 20 and 22. Announced
Employment cn 12 November 19280

Decrease due to economies in the research
budget. Announced on 24 November 1980

Transfer to Class IV, 20, 21 and 22. An-
nounced on 30 January 1981

Department of Additional provision to meet increased
Employment expenditure on the Yeuth Opportunities
Programme, employment and rehabili-
tation services and central and regional
manpower services. Announced on 12

MNovember 19580

Additional provision to meet further
demand for places under the Youth
Opportuaities Programme. Announced
on 30 January 1981

Welsh Oftice Additional provision to meet further
demand for placss under the Youth
Opportunitics Programme. Announced
on 30 January 1981

Scottish Economic Additional provision to meet increased
Planning Dcpartment expenditure on the Youth Opportunities
P;ggrnmmc. Announced on 12 November

1980

Additional provision to meet further
demand for places under the Youth
Opportunities Programme. Announced
on 30 January 1681

Department of Industry Additiona! provision to meet payment to
Lazard Freres in connection with the
appointment of Mr Ian MacGeregor as
Chairman of the British Steel Corpora-
tion. Announced on 20 June 1920

Scottish Development Deduction for overspend in 1979-80.
Department Announced on 24 July 1980

Additional provision required following the
transfer of responsibility from the Depart-
ment of Trade for the payment of grant to
the Civil Aviation Authority for the
operation of its acrodromes in the High-
lands and Islands. Announced on 13
November 1980




Class end
Vcre! Cash
Block(*)

Depariment

Size of
Change

£ thousand

Furpose of Change

VL 3

X5

Xill. 6*

Department of Transport

Department of Trade
Department of the
Environment

Welsh Office

Department of the

Envircoment

Scottish Home and
Health Department

Home Office

Queen's and Lord
Treasurer's
Remembrancer

Department of
Education and Sciencs

Inland Revenue

Department for
National Savings

3,398

204

Daduction for overspend in 1979-80.

Announced on 25 July 1980

Decrease due to a revised deduction for
overspend in 1979-80 offset by an increase
in expenditure on land compensation
h)sagwms. Announced on 25 November

Transfer to Class VI, . Announced on 13
November 1980

Deduction for overspend in 1979-80.
Announced on 27 November 1980

Additional provision for aid to the fishing
llrgé!éstry. Announced on 13 Movember

Additional provision to meet cost of flood
damage repsirs to the Nationai Centre,
%argiﬂ‘. Announced on 13 MNovember

Adjustment for classification change. An-
nounced on 27 November 1980

Deduction for overspend in  1979-80.
Announced on 24 July 1980

Decrease due to a revised deducticn for
overspend in 1979-80. Announced on
13 November 1980

Additicnal provision to meet the cost of
emergency ariangements to deel with the
effects of indusiial action by Prison
li)giggers. Announced oi 24 Nevemoer

Additional provision to cover the costs of
the effects of the grulongalion of the
industrial action by pnson ofiicers.
Announced on 29 Jaanuary 1951

Deduction for overspend in 1979-20.
Announced on 13 November 1580

Transfer to Class IV, 20 and 22, Anrcunced
on 12 Nevember 1980

Decrease in expenditure on pay and general
administrative expensss required to offset
additional expenditure on Ciass XILII,
8 (not subject to cash limits). Announced
on 30 January 1981

Additional provision required to meet the
decision to fund a significantly larger pro-
ortion of the PSBR through National
avings aad to defund the National
Savingas Bank investment account irom
1 January 1981. Announced cn 4 Fel-
ary 1981




Class and Department Size of Purpose of Change

Vote|Cash Change
Block(*) : © = £ thousand

XI1v, 1 Department of the + 6,405  Additional provision to meet transfer of
Environment (Property responsibility for works and other accom-
Services Agency) modation services at the Palace of
Westminster from Class VIII, 6. An-
nounced on 28 March 1980 as £7 million
but the subsequent Supplementary Esti-
mate only amounted to £6.405m as
consequence of economies

Additional provision to allow starts to be
made on certain urgent building projects
to meet the operational needs of other
Government Departments. Announced
on 19 June 1980 §

Deduction for overspend in 1979-80.
Announced on 27 November 1980

XIV, 2* Department of the Deduction for overspend in 1979-80. An-
vironment (Property nounced on 27 November 1980

Services Agency)

X1v. 3 Central Office of : Transfer to Class I. Announced on 8
Information August 1980

Xv. 1 Northera Ireland Office : Additional provision to fund the State
thology service in Northern [Ireland
ollowing transfer of responsibility from
Class IX, 4 plus a pay award for the pro-
bation service which was settled too late
for inclusion in the 1980-81 Main Esti-
mates. Announced on 19 June 1980

Additional provision. for compensation

awards for criminal injuries to personsand
criminal damage to property and a further
nt to the Polics Authority for Northern

d. Announced on 8 August 1980

Additional provision for emergency urrange-
ments to deal with the effects of the prison
officers’ industrial action and a further
grant to the Police Authority for Northern
}r;slsnd. Announced on 24 November

OTHER CENTRAL GCVERNMENT EXPENDITURE
NID 1 Northern Ireland - — 15,000 Deduction for overspend in 1979-80 and a
Departments transfer to areas not subject to cash
limits to meet changed priorities and new
demands, Announced on 8 August 1980

— 14,800 Decrease due to a switch in resources to
services not subject to cash limits.
Announced on 17 February 1981

CAPITAL EXPENDITURE OF LOCAL AUTHORITIES

DOE/LA2  Department of the + 4,500  Additional provision to meet the extension
Environnent of the homes insulation grants scheme.
Announced on 30 April 1980




Class and  Department
Vote/Cash
Block(*)

e
ange
£ thousand

Purpose of Change

DOE/LA4  Department of the
vironment

DOE/LAS D tment of the
nvironment

Scottish Office

Scottish Office

Welsh Office

+ 3,000

1,000

1,000

3,000

3,500

500

Additional provision to meet measures to
promote housing improvements for sales
schemes. Announced on 4 December 1980

Additional provision to meet increased
capital expenditure on coast protection.
Announced.on 27 November 1980

Transfer to DOE/LA4. Announced on 27
November 1980

Transfer to DOE/LA2. Announced on
4 December 1980

Deduction for overspend in 1979-80.
Announced on 24 July 1980

Additional provision to mest the extension
of the homes insulation grants scheme.
Announced on 30 April 1980

Deduction for overspend in 1979-80.
Announced on 24 July 1980

Additional provision to meet the extension
of the homes insulation grants scheme.
Announced on 30 April 1980

Nortes: "
(1) Central responsibility for expenditure control is exercised by the Treasury or the Civil Service
Department, depending on the nature of the expenditure concerned, The blocks controlled by the

Civil Service Department are indicated by an asterisk.




Table 2

CASH L. b

8 1980-81: PROVISIONAL OUTTURN;

CENTRAL GOVERNMENT VOTES

Class and

Vore

Numbe=(*}

Accounting Department

Description of
Expenditure

£ thouscrd
Cash

Limit Outearn

o
d verspend
Poovisional or
Underspend

1

Ministry of Defence

Ministry of Defence
Property Services

Agetcy
Ministry of Decfence
Foreign and
Commoawealth Office

Property Services
Agency

Foreign and
Commonwealth Office

Foreign end
Commonwealth Olffice

Foreign and
Commonwealth Office

Cabinét Office
FCO;: Overseas
Development
Administration
FCO: Overseas
Development
Administration
Ministry of Agriculture
Fisheries and Food
Department of
Agriculture and
Fisheries for Scotland
Intervention Board for
Agricultural Produce
Ministry of Agriculture
Fisheries and Food
Forestiy Commission
Ministry of Agriculture,
Fisheries and Food
spartment of
Industry .
Scottish Economic
Planning Department
Welsh Cfiice

Department of Trade

Department of Energy

Pay eic of the
armed forces and
civilizns, storss,
supplies and inis-
cellancous services
Tocurement

Defence acconi- |
modation services

Dockyard services

Overseas represen-

4,381,206 4,502,487
4,891,375(%) 5,095,106

620,000 572,071
399,623 386,786

tation: diplomatic and

consular services
Oversens represen-
tation: accom-
madation services
EBC: ¢xternal
scrvices
British Council

Foreign and
commionwealth
SCIVines

Secrot Survice

Ovyersens aig

Overseas gid
administration

Other agricvitural and
food services

Other agricultural
services and fisherivs
and herring industry

Central admini-
stintion

Suppor: for the fishing
industry

Foresiry

Departmental
administration

© Miscellaneous

supnart sorvices
Industry, energy, trade
and employment
Regional and
industrinl
devzlopment
Pay, ceceral admini
strotive expenditie
export promotion eic
Industrial support,
researcit & r.i_m.-cior--

120,858 161,998

33,611
54,645

28,566
54,145

31,617 31,497

23,860 23,365

52.9G6

L0258 S0Z,iC0D

18,600

61,407 63,341

56,631
10,655

30,636
42,535

131,313
39,979

105,226

Saadd
9,261

29,863
40,719

127,584
35,071
105,162

73,977 13,688

102,032
221,762 212,630

180,754 168,065

]r + 0.6(°) -5

)

e "r"D




%
£ thousand O‘wrsprr:d
Cash Frovisional or

Description of
Limit QOutiurn Underspend

Accounting Department
Expenditure

Department of Energy

Export Credits
uarantee Diepart-

Rm_em f Friend!
egistry of Friendly
Socicties

Office of Fair Trading

Department of
Employment

Department of
Employment
Welsh Office

Scottish Economic
Planning Department

Department of
Employment

Department of Industry

Department of Energy

Department of
Employment

Scottish Development
Department

Welsh Office

Department of
Transport

Department of
Transport

Department of Trade

Department of
Transport

Department of the
Environment

Department of the
Environment

Scottish Development
Department

Welsh Office

9% Department of the
Environment

Scientific and tech-
nological assistance:
nuclear energy

Central services

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure

Labour market
services

Advisory conciliation
and arbitration
service

Manpower Services
Commission

Manpower Services
Commission

Manpower Services
Commission

Administration

Central and mis-
cellaneous services

Administrative and
miscellancous
services

Health and Safety
Commission

Roads and transport
services

Roads and transport
services

Roads, etc England

Transport services

Shipping and civil
aviaucn services

Central and mis-
cellaneous services

Central environmental
services, etc

Royal palaces, royal
parks, historic

“ buildings, ancient
monuments

Royal parks, historic
buildings, ancient
monuments and
central environmental
SCIVICCS

Other environmental
and agricultural
services and support
for fishing industry

Central administration
and environmental
research

189,447

19,246
970

4,207
129,502

13,518
639,546
41,156
74,803
85,672
45,894

14,632
70,970

101,406
94,581
548,360
100,559
67,064
49,601

80,838

44,998

9,708

5,608

154,059

188,700
16,967
932

3,351
128,179

12,210
634,486
39,558
73,552
84,328
42,409

12,532
69,899

100,651
94,550
543,059
96,152
61,244
46,673

74,634

41,104

9,466

5,574

139,500




%

o

£ thouscnd Cverspend
FProvisional or
Qusturn Underspend

Class and
Vote
Number(*)

Cash

Description of
Limit

Accounting Department
Expenditure

I3t

4%

Lord Chancellor's
Department

Morthern Ireland Court
Service

Scottish Courts
Administration
Home Office

Scottish Home and
Health Department

Home Office
Home Office

Home Office
Treasury Solicitor

Queen's and Lord
Treasurer's
Remembrancer

Scottish Education
Department

Welsh Office

Department of
Education and
Science

Department of

~ducation and
Science

Office of Arts and
Libraries

Trustees of National
Library of Scotland

Department of
Education and
Science

Office of Arts and
Libraries

Department of

ducation and
Science

Department of
Eclucation and
Scicnee

Department of
Educaticn and
Sciencs

Department of
Education and
Science

Adminisiration of
justice: England
and Wales

Administration of
justice: Northern
Ireland

Administration of
justice: Scotland

Services related to
crime, treatment of
offenders,
community and
miscellancous
services

Law, order and
protective ssrvices
(central support
and other services)

Prisons: England and
Wales

General protective
services and civil
defence England and
and Wales

Central and
adininistrative
services

Pay and general
acministrative
expenditure

Pay and gencral
admninistrative
expenditure

Education, libraries
and arts: Scotland

Educzation, libraries
and arts: Wales

Universities, etc

Educational services

Libraries: England
Libraries: Mational
Library of Scotland
Central administraticn
Administration

Agrizulturnl Research
Council

Medical Research
Council

Matural Environnent
Research Council

Scicuice Research
Council

44,751

43,190

6,124
1,147

5,980

| 1,068

39,012

35,024

46,5796

401,755

48,207

400,721(%)

458 20,435

107,805 104,923

s

oA
Tyand
82,152

11,833 ir410

1,116,445 1,108,450

97,257 Anel

35,E09
2,400

35,529
2,520

26,832

380

20477

46,739

204,017

— 3.0




Y
£ thousand Overspend
Provisional or

Description of Cash
Qutturn Underspend

Accounting Department

Limit

Expenditure

Department of
Education and
Science

Trustees of British
Museum (Natural
History)

Department of
Education and
Science

Trustees of British
Museum

Office of Arts and
Libraries

Office of Arts and
Libraries

Trustees of Imperial
War Museum

Trustees of National
Gallery 4

Trustees of National
Maritime Museum

Trustees of IMational
Portrait Gallery

Trustees of Tate
Gallery

Trustees of Wallace
Collection

Board of Trustecs of
WNational Galleries of
Scotland

Board of Trustees of
National Museum of
Antiquitics of
Scotland

Office of Arts and
Libraries

Department of Health
and Social Security

Welsh Office
§ Scottish Home and
Health Departinents
7 Scottish Education
Departmént

4* Department of Health
and Socizal Security

3* Privy Council Office
4 Treasury

5% Customs and Excise
6* Inland Revenue

7¢ Department of
Transport

Social Science
Research Council

British Museum
(Natural History)

Other science

British Museum
Science Muscum

Victoria and Albert
Museum -

Imperial War
Museum

Mational Gallery

National Maritime
Museum

National Portrait
Gallery

Tate Gallery

Wallace Collection

National Gelleries of
Scotland

National Museum of
Antiquities of
Scotland

Aris, Arts Council ete

Health and personal
social services
England

Health and personal
social services:

Wales
Health: Scotland

Social work in
Scotland

Administration and
misceilanecus
services

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure

Pay, general
administrative and
capital expenditure

Pay and general
administrative
expenditure

Driver and vehicle
licensing

19,919(%)

7,432

3,720
10,250
5,987
8,808
3,21
5,603
3411
1,482
4,591
676

2,063
665
88,814
7,061,035

439,407
1,032,332

9,539(%)

419,122

620

20,145

238,453

551,680
69,110

20,219
7,422

3,718
10,141
5917
. 8,774
3,086
5,545
3,381
1,474
4,302
617

2,057

661
88,811
7,018,335

435,218
1,022,060
9,500

415,465
610
18,842
232,756

542,552
64,808

i)

0.1

0.1
1.4
1.2
L4
5.8
1.0
0.9
0.5
6.3
£.7

L]

0.2
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Closs and

Vote

Accounting Deparimeni

Number(")

Description of Cash

Expenditure

Limir

£ thousand

Outturn

L

%
Qverspend
Provisional or
Underspend

XIV.

9* Exchequer and Audit
Depurtment

10 National Investment
and Loans Office

11 Department for
Wational Savings

13 Civil Service
Depariment

14* Civil Service
Departraent

15* Public Record Office

16* Scottish Record Office

17* Office of Population
Censuses and
Surveys

18* F.cgistrar General's
Office Scotland

19* Land Registry

20* Department of the
Registers of
Eeotland

21* Charity Commission

22 Crdnance Survey

23* Cabinet Office

24% Scottish Oifice

25* Welsh Office

26® Parliamentary
Commissionzr and
Health Service
Commissioners

27 Public Trustee

29 Her Majesty's
Stationery Office
31 Civil Service
Department
1 Property Scrvices
Agency

2% Property Services
Agency

Economic and
financial
administration

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure
Central management
of the civil service

Computers and
Teleconmunications

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure

Payv ond generzal
administrative
expanditure

Pay, general
administrative
expenditure and
capital expenditure

Pay and general

administrative
expenditure

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure cn
mapping services
(net)

Pay and gencral
administrative
expenditure

Other serviees

Qther services

Pay and general
administrative
expenditure

Pay and general
administrative
expenditure

Payments to the
trading fund

Increasein
remuneration

Office and general
accommodation

services

7,759 6,135

65,475
34,390
6,174

2,905(%)

863

492,326

216,937

—20.9




Y
Class and £ thousand Overspend

Vote Accounting Department  Description of Casht Provisional or
Number(*) Expenditure Limit Outturn Underspend

3 Central Office of Publicity and
Information departmental
administration 44,434 37,892 —14.7
6* Government Actuary’s Pay and general
Dcpartment administrative
expenditure 614 526 —14.3
‘7* Civil Service Department Civil service catering
services 1,845 1,416 —23.1
8* Paymaster General's Pay and general
Smmcg administrative
expenditure 8,893 8,180 - 8.0
1 Northern Ircland Office  Law, order and
protective services
(Northern Ireland) 300,126 299,696 — 0.1
2* Northern Ircland Office Central and
miscellangous
services (Morthern
ireland) 5,395 4,794
1 Department of the Rate Support Grants to
Environment local revenues:
T Engiand and Wales
"= _(1980-81) ., 9,376,000 9,176,000
1a Department of the Rate Support Grants
Environment : (1979-80) to local
revenues, England
and Wales 215,000 215,000
2 Department of the National parks
Environment suppiementary
grants (1980-81) 5,200 5,200
3 Scottish Office Rate Support Granis
(1980-81) to local
revenues, Scotland 1,441,500 1,441,000
3a Scottish Office Rate Support Grants
(1979-80) to local
revenues, Scotland 19,000 19,000
13* Crown Estate Office Pay and ganeral
administrative
r expenditure 1,55 1,045
17 Department of Transport
Transport supplementary grants:
; England and Wales 396,000 396,000
18 Department of Transport -
Transpost * supplementary grants
(1979-80), England 4
end Wales 2,000 2,000 —_

TOTAL . 40,683,813 40,235,§3@ — 1.1

Nores

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

the Civil Service Department are indicated by an asterisk.

(2) This figure doss not include provision granted in the Spring Supplementary Estimates in the
expectation that the previously announced cash limit would be overspent.

(3) The four cash-limited Defence Votes ars each separate cash limits, but by agreement with the
Treasury they are managed as a global cash limit.

.




CASH LIMITS 1980-81: PROVISIONAL QUTTURN FOR
LCOCAL AUTHORITIES’ CAPITAL EXPENDITURE AND-FOR CERTAIN

Table 3

OTHER BODIES

o

Blocl:

Depertinent
Number

Descripiion of Block

£ milifon
Cask  Provisioral or

Limit

Outiurn

o,
7o
Cverspend

Underspend

BEOE |

Bank of England
DES/LA |

Department of
Education and
Science

Department of DEM/LA 1

Employment

Department of the DOE/LA !

Environment

DOEMA 2

DOE/L 3

DOT/LA &

"DOE[LA 5
DOE/NTI
Department of thc RWA L
Welsh Office

Department of DHEELA 1

Health and
Sccial Security

Home Office HO/TA L

Devartment of DTiELA 1

Arensport

Finauncial management

Valus of building projects
started in 1980-81 under the
acgis of the Department of
Edueation and Science, local
authoritics, and other public
bodics and the uni versities,
for schools, further
education and teacher
trainiag and hicher
education (Engiand) and for
umwrsm:‘.a‘ arcat Britain)

itre by local
ities on amployment

witkin the Iocai!y
determined sector i
England and Wa lr
Gross copital expen
i by lock! auy
towns (olir-
vl 1oy g  §

\ull' vhe sale of p
seztor houses
Value of hicusing asseciations!
proi .h.appruw._ oyt
Housing Corperation
Capital cxpenditure by local
autherities on reclamation
of derelict land, acquisition
of lar.d ior deu.fopne tand
coact protection -work
Urban Prograpime: expenditun,
by loual :luﬁonu.ﬂ
INew towns? industrial and
commercinl investment (iiet)
Externa! financing
requirements o f the regional
water 1uthc"mcs in
England and Wales
Value of capitel projects for
persoinl social sepvices
approved by the
Department of Health and
Socinl Security
wweaditure on police,
nd probation
tions for
C'prt al exp on ronds
and cther transport in
Eﬂ;‘r'm& and ¥ \};Im

69.2

21.2

202.1

68.0

=15
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%
£ million Overspend

Department - -Black Description of Block . Cash Provisional or
Number Limit  Outturn Underspend

SCOTLAND

Scottish Office SO/LA 1 Capital expenditure by local
authorities on roads and
transport, water and sewerage,
general wniu'silurbat:l
programme, police an
social work, gchnol buildings,
further education and
teacher training 366.1

Gross capital expenditure on
housing by local authorities,
new towns, the Scottish
Special Housing Association
and the Housing
Corporation excluding
lending associated with the
sale of public gector houses:

“and new industrial aud
commercial investmeant by
new towns

WALES

Welsh Office WO/JLA 1 Gross capital expenditure
(other than that included in
DOE/LA 1) by local
authorities, new towns and
the Heusing Corporation on
housing; capital receipts
from the sale of land and
dwellings; capital
expenditare by new tawns en
ronds and comniercial and
industrial investment; net
expenditure by the Land
Authority for Wales;
expenditure by local
authorities on coast
protection and urban
programmes

Value of building projects
started in 1980-81 under the
aegis of the Welsh Ofice
and local authorities in
Wales for schools, further
€ducation and teacher
training, and higher
education

WO/LA 3 Value of capital projects for
personal social services
approved by the Welsh
Ofiice

NORTHERN IRELAND

Northern Ireland  NID 1 Services analogous to Great
Depts Britain services covered by
cash limits 1581.2

TOTAL 6544.9




CASH LIMITS 1972-80: OUTTURN
CENTRAL GOVERNMENT BLOCKS

Table 4

A. Central Government Assimilated Blocks

Class and

Vote Accounting Dapartment
Numiber(")

Description of
Expenditure

Cash
Limit

£ thousand
Outturn

%
Overspend
Undersperd

L 1 Ministry of Defence

Ministry of Dicfence

Department of the
Environment (Property
Services Agency)

Ministry of Defence

Foreign and
Commenwealth Office

Department of the
Environment (Property
Services Agency)

Foreiga and * "
Commenwealth Ofiice

Yoreign ond

Commonwealth Officc .

Foreign and .
Commonwealih Ofice

Cabinst Cffic:

Foreign and

Pay ctc of armed
forezs and civilians,
stores, supplics and

.

miscellancous servicas  3,546,241(%) 3,939,069

Defence procurement

Defence accoinmodation

services cic

Defenge dockyaid
£21vices
Quverseas :
representation:
dirlomatic and
coasular seovices
Cwverseas ¥
* representation:
accommodation
soTvices
Dritish Broadeasting
Sepvices: external
o= oviee

sh Council
Foicign and

Commonwealth

seuvices
Sccret service
Overzens pid

Development -

Administration)

Foreign and
Commonwealth Gffice
(Qverseas Development
Adminiziretion)

IMinistey of Agriculture,
Fisheries and Food

Intervention Board for
Agricvlioral Produce

NMinistry of Agriculture,
Fisherizs and Food

Forestry Commission

of Agriculture,
¢1 2nd Food

Department of Industry
m—

Qverseas aid
administration

Other agricultural and
food services

Central administraticn

Suppart for tie fishing
industey

Forestry

Dcnurtm;:nmll
administretion

Miscellaneous suppott
sarvices

3,770,644(%) 3,816,877

509,100(%) 534,184

327,627 325,600

136,798

31,208

16,552

40,623 30,858

Y5110
15,175 14,165
76,584 T, 171
§,621 7,399

17,233 16,221
47,425 43,250
101,366 38,779

30,080 30,162

+ 0.7()
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oers
Class and £ thousand 6°ver3pmd

Vote Accounting Department  Description of Cash Outturn or
Number(*) Expenditure Limit Underspend

4  Department of Trade Pay, general
administrative
expenses, export
promotion and trade
co-operation,
tourism, regulation
of trading practices A7
and other support
services 80,248 71,800

Department of Industry  Scientific and |
technological
assistance 137,817 139,852

Department of Energy  Industrial support 199,255 197,045

Department of Energy  Scientific, technological
assistance, nuclear
energy 148,801 147,405

Export Credits Central services
Guarantes Departnient 13,721 12,955

Department of Prices Pay, gencral
and Consumer administrative
Protection expenses and
consumer :
protection 20,671 . 18472

Friendly Societies Pay and general
Registry administrative
expenses 739 707

Office of Fair Trading  Pay and general
administrative
_ expenses 2,633 2,407

Department of Labour market
Employment services 123,834 - 116,947

Department of Adviscry,
Employment Congiliation and
Arbitration Service 11,807 10,451

Department of Manpower Services
Employment Commission 524,188 522,927

Department of Departmental
Employment administration 74,442 63,527

Department of Industry Central and
miscellancous
services 35,662 34,604

Department of Enargy Administration and
miscellaneous
sarvices 9,270 9,132

Department of Health and Safety
Employment Commission 55,757 55,730

Department of Transport Roads, etc England 450,542 454,271
Department of Transport Transport services 89,809 87,262

Department of Trade Shipping and civil
aviation services 53,361 51,137

Department of Transpoit Central and
. miscellaneous
services 30,979 26,761

Department of the Central environmentzl
Environment services et 69,549 69,137

16




Accounting Department

Description of
Expenditure

Department of the
Environment

Department of the
 Environment

Lord Chancellor's
Department

Treasury Solicitor

Royal palaces, royal

gﬂrﬂkx. historic
dings and

ancient monuments

Central administration
and environmental
research

Administration of
Jjustice: England and
Wales

Pay and general
administrative
expenses

Department of Education Universities etc

and Science

. Department of Education Educational services
and Science

Department of Education Libraries, England
ence

and Sci

Department of Education
and Science

Office of Arts and
Libraries

Central administration
Services

Office of Arts and
Libraries

Department of Education Agricultural Research
and Science Council

Department of Education Medical Research
and Science Council

mammnt of Education Natural Erivironment
i Research Council

Science

Department of Education Science Research
and Science Council

Department of Education Social Science
and Science Research

Trustees of the British
Museum (Natural
History)

Council
British.Museum
(Natural History)

Department of Education Other science etc

and Science

Trustees of the British
Museum

Office of Arts and
Libraries

Office of Arts and
Libraries

Trustees of the Imperial
War Museum

Trustees of the National
Gallery

Trustees of the National
Maritime Museum
Trustees of the National
Portrait Gallery
Trustees of the Tate

Gallery

British Museum

Science Museum

Victoria and Albert
Museum

Imperial War Museum

National Gallery

National Maritime
Museum

National Portrait
Gallery

Tate Gallery

41,598

101,435

33,884

6,019
872,730
75,918
32,405
22,810
1
29,501
57,263
36,605
175,594

16,765

5,835
2,989

22,227
29,501
57,240
36,605
175,583

16,765

5812
2,988
7,843
4,526
6,882
2,445
4,441
2,538
1,196

3,328
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Accounting Department

Description of
Expenditure

£ thousand

Cash
Limit

Outturn

%
Overspend
or
Underspend

Trustees of the Wallace
Collection

Office of Arts and
Libraries

Department of Health
and Social Security

Department of Health
and Social Security
Privy Council Office

Treasury

Customs and Excise

Board of Inland
Revenue

Wallace Collection

Arts Council and
other grants

Health and personal
social services,
England

Administration and
miscellaneous
Services

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Pay, general
administrmi;s
expenses ani

capital expenditure

Pay and general
administrative
expenses

ment of Transport Driver and vehicle
Depart Hliafiros

Exchequer and Audit
Department

National Debt Office
Public Works Loan
Commission
ment for
* National Savings
Civil Service
Department
Public Record Office
Office of Population
Censuses and Surveys
Land Registry
Charity Commission

Ordnance Survey

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Central management
of the Civil Service

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Pay, general
administrative
expenses and
capital expenditure

Pay and general
administrative
expenses

Pay and general
administrative
expenses on mapping
services (net)

479

71,782

5,351,281

357,164

376

14,599

190,804

439,508
49,313

5,216

414

71,493

5,255,430

349,038

365

13,844

183,339

422,991
47,558

4,710

—13.6

— 04

=23

29

5.2
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Accounting Department

Description of
Expenditure

£ thousand
Cash Outturn

Limir

Public Trustee

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Pay and general
administrative
expenses

Office and general

Dﬁrmt of the
vironment (Property awommodanon

Services Agency)

vironment

Crown Estate Office

Admmmnnon and
miscellaneous

Stationery and
printing

tersand

unications

Publicity za,miw1
administration

Pay and general
administrative
expenses

Civil Service catering
services

Pay and" general
administrative
expenses

Law, order and

tective services
fb‘ﬂmm Ireland)

Administration of
Justice: Northern
Ireland

Central and
miscellaneous services
(Northern Ireland)

Rate support grant
) local
grants to
authorities(*)

Pay and general
administrative
expenses

Com|
T

Department of Transport Transport

%lﬁ::(‘gnmd and

385,802 382,815

181,200 181,807

114,319 112,794

58,277 57,454

36,314 33,207

381 354

1,175

5,487

241,330

3,779

4,187

7,786,400

925

350,800 350,800
29,431,323 29,247,231




B. Other Central Government Blocks

D Block  Description of Expendit o e
epartment iption o, ure utturn
Number(*) Limit

Bank of En;land BOE 1 i 64,500 64,066

Home Office HO 1*
g 315,867 312,064
HO 2 Law, order and protective
services 154,908 149,173

Pay and emaral

Raadmim expfwse:w 59,514
e grant for
aumam in Scotland(*) 1,170,300

i el

SCA 1*  Pay and general
administrative expenses 4,881 4,622
SDD 1 Motorways, trunk roads and

other environmental
services 93,750(*) 96,380

SEPD |  Regional and industrial
development

38,900 37,881

80,019 80,019

SEPD 2  Manpower Services
Commission 59,377 53,244

SED 1 Education, libraries and arts
60,394 59,438

SED2  Social work 8,922 6,523

National Library SED 3 National Library of Scotland

of Scotland 1,471 1,425
National Galleries SED 4 National Galleries of

of Scotland Scotland 1,540 1,514
National Museum SED 5 National Museum of

of Antiquities of Antiquities of Scotland $es s

Scottish Home and SHHD | Health
Health

Department 840,650 833,127

“SHHD 2* Law, order and protective
services (omu'al support
and other services) 34,845(") 35,073
De tof the DRS I* Pay and general
m of administrative expenses

General's RGO(S)1* Pay and general
ce, Scotland administrative expenses
Scottish Record SRO 1* Pay and general
Office administrative expenses
Qneen‘s and Lord QLTR 1* Pay and general
Treasurer’s administrative expenses

20




£ thousand
Block Description of Expenditure Cash Qutturn
Number(*) Limit

WO 1*
WO 2

19,013 17,667 - 7.1

450,681
54,249
31,021

WO 3
WO 4

NORTHERN IRELAND
Northern Ireland NID 1
Departments
1,319,100 1,323,024

TOTAL 4,886,491 4,839,139

TOTAL CENTRAL GOVERNMENT BLOCKS .
(TABLES A & B) 34,317,814 34,086,370

Notes

(1) Central responsibility for expenditure control is exercised by the Treasury or the Civil Service
Dmrmgdmdﬁaonthenntuneof the expenditure concerned. The blocks controlled by the

Civil Service Department are marked by an asterisk.

(2) This figure does not include provision granted in the Spring Supplementary Estimates in the
expectation that the pmviouu)‘r, announced cash limit wmgtlligg overspent.

(3) The four cash-limited Defence Votes are each separate cash limits, but by agreement with the
Treasury they are managed as a global cash limit.

(4) The cash limits on rate uquoxl-; grants and on National Parks and transport mw“f&w gran
or

15
apply to increase orders 79-80. The figures given here for XVII 1 and represent
the limits on amounts disbursed in 1979-80, ie the amounts provided in second increase orders
for 1978-79 and in main and first increase orders for 1979-80. XVII 1 covers both rate support
ﬁ:.nt and National Parks Supplementary grants: XVII 14 covers transport supplemen grants.

e figures given here for SO 2, the Scottish rate support grant limit, re ent the limit on the
amount disbursed in 1979-80, in respect of 19 , ie the main and first increase orders for
}9";9—80: a second increase order of £5.3 million in respect of 1978-79 was also disbursed in




CASH LIMITS 1979-80: OUTTURN CAPITAL BLOCKS
FOR LOCAL AUTHORITIES AND CERTAIN OTHER BODIES

Table 5

%
£ million dvcrw
Department Block Description of Block Cash or
Number Limit  Outturn Underspend

EXPENDITURE CONTROLLED
Department of DEM/LA 1 Capml.l expenditure on
Employment oyment services 2.8 0.8 —71.4
D t of the DOE/LA 2 Capll.al diture by local
E:vironment authorities and new towns
: on new houst:. i
improvements, acquisition
existing dwellings, lending
}wroas) to private persons
or house purchase and
improvement, improvement
grants to the private sector,
slum clearance, finance for
D
jects appro
rur:a.l authorities, and other
housing investment (other
than that included in
&D(?EILA 1) s 27482 2719.5
pi mpendi
reclamation of demhct land
and coast protection work 321 30.6
Gross expenditure on the
community land scheme 2.3 23
Urban p&ombym?ml
expenditure
authoritics

172. b
New towns' industrial and
commercial investment 37.6
Capital expenditure on police
Capimml a.nd ]‘)’:Obatlg;l 20.6
ture
aumoTon roads and

Capital expenditure by local
authorities, new towns, and
the Scottish Special Housing
Association on new house

finance for housing associ-
ations for projects approved by
local authorities, other housing
investment and new towns’
mdmtrial and commercial

374.6
SO/LA 4 Gm mpendnum on the
community land scheme 1.5
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Block
Number

£ million

Cash
Limit

Description of Block

Qutturn

WO/LA |

WO/CL 1

TOTAL EXPENDITURE CONTROLLED BLOCKS

Capital expenditure by local
authorities on new house
building, land and
improvements, acquisition
of existing dwellings, lending
(gross) to private persons for
house purchase and
improvement, improvement
grants to the private sector,
slum clearance, finance for
housing associations for
Hojegu agpnwed by the

ammonr orporation and
by local authorities, and
other housing investment

(other than that included

in DOE/LA 1); capital

expenditure by new towns

on new house building, land
and improvements,
acquisition of existing
dwellings, roads and
industrial and

investment; capital receipts

from sales of land and

dwellings associated gross

len
Gross expenditure on the
community land scheme

153.3
9.5

149.3
73

3,916.8

3,836.2

STARTS/APPROVAL CONTROLLED

artment of DES/LA 1
ucation and

Science

ty
* Value of housing associations’

Value of building projects
started in 1979-80 under the
aegis of the Department s
of Education and Science,
local authorities, and other
public bodies and the
universities, for schools,
further education and
teacher training and higher
education (E: d) and for
universities (Great Britain)

Value of housing associations’
projects approved by the
Housing ﬁoralion

Value of capital projects for
personal social services
z?proved by the

Health and Soci
Securi

201.6

526.5

514
ects %oproved by the

Fio

0 rporation

Valuemoifngul]dlng jects
started in 197 under the
aegis of the Welsh Office
and local authorities in
Wales for schools, further
education and teacher
o higher

on

23




Block Description of Block
Number

WO/JLA 3 Value of capital projects for
personal social services
amved by the Welsh
o)

_ 26
TOTAL STARTS/APPROVAL CONTROLLED BLOCKS 881.9

BORROWING CONTROLLED :
Department of the DOE/LA 1 Borrowing allocations made
Environment for capital expenditure
within the locally determined
sector in England and

Wales
De; ent of the RWA 1 External financing requirements
vironment and of the regional water
Welsh Office authorities in England and

Wales
D?arnnent of DTP/LA 1  Key sector loan sanctions for
ransport capital expenditure on roads
and other transport in
England and Wales 126.6

TOTAL BORROWING CONTROLLED BLOCKS 580.6
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Treasury Chambers, Parliament Street, SWIP 3AG

Michael Scholar Esq
10 Downing Street
London SWIA 2AL 26 November 1981

e Nldcal,

REGIONAL DEVELOPMENT GRANTS

I am very sorry to record that there were two errors in the
Chief Secretary's minute of 25 November to the Prime Minister
reporting the outcome of a meeting with the Secretaries of
State for Industry, Scotland, Wales, Energy and Mr Ibbs. I
should be grateful if you would note the following amendments
to that minute.

Paragraph 3, third sentence: after "...if the detailed
proposals" add "for achieving £50 million savings
appeared too harsh. Equally, I reserved my right to
seek higher savings if the detailed proposalsS...."

Paragraph 5: "£3 million" should read "£30 million'".

I am copying this letter to the Private Secretaries to the
Secretaries of State for Industry, Scotland, Wales, Energy,
Northern Ireland, the Lord President, the Chief Whip and to
Sir Robert Armstrong.

\chﬂfs

MISS J M SWIFT -
Assistant Private Secretary




SECRET

PRIME MINISTER

REGIONAL DEVELOPMENT GRANTS

I chaired a meeting this morning to continue the search for
cuts in expenditure on Regional Development Grants. The
Secretaries of State for Industry, Scotland, Wales and Energy

and Mr Ibbs were present.

2. We agreed that we should seek early legislation to enable

the Secretary of State for Industry to taper the grants paid

on very large projects. At present, a disproportionateiy large
amount of expenditure goes on relatively few large projects

‘which may create very few jobs in development areas. The proposed
legislation would mean that expenditure on RDGs was much more
cost-effective in future. The plan would be for a short Bill
giving the Secretary of State power to make the necessary Orders.
The Bill needs to be introduced as early as possible this Session,
so that Royal Assent can be secured early next year and the full
savings obtained in 1983-84. Some savings may be possible in
1982-83, but not more than £1 or 2 million

3. We agreed that we should aim for net savings of £50 million
a year in 1983-84 and 1984-85 (after allowing for some increased
expenditure on selective assistance for particularly important
internationally mobile projects). The precise proposals for
tapering the grants will be worked out with that objective in
mind. The Secretaries of State present at the meeting indicated

that they might wish to argue for smaller savings if the detailed

proposalslindicated that this would be practicable. For the

present, the public expenditure plans will include net savings
of £50 million.

w'+9J QLLJJJn#—f £S5 Kallie~ S
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4. For 1982-83, it was agreed that the Ministers concerned
should impose some restraint on RDG expenditure so that total
expenditure for the year will be £30 million less than it
otherwise would be. The estimate for RDGs will therefore be
reduced by £30 million. If during the year it becomes apparent
that expenditure is likely to exceed the reduced estimate for
any reason other than a genuine increase in investment in the
development areas, then administrative action will be taken to
hold down the level of payments. This would involve some
additional delays in payments but we have agreed that this step
should apply for 1982-83 only: it is a short-term measure
designed to secure early savings before the effects of the new
legislation come through. The Secretary of State for Industry
agreed to this proposal in principle, but indicated that he

would wish to consult his Accounting Officer.

5. If you agree, I shall report on this to Cabinet tomorrow,
but I propose to refer to the £3Qareduction in RDG in 1982-83

only in general terms.

6. I am copying this minute to those attending this morning's
meeting, to the Lord President, to the Secretary of State for

Northern Ireland and to Sir Robert Armstrong.

LEON BRITTAN
25 November 1981
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The Prime Minister recently reported her concern to my
Secretary of State about the apparent imbalance in public
expenditure in the transport sector between road and rail,

SPE—. ———

In the next few weeks my Secretary of State feels that
there will continue to be a great deal of pressure on colleagues
both in Parliament and outside on the balance of public expenditure
in transport, 1In view of the pressures from the various lobbies
and their political supporters, my Secretary of State feels it
would be useful for the Prime Minister to have the following basic
figures and points to hand.

The latest road and rail public expenditure figures are as

follows: - — et

Public Expenditure on Roads and Rail
1981/82 estimate (cash)€m

England

Motorway and Trunk 680 905
Local Roads 1075 1425
Total Roads 1755 2330
BR not applicable 920

*BR's EFL, which includes grants and borrowing.




In addition, there is public expenditure on road transport which
does not appear in the table. The largest element is public
expenditure on bus services, whose total amount in 1961/82 is of
the order of £700%liwAnd of course public expenditure is only a
fraction of the overall resources committed nationally to road
transport, Motorists and road hauliers spent some £3% billion
last year on buying and running vehicles: of this, £4.5 billion
went on fuel and vehicle excise duties.

At first sight, the amount of public expenditure on road and
rail may appear to be out of balance, since so much more transport
is by road than by rail (93% of passenger miles are by road and
7% by rail; 77% of freight ton-miles are by road and 14% by rail),
But the two systems are not comparable, Road expenditure is to
maintain and increase acity of the system. Most public
e2pEnuttErE—BH"FEII—TE%gg;cggﬁﬁ borrowing Tor commercial investment)
is to maintain a railway system of a larger size and higher level
of activity than could be justified on purely financial grounds,
particularly commuter services for London and other conurbations.

In passenger miles the London and South East commuter lines
account for about LO% of passenger miles travelled for which they get
about 25% of the subaidy to BR, The subsidy is the cost of avoiding
the unacdeptable political and economic conseaquences of very high
real fares increases for commuters and very large cuts in services,

e —

It would in principle be possible to close large parts of the
network., Apart from the commuter services and some heavy freight
flows the roads could carry all traffic which now goes by rail,
though theTre wou € environmental and safety costs. No other
comparable country has gone down this route, Restrictions and
controls on road transport, to protect the railways, are still
widespread in Europe. Yet France, Germany, Japan and Italy all
pay much larger subsidies to their railways., We have chosen to
promote efficient road transport by encouraging competition, and to
allow this to bear on the railways while maintaining a national
railway network, Proposals for large scale line closures would
bring us straight up against very great political difficulties,

In my Secretary of State's view we have to concentrate our
efforts on pressing BR to adjust the level of services more closely
and more quickly to demand :J?ﬁ@??“?fﬁﬁﬁﬁ@ﬁ“are—uurrently suffering
ver Yy Ifrom loss of traffic due to the recession - and
to become more efficient by a better use of the resources they
have and substantial improvements in manpower productivity. By
these means we should keep the cost of the railway to the minimum
practicable while maintaining substantially the present passenger
network. Hard and realistiec financial targets will be a vital
part of maintaining this pressure on the Board and the management.
My Secretary of State will be proposing to the Prime Minister very
shortly the establishment of a review of BR's finances, under an
independent Chairman, to throw light on the key questions about
the size and quality of railway the country wants, and how the cost
can be minimised and met. We are currently consulting Treasury on
this.




If by these means we can reduce the flow of public funds
to BR, we will do so, irrespective of the level of expenditure
on roads, My Secretary of State believes that there is in fact
a very strong case for more investment in the roads to cut
industrial costs, meet the needs of traffiec, which continues to
increase, and take traffic out of towns and villages, He is
also conscious of the fact that road users pay in taxation two
and a half times the total costs they impose on the public
purse, But in view of the inescapable cost of maintaining a
railway of anything like the present size, the resources required
cannot realistically be expected to come from reducing public
expenditure on the railways.

Jos

i

R A J MAYER
Private Secretary




GEOFFREY RIPPON (MP)

PETER RIDDLE (FINANCIAL TIMES)
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Transcript from BBC Radio 4, Today Programme. November 25 1981
Interviewer: BRIAN R®EdA£AY

REDHEAD: When the Cabinet medts tomorrow mornlng and Minlefere have

placed thelr bets on the result of the Crosby bj-electlon, the Treasury

Ministers are expected to agree to allow Government ependlng to rise -
to rise by at leest £3,500 million above the existing budget plans

for 1982-83. ‘Some spending Hlnlsters would like it to rise even higher
but the Cabinet Wwill also discuss both posélble savings and where extra
revenue might be ralsed So, is this a victory for the 'wets' or even,
dare I say it, a U-turn. Well an hour ago I was talking to Geoffrey
Rippon MP who, you'll remember, was being tlpped, not so long ago, as
the 11ke11e§t candldate rrom the 'wets' 1o challenge Mrs Thatcher for
the Leadership of the Conservative Party, but last night he was rejected
as Chairman of the Party's Back Bench Foreign Affairs Group and I

put it to hlm was it not ironic that he should be ousted just when

the Cabinet was espousing his policy?

RIPPON: It is perhaps, as you say, ironic because most of the views
that I've been ekpressing about Government's policies now seem to be
falling on more receptive ears. I've been much eéncouraged, and have
said so, by two, I think, very significant speeches whiech +he Prime
Mlnlster has made in the House of Commons; one on the vote of confldence:
at the end of the last session and one on the Queen's speech. In those
speeches she really went out of her way to emphasise the Government 's
flexibility: and there are growing signs of this. We've Just heard how
the Secretary of State For the Environment, Michael Heeeltlne, 18,
certainly, showing a willingness to listen to other people 8 views.

REDHEAD: Of course, if the Government ig going to spend more money it's

/1




going to have tﬁ raise it. I mean, where do you think the'existing
revenue is going to come from?

RIPPON: It may bé-preferable even to increase income tax beéause,
what I think jou have to accept in the present circumstances, is that

those in work have got to™bear a major responsibility for looking after .

those who are out of work.

REDHEAD: Geoffrey Rippon. Well now with me i's Peter Riddle, Political

; 4 a1
Editor of the Financial Times. Peter, if the Treasury is giving 'is it

¢ e ¥

just bendinéwto economic forges or to political forces, or is it
abandoning the whole economic strategy?

RIDDLE: It's not-abandoning thelstrategyffit's saying it's trying to
get as near thelstrhtegy as possible. ,Tﬁere are two main factors;

one is external pressures - tﬁe recession resulting in more m&ney being !
spent on unemployment henefiﬁ, the nationalised industries have bigger
deficets -,and that's Sng fact&f pushing up spending. Secondly there
are politi&%l pressures. A lot of Ministers have made it quite plain
that they'fe just not willing to make significant savings in their
programmes. '

REDHEAD: So what's going to happen. If they're not going to make
savings, if they're going to spend more, are they going to increase
income tax, National Insurance contributions, what, or lower benefits?
RIDDLE: Well it's quite clear that National Insurance contributions
are going to rise and the average worker is going to pay more to pay
for the'unemployment benefits. We won't know about income tax until the,
budget and it's quite clear that Geoffrey Howe in his statement,
probably next week or the week after, is going to be very cautious

about that. He's going to see what happens over the winter. .

The one thing going for Geoffrey Howe is'that, not oni& is spending
higher than planned but revenue is and, therefore, the tw& sides don't

2




exactly even out but he is helped on that side. North Sea'oil's

taxes are coming in and things like that. So it may not be quite as
bad. But, nonetheless, his freedom for maﬁﬁuvre is very, very limited
and he's not going to be able to - a give-away budget next spring.
REDHEAD: Do you think that tﬁg& will lower the amount of unemployment
benefit: I don't mean the actuai, sort of, money-in your hand but, I

mean, they won't increase it by as much as-inflation?
4

RIDDLE: Well that's one of the most interes%ing and contentious issues.r

The Treasuryﬂgﬁgrted off aék%pg for a cut of about 5 per cent in the

real value of-bénefitr in other words, increasing the benefit by 5

per cent less thén,the inflation rate. Well that seems to have been
whittled down to about 2-3 per cent and‘tﬁ;t may be the compromise the |

Cabinet agrees on the argument that people in work's pay is going up by

1less than the inflation rate therefore, those ou* of work shouldn't be

better off than those in work. However, Ithink they could run into big,
big trouble}on the Tory Back Benches. There are a lot of Tory Back
Benchers who think; at a time of nearly 3 million unemployed, that i*
would be completely wrong to do that and the Tory Whips and Tory Party
managers will ﬁave to be very cargful on that one. There's a much

bigger conscience, perhaps, on this side of the Atlantic on that issue.

There's a much bigger assault on welfare Benefits in the States than
there is here.

REDHEAD: Well now I always tend to talk to you as if you were an
economics man, as you used to be, I forget that you've discended

from thé abstractions of economics to the mire of politics. D6 us a
little speculation,® have the Tories abandoned all hope of winning
Crosby? : . k
RIDDLE: Well I'd describe it as an ascent into politics: they certainly
would at Westminster. I think there are very few Tory MP's you'd find

3




willing to take a bet on Crosby. A lot of them, last night‘at
Westminster, were really giving up hope on it. They only believe that
a miracle, perhaps some compla_cency amongst potential defectors to
the Social Democrats, or what they would regard as perple seeing the

truth at last would save them' but very few. And it's ironic that

it. would be regarded as a triumph to hold on tpué majority of any kind,

even if it's only 2-300, from a majority of.ﬂg thousand at the last

elect ion; that s how desperate they've beoome and they've silarted blaming
the candldate there who seems to be very acclden+ prone: and there's

going to be a 1ot of knlves out, I think, after Thursday Iuﬂﬁk.




PRIME MINISTER

You have (in my earlier minute on the European Council)

recognised the need for us to have (at least) a briefing line
after Cabinet tomorrow.

You may feel it would be sensible to spend a few minutes
at the end of the public expenditure discussion tomorrow on
how to present the outcome.

In the meantime, it may be useful to you to have the following
note which is based on a meeting held by the Lord President
this morning with Heads of Information.

There are essentially only two options:

(i) to hold everything back until next week
when the EEQEEET;E;-:;; make a statement
covering public expenditure, Industry Act
forecast, Government Actuary report and,
I hope, the RSG decision and put the
whole outcome in its macroeconomic
context;

for the Chief Secretary to make as full

a statement as possible tomorrow afternoon
setting the overall outcome in its macro-
economic context and selling the package
of decisions as positively as possible;

I understand from the Lord President that, having consulted
the Party Chairman and Chief Whip, the idea of a Chief Secretary
statement tomorrow is ruled out because of Crosby. As you know,
we took THe View that a statement tomorrow would be inadvisable
because of the by-election.

That being so, we are left with a substantive statement
by the Chancellor next week which puts the overall outcome in
the most positive light and kills as many birds = i.e. bad news -
as possible with one stone. But that puts a premium on tight
s.curity after tomorrow's Cabinet and over the weekend until the
/Chancellor
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Chancellor is in a position to make a full statement.

If we could guarantee security, it would suffice for me to
say after Cabinet:

"The Cabinet has,[}o all intents and purposes/ completed
its public expenditure review and the Chancellor will
make a full statement setting out the outcome next
week/Wednesday ."

Facing up to reality, you will wish to consider whether
there is anything more that might usefully be said to try to
retain the initiative which we could so easily and embarrassingly
lose with a 5-6 day gap between decisions and announcement.

So far as presentation of the package is concerned, the
most difficult decisions are: '

(G 1)] Whether making ‘a virtue out of the necessity
to raise next year's public expenditure conflicts
with the line you and the Treasury have been
taking so strongly this autumn against the merits
of reflation. We must avoid getting the worst
of both worlds by facing criticism for cuts in
particular programmes while being unable to
claim credit for our flexibility over the total.
I propose to take the line that the Government
is, of course, still committed to tight control
of public spending; that that does not rule out
flexibility in the face of the recession; and
that what we have achieved is a total level
consistent with a continuing decline in
the PSBR. :

The effect of the various announcements, and
their implications for take-home pay and
cost of living, on pay bargaining. John
Vereker is preparing some guidance for

/Ministers




B. INGHAM

25 November,

Ministers which the Lord President has agreed

to circulate when the announcements are made.
Inevitably this focusses on the fact that we
have always said that those in work would
sooner or later have to have a fall in living

standards in order to get the economy competitive
again,

1981
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Secretary of State for Industry
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Rt Hon John Nott MP

Secretary of State for Defence
Ministry of Defence

Whitehall SW1

DEFENCE EXPENDITURE

I have been considering the issues raised at MISC 62 at the
beginning of the month and in your minutes of 3, 12 and .18
November to the Home Secretary, Chief Secretary and Prime
Minister, in particular the likely effect on British Aerospace
and their sub-contractors of even meeting the compromise
proposals put forward by the Chief Secretary.

2 As the measures required to meet any major reduction in
expenditure become clearer I think it is right to voice my
concern about the implications these may have for British
Aerospace. Any such measures must be seen against the picture of
the company presented in the prospectus when shares in the
company were floated in February this year. The company was put
forward as a going concern with a promising future as a ma jor
military and civil aerospace manufacturer. Before taking the
decision to go ahead with a proposal for flotation the Department
of Industry sought your Department's best advice and certain
assurances about future intentions were reflected in the
prospectus itself, for example the capability in air launched
weapons. Public announcements since, including the June review,
have confirmed public expectations on the AV8-B, Sea Eagle and
military satellite programmes.

3 Although I do not expect, and nor can others, that British
Aerospace should be insulated from the effects of measures which
are deemed necessary in reducing public expenditure, I am very
concerned about the scope of the measures which would affect the
company, in particular the cancellation of Sea Eagle, the defence
communications satellite and AV8-B, withdrawal from the
AMRAAM/ASRAAM MOU and rephasing of the Tornado programme. The
cumulative effect would be not only a serious short term cash
problem but also to lose effectively the national air launched
missile technology and to put at risk VSTOL capability. This
would seriously undermine BAe's credibility as a manufacturer of
military aircraft following so closely on a decision which means
that a direct Jaguar replacement is unlikely. I agree that
cancellation of the AV8-B would place British Aerospace's

SECRET




participation in the US order in doubt. I welcome the recent
announcement about potential Hawk purchases for the US Navy
training programme. If the package is formally confirmed in the
US budget, it will provide valuable and profitable business but I
think we must recognise that it will not help with short term
cash flow difficulties, nor does it provide significant major
development work.

4 The measures, if taken, will have a direct and damaging effect
on the company and I believe they will cast doubt on the
Government's good faith, not only in respect of British
Aerospace, but in respect of the whole of our privatisation
programme.

6 I am copying this letter to the Prime Minister, the Home
Secretary, the Foreign and Commonwealth Secretary, the Chancellor
of the Exchequer, the Secretary of State for Scotland, the Chief
Secretary to the Treasury, the Secretary of State for Employment,
the Chief Whip and to Sir Robert ‘Armstrong.

:]Cum S-Ie\wdu..‘
lon 2004gar

PATRICK JENKIN

(approved by the Secretary of
and signed in his absence)
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PUBLIC EXPENDITURE SUMMARY

You asked for a revised summary table, for circulation at Cabinet
tomorrow morning, incorporating the agreed defence figures in
line 3 and showing the outstanding issues on DOE programmes as .

minimum and maximum additions.

2. I attach a table which is as close as I can get to your abjective.
I have not shown minimum additions for DOE, because these are zero.
You will recall that in C(81)51 you proposed reductions in both

DOE (housing) and DOE (other), and these reductions are included

in line 2. You have not changed your proposals. What is at issue

is Mr Heseltine's refusal to accept these reductions, and, in the
case of housing, his wish to increase the programme instead. There-

fore any move from your position is an addition.

3. I have shown the territorial consequences of Mr Heseltine's
bids separately, in line 6. The sum of (5) and (6), ie £0.6bn a year
is the amount "still at issue'" quoted in paragraph 3 of Mr Whitelaw's

report.

4. You will see that the figures in line 3 have risen substantially
compared with the table circulated in Mr Whitelaw's report. That is
because the agreements on defence and industry represent a significant
increase compared with what you originally proposed (ie. line 2).

On defence, in 1982-83, you originally proposed to add only £85m

(the AFPRB 1981 award carry-through), whereas now on top of that

is to be added £375m + £19m (ROFs), so line 3 now inc}udes £394m

1.
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for defence. On industry, your original proposal was a net

reduction in 1982-83 of £105m, but the result of all the agreements

since is a net reduction of only £31m, so an increase of £74m has

to be included in line 3.

5. I have assumed that Mr Jenkin agrees to your proposal to exclude
the possible Sullom Voe payments from 1983-84 as well as from
1982-83.

rg”

MISS M E PEIRSON
25 November 1981
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ANNEX A. Table 1 (Revise) .

£ billion
1981-82 1982-83 1983-84 1984-85

White Paper revalued and adjusted 104.6 110.0 113.9 119.6

Chief Secretary's proposals in

c(81)51* 123.8

Changes agreed (for programmes now
fully agreed) since Chief Secretary's
proposals

Resulting total

Changes not yet agreed on DOE
programmes: maximum additions

Formula consequentials of (5) for
Scotland, Wales and N.Ireland:
maximum additions

Resulting total

* Adjusted for corrections since 20 October.

Note: Figures do not all add up because of rounding.

25 November 1981
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PRIME MINISTER

Public Expenditure
(c(81)57)

BACKGROUND

The Home Secretary's paper (C(81)57) reports on progress in the public
y* =

expenditure discussions both in his MISC 62 Group and elsewhere since
—n M sy
the Cabinet considered this subject on 20 October (Cg£§1)33rd

Conclusions, Minute 5). He puts on one side two expenditure issues which

are being discussed separately (regiofgf development grants and

deféﬁz;), reports on the agreed programmes and identifies the remaining

disagreed programmes - housing and other environmental services,

2, The purpose of the meeting is:

i, to settle the housing and other environmental services

programmes;

ii, to secure Cabinet endorsement for the agreed programmes and
e —— el

the overall public expenditure totals which result from them;

iii, to ensure that the Cabinet has no objection to certain
specific proposals agreed by the Chief Secretary and the relevant
spending Minister and listed at (a) to (g) in para 4 of the Home
Secretary's paper.

(NB on one of these proposals concerning supplementary benefit for

16 year olds the Secretary of State\for Employment disagrees with

the timing,)




5. An agreement has been reached on regional development grants on
which the Chief Secretary will be able to report orally. We understand
that legislatién is proposed which would reduce the amount of grant

payable on very large projects and save £50 million a year starting in

1983/84, net of any consequential increase in selective assistance. Some
— S—

savings might accrue in 1982/83 from these proposals; in addition it
has been provisionally agreed that up to £30 million should be saved in
that year by administrative means, although the Secretary of State for
Industry is to consider how far this can be done. The timing of the
1egﬁslation will need to be discussed with the Lord President and

——
Chief Whip.

4, I hope that it will prove possible to report an agreement on
defence, If it is not, there will be available an addendum to the

Home Secretary's paper, setting out the issues as they emerged from

MISC 62, on the basis of which the Cabinet can discuss the matter.

MATN ISSUES

Overall expenditure position

5. The Home Secretary's paper makes it clear (para 3) that, even
without any further concessions by the Treasury, the planned public

expenditure totals will be significantly higher than those proposed by

the Chief Secretary in C(81) 51 - by £1.2 billion in 1982/83, £2.2 billion
in 198%/84 and £1.1 billion in 1984/85T—HAccepta.nce of the Secretary of
State for the Enviromment's proposals on his two disagreed programmes
would add another £0.5 billion or more a year. The.decisions already
reached are bound to have some adverse effect on the PSBR and on fiscal

“ﬁ
policy. Ministers recognised however that there were political constraints

f‘

2
SECRET




and in some cases specific commitments which limited the scope for
reductions in expenditure, The agreements made have taken account of these

conflicting -considerations. You will want to discourage any general

re-opening of settlements reached, while allowing some discussion of those

proposals listed in para 4 of the Home Secretary's paper.

Secretary of State for the Environment's programmes

General

6., .The Cabinet has to decide on the expenditure totale for housing

(Annex B(i) of C(81)57) and other envirommental services (Amnex B(ii)). The
Secretary of State for the Environment will make the following general
points (which are drawn from the draft paper attached to his Private

Secretary's letter of 235 November):

a. The construction industry has already suffered heavily from
Government cut-backs in capital expenditure,

— Unemployment in the industry is now 25 per cent; the number of
trainees entering the industry is falling sharply; without more work
the industry will not be in a position to respond quickly to an

upturn in the economy.

‘b, Housing capital has been cut by 45 per cent in real terms from
1979-80 to 1981-82,

— This is at a time when net households are rising by 150,000 a year
and when home improvement is falling sharply, as ie provision for the

needy and the elderly.

¢, Investment in the water industry has fallen by 54 per cent in

seven years,

— Renewals and replacements are essential.

3
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There may be a good deal of sympathy for the general argument that this
capital expenditure should no£ be cu£. The counter argument .is that while
the cuts are'not.desirable they have been made necessary by the failure

to eut current expenditure, not least in the housing and local authority

ared.

Housing

7. The figures in Annex B(i) are for England only; the decisions for the
three other countries will be calculated by formula with reference to those
for England, The main details given are for 1982/85, It will probably be

necessary to settle the figures for the two later years out of Cabinet and

on the basis of some agreed method for carrying forward the 1982/83 figures,

8, It seems unlikely that the Chief Secretary will be able to sustain his

case for cutting the Cmnd 8175 total of £3,869 million by £93 million, If

——

this is right, the discussion will focus on the extent to which the

Secretary of State for the Enviromment's additional bid of £292 million
. —— .

should be allowed, The main questions are likely to be:

a., Whether the local authorities could reasonably be expected to

contain their management and maintenance expenditure without the
__

necessity of a further £67 million for this purpose.

——
- If not, the choice is between allowing additional subsidies of

that amount and seeking offsetting capital cuts,

———

b, Whether the bid for preserving capital expenditure should be

disallowed on the grounds that local authorities can spend the proceeds

——— — e

from council house sales on new investment, so that the more they sell
—

the more they have to spend on investment in the year without exceeding

k
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public expenditure totals.

c. Whether, as the Chief Secretary may suggest, council house rents
should be higher than £2.50 (each 10p more yields £15 million),
-~ Cabinet may well be reluctant, however, to re-open the decision on

£2,50 which, though provisional, was taken after a good deal of

discussion,

d, Depending on discussion of the above possibilities, whether some

of all of the remaining bid should be refused in the interests of the
e

public expenditure totals as a whole.

~

9. The Secretary of State for the Environment may also refer to a proposal

which he has put to the Chief Secretary that unspent capital receipts in

1981-82 should be carried forward to finance housing and other capital
———

investment in 1982-83, The Chief Secretary has refused to agree to this:
he will not accept end-year flexibility for one programme alone; he regards
these receipts, which reduce public expenditure this year, as being offset

several times over overspendi on current expenditure.
by pending xpe

—— —————

Other environmental services

10, MISC 62 recommended cuts in capital expenditure by regional water
e — E———ep
authorities and by local authorities on environmental services totalling

£110 million in 1982/83 and £150 million in the two following years, Such

—

cuts would be practicable without legislation and tbe breaking of commitments,
e e,

At his meeting with you, the most that the Secretary of State was willing

to offer was cuts of £80 million in 1982/83 and £100 million in each of the

two following years. Unless the cuts endorsed by MISC 62 are approved in

full other Ministers might well be tempted to re-open the very painful cuts
5
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which they have accepted, The Secretary of State for the Environment's
case will be all the weaker if concessions have been made to him on the

housing programme,

11, The Secretary of State for the Environment may refer to proposals which

he has put to’ Treasury Ministers for the introduction of private sector

—

finance into the water industry which, if it went ahead, could reduce the

public expenditure figures in the later years, Treasury Ministers are

willing to look at thie but they are not yet persuaded that the full risks

——

would be borme by the private sector so that the costs could legitimately

be taken out of the Public Sector Borrowing Requirement. The fact that his

idea is under discussion should not be accepted as a reason for abating
the cuts now being asked of the Secretary of State. Any benefits which
might flow, if the scheme turns “out to be workable, should be seen as a much

needed bonus which will help to reduce pressure on the later years.

Supplementary benefit for 16 vear olds

12, This may be the most difficult of the agreed proposals listed in para 4

of the Home Secretary's paper. The problem is that E Committee agreed on

2 November (E(81)31st Meeting, Item 3) to withdraw supplementary benefits

from 16 year olds from September 19835 as part of the Employment Secretary's
training packagé. There was to be a trade-off between the new training

scheme available to 16 year olds from that date (a major improvement on the
existing Youth Opportunities Programme (YOP)) and the lower allowances which
would then be available to 16 year olds (ie for those not on training, child
benefit for their parents; for those on training, a sum equivalent to

child benefit plus £8), MISC 62 took the view that there was a case on merits

for withdrawing supplementary benefit from 16 vear olds who might more




appropriately be regarded as de@endent on their parents to whom child benefit
would then be paid. They therefore ageed to make the change from
November 1982, (nearly one year earlier) thus providing savings of £12 million

in 1982/83, £35 million in 1983/84 and £40 million in 1984/85,

135, The Chief Secretary subsequently pointed out that this would produce

an odd result. Between November 1982 and September 1983 YOP trainees would

s .
receive some £25 a week - a much greater margin over other 16 year olds than
S ——
would be the case under the post September 1983 scheme or under the

pre November 1982 arrangement. He therefore propeed to reduce the YOP
--—_._______"
allowance to the level of the new training allowance,

e

(!

14, In his letter of 23 November the Employment Secretary has argued strongly
and persuasively against both the;e modifications of the earlier decision by
E Committee, The withdrawal of supplementary benefit for 16 year olds is
much easier to present and defend if it is combined with the introduction of

the new training scheme in September 1983, The Cabinet may well therefore

conclude that they should confirm the earlier E decision and reject the
_w
proposal in para 4c of C(81)57. The expenditure savings would be deferred for

about a year ie no savings in 1982/83 (as against £12 million), £12 million
— e e ———————_.. e

in 1983/84 (as against £35 million), and £35 million in 1984/85 (as against

£40m),

Other agreed proposals

15, It is hoped that there will be no dissent from the other agreed proposals
in para 4 6f the Home Secretary's paper. On student grants, the Secretary of
State for Education and Science will no doubt say that he was originally
prepared to go further; likewise the Secretary of State for Social Services

on prescription charges. On the proposed road traffic accident levy, it should

7
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be aclmowledged that H Committee has twice considered and twice rejected
cchemes of thie kind; +the new proposal ‘is said to avoid the problem of
"no fault liability" but the content and timing of the legislation will

clearly need careful examination.

ANNOUNCEMENT

16, If, as the Treasury hopes, all outstanding issues are resolved at this
meeting, the Chancellor will probably want to make an announcement early next
week, We understand that present Treasury thinking is that this would take the

following form:

a. a general oral statement to the House, referring to the main

changes, and giving a broad “indication of the result of the planning

total, but for 1982-83 only;

b, an accompanying text circulated in Hansard setting out the totals
proposed for each programme, and probably also the EFLs for each

nationalised industry, again confined to 1982-83;

c, a short press notice covering that material, together with Notes
for Editors: last year those Notes for Editors included a short

passage on each programme,

HANDLING

17. Subject to your talk on tactics this eveing, you will probably want to
aslk the Home Secretarv to open the discussion by introducipg his paper, to ask

for reports from the Chief Secretary, Treasury on regional development grants

and (if agreement has been reached) on defence, and then call on the

Chancellor of the Exchequer for comment on the overall expenditure position.

8
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18, TUnleses there is a need for a disqussion on defence, the next stage

would be to call on the Secretary of State for the Environment and then the

Chief Secretarv to present their cases on the housing and other envirommental

services programmes, The Secretaries of State for Scotland and Wales are

likely to wish to contribute.

19. There will then need to be a discussion on supplementary benefit for

16 year olds with contributions from the Secretarv of State for Social Services,

the Chief Secretary and the Secretary of State for Employment.

20, Finally, after dealing with any other disputed points, you will wish to

call on the Chancellor of the Exchequer to outline his thinking about the form

and timing of an announcement,

CONCLUSION
21, You will wish to record conclusions on the following:
i, the expenditure totals for housing, and other environmental

services, and, if not agreed before the meeting, for defence;

ii. whether supplementary benefit for 16 year olds should be
withdrawn from September 19835 as agreed earlier by the Committee or

from November 1982 as envisaged in the Home Secretary's paper;

iii. confirmation of the expenditure totals for all the agreed programmes,

subject to any modifications made by the Cabinet;

iv, the form and timing of an announcement /

25 November 1981 3
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CONFIDENTIAL

10 DOWNING STREET

Mr Whitmore
From the Press Secretary = o : Mr Gaffin
X Mr Vereker
_ Mrs Gilmore
Mr Taylor
; .\ Mrs Hewlett-Davies
MR HAYHOE 5 ! ; Mr Gillis
Office of the Lord President ; ¥ Mr Woodrow
F= Mr Mower
PR 3 Mr Ward
: Mr Scholar .~

PUBLIC EXPENDITURE — PRESENTATION

o

The economic groﬁp of Chief Information Officers met under my
Chairmanship today to prepare for their meeting with the Lord

-

President tomorrow. We considered my paper to you of 20 November
and accepted it as a correct statement of our collective view.

2 We wera'pleased to hear that our recommendations on an early,
comprehensive statement (possibly next week) had apparently been
accepted. We then turned to the fundamental questions of
presentation and identified the following:

- How is the overall outcome of the public expenditure
review to be presented - in simple terms, as good or
bad news; as taking credit for the outcome or regretting
it? On the one hand, we get the worst of both worlds if
we cut some programmes but have to present the overall
increase as a matter of regret; on the other, we cannot
present an overall increase as desirable because then we
play into the hands of those who argue for substantial
reflation. We need, therefore, to try and present the
outcome as an achievement in keeping the likely PSBR on its
downward path, despite the recession.

How can we minimise the adverse effect on pay bargaining
of such items as, for example, increases in rents, rates,
health service charges, national insurance, direct and
indirect taxation and higher interest rates (with their

Jusual
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usual implications for mortgage payments), set against
a 4% pay factor for the-bublic service which is widely
perceived as a pay limit?

What can we do to Sell the package to industry, given the
likely disappointment by'the CBI and the company sector.

in general at the higher than expected 'lével of public
expenditure; at the possibly adversé_gfféct of the package
on pay determination; at our inability to do anything about
‘the NI:S, and at theimplications for interest rates?

-

S- We would 11ke .to discuss these points with the Lord President
at the meeting arranged for tomorrow, with’ a view to establishing

an agreed presentatlonal line and agreed arrangements for
disseminating it among Ministers. 5

4. In addition to all .this, we .think we should raise with the
Lord President what, if anything, the Government proposes to do
(especially post-Crosby) to rally opinion among its ‘own backbenchers
when the Chancellor makes his statement.

B. INGHAM
24 November, 1981,
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PRIME MINISTER

E(81) 116: REGIONAL DEVELOPMENT GRANTS

I am extremely concerned about the implication of this paper by
the Secretaries of State for Wales and Scotland that we should

not make even a 2 per cent reduction in the rates of regional

Eévnlopment grant. As you know, I believe that cuts of 3 pef cent

in the development areas and 4 per cent in the special development
areas would be an entirely defensible way of achieving worthwhile
savings of some £90 million in a full year.

e

2. The suggestion in E (81) 116 that we should be looking towards
legislation to introduce a completely new system of regional
incentives is irrelevant to the present exercise. We could not hope
to have new legislation on the statute book before Spring 1983, and
it must be doubtful whether there would be any significant savings
before 1984-85.

3. If my colleagues are unwilling to make a cut in the rate of
grant we must look carefully at the alternative, which would be to

exclude certain sectors of industry by Order. Patrick Jenkin gave

some examples in his paper E(81) 115, but he envisaged transitional

arrangements which would mean no savings in 1982-83. I am advised

that if we were to make an announcement very soon that expenses

not already defrayed and assets not already provided would not
attract grant it might be possible to achieve 30 per cent of a full
yvear saving in 1982-83. We might think of excluding five indust-

rial sectors, concentrating on those that are particularly capital-
intensive and those we would not expect to make a great future

e et
contribution to the economy:- *

1'
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£ million

1982-83 198384

IV  Coal and petroleum 14 45
v Chemical and allied industries 27 90
VI Metal manufacture 10

X Shipbuilding

XIITI Textiles

33

1 3

5, 9

Total Savings 55 180

k. Colleagues would no doubt wish to see these savings offset
by some additional provision for selective financial assistance
to attract internationally mobile projects: I have thereforﬁ
pitched them high enough to allow for this.

5. These are rough estimates based on the assumption that
proportions of RDG spend in future are the same as in the recent
past. But they serve to indicate the sorts of exclusion we would
have to contemplate to provide a sufficient alternative to my

proposed rate cut.

6. I am sending copies to other Members of E Committee and to
Sir Robert Armstrong.

C.6

LEON BRITTAN
23 November 1981

CONFIDENTIAL




CONFIDENTIAL

P.0592

PRIME MINISTER

Regional Development Grants
(E(81)115 & 116)

BACKGROUND

At their meeting on 10 November (E(81)33rd Meeting, Item 2) the Committee agreed

that Ministerial discretion should not be exercised so as to deny Regional

—— e -
Development Grants (RDGs) to the Sullom Voe and Flotta oil pipeline terminals;

if the applications, which have yet to be examined, satisfy present criteria
the grants will be paid, The Committee did not decide‘:\rh—e't.her-i.:? reduce the
present RDG percentage rate but asked the Secretary of State for Industry to
congider with the Chief Secreta::y and the Secretaries of State for Scotland and
for Wales the possibility of selective changes in the present RDG system,

2, The Secretary of State for Industry reports in E(81)115 that in his view
such selective changes are not Practicable and that the only sensible option is

to reduce the rate by 2 per cent, The Secretaries of State for Wales and for

Scotland, in E(81)116, are opposed to such an across-the-board cut and recommend
legislation leading to selective changes taking effect from 1983-84, The

Chief Secretary, Treasury recommended in C(81)51 cuts of _uer cent in the RDGs
for the Special Development Areas (SDAs) and of 3 per cent for the Develogl_nen‘t.
Areas (DAs). The object of the meeting will Hontnd reach a firm decision on the
m and form of any changes in RDGs so that the outcome can be taken into

s —
account when the Cabinet looks at the overall public expenditure totals on
Thursday.

3. The savings which would flow from the 3 main proposals now before the

Committee are:
£ million
1982-83 1983-84 1984-85

Secretary of State for Industry 20 53 51 2% off RDG rate

Chief Secretary 36 90 90 ., 3% off DA rate; 4%
off SDA rate

Scotland/Wales 0 Legislation leading to
selective changes

CONFIDENTTAL
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MAIN ISSUES

4,  The Secretary of State for Industry advises in E(81)115 against selective

cuts, In his view, to limit grants by reference to the numbers employed, or by
i Mt mmim L e g
a monetary limit on the grant to be paid on an individual asset, would create

uncertainty and so deter potential investment, including inward investment, and
a5 e ey

might be challenged in the courts as aﬁ_;;bitrary exercise of the Secretary of
State's discretion in the payment of grants. He also advises against the

exclusion of capital intensive sectors on the Erounds that this would deter

internationally mobile investment unless selective financial assistance were to

be offered, so reducing the savings in prospect,

5.  Because of these doubts, the Secretary of State for Industry advises that
the only sensible option is to reduce by 2 . percentage points the present RDG

rates of 22 per cent in the SDAs and of 15 per cent in the DAs. He is opposed
— —
to the Chief Secretary's proposals for larger percentage cuts because, he judges
that 2 per cent is the most that could be done consistently with the statement
o
made by his predecessor in July 1979 after the Government's review of regional

policy, and repeated since, that:

regional investment incentives and to avoid abrupt changes,"

t? "Our ohpctive is to maintain reasonable stability in the framework of

6. In the previous discussion, the Secretary of State made clear that he would
be willing to support a 2 per cent cut in RDGs only if this were in the wider

context of a package helpful to industry. In particular he had in mind a

reduction in the National Inmsurance Surcﬁ;}ge; now that he knows that the
Chancellor of the Exchequer. cannot accept this for the time being, he may be
reluctant to go along with an RDG cut, One possibility is that he might revert
to his proposal, which he did not press at the last meeting, that the present
deferment of payment of grant by 4 months from approval should be reduced to

2 months, TUnless the costs could he brought forward into 1981-82 this would be
highly unattractive because there would be additional payments of £70 million in
1982-83 and of £4 million and £11 million in the 2 following years; since it is
no longer proposed to deny grants for Sullom Voe and Flotta, which might have

saved £122 million in 1982-83, there would be a net increase in expenditure next

year.

—
2
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7. The Chief Secretary will probably continue to argue for the higher savings
for which he bid in his public expenditure paper €(81)51. We understand that he
may, later today, send you a minute suggesting that an alternative would be to

remove, perhaps, five industrial sectors from eligibility for the scheme. This

would seem to be wholly inconsistent with the present pledge and not to be a

runner,
8. The Secretary of State for Wales, who took the lead in preparing E(81)116,
and the Secretary of State for Scotland are strongly opposed to a general cut of
even 2 per cent, They believe that it would create uncertainty which would deter
inﬁz;zfﬂﬁmstment; would perhaps lose some finely balanced projects; and would
be an untimely blow to the cash flow of firms in the Development and Special
Development Areas. They suggest instead that there should be leEislatipn to

remedy the present deficiencies of the RDG scheme by providing for tapering rates

of grant above defined thresholds or lower rates of grant for capital intensive
industries. They accept that new legislation could not be introduced in the

present Session,

9. There are two strong objections to this proposal: there would be no public

expenditure savings in the key year of 1982-83, neéiggible savings in the
S ————

following year, and an unquantified amount in 1984-85; such changes, in the
lifetime of the present ;:;;;;;Ent, would not sit easily with present pledges.
The better course would be to take these ideas on board in the general review of
RDGs which is to be undertaken with a view to fundamental changes in the next
Parliament; the CPRS will shortly be putting a paper on this to the Chancellor
of the Exchequer's MISC 14 Group.

10, Given the need to have'regard to the Government's pledges on RDGeg, to make
public expenditure savings as soon as possible, and to avoid further legislation,
you might wish to consider steering the Committee to a conclusion in favour of a
cut of at least the 2 per cent sgﬁgested by the Secretary of State for Industry,

Since this is a relatively modest cut, the Secretaries of State for Wales and for
Scotland might be persuaded that their fears about the effect on industrial cash
flow and on inward investment are exaggerated. Treasury Ministers will mno doubt
argue that no strings should be attached to this saving; the main benefit to
industry will be in helping to keep down the overall total of public expenditure

L)

and so reducing the pressure on interest rates,

5
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HANDLING

11. After the Secretary of State for Industry has introduced his paper you might
ask the Secretaries of State for Wales and for Scotland to speak to E(81)116 and
then invite the Chief Secretary to state his position, The Secretary of State

for Energy may want to comment on the selective options, which could affect in
particular oil refining projects. You will wish to guide the meeting to reaching
a firm decision which can be taken into the public expenditnre arithmetic which

the Cabinet is to consider on Thursday.

CONCLUSIONS

12, 1In the light of the discussion you will wish to record conclusions on which

of the three main options before the Committee is to be adopted:

i. a general 2 per cent cut in the RDG rate as proposed by the
Secretary of State for Industry;

ii, a cut of 4 per cent in the rate in the SDAs and of 3 per cent in the
DAs, as proposed by the Chief Secretary;

iii, no savings in 1982-83 but legislation next Session to provide for
unspecified savings in the later years, as proposed by the Secretaries of
State for Wales and for Scotland,

E

P L GREGSON

23 November 1981
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MR. SCHOLAR cc. Mr, Heyhoe,

Mr. Pym's office
Mr. Gaffin
Mr. Vereker
Mrs. Hewlett-Davies,
DoE

Ref E (81) 117 on RSG 1982-83 and my latest paper to 'the
Lord President on public expenditure presentation, dated
November 20, 1981.

As you know, our advice is that as many as possible of
public expenditure decisions should be announced simultaneously.
But E (81) 117 leaves timing open and does not take on board
the desirability of bringing all publie expenditure decisjions
together in one announcement.

The case for a single package rests not only on the
desirability of relating individual decisions to the overall
Judgment; there is also the presentational point that it is
far better to kill off the bad news in one fell swoop than allow

it to dribble out, with each individual item of bad news getting
maximum treatment.

e

B. INGHAM

23 November, 1981
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You told me this morning that the Prime Minister has said that she
would prefer my Secretary of State not to submit a separate paper on
Capital Expenditure and the Construction Industry for Cabinet
discussion on Thursday.

I have reported this to my Secretary of State, who is in Wolverhampton
today. He has asked me to write in the following terms. He would be
most grateful if the Prime Minister could reconsider her view. He
does not feel that the peper by the Home Secretary reporting on the
MISC 62 discussions can possibly provide the depth of background
information which he believes should be before all members of the
Cabinet, in view of the very serious political implications of current
proposals for construction and housing in particular. The paper which
he has prepared has been seen in draft by the Treasury and their
requests for drafting amendments have been met.

In these circumstances, he would be grateful if his paper, a copy
of which is attached, could be circulated for discussion at Cabinet.

I am copying this letter, together with a copy of the draft paper to
Terry Mathews (Chief Secretary's Office) and to David Wright in

Sir Robert Armstrong's Office.
S (L

D A EDMONDS
Private Secretary

Michael Scholar Esq - NO 10
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ITAL EXPENDITURE AND THE CONSTRUCTION INDUSTRY
MEMCRANDUM BY THE SECRETARY OF STATE FOR THE ENVIRONMENT

1. At the previous meeting of Cebinet on 12 November (CC(81)36th)
collesgues requested thet decisions on the English housing capitel
programme should be considered in the oversll public expenditure
context. I am particularly concerned to draw collezgues' attention
to the following points:

THE STATE OF THE CONSTRUCTION INDUSTRY

- the construction industry which represents some 20% of total
industrial production has suffered heavily from the severe
cutbecks we have made in capital expenditure. By March 1922
public expenditure on construction will have fallen by 17%
in reel terms since 1978-79 (Annex 4);

in the 3 years 1979-81, real output has fallen 20% but some
12% has occurred in 1981 zlone (Annex B). The temporary
increase in new orders in the commercial and industrisl
sectors for July snd August was reversed in September. The
lower level of orders reflects the likely output in 1982;

unemployment in the construction industry, now at 25%, has
increased much faster than in the economy as a whole since
1979. Since the Government took office the growth in
construction unemployment has represented 14% of the total
incresse in unemployment, though construction workers represent
only 5% of the nation's workforce;

the number of tresinees who have started the industry's
"standerd scheme this autumn has declined sharply (Annex C).
Egployment sponsored trainees have fallen by over 25% cince
19803

all these factors meke it incressingly unlikely that the
construction industry will be able to respond at all quickly

to any upturn in the economy. Materials manufacturing cepecity
(eg cement and brick kilns) is very difficult to reactivate
once it has shut down; new investment in plant has an even
longer timescale. This will lead either to developers switching
to imported meterizls and plant (possibly losing markets

for British compsnies for the long term), or to prices of
labour and materizls rising rapidly with no commensurate
increase in output. In either case the level of construction
supply is likely to impede growth.

HOUSING ISSUES

- housing has borne 78% of this Government's capital cuts;

in only 2 yeers (1979/80 outturn to 1981/82 allocations) wve
have cut housing cepital by 45% in resl terms. This followed
successive cuts since 1974/5 (Annex D);

these cuts have occurred at a time when the net number of
households in Englend is rising by 150,000 s year, an increase
that can be expected to continue throughout the 1980's at%
broadly the sesme rate;
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public sector housing starts are currently the lowest in
peace-time since the early 1920's. Stsrts by locsl suthorities
on homes for those with special needs have fallen particulsrly
sharply;

in the first half of 1981 wheelchair housing starts were 70%
below those for the equivalent period last year;

in 1980 approvals for elderly person dwellings were 47% down
on 1879 st & time when the number of the elderly, many of
whomn cen afford only to rent, is rising significantly;

rivete sector housing cannot be expected to compensste for
hese reductions. Private provision for specisl needs is
minimel; and slthough the general level of starts this yesr is
expected to improve on 1980's total of 97,400 (the lowest

since 1953) there sre no grounds for believing that the level

of sterts in 1982 will be anywhere neer sufficient to compensate
for the fall in the public sector since 1979 (Annex E);

homlesscess continues to grow. In the second half of 1980
the number of households for which English local authorities
sccepted responsibility under the Housing (Homeless Persons)
Act 1977 increassed by some 11% on the equivalent period in
1979; -

home improvement is elso felling sharply. The number of
dwellings renovated in the first half of 1981 is down by over
e third on the number renovated in the equivslent period in
_1980.
2. It is against this background that we must judge the Chief
Secretary's proposal to secure a reduction in totsl housing expenditure
of £93%m below the provision of 1982/83% in Command 8175. This, if
tzken together with the consequences of the provisional average rent
increase of £2.50 and if I am allowed no PESC adjustment in respect
of the ineviteble extra manasgement and maintensnce expenditure next
year, would imply a cut of 17.6% off provision for 1981/82 in real
terms, bringing down the housing capital programme to 54% below outturn
in 1979/80. These figures take no account of the possible implications
of the surpluses arising on asuthorities' housing revenue accounts,
an issue I am currently discussing with the Chief Secretary. I cannot
believe that we could effectively defend cuts of such severity egeinst
the charges of irresponsibility which are bound to arise from many
quarters including our own supporters. The ADC have recently passed
a unenimous resolution which deprecates "the Government's policy in
restricting the level of housing investment programme azllocastions to
district councils to such an extent that they are finding it difficult
and elmost impossible to carry out their statutory housing function."

CAPITATL EXPENDITURE IN THE WATER INDUSTRY

3. I am also concerned about reductions in water capital expenditure.
Investment in this sector has already fallen by 54% in the last 7 years,
yet the Chief Secretary's proposals imply a further 12% decline over

the next 3 yeers. 60% of the programme is for renewals and replacements,
notebly of sewers snd water-mains. The current renewsl level is
deplorsbly low for en industry with assets valued at £45,000 million:

the precticel consequences of neglect are zlready visible - in sewer
collapses (3 per day in England) and discoloured water particularly in
the North West and Yorkshire. <©FElsewhere the lack of funds for new
sewers and water-mains rules out new development.




u.i‘he Regional Water Authorities proposed a 14% volume incresse in

its capitel investment over the PES period; we bid for a level programme.
Current restreints in the capital programme sre leading to s shortfall
in this year's outturn and mske it feasible to sccommodste some cut..

in the cash gllocestion for 1982-83. But the further reductions sought
for 1982-84 and 1984-85 (£100 million in esch year) would set the
industry's progremme and the construction industry bsck still furtrer

a2t & time when they should be making up lost ground: 90% of this
progremme consists of work carried out in the private sector.

CONCILUSICON

5. It is for these ressons that I have srgued sgeinst meking
reductions in my water and local environmental progrsmmes on the sczle
recommended by MISC 62; 2nd for keeping housing cepital at least to the
1981/82 level in resl terms. As I explained to colleagues at our

lest discussion, I do not believe that housing capital can be expected
to beer the cost of the politcal judgements we are having to make on
rent levels and on the trestment of surpluses on suthorities' housing
revenue sccounts. Alternative measns of tresting surpluses may be
found; but the cost of a provisionasl rent increase asssumption of:
£2.50 per week, snd of the inescepsble extrs provision for mangenent
and meintenance, sccount for sn additionsl £292m which I must ssk ny
colleegues to provide.
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CONSTRUCTION APPRENTICESHIPS

STANDARD "OFF-THE-JOB" TRAINING SCHEME STARTS
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Building

Specialist Building

Mechanical Engineering

Electrical Engineering
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" HOUSING PERFORMANCE — ENGLAND 1971-81 ANNEX E

STARTS COMPLETIONS RENOVATIONS thousands
(/5\5‘-‘_-’-,,_ ;
Public Private Public Private LA Housing Assns Private
: (grant-aided)

109.2 185.1 123.8 | 170.8 6.2" 130.2%
99.8 200.7 98.5 194..0 6.8" 208.4"
92.5  187.5 86.3 163.5 5.0 214.%

116.7 89.7 107.9 121.5 5.3 137.3

1447 129.8 1%0.0 131.5 5.2 76.2

148.8  130.4 132.5 1%0.9 1%.9 65.8

4171 115.6 140.0 121.6 19.3 62.1
93.1 13.6 11%.9 127.5 14.0 49,4
69.4 121:1 91.0 118.3 18.2 57.2
46.6 82.7 9%.8 108.0 16.7 65.8

First nine months
1981 2957

+ England and Wales
* January - June only




cec Mr Burns
Mr Middleton
Mr Cassell
Mr EKemp
Mr Norgrove
Mr Gleed

TREASURY SELECT COMMITTEE APPEARANCE: 23 NOVEMBER

I attach briefing on an article which appeared in today's
Financial: Times (attached) which reported the results of
some simulations carried out on the Treasury lModel by the
Economist Intelligence Unit for the Federation of Civil
Engineering Contractors. The simulations look at the .
effects of increasing public investment on different
financing assumptions. The Federation want a cut in
current spending, to finance more capital expenditure, but
the 4m extra jobs referred to in the FT headline refer to
simulations in which both public expenditure and the money
supply are increased.

2. The Committee may refer to this article in their
questioning this afternoon.

"

éL

RACHEL LOMAX
23 November 1981




"More public investment could bring 4m jobs" FT (p28)

£3/11/81 (attached)

Main points

1. Can't comment on detailed figuring - results depend
on particular assumptions eg. about nature of changes.

2. Note that Federation want change in composition of
public spending. not higher spending in total. Agree
with this in principle but benefit of switch depends on
finding profitable public sector projects. feasible cuts
= i m— " ~ . e i,
in current sEendlng. Distinction between current and
capital spending blurred in practice.

B Case for switch rests on supply side conseguences.
Benefit to inflation, PSBR likely to be very small."
Probably inc;;;Ee u%sgéig%ment, because current saending
typically more labour intensive than capital.

4. Extra total public spending will add to inflation in
medium term whether financed by extra gilt sales or higher
moﬁg§-§Giply. How much and how quickly depends on response
of exchange rate wage settlements. Both very uncertain.

S Can't be sure that even short run inflationary effects
of financing extra public spending by higher money supply
would be modest. If markets interpret policy as
significant change in direction, effects on exchange rate
and prices could be much larger than predicted by model.

o

6. Selling more gilts to finance higﬁer public expenditure
means higher interest rates. Adds directly to RPI as well
as crowding out private sector spending.




7. 'Government determined not to repeatmistakes of J
previous Governments by going for another quick fix.

Not prepared to sacrifice progress made so far for

purely temporary gains to output and employment.

Reduction in inflation essential for sustainasble growth.in
output and employment.

Background

FT reports results of series of simulations carried out by
Economist Intelligence Unit for Federation of Civil
Engineering Contractors Investment increased by £20.5bn
cumulatively by 1985 (extra £2bn in each year).'-===-"'

- Headlined result seems to refer to case in which
higher total public spending is financed by
higher monetary growth. Claim this would increase
GDP by 3.8%, and create 550,000 jobs, and add only
1.5% to inflation rate (though figures quoted in
article imply 2.5% on inflation rate). Effects on
level of prices not quoted but would be much larger.
No mention of consequences for money supply, but
almost certainly very large increase.

Article points out that funding extra investment
by extra gilt sales would be almost as inflationary,
but much smaller effect on output and employment.

Federation favours a switch from current to cepital
spending. Article points out this would increase
unemployment (by 183,000 in 1983). GDP only 4%
higher by 1985. Claims that medium term
inflationary output be improved, but figures quoted
(in paras 6 and 11) imply higher inflation rate

by 1985 (9.2%, compared with 8.8% in 'base' case).

You will not want to get drawn into a detailed discussion of
figures, or offer estimates of your own, but you could draw
on these points to illustrate difficulties of interpreting
simulations.
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CONFIDENTIAL

Prime Minister

REGIONAL DEVELOPMENT GRANTS: POSSIBLE CHANGES

147 I regret that I shall not be able to attend E Committee on

24 November and should like you and colleagues to be aware of my
views.

2. As colleagues have acknowledged, any reduction - even of only
2% - in the rate of Regional Developmen¥-a;;;;-zhuld be attacked
as a retreat on the Government's part from an effective regional
policy. I am also conscious of the question of ensuring that we
retain the confidence of industry in the stability of our grant
system. If reduction is agreed its presentation will obviously

require careful consideration. —

3. As you know, the position in Northern Ireland is different
from that in Great Britain in that we have our own Standard
Capital Grants Scheme. That scheme is, however, br&EET;-hnalogous
tG the RDGS - though the percentage available is higher at 30% -
and accordingly any change in the RDG rate would have implications
for the NI arrangements. In fact we are already considering the
general thrust of our industrial development incentives in
Northern Ireland and whether restructuring of the existing package
could make it more effective.

4. In this context one change which I may wish to make in the

near future to allow discretion in giving support to capital intensive
projects is to introdﬁzg-;-Timit of £1m on the amount of assistance
payable in 4 consecutive quarters to all companies seeking Standard
Capital Grant assistance. Such a lid;g;%ion can be imposed by Order.

CONFIDENTIAL




Bl However, given the greater economic difficulties which

Northern Ireland currently faces (the seasonally unadjusted unemployment
rate stands at 12;§% compared with 14.4% in Scotland, 15.7% in Wales
and the UK average of 12.4%) and the current political climate, I
have concluded that any ecut in the rate of standard capital grant
should only be made in the context of an overall package of changes
in industrial incentives in Northern Ireland which would make them
more attractive. A cut in the capital grant rate at this time would,
in isolation, tend to exacerbate the Province's already critical
economic circumstances. I will, of course, consult colleagues.
further in due course about my own proposals.

6. A copy of this minute goes to other Members of E, George Younger,
Nicholas Edwards and Sir Robert Armstrong.

—
J P
(Signed on behalf of the
Secretary of State in his
absence)

20 November 1981

CONHBENTIAL




NG
Pine Mowsstor / C

A arnalahimn % Homee Secs prpe f
/) 28/u

Ref. A06051

PRIME MINISTER

Public Expenditure

If the Cabinet i& to discuss public expenditure on 26th November, a paper

should be circulated, preferably not later than Monday evening, setting out the

e z 2 . . <
figures for the agreed programmes and isolating the remaining issues for

——

decision, This might take the form of an updated version of the draft report by

Rl =
the Home Secretary, which he sent to you on 11th November; it would cover not

————————a
only the agreements reached in his MISC 62 Group and the bilaterals which
preceded, or were associated with, those discussions, but also (without

identifying this specifically) the progress made in your informal meetings over

the past week.

R ]
2. A revised version of the report is attached, which takes account of the

agreements now reached on the agriculture, health and FCO/ODA programmes

and reflects the current, but not yet finally agreed, position on the social

—

security programme. In the case of social security, the assumption for the

purposes of this paper is that there will be no change in the pensioners’

Christmas Bonus, but the Secretary of State for Social Services is still
e

examining whether it would be worth while and defensible to exclude from

eligibility all those under the age of 70. Defence and other environmental
e a
services are treated as programmes not yet agreed in the form in which they

emerged from MISC 62. A new annex has been added on housing, so as to
e ——

provide a basis on which the Cabinet can take decisions on that programme.

-

M
l x '.4, de— The Secretary of State for the Environment now wishes to circulate on Monday a

Je~

° il paper on housing and the construction industry; this would not be a separate

W)

,-\N:"pw item on the age:;'da. but would be discussed with the section of the report dealing

| J}f" with other environmental services and with housing.

O’.‘.V 3. I should be grateful to know, as soon as possible, whether you, the Home
)f’ ¢

0. L4 Secretary, the Chancellor of the Exchequer and the Chief Secretary agree that

the Home Secretary should circulate a paper on these lines.in time for discussion

w

d N
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by the Cabinet on 26th November. It would of course be open to the Chancellor,

if he wished, to circulate a short paper on the overall public expenditure

position.

4. You will wish to consider whether, either before or after the paper is

——

circulated, there should be any further efforts to resolve the outstanding issues.

————m g —_—
I understand that the Chancellor and the Chief Secretary are still considering

whether to accept the Secretary of State for Social Services' package offer on

——

social security. You will in particular wish to consider whether anything
b —

further should be done to try and reach an accommodation on defence, a

programme not well suited to discussion in full Cabinet, and I have minuted you

separately about this. In any event however it would be undesirable to delay

circulation of the paper to the Cabinet later than Monday evening, since some

Ministers might then claim that they had inadequate time to consider proposals
of major importance and the risk that no final decision would be reached on
26th November would be increased.

5. I am sending copies of this minute to the Home Secretary, the Chancellor

of the Exchequer and the Chief Secretary, Treasury.

ROBERT ARMSTRONG

20th November, 1981

SECRET




Draft of 20.11.81

@ PUBLIC EXPENDITURE

MEMORANDUM BY THE SECRETARY OF STATE FOR THE HOME DEPARTMENT

This memorandum:

reports on progressso far towards agreeing plans for public
expenditure, following discussions under my Chairmanship in
the Ministerial Group on Public Expenditure (MISC 62) or

elsewhere;

lists the remaining programmes which have not been agreed and

indicates the main guestions still at issue between Treasury

Ministers and other colleagues.

&

PROGRESS SO FAR

2. In his memorandum to the Cabinet on public expenditure (C(81)51) the
Chief Secretary, Treasury proposed that planned public expenditure should
be £1153.5 billion in 1982-83, £118.1 billion in 1983-84 and £124.8 billion
in 1984-85: respectively £3.6 billion, £4.2 billion and £5.2 billion more
than the cash equivalent of the plans in the last Public Expenditure White
Paper (Cmnd 8175); but £3.6 billion, £6.4 billion and £6.8 billion less
than the total of Departments' proposals. Cabinet agreed on 20 October
that in further discussions on public expenditure the aim should be to get
as near as possible to the totals proposed by the Chief Secretary

(CC(81)33rd Conclusions, Item 5).

3. Agreement has now been reached on most programmes, including the

external financing limits for all nationalised industries. Brief details




are in table 2 of Annex A, The present position is as follows, Taking
account of progress so far both on agreed programmes and.on programmes not
yet fully agreed, the lowest possible outcome is £114.,1 bn in 1981-82
1982-83, £119,7hn in 1983-84 and £125,4bn in 1984-85, Leaving
aside regional development grants, which the Committee on Economic
Strategy is to discuss on 24 Novenﬂier, the sums still at issue are

£1,2bn in 1982-83, £2,0 bn in 1983~-84 and £2,1 o in 1984-85,
These figures assume that local authority current expenditure in 19835-8k4
and 1984-85, which the Chief Secretary is to discuss with the other Ministers
concerned on 24 November, will fall by 2 per cent in real terms

in each year (as proposed in C(81)51),

The sums at issue in relation to regional development grants are £36

million in 1982-8%, £19 million in 1985-84 and £90 million in 1984-85,

4, The Cabinet should be aware of the following matters on which agreement

has been reached by the Ministers concerned:

8. Student grants

It is proposed that student grants should be reduced by 74 per cent
‘]::u‘om'u, yw

Disugim mith Ihe

in real terms in each of the years 1982-83 and 1983-84 (ie

approximately frozen in cash terms); and that there should be
Dhanallv m g

. substantial increases in parental contributions, For example, parents
f VMALNB%““

poiny

Low Bvittun 1985-84 than now; parents with a residual income of about £13,200

with a residual income of about £8,300 will pay almost £200 more in

iy lovhang oY fie | almost £500 more, The minimum maintenance award will be abolished,

] i““h‘ These measures together will produce savings of approximately £60
fiwe &

MLs 260

million in 1982-8% and £130 million in each of the two subsequent
yvears. The new parental contribution scales, and grant levels will be

set out in an Order subject to negative resolution,

2
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b. Earnings rule for pensioners

We are committed by the 1979 Election Manifesto to phase out the
earnings rule during this Parliament. It had been our intention to
remove the earnmings rule in November 1983, but no announcement to this
effect has been made, It is now proposed that the earnings rule should
not be phased out until 1984, Savings: £28 million in 1983-84 and

£95 million in 1984-85,

c. Supplementary benefit for 16 year olds

It is proposed that from November 1982 16 year olds should no longer
be permitted to draw supplementary benefit; instead their parents will
be able to claim child benefit, The net saving will be £12 million in
1982-83, £35 million in 1983-84 and £40 million in 1984-85, An

additional provision in the Social Security Bill will be necessary.

E Committee has already agreed (E(81)31lst meeting, item 3) that

supplementary benefit will not be paid to 16 year olds from September
1983, but it will be possible to justify that decision as helping to
pay for the comprehensive youth training scheme which is to be
introduced at the same time, That argument cannot be used to justify
withdrawing supplementary benefit from 16 year olds next November; it
will be necessary to argue that unemployed 16 year olds must look to
their parents for support. The allowances paid to those participating
in the Youth Opﬁﬁrtunities Programme (YOP) are such that from November
1982 16 year old YOP trainees will be about £25 a week better off than
their unemployed contemporaries if the latter cannot obtain
supplementary benefit., In his letter of 16 November to the Secretary
of State for Employment, the Chief Secretary has therefore proposed that
YOP allowances should be reduced so as to give YOP trainees an
advantage of about £12,75 a week over their unemployed contemporaries

who are not on a YOP scheme, ie the same advantage as that enjoyed by

trainees under the new training scheme,

3
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d. Health charges

Our policy of keeping prescription charges in line with cost increases
would imply that they should increase in April 1982 from £1,00 to

£1.15., It is now proposed that they should rise instead to £1,30,

Increases are also proposed in
the charges for dental treatment (up to £1% for a course of routine
treatment and up to £100 for dentures and dental crowns) and for
spectacle lenses (up to E&O). Altogether these increases will yield
savings of £44 million in 1982-83, £46 million in 1983-84 and
£39 million  in 1984-85. All of these charges are set out in
Regulations, subject to negative resolution,

e, Road Traffic Accidents

The plans for healtﬁ expenditure set out in Table 2 of Annex A include

savings of £6 million in 1982-83, £93 million in 1983-8L and £101
million in 1984-85 from charging motor vehicle insurers the costs
which health authorities incur in treating casualties in road traffic
accidents, This is on the assumption, whichmay mot be proved correct,
that it would be feasible to include provisions with this effect in

the 1982 Finance Bill, If legislation had to be introduced instead

in the 1982-83 session the savings would be nil in 1982-83, £45 million
in 1983-84 and £101 million in 1984-85, The Secretary of State for
Social Services will be putting forward detailed proposals in the near

future,

f. National Health Service (NHS) Pa:

In his memorandum C(81)44 the then Secretary of State for Social
Services proposed increased expenditure to permit certain groups of
NHS staff to receive increases of more than 4 per cent in the next pay

round, The totals for health expenditure set out in table 2 of




Annex A make no extra provision for this purpose on the understanding
that the Secretary of State will use his best endeavours to keep
increases to not more than 4 per cent; but that he may need to

re-open the matter in the light of developments.

g. Property Services Agency (PSA)

MISC 62 agreed to a reduction of £20 million (about 4% per cent) per

annum in planned expenditure by the PSA. The Secretary of State for
the Environment pointed out that, to the extent that the PSA are unable
to find the required savings by speeding up disposals or increasing
efficiency, other Ministers' plans and programmes will be adversely

affected,

CONTINUING DISAGREEMENT

5. Expenditure totals have not been agreed for the following programmes:

(Annex B gives an outline of the points at issue on each)

Defence
Housing
Other Environmental Services

Social Security

6. I invite my colleagues to decide on the public expenditure totals for
these programmes for the years 1982-83 and 19835-84, together with the

consequentials for 1984-85,




White Paper revalued and adjusted.

Chief Secretary's proposals
in C(81)51%

Changes agreed (for programmes now fully agreed)
since Chief Secretary's proposals

Range of outcomes for programmes not yet agreed

Resuli ing total

Adjusted for corrections since 20 October.

ANNEX A TABLE 1

£ billion

1982-83 1983-3h
110.0 113.9

(
1084 -85
119.6

12h. 8

114.1 to

1.3
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ANEY. A TABIE 2

TO BE UPDATED &

£ billion

" Programmes other than
nationalised industries

1981-82 1982-83 1983-84  1984-85

Forestry WP revalued 0.059 0.064 0.066 0.069
Provosal 20/10 0.05¢ 0.062 0.064 0.064
Lgreed 0.059 0.062 0.064 0.064%

Incustry WP revalued 1.970 1.460 1.006 1.056
Proposal 20/10 1.972 1.353 0.854 0.874
hgreed 1.972 1.401 0.858 0.87

Energy WP revalued 0.354 0.385 0.3%98 0.418
Proposal 20/10 0.362 0.381 0.393 0.422
Agreed 0.362 0.387 0.405 0.435

WP revalued 0.287 0.302 0.284 0.298
Proposal 20/10 0.288 0.289 - 0.269 " 0.284
Agreed 0.288 0.291 0.276 0.278

WP revalued -0.041 0.089 -0.039 =0.041
Proposal 20/10 0.004 0.144 0.043 +  0.225
Agreed 0.049 0.115 -0.011 0.125

Employment WP revalued : - 2,320 1.911 1.875 1.969
Proposal 20/10 2.2k 2.741 2.828 2.699
Agreed 2.440 2.832 2.909 2.924

Transport WP revalued 2.840 3.036 Ben] 2.400
Proposal 20/10 T 3.252 3.182 3.300 3.381
Agreed 3255 S A GY 3.315 3.296

17. Home Office WP revalued 3.263 3.529 3.785 3.974
Proposal 20/10 3.411 3.639 3.920 4.111
Agreed 3.411 3.639 3.920 4,111

16. Education VWP revalued 11.315 11.667 12.104 12.709
Proposal 20/10 11.785 11.952 12.284 12.680
Agreed 11.785 11.990 12.330 12.735

20A DHSS PSS WP revalued 1.657 1.787 1.933 2.030
" Proposal 20/10 . 1.927 1.927 1.996 2.050
Agreed 1.927 1.927 1.996 2.050

23. Scotland WP revalued 5.628 5.875 6.121° b.427
- Proposal 20/10 5.838 5.870 6£.03%8 6.274
Agreed * 5.838 5.922 6.130 6.378




£ billion

(a) Programmes other than
r nationalised industries

1982-83 198L-85

WP revalued
Proposal 20/10
Agreed™

25. Northern Ireland WP revalued
Proposal 20/10
Agreed®

Subject to formula consequentialsof comparable proposals on non-agreed programmes
and Welsh housing bid.




Annex A
Table 2 centd

._

(b) |, Nationalised Industry programmes 1981-82 1933-84

1. Coal WP revalued . 0.652
Proposal 20/10 . 0.973
Agreed ; 0.973

tlectricity WP revalued . ~0.651
a &) Proposal 20/10 . -0.975
Agreed : -0.450

Gas WP revalued + . -0.%25
Proposal 20/10 . . =0.341
Agreed z -0.077

WP revalued
Proposal 20/10
Agreed

WP revalued
Proposal 20/10
Agreed

Telecom WP revalued
Proposal 20/10
Agreed

WP revalued
Proposal 20/10
Agreed,

WP revalued -
Proposal 20/10
Agreed

Shipbuilders WP revalued
Proposal 20/10
Agreed

Airvays WP revalued
Proposal 20/10
Agreed

Airports WP revalued
Proposal 20/10
Agreed

Railvways WP revalued
Proposal 20/10
Agreed

WP revalued
Proposal 20/10
Agreed




Annex A
Table 2 contd

(b) , Nationalised Industry programmes 1981-82 1982-83 1983-84 1984-85

14.  Freight Co WP revalued -0.002  -0.003  -0.003
Proposal 20/10 -0.010  -0.016  -0.016
hgreed -0.010 0.001 0.003

Bus Co. WP revalued 0.077 0.084 0.089
Proposal 20/10 0.071 0.069 0.065
Agreed 0.071 0.074 0.074

Vatervays WP rewvalued 0.033 0.035 0.037
Proposal 20/10 0.03%6 0.039 0.041
Agreed . 0.036 0.03%9 0.041

Scottish WP revalued 0.224 0.240 0.252
Electricity Proposal 20/10 5 0.265 0.254 0.233
Agreed 0.245 0.254 0.233

Scottish Bus WP revalued 0.017 0.017 ' 0.018
Proposal 20/10 0.026 0.024 0.025
Agreed - 0.026 0.029 0.031

+ AdJuated for F= {a{j [T logw-djuwa (?;, ot addosted  wa 1SBI-g72

bocovse BGC (as ok best sek o post - lavy EFL)
S All 1923-84 & 19924 -85 F:j._:-'\z.e B BNOC row ecloded

.
"




£ million
1982-83 1983-84 1984-85
Cmnd 8175 revalued 13624 14881 15625

Secretary of State's
proposals 14333 15816 17317

MISC 62's proposals 13959 15219 16422

Gap 374 597 895

The Government is publicly committed to increase defence expenditure in

real terms by 8 per cent up to the end of 1981-82 and by 3 per cent in

each of the three subsequent years. The Cabinet has agreed that those
volume targets should be translated realistically into cash and that the
defence programme should then be expressed in cash terms. The question
at issue, for the next three years, is what realistic translation into
cash means. There is a related guestion concerning the cash limit for

the current year.

2, The Secretary of State for Defence proposes that, in addition to the
increase in the 1981-82 defence cash limit which has already been agreed
to cover the 1981-82 armed forces pay settlement, the limit should be
increased by a further £400 million to allow for increased prices of
defence equipment; and that this increase should be carried forward into
further years (£436 million in 1982-83, £462 million in 1983-84 and £485

million in 1984-85).

3. The Secretary of State also argues that planned expenditure on defence
should allow for a 2 per cent annual increase in the future relative price
of all defence expenditure other than pay, on the grounds that defence

procurement involves the purchase of sophisticated equipment whose prices




SECRET Annex B(i) contd

typically increase more rapidly than the general price level. The cost
would be £169 million in 1982-83, £381 million in 1983-84 and £643 million

in 1984-85,

4. The Chief Secretary, Treasury argues that the evidence of recent years
supports neither the case for an increase in this year's cash limit
specifically to take account of higher prices nor the assumption of a
positive relative price effect for defence equipment in future years. He
points out that since 1977 the relative price effect for defence equipment
has been either minimal or negative; and that the Ministry of Defepce's
own index of defence equipment costs shows a rise of only about 10 per cent

over the last 12 months, compared with the 11 per cent factor used for

non-pay items in drawing up 1981-82 cash limits. He contends that to

incorporate into the Government's plans provision for a relative price
effect for whose recent existence the evidence was so weak would permit
defence contractors to agree to high wage demands and would remove pressure
. on the Ministry of Defence to limit costs. In bilateral discussions with
the Secretary of State for Defence he has however accepted that there should
be a special transitional addition to the 1981-82 cash limit to ease the
pressure on the defence budget as the Government's plans for reshaping the

defence programme are put into effect.

5. MISC 62 concluded that it would not be appropriate to translate the
Government 's plans for defence spending into cash terms other than by using
the general expenditure planning factors unless a higher figure could be
clearly and precisely justified. Nonetheless the Group recognised the
special problems of the defence budget. The Group proposed that the special

transitional addition to the 1981-82 cash limit should be £275 million; and
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that there should be further special additions to planned expenditure in
1982-83, 1983-84 and 1984-85 of £250 million, £250 million and £225 million
respectively. The Group invited the Secretary of State for Defence to

consider whether he could agree to this approach.

6. In his minute of 3 November the Secretary of State for Defence has
replied that he could settle on the £275 million addition to this year's
cash limit, which the Group proposed, but that to do so would leave a risk
of overspending; that it is unlikely that the 1982-83 figure can be settled
until December, when he will probably wish to put before Cabinet difficult
proposals for savings in defence expenditure which will probably be

necessary anyway; and that for 1983-84 and 1984-85, he cannot accept

MISC 62's proposals without colleagues' knowing of the consequences for

the Government's defence effort, which will not be clear until early in

the New Year.

7. The Chief Secretary, Treasury in a letter of 9 November has asked the
Secretary of State for Defence to consider accepting the MISC 62 proposals
as an overall package covering the four years 1981-82 to 1984-85. The
offer for 1982-83 is conditional on there being no in-year review clause
and no relative price effect allowance, and an agreement to plan to keep
within the resulting cash provision. It is recognised that the Public

Expenditure White Paper figures for 1983-84 and 1984-85 will be provisional.




DEPARTMENT OF THE ENVIRONMENT:

£ million
1982-83 1984~85
Crmd 8175 3,869 3,540
Secretary of State's proposals 4,163
Chief Secretary's proposals 3,778 3,205
Gap 385

2. The housing programme was not discussed by MISC 62, Cabinet agreed on
12 November that further work on the Rate Support Grant settlement in 1982-83
should be on the assumption of council house rent increases averaging

£2.50 a week (CC(81)36th Conclusions, Item 5).

3, To maintain in 1982-83 the 1981-82 volume of capital, management and

maintenance expenditure within the total Cmnd 8175 provision of £3,869 million

would have required rent increases averaging about £4 a week. The decision that
rent increases should average £2.50 means that if the housing total is not to be

increased capital must be cut by £292 million, of which:=

(1) £225 million to offset the lower rent increase,
and (ii) & 67 million to offset additional provision, recommended by the

Secretary of State,for the management and maintenance of housing stock.

4. The Chief Secretary suggested in 0(81)51 that the existing housing total
should be cut by £93 million. This together with the £292 million gives a gap of

£385 million.

5. The table shows the Chief Secretary's proposals for 1983-84 and 1984-85.
Cabinet will need to decide on these in the light of their decisions on 1982-83.

1
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OTHER ENVIRONMENTAL SERVICES (DOE - OTHER)
£ million
1982-83 1983-84 1984-85
Cmnd 8175 ~ 3669 3875 4069

Secretary of State's
proposals 3778 3960 4015

MISC 62's proposals 3668 3810 3965

Gap 110 150 150

The Chief Secretary proposes cuts of £85 million in 1982-83 and £100 million

in 1983-84 and 1984-85 in capital expenditure by the Regional Water

Authorities; and savings of £25 million in 1982-83 and £50 million in each

of the two subsequent years in capital expenditure by local authorities on

services within this programme (refuse collection and disposal, recreation,

planning, assistance to industry, derelict land reclamation and coast

protection).

2, The Secretary of State for the Environment points out that these
reductions involve substantial cuts in public sector investment and would
have an immediate and undesirable impact on the construction industry.
Both water industry and local authority investment have, moreover, been

drastically cut over the past few years.

3. MISC 62 recognises the force of the Secretary of State's objections

to the cuts proposed. Given the choice, they are not the sort of reductions
which the Government should be making. These reductions can however be
easily achieved and involve neither legislation nor the breaking of public
commiements. The Group recommends that the Chief Secretary's proposals

-

should be accepted.




ANNEX B(iii) contd

4, In discussion subsequent to MISC 62, the Secretary of State has

suggested that on these two items taken together the largest cuts to

which he might be able to agree are £80 million in 1982-83 and £100 million

in each of the two following years.




ANNEX B(iv)
Draft of 20,11,81
SOCIAL SECURITY
£ million
1982-83 1983-84 1984-85
Cmnd 8175 revalued 30,197 31,819 33,410
Secretary of State's

proposals as modified by
discussion 29,943 31,667 33,704

Chief Secretary's proposals
as modified by discussion 29,752 31,105 33,115

Gap 191 562 589

The totals above include the effects of the decisions on phasing out the
earnings rule for pensioners and withdrawing 16 year olds' entitlement to
claim supplementary benefit,

2. There are three questions at issue.

Invalidity pensions

3. The Secretary of State has proposed that at the November 1982 uprating
of social security benefits the Government should make good the 5 per cent
abatement in invalidity pensions which was made in 1980. The cost would

be £18 million in 1982-83, £54 million in 1983-84 and £58 million in

1984-85. He argues that at least one specific improvement in social security
is necessary to provide some defence against critics of the Government's
actions in this area; that the 1980 decision to abate invalidity pensions

has been widely criticised as an attack upon the disabled and chronically
sick; and that to restore it in the International Year of the Disabled would

be a popular measure. The Chief Secretary argues that the abatement should
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be restored when benefits become taxable, as we have undertaken to doj; but

not before.

Shortfall in non-pensioner supplementary allowances

L, The Secretary of State has proposed that at the November 1982 uprating
the Government should make good the 2 per cent by which, because of the
under-estimate of inflation in the November 1981 uprating, supplementary
allowances paid other than to pensioners will have fallen in real terms.
The cost would be £28 million in 1982-83, £68 million in 1983%-84 and

£71 million in 1984-85, (The Chief Secretary's proposals already allow for
restoration of the same shortfall for retirement pensions and other benefits
whose real value the Government is pledged to maintain, No such pledge
exists in this case). He argues that it would be difficult to do otherwise,
since in 1981 the Government held down the uprating of these allowances to
make up for the extent by which the 1980 uprating inflation had been

over-estimated.,

Abatement of November 1982 uprating

5, The Chief Secretary has proposed that in the November 1982 uprating short
term benefits not subject to an absolute pledge of price protection should be
increased by 5 per cent less than the increase in the Retail Price Index, The
benefits involved are supplementary allowances, unemployment bemefit, child

benefit, (including one parent: benefit), family income supplement, sickness

and injury benefit, mobility allowances and maternity allowances. The saving
would be £145 million in 1982-83, £440 million in 1983-84 and £460 million in

1984-85, He argues that such a decision could be defended on the grounds that

the incomes of those at work, some of them not much better off than some
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recipients of supplementary benefit, are increasing less rapidly than
prices. The Secretary of State argues that such a decision would be very
difficult to defend, particularly against the background of savings which
have already been achieved in this area such as the abolition of earnings-

related supplement.
6. In discussion outside MISC 62 the $ecretary of State for Social Services
and the Chief Secretary have undertaken to consider a package of proposals

by the Secretary of State with the following elements.

(a) A revised and less expensive proposal for invalidity pensions

than that described at paragraph 3 above: extension of the long

term rate of supplementary benefit to invalidity pensioners,
at a cost of £7 million in 1982-83, £21 million on 1983-84 and

£22 million in 1984-85.

Withdrawal of the Secretary of State's proposal (paragraph 4
above) to make good the 2 per cent shortfall in non-pensioner

supplementary allowances.

Withdrawal of the Chief Secretary's proposal (paragraph 5 above)
to abate by 5 per cent the November 1982 uprating of short-term

benefits not subject to an absolute pledge of price protection.
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NOTE OF A MEETING HELD AT 10 DOWNING STREET ON THURSDAY 19 NOVEMBER 1981 AT 8:30PM
TO DISCUSS PUBLIC EXPENDITURE ON FOREIGN AND COMMONWEALTH OFFICE (INCLUDING THE
OVERSEAS DEVELOPMENT ADMINISTRATION) PROGRAMMES.

Present

The Prime Minister

Secretary of State for Foreign and Commonwealth Affairs
Chancellor of the Exchequer

Chief Secretary, Treasury

Sir Robert Armstrong
Mr D J L Moore

The meeting had before it the Annex on Foreign and Commonwealth Office programmes

to the Home Secretary's draft paper on the work of MISC 62 circulated by the
Prime Minister's Private Secretary on 13 November.

The Chief Secretary, Treasury said that he recommended cuts in the provision

for overseas representation, information and other external services of £10 million
in 1982-83 and of £13 million and £14 million in the two following years; an
increase of £10 million a year in commercial borrowing by the Commonwealth
Development Corporation (CDC), rather than of £20 million a year as recommended

by the Foreign and Commonwealth Secretary; and reductions in the Overseas Aid
Programme in the three years of, respectively, £48 million, £49 million, and

£50 million, of which £18 million, £19 million and £20 million represented the
excess from using the 9 per cent non-pay revaluation factor rather than 7 per cent
which, in the Treasury's view, would be appropriate to this particular programme.
Since MISC 62's discussions the proposal for additional aid to Poland of £60 million
in 1982-83 had been withdrawn in discussions hy the Defence and Oversea Policy

Committee.

The Foreign and Commonwealth Secretary said that, since the BEC's external services,
the British Council and international Bubscriptions were effectively exempted from
the present exercise, the cuts on the FCO's programmes, other than aid, would all

fall on overseas representation. Cuts of the order proposed by the Chief Secretary
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. would lead to the closure of a good number of overseas posts; the criticism of

the Government over the resulting damage to British trade and diplomacy was not
worth incurring for the relatively small savings at issue. The most he could
accept on this part of the programme was savings of £3 million a year. To go
further would involve reductions in trade posts in embassies in Europe and

this would be opposed by the Secretary of State for Trade; labour and agriculiture
attachds were on the payroll of the FCO but he could not cut such posts without
the agreement of the Secretary of State for Employment and the Minister of
Agriculture. He would be willing to accept increases to £15 million a year

in commercial borrowing by the CDC although he might wish to reopen this
decision if it led to threats of resigmnation from the Board of the CDC who had
argued for increases of £30 million a year. It seemed unlikely that the CDC
could borrow abroad without Government guarantee but if such borrowing were
practicable,and if it were then accepted that it should not be scored in the
Public Sector Borrowing Requirement, the possibility could be explored further.
Although his Department did not accept the Treasury's arguments that 'the
re-valuation factor of 9 per cent was inappropriate fto the aid programme he
would, reluctantly, accept the pI:oposed cut of £18 million in 1982-83 and of
£19 million and £20 million in the two following years. He would not, however,
accept the proposed remaining cut of £30 million a year. The aid programme
had already been cut in real terms by 25 per cent since the 1979 Election and to
go further now would raise serious difficulties both within the United Kingdom

and internationally.

The Prime Minister, summing up the discussion, said that in the interests of
achieving the Government's overall objectives for public expenditure there was

a strong case for accepting the Chief Secretary's proposals in full for this
programme. The Meeting were persuaded, however, that the cuts should be as
proposed by the Foreign and Commonwealth Secretary. The Meeting had questioned
whether further savings might be made by reductions in certain trade, labour and
agriculture posts in embassies and the Foreign and Commonwealth Secretary should
consider this further with the other Ministers concerned; the Meeting recognised
that agreement would not be reached in time for decisions to be incorporated in

the present public expenditure exercise.

The Meeting =

1.  Agreed that the total for the Foreign and Commonwealth Office,
programmes should be £1571 million in 1982-83, £1675 million in 1983~84
and £1753 million in 1984~85.

2




2, Invited the Foreign and Commonwealth Secretary, in consultation

with the Chief Secretary, Treasury, to consider further with the

Ministers concerned the number of trade, labour and agriculture

posts in United Kingdom embassies.

19 November 1981
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NOTE OF A MEETING HELD AT 10 DOWNING STREET ON THURSDAY 19 NOVEMBER 1981 AT 12, 15PM
TO DISCUSS PUBLIC EXPENDITURE ON HEALTH AND SOCIAL SECURITY

Present

The Prime Minister

Home Secretary

Chancellor of the Exchequer

Secretary of State for Social Services

Chief Secretary, Treasury

Sir Robert Armstrong
Mr P L Gregson

The meeting had before it the annexes on Health and Social Security to the Home
Secretary's draft paper on the work of MISC 62, circulated by the Prime Minister's
Private Secretary on 13 November, and a minute from the Secretary of State for

Social Services to the Prime Minister of 17 November,
On health, the meeting agreed:

1. That prescription charges should be increased to £1,.30 rather than £1.50
as envisaged by MISC 62,

2, That increases should be made in charges for dental treatment and spectacles,
as proposed by the Secretary of State for Social Services in MISC 62, subject

to the Secretary of State's providing the Prime Minister with details of the
dental charges.

3. That, in relation to the provisions for the Hospital and Community Health
Service (HCHS):

i, no increase should be made to compensate for price increases in
1981-82 in excess of the cash limit factors;
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ii, the proposed reductions of £93m in 1982-83, £98m in 1983-84 and
£101m in 1984~85 should not be made, in order to permit a 1.7 per cent
real growth increase between 1981-82 and 1982-87;

iii. there should be further increases of £43m in 1983-84 and £91m in
1984-85 to permit a small real growth increase in those years,

4,  That no extra provision should be made to permit certaingroups of NHS

staff to receive increases of more than 4 per cent in the next pay round on
the understanding that the Secretary of State for Social services would use
his best endeavours to keep increases to not more than 4 per cent but might

need to re-open the matter in the light of developments.

5. That, subject to approval by the Cabinet, legislation should be
introduced to charge motor vehicle insurers for the cost of treating

casualties in road traffic accidents either in the 1982 Finance Bill (if

this proved practicable) or in the 1982-83 Session.

6. That the National Health Contribution should be increased by 0,1 per

cent,
On social security the meeting agreed:

1. That, contrary to the conclusion reached in MISC 62, the pensioners’
Christmas bonus should remain at £10, with no change in coverage, subject
to further consideration of whether the savings to be derived from
excluding those under 70 would justify the controversy which might be

provoked,

2. That supplementary benefit should be withdrawn from 16 year olds (offset
by payment of child benefit in respect of them) from November 1982,

3. That the phasing out of the earnings rules for pensioners should be
deferred until 1984,
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L, That savings should be made from miscellaneous amendments to
supplementary benefit rules amounting to £50m a year in 1983-84 and 1984-85,

and a smaller sum in 1982-83,

5. That further consideration should be given to a package of proposals
by the Secretary of State for Social Services with the following elements:

1. a revised proposal relating to the abatement in invalidity pensiong
which would involve increases of only £7m in 1982-83, £21m in 1983-84
and £22m in 1984-85;

ii, withdrawal of the proposal to make good the 2 per cent shortfall

in non-pensioner supplementary allowances;

iii, withdrawal of the proposal of a 5 per cent abatement in the Novembe
1982 uprating of short term benmefits not subject to an absolute pledge

of price protection,

19 November 1981
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NOTE OF A MEETING HELD AT 10 DOWNING STREET ON WEDNESDAY 18 NOVEMBER 1981
AT 8:30pm TO DISCUSS PUBLIC EXPENDITURE ON ENVIRONMENTAL SERVICES

Present
The Prime Minister

Home Secretary Chancellor of the Exchequer

Secretary of State for Secretary of State fo
the Environment Wales -

Chief Secretary, Minister for Local Government and
Treasury Environmental Services

Minister for Housing and Parliamentary Under Secret of State
Construction Scottish Office (Mr Hifki%

!

Mr P L Gregson
Mr D J L Moore

NN

The meeting had before it the Annex on the Department of the Environment's
other environmental services to the Home Secretary's draft paper on the
work of MISC 62, circulated by the Prime Minister's Private Secretary on

13 November.

The Home Secretary said that, by comparison with the Secretary of State for
the Environment's proposals for this programme, the Chief Secretary, Treasury
had recommended cuts totalling £110 million in 1982-83 and £150 million in
each of the two following years. These proposed cuts were made up of

£85 million in 1982-83 and £100 million in each of the two later years in
capital expenditure by the Regional Water Authorities with the balance
coming from cuts in capital expenditure by local authorities on their
services within this programme (refuse collection and disposal, recreation,
planning, assistance to industry, derelict land reclamation and coast
protection), MISC 62 had recognised the force of the Secretary of State
for the Environment's objections that such cuts would fall on capital
programmes which had already been drastically reduced over the past few
years and would be damaging to the construction industry. On the other
hand, in contrast to many of the options considered by MISC 62 for other
programmes, these reductions could be easily achieved in practice and would
involve neither legislation nor the breaking of public commitments. In view

of this, and of the overriding objective of reaching agreement on public
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expenditure totals as near as possible to those proposed by the

Chief Secretary in C(81)51, MISC 62 had recommended that the Chief Secretary's
proposals for this programme should be accepted. If they were the total
provision for the programme would be, from 1982-83, £3635 million,

£3764 million, and £3909 million.

The Secretary of State for the Environment said that although such cuts
could be made they were sensitive politically. They would fall on the
private sector construction industry, where unemployment was already high,
and the industry would be bitterly critical of the Government for this.
The most by which he could agree to reduce his own proposals for the
programme would be £80 million in 1982-83 and £100 million in each of the
two following years. This was short of the Chief Secretary's proposals
by £30 million in 1982-83 and by £50 million in each of the following
years. MWhile these figures might seem small in the context of public
expenditure totals overall they were significant in relation to the
particular capital programmes concerned and to the current problems of
the construction industry. Before reaching final decisions on these
programmes there were two other proposals which he would like to discuss
urgently with the Chief Secrefary. TFirst, he now had proposals for
introducing private sector financing into the water industry and this
could lead to reductions in public expenditure in the later years of the
Survey period. Secondly, he wished to discuss the treatment of local
authority capital receipts from the sale of land and other assets. The
latest returns showed that such receipts in 1981-82 might be £700 million
higher than expected and if they were not spent in the year this would lead

%o a net reduction in public expenditure. He would like to consider

whether, contrary to preéent practice, these receipts could be used to

finance investment in 1982-83 which would not then be scored as additional

public expehditure.

The Prime Minister, summing up the discussion, said that while the meeting
recognised the disadvantage of capital cuts on these programmes it was
necessary to make them in full, as recommended by MISC 62, if the Government's
overall objectives for public expenditure were to be achieved., The Secretary
of State for the Environment should, therefore, consider urgently, and in
advance of the meeting of Cabinet on 26 November, whether he would be willing

to accept the programme for ofher environmental services recommended by MISC 62.




The meeting noted that he would also write to the Chief Secretary,
Treasury on the suggestions, which he wished to discuss, for the
financing of the water industry and for the treatment of local

authority capital receipts.

The Meeting =

Invited the Secretary of State for the Environment to
report further, and as soon as possible, as indicated
by the Prime Minister in her summing up of their

discussion.

18 November 1981
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cc Mr Mathews
Mr Burns
Mr Middleton
Mr Cassell
Mrs Gilmore
Mr Norgrove

DAVID BLAKE ARTICLE - 1982-83 PSBR

Mr Cassell's minute of today quotes paragraph 16 of the final version of the
Cabinet paper for 20 October as put to colleagues. You should know that the
earlier version which went to the Prime Minister was a little different in
that instead of saying :-

"I am convinced that we cannot at this stage plan for a
1982-83 PSBR larger than some £9 billion (at current prices)
or about 3% per cent of GDP, in line with what we have announced;

t
.---t“'

finally, it said :-

"I am convinced that we cannot now plan-for a 1982-83 PSER

bigger than we envisaged in March .....".

The change was made by the Chancellor himself in the course of, fairly sub-
stantial redrafting to the whole of this paragraph. We had an opportunity

to look at this redrafting, and indeed did make some comments on it; but

did not advise returning to the previous version on this particular point. I
recall we did wonder whether we should suggest that the figure of £9 billion
should be in some way qualified by reference to "effects of civil service strike
etc", but we felt - and in the light of later events I think we were right - that
this would just raise suspicions and hares and worry people. (Indeed the Chancellor
may have felt that the earlier version raised this risk ’which was ong reason for
the change). The full arithmetic was spelt out for the benefit of the Chancellor
in brief E amongst the bundle provided for the Cabinet meeting; and in fact the
point that the arithmetic lying behind the Chancellor's proposals led to a PSBR
rather less than £9 billion had emerged earlier at a meeting of departmental
economic advisers which Mr Burns had arranged. And of course the Chancellor

has since had Mr Middleton's note of 12 November, and my crib of 13 November,
which sets out all the figures very clearly.




2. Nevertheless with the benefit of hindsight it is possible that some
colleagues may have taken the Chancellor's £9 billion figure not as being

a maximum, with the actual figure really rather less; but as also being,

in effect, a minimum. In other words, they may not have realised that
whether you look at it from the point of view of starting from the MTFS
(which means that you should deduct the civil service strike and other
adjustments) or whether you look at it from the point of view of the autumn
forecast (which in order to get at tolerable interest rates points to a some-
what lower figure) the £9 billion is in the Chancellor's view too high (as
seen at this stage - naturally a further judgement will be made before the
Budget) and was put in solely as a top-end figure to deal with claims that
we might now decide to move upwards:from the MIFS figure. (I take it that
thig}\%ga in the Chancellor's mind in making the change.) That there may be
a m:fsconcaption here is borne out by the reference - presumably deriving from
a leak - about half way down in the second column of the David Blake article
where he says "in his discussion with other departments, the Treasury has
been talking of public borrowing next year being limited to £9,000 million....".

3. We shall have to consider how this is handled in the Industry Act forecast,
for instance, and also in the briefing for the Cabinet discussions on 2‘6 November.
(And is likely to come up sooner - when the Treasury returns in front of the TCSC
next Wednesday). In current discussions with colleagues, it seems to me the line
to take is :=-

a. What was said in the 20 October Cabinet paper about
the £9 billion was very much the top limit, and in
any case the £9 billion itself would require adjustment
eg for the civil service strike.

The 20 October Cabinet paper also made it clear that
interest rates pressures might, at the end of the day,
call for something lower.

David Blake's article says nothing new - the points
he makes are all taken up in the Chancellor's arithmetic
[though the paper itself for 20 October d:i.d_ not say sol.




d. There are very excellent reasons, quite apart from the
PSBR, for trying to get at public expenditure totals
as close as possible to the Chancellor's and Chief
Secretary's proposals - thus the effects on confidence
in the markets, political considerations relating to
overrun on Cmnd 8175, and the Government's general
political stance relating to public expenditure.

4. You told me that Mr Scholar at No 10 had been on to you on the David Blake
article. You will no doubt be considering whether if Mr Cassell's note is to
be conveyed to No 10, it would not be a good thing, as the Chief Secretary
suggested, also to send across Mr Middleton's note and my crib sheet. But
this is something you would presumably want to consult the Chancellor on. I
would hope that for the Chancellor and the Chief Secretary the position and the
figures are all now very clear; the purpose of this present note is to draw
attention to this potential ambiguity over the quality of the £9 billion as
quoted in the 20 October paper, so as to try to ensure that there is no
further misunderstanding.

5. Of course at the end of the day (Budget time) the Chancellor may actually
go for - or be forced to - a PSBR much nearer £9 billion cash than the £6%
billion underlying the 20 October paper. To that extent arguably it is better
for the £9 billion to gain currency in the Press than something lower! But this

is not a point for wide use. %‘
, . 3

E P KEMP
18 November 1981
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CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
Financial Secretary
Economic Secretary
Minister of State (L)
girBA Rawlinson

urns
Mr Bridgemagr Middleton
Mr Kemp
Mr Evans
Mrs Lomax
Mrs Gilmore
Mr Ridley
Mr Cropper .
Mr Harris

"£3,000m. BONUS FOR NEXT BUDGET"

Two quick points on David Blake's article in The Times today.

2 First, the story does not bear out the headline. Hal f-way
through the article Blake admits that the components producing
this "bonus" - the spill-over of taxes into 1982-83% as a result

of the civil service dispute and sales of assets (including BNOC) -
would have no economic impact. The first is an accident of timing:
the "gain" in 1982-83 would justify higher expenditure only if the
"loss" in 1981-82 had been the cause of a reduction in spending
(which it plainly was not). The second, asset sales, should reduce
the PSBR but will also reduce the capacity of the private sector to
buy government debt: so the net effect on money supply and interest

rates will be negligible.

D Second, these factors were taken into account in the arithmetic
underlying the paper you put to Cabinet on 20 October. Some £4 billion
was allowed for delayed tax receipts, and the PSBR 'target' adjusted
accordingly, though this was not mentioned in the final version of

the paper circulated to Cabinet - which included only the crude

£9 billion figure (as an upper limit). The allowance for asset sales
in the forecast did not include the whole BNOC disposal (which had

not then been proposed) - but for the reasons given above such sales
are irrelevant to the judgement on the PSBR appropriate for next

year. . Paragraph 16 of C(81)50 said:
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"Not until the time of the next Budget will I be able to
take a final view as to what we should aim for. But,
particularly in view of the risks on interest rates and the
effect on market confidence, I am convinced that we cannot
at this stage plan for a 1982-8% PSBR larger than some

£9 billion (at current prices), or about 3% per cent of GDP,
in line with what we have announced; indeed the possibility
cannot be excluded that when final decisions have to be made,
interest rate pressures will call for something lower."

Lying behind this last warning was the thought that the PSBR
planned for next year would need to take account of such factors
as the tax spill-over and any major changes bearing on interest
rates (eg in the programme for asset sales). There is no recently
discovered 'bonus' that would lead you to change the judgement you
put to Cabinet in October.

F CASSELL
18 November 1981
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Treasury Chambers, Parliament Street, SWIP 3AG
D A Edmonds Esq
Private Secretary to the
Secretary of State
Department of the Environment
2 Marxham Street
London SW1P 3ED 18 November 1981

-

Des Doid

PUBLIC EXPENDITURE
Thank you for your letter of 17 November.

The Chief Secretary has noted your Secretary of State's views.

But he still thinks it would be useful to discuss housing

capital this evening, and he has asked me to let you know that

he intends to raise the matter. I understand that the Secretaries
of State for Scotland and Wales have beeu invited to the meeting
for this purpose.

I should add that the Chief Secretary will be interested to learn
what further information has come to light since the Cabinet
discussed this subject on Thursday last, and which has led your
Secretary of State to commission further work on the housing
capital and maintenance programmes.

I am copying this letter to Michael Scholar (No.10), John Halliday
(Home Office), John Wilson (Scottish Office), John Craig (Welsh
Office) and David Wright (Cabinet Office).

Yaw» sfucm\j
Te'nj P/IQT[@%

T F MATHEWS

Private Secretary




PRIME MINISTER

Publie Expenditure:

Foreign and Commonwealth Office (including aid)

There is no need to discuss Poland. OD agreed on 12 November that as things
stand at present no new public expenditure on aid to Poland should be undertaken
in 1982; but that it might be necessary to reconsider the provision of extra

aid if circumstances change during 1982.

2.  Without Poland, the gap between the Chief Secretary's and the Foreign and
Commonwealth Secretary's proposals becomes £68 million in 1982-83; and stays at
£72 million and £74 million respectively in 1983-84 and 1984-85.

3.  The main question is the level of aid expenditure: the Chief Secretary
proposes cuts of £48 million in 1982-83, £49 million in 1983-84 and £50 million

in 1984-85.

4. The other two questions at issue - overseas representation and other external

services (£10 million, £13 million and £14 million) and overseas borrowing by

the Commonwealth Development Corporation (£10 million a year) can probably only

be settled in the context of an agreement on aid.

Ry

18 November 1981
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The paper tabled on health and social sbourity programmes
fairly summarises the issue for discussion at our meeting this
evening, but it does not fully bring out how far I have already
gone to help Treasury colleagues. My proposals already make up
an exceedingly tough political package.

On health, I have agreed to the following:

withdrawal of bids amounting to £184 million in 1982/83
and more in later years (some of these reflect un-
avoidable demand, eg. wheelchairs for the disabled,
welfare milk for children, which will have to be met
by cuts in other central services, eg. research);

prescription charges at £1.50 (instead of £1.15 for
inflation); we should remember that when the Government
took office the prescription charge was %2? and is now £1.

higher charges for dentures and dental crowns (up to £100)
and for a course of routine dental treatment (up to £13,
the full cost); -

higher charges for spectacles (up to £40);

efficiency savings well in excess of those proposed by
Patrick Jenkin, fully up to the limit of what is
realistic and carrying risks that standards of service
will suffer;




reducing the proposed growth rate for hospital and community
health services in 1983/84, 1984/85 by half to the minimum
of one per cent necessary to maintain standards for the

growing number of very old people and to allow ioofors to

make use of important medical advances - it will leave no
room for improvements in care which require extra resources;

provision for pay which will mean that this year and next
NHS staff will suffer a cumulative reduction in living
standards of between 9 and 12 per cent.

_

my proposals for 1982/83 entail already a reduction in real
terms in expenditure on the NHS,

On social security, we start from the position that £1.4 bn has
already been cut in the past two years. On top of that, I have
already agreed -

- to withdraw bids amounting to £172 m in 1983/84 - all on
points where we are vulnerable to political ecritieism;

- to accept a cut on administrative expenses worth £30 m
in 1983/84;

- to save half the expenditure on the Christmas bonus, by /f 00
/ making it more selective (£50 m); SW"
weld L
Ve Tom S
to defer the phasing out of the earnings rule (despite our
manifesto pledge) saving £28 m in 1983/84 and £95 m in
1984/85;

\//f/’to abolish supplementary benefit for 16-year olds (saving
7 £35 m in 1983/84);

to seek to find additional supplementary benefit savings in
1983/84, as suggested by MISC62 and I shall be discussing
these with the Chief Secretary.




As you will know from the Chancellor's minute of 17 November,

it is proposed that there should be an urgent Social Security
Contributions Bill introduced shortly to increase contributions,
possibly entailing a steep increase in employees' contributions.
Concurrently my Social Security Bill will require amendment to
make certain of the changes proposed above (Christmas bonus;
supplementary benefit for 16 year olds). At the same time it is
becoming evident that the 1981 uprating next week will have

left a two per cent shortfall in the value of benefits: this
will be made good for the retirement pension and other "pledged
benefits" in November 1982, but for the other benefits,
including supplementary benefit, it immediately raises the
question whether we shall similarly make good the shortfall next
year (as we are recovering a one per cent overshoot in this
year's uprating). If we do not, we have a two per cent abatement
before we start. Finally, the abolition of earnings-related
supplement for which we legislated in 1980, takes effect in
January, and will markedly reduce National Insurance benefits
for many of those becoming unemployed or sick next year. We
face considerable political difficulties on this point.

I am copying this minute to Willie Whitelaw, Geoffrey Howe,
Leon Brittan and Sir Robert Armstrong.

% @::q v 2%,

[§ November 1981




SECRET

NOTE OF A MEETING HELD AT 10 DOWNING STREET ON TUESDAY 17 NOVEMBER 1981 AT 08,15
TO DISCUSS PUBLIC EXPENDITURE ON AGRICULTURAL PROGRAMMES

Present

The Prime Minister
Home Secretary

Minister of Agriculture, Fisheries and Food

Secretary of State for Scotland
Secretary of State for Wales
Chief Secretary, Treasury

Sir Robert Armstrong
Mr P L Gregson

The meeting had before it the Annex on Agricultural Programmes to the Home
Secretary's draft paper on the work of MISC 62, circulated by the Prime Minister's
Private Secretary on 13 November, a letter from the Minister of Agricﬁlture,
Fisheries and Food to the Chief Secretary, Treasury of 13 November, and the

Chief Secretary, Treasury's reply of 16 November,

The Chief Secretary, Treasury said that a basis for agreement had been identified

on all the issues except that of capital grants., He had originally sought savings
on that item of £30m in 1982/83, £50m in 1983/84 and £50m in 1984/85, In view

of the savings on fishery protection vessels offered by the Minister of
Agriculture in his letter of 13 November (amounting to £3m in 1982/83, £9m in
1983/84 and £6m in 1984/85), he would be prepared to reach an overall settlement
on the agricultural programmes, if the Minister of Agriculture could agree to
savings on capital grants of £15m in 1982/83, £25m in 1983/84 and £25m in 1984/85;
the overall totals for the programmes of the agricultural departments would then
be £1027m in 1982/83, £970m in 1983/84 and £987m in 1984/85, The position in
relation to the bheef premium, the rate of allowance for hill cows, and

adaptation aids for glasshouses would be as set out in his letter of 16 November,

The Minister of Agriculture said that he had originally argued for an increase in

capital grants, mainly because of the serious position of United Kingdom producers
of agricultural machinery, A cut in grants was very difficult to justify at a

time when capital investment in agriculture was already depressed, This was




demonstrated by the fact that a £20m shortfall in take up of grants had been
assumed over the survey period and the Secretary of State for Scotland now
believed that there was an additional shortfall in take up of grant in Scotland
of £8m in 1982/83, £10m in 1983/84 and £11m in 1984/85, A reduction in capital
grants would have a bad psychological effect on the agricultural industry which
was suffering from a severe fall in farm incomes and from the burden of high
interest rates on large overdrafts, The Chief Secretary, Treasury said that,
provided that the projected shorfall in Scottish take up of capital grants could
be shown to be valid, he could accept these reductions as counting towards the
desired savings on capital grants, In the interests of reaching an agreement he
was prepared to seek further savings of only £4m in 1982/83, £6m in 1983/84 and
£8m in 1984/85., This would mean that the total provision for the programme of
the agricultural departments would be £1030m in 1982/83, £979m in 1983/8%4 and
£993m in 1984/85,

The Minister of Agriculture said that he was prepared to agree to these totals

provided that it was open to him, with the help of other agricultural ministers,
to find the remaining savings without reducing capital grants, He would like to
announce the £2 increase in the rate of allowance for hill cows by the end of the
weel; an early announcement was also desirable about the extension of adaptation
aid for glasshouses, which could be found within the agreed public expenditure
total for 1982/83,

The Prime Minister, summing up the discussion, said that it was agreed that the
totals for the agricultural departments' programme should be £1030m in 1982/83,
£979m in 1983/84 and £993m in 1984/85. The corresponding totals for the
programme for the Intervention Board for Agricﬁltural Produce were £664m, £661m
and £677m, This agreement was however conditional on it being shown that the
provisions for capital grants could properly be reduced by £m in 1982/83, £10m
in 1983/84 and £11m in 1984/85 to reflect shortfall in take up in Scotland and
on further savings being found by the Minister of Agriculture, with the help of
other agricultural ministers, of £4m in 1982/83, £6m in 1983/84 and £8m in
1984/85, As soon as the position about the Scottish shortfall had been
confirmed, the Minister of Agriculture could go ahead with the announcement about
the increased allowance for hill cows, On aid for glasshouses, while those
present at the meeting were sympathetic to the proposal, the Secretary of State
for Industry, in his letter to the Chief Secretary of 13 November, had seen

2
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difficulties because of the resentment which might be caused in manufacturing
industry; the Minister of Agriculture should therefore discuss this matter
further with the Secretary of State for Industry, keeping the Chief Secretary,

Treasury informed, with a view to reaching agreement on an early announcement,

The Meeting -

1, Agreed, subject to the points made in the Prime Minister's summing up, tiat
the public expenditure totals for the agricultural departments' programme
should be £1030m in 1982/83, £979m in 1983/84 and £993m in 1984/85 and that

the corresponding totals for the IBAP programme should be £664m, £661m and
£677m.

2, Invited the Minister of Agriculture, Fisheries and Food to make an
announcement about the increased allowance for hill cows, subject to the
point made in the Prime Minister's summing up.

3. Invited the Minister of Agriculture, Fisheries and Food to have further
discussions with the Secretary of State for Industry about the extension of
aid for glasshouses, on the lines indicated in the Prime Minister's summing

Upe

17 November 1981
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My ref:

Your ref;

17 November 1981

PUBLIC EXPENDITURE

Thank you for sending me a copy of your letter of 16 November to
Michasel Scholar, about public expenditure, suggesting that it would
be helpful to have a discussion of housing capital and mznagement
meintenance at *.he meeting on Wednesday evening.

That is not the view of my Secretary of Staete. He hes asked me to
say that following the discussion at Cabinet last week, and the clear
sgreements recorded in the Prime Minister's summing up and the
Cabinet conclusions, it is his understanding thast further discussions
of housing cspital should tgke place in the context of Cabinet's
further discussions of the 1981 Public Expenditure Survey.

Further, . my Secretary of Stete hass put in hand more work on the
housing capital and maintenance programmes in the light of the
Cabinet's discussion, which cannot be completed at a day's notice.
He has therefore asked me to say that he is not in a position to
accept the Chief Secretary's suggestion of discussion tomorrow.

I zm copying this letter to the recipients of your letter of
16 November - Michael Scholar (No 10), John Halliday (Home Office)
end David Wright (Cabinet Office).

D A EDMONDS
Private Secretary

F Mathews Es
ggﬁagief gecretaryq




PRIME MINISTER

Public Expenditure: Health and Social Security

HEALTH

You might suggest that the discussion should concentrate on the main outstanding
issues identified in the Annex on Health to the Home Secretary's draft MISC 62

report.

Hospital and Community Health Service (HCHS)
2 The three questions at issue under this heading are as follows:
a. The Secretary of State wishes to increase planned expenditure to
compensate for the effects of 1981-82 price increases above cash limit_
factors (cost: £41 million in 1982-83, £44 million in 1983-8%4, s:ﬁ million
-

in 1984-85),

b. The Secretary of State proposes 1.7 per cent real growth in 1982-83,

The Chief Secretary proposes no real growth (saving: £93 million, £98 million,
£101 million). -

¢, The Secretary of State proposes 1 per cent real growth per annum in
198%-84 and 1984-85, The Chief Secretary proposes no real growth (saving:
£86 million in 19835-84 and £182 million in 1984—85).

The following public commitments are relevant:
a. The 1979 Election Manifesto said "It is not our intention to reduce

spending on the Health Service; indeed we intend to make better use of

what resources are available",




b. On 8 April 1979 you said at Beeston "We shall not reduce the resources
devoted to the Health Service'.

c¢. On 27 April 1979 Mr Jenkin said at Peterborough "In their Public
Expenditure White Paper published at the beginning of the year the
[Labour] Government set out their spending plans for the National Health
Service over the four years up to 1982-83, This provides for a modest
growth in National Health Service spending, These spending plans will be

at the very least maintained by a Conservative Government",

d. On 22 January 1980 you said in answer to a Parliamentary Question from
the Leader of the Opposition: "Our pledge that we shall keep up
expenditure on the National Health Service as we gave it in the election
will be maintained",
These statements, and particularly that at 3(c), appear to commit the
Government to maintaining in real terms the growth in HCHS expenditure planned
by the previous Govermment, This would imply accepting both the Secretary of
State's proposals at 2(a) and (b) above.

4, The Chief Secretary will point out that these commitments were made before
the Government introduced cash planning. He may suggest that savings can be
found by increasing efficiency. But the Secretary of State's proposals already
assume increases in efficiency higher than the CBI have proposed for the Health
Service; and he will probably argue that there is no scope to do better. To
plan on unrealistic assumptions about efficiency is likely to result in a fall in

standards.

D% It is unlikely that these questions can be settled outside the Cabinet
without some compromise between the Chief Secretary's wish to preserve the
principles of cash planning and the Secretary of State's concernm about the public
commitments made. So far as cash planning is concerned, the Chief Secretary is
likely to be particularly keen to resist the '"validation" of the 1981-82 price
increases., Discussion in MISC 62 suggested that the Secretary of State might be

———
willing to forgo that so long as he secured the 1.7 per cent volume increase in
_,—--"""' —— ——
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1982-83 and some volume increase (say 4 per cent) in 1983-84 and 1984-85, in
recognition of increased demands on the HCHS (resulting, for example, from the
growing proportion of old people in the population). This would involve the
Chief Secretary's revising his proposals upwards by £93 million next year, about
£150 million in 1983-84 and about £190 million in 1984-85,

National Health Service Pay

6. The extra provision for NHS pay (£100 million in 1982-83, £106 million in
Ymhave | 19gs 8 and £111 million in 1984-85) has been agreed to be desirable in
g‘*n)bﬁg principle, mainly because it may be necessary to avert a damaging industrial
a feybfvhhh\ dispute with the nurses. The Chief Secretary is reserving h%? position until he
absale M can be sure that he does not have to make too many concessiors on other items.
OUV) 5“") Road Traffic Accidents

pov ki3 R

7. MISC 62 took the view that there was no prospect of the necessary
legislation being passed in this Session and there are some difficult legal

l'issuea. If this proposal does 222 go ahead, the Chief Secretary will have to

forgo savings of £6 million in 1982-83, £93 million in 1983-84 and £101 million
— ——
in 1984-85. e F

National Health Contribution

8. The Secretary of State may suggest that the gap between the Chief Secretary's
proposals and his own should be closed by increasing the National Health
Contribution (part of the employee's National Insurance contribution), A 0,1 per
cent rise has the same effect on the PSBR as a £100 million cut in Health Service
expenditure - though it does not affect public expenditure totals, But as you

are aware from the Chancellor of the Exchequer's minute of 12 November any such

decision would be on top of the hefty increase in National Insurance
contributions which will probably be necessary next year.

SOCTAL SECURITY

9, 0f the three questions at issue the most important is the Chief Secretary's

pes 3
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proposal that in November 1982 short term benefits not subject to an absolute

pledge of price protection should be increased by 5 per cent less than prices,
(saving £145 million in 1982-83, £440 million in 1983-84 and £460 million in
1984-85). The benefits concerned are:

a. a group of "family" benefits - child benefit, one parent benefit, family

income supplement, and maternity allowancej;
PR o=
b. sickness and injury benefit and mobility allowances;
c. supplementary allowances;
———
d. unemployment benefit.

You will want to explore the political implications of explicitly reduc1ng the

value of these benefits, In particular:

a. Would it be necessary to announce decisions on these benefits at about the

gsame time as a decision to increase employvee contributions?
—

i —

b. Could the Government's critics successfully argue that decisions to
reduce the real value of social security benefits were inconsistent with past
undertakings? Although the Government is:ﬁgipledged to protect the real
value of the benefits in question, the Chancellor of the Exchequer said in
the House on 26 March 1980 "Any civilised society should provide a safety net
below which a poor person's standard of living should not fall ... . No
action we take should be at the expense of the really weak and needy".

11. You may wish the Cabinet as a whole to reach a decision on this question. But

—
if there is to be a compromise the obvious approaches are:
————

a. to abate the uprating by less than 5 per cent;
.

]

b, to abate the uprating of some but not all of these benefits. (Chila

-
benef1t, supplementary allowances and unemployment benefit account for most

\§o

of the expenditure at issue: respectively 35, 35 and 20 per cent of the total
spent on these 'unpledged' benefits.)

yu’




12, The other two questions at issue - making good the 1980 abatement in
invalidity pensions (£18 million, £54 million and £58 million) and making good

in 1982 the underestimate of inflation in the 1981 uprating of non pensioner

supplementary allowances (£28 million, £68 million and £71 million) can probably
only be settled in the context of an agreement on the Chief Secretary's 5 per cent

abatement proposal.

R

P L GREGSON

17 November 1981




Public Expenditure: Housing, and Other
Department of Environment Expenditure

You will probably wish first to discuss housing on the basis of the factual note
attached to the letter of 16 November from the Chief Secretary's Office, and then
the Annex on other environmental services attached to the Home Secretary's

draft report. The Secretaries of State for Scotland and_§;;#a;I:;h;;;£_£ave

some interest in the second item and you may like to invite them to stay on for
T ————————

it if they so wish,
#-—'—-—'-—-‘--‘-I———

Housing

=

2.  The Secretary of State for the Environment may well be reluctant to discuss

ﬁ
housing on the grounds that this is an issue already before the Cabinet as a

whole, on which many Ministers not present at this small meeting may have views.
However the same applies to most other important expenditure issues., It is the
Cabinet's clear wish that all the outstanding expenditure issues should be

S ——
resolved as far as possible before the overall position is reported back to them,
———————————————— —— e+ ey

3. When Cabinet discussed the Rate Support Grant settlement, and related

housing questions, on 12 November they:

i. commissioned further work on the RSG on the assumption, inter alia,
of council house rent increases averaging £2,50 a week;
S—
ii., asked the Secretary of State for the Environment to consider
urgently with the Chief Secretary the treatment of surpluses on housing

revenue accounts; T ——




iii, agreed that the public expenditure for housing capital and
maintenance should be considered fu.rther in the light of the final
decision on rents and in the con‘tex‘b of thelr further discussion of

the 1981 Public Expenditure Survey (CC(81)36th Conclusions, item 5).

Turther work on the RSG is in progress and this should be ready for discussion
next week, The Secretary of State and the Chief Secretary are discussing the
rtment of surpluses and it shuuld not be necessary for your meeting to go
into this, The remaining issue is the expenditure prom housung capital

= e R e
and maintenance.

4, The present total for housing in 1982-83 is £3862 million, If that total
were to stand, and if the 1981-82 volume of housing capital and maintenance
expenditure were to be mintained,mil house rents would have had to
increase by about £4 a week, The decision that the rent increase Pshould
average £2,50 1eadmu’ Secretary to argue that capital must be reduced
by £225 million and the additional bid of £67 million for maintenance refused;
hence the total of £292 million in line 8 of the table circulated for your
meeting, The Chief-ge-(:;‘:tary's further proposal that the existing total should

———

be reduced by £93 million increases the gap to £385 million,
— “—_—____-

5. The Secretary of State for the Enviromment will argue for his additional
£292 million, and no cut, on the grounds that:

i. housing capital has already been slashed (by &2 per cent between
1979-80 and 1981-82) at a time when total households are growing at a

net rate of 150,000 a year;
————

ii. housing capital expenditure provides relatively more jobs than many

other kinds of expenditure;

iii. cuts will jeopardise the Government's low cost home ownership and

home improvement policies;

iv, it would be realistic, in the 1ight of outturn in 1981-82, to

e —— e
assume that local authorities will want to spend more on management and

maintenance.,

—




The Chief Secretary, Treasury is likely to respond on the following lines:

i, he had not wished to advocate capital cuts but this is a necessary

consequence of the decision to subsidise current expenditure through low
—

rent increases;
_-.#—-'

ii, he would not accept that jobs in housing construction can be provided

at exceptionally low public expenditure cost;

iii, private sector housebuilding starts are, according to the latest

figures, 10-15 per cent up on a year ago, although completions are still

falling;

iv.  local authorities can spend the proceeds from council house sales on

more new investment; +the more successful they are in house sales the more

able they should be to maintain or even improve the volume of new capital

spending,

T It is unlikely that this matter can be settled outside Cabinet on the basis
_‘-_—lll-lw

either of the Chief Secretary's proposed cut of £93 million or the Secretary of

State for the Environment's proposed addition of £292 million, In view of the

overall public expenditure position you will want to try and close the gap of
£385 million at the lowest acceptable level.

—————

8. In the light of the discussion you will wish either to agree on figures for
recommendation to Cabinet or to agree on a narrower range of options to be put

to Cabinet or, at worse, accept that Cabinet will have to decide on the present

range. For Scotland and Wales your aim will be to agree that they should take

the formula consequentials of the decision on England.

9.  Although housing was not discussed by MISC 62 you may wish to consider
whether, as a matter of convenience, the Home Secretary might report on the

position reached in his memorandum to the Cabinet on_public expenditure. If the
figures are agreed at your meeting a paragraph in the main report should suffice,

If not, an annex explaining the issues will be necessary and the Cabinet Office
could draft it.




Other Environmental Services

10. There is nothing of substance to add to Annex B!iv) attached to the Home
Secretary's report, MISC 62 acknowledged that capital cuts on water and local

e —————
authority environmental services were not desirable but concluded that they could,

and should, be made as a necessary contribution to the overall expenditure target.

11, All the other Ministers concerned have agreed to the local authority capital
programmes for which they are responsible. It ought to be in the Secretary of

State for the Environment's interests to do likewise and quickly: wuntil this is

agreed he cannot make the final calculation of the interest charges on capital

expenditure which feed into the RSG arithmetic,
e ————— =

12, Your aim in this part of the discussion will be to press the Secretary of
State very hard to agree to accept the cuts. If necessary the Secretary of

State's reservations about these cuts, and the fact that he accepted them only
~with great reluctance, could be recorded in the Home Secretary's report to the
Cabinet,

Property Services Agency

13, As the draft report makes clear, agreement has been reached on the
reduction of £20 million a year in planned expenditure by the PSA, Other
#—“

Ministers will, however, have to accept that this could have repercussions for
their own building plans and programmes. This should not require further

discussion at your meeting,

N N
\/'/ i / /

P L GREGSON
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Treasury Chambers, Parliament Sireer, SWIP 3AG

Rt Hon Sir Keith Joseph MP
Secretary of State
Department of Education
and Science

Elizabeth House

York Road
London SE1l 7PH 16 November 1981

DEFP

-

Thank you for your letter of 11 Noggmﬁgg recording your agree-
ment to a proposition I had put to you on 9 November. [That
proposition involved an additional £?i million for science

and £1 million for the universities anc (contingent on
Cabinet's decision about WNHS pay) in 1982-83 in return for
which you would renounce your claim to £100 million of the
additional allocation to local authority expenditure proposed
by Michael Heseltine.

I accept that the central government element applies also to
the subseguent years of the Survey period. Ls for the local
authority element officials will be discussing this very soon,
consequent on Cabinet's decisions of 12 November.

I do not now need to reply to your earlier letter (9 November),
which I think has been overtasken by our discussion and the
settlement we have reached.

I am sending copies of this letter to the Prime Minister,
Willie Whitelaw, Michael Heseltine and Sir Robert Armstrong.

\_7

Sl

LEON BRITTAN
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MISC 62 - HOUSING

Thank you for sending me & CODY of your helpful 1etter of 2 November
to Willie Whitelaw. I wes glad to see that you found attrasctions of
principle in my proposal on the trestment of HRA suggluses. In the
mesntime, Cebinetihes recognised the jmportence of Ts problem end
hes invited us to consider it urgently. To fscilitate the discussion
have now srrenged for tomorrow, it may be uceful if I set
inki the fsctusl background to it. In doing so, I
fne various queries set out in your letter.

Pengps 1 might begin by commenting on your observation that, at

, surpluses 'go into the gemeral rate fund end the method of
celcu ble to individuel suthorities is, in substance,
the mechanism we have for ensuring that local suthorities comply
with our policy on rents.' There ere two very importent points to
meke here. The first is that suthorities sre not at present obliged
to transfer HRA surpluses to the genersl rate fund (GRF), snd indeed
we have no powers to meke them 80 sO. Second, the RSG machinery is
not the only mesns We possess to ensure complisnce with our policy

on rents. A further pressure 1is applied by the withdrawal of housing

subsidy implicit in setting, DY determination, a local contribution
differentisl.

£ the meassures Wwe envisaged to
guarsntee de d their use for purposes
beneficial to P okl These cen best be dealt with
together. There is a € between either relying on sdministrative

eans within existing statutes, OoT taking new legisiative powers.

A mlnisfraflver, the powerful pressures of the subsid determination
will still be avai ) us. Taking the present princ BUtzssunption
of an average TeD i ¥ 2.50 the subsidy pressure will

c ontinue to apply to almost © of =211 suthorities wWRO will still be

in receipt of housin 3 oYy che remsining BUtHOritles

¥ Wi e Zre those we can MOST likely
influence to make the rent increases i eeking provided

thast we 4o not penalise them if they opt to apply dditional- income
to debt redemption rather then transferring it to the GRT.

Ap slternative - and T must stress thet I em not recommending this -

would be to seek new DOMELS of direction to require all guthorities
judged cepable of generating & surp s to apply the amount of their

deemed surplus to the reqemption of outstanding housing debt. I
think it right to warn colleagues chat such & measure would be bound




o be highly controversizl and should in my view not be contemplated.
Although %ﬁﬁ'ﬁfﬁVEgtcuS“could prove streightforwsrd to draft end

— .

therefore might be worked up repidly enough, you are elreedy swere
of the contention surrounding the Local Government Finsnce Bill
without adding further controversisl provision to it by means of
Government smendments.

Céllesgues made their views very clear on the subject of directions.
generzslly in our recent discussions. I know of no other
legislstive vehicle to hand.

Finelly, you may care %o know that every guthority's exj ousing
debt comfortebly exceeds the amount of eny surplus it 1s likely to
génerete in 19 3 0n the sEsutption of en aversge rent increase

of £2.50 per week.

——

I sm sending copies of this letter to the recipients of yours.

L\Mw

(L

MICHAEL HESELTINE

Rt Hon Leon Brittan QC MP
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Treasury Chambers, Parliament Street, SWIP 3AG

Michael Scholar Esq
10 Downing Street
London SW1 16 November 1981

Diaae Michasl,

PUBLIC EXPENDITURE

As I said to you on the telephone on Friday, the Chief
Secretary feels it would be helpful to have some discussion
of the outstandi issues on housing (ie capital and manage-
ment and maintenancei at the meeting on Wednesday evening as
well as other environmental services and the PSA.

I attach, as you requested, a brief factual note as a basis
for the discussion.

I am copying this letter to David Edmonds (DOE), John
Halliday (Home Office) David Wright (Cabinet Office) and to
John Kerr here.

Youe s-‘uwe{j
Tom Vil

T F MATHEWS
Private Secretary




DOE HOUSING #

l982—82

The programme total equivalent to

Cmnd 8175 is 3869

Cabinet has agreed a provisional assumption
that council house rents should increase
by an average £2.50 per week. This would
require total current spending (mainly

general and personal subsidies) of

In addition, the Secretary of State for
the Environment believes that local
authorities are spending more than assumed
in Cmnd 8175 on the management and
maintenance of their housing stock in the
current year. He asks that provision
should be increased in 1982-83, to reflect
this, by:

Giving total current spending of:

The balance remaining for capital spending
within the existing programme total would

therefore be:

The Secretary of State wishes, however, to
maintain provision for capital at the

volume provided for in 1981-82 ie:

Which, added to current spending in para 4,
gives a total asked for by the Secretary
of State of;

This would require an addition to the

programme total of:

The Chief Secretary believes that the existing
programme total should be reduced by the
£93 million suggested in C(81)51,ie:




B/C A Duguid

16 November,1981

Public Expenditure

The Prime Minister has seen and carefully
noted the Chancellor's minute to her of
13 November. As you know, the Prime Minister is
holding a series of meetings with colleagues this
week in order to narrow further the area of
disagreement in the public expenditure discussioans.

I am sending copies of this letter to
John Halliday {Home Office), Terry Mathews
(Chief Secretary's Office) and David Wright
(Cabinet Office.

John Kerrm,Esq
HM Treasury
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The Rt Hon Peter Walker MBE MP
Minister of Agriculture, Fisheries
and Food
Ministry of Agriculture, Fisheries
and Food
Whitehall Place
London SW1A ZHH 16 November

#_’
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MISC 62: AGRICULTURAL PROGRAMMES

Thank vou for your letter of 13 November.

I am grateful to you for the further effort you have made io
look for additional savings and for your propesal to defer the
purchase of the two sea-fisheries protection vessels.

I am afraid, however, that, even if this additional saving is
made, there still remains a substantial gap between your
proposzls for total agricultural expenditure and mine as spelled
out in the MISC 62 report (and indeed between your propcsal and
the revalued Cmnd., 8175 totals). The figures are as feollows:

Emill_iﬂ
1982-83 1983-84 1984-85

cmnd 8175 revalued 9?" 940 987

s by Mamashey b Moy G2
Proposal in your g3 o6 lotg
letter of 13 November 1042 = 995 1012

My proposal to MISC. 62 1012 % 946 960
ov- MISCLY ¢ .
51fferencéwbetheen 1 122 ley

(2) and (1) 66 55 25
(5) Difference between

(2) and (3) 30 49 52

I recognise that you have now offered to make significant savings
on land drainage and on extra-mural research as well as on the

i kM
CONFIDENTIAL




sea-f¥sheries protection vessels. But I am bound to point out
ihat the major part of the savings figures, which you gquole in
paragraph 8 on page 2 of your letier include the additional
bLids for markeiing and the extension of capital grants, which
MISC 62 felt unable to support and provision for a 10% incrcase
in Hill Livestock Compensatory allowances in 1982, which we
have all mow agreed to be unnecessarily high. ‘

The gap between us shown in the table above is in my view still

a significant one - about 3% of the relevant programmes in

1982-83 and 5% in the later years. Given the overall difficulties
on the public expenditure totals, which I spelled out in my last
letier, I believe we must make a further effort to narrow the

tap between us.

Subject to detailed examination by officials and agreement by the
Secretary of State for Defence, I certainly welcome the savings
vou are offering on the sea-Tisheries protection vessels as a
helpful contribution towards an overall agreement. But I am
afraid I must still ask you, as I did at MISC 62, to accept that
there should be a small reduction on capital grants. Leaving
aside the question of the total programme levels, I do not believe
that we could justify exempting capital grants to agriculture
from the savings exercise, if we are simultaneously making
reductions in Regional Development Grants (RDGs). It is already
arguable that the rates of grant, which can reach up to 70% in
the less favoured areas, are more generous for agriculture than
manufacturing; and the agricultural granis are nation wide,
whereas the coverage of RDGs is much more limited.

As you will know, I have proposed that there should be saving on
RDGs, amounting to about 20% of the total expenditure involved;
and Patrick Jenkin in return has offered somewhat more than half
that ficure. (Following E Committee, officials are discussing
how savings in RDGs could be achieved). In view of the savings
which you have now been able to find on sea-fisheries protection
vessels, I would be prepared to reach an overall settlement with
you on the agricultural PES programmes, if you could agree to
make the following savings in capital grants' expenditure:-

£ million

1982-83 1983-84 1684-85

45 25 25

I o 9
With these additional savings the total provision for your
programmes would be as _follows:-

..

1027 970 987

1f vou are able to reach agreement on these figures, I would be
prepared to accept your view that we should not initiate any

2-
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move now io bring an end to the variable beef premium, though I
belicve this is an issue which we may need to look at again if
the Commission proposes its abolition in the next price fixing.
I would likewise be prepared to agree that you should make the
necessary statutory instrument to provide for the £2 increase

in the rate of allowance for hill cows Ly the end of this week.

As your officials may have told you, Patrick Jenkin has now
written to me about the proposed continuation of the adaptation
aid for glasshouses. I am now considering the point he has made
urgently. I sympathise with your desire to make an ecarly
announcement on this point, but you will appreciate that the
point he has raised must be sorted out before any announcement
can be made.

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

j ouJsS ‘Zmuts:.n'u/(f\

L

~
e

(Ve
'1.
ﬂ’ LEON BRYTTAN

[Approved by the Chief Secretary
and signed in his absence]
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MISC 62: AGRICULTURAL PROGRAMMES

Since our discussion in MISC 62 on 3 November and my subsequent
exchange of letters with Willie Whitelaw, I have been considering
further how the issues still outstanding between us could best be
resolved in order to arrive at an overall settlement on the
agricultural PES programmes.

First, as regards horticulture I am grateful for the confirmation
in your letter of 9 November that you would not oppose continuation
of the adaptation aid for glasshouses for another year. This is
witnoutﬁl%n—n_mmy requirement. 1t really is out of the
question to deprive our growers oi the_ further year's support which
will undoubtedly be extended to their competitors elsewhere in the

Community. I turn later to the question of finding room for this
aid within my overall totals for 1982-83.

Turning to capital grants, where you are still pressing for a small
reduction, I explained in my letter to Willie Whitelaw of 3 November
why I think that this would be wholly wrong. I have therefore
considered very carefully whether there is any alternative way of
finding some additional savings which, though unwelcome, would
nevertheless be less damaging than cutting into support for agricultural
investment at a time when this is flagging and both the construction
and agricultural machinery industries are going through a very
difficult period.

1 have looked again across the whole of my budget to see whether I

could find any further savings. You will appreciate, however, that
we have been intensively scrutinising our programmes for some months
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and it is not therefore surprising that I have concluded I cannot
identify any further cuts which would not be directly damaging to
the objectives of fhe Agricultural Departments. In the interests,
however, of meeting you I have identified one significant possibility
which I am prepared to pursue.

b
I understand that the Ministry of Defence is considering deferring
the purchase of two Royal Navy vessels whose functions would include
fishery protectidon and To which I contribute a major part of the
cost. You will appreciate that I attach considerable importance to
the maintenance of effective fishery protection and that I hesitate
to go along with such a proposal. Nevertheless, in view of the
financial pressures upon us all, and after a full and thorough
assessment of the priorities in my sector as a whole, I have
reluctantly concluded that it would be right for me to agree to such
a deferment,

On this basis, my savings in cash terms would be £3 million in
1982-83, £9 million in 1983-84 ‘and £6 million in 1984-85., These

are substantial savings and I hope that in response to my offer to
acceﬁt them you for your part will withdraw your request for a small
cut in our capital grant scheme.

There remains the question of accommodating the cost of extending
adaptation aid to glasshouses. Our most recent information about
trends of expenditure on capital grants not only confirms the
estimating reductions made in September but indicates that our
reductions did not go f h in 1982-83. The data which has now
reached us in the last two months points to further reductions of
£4-£5 million in our, forecast for 1982-87. This will allow provision
f67r the aid to glasshouses to be included within my programme without
any addition to the overall total for 1982-873,

My proposals as they stood when we considered them in MISC 62 were
in my view fully justified given the needs, competitive situation
and economic importance of our agriculture and food sectors.
Nevertheless in an endeavour to go as far as I could to help you

in containing overall public expenditure totals, I have now agreed
to offer savings under no less than seven heads (see table attached)
resulting in reductions of £57 million, &73 mIllion and £52 million,
for each of .the three years respectively of the Survey period.

Excluding the estimating increases in EEC schemes which are 100%
FEOGA-funded and™after correcting the evident deficiency in our
White Paper baseline as regards HLCAs, the totals I am now seeking
for the MAFF (+ DAFS/WOAD) programme are less than 1% above our
gaseline (corrected for HLCAs) in 1982-8% and below the baseline

or the following two years. And the recently revised forecasts of
expenditure on beef premiums have led to reductions of around
£50 million a year in the totals proposed for the Intervention Board.
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1 hope, therefore, you can accept that we now have a satisfactory
basis for an overall settlement. I would ask you to agree that

we should now proceed with tabling a Statutory Instrument to
implement the £2 a year increase in the rate of allowance for hill
cows. The Instrument must be laid at the very latest by Friday,

20 November (and preferably sooner), if Parliamentary approval is
to be obtained in time to include this increase in the payments
which start in January. If we fail to meet this timetable we shall
not only anger the hill farming community: we shall also add
irresponsibly to the administrative cost of paying the increase when
provision for it is eventually and belatedly made.

I must also press you to agree to announcing the extension of the
adaptation aid for glasshouses. The growers should now be assured

they will receive this further aid next year so that they can make
their plans accordingly. During this week's Adjournment Debate

there was considerable anger from both sides of the House at our
dithering over this decision, and it was the main subject of criticism
at yesterday's meeting of the Conservative Agriculture Committee., I
think it would be wrong to do as you suggest and defer our announcement
until the MISC 62 report has been considered by Cabinet later this

month, "

I am copying this to Willie Whitelaw, Patrick Jenkin, George Younger,
Jim Prior, Nicholas Edwards and Sir Robert Armstrong.

PETER WALKER
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£m
1982-8% 1983-84+ 1984-85

I Ministry of Agriculture
(+ DAFE/WOAD)

Totals proposed by Minister in K
MISC 62(81)7 Table 6 1099 1068

Fursher reductions offered
by Minister
i) Reduced bid for HLCAs
ii) Withdrawal of bid for increases
in capital grants

Withdrawal of marketing bid

Increased savings on land
drainage

Increased savings on extra
mural R&D

Savings equivalent to 2% in
administration costs

Deferment of comnstruction of
fishery protection yessels

Total further savings offered
Adaptation aid for glasshouses

FTurther estimating reductions in
capital grants

Total provision now required

Increase on White Paper baseline
adjusted to 1981 HLCA rates; and
excluding increase-in EC schemes
which are 100% FEOGA funded

II Intervention Board for
Agricultural Produce .

Totals proposed by Minister in
MISC 62(81)6 Table 5.1

Revised beef premium forecast

Total provision now required
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From the Private Secretary 13 November 1981
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PUBLIC EXPENDITURE

As you know, the Prime Minister has decided to hold a series
of meetings with Ministers to discuss the public expenditure items
which remain disagreed following the conelusion of the work of
MISC 62.

The meeting on defence is planned for Thursday 19 November at
1830 hours. Apart from the Prime Minister and the Defence,
Secretary, the Chancellor, Chief Secretary and Home Secretary will
also be present. The Prime Minister thinks that it would be help-
ful for the meeting to have before it, as a basis for discussion,
the attached note on defence expenditure, which is extracted from
the Annex to the draft paper which the Home Secretary is preparing
for circulation ito Cabinet on -the work of MISC 62.

1 am copying this letter to John Kerr (HM Treasury), John
Halliday (Home Office), Terry Mathews (Chief Secretary's Office,
HM Treasury) and David Wright (Cabinet Office).

Ymma’ﬂ“bﬂhﬂ.

Mathaeh  Schioloan

o}

David Omand, Esq.,
Ministry of Defence.
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From the Private Secretary

Dean Don
PUBLIC EXPENDITURE

As you know, the Prime Minister has decided to hold a series
of meetings with Ministers to discuss the public expenditure
items which remain disagreed following the conclusion of the
work of MISC 62.

The meeting on health and social security expenditure is
planned for Wednesday 18 Nowember at 2215 hours. Apart from the
Prime Minister and the Secretary of State for Health and Social
Security, the Chancellor, Chief Secretary and Home Secretary will
also be present. The Prime Minister thinks that it would be help-
ful for the meeting to have before it, as a basis for discussion,
the attached note on health and social security expenditure, which
is extracted from the Annex to the draft paper which the Home
Eecretary is preparing for circulation to Cabinet on the work of

ISC 62.

I am copying this letter to John Kerr (HM Treasury), John
Halliday (Home Office), Terry Mathews (Chief Secretary's Office,
HM Treasury) and David Wright (Cabinet Office).

i o

Don Brereton, Esq.,
Department of Health and Social Security.




HEALTH
£ million
1982-83 1985-84 1984-85
Cmnd 8175 revalued 11612 123598 153018
Secretary of State's
proposals as modified by
discussion in MISC 62
Chief Secretary's proposals
as modified by discussion

in MISC 62

Gap

The totals above include the effecls of the decision to increase prescriptiol

charges to £1.50 referred to in paragraphs 4 and 5 of the note; and the
clfects of increases in charges for dental treatment and spectacles which
the Secrelary of State for Social Services offered in diHCU;EiOﬂ in MISC G2.
They make no allowance for the savings which would result from certain

other proposals on charges which the Chief Secretary put to MISC 62 (£2
fees for prescriptions, sight tests and consultations with general
practilioners; 'hotel charges" for stays in hospital; and half price
presceription charges for most of those now totally exempt). MISC 62 jodied
these proposals to be impracticable; the Chief Secretary withdrew them in
diseussion in the expectation of veaching agrecment on appropriate savings

for the programme as a vhole.

i There rewmain at issue tliree questions concerning current expenditure on
the Hospital wd © nity Health Service (NENS); National Healih S
1 L 1]

(N11S) pay; and echarging insuvers for the cost of dhe NS of

idents,




Hospital and Community Health Service

3. I'irst, the Seccretary of State proposes increases of £41 million in

1982-85, £44 million in 1983-84, and £48 million in 1984-85 to compensate

for price increases in 1981-82 in excess of the cash limit factors. The
Chief Secretary opposes these increases on the grounds that it is contrary
to the principles of cash planning to validate or compensate for pay and
price increases in excess of cash limit factors and so 1o lose the

efficiency gains achieved in 1981-82.

4, Secondly, the Chief Secretary proposes that there should be no real
growth in HCHS expenditure in 1982-83, saving £93 million that year and
€98 million and £101 million respectively in the 1iwo following yvears. The
Seeretary of State for Social Services points out that the Gm'orrnrnent. is

publicly commitied to match the real growth (1.7 per cent betlween 1981-82

&

and 1982-83) for which the previous administration planned. The Chief
Secretary argues that it is necessary to reinterpret the pledge, as has

been done in the past.

5. Thirdly, the Seerdtary of State proposes that the Government's plans
should provide for 1 per cent real growth per annum in 1985-84 and 1984-85.
The cost would be £86 million in 1983-84 and £182 million in 1084-85. The
Ohief Secretavy r?on:«'id'm:te that the plans should provide for no real incresses
wpenditure in those years, saving £86 million in 1983-84 and £182 million
The Government is not eoumiticd 1o 1V e icular level of
spitals after 1982-8F: e Secretery of State a
ficult to def:
area, beaiving 41 ind for exan Lhe incren:sing ¢ iun of old

in the j




6. In discussion in MISC 62 both the Chief Secretary and the Secretary of
State for Social Services suggested compromises on hospital expenditiure but

were unable to reach agreement.

National Health Service Pay

7S In his memorandum (C(81)44) the then Secretary of Slate sought
agreement to increased expenditure to permit certain groups of NHS staff
to receive increases of more than 4 per cent in the next pay round, and
the proposal was discussed by the Ministerial Sub-Commitfee on Public
Service Pay on 27 October. The Sub-Commnittee endorsed in principle the
Secretary of State's proposal, but acknowledged that final decisions on
Lhe amount of any extra provision would have to be taken in the context
of publie expenditure generally. The sums at issue are £100 million in
1982-83, £106 million in 1983-84 and £111 million in 1984-85. The Chief

-

Secretary has reserved final judgement on this bid.
Road Traffic Accidents
8. The Chief Secretary proposes {hat motor vehicle insurers should he

hilled for the cost te health authoritics fo 1reat ing casnalties in road

traffic aceidents, producing savings of £6 million in 1982-83, £93 million

in 1685-84 and £101 million in 1984-85. The Seeretary of State accepis

that ilere are good arguments in principle for charging insurers in this

way, but doubts whether {the Government could agrce on how this shounld lie
> wnd get the neoecessary legislation (hreoueh Porlianent.
irs Commitice has twice concidered and cofectod

|']|.I[, .'l e |' no




legislation being passed in the 1981-82 session. (If the legislation
were deferred 1o the 1982-83 session, the savings would be nil in 1982-83,

£45 million in 1983-84 and £101 million in 1984-85).

National Health Contribution

9. In discussion in MISC 62 the Secretary of State suggested that it

might be possible to make good the pap between the Chief Secretary's and

his proposals for this programme by increasing the National Health
contribution. This would be a tax change, not a reduction in publie

capeiditure.




SOCTAL SECURTTY
£ million
1982-83 1983-84 ; 1984-85
Cmnd 8175 revalued 30,197 31,819 33,410
Secretary of State's
proposals as modified by
discussion in MISC 62
Chief Secretary's proposals
as modified by discussion

in MISC 62

Gap

The totals above ineclude the effeclts of the decisions on the pensioners'

Christmas bonus and phasing out the earnings rule for pensioners discussed

in paragraphs 4 and 5 of the notle.

2. There are three questiong at issue.

Invalidity pensions

The Seeretary of State proposes that at the November 1982 uprating of
ial security benefits the Government should make good the 5 per cent
tepent in invalidity pensions which was made in 1980. The cost would

be €18 million in 1982 83, £51 willion in 1985-84 and £58 million in

1984-85. He argues that at least one specific improvement in social securitly

is necessary to provide some defence against critiecs of the Government's

', )

actions in this area; that the ision to abate invalidily 1

widely eriticised as attack upon the disabled and chroni




be restored when benefitis become taxable, as wé have undertaken to doj

bul not before. MISC 62 agreed that, if the Secretary of State is to be
obliged to defend unpopular cuts in ithe social security budget, it would
help him considerably to be able to point to a specific improvement, such
as this. On the other hand, the Group agreed that it would only be
reasonable to agree to a bid of this sort if the Chiel Secretary's proposals

for the programme as a whole were substantially accepted.

Shortfall in non-pensioner supplementary allowances

4, The Secretary of State proposes that at the November 1982 uprating
the Government should make good the 2 per cent by which, because of the
under-estimate of inflation in the November 1981 uprating, supplementary
allowances paid other than te pensioners will have fallen in real ilerms.
The cost would be £28 mi]].i:)n in 1982-83, £68 million in 1983-84 and

€71 million in 1984-85. (The Chief Secretary's proposals already allow
for restoration of the same shortfall for relirement pensions and other
benefits whose real value the Government is pledged 1o maintain. No such
pledge exists in this case). le argues that it would be difficult to do
otherwise, since in 1981 (e Governtent held down the uprating of these
allowenees to make up for the extent by which at the 1980 uprating inflation

had lLeen over-estimated.

Abatement of November 1983 uprating




The main such benefits are supplementary allowances, uncmployment benefit,
child benefit, sickness and injury benefit and maternity allowances. The
saving would be £145 million in 1982-83, £440 milljon in 1983-84 and

£460 million in 1984-85. le argues that such a decision could be defended
on the grounds that the incomes of those at work, some of them not much
better off than some recipients of supplementary benefit, are inereasing

less rapidly than prices. The Secretary of State argues that such a decision

would be inconsistent with the basis of the Governmeni's social policy.
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From the Private Secretary

S
PUBLIC EXPENDITURE

As you know, the Prime Minister has decided to hold a series
of meetings with Ministers to discuss the public expenditure items
which remain disagreed following the conclusion of the work of
MISC 62.

The meeting on other environment services and the PSA is
planned for Wednesday 18 November at 2030 hours. Apart from the
Prime Minister and the Secretary of State for the Environment,
the Chancellor, Chief Secretary and Home Secretary will also be
present. The Prime Minister thinks that it would be helpful for
the meeting to have before it, as a basis for discussion, the
attached note on environment sérvices and the PSA, which is
extracted from the Annex to the draft paper which the Home Secretary
is preparing for circulation to Cabinet on the work of MISC 62.

I am copying this letter to John Kerr (HM Treasury), John
Halliday (Home Office), Terry Mathews (Chief Secretary's Office,
HM Treasury) and David Wright (Cabinet Office).

-V;da Kh&ﬂqu
Hiatl Sehaln

e

David Edmonds, Esq.,
Department of the Environment.




OTIER ENVIRONMENTAL SERVICES (DOE - OTHER)
£ million
1982-83 1985-84 1984-85

Cmnd 8175 3669 3875 4069

Secretary of State's :
proposals 3745 3914 4059

MISC 62's proposals 3635 3764 3909

Gap 110 150 150

The Chief Secretary proposes cuts of £85 million in 1982-83 and £100 million

in 1983-84 and 1984-85 in capital expenditure by the Regional Water

Authorities; and savings of £25 million in 1982-83 and £50 million in each

services within this programme (refuse collection and disposal, recreation,
!
planning, assistance to industry, derelict land reclamation and coast

protection ).

2% The Secretary of State for the Environment pointis out that these
reductions involve substantial cuts in publiec sector investment and would
have an immediate and indesirable impact on the construoetion indusiry.
foth water industry and loeal authority investment have, moreover, heen

drastically cut over the pust few years.

3. MISC 62 recognises the force of the Secretary of Statle's objections
to the cutls proposed. Given the choice, 1hey are not ihe sort of reducii
which the Government should be making. These reductions can however be

1511y achieved and involve

should he a




From the Private Secretary
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PUBLIC EXPENDITURE

As you know, the Prime Minister has decided to hold a
series of meetings with Ministers to discuss the public expenditure
items which remain disagreed following the conclusion of the work
of MISC 62,

In the light of your Minister's letter to the Chief Secretary
of 13 November we may not need to hold a meeting on MAFF/IBAP
expenditure, but as a contingency measure we are keeping the
meeting pencilled into all our diaries for 0815 hours on Tuesday
17 November. Apart from the Prime Minister and the Agriculture
Minister, the Chief Secretary, the Home Secretary, the Welsh and
Scottish Secretaries would also be present at the meeting if it
takes place. The Prime Minister thinks it would be helpful for
the meeting to have before it, as a basis for discussion, the |
attached note on MAFF/IBAP expenditure, which is extracted from
the Annex to the draft paper which the Home Secretary is preparing
for circulation to Cabinet on the work of MISC 62.

I am sending copies of this letter to John Halliday (Home
Office), Terry Mathews (Chief Secretary's Office, HM Treasury),
Muir Russell (Scottish Office), John Craig (Welsh Office) and
David Wright (Cabinet Office).

Miss Kate Timms,
Ministry of Agriculture, Fisheries and Food.
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AGRICULTURE

Agriculture Departments

£ million

1983-84 1984-85

Cmnd 8175 revalued 940 987
Total proposed by Minister 1068 1064

Total proposed by Chief
Secretary . 946 960

Gap 122 104

Intervention Board for Agricultural Produce (IBAP)

£ million

1982-83 1983-84 1984:85
Cnnd 8175 revalued 593 620 651
Minister's proposal : 664 661
Chief Secretary's proposal 662 634
Gap 2 27
At issue is the planned level of expenditure on seven items: hill livestock
compénsatory allowances; capital grants; marketing; land drainage; research,
advisory services and adﬁinistration; glasshouse heating subsidi?s; and
the beef premium scheme run by the Intervention Board for Agricultural
Produce (IBAP). Perisional agreement was reached in MISC 62 on a number

of these items, as described in paragraph 10 below.

Hill Livestock Compensatory Allowances

2. The Minister of Agriculture, Fisheries and Food proposes that the

existing provision for this service should be increased by £51 million i

1
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1982-83, £58 million in 1983-84 and £64 million in 1984-85. This wouild
permit rates of subsidy in 1982 on averapge 10 per ceni above the 1981
rates and further increases in later years in line with the cash Tactors.
The Chief Secretary points out that the rate of grani was increased
substantially in 1980 and 1981 in response to the exceptional difficulties
faced by hill farmers but that they are now benefitting progressively from

the European Community sheepmeat regime; and that hill farming cannot be

exempted from the general pressures on real incomes. He is nonetheless

prepared to agree to an addition of £34 million per annum in the provision
for these allowances, which would continue the 1981 rates and should preduce
a 25 per cent increase in real incomes between 1984~8% and 19;2;&; There
is thus a gap of £17 million in 1982-83, £24 million in 1983-84 and £30

million in 1984-85 between his and the Minister of Agriculture's proposals.

Capital Grants

3. There is a gap of £60 million in 1982-83, £80 million in 1983-84 and
£50 million in 1984-85 between the Chief Secretary's and the Minister of
Agriculture's proposals for expenditure on farm capital grants. The
Minister proposes that the rates and coverage of capital grants should be
increased for two years only, at a cost of £30 million in 1982-83 and the
same in 1983-84, to stimulate investment and employment in farming, food
nrocessing and the British agricultural machinery industry. The Chief
Secretary argues that there is no case for singling out this sector for
special assistance and that the effects of any short term stimulus would be
more than offset by longer term damage from higher interest rates and
inflationary pressures. MISC 62 is unable to recommend that this bid be

accepted. The Chief Secretary also proposes reductions of about 30 per cent
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in expenditure on capital grants (£30 million in 1982-83 and £50 million
in the two subseguent years) either by cutting grant rates or by some
combination of cuis in rates and making some items ineligible for grant.
For either approach a statutory instrument with affirmative resolution
would be required. The Minister of Agriculture argues that it would be
wrong to reduce planned expenditure on these grants when latest estimates
of their take up are £20 million a year lessthan expected earlier in the

year and when the farming sector is facing particular difficulties. The

Chief Secretary however points out that these latest estimates of take-up

‘¢ little different from those implied by the last Public Expenditure

White Paper.

Harketing

"

4. The Minister of Agriculture proposes expenditure of £2 million in
1982-83, £4 million in 1983-84 and £6 million in 1984-85 in support of more
effective marketing of British agricultural and food products which would
enable producers and processors to compete more effectively with other
European industries. The Chief Secretary, Treasury argues that it is up to
the industries concerned to improve their performance in this area. MISC 62

is unable to recommend acceptance of this bid.

Land Drainage

5. The Chief Secretary proposes cuts in land drainage capital expenditure,
in addition to those which the Minister of Agriculture has already acceptedh
of £2 million in 1982-83, £6 million in 1983-84 and £10 million in 1984-83.

He argues that such savings can be found without serious adverse effects. -
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The Minister considers that cuts of this order would mean reducing work 1o
remedy inadequate defences of life and property, and preventing farmers

from increasing their production.

Research, Advisory Services and Administration

6. The Chief Secretary proposes cuts of £4 million per annum in extra-

mural research, equivalent to a small volume reduction. The Minister of

Agriculture proposes that the cut should be £3 million per annum, removing

the provision for real growth in Agricultural Research Council expenditure.

7. The Chief Secretary proposes savings in in-house research and advisory
work of £5 million in 1982-83 and £7 million in each of the tw9 subsequent
years. le accepts that red?ctions of this order could imply redundancies
and cuts in expenditure on travel and subsistence but considers that there
is scope for economy in this service: other sectors of the economy do not
get free advice of this kind paid for from public funds. The Minister of
Agriculture argues that the front line advisory work of the Agricultural
Development and Advisory Service is an essential component of our policy

towards British agriculture.

Glasshouse Heating Subsidy

8. The Minister of Agriculture argues that £4 million should be made
available in 1982-83 to assist in partially correcting the competitive
disadvantage to British producers stemming from low Dutch gas prices. The
Chief Secretary argues that, if agreed, this expenditure must be contained

without an addition to the programme.
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Beef Premium Scheme

9. The Chief Secretary argues that the scheme, which applies in the
United Kingdom only, and only a quarter of the cost of which is reimbursed
by the Furopean Community, should be brought to an end, saving £2 million

in 1982-83, £27 million in 1983-84 and £28 million in 1984-85. He argues

I* { if the scheme were ended increased intervention buying would give beef
- producers comparable returns; and, because the costs of intervention

buying are almost fully reimbursed from ;he European Community budget,
ending the premium scheme from 1982-83 would give substantial net public
expenditure savings from 1983-84 onwards. The scheme has to be considered
for renewal at each Common Agricultural Policy (CAP) price fixing; the
Chief Secretary points out that in seeking our Community partners' agreement
to continuing the scheme we use up some of our negotiating caﬁital and hence
prejudice our wider interesls on CAP reform. The Minister of Agriculture
argues that ending it would adversely effect farmers' confidence and would
involve publicly defending intervention buying and degrading beef on a

much larger scale than at present. There would also be a small addition to

the Retail Price Index.

Scope for Compromise

10. In MISC 62 both the Minister of Agriculture and the Chief Secretary
suggested compromises on some of the questions at issuej but it did not
prove possible to reach agreement. The Minister of Agriculture was prepared

to accept an increase of £36 million a year in hill livestock compensatory

allowances (which would permit a 5% per head improvement in the rate for

cows),* to drop his bid for additional provision for farm capital grants;

5
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to accept the Chief Secretary's proposals for land drainage in 1982-85

and to split the difference between their proposals in the two later years:
to accept the Chief Secretary's proposals for extra mural research and to
find savings of £3 million, equivalent to a 2 per cent cut in administration
expenditure, in other ways. All this was conditional upon the Chief
Secietary's agreeing that there should be no cut in expenditure on farm

capital grants and that the beef premium scheme should be retained. The

Chiel Secretary was prepared to agree the Minister of Agriculture's reduced

. roposals for the hill livestock compensatory allowances; to accept the
Minister's revised proposals for savings on land drainage, extra mural
research and on administration; and not to pursue the proposal to end the
beef premium scheme in April 1982. These concessions however depended on
the Minister's agreeing to a small reduction in expenditure on capital

grants.

* Officials have now agreed that the cost of this would be £35 million.
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From the Private Secretary - 13 November 1981

I_i.\_, 0 f‘ ( ;
=

Dw B am. \
PUBLIC EXPENDITURE

As you know, the Prime Minister has decided to hold a series
of meetings with Ministers to discuss the public expenditure.items
which remain disagreed following the conclusion of the work of
MISC 62.

The meeting on Foreign Office and overseas aid expenditure
is planned for Thursday 19 November at 1915 hours, on the
assumption that the Foreign Secretary has returned from Brussels
by that time. If the Foreign® Secretary is delayed in Brussels
the meeting is to take place at 1800 hours on Friday 20 November.
Apart from the Prime Minister and the Foreign and Commonwealth
Secretary, the Chancellor, Chief Secretary and Home Secretary will
also be present. The Prime Minister thinks that it would be help-
ful for the meeting to have before it, as a basis for discussion,
the attached note on Foreign Office and overseas aid expenditure,
which is extracted from the Annex to the draft paper which the
Home Secretary is preparing for circulation to Cabinet on the work
of MISC 62.

I am copying this letter to John Kerr (HM Treasury), John

Halliday (Home Office), Terry Mathews (Chief Secretary's Office
HM Treasury) and David Wright (Cabinet Office).

yUnA ifnuﬁdv’

Mwidared  Scho lam

e
F

Brian Fall, Esq., |
Foreign and Commonwealth Office.




SECRET ANNEX B(ii)

FOREIGN AND COMMONWEALTH OFFICE (INCLUDING OVERSEAS DEVELOPMENT
ADMINISTRATION)

£ million
1982-83 1983-84 1984 -85
Cmnd 8175 1575 1672 1755

Secretary of State's
proposals 1657 1702

Chief Secretary's proposals 1529 1630

Gap 128 72

The Foreign and Commonwealth Secretary and the Chief Secretlary, Treasury

disagree about the level of expenditure on overseas representation,

information and other external services; the Commonwealth Development
Corporation (CDC); overscas aid; and aid to Poland.

-

Overseas represeniation, ete

2. The Chief Secretary proposes cutls of £10 million in 1982-83, £13 millicn
in 1985-84 and £14 million in 1984-85. It is agreed that the BBC, the
British Council and international subseriptions should he exempted; the
reducdions would represent about 53 per eent of the remaining prograries
concernad in 1982-83 and 4.4 per cent in 1083-84. Most of the cuts would
need to be taken on oversecas represcntation. The Foreign and Commonwezl<h

. Secretary argucs ihat cuts of this order risk doing disproportionatie
damage to the Umited Kingdom's overseas intercsts., It would he niocescuy

wfals etfects on Mdtish teado and

diplomacy.
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Commonwealtih Development Corporation

a i

3. At issue is the amount which the CDC should be permitted to borrow
abroad. This borrowing, like ihat of the nationalised industries, is part
of ithe public expenditure planning total. The Chief Secrelary proposes
ihat the CDC should be permitted to borrow £10 million per annum, the

Ioreign and Commonwealth Secretary £20 million per annum. lle argues that

to 1imit its borrowing to £10 million might lead its Chairman to resign;

and that the CDC has considerable Parliamentary support, including among

our own supporters.
Overseas aid

4. The Chief Secretary proposes cuts in the aid budget of £48 million in
1982-83, £49 million in 1983-84 and £50 million in 1984-85. The greater
part of these savings would involve a general cut of about 3 per cent in
overseas aid; but in the Chief Secretary's view, part of the savings arise
ngcause the 9 per cent cash factor for items other than pay over coupens=ts
for changes in the cost of the aid programme. Such cuts are technically
feasible. The Foreign and Cuomnonwealth Secretary argues that furtlier cuts
in the aid programme would raise political difficulties both within the
United Kingdom and inturﬁationally; would be difficult to reconcile with
{he Prime Minister's remarks about the value of aid at the recent Su ait
meeting in Cancun; and would imply a 19 per cent cumulative real cut in

aid expenditure since ihe Governuent took office.
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5. The Defence and Oversea Policy Committee is to discuss on 12 Novembier

the possible provision of aid to Poland, for which the Foreign and

Commonwealth Secretary proposes that £60 million will be needed in
1982-83. The Chief Secretary argues that no addition should be made to

the programme.
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REGIONAL DEVELOPMENT GRANTS

The Chief Secretary believes that the Cabinet Office minutes

of the E Committee discussion on Tuesday (E(81)33rd meeting)

slightly over-simplified the conclusion with regard to the

payment of Regional Development Grants on Sullom Voe and Flotta.
1

The gquestion before the Committee was not whether or not these

grants should be paid but whether a decision should be taken to
withhold payment by the exercise of Ministerial discretion. It
remains to be seen whether the Sullom Voe and Flotta terminals

qualify for payment of grant under the normal rules - a matter

on which I understand there is some doubt.

No doubt the conclusion of the meeting,as #dfafted would be
correctly understood if read in conjud@ti&n with the Secretary of
State for Industry's paper (E(81)20T), but the Chief Secretary
thinks it would be right to expand it a little to make it abso-
lutely clear.

I am sending copies of this letter to the Private Secretaries to
members of E Committee and to David Wright.

%puvs evev

Tooy i

T F MATHEWS
Private Secretary

CONFIDENTIAL




From the Private Secretary

PUBLIC EXPENDITURE

The Prime Minister was grateful for the Home Secretary's
minute of 11 November; and most grateful to the Home Secretary
and his Ministerial group for the considerable progress they
have made in narrowing down the disagreed areas in the public
expenditure discussions.

The Prime Minister has carefully noted the points made by
the Home Secretary. She has decided to hold informal meetings
on all the topics identified by the Home Secretary herself with
the relevant spending Ministers, the Chancellor of the Exchequer'
and the Chief Secretary. She hopes that the Home Secretary will
also be able to take part in these meetings.

I am sending copies of this minute to John Kerr (HM Treasury),
Muir Russell (Scottish Office), Ian Ellison (Department of
Industry), Terry Mathews (Chief Secretary's Office, HM Treasury),
Murdo Maclean (Chief Whip's Office) and David Wright (Cabinet
Office).

M. C. SCHOLAR

John Halliday, Esq.,
Home Office.
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PRIME MINISTER Ne will abo waed $se K Amalimeg o)
MR WHITMORE
MR SCHOLAR

WGBM w e mote - laks and
beanie iy Wik have b wate e Cabin

Pagor ( polbl by e Bome Scurthmu) polldeq Mot
Public Expenditure Meetings Tedvits o) P meehings
MAs 13/1i

I have set up the following meetings:-

Agriculture, Tuesday, 17 November, 0815 hrs ,?

==

Chief Secretary + Welsh and Swbhish SentVaves
Home Secretary

Minister of Agriculture

(Chancellor leaves at 0750 for Brussels)?7

— .
—

Environment, Wednesday, 18 November, 2030 hrs

Chancellor

Chief Secretary

Home Secretary

S/S Environment 1 My Tom \nos'nj a

Health and Social Security, Wednesday, 18 November, 2215 hrs

Chancellor

Chief Secretary

Home Secretary

S/S Health and Social Security

Defence, Thursday, 19 November, 1830 hrs

Chancellor

Chief Secretary

Defence Secretary

Home Secretary

"(The Foreign & Commonwealth Secretary is
not keen to come to this and in any event
may not be back from Brussels.)

FCO/Aid, Thursday, 19 November, 1915 hrs

Chancellor

Chief Secretary

Foreign and Commonwealth Secretary
Home Secretary

All meetings will take place at 10 Downing Street.

If the Foreign Secretary gets delayed in Brussels the FCO/Aid
meeting will take place at 1800 hrs on Friday , 20 November.

13 November,1981
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PRIME MINISTER

PUBLIC EXPENDITURE

You have received the Home Secretary's MISC 62 report. To

follow up our brief talk the other day, I send you this
note about the issues which it raises for our general

economic policy.

2 You have in mind yourself now to hold a series of

small meetings with the Spending Ministers whose programmes

have still not been settled. This looks the best way

forward now.

3 It is highly desirable to complete these discussions

within the next week, so that the final results of the whole
Survey can be brought to full Cabinet for ratification an
26 November, and announced during the following week. Any

further slippage could cause increasing trouble, both poli-

tical and practical (in relation eg to the Estimates for

next year).
el eliaal

The results so far

4, I must express to you my deep concern about the pubilec

—

expenditure picture which is emerging.

L5 The results of MISC 62 are summarised in table 1 of

S e =t S
Annex A. Many of the differences concerning individual
—

programmes have been resolved, but those which remain, in

‘o4 2 T . .
addition to the major remaining issues concerning housing

capital expenditure and local government which we were

discussing at Cabinet on Thursday, involve some large amounts.

B ey




I am especially worried about defence.
—

6. The MISC 62 figures do not allow for the further increase

—_— e
in his bids half-threatened by the Defence Secretary in

his minute of 3 November to the Home Secretary.

7. On economic grounds, we should have aimed at an outcome

close to the White Paper revalued, or below it; but the

Chief Secretary and I Pacagniseavthat this was unrealistic
politically. Our proposal to Cabinet was therefore for an
increase of Egézbn q;gf the White Paper revalued in 1982-
83. We recognised that it might be necessary to go a bit
higher, but when Cabinet agreed to aim to arrive at planning
totals "as near as possible” to what we had proposed, we
hoped, as I am sure you did, for an outcome guite close to
that. I had in mind perhaps an extra £3i bn.

———
8. The outcome now will be at best about £43% bn over the
White Paper. At worst, even without the aJE;?&unal defence
threat, it could be over £6 bn above the White Paper.

g Every extra £ on public expenditure will mean at least

an extra £ on tax. We cannot load more onto interest rates.

S

10. Much can occur in the next four months to change the
detailed prospects for the PSBR and interest rates. If
public expenditure is $£4% bn above the White Paper revalued,

_—
the present guess is that, with no change in taxes beyond

revalorisation of allowances and specific duties, and the

increase in National Insurance Contribution about which I

minuted you yesterday, we would on present forecasts not

————.

exceed the PSBR envisaged for 1982-83 at the time of the last

Budget, and in fact would be not far off what I envisaged

in my 20 October Cabinet paper. But, even so, I mighgﬁétill

have to consider increasing taxes in the Budget in order

S

to help with interest rates.
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11. An excess of over £6 bn over the White Paper would
not be compatible with our economic and tax objectives.

Public expenditure as a proportion of GOP would be higher

-— —
than its already unacceptably high level of 453% per cent

e

this year (41 per cent in 1978-79 and 1979-80). It would
— -

—

be seen, rightly, as a major change of policy, at odds

with our statement in the Queen's Speech that "plans for
public expenditure will reflect the importance of restricting

the claims of the public sector on the nation's resources”.

12. It would shake the markets with ill consequences for

interest rates, and the exchange rate.

13, To give spending colleagues the programmes they are
now seeking could require up to £3 bn of extra taxation.
l———

This is the yield from 3p extra on the basic rate. I

should want to aveid doing it that way if I could. But
there are no easy options for raising significant amounts
of revenue. Failing to increase personal allowances, at

least to meet the Rooker-Wise requirement, would worsen

the poverty trap. Raising indirect taxes beyond revalorising

the specific duties (including petrol) would add to the
RPI. We ought to be relieving industry of taxation, not
e iny 7 s ————————

adding to it.
14, The problem is not just for 1982-83. If we do not
hold expenditure in the later years, the chances of tax
reductions in the 1983 Budget will vanish.

Defence
15, I am particularly worried about defence. You saw the

e e
Defence Secretary's minute of 3 November and the Chief

Secretary's of 9 November. The Defence Secretary is in

——— -
effect asking to be exempted from much of our public

expenditure control system. We cannot allow arguments based
on the NATO target of 3 per cent real growth to justify further
postponement of decisions on defence when we are taking
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decisions on all other programmes and on the totals. We

cannot allow defence to stick to volume planning when the

rest of public expenditure is being planned in cash, and

then give defence a special relative price allowance of

2 per cent p.a. - an invitation to over-pricing by contractors.
We cannot allow defence to go on regularly setting aside its
cash limit by expecting and exercising a right to re-open

half way through each year to bring it more or less into line

with the then expected outturn.

16. The sums at stake are huge: £1 bn or more by 1984-85.
Defence must be put onto the same cash basis as all other
Departments; must get their programmes under control; and
must keep within the cash amounts determined. The costs

of defence contractors must not be encouraged to grow' by
frequent additions to the available cash. They should be
properly controlled thraugh cash planning.

General Conclusion

17. The Chief Secretary and I consider that in the MISC 652

discussions he has gone as far as is reasonable to meet

the wishes of colleagues. A final outcome significantly

over £114% bn for 1982-83 cannot be reconciled with our

e g ———

economic strategy. In the small meetings we must strive for

@n outcome in each-case at the bottom end of the disputed
range, so that we can achieve a total very close indeed

to £114% bn and no more.

18. I am sending copies of this minute to the Home Secretary,
the Chief Secretary, and Sir Robert Armstrong. =~ =

e

[B.H.)‘
IS November 1981




AlNEX A TABLE 1

£ billion "

1981-82 1982-83 1983-34 L084-85
wnite Paper revalued and adjusted. 10k.62 109.96 114.28 119.98

Cnief Secretary's proposals
in C(81)51% 113.45 118.01 124,43

Charges agreed (for programmes now fully agreed)
since Chief Secretary's proposals + 0.39 + 0.13

Rangeé of outcomes for programmes not yet agreed + 0.43 to + 0.4k to

+ 3.12 + 3.54

Resulling total 114,28 118.83 to 125.00 to
116.14 121.52 128.10

for corrections since 20 October.

sced
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