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SECRET FROM: CHIEF SECRETARY ﬁbef
DATE;: 29 JULY 1983

PRIME MINISTER

PUBLIC EXPENDITURE: THE LONGER TERM

At Cabinet on 21 July, it was agreed that you would consider
how discussion of longer-term public expenditure prospects

could best be arranged.

2. The Chancellor and I see this problem as falling into two
parts. The more immediate is the Public Expenditure Survey
period (up to 1986-87) and the remaining years of this Parlia-
ment up to 1988-89. This minute only deals with that aspect.
But as you have pointed out there are also longer-term questions
which carry over into the next Parliament. We want to stimulate
public debate on these questions as you have indicated and the
Chancellor will be sending you a further minute with some

suggestions on that.

5. My immediate concern is the handling of the bilaterals with
spending colleagues. I shall need to start these early in
September, and before each I must send a letter to the spending

Minister setting out the scale of savings I have to ask him to

find in his programme.

4., 1In these discussions, my first priority of course, must be
to get back to the White Paper total for the coming year 1984-85.
But I also need to agree figures consistent with our objectives
for the two following years, (1985-86 and 1986-87), to be
published in the next White Paper. It is important that the
study of the longer term problems, up to and beyond the 1life of
this Parliament, is not used as an excuse for avoiding hard

decisions about the Survey period.

l.
S ECRET




S ECRET

5. But if we are to change the trend of public expenditure and
make progress towards our medium-term tax objective, it is
vitally important that Ministers and their departments should
look at radical options. Some of these will need legislation,
and most of the bigger changes will take time to take effect.

6. Too often, in previous Surveys, totals for the coming years
have been kept down by short-term expedients. Departments have
accepted low figures for later years, in the knowledge that
these are "provisional" so that they can hope to argue for
increases in the next Survey. Departments then continue to plan
internally for a higher path of spending, and never face up to
the difficult medium-term choices, even if they are subjected

to a cash squeeze.

T. Hence I am very concerned that this time, at the start of a
new Parliament, Ministers and their departments should be
required to look further ahead, and should plan their programmes
on the basis that expenditure constraint is not a temporary
interruption in an upward trend, but will continue throughout
this Parliament and beyond.

8. You have already asked Cabinet colleagues to review the scope
for fundamental policy changes in their programmes. In line with
this, I suggest that in my preliminary letter to each spending
Minister before the bilaterals, I should set out the proposals
which are intended to hold his programme to the required levels
in the Survey years, and that I should go on to say that I also
want to consider with him the broad implications of such
proposals for the later years 1987-88 and 1988-89. For example,
in relation to defence, I would argue not only that the NATO

3% growth commitment should be suspended for the single year
1986-87; I would also seek agreement that the resultant lower
path for defence spending should continue over the two following

years.

9. This approach would be greatly reinforced if you would be
willing to send a minute to colleagues, on the lines of the

2
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attached draft, making clear to them that the bilaterals should

cover the medium-term prospects for their programmes, and that
you are expecting me to look ahead to 1988-89 when I report

back to Cabinet in late October.

PETER REES
29 JULY 1983
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CONFIZENTIAL

NORTHERN IRELAND OFFICE
GREAT GEORGE STREET,
LONDON SWIP 3A)

SECRETARY OF STATE 7 ! 1591
FOR
NORTHERN IRELAND gl l!ﬁ/ ;7

The Rt Hon Norman Fowler MP

Secretary of State for Social Services

Alexander Fleming House

Elephant & Castle

LONDON

SE1 6BY zﬁlJuly 1983

ten Momcr,

You copied to me your letter of 21 July to Peter Rees about your
proposals for savings in the NHS drugs bill.

I am content that you should open discussion with the pharmaceutical
industry on the basis of these proposals. Any savings which can be
achieved in this area would be reflected pro-rata in Northern Ireland
and would be a useful contribution to our joint objective of reducing
the health services' expenditure on drugs.

At the same time I recognise the importance of maintaining the commer-
cial viability of the pharmaceutical industry as a major exporter and
provider of jobs. Your approach takes account of these considerations.
There are, as it happens, few drug manufacturers in Northern Ireland.
While they would feel the effect of the proposed cut in profit margins,
I am advised that the repercussions would not be of major significance
for them., But I agree that it would be prudent to test the industry's
reaction before you finalise your proposals.

I am copying this letter to the Prime Minister, the Chancellor of the
Exchequer, the Secretaries of State for Trade and Iydustry, Scotland
and Wales and the Chief Secretary.
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MANAGEMENT AND PERSONNEL OFFICE
WHITEHALL LONDON SW1A 2AZ

Telephone Direct line 01-273 5400
GTN 273 Switchboard 01-273 3000

P Le Cheminant CB
Second Permanent Secretary 29 July 19883

Robin Butler, Esq
10 Downing Street

oW1

PUBLIC EXPENDITURE

We have had a very interesting discussion with Robin Catford
about the likely course of No 10's expenditures over the
remainder of this financial year.

Robin may have told you separately of what transpired. But could
I just make the following points for the record:-

(a) at this stage of the year the balance

of probability appears to be that we can still
look forward to some net underspend on the items
listed in the table attached to my letter

to you of 15 July. I am assuming £50,000

for planning purposes and will review

the situation in the Autumn.

(b) we spent some time on the potential
additional No 10 items not provided for in
our Vote, ie improved physical security for
No 10 and its neighbours; the protected car;
and the R & D work to improve secure
communications with the Prime Minister's
aircraft when in distant parts. My present
inclination is to live with (ie absorb) the
cost of the first - £75,000; to query whether
the cost of the car £60,000) should be borne
on the MPO Vote given that it is not intended
for the Prime Minister's sole use; and
similarly to query whether the R & D work
(another £75,000) should be borne by us or by
otherns who have a direct interest 'in
communications research. These are matters
for us to take up and I will not trouble you
further with them.




Butlex, Esq 29 July 19883

(c) we also noted that the charges made by
the MOD for domestic staff at Chequers, while
no doubt reflecting realistically the cost of
service manpower, are way above market rates
for civilians (about double the price to us of
comparable staff at the civil service college).
I accept at once that special factors apply to
Chequers and I do not question the use of
service personnel. On the other hand,
provided you see no objection, we will raise the
issue of the scale of charges with the MOD

to see whether we can beat them down.

Once again my thanks for your ready co-operation.

A copy to Robert Armstrong.

el TR
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P Le Cheminant
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CONFIDENTIAL

MINISTRY OF DEFENCE WHITEHALL LONDON SW1A 2HB

TELEPHONE 01-218 8000
DIRECT DIALLING 01-218211._1/3

28th July 1983

PUBLIC EXPENDITURE SURVEY 1983

Thank you for your further letter of 20t§/dﬁly.
(

For the reasons set out in my letter of lSﬁh/fhly, I remain in
no doubt that in this year's survey Falklands costs in 1986/87 should
B S—— i can
be included in the baseline. To treat Falklands provision in that

year as an "additional bid" would not be consistent with the agreement
reached last year.

Within this general approach I agree, however, that we need to be

sure that the provision within the baseline for Falklands costs is
Nt i o b

B VORISR PR——
appropriate. I therefore propose that our officials should establish
WHet costs are attributable to the Falklands in 1986/87 in preparation

for our bilateral meeting in the autumn. I also agree that the MOD.

bid for 3% real growth in 1986/87 should be re-calculated on a Falklands
[———y . et S SN L DRSS

exclusive basis. I hope you will recognise that this approach meets

e s e e S’ o it e oy

your essential concerns while being consistent with the agreement on

the handling of Falklands costs reached last year.

Rt Hon Peter Rees Esqg QC MP

1
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As you copied your letter of 20th July more widely, I am also

copying this letter to the Prime Minister, the Foreign and Common-

wealth Secretary and Sir Robert Armstrong.

Michael Heseltine

2
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1.48 pm
. The Chief Secretary to the Treasury (Mr. Peter
Rees): With permission, Mr. Speaker, I would like to
meke a statement on the measures to be taken to
iinplement the decisions announced by my right hon.
Friend the Chancellor of the Exchequer on 7 July to
restrain public expenditure in the current year.,

The gross reduction will be about £670 million. The net
total will be somewhat less than this because the lower
cash limits will lead to less underspending. But, as my
right hon. Friend the Chancellor said on 7 July, it will be
at Jeast £500 million net. The detailed changes in cash
limits and the external financing limits of the nationalised
industries are being published in the Official Report.

Mr. Peter Shore (Bethnal Green and Siepney): The
House has listened to the Chief Secretary’s belated,
reluctant and dismal statement. Is he aware that a
statement of such brevity on a subject of such importance,
accompanied as it is by seven pages of tables and with no
chance of a full debate, is an insult to the House? Has he
not the capacity or the courage even to summarise the
effects of the cuts on major Government Departments’
expenditure? Will he say what will be the effect on
employment of these measures which the seven pages of
tables omit to tell us?

This is a catalogue of mindless cuts. It turns out that the
cuts will amount to £670 million against the forecast £500
million. They are to be inflicted on community services
and nationalised industries. Is this not just one more
exercise in inept and brutal surgery of the sort that we have
had all too much of in the past four years? Is the right bon.
and learned Gentleman not aware of the disruption and
dismay that will follow this decision, three months into the
current financial year? Does he realise what it will cause
to all those in health, education and other public services
who have to plan their expenditure programmes?

Does the right hon. and learmned Gentleman accept that
the decision is bound to lead to further hasty cuts in public
investment programimes, including programmes involving
building and construction, as well as in the levels of
current public services?

Does not the exercise give the lie to what the
Government said, both before and during the election
campaign, about planned public expenditure? Does it not
add up 1o a gross deception of the electorate? Can he recall
one occasion during the election campaign when the Prime
Minister, with her repeated claim that the National Health
Service was safe in her bands, mentioned the now
announced forced reduction of 8,000 health service
employess?

Does the right hon. and learned Gentleman recall his
own words on 6 July, when he told us that panic measures
would not characterise this Administration? Is it not plain
that these are panic measures which are being railroaded
through Cabinet by our inexperienced and doctrinaire
Chancellor of the Exchequer, frightened by the money
supply figures for June and the Government borrowing
requirement figures for the second quarter? What does he
say now that the second quarter's PSBR figures, published
six days ago, show that the borrowing is within the
Chancellor's target range? Has not the Chancellor, during
the past seven weeks, established a record for
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incompetence and deception that makes the

Chancellor appear to be an excmplar of clarity and
foresightedness?

These cuts will harm the sick, the elderly,
schoolchildren and those in need and will further damage
and weaken public and private industry. The Government
have no mandate for them.

pPrevious

Mr. Rees: Even allowing for the rather feverish point
that we have reached in this Session, I am bound to say
that the right hon. Gentleman’s intervention Was
characterised by extraordinary hyperbole, but we
recognise the pressures on him. I should have thought that
the House would welcome the-fact that the third statement
this afternoon was brief. 1 hoped to be given some credit
for that.

It is impossible or me to calculate the unemployment
consequences, as the right hon. Gentleman knows.

Mr. Shore: Why?

Mr. Rees: The right hon. Gentleman said that these
were inept and brutal cuts. I shall put the figures in
perspective. We are talking about £500 million when
overall public expenditure is about £120 billion. The right
hon. Gentleman’s criticisms cannot be justified against
that background. He appears to be riding two horses. He
said that there was gross deception during the general
election but that the Chancellor’s announcement on 7 July
was panicky and unjustified. I amn prepared to debate both
points, but not at the same time. A modest readjustment
was called for as a result of the information that became
available to us in the days before 7 July. The right hon.
Gentleman also prayed in aid of the PSBR figures. They
have turned out to be near the figures that we anticipated.

Mr. Richard Wainwright (Colne Valey): Is the Chief
Secretary aware of the deep disappointment felt because
he has not announced the abandonment of such
unnecessary and disruptive action now that it is clear that
his right hon. Friend the Chancellor was wildly inaccurate
in anticipating the PSBR figures? Will he tell the House
the Government’s assumptions on prices and costs and
how heavily these cuts fall on capital expenditure so that
we may assess the effects of the cuts?

Mr. Rees: The hon. Gentleman knows the assumptions
that were made at the time of the Budget by my rght hon.
and learned Friend the then Chancellor of the Exchequer,
and 1 see no reason to vary them. On 7 July my nght hon,
Friend announced cuts of 1 per cent. on pay and general
administrative expenses and 2 per cent. on other items of
Government expenditure.

Sir Kenneth Lewis (Stamford and Spalding): We
appreciate the shortness of my right hon. and learned
Friend's statement as we are about to go on our long
holiday and hope that other Ministers will follow his
example when we return from the recess.

How much of this expenditure has not yet been
undertaken but is proposd in Ministries’ budgets? If it has
not yet begun, the figure is probably a good deal lower
than the one he gave.

Mr. Rees: I am grateful for what my hon. Friend said
about my statement's brevity. ] shall endeavour to live up
to that standard even at the risk of cheating the Opposition
of a full statement into which they can sink their teeth.

My hon. Friend is correct in saying that the earlier
adjustments are made during the fiscal year, the easier they
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.e to achieve and the less painful they are for the
Departments involved. For those reasons, we thought it
right to make the adjustments early in the financial year
when it became clear that departmental budgets were
likely to be underspent in certain areas.

Mr. J. Enoch Powell (Down, South): When the tables
are published, will the Chief Secretary ensure that the
misprint is not included in class XVII, Northern Ireland
Office? Can he say when the Secretaries of State for
Northern Ireland, for Wales and for Scotland will be
making corresponding statements on non-voted cash limits
so that we can see what will be the impact of these
alterations upon those parts of the country? In particular,
what is the justification for £5 million out of £12 million
of the adjustment in Northern Ireland falling upon law and
order and protective services?

Mr. Rees: I am sure that my right hon. Friend’s
responsible for Scotland, Wales and Northern Ireland will
take careful note of what the right hon. Gentleman has
said. The detailed allocation of the spending is a matter for
them and not for the Treasury. We shall endeavour to
correct any misprints in the tables.

Mr. Nigel Forman (Carshalton and Wallington): What
steps is my right hon. and learned Friend taking to ensure
that the 2 per cent. cuts in the nationalised industries’ cash
limits are not passed on in increased prices beyond what
would otherwise be commercially defensible?

Mr. Rees: We are aware of the impact of such price
increases on the RPI and consumers generally. However,

that is not to say that it is not right to look from time to
time at the realities of nationalised industries’ prices.

Mr. John Evans (St. Helens, North): Will the Minister
acknowledge that this is part of the manifesto that the Tory
party would not allow to be discussed during the recent
general election? Will he confirm that as a result of these
disgraceful cuts regional and district health authorities
throughout Great Britain are discussing the closure of
hospital units and wards and, in some cases, entire cottage
hospitals?

Mr. Rees: There was no secret manifesto. These cuts
are no part of any alternative manifesto. I can reassure the
House that expenditure on the National Health Service as
a whole in England will remain at planned levels.

Mr. Anthony Beaumont-Dark (Birmingham, Selly
Oak): I wish to ask the Minister about EFLs for
nationalised industries. He must have seen today that the
British Gas Corporation made a profit of £630 million in
spite of £600 million being taken back by the Government.
With the EFLs announced today, one has a horrid feeling
that we shall transfer part of Government expenditure—
not calling it taxation—by way of further increased
nationalised industry charges. From a quick look at the
figures, it appears that electricity prices are due for a big
rise because the EFL has been reduced by £418 million,
for the British Gas Corporation by £43 million, for British
Telecom by £117 million and for the Post Office by £51
million.

I hope that we are not going to introduce subtle taxation
by way of an increase in nationalised industry charges
which affect industry and people more grievously than
direct taxes. If these figures mean that nationalised
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industries will increase their charges because of what we
are doing, the House must know now so that it can decide
whether it is a sound policy.

Mr. Rees: I see no reason why the measures announced
by my right hon. Friend on 7 July should result in any
increased nationalised industry charges.

Mr. Andrew F. Bennett (Denton and Reddish): Why
cannot the Minister tell the House the employment
implications of the statement? Does he agree that it will
have further implications for public expenditure? Surely
he must know how many people will be put out of work
because he should know how much more unemployment
benefit will have to be paid and how much the Government
will have to forgo in the tax which they would have
received had these people remained in jobs.

Mr. Rees: There is no precise causal link between the
adjustments that we propose and the unemployent figures,
as the hon. Gentleman will realise if he reflects upon the
matter.

Mr. Nicholas Winterton (Macclesfield): Will my
right hon. and learned Friend assure the House that his
announcement today and that made by the Chancellor of
the Exchequer earlier this month will not result in
discrimination against the more provident local authority
which over a number of years has heeded Government
warnings on expenditure? Will he also confirm that the
cash limits for nationalised industries to which my hon.
Friend the Member for Birmingham, Selly Oak (Mr.
Beaumont-Dark) referred will not lead to price rises in
monopolies which will then be passed on as additional
costs to British industry, which is just beginning to get off
the ground and which will make it less competitive?

Mr. Rees: The proposed adjustments do not affect the
local authorities. As I said to my hon. Friend the Member
for Birmingham, Selly Oak (Mr. Beaumont-Dark), there
would be no justification for any price increases in the
nationalised industries as a result of our proposals.

Dr. Jeremy Bray (Motherwell, South): Does the Chief
Secretary agree that the real shape of the hidden manifesto
will emerge when we see the planning total rolled on for
the financial year 1986-87 when next year’s Government
expenditure plans are published? Does he acknowledge
that the distribution of the cuts this year will be taken as
a sign of what he will try to achieve in his discussions with
Cabinet colleagues on the next round of public expenditure
cuts?

Mr. Rees: The House should not infer anything from
the adjustments that my right hon. Friend and I have
announced. It will have an ample opportunity to consider
our policies when the public expenditure White Paper is
published. No doubt there will be ample opportunity to
debate it, its implications and history.

Mr. Richard Needham (Wiltshire, North): Further to
the point raised by my hon. Friend for Birmingham, Selly
Oak (Mr. Beaumont-Dark), can my right hon. and learned
Friend tell the House whether the figures published in the
document show that the cash limits for the electricity
industry have been reduced by £418 million? If that is so,
can my right hon. and learned Friend explain how it will
not be necessary to increase prices to offset such
reductions?
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Mr. Rees: My hon. Friend will not have had time to
immerse himself in the tables. The tables of EFLs for
nationalised industries show the absolute levels and not the
changes. The total overall reductions for the nationalised
industries referred to in the table amount to £58 million.

Mr. Ian Wrigglesworth (Stockton, South): Is the
Chief Secretary aware that his statement is a mark of the
failure of the Government’s economic policy and that
many people regard as another failure the Government’s
policy of—as The Times described it—

“selling off the family heirlooms to pay the grocery bill”?

Why does not the statement show that some of the
proceeds of the capital sales on which the Government are
embarking will be reinvested in further capital assets for
the country rather than spent on current expenditure?

Mr. Rees: The modest readjustment measures that
have been presented to the House today show nothing of
the kind. They do not signify a failure of the Government’s
economic policy or of their control of public expenditure.
They show modest readjustments at the end of the first
quarter of the fiscal year. We thought that it was much
better to take those modest measures now than risk a
greater overspend later in the year. I am sure that, if the
House thinks dispassionately about it, it will applaud our
prudence and caution.

Mr. Max Madden (Bradford, West): How does the
Chief Secretary reconcile the Chancellor’s statement on 7
July with previous considerable underspending on cash
limits? Is it not a fact that on 7 July the Chancellor jumped
the gun and that as a result of his measures, hospitals will
be closed and thousands of doctors, nurses and ancillary
staff in the National Health Service will be sacked
unnecessarily ?

Mr. Rees: There is no ground for what the hon.
Gentleman has suggested. I have already said what the
impact on the NHS in England is likely to be. He can draw
his own conclusions, so can the rest of the House. These
are modest measures which do not justify the absurd and
extravagant forecasts made by the hon. Gentleman.

Mr. Roland Boyes (Houghton and Washington): Is the
Chief Secretary aware that the figures will lead to greater
unemployment and continue the upward trend of
unemployment, probably beyond the present job gap of 5
million? Is he aware that there is a relationship between
unemployment and poverty and that the cuts on personal
social services, which are criminally irresponsible, are a
direct attack on the poorest people?

Mr. Rees: If the hon. Gentleman studied the measures
he would see that the cuts applied to every Department.
They are not concentrated on any one area or on any one
section of our society. The hon. Gentleman might reflect
on the fact that it is much more likely that unemployment
will be generated if public expenditure is not kept firmly
under control, as it has beén by the Government, and if the
PSBR is not kept to the modest level that we propose,
which will allow plenty of scope for the private sector to
increase and generate lasting sustainable jobs now.

Mr. Laurie Pavitt (Brent, South): Is the right hon. and
learned Gentleman aware that for the Treasury to make
separate compartments for social services and community
services on the one hand and health services on the other
is to make complete nonsense of the Government’s policy
on the mentally handicapped and the mentally ill? Is he
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aware that in my area, where we have a hospital of 1,4.
beds at Shenley for the mentally handicapped, last week
my local authority suffered a cut of £500,000 and that the
week before there was a cut of £7 million on the Brent
borough council, which means that the idea of taking
people from institutions into the community is sheer
nonsense? If the Government impose cuts on both sides in
their policy, we cannot do anything.

Mr. Rees: I am not informed in detail about the precise
cuts to which the hon. Gentleman referred. I very much
doubt that they could result from the measures that my
right hon. Friend announced on 7 July. However, I have
no doubt that my right hon. Friend the Secretary of State
for Social Services will take careful note of the hon.
Gentleman’s detailed points.

Mr. Mark Fisher (Stoke-on-Trent, Central): Will the
right hon. and learned Gentleman explain his remark that
it is “impossible for me to calculate the unemployment
consequences”? Does that mean that he has not considered
the implications for unemployment? With £110 million
from the Department of Health and Social Security, and
the Department of Education and Science providing £28
million and the Ministry of Defence providing £220
million, mainly from procurement, surely he can
understand that it is impossible to make cuts without there
being a dramatic effect on unemployment.

Mr. Rees: If the hon. Gentleman feels that adjustments
of slightly over £500 million will have a dramatic effect,
he is living in a feverish world. I have said clearly that it
is impossible to make a precise calculation, and it is much
better that I should say so than guess at the figures, which
the hon. Gentleman seems disposed to do.

Mr. Tam Dalyell (Linlithgow): Under class II, votes
3 and 4, do the British Broadcasting Corporation external
services and the British Council agree that the £500,000
cut from each of them is simply a modest readjustment?
Does the Secretary of State for Defence — the
somnambulant Secretary of State— who has distanced
himself somewhat from Treasury Ministers, agree that the
cuts in class I, votes 1 and 2—the right hon. Gentleman
has a great smirk on his face, so I suspect that he does not,
because we all know that he was not consulted—were
so modest that he need not be consulted? Was he agreeable
to all that? He is smiling broadly, so let us hear the truth.

Mr. Rees: I am happy to say that the decisions that
were announced by my right hon. Friend on 7 July were
collective decisions by the Cabinet. I refer the hon.
Gentleman to the votes to which he referred. The cash
limits of 7 July for the Foreign and Commonwealth Office
were about £77 million and for the British Council about
£40 million.

Mr. Stuart Bell (Middlesbrough): Will the Chief
Secretary look at class IX on the reductions in cash limits
for the Home Office? Will he give an assurance that the
cut of about £7 million in the prison service will not add
to the tension in our prison service and its difficulties in
accommodating too many prisoners in our gaols? Will he
also give an assurance that the cuts affecting the treatment
of offenders will not affect young offenders, who require
the greatest attention?
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Mr. Rees: 1 am sure that my right hon, and learned
Friend the Home Secretary has taken full account of those
factors in arranging the allocation of the adjustments. It 1s
a matter for the Department concerned and not for me,

Mr. Shore: I assure the Chief Secretary that brevity is
one thing, but suppression of information is another. I
should like to ask him two simple questions. As the DHSS
announced only yesterday that 8,000 jobs will be lost as
a result of the measures, why cannot the right hon. and
Jearned Gentleman, in his capacity as Chief Secretary,
supply information centrally rather than allow it to be
dribbled out by Ministers over the next few weeks and
months? Secondly, the cuts are supposed to be due to
alleged overspending. How much of the alleged
overspending is due to the revised EC budget contribution
made by the United Kingdom as a result of the Prime
Minister’s failure at the Stutigart summit?

Mr. Peter Rees: The detailed allocation of cuts within
the cash limited programme is a matter for the respective
departmental Ministers, and it is for them to answer
questions on that,

The diminished refund from the EC is certainly an
element in the overspend, but I cannot say exactly what
proportion it represents as we are dealing with possible
overspend for the entire year. We must consider how
matiers are likely to develop at the end of the year. On the
best information available to the Government at and just
before 7 July, it seemed advisable to make the modest
readjustments which I am commending to the House.
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Treasury Chambers, Parliament Street, SWIP 3AG
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FOREIGN SECRETARY
PUBLIC EXPENDITURE 1983-84

Thank you for your minutes of zg/éﬁé 25-July about the
BBC External Services and the British Council.

Following the 'discussions between us about savings on
these and other spending programmes, I am content to
accept the proposals you have made.

I am sending a copy of this minute to the Prime Minister.

N.L.
27 July 1983

CONFIDENTIAL
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10 DOWNING STREET

From the Private Secrelary 27 July 1983

CASH LIMIT REDUCTIONS

Thank you for your letter of 26 July.

The Prime Minister agreed to the Chief
Secretary announcing today the revised cash
limits, with a footnote in the printed text
from which it would be clear that the Prime
Minister's pledge on National Health Service
expenditure was being honoured.

As you know, later this morning the
Prime Minister agreed, in a short discussion
with the Lord President and the Chief Whip,
that the statement could be made orally.

I am sending a copy of this letter to
David Heyhoe (Lord Privy Seal's Office)
and Murdo Maclean (Chief Whip's Office).

“, -
W Vin a4 xf 1 1

OLAR

John Kerr, Esq.,
HM Treasury.
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PRIME MINISTER

STATEMENTS

There were four statements today.

The Scottish Rates Support Grant

This was a fairly routine occasion giving Opposition members

USRS

a chance to complain generally about interference with local
government, There was comparatively little support from Government

benches but Mr. Younger had no difficulty.

e s T TR e,
gy " I A PG T . =

2. oStock Exchange

Mr. Parkinson's statement predictably aroused the wrath
of the Opposition who accused the Government of exempting their
friends in the City from the requirements of the law, There was,
however, a general welcome from the Government side for the statement

5 S 3 — e - iR
and considerably detalled questioning about the agreement reached

with the Stock Exchange. Opposition members were not interested at
all in the contents of Mr, Parkinson's statement and he was able

to make effective use of the point that the Opposition had given

the trade unions very considerable immunities while requiring nothing
from them in exchange. He also stressed the desirability of settling
matters out of court at a great saving to the taxpayer. Generally

speaking the Opposition were not able to make their charges stick,

3. Public Expenditure

Mr. Rees had a considerable success with his statement both
vt AL TSR S R GRS SN LT GBI e Sl gy
in its content and style. The approach of the Opposition clearly
-_gw.-;w EE LR Y
demonstrated there would have been disproportionate trouble had the

statement not been oral. But Mr. Rees' low-key approach was, I
< -
suspect, far more successfu} in diffusing the situation than would

PRl ] TR I I R W gy 2

have been the Chancellor. The Opposition questioning concentrated

i I———— '——-".J . . . .
on Job losses, in particular in the National Health Service which
suggests that you may have the figure of 8,000 job cuts quoted to

Bvise wewr e Tanang
vyou tomorrow,

/4. Gibraltar




4. Gibraltar

Mr. Stewart's statement received a low-key response
as befitted the fourth statement on a,lﬁjt aftcrnoon. %Fhe
settlement was generally welcomed even amongst some Opposition
mt_‘*mbersj who could not make up their minds whether the amount
of work which had been guaranteed to the commercial dockyard
was too great or too little. I think it unlikely that the

subject will come up at Questions tomorrow.

5. White Paper on the Rates

Mr. Kaufman sought to cause a row about the delaved

publication of the Rates Wh]te Pqper calling on two occasions

A P R AP DS S0 T B I TRE T L SRS O i e

‘..M
for a statement. It was clcar that the Speaker was nol going

pre— . . ; :
to be very helpful on this and in the end Mr. Jenkin had to come
to the House to explain why the White Paper was not being published

until next week, The opeaker allowed Mr, Kaufman to _cguestio:

“._Mtar-w i SR
— =

twmﬁcuﬂ AL L LR T i

Mr, Jdenkin but he ua% able successfully to damp down the lit.le
M ) } RS SAT R TR S B ik e, S e A T P -—--n-......__.,._______.—h-
excitment which was still left,

e e S G S S ST

27 July, 1983




PERSONAL AND CONFIDENTIAL

10 DOWNING STREET

From the Principal Private Secretary

Your Secretary of State came to see the Prime Minister yester-
day evening about the Government's approach to the public expenditure
programme of the DHSS.

Your Secretary of State suggested, and the Prime Minister
welcomed the suggestion, that the Government should devise its
approach to the short-term public expenditure problems on the basis
of a carefully-considered medium term strategy. Through the firm-
ness of its approach in the last Parliament, the Government had
achieved valuable long-term reforms which, despite initial opposition,
were now generally accepted as important improvements, for example on
earnings-related unemployment benefit, sickness benefit and the
historic method of uprating. The Government needed to identify the
further reforms it intended to undertake during this Parliament,
recognising that legislation would be required for some of them, and
decide its short-term strategy in the light of its medium-term
objectives.

The Prime Minister and the Secretary of State agreed on the
importance of supporting further reforms by informed public dis-
cussion, which should not be dominated by the lobbyists in the social
security field who simply argued for ever-expanding benefits.

There was a need to identify, either through the Social Science
Research Council or directly, policy study groups or individual
academics who could contribute to such public discussion of specific
parts of the field. The Prime Minister suggested that your Secretary
of State should ask Sir Keith Joseph and Lord Harris of High Cross

if they could suggest some names: she would also make enquiries.

A similar approach was needed in the National Health Service.
The major thrust here was likely to come through cutting down the
waste and inefficiency which resulted from excessive administration
or restrictive practices, and thus using the extra resources, which
the Government were already planning to allocate to the NHS, more
effectively for patient care. In this respect, it would be helpful
if Mr. Roy Griffiths were to write the report of his management
inquiry in a form in which it could be published: your Secretary of
State agreed to put this point to Mr. Griffiths.

Summing up the discussion, the Prime Minister suggested the
following next steps. It would be helpful to her thinking about the
social security system if she could be given an oral briefing,

/ before
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before she goes away on her holiday, on how the current structure
of contributory and non-contributory benefits fits together. I

am in touch with Sir Kenneth Stowe about the arrangements for this.
Then the Prime Minister suggested that she should hold a small
meeting in September, involving Ministers from your Department and
from the Treasury, at which a strategy for social security benefits
and expenditure on the health service could be discussed: some
outside experts might be invited to some part of that meeting, both
in order to contribute their ideas and to identify areas to which
they should be encouraged to direct further studies.

If your Secretary of State agrees, perhaps Sir Kenneth Stowe
would consult the Treasury about a possible format for the September
meeting and about the papers which might be prepared. I hope that
we could make suggestions to the Prime Minister in a week's time
about how we might set up the September meeting.

I am copying this letter to John Kerr (Chancellor of the
Exchequer's Office) and John Gieve (Chief Secretary's Office). I
should be grateful if no copies could be made of this letter and if
knowledge of the arrangements proposed in it could be confined to
the minimum number of senior officials who need to be involved.

Steve Godber, Esq.,
Department of Health and Social Security.

PERSONAL AND CONFIDENTIAL
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No. 1O Downing Street 26 July 1983

(iﬂw Nevhaaasd |

CASH LIMIT REDUCTIONS

We spoke this morning about the timing of the Chief Secretary's
announcement, by written PQ, of the revised cash limits figures.
In his statement on 7 July the Chancellor promised that the

new figures would b& announced before the Recess, and I
explained that we were hoping to agree the last of the figures
with Departments today, in order to have the option of announc-
ing them tomorrow. I asked you to let me know whether the
Prime Minister would prefer us to go ahead tomorrow, or to

wait until Thursday. T —

You told me tonight that the Prime Minister thought it best
that we go ahead tomorrow. We have managed to agree the
last of the figures, and the Question is accordingly being
put down tonight. T attach the text of the Answer which
officials have submitted to the Chief Secretary.

The answer is along standard lines. But, following our
conversation tonight, We are considering whether the main
table should carry three additional footnotes. The first
would relate to the DHSS's Vote XI1l, and would state that:-

"This reduction offsets an increase in the
non-cash-limited Vote XI2 (health and personal
social services (other), England)."

The other two footnotes would make the same point in respect
of Scotland and Wales. (It will of course be made anyway

Vqu \’/}n briefing: the question is whether it should appear in the
PIr - o

inted text.) —
Some Departments have chosen, with Treasury agreement, to
reallocate the reductions between their cash limits so that
some take more than their share, and some less. This explains
why a few cash 1imits (eg. those covering the Research Councils)
are un-amended.
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A similar announcement of the reductions in nationalised

industry EFLs will be made separately, and probably on”
Thursaay.
“

I should be most grateful if you could confirm in the

morning that the Prime Minister is content for us to
proceed as proposed.

I am sending a copy of this letter to John Gieve in the
Chief Secretary's Office.

B R

g@v sy

J O KERR
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‘.Ifhe four cash-limited de!mce votes are eau:h separate cash Jimits, but by agreemcmt with the Treas;:iy tbey are

mmged as a global cash limit.

in the case of this vote the £14,004 thousand is an increase rather then a decrease to the cash Jimit, The

 Jocrease of £15,000 tbouund,

Gy 1 mounccmmt. .

a transfer from DOE/LA] is partly of{set by the reduction following the July
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CONFIDENTIAL

Treasury Chambers, Parliament Street, SWIP 3AG

Michael Scholar Esq

Private Secretary

10 Downing Street

London SW1 | 26 July 1983

D@, Micleel

HEALTH SERVICE EXPENDITURE

You asked for advice on what the Prime Minister might say if
challenged to repeat the pledge on health spending that she gave
in Edinburgh on May 31.

We suggest the following:-

"T have no intention whatsoever of dismantling the health
service.

— —

/ Last year's public expenditure White Paper showed the
total resources for the health service for the next three
years. Within the aggregate figures there will no doubt
be some changes; for example the pressure on services
resulting from the increasing number of elderly will
continue to increase, but against this I would expect to

- see greater savings from improved efficiency. [ I do not
expect the current expenditure review to lead to any
significant change in the planned total of resources for the
health service.]"

The final sentence 1s optional.

You will see that this reply falls short of repeating the
statement she made on May 3%1. The figures for increases in
planned expenditure that she quoted were based on the public
expenditure provision for the health and personal soclal services
in England net of charges. [The equivalent figures for gross
expenditure in England on health and personal social services are
§800 million, &£800 million and £700 million and for health

servicel in Great Britain £900 million, §£800 million and £700 million,
though the latter are not published in the White Paper. ]

A firm commitment to the net figures for the NHS would make imposs-
ible any public expenditure savings. In particular it would rule
out not only reductions in the level of service but also, for
example, increased charges whose effect would be to reduce the net
cost to the Exchequer without reducing the total resources going
to the NHS. It i1s for that reason, that we would prefer to speak
of total (ie. gross) resources for the NHS rather than the net

public expenditure element of them. VAE K 5”"‘”5L-

< Gteu
JOHN GIEVE
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I spoke to Sir Ken Stowe about the report in the Guardian

on the public expghdizure Cabinet yesterday (copy attached).

He told me that when the Secretary of State returned from

Cabinet, he called in his two Mlnlbters of State the

W vt W W ——

Parliamentary Secretary (Mr. Tony Nuwton), Sir K. Stowe,

i . 3

Sir Geoffrey Otton, and the Secretary of State's Private
Secretary. He gave them an account of the Cabinet discussion
and then talked about the difficulties involved for the DHSS

—— e t————

in making the cuts likely to be roqu1led But this aucount

e R S e =S -—————a

was given in a constructlve way and there was no Jndncatlon

- - —— e - —

that Mr. Fowler had fought a lone battle, and no sign of

disaffectionwonﬁhis part.

—

Sir K. Stowe and Sir Geoffrey Otton then withdrew, leaving

the Ministers to have a political discussion; and the

Secretary of State subsequently had a separate meeting with
Sir K. Stowe and Sir Geoffrey Otton at which he commissioned

a paper about the options for the DHSS in making the cuts

—

which may be necessary. (That Baper is being delivered this

-y

evening. ) Sir K. Stowe said that there was no talk of

ﬁbssibig resignation by Junior Ministers in his presence,
and the attitude of DHSS Ministers generally was constructive,

although they recognised the dlfflcultles

. —

—— = i

Sir K. Stowe thought it likely that the Guardian story came

from %g§§ip at Westminster, but doubted very much whether

it came from a DHSS Minister.

.

This does not carry us much further forward, but our conversa-

tion will have served to get the message to the DHSS that you

e ————

did not like seeing these reports in the Guardlan (Incidentally,

Slr K. Stowe told me that he was applying the most rigorous

e

controls to the paper being prepared on DHSS Optlons but even

so he was very fearful that there would be leaks from his

(Feg.

Department.)

T——

C—_
. — e ——————
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By lan Aitken
Political Editor

The Chancellor, armed with
{he unqualified support of the
Prime Minister, vesterday
secured the reluctant support
of the Cabinet for a huge pro-
gramme of cuts in public
spending.

And he did it without
promising early cuts in taxa-
tion. The official version of yes-
terday’s crucial Cabinet
meeting is that ministers un-
'animously endorsed Mr Nigel
Lawson’s demand that their de-
| partmental ¢stimates should be
cut by £5,000 million to get
public expenditure back to the
ficure set at the time of the
last Budget.

On these accounts the Chan-
cellor obiained the unanimous

o=y -

Parliament, page if); Financial
Notebook, page 16

L -

)

agreement of his colleagues,
but it is not quite like that.

The under-the-counter ver:
gion makes it clear that there
was vigorous protest about the
scale of the cuts proposed by
{Mr Lawson, .and that  fhev)
rame. most vx;:o*uuz.!:, from "Mr
vorman Fowler, the otherwise
hollv loyal Somal Ser\mec
i_swre LATY.

It  became apparent Jast
night that it is his department
which will carry the main
burden of the cuts.

Whiiehall sources coniinued
to emphaslse yesterday that
the Prime Minister does not
'endorse the idea that any
actual cuts are involved in the
present Treasury operation,
' They insist that it is simply a
matier of sticking to existing
spending targets which were
put to the country during the
general election campaign.

But this version of events,
ﬂmugh strmh accurate in a

)

" g b

o

FOLESL

pedantic sense of the word
conceals a much more bruising
reality, This is that there wil’
have 1o be major cuts in Somé
existing programmes 10 absork
unconirollable inerease 1
other programmes, such as un
employment benefit and relate
social security pavments like
supplementary benefit.

But Mr Fowler's departmen
now seems certain to face ai
attack from the Treasury or
both social security benefit:
and the National Health Ser
vice. fhere are ipcreasingl
bb\‘inus sigris that Mr Fowle
and some of his dcepartmenta
colleagues may be unwilling i
‘put up with further attacks o
this Kind, &nd that someé o
whem may even be LT‘ﬁ’uT‘t‘d 1
(Ummer resigning.

Their argument 1s that
substantial feature of the Co
servative election campaig:
was founded on the propositio
that the health service wa
safe in the hands of a Consery
ative Government, and tha
benefits would not be seriousl
eroded.

1If those pledges &are ne
honoured, then DHSS minister
will clearly be in difficulty
Spending cuts which ge
beyond the fatty {tissue an
slice into real muscle coul
prove too much for them.

‘esterday’s Cabinet however
did not get down to this kin
of detail. All that was agree
was$ an overall total for the cu
in departmental estimates, an
the question of where th
Treasury  hatchet will b
applied is now left to the chi
secretary, Mr Peter Rees, i
negotiations with individual d«
partments,

But Mrs Thatcher left
doubt in the Commons yeste
day about where her svn
pathies lay. She told MPs
question time that she was i

Turn {o back page, col,
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FCS/83/141

CHANCELLOR OF THE EXCHEQUER

Public Expenditure 1983/4

BBC External Services

i Iy We discussed yesterday my concern at the likely effects of
imposing this year's cash limit reduction on the BBC External

§erV1 ces,

2. My original view had been that we should take a firm line
with the External Services and require them to bear their share
of the cuts (£1.2m) like everyone else., But, as agreed, the
External Services (and the British Council, which we also
discussed) are adept at mobilisging Parliamentary, media and
public support. They have already fired some opening salvoes.
If we were to notify the BBC that their cash limit must be
reduced they would certainly counter by proposing ways of doing
this through selective cuts in services designed to provoke the
largest possible outcry. If it came to a Parliamentary debate
the Government on past experience could not be confident of
winning. It would be very damaging to our general principles
to be voted down on a published cash limit reduction, when the

amount involved was no more than £1.2m. That is not to say that

the BBC should continue to operate outside the disciplines
inherent in Government expenditure policies. As Chancellor I

was not happy aboﬁt their administrative and financial efficiency
and I have had a preliminary talk with Leon Brittan about what
might be done to improve this in the longer term. It is a

difficult issue but one Ministers must consider.

CONFIDENTIAL
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SR When we spoke, you acknowledged the risks involved in
doing battle over the External Services and were sympathetic
to my search for a different approach. We should not want
them to escape sco: free and as I said, I propose we tell
the BBC that they must make a contribution amounting to
£0.5m to the exercise. This sum can be found from the
estimated slippage that will arise this year on the capital

S —————
programme to modernise Bush House. The BBC had fixed their

BYeE on this for another-purpose and had already approached

our officials. But I am sure the need to demonstrate the
Government's intention to contain public expenditure has a

greater claim to the money involved.

4. The approach which I suggest is, of course, designed

to spare the Government as a whole the trouble of a public
and Parliamentary row with the BBC. It is not solely a
problem for the FCO, and it was for that reason that I put
it to you that the balance of £0.7m should not be found from
the other Votes under my control. At the same time however

I told you of the Prime Minister's agreement that we should

this year look for savings in the other spending programmes
-*__—‘_-__ﬂ__——'ﬂ

that I mentioned (and which have so far been protected) and

am grateful to you for agreeing that it would be sensible

to handle these related matters in that way.

Olie I shall be minuting to you again about the British
Council as soon as I have spoken to Dick Troughton along

the lines that we discussed,

CONFIDENTIAL
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I am sending a copy of this minute to the Prime Minister.

S

“~

Foreign and Commonwealth Office.

22 July, 1983
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We discussed who would be the best academics to pursue studies

MR. SQHELAR
Vv

PUBLIC EXPENDITURE - CHANGING THE CLIMATE OF OPINION

of public expenditure and to expose the vast increases, particularly
in benefits and health service disbursements, that are already
entrenched in present commitments. I think the best man to do it,

J. | if we can get him, is Alan Peacock. He has done a lot of sound
scholarly work on public expenditure, and he has also worked as

economic adviser in the Department of Industry. Another very good
scholar in his field is Alan Prest. However, I am more doubtful

about hims; he is rather a souredjbersonality and may well be
tempted to pursue some of his own little vendettas.

If, however, Peacock cannot do it, I would prefer to put my faith
in Maurice Perlman at the London School of Economics. He does not

R ——

have the detailééexperience of Peacock, but he is an imaginative
economist and has done some considerable work on expenditure and

taxation. (He has done one or two things for the IEA.)

It would be also a very good idea to get Arthur Seldon and perhaps
also John Wood. Similarly, it may be a good idea to get Jack
Wiseman of the University of York involved; again he 1is a good

scholar in the field of public economics.

Although the Prime Minister mentioned the SSRC as a possible
sponsor for the study. But in spite of the fact that Sir Douglas
! LS Hague is the new Chalrman I do not think it is p0851b1e fQr them to

sponsor it. They have their procedures to which they quite
ikt § 0 K
Jmp‘kh would take a very long while for it to be refereed, reviewed, and

‘properly adhere. If it were to be sponsored by the SSRC then it
uhqu~kuv finally decided. And there is no guarantee that the various boards

o view would approve it.

b By far the. best agency to sponsor it would be the IEA. They would
MLs probably want a special grant for carrying out thig_ag}k, but I
suspect that if it were known that the Prime Minister strongly
wanted this work to be done, a grant would not be all that difficult

to raise. (But I speak from an abysmal 1£§kL9f the possibilities of

l

such funding!)
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In order to get the issue in the forefront of people's minds, there
must be a determined attack in the media. The Economist Newspaper
has been very helpful, but we need a much wider range of awareness.
There are many media men who would be only too pleased to take this
up. I can think of Andrew Alexander in the Mail, Larry Lamb in the

Express and of course our friends on the Times and at the Telegraph.
Somehow they must point out that this public expenditure issue is
e e— sl

the dominant problem of all the Western world. And i1f in Britain
— o= S

we can give a_iéad, as we have done in conquering inflation, then
this is a major contribution to the defence of the West and the

promotion of material prosperity.

T would suggest that the Prime Minister herself appoint some Minister,
perhaps Lord Cockfield, to take on this job of organising and
promoting the awareness in the media and in academe.

) Sy e

ALAN WALTERS
21 July 1983




SECRET

Ref. A083/2146
PRIME MINISTER

Economic Outlook and Public Expenditure
(C(83) 23-26)

BACKGROUND

On 21 July the Cabinet will, as is customary at this time of

year, have its first collective discussion of the current Public
o e o _—_—m

Expenditure Su;§ey against the background of an assessment by the
Chancellor of the Exchequer of the prospects for the economy.

p—

There are four papers on the agenda:

(i) C(83) 26: the Chancellor of the Exchequer's memorandum

on economic prospects.

C(83) 23: the Chief Secretary's main memorandum on public

expenditure, both in 1984-85 and the two succeeding years,
and in the longer term.

(iii) C(83) 24: a memorandum by the Chief Secretary on Civil

Service numbers.

(iv) C(83) 25: a memorandum by the Chief Secretary on contracting

out and privatisation.

2% Because of the gap imposed by the General Election the usual
detailed PESC Report is not yet available. But that should not
qud\ hamper the Cabinet's discussion: the aim at this stage is to lay

p—
‘down broad guidelines and not to discuss individual programmes in

detail. -

m

Economic Prospects

S C(83) 26 surveys the economic scene in broad terms. It sees

some encouraging developments on prices and on unemployment, but
#

draws attention to the risks, particularly on the overseas front
A ——————— S e——

because of the high budget deficit in the United States. On the
domestic side, it recalls the recent disturbing trends in the money

“

supply, public expenditure and borrowing which lay behind the

—-—M R e SES—————
L

measures announced on 7 July. It implies that the modest fiscal
adjustment of £} billion in 1984-85 foreshadowed in this year's

—

!———

1
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Financial Statement and Budget Report is at risk. The highest
level of public expenditure that can be afforded is that published
in this year's Public Expenditure White Paper (Cmnd 8789). Even
then there will be a risk that taxes may still have to be put up

—

next year.
r .

Public Expenditure: Current Survey

4, C(83) 23 has two main sets of proposals: one set for the current
survey period and one for the longer term. The main figures relevant

to the survey period are as follows.

£ billion

1984 -85 1985-86 1986-87

Cmnd 8789

Programmes
Planning reserve
Net sales of assets

Other adjustments

Planning total : ' j’l Go. §

Survey baseline for 1986-87

Change on previous year , s {1 4.0%

Survey

Agreed changes™
Departmental bids : . % 710

e —

Prospective addition to . : 7 o
planning total/baseline -

*Mainly due to changed economic assumptions.

‘V\rﬂ)";?hi The Chief Secretary proposes that his obJectlve in the bilateral

w

discussions with spending Ministers which customarlly lead up to

#

final decisions by the Cabinet in the autumn should be to hold to

hthe published planning totals for 1984-85 and 1985—86 and to keep

the total at approximately the same real level 1in 1986 Sad

understand that this implies a planning total in 1986 87 of

£140.3 billion.

5] The Chief Secretary proposes to maintain the planning reserve

(also ' referred to as the '"contingency reserve'' -
g b
2
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see paragraph 11 below) at £3 billion rather than, as in recent

—

surveys, to draw it down in order to meet agreed additional bids.

—

He also indicates that unavoidable bids in 1984-85 are likely to

total £2%1 billion. I understand that this is made up as follows.

¥ billion

Agreed changes 0.
Local authority current expenditure
Social security
Defence
Price increases
1983 AFPRB award

NHS: 1983 DDRB award and family
practitioner service

Agricultural price support
Other

It follows that to get back to the planning figure for 1984-85,
_? not only must the whole of the remaining bids be rejected, but also

a net §2% billion of savings must be found. At its meeting on

: ) — &
&;iﬁfgﬂ 14 July the Ministerial Sub-Committee on Economic Affairs (E(A))

J

’ggreed to aim for savingg_of abQE} §1 billion on the external

financing requirements of the nationalised industries (ie that the

— -———

industries' bids for an additional £33 billion of external finance should

be rejected and that, in addition, reductions below the baseline of

rSi billion should be secured). But even if that should prove

realistically attainable, it will leave £11 billion to come from

- —Z—., ) — L
Departmental programmes. The Chief Secretary considers that

‘Similar reductions are required in the remaining years of the

e

survey.

Public Expenditure: Longer Term

T The Lhief Secretary also draws attention to the threat to the

Government's tax objectives in the longer term presented by high
- A —" - -

levels of public expenditure. A combination of 2} per cent a year

economic growth and holdiﬂg public expenditure constant in real

terms to 1988-89 - ie extending the Chief Secretary's proposals for

T ]

the survey period to the end of the maximum life of the present

Parliament - would still leave the ratio of taxation to gross

—_—— — wenmssanh

3
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et sl el e 2 e . B B Yt e

proposes that the Cabinet should endorse a target of holding total
public expenditure constant in real terms up to 1988-89. He would
then circulate in September a set of programme figures constructed

domestic product above the level of 1978-79. The Chief Secretary
W . -

on the basis of this target for discussion by the Cabinet. The
Etogramme figures, as amended in the light of that discussion, would
then inform the remaining stages of the survey. The beginning of a
new Parliament 1s clearly a good time for establishing a trend for

| public expenditure beyond the short term.

—

Civil Service Numbers

8. C(83) 24 refers back to the Cabinet discussion of last

December (CC(82) 53rd Conclusions, Minute STT_whéﬁ it was agreed to

.1Hentify and quantify the scope for reducing Civil Service manpower
between 1984 and_1988. It reports that there is already a fair

prospect of reducing the size of the Civil Service to 605,000 by

ot e ——

1 April 1988 (although this depends critically on the hiving-off of
-___—-_-——- - e L e s e i e v
the Royal Ordnance Factories), and proposes that one of the aims in

the bilateral discussions of public expenditure between now and the
autumn should be to identify further savings, with the aim of at

least gptting_hﬁinm_ﬁﬂﬂ,ﬂoo. "

Contracting Out and Privatisation

0% C(83) 25 is essentially a progress report coupled with a
general request to members of the Cabinet to keep up the pressure
to reduce the size of the public sector. It proposals a further

report in a year's time,

e—y

MAIN ISSUES

10. The main issues before the Cabinet arise on C(83) 23. They

are.

(1) Does the Cabinet endorse the Chief Secretary's proposed

aims for the current Public Expenditure Survey?
O ——————————————————————————————

(ii) Does the Cabinet agree with the Chief Secretary's
s m— [ L I T ———

proposals for handling longer-term prospects?

Although they should require less extensive discussion, you will also

wish the Cabinet to consider:

SECRET
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(iii) Are the Chief Secretary's proposals on Civil Service
numbers, and contracting out and privatisation,

acceptable?

The Public Expenditure Survey

11. It seems unlikely that many members of the Cabinet will argue

(.._.....—-—-—

that the Government should now abandon the aim of holding to the
H ————— s}

published planning figures for 1984-85 and 1985-86, or should plan

for large real increases in expenditure in 1986-87. The main points

fikely to be raised in discussion are probabiy the following:

Economic Prospects. Some members of the Cabinet may express

surprise that the improved prospects for output and inflation

should not have more favourable effects on the prospects for
public expendifure. In isolation, they are obviously beneficial.
But they need to be weighed against other, less favourable

factors such as less buoyant revenue, to which the Chancellor

draws attention iﬁrC(SS) Zgl And experience this year shows

the vulnerability of economic forecasts and the importance of

————————— - -

caution in mangging_Ppbiic expenditure.

Pay. It may be argued that if the Government sets, and can
adhere to, a low public service pay factor for 1984-85, the

prospects for public expenditure will be easier. That will be

a matter for discussion and decision in September. But

although the pay factor may influence the level of public

service settlements, it does not determine them. In aﬂ} case

this should not be allowed to distract discussions from the
immediate question before the Cabinet, which is the overall

objective of the survey.

e —

Contingency Reserve. It is likely to be argued that a

contingency reserve of £3 billion is excessive. Cmnd 8789
“

said that the reserve of £2.5 billion in 1981-82 and

£2.4 'billion in 1982-83 were "unnecessarily large'"; and

although this year's reserve of $1.5 billion is tight, there

are no signs yet that it is likely to be overspent. The

argument is partly a matter of terminology. Strictly speaking,
e e i . S P A A S A S S D

the contingency reserve for a financial year current or

e L e e e i . e i i Al i Gl 2

immediately in prospect is a control device. Only increases
5
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in expenditure which are within the control of Ministers are
charged against it: overruns on demand-determined programmes

or overspending by local authorities, for example, are not so
S ———————————

charged. The Chief Secretary is effectively arguing for a
§3 billion reserve in a broader sense: a safety margin against
all forms of excess—éxpenditu;p. Not only are there the

i

inevitable uncertainties about demand-determined expenditure.

There are also items - such as our contribution to the
—____———-——-—'—‘ b g

Ci) European Community and local authority current expenditure -
C::)for which the figures eventually published are likely to

.

represent what the Government wants to happen rather than a

e e B —a.

central estimate of what will happen. Again, the scheme of
end-year flexibility which the Cabinet approved on 7 July will
tend to increase expenditure in 1984-85 and later years. All

these are arguments for a substantial '"contingency reserve' in

the broader sense mentioned above.

Sales of Assets. It may be suggested that sales of assets
should be increased. But the published plans already take
credit for significant sales. More sales, even if they could
———

be achieved, would not affect the long-term balance between

i E———

expenditure, revenue and borrowing. Even the Chancellor's

announcement on 7 July that the Government was planning an

extra £500 million of disposals in the current financial year
e e S e e e e £ <t e 5 R A b A T S

attracted unfavourable comment in the media.

Years after 1984-85. The Chief Secretary says that reductions
of "at least the same order'" will be required in 1985-86 and

o ——————

1986-87 as in 1984-85. But that is not immediately appa;éqy
“Trom tﬁg_ﬁigures. Agreed changes in 1985-86 total only
§1.1 billion; and the Treasury have not indicated at official

—
level that they regard any significant part of the Departmental
bids of §£5.8 billion in 1985-86 and £7.0 billion in 1986-87 as

C— | m—— —————e e
unavoidable. Moreover, E(A) agreed to seek about £l billion

—
savings from the nationalised industries in_each ygar. It may

therefore be argued that it is unnecessary to do more in

#

respect of Departmental programmes than to require the with-

R e Y )

drawal of additional bids. It will be for the Chief Secretary

et Vel

to defend his proposals in detail. But if there is dispute it

0
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will probably be best to concentrate on the need to agree on

measures which give reasonable assurance that the overall
S ————— ————————————— —— — —ty

totals approved by the Cabinet can be delivered.

Public Expenditure in the Longer Term

12. In discussion of the longer term you will wish to avoid at this
M

stage any major dispute on specific issues of substance (for

example, over the scope for real growth in defence expenditure or

m_-—_—__—“

the future of the Health Service). At this stage the Cabinet are

being asked merely to agree in principle to work towards an overall
expenditure target for 1988-89. There will be opportunities in the
autumn to discuss the Chief Secretary's projections and to confront

the difficult issues about priorities which may arise.
fe— W e -

13. There may be pressure for "alternative assumptions' to be used.

e M

Some Ministers may argue that the assumptions suggested by the Chief

Secretary are pessimistic and that more optimistic assumptions should
be taken. The Chief Secretary is likely to point out that, judging
by the experience of recent years, economic growth of 2} per cent a

e e ety ARy

year would be an above-average performance; and that, even on that
—— o=

basis, he does not envisage getting the relevant tax burden down to
the level of 1978-79. There might indeed be a case for inviting the
Chief Secretary to explore alternative scenarios (though the number
of them would obviously need to be strictly limited) biased towards

less favourable economic assumptions, and with more ambitious

- S ——

targets for reducing taxation.

Civil Service Numbers

14. It is unlikely that there will be any substantial disagreement
with the proposals in C(83) 24. The Chief Secretary is merely
asking for "rather larger reductions than those so far on offer"

with the aim of bringing the total some way below 600,000. He will
——————STE

be pursuing these matters in his bilaterals.

15. Pressure on numbers focuses Departments on improving
management (and the scrutinies show there is still scope for
R ——————

reduction). A figure of around 600,000 comes out of the survey of

Departments. Over four years that would be an average of "1l .2 per
—

cent per annum. That is perhaps a realistic figure, given the
reductions that will already have been achieved. But it 1is

7
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relatively modest - particularly given that it includes the hiving-
off of the Royal Ordnance Factories, which accounts for part of the
reduced numbers. If we are not going to set a lower target, we
shall need to keep up and even step up the other pressures for

improving efficiency and productivity in the Civil Service.

Contracting Out and Privatisation

16. Again, there is unlikely to be much disagreement with the
proposals in C(83) 25. The Chief Secretary is seeking only the
Cabinet's endorsement for maintaining the effort. You will probably
wish to underline the political importance of continuing to make

progress.

17. Reductions in Civil Service numbers are likely to require some
measures of "hiving-off". A Community Directive (on "Acquired
Rights') appears to impose constraints on staff savings during
certain types of "hiving-off'". It may be suggested that these
constraints may be a serious obstacle to reducing staff numbers at
an acceptable cost. You will not wish to pursue this point in
detail: the Chief Secretary is already considering the scope and

effect of the Directive.

HANDL ING

18. You will wish to invite the Chancellor of the Exchequer to

open the discussion by describing the economic background and
prospects and the Chief Secretary, Treasury, to follow this up with

a more detailed account of his proposals on public expenditure. All
members of the Cabinet will wish to contribute to the subsequent

discussion.

CONCLUSIONS

19. You will wish the Cabinet to reach conclusions on the

following.

(i) Does the Cabinet endorse the Chief Secretary's proposals
for the current Public Expenditure Survey on:

(a) the public expenditure totals and therefore the

savings to be found;

(b) taking the survey forward by the customary process of
bilateral meetings and a report to the Cabinet in the

autumn?

SECRET
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Does the Cabinet endorse the Chief Secretary's proposals:
(a) on the longer-term aims for public expenditure;

(b) for a discussion of this in September which would,
among other things, set a framework for the proposed

bilaterals?

(1iii) Does the Cabinet endorse the proposals in paragraph 9 of
C(83) 24 on Civil Service numbers?

(iv) Does the Cabinet endorse the proposals in paragraph 10 of
C(83) 25 on contracting out and privatisation?

20. If so, the Cabinet will need to authorise the Chief Secretary
to proceed with his discussions of public expenditure and manpower

accordingly.

ROBERT ARMSTRONG

20 July 1983
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DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SEI 6BY

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

The Rt Hon Peter Rees QC MP

Chief Secretary to the Treasury

Treasury Chambers

Parliament Street

LONDON

SW1P 3AG 20 July 1983

/
Thank yoy for your letter of July 4 about the Government's attitude
to child benefit and expenditure on the National Health Service.

As far as child benefit is concerned you will know that the
Prime Minister in her letter of May 20 to Brynmor John said "there
are no plans to make any changes to the basis on which the benefit
is paid or calculated". I made similar statements to that during
e election campaign a the position has been repeated by other
Ministers. T s v~
omm—

What, however, we have not done is to repeat the commitment made by
Patrick .Jenkin on July 28 1980 when he said "we are committed to

the child benefit system and it is our intention, subject to economic
and other circumstances, to uprate child benefit each year to maintain
its value". Ministers here have been instructed not to repeat that

pledge and I am sure you will agree with that.

As far as health service spending is concerned the Government's
attitude was aggin set out during the election campaign. In her
speech in Edinburgh on May 31 the Prime Minsiter said:

"The health service is safe with us. I have no more
intention of dismantling the National Health Service
than I have of dismantling Britain's defences.

"And if you look at our public expenditure plans for
the next three years, there it is in black and white.
These are the figures: £700 million more for the NHS
this year - another £800 million more for the NHS next
year, and another £700 million the year after that.

"Labour knows these facts. They are there in the book.
All budgeted for within a sound financial policy. Not
a promise but a firm commitment."

1
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I have as you mentioned also made the same kind of point. Clearly
the words included in the latest Public Expenditure White Paper to
the effect that published plans for the health service were subject
to review were intended to cover the possibility of upward rather
than downward review. All public expenditure programmes are
subject to review in the normal way and during discussions with
your precedessor I insisted on the additional wording in the White
Paper precisely because we needed to signal the possibility of some
upward demand in later years. However, clearly I accept that we
are not committed to going beyond the provision in the Public
Expenditure White Paper - although I will want to say something on

the implications of such a policy tomorrow.

N g
./,.‘“deam;b
k NORMAN FOWLER *
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Rt Hon Michael Heseltine MP

Secretary of State

Ministry of Defence

Main Building

Whitehall

London SW1A 2HB 20 July 1983
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PUBLIC EXPENDITURE SURVEY 1983 _;fq_,L,K

Thank you for your letter of 15’3uly I am sorry that you feel
unable to agree with me on the question of the Survey baseline
for 1986-87, and must ask you to reconsider you? positiom., ‘

Because this 1ssue rested with your letter when my Cabinet
paper C(83)23 had to be finalised, it specifies for the defence
bid for l9§§_§] your rigure of £1239 million. But this should
certainly not be interpreted as agreement that the defence
baseline for that year should simply be increased by £569 million.
My position firmly remains that the 1986-87 baseline for defence
should be £18291 million, not the £18859 million you assume.
F—'—-—;- B S —
The agreement last year was that extra defence Falklands costs
would be met out of monies in addition to the 3%.annual rate of
real growth. There was no agreement that your extra £552 million
Falklands provision for 1985-86 should be incorporated in the
defence baseline and rolled over in perpetuity; that would
involve an ingcreasing annual gain for the defence budget as the
level of military expenditure on the Islands declined. I also
note that your 1986-87 bid for 3% real growth in defence spending
1s based on a calculation that includes the Falklands addition;
it is surely illogical to be asked on the one hand to fund
Falklands costs on top of 3% annual real growth, and on the other
to calculate that real growth on a Falklands-inclusive base. °*The
result would simply be further profit out of the Falklands for
the defence budget.

I am not seeking to prejudge the question whether there should

be any additions to the 1986-87 defence baseline. But the purpose
of the baseline is to facilitate decisions, not to anticipate
lthem How much provision is made for defence and other programmes
1in the final year should be a matter for collective consideration.
This is the essence of the Public Expenditure Survey. To this

ks
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end there must be as wide a choice of options as possible.

You have already declined to identify any possible programme

reductions for 1986-87, It would be uriTair tTo colleagues

further to preempt collective decisions simply by increasing

the defence baseline by an arbitrary and artificial £569 million.
) S ——— R —.

In the light of the importance of the Survey to our public

expenditure and economic strategy, I must therefore ask you

again to accept that the 1986-87 baseline be £18291 million,

and to frame your bids accordingly. Like other programme bids,

they can then be consideréd on their merits in the light of all

the relevant circumstances.

If however you still feel unable to accept this way forward,
you may wish the issue to be given collective consideration

as soon as possible. While I should naturally prefer not to
trouble colleagues tomorrow with an extra PES difficulty, there
seems little alternative; the amount at issue here is large,
and special treatment for defence would inevitably repercuss on
the remainder of the Public Expenditure Survey.

I am copying this letter, together with our previous exchange,
to the Prime Minister, to other Cabinet colleagues and to
Sir Robert Armstrong.

\/o\.q . lmudb

T Géw

J. . PETER REES

Cﬂﬁ'mvt-) (:j .{h u:cj Jttd‘v.gj
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TELEPHDNE CI 21E SD00
DIRECT DIALLING OV 26 2777 /3

15th July 1983

Lk\k
Thank you for your letter of 12th July. I am afraid that I
find some difficulty with what you propose.

As I understand it the purpose of the baseline provision is

essentially to reflect existing policy. It is unquestionably our

policy to fund Falklands costs in addition to the NATO 3% commitmeﬁt.

It was a specific element in last year's PES settlement that after
1985/86 the defence budget should be set at a sufficient level to
make full allowance for continuing Falklands costs (see the last
sentence'of paragraph 13 of the annotated agenda circulated by your
Private Secretary on 14th October 1982). Provision for the Falklands
should therefore be included in the baseline and not treated as a
bid, which carries the implication that it represents a departure
from existing policy. When this year's guidelines were circulated
for consideration I assumed that this was the reason why separate

mention was not made of the Falklands.

This was the basis on which (with reservations on other points) I .
accepted the guidelines and I do not think it right that you should

ask me to accept a change at this late stage.

N

Michael Heseltine

The Rt Hon Peter Rees QC MP
CONFIDENTIAL
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R1 Jon Michael Beseliine MP
Secrelary of Siale for ‘Defence
Main Building

Whiiehall

LONDON

SW1A 2HB T 12 July 1983
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PUBLIC EXPENDITURE SURVEY 1983

Officials have drawn to my alitention a problem that has arisen
over ihe presentiation'of your PES coniribution I hope you can
agree to its prompt resolution.

The difficulty ‘concerns the baseline for 1986-87. It seems
to have been czused by some inexaciness in the wording o the
Survey guidelines, and I must apologise il Treasury draftiing
did not make the position entirely clear.

- W'

palE .

—

roxr ihe most part, the 1986-87 baseline is calculated simply by
adding 3% to 1985-86 provision. But there are exceptions where
cCircumsiances are significantly different in the two years. . In
Lhe case of your own programme, the 1985-86 provision comprises
two parts - the "normal" defence budget plus the £552m special
addition in respect of the Falklands. The intention was that only
the "normal defence provision should be rolled over io produce
the 1986-87 baseline; perhaps, with hindsight, this should have
been made explicit in the guidelines. What provisialr should be
made in respect of the Falklands cannot be the result simply of

a roll-over of the previous year's figure; but must Torm part
of’ the normal process of the Surveye.

On the basis of the above, the make up of ihe defence Tigures
would look slightly different {Trom those »ou approved last week.
The 1986-87 baseline would be depressed by some £569m, and the
bids total would be increcased commensurately. I attach a table
showing what the overall picture for the final vear would be.

Our officials will no doubt wish to discuss and refine these
figures before ‘our bilateral; you may wish, for example, 1o adjust
the amount now shown in respect of the Falklands. Meanwvhile-there
is an urgent neced to draw up all the 1983 PES figures for presenta-
tion 1o Cabinet ' on the same basis. I =hould iherefore be grateful
Tfor your agreement that 1he defence Tigiues be presented on the linces

iy e -
-
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- Q.i.:claed - that is, in a mamner iIni reflecis ilie intention,
if not 1he precise letter, of the Survey g¢uidelines.

'li._-s 3"”“:‘!)

Ifl. C\(: o

.

[ﬂ{l{-ﬁvf) {J J/e dfej Jcm}.:




CONFIDUN AL

Defcence Budget

ROF s

Tolal Baseline

Additional bids:

(1) Extra cpst of 1983
AFPRB award

(2) Adjustment of baseline to
provide 3% real growth a
vear until 1985-86 and to
carry forward the 1985-86
level 1 1986-87 in real
terms

Maintenance of 3% commitment

in 1986-87

(4) Falklands costs.

Total additiomnal bids




PERSONAL AND CONFIDENTIAL

10 DOWNING STREET

From the Principal Private Secretary 19 July 1983

PUBLIC EXPENDITURE CUTS

Thank you for your letter of 15 July.

I can well understand why you should be raising the questions
in your letter. "This is a good time of year to review the likely
outturn of No. 10's expenditure. There is bound to be an element
of guess work at the beginning of the year principally because
of the Prime Minister's overseas travel. Her plans for the travel
season have just become clear and, by putting these alongside
expenditure so far incurred, it should be possible to reach a
better judgment about the outturn. I do not see much flexibility
in other expenditure, although there are some changes in both
directions in staff numbers since the estimates were framed.

The best person to run over the figures with yourself and
Laurie Attfield would be Robin Catford, who may want to bring
along Tim Flesher and/or Joan Porter. I have alerted him to expect

a call from your office.

I am copying this letter to the recipients of yours.

F. E. R. BUTLER

P. Le Cheminant, Esq., C.B.,
Management and Personnel Office.

- PERSONAL AND CONFIDENTIAL
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Treasury Chambers, Parliament Street, SWIP SAG
0O1-233 3000

19 July 1983

Richard Hatfield Esq
Private Secretary to

Sir Robert Armstrong
Cabinet Office

AM Ralard |

The Prime Minister last week discussed with the Chancellor Bernard Ingham's
suggestion that the Treasury might prepare a short text on public expenditure for
use by the No.l0 Press Office after Thursday's Cabinet. I enclose a copy of a
text which has been cleared by the Chancellor and is being submitted to Bernard
Ingham.

Copies of this letter and the text go to Michael Scholar at No.l0.

Yoo 223

J O KERR
Principal Private Secretary
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PUBLIC EXPENDITURE

The Cabinet this morning discussed public expenditure for 1984-85 and later years, and
agreed to adhere to the totals already published in the February White Paper (Cmnd 7879)
for 1984-85 and 1985-86. They also decided to keep total expenditure at ‘the same level in

real terms for 1986-87. The detailed figures for each programme,including the necessary

manpower provision, will now be discussed between Treasury and departmental Ministers in

the usual wax’;J leading to final decisions-in-Eabinet during the autumn.




DEPARTMENT OF EDUCATION AND SCIENCE /W/s (4 /7

ELIZABETH HOUSE, YORK ROAD, LONDON SE1 7PH
TELEPHONE 01-928 9222
FROM THE SECRETARY OF STATE

\¥ July 1983

Ju,\ p(fu\.. s

Public Expenditure 1983-84: Universities, science and student
grants

Thank you for your letter of 15 July;~¢3fﬁﬂwwf€a/

As you say, I have with great difficulty identified the whole of
the required savings in my cash-limited programmes 1n such a way
as to leave the science dget_unaffected. But I shall have to
find well over £20m from the universities, which account for most
of the rest of my cash limits. This will sharply reduce the scope
for rationalisation and new developments, as is bound to become
apparent when you announce the reduced cash limits next week. At
least part of the reduction will of course have to be restored
later 1n the year when we know the cost to the universities of
the unavoidable loss in fee income resulting from the House of
Lords' judgment by Lord Scarman on the residential qualifications
of overseas students. We have undertaken to make good this loss.

I am grateful to you for deciding not to pursue your earlier
proposal that, to offset the effects of Scarman on the bill for
student support, I should make further savings, beyond the cash
limits, by reducing the level of grants to home students for the
coming academic year which we have already announced. I shall
make the new regulations very shortly in the form in which they
have been agreed with the Treasury.

The costs of Scarman in later years are very uncertain; but, as I
said in my letter of 8 May to Leon Brittan, I hope to meet them
from my exdsting budget for student support provided that the
transfers to my programme which he endorsed in his letter of

10 December are made in the 1983 Survey. I emphasised this
proviso in my letter of 6 July, which you have acknowledged
separately.

/There were

The Rt Hon Peter Rees QC MP
Chief Secretary

Treasury

Parliament Street
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There were misleading press and radio reports last week of the
Prime Minister's letter about the universities to the Association
of University Teachers during the election; and I am sending her
a copy of this letter so that she will know how matters stand. A
copy also goes to George Younger.

CC:FiD
TR
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DEPARTMENT OF HEALTH & SOCIAL SECURITY |
Alexander Fleming House, Elephant & Castle, London SEI 6BY @

Telephone 01-407 5522
From the Secretary of State for Social Services PV\'N MM'\H\/

The Rt Hon Nigel Lawson QC MP
Chancellor of the Exehequer m l‘/7
Treasury Chambers

Parliament Street

LONDON

SW1P 3AG 18 July 1983

\3&. ‘ N
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Many thanks for your letter of 1$/ﬁuly.

As you say we must now sett this matter, and I am therefore
prepared to agree that we should review the position in October.
We shall then need to see whether any action iz calltedfor;—and
if so identify the possibilities open to us, on which we might
well need to consult colleagues collectively.

I must also make it clear that this agreement in no way prejudges
the decision on establishing joint cash limits between the HCHS
and FPS, on which Binder Hamlyn are about to report.

I would confirm that the £25 million savings in drugs does indeed
represent savings for this year. We intend that the full year
value of the reduction in profit levels that we hope to achieve in
later years through the review of the PPRS and other steps will in
no way be affected. '

I am now proceeding to issue the revised cash limits to health
authorities.

I am copying this letter to the Prime Minister and Peter Rees.

‘Q(\\“-‘\..
NORMAN FOWLER

SECRET
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PUBLIC EXPENDITURE - HITTING THE TARGETS

PRIME MINISTER

You are well aware of the anxiety and determination we all share at

the outset of this Parliament that the government should:

a . set targets for public expenditure which enable

us to fulfil our aspirations to reduce government
W

borrowing, interest rates and inflation and to

promote economic growth;

o hit those targets.
o = T

Even if the Chief Secretary's targets are the best we can agree on,

the danger remains that even those can be achieved only by a series
D i e RS A SR N UL T e 4 I SO,

of hasty cuts exercises each year. These "July measures" always
e ——
diminish the government's authority and cumulatively builld up the

impression that we are not in control of events.

There are two ways of ensuring that we hit the bullseye steadily each

year :

il keeping a higher contingency margin. You
e A S 1 i A O L e A R B A B i S e i
have already discussed this with Nigel;

m
T 2 AR D

] i asking each department to work up a reservoir
e sy R S iy e )
of standby savings.

T I I T AT vy e e vy e el

In addition to the §2 billion of target savings, departments would be
) ————

asked to suggest how they might save, say, the same amount again, in

case the targets are not met because of lower-than-expected growth or

overruns on demand-led programmes or nationalised industries' EFLs.

These standby savings could be discussed rationally and in good time -
though without firm commitment - between colleagues, instead of having
 to be squeezed out of departments by the Chief Secretary at the

last minute in the autumn bilaterals - often with disastrous

consequences to the affected service and its customers.

"Ah, but Whitehall doesn't work like that", would be the answer. No,
but every sensible business or family has to think ahead and make

provision for the rainy day.

/We suggest that

T T ST YU
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We suggest that you invite colleagues on Thursday:
to endorse the Chief Secretary's targets:

il to work up a reservoir of standby savings for

1985/86-1988/89 to be discussed in outline along with
)

the target savings already asked for by the Chief

secretary.

o2

FERDINAND MOUNT




Principal Private Secretary
Mr Bailey

Mr Watson

Mr Wilding

Mr Ridley

Miss Kelley

Mr Mountfield

Mrs Thoms

Mr Faulkner

Treasury Chambers, Parliament Strect, SWIP 3AG

Rt Hon Sir Keith Joseph MP

. Secretary of State

Department of Education & Science

Elizabeth House |

York Road

LONDON |

SE1l 7PH 15 July 1983

PU'BLIC E m 1983-—8’&

—..I-understand that, since our meeting yesterday, you have found it,,.
possible to secure from your cash-limited programmes the entirety
of the savings of £31.3 million required as a result of last week's
"detisions, while preserving, as you wished to do, the science
budget at its existing level. I know that this has required
painful decisions, and I am all the more grateful for your co-opera-
tion.

Meanwhile, I have been considering whether I can help you on the
other matter we discussed. I stressed the importance of identifying
further reductions in demand-determined services, and we agreed

I Vlizak that it would be technically no less feasible to secure

the potential savings you had identified on your student awards
vote in addition to, rather than (as_you had proposed) in partial
substitution for, the adjustments sought in cash limited programmes.

You left me in no doubt however as to your personal reservations
and your assessment of how such a proposal would be received by
others. I appreciate, too, that the timetable for making the
necessary regulations is now extremely tight. I have therefore
decided not to pursue further any proposal to alter the rates

and conditions of student awards already announced for the 198 3-84
academic year, That is without prejudice, of course, to the discus-~
sions we may have in the context of this year's Public Expenditure
Survey of ways of offsetting the cost of the Scarman awards in
1984-85 and later years.

I.am sending a copy of this letter to Georgek Younger.
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Michael Scholar Esq
Private Secretary

10 Downing Street A")M K i e
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PUBLIC EXPENDITURE - THE 1983 SURVEY AND THE LONGER TERM

% /ﬁ)

Following their discussion with the Prime Minister yesterday,
the Chief Secretary and the Chancellor have considered again

the Cabinet Paper on Public Expenditure. They have decided

that it would be right, as she suggested, to propose a reserve
for 1984-85 of £3"PiTlion rather than £2% billion. The attached
revised draft r€flects that change and Some other drafting
amendments suggested at the meeting yesterday. It takes account
also of an updated list of expenditure bids (annex A), While

this shows an increased total of bids in each year it does not
imply any change in pre

e total of "most pressing demands'". Tle an1¢x
I\aj 6:0;\ ﬂvpanJeJ r;')(/UJO ‘ﬂfz di.ﬂﬂgk‘ﬂ! on /{e él‘()j_

I am sending copies of this to John Kerr and Sir Robert Armstrong.

\Lud meéﬁb

Tﬁ Gr&&‘l

JOHN GIEVE
Private Secretary
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DRAFT: Cabinet paper by the Chief Secretary

OBJECTIVES FOR PUBLIC EXPENDITURE - THE LONGER TERM AND THE 1983
SURVEY

Introduction

In our Manifesto for the General Election we promised firm control over public
spending and borrowing, because "less spending by Government leaves more room
to reduce taxes on families and businesses." On taxation we said that "further
improvements in allowances and lower rates of income tax remain a high priority,

together with measures to reduce the poverty and unemployment traps".

2. This continues the economic strategy on which we embarked in 1979, aimed to
promote sound growth in the private sector. We have achieved a major and
sustainable reduction in inflation. Reductions in the Public Sector Borrowing
Requirement (PSBR) have played a major part in this. But we have not been
successful in achieving our taxation objectives. Rather than falling, tax as a
percentage of Gross Domestic Product (GDP) has risen from some 34 per cent in
1978-79 to 40 per cent in 1983-84. If we are to achieve more growth and a

sustained reduction in unemployment, we must reduce this burden.

3. The main obstacle to the achievement of our tax objectives is the continuing
high level of public expenditure, which - contrary to popular mythology - actually
rose as a proportion of GDP during the last Parliament. If we wish to reduce taxes,
we must first reduce the programmes of expenditure which taxation will otherwise
have to finance. Increased borrowing is not the answer: it will simply push up
interest rates and revive the inflationary pressure which we have fought so hard to
get down. Lower interest rates and lower taxation are essential for the soundly

based and sustained growth which the country will now expect to see.
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Longer-term objectives

4. Hence we must relate our public expenditure planning to our tax objectives. In

particular we need to consider now what level of taxation we should aim to achieve
by 1988/89 - the last possible Budget of this Parliament.

5. In the long term it would be a reasonable objective to bring the proportion of
tax to GDP back at least to the level we intended in 1978-79 - that is, back from

around 40 per cent now to some 34 per cent. This should broadly enable us to
ey

reduce the basic rate of income tax to 25 per cent, and to bring personal

allowances up to the levels of the 1960s in relation to earnings. Because indirect
I G v e —

taxes and national insurance contributions would still be larger than in the 1960s

the ratio of tax to GDP would still be high by historic standards.
m

6. How far we can go towards that objective by 1988/89 depends essentially on
two things: the rate of growth of GDP and the path of public expenditure. If the
PSBR continues at its planned 1985-86 level (2 per cent of GDP) and we achieve

annual growth averaging 23% - which would be a good performance in current
world conditions - we cou‘Td.. hope to reduce the tax:GDP ratio to about 36%4% by
1988/89. But even that would be Me only if we continue to hoﬁ-;ublic
mwre to its present level in real terms throughout the period. If economic

growth falls short of 24% on average then public expenditure would have to be

contained at an even lower level or taxes would have to be higher.
Sm—— WA 12wy - »

7. Ido not think we can reasonably aim for less than that on the tax front. I
propose therefore as a longer-term expenditure target up to 1988-89, to hold the
total of public expenditure, in cost terms, at the level of about £103 billion (1980-
81 prices) which it reached in 1982-83, and which the present White Paper projects
for 1985-86. I have to say that this target will require determination. The
projw_li.;;s of existing plans to the end of the decade which were carried out by
officials last summer implied figures substantially higher than this, because they

allowed for substantial continuing real growth in several programmes. Such growth

does not show up in the aggregate White Paper figures for 1984-85 and 1985-86,

)
because we are still feeling the benefits of the hard decisions taken in 1979 and

e —.
1980. But it could begin to appear in 1986-87 - the final year of the new Survey,

for which there are already substantial additional bids. If we are to achieve the
e e e i 13 T TR i - N 3T
progress towards our tax objective proposed above for the end of this Parliament,
we need to get on the right path by taking now the necessary decisions relating to
L ]
1986-87. This is why consideration of the Survey, covering the medium term,

cannot be separated from these longer-term considerations.
(O P S O R R S M AT S e
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8. If my colleagues are willing in principle to work towards this expenditure
target, I will aim to circulate projections in September, setting out a possible path
up to 1988-89 both for the total of expenditure and in broad terms for the main
programmes. Since this will involve difficult decisions about priorities it will
require considerable discussion. Cabinet may want to allocate more resources to
one programme by reducing others. Once agreed in broad terms, these projections
would provide a starting point for discussion with colleagues in the bilaterals. I
would hope final agreement could be reached in Cabinet in the late autumn. It will
be for consideration whether they should be published; but they would set broad
policy guidelines within which longer-term departmental planning could proceed

and would also provide a framework for future Public Expenditure Surveys.

The Survey period

9. In the meantime, we need to set more specific objectives for this year's
SRS U T A gt e .

expenditure Survey. It is clearfrom the Chancellor's paper (C(83) ), which sets

W —

the background, that the prospect for next year is much tighter than we thought at

T T NERRATRSIES T T e s I e g

Budget time. It is therefore essential at the very least to hold to the expenditure

SRRy TR LI SO AN ST G
totals published in the last White Paper.

i —— -

10. Given the uncertainties this is a modest, perhaps too modest, target. Even so

it will require restraint by spending departments. The figures in Annex A show
R R e ——y

that for 1984-85 departments have proposed increases in programmes toi:_alling
o
some £6.1 billion over the existing plans. For 1985-86 they total £6.8 billion; and

e S ——— Ty
for 1986-87 £7.0 billion. Some of these, based on statutory entitlements and firm

commitments, will have to be accommodated. For 1984-85,approved levels of

social security benefits will x;equire an extra £0.25 billion. Agricultural price
L i unate o ]

be needed for local authority current expenditure.
Y e s e s PR e R AT

support needs £0.35 billion more. I estimate that at least £0.5 billion extra will
"l!-mm‘

11. Moreover I believe it is crucial that we should keep in tact for 1984-85 the £3

e =
billion reserve which appeared in the last White Paper. This would be larger than
M S S S L A SR Sy
we had for 1983-84, but is roughly the same size, as a proportion of public
expenditure, as the reserves for 1981-82 and 1982-83. Although a smaller figure
e — T e, T
might be sufficient to accommodate the costs of policy changes, we have learnt to
our cost this year that it is necessary also to allow a wider margin for changes in

programmes like social security and agricultural intervention which are demand

-
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determined. In addition we need fo allow next year for the effects of introducing |

end-year flexibility, and the uncertainty over European Budget refunds and the cost
T R———— - - RN———

of the Common Agricultural Policy.

- — . + 4

12. It will be impossible to accept the full £6.1 billion of bids. But within that, the
most pressing demands total some £2% billion. We therefore need to find savings
elsewhere of that order (including th-;-s:'vings we hope to secure on the nationalised
industries) simply to stay within the pubhshed total for 1984-85. Reductions of at
least the same order will be needed in order to stay within the published total for
1985-86, and to keep the total at approximately the same real level in 1986-87,

— ER—o—
including adequate planning reserves for these years.

13. The existing baseline figures make no explicit assumption about pay increases
next year. I shall be making proposals to deal with this in September.

Conclusion

14. I invite my colleagues to agree, therefore, that: |

we should work towards the longer-term objectives for taxation and

expenditure described in paragraphs 5 and 6 above;

I should in September bring forward projections for the total and for
programmes up to 1988-89, which would be consistent with achieving

these objectives;

we should aim in the 1983 Survey to hold to the published totals for
Ol S s S e i B B s S S SNBSS 10

1984-85 and 1985-86, mcludmg adequate reserves, which means finding

R T

savings of some £2% billion in 1984-85 and of at least the same order

in 1985-86 to offset unavoidable increases;
— " -

we should similarly seek savings of at least the same size in 1986-87 in

order to hold total spending constant in real terms;

I should discuss bilaterally with colleagues after the Recess how these
savings might best be achieved. I would report back to Cabinet

towards the end of October.
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. SUMMARY OF PES RETURNS | ANIEX A

1984 -85 1985-8¢ 1986 -87
1. Planning Total lcmnd B8789) 126,370.0 132,260.0

2. Agreed additions (1) 721.0 3.,0%7 .0
3.Baseline 127,091.0 133,357.0
Basel ine 1986—8% . 137 ,500.0
4.Proposed adjustments to programmes
Ministry of Defence
FCO - Overseas Development Administration
FCO -~ Other
European Community

Intervention Board for Agricultural Produce

MAFF

Forestry Commission

Department of Trode and Industry
ECGD

Department of Energy

Department of Employment

Deparwment of Transport

DOE - HousiAQ

- PSA

D2E - OTHER

Hime Office

Lord Chancellore Department

Uepcrtment of Education and Science

Office ¢t 4rts and Libraries

DHES - Health and Personal Social Services

DHSYS - Social Svcurity

HM Treasury - Civil Superannuation

Scotland

wales

Northern lreland

Territorial departments: formula consequential 368.8

Local Authority current expenditure 1,136.8

Nationalised Industries external fimance £09.0

Chancellors’ Departments ; 51.4

Other D;purtments , .' 19. 4
S.Total ad)ustmenfs,to programmés (net ) 5,360.3

6.Net changes in Special Sales of Assets 0

1@1AL NET ADDITIONS TO CMND 8789
AGREED, OR PEOPQSED BY DEPARTMENTS. (2)

Feotnotes .
1.Budget changes and revised economic assuniptions
€.Sherttali: none now forcast

\‘ :\jr:‘- I-‘o..o—




.1. befence

The most important policy question is whether the UK should continue to plan to increase

defence spending by 3 per cent per annum in real terms after 1985-86. To do so would be to

comply with the NATO real growth target that was recently extended to 1990; but would be
costly (some £600 million in 1986-87). |

The other MOD bids (some £1,200 million) are intended to maintain the "volume" of the
defence programme by compensating for the effects of 1983 Armed Forces pay awards and

of forecast inflation up to 1986-87." The MOD f{igures also include some £575m to cover
1986-87 Falklands costs.

Zs Overseas Aid

The growing volume of aid stemming from past commitments to multilateral agencies
(especially to the EC institutions and the World Bank Group) means that, on present plans
aid given directly to developing countries would decline in cost terms over the survey

period, having already fallen by at least a third since 1979-80. The Government attaches

importance to maintaining substantial bilateral country programmes. Existing commitments

can be accommodated within present plans. The additions proposed would:-

i. maintain aid direct to countries at its 1982-83 level in cost terms (including an

increase in the Aid Trade Provision from £66m. at present to £80m in 1986-87);
* maintain the aid programme at about 0.38 per cent of GNP.

allow a larger UK contribution to the of seventh IDA replenishment than

currently provided for.

e Foreign and Commonwealth Office

The main proposals for adjustment to the programme are:-

i, provision to maintain or increase the level of activity of the British Council;

additional provision for the BBC External Services to cover inter alia the effects

of this year's BBC pay increase, the modernisation of the monitoring service and

the purchase of Bush House;

certain increases in FCO administrative expenditure including an allowance for

- predicted increases in overseas inflation in excess of PES factors and certain

capital improvements (including the purchase of Hanslope Park);

e P D e
an allowance for predicted increasses in the sterling costs of international

subscriptions in excess of PES factors.




. 4. Net payments to European Community Institutions

Projections of UK net payments to the Community Budget are subject to a wide margin of
forecasting error since the Government has only an indirect influence on the size of the
Budget. The major factor affecting payments during the survey period will be the decisions
taken following the major review agreed by the European Council in Stuttgart. The

European Council will meet in Athens on 6 December to consider the outcome of that

review.

5. IBAP

The Department's programme covers market regulation under the Common Agricultural
Policy, alinost all manaatory'under EC Regulations. A large part is 100% funded from the
EC Budget, with receipts credited to the EC programme.

Programme expenditure is unpredictable, and dependent on a.gricultural market conditions..
Following recent large increases in production, particularly for milk products, support
expenditure is now expected to be substantially higher than the baseline. For 1984-85
current estimates point to expenditure of some £1230m compared to baseline provision of
some £800m. About two thirds of the increase represents extra intervention purchases,
financed initially by the Exchequer. EC receipts in respect of financing and other incidental |
costs are received while the goods are. in store and reimbursement for losses is made ‘when
stocks are sold. The remainder of the increase is in respect of expenditure pre-funded by

the EC. Smaller additional bids are also likely for the later years.

The revised forecasts are prepared in conjunction with estimates of total expenditure under

the EC budget, and the UK net contribution towards it. The estimates are subject to

-

substantial variation as that broader exercise proceeds.

6. MAFF/DAFS/WOAD

This combined programme covers expenditure by the Agriculture and Fisheries Departments
in England, Wales and Scotland (including expenditure in Nor'thern Ireland resting on MAFF
votes). The total baseline, including some expenditure prefunded from the EC budget, is
£1030m in 1984-85 rising to £1088m in 1986-87.

Following a procedure agreed in the 1982 survey, adjustments to the baseline are made in

respect of prefunded EC expenditure and estimated changes in take up under demand
determined agricultural support schemes. Latest estixﬁates, subject to review in September

point to net additions of £40m in 1984-85, £29m in 1985-86 and £29m in 1986-87.

.




.Departments propdse a number of self balaﬁcing _changes within the adjusted baseline,

involving reduced requirements, estimating increases and policy changes. The Treasury has

reserved its position on these various adjustments.

In adc"lition,.Departments have proposed further additional bids totalling £24m in 1984-85
.‘risﬁi—r'ag to £29m in 1986-87. Som; £22m per annum relates to assistance to farmers in
marginal areas, £1m per annum for increased superannuation charges for commissioned
research and £1m rising to £4.2m for the effects of the cash squeeze on volume provision.
Additional manpower provision of 45-55 for MAFF is sought after taking account of

efficiency savings. The Treasury has reserved its position on the policy changes concerned

and does not accept the case for additions to total provision in respect of any of them; and

considers that net manpower savings could be achieved through increased efficiency.

7. - Department of Energz

Excluding support for the nationalised industries no major new items of expenditure are
proposed. A reassessment of requirements under existing energy conservation programmes

and the Offshore Supplies Interest Relief grants Scheme, and Ministers' decision to reduce

Voted expenditure on the fast reactor results in reduced requirements compared to the

baseline.

8. Department of Trade and Industry

The largest items in the total proposals for adjustment are an additional bid for Launch Aid
(+E7O_rz.1,ﬁ +£75m, +£80m), increases in R and D and additional administrative expenditure.
The increases proposed are partly offset by a reduction on Regional Development Grants

(-£61 million, -£69 million, -£83 million)

0. Export Credits Guarantee Department

Net receipts of refinance are expected to cease during 1983-84 until after the end of the
survey period. This is mainly because transfers of outstanding refinance to the private
sector have been completed = while ECGD are still making advances on existing
commitments. .Forecasts for the interest support and cost escalation programmes are
tentative since they are demand responsive and highly sensitive to changes in assumptions
about market interest rates and cost imcreases. On current assumptions, interest support
costs are expecfed to fall significantly during the survey period and by 1986-87, for the first
time, net receipts of interest equalisation from the ba:iics are 'éxpected, even allowing for
possible reduction in Consensus interest rates. The forecast for 'cbst escalation guarantees
shows a sharp fall in 1985-86 and 1986-87 due to lower inflation assumptions and a reduced

number ,of agreements. The mixed credit matching facility hasyet to-be utilised.




10. Department of Employment

The principal increases proposed are for an extension to the Enterprise Allowance, to
maintain levels of service in the general careers service and to meet the expected higher
costs of providing sheltered employment. The increases are partly offset by estimating

reductions in expenditure on demand led measures and redundancy payments.

2153 s Department of Trgnsport

Three quarters of the increase proposed are for the motorway and trunk roads programme,
to maintain recent levels of new construction and structural maintenance. There are also
major additional bids for administration, and for re-equipping the DVLC; and minor bids for

shipping and civil aviation. There are additional bids for 98 staff in 1984; 441 in 1985; 556 in
1986.

12. Department of the Environment - Housing

The Department has made additional bids for 1984-85 totalling £540 million and for similar
sums for the later years of the survey, primarily to maintian the current increased level of

expenditure on home improvement grants and to meet the additional costs of dealing with

defective public sector housing.

13. Department of the Enviroment - Propertx Services Agency

The main increases proposed are: purchase of accommodation in the Millbank area to enable
savings in the rental bill in later years (£25m in 1984-85, £40 million in 1985-86 and
£7 million in 1986-87); expenditure on cost saving measures such as energy conservation and

estate rationalisation (£E10m in each year); and additional expenditure on maintenance of the.

civil estate (£35 million in each year).

14, Department of the Environment - Other

The major increase proposed is £63 million for the urban Programme and UDCs. The other
relatively small individual bids relate to refuse disposal investment, control of hazardous
developments, derelict land grant, historic buildings, and additional grant in aid for the

Sports Council and other environmental bodies.

15, Home Office

. Proposals for mcreased provision for police and prisons account for more than 70 per cernt of

the bids in 1984-85. Of the police bid, some £30m a year is required for the additional cost
of the 1983 pay award, expected to be 8 per cent. There is no bid for additional police

manpower but some provision (£4.4m) is sought in the final year of the survey to maintain




.strength at the level assumed in Cmnd 8789 (122,500). For prisons, additional expenditure of

£31.8m rising to £82.9m is sought. This is to enable strength to rise by 5,171 to 32,109 by
April 1987, to meet new commitments arising mainly from the opening of new prisons, to
enable the introduction of the common working agreement, and to allow some reduction in
- levels of overtime. provision is also sought for an increase, mainly in 1986-87 to allow some

acceleration of the building programme.

The balance of the proposals amounts to £24m in 1984-85. This includes some small
additional provision for magistrates' courts and the probation service to meet increased

workloads. Criminal Injuries Compensation expenditure is also expected to increase.

16. Lord Chancellors Department

The additional bid in 1986-87 reflects the continuing growth in Legal Aid expenditure for
which the baseline in 1986-87 makes no provision. The reduced requirements are mainly’
results of slippage in the Court Building Programme. Manpower is expected to rise in
1984-85 to cope with the continuing increase in workload and start to fall in 1986-87 as a
result of various changes (eg. effi"ciency, computerisation, contracting out etc).

175 Department of Education and Science

The bids are designed in general to offset the effect of actual cost increases, and assumed
increases for thg .-f.utu.re, greater than those assumed in Cmnd 8789; and to make more
realistic provision for current expenditure, particularly spending by local authorities in
relation to numbers of teachers and lecturers and taking account of the growing numbers of

those over 16 within further education.

Improvements are also sought in the level of certain services, including capital investment
on rationalisation and improvements of school, college and university;premises; the level of

educational support staff in relation to pupil numbers; and support for scientific research.

18. Office of Arts and Libraries

The adjustments proposed are designed to minimise serious damange to the present level of
activities by restoring in later years the cuts unavoidably imposed in 1983-84 in provision

for museums and galleries building and maintenance, and for heritage acquisitions; by

it o e s g ity . S - ittt Sumiitndl i . cotie. & > -

accommodating the increasing level of expenditure envisaged on the new British Library

building; and by allowing local éutho'rities to satisfy a broadly constant demand for their

museums and libraries services.




19. Health and Personal Social Services

The proposed increases are due to:-

ey "realism” on pay and pric;es,

the Deparment considers that the Cmnd 8789 provision implies a cut in real

resources in the light of Government assumptions on inflation;

demogi-aphic change,
the rising numbers of old and very old people which are expected to occur over

the period places increasing demands on the health and social services;

Government commitments on services:-  for old, mentally ill, and mentally
handicapped people; and on the continuing geographical re-distribution of NHS

resources;

revised forecast of expenditure on the family practitioner services in the light of

the out-turn in 1982-8§.

In additon there are bids for a number of specific service improvements relating in
particular to the voluntary sector and community care, accute treatment shortages, and

capital investment.

The major issue of policy is how far the Government is committed to provide real growth in

the resourcs for health in the face of increasing demand.

L L o

20. Social Security

-

Two thirds of the increases proposed are for demand determind services primarily on

retirement pensions - the result of a changed view of life expectancy following the 1981

e v A o - ——

PUNTIRE—— . '
census, and on housing benefit, the result of an earlier underestimate of the number of

S

beneficiaries and of average payments of this new benefit.




1984-85 1985-86  1986-8"

The most significant bids for benefit improvements are:

1. New benefits to replace HNCIP
and the "household duties test” 4 17 26

Following the equal treatment directive a change will be needed during 1984 to Housewives
non-contributory invalidity person to remove the discriminatory "household duties test'j'
H Committee are to discuss shortly a paper by the Secretary of State for Social Services

outlining 'a number of options. That preferred by the Secretary of State would require

additional expenditure as shown and cost 50 staff.

ii. Invalid Care allowance for

married women caring for

1
|
A
{
|
¥

elderly relatives.

A similar, unsuccessful, bid in last year's Survey proposing a wider extension of ICA t

married women would have cost around £60 million in a full year and 250 staff. Restrictin.,
the proposal to those married women caring for elderly relative reduces the cost tote

!
shown. But would mean married women caring for others - invalid children for instance

would not benefit. The proposal costs 50 staff.

iii. | Restore 5% abatement of
- | Invalidity benefit T 20 61 64
The uprating of Invalidity benefit, like unemployment benefit, was reduced by 5% "'
November 1980, partly as a proxy for tax and partly as a straightforward public expenditus?
rgduction. There is a commitment to the abatement once the benefit is brought into tax:
~ which has been postponed indefinitely. No similar commitment was given for unemployﬁ:eg

benefit but that is to be restorf;f.cl from November, following taxation from July 1982. Sav

16 posts.

iv. Increase income disregards for

Supplementary benefit and Housing
benefit : 10 26 26.5

T

The proposal is to increase income disregarded when calculating entitlement

Supplementary benefit and housing benefit from 4 a week to £6 a week. A separ:

disregard of half earnings between £4 and £20 for one parent families would be increased

£6 and £30. Costs 62 staff.




.21. Scotland

The bulk of the expenditure is, as in recent surveys, treated as a block. Aggregate provision

is adjusted proportionately by reference to changes agreed for comparable English and Welsh

programmes. Normally, additional bids on block expenditure are not submitted. But this

-_year, increases are proposed to meét the "knock-on" effects in civil service pay, and for a

shortfall following the introduction of Property Repaymént Services. On non-block

expenditure, there is an additional bid for asistance to industry.

22. HM Treasury - Civil Superannuation

The additonal bid for 1984-85 relates to transfer payments ‘to other pension schemes in

respect of staff who are being transferred out of the Civil Service with their work as part of
the hiving-off and privatisation programme. The additional requirement for 1986-87 derives
from the expected rise in the number of pensioners, a factor not allowed for in the

straightforward percentage increase method used to construct the baseline for that year.

23. Wales

As in previous surveys, most of the Welsh Office prgorammes are treated as a block.
Aggregate provision is adjusted proportionately by reference to the changes agreed for

comparable English programmes.

~Additional bids ax.-.e. not generally made for the block because of the formula approach
described in paragraph 1. The only exception consists of the Other Public Services
prugrauime, wheré central initiatives apply to pay and general administrative expenditure.
On account of the inadequate provision made for the "knock-on". effects of earlier pay
awards, an additional bid is necessary to maintain agreed staffing levels. The amounts
involved are £0.8 million, £1.2 million and £1.7 million for the years 1984-85 through to
1986-87. |

24. Northern Ireland

As in recent Surveys, the block arrangements will apply whereby total provision will be

adjusted by reference to changes on comparable programmes in Great Britain by the
applic':ation of the .comj:a.rability formula. 'Allocatioz}s within the block will continue to be at
the Secretary of State's discretion according to local priorities. "There are no additonal bids
this year. |

-




25. Local Authority Current Expenditure

Local authorities account for over a fifth of total public expenditure but Central

Government has no direct control.

Provision for local authority relevant current expenditure in 1983-84 in Great Britain is
£23,557 million. Local authority budgets suggest that this provision may be overspent by up
to £1 billion. Local authority overspending against their "target" (framed in terms of total

expenditure) will be penalised by loss of grant.

The White Paper contains provision for relevant current expenditure in 1984-85 of
£23,780 million. That figure did not take account of the Budget decision to reduce the
national insurance surcharge from 131 to 1 per cent. Adjusted for that change, the White

Paper provision is £23,698 million, 0.6 per cent growth over 1983-84 provision.
The Secretary of State for the Environment put proposals for the appropriate provision for
relevant current expenditure in England in 1984-85 in his letter of 15 July to the Lord

President for discussion in E(LA) on 19 July.

26. Nationalised Industries External Finance

As usual, the nationalised industries are discussed in detail in the annual Investment and
Financing Review (IFR), which has been submitted to Ministers separately. This covers the
industries' investment programmes and. all components of nationalised industry external
finance included in Departmental programmes. The coverage of this year's IFR is unchanged
from last | year except that Department of Energy expenditure on the Redundant
Mineworkers Payment Scheme (RMPS) is brought within the scope of the IFR for the first
time, and the Welsh Water Authority is included in the section on the Water Industry. The

Water Industry is now treated as a nationalised industry for all practical purposes.

Total proposed changes to nationalised industries' EFLs are as shown in the table. Details

are given in this year's IFR.

Lo | Chancellor of the Exchequer's Departments

The main increase proposed is for Inland Revenue - £47 million in 1984-85, £57 million in
1985-86 and £54 million in 1986-87 to cover the cost of pay awards, a_{dditions to staff to
deal with increases in the number of taxpayers and.slippage in achievement of savings from

computerisation.




.For Customs and Excise additiénal bids of £3.7 million in 1984-85, £3.5 million in 1985-86,

and £4.5 million in 1986-87 arise mainly as a result of proposed additional manpower. Other
contributory items are the continuing cost of absorbing the 1983 pay settlement, additional
computer requirements, and a more cautious view the department has taken of future

receipts from merchants' charges. _
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PERSONAL AND CONFIDENTIAL

MANAGEMENT AND PERSONNEL OFFICE
WHITEHALL LONDON SW1A 2AZ

Telephone Direct line 01-273 5400
GTN 273 Switchboard 01-273 3000

P Le Cheminant CB
Second Permanent Secretary 15 July 19883

Robin Butler, Esq
No 10 Downing Street
SW1

VPoke

PUBLIC EXPENDITURE CUTS

As you know a large. part of the costs of running No 10 are provided
through the MPO Vote and form part of the base line to which the
present cuts exercise applies. I attach a table showing the
make-up of this expenditure. As you will see it amounts to
about £2.7 m. or 9% of the total MPO Vote for the current year.
In addition there are, so I understand, three potential extra
requirements - mainly concerned with security and communications
at No 10 - which might add about £% m to our expenditure in the
current year. The items concerned are improvements to the
physical security of the Downing Street complex, a protected car
for the Prime Minister and a research study into secure
communications with the Prime Minister's aircraft when overseas.

My purpose to writing to you now is not to engage you in a cuts
exercise. We can I am sure, cope with the July 7 cuts and

the absorption of the extra cost, above Vote provision, for
pay this year without troubling you. I might add in passing
that this is probably the last year in which such an outcome
will be possible but that is another story.

My real problem is to know what scope I have to finance your
additional expenditures should these materialise. For this
purpose it would be very useful indeed to have your view on
whether the existing Vote provision for No 10 is a realistic one
or contains an element of over provision. For clarity I am not
suggesting that the problems of financing extra expenditure

has any bearing on decisions affecting security at or in
connection with No 10. But I am anxious to avoid making
unnecessarily savage and damaging cuts in the rest of the MPO's
expenditure in order to provide room for No 10 expenditures
which do not materialise.

PERSONAL AND CONFIDENTIAL
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PERSONAL AND CONFIDENTIAL

Robin Butler, Esq 15 July 1983

The simplest way of gauging the real size of the problem

we face might be for one of yourcolleagues, who is

reasonably knowledgeable about No 10's affairs, to spend

half an hour running over the figures with myself and

Laurie Attfield (deputising for John Stevens who is on

holiday) so that we may get as clear an idea as is

practicable at this stage of the likely No 10 spend in 1983/84.
I would then be in a good position to take matters further.

Copies to Robert Armstrong and Laurie Attfield.

ﬁwa»%
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P Le Cheminant

,

PERSONAL AND CONFIDENTIAL




DuBlic bxfenNDITVRE B3 - BY

PM's OFfIcE @ (TEMS on MPO's  YOTE
(9% -84
[V ISTEN (K)

6e-6, 00D
12, 0D




SECRET AND PERSONAL

PM/83 /49

@) e Bde G lemrie
¢) G bAR it lwn
AT C2

PRIME MINISTER

Public Expenditure

10§ When we talked on Tuesday about the succession to
Dick Troughton, we touched briefly on the position of the
British Council in the light of the expenditure cuts which
we agreed upon in Cabinet last week. It may be helpful

if I set out in a little more detail the problems which I
see here, and in relation to the intelligence agencies and
the BBC External Services which also have certain special

features.

o To take the agencies first, it can be argued that
they should take their share of what was deliberately conceived
as an across the board cut. But the fact that total expenditure

on the agencies is concealed means that we could decide to
W P SRy

make an exception without any significant risk to the
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expenditure exercise as a whole. If you thought such an
S —

exception Justlfled on its merlts I would be content.
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3. In the case of the British Council and the BBC, we are
dealing with organisations whom we know from experience to be
adept at mobilising public and Parliamentary support. I would
exﬁgEf-B3?E_?3-E;EEg-;;;SEET;-;EZE;;¥~¥E;-ZE¥;T‘ But if
exceptions are made, they will become public and this may
serve to encourage other special pleaders.

4. In my view, we should take a firm line with the external
services - not least because there are general grounds for
v/ﬁ%xiety about lax control of costs in the BBC. The External
——__-—-_-—_.—‘-_—-' A
Services should be required to make cuts on the same basis

W
as others affected, and we should see to it that these cuts
h ' X X
are made in such a way as to do the minimum of damage in the

national interest. The BBC, if past form is any guide, will

/propose
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propose those cuts likely to provoke the largest possible
outcry and will suggest that the Foreign Office are insisting
on them in order to preserve their own patch. This is a
nettle which must be grasped some time, and my own instinct
would be to grasp it now. But I shall need the support of

my colleagues and I hope that this will clearly be presented
as a decision of the Government as a whole.

5. My inclination would be to recommend that we take the
same line on the British Council. But we both recognise that this
is an area where we would come under even stronger pressure
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than in the case of the BBC: there is here the special difficulty
R e ———

of the commitment which we made to Dick Troughton to maintain his
s ————————)
programme in real terms until the end of 1984. No explicit
vy PAERL M — . — .-II“
reference was made to the possibility of having to reduce this

in exceptional circumstances. Normally I would regard it as

axiomatic that all Government spending commitments should be so
understood. But we need to think carefully about whether we
would be able to maintain that position in this case. If we
felt obliged to exempt the British Council, I fear that it
would not be possible for me to make up the short-fall from

other votes for which I am responsible. This would follow the
pattern originally set when the commitment was made.

6. I should be grateful for an indication of your views before
I take this up more formally with Nigel Lawson.

.~

(GEOFFREY HOWE )

Foreign and Commonwealth Office

14 July, 1983 SECRET AND PERSONAL
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PRIME MINISTER

PUBLIC EXPENDITURE - PRESENTATION

This minute looks forward to next week's Cabinet and how we might

handle the presentation of the public expenditure discussion.

This exercise has however to be seen against the background of
where the Government stands now presentationally and in what condition

it hopes to go into the Recess.

I mentioned some of the thoughts set out below in the car yesterday

and I will rehearse them briefly:

- we have not demonstrated a sureness of presentational touch
since the election; I have found it difficult to get a real

"feel" for the Government;

this may be because the Government needs a break after 4 years
and the election, and because it has all been a bit of an effort

to crank it up for the 6-7 weeks' essential work to the Recess;

but

after a very brisk, businesslike and impressive start (reshuffle,
Speaker, Stuttgart, Queen's Speech and essential Bills
re-introduced) two issues have been rather damaging:

- hanging;

short-term public expenditure;

so far as hanging is concerned, the Lobby feel that this

distraction has shown you in a less resolute light. Their
argument is that if you had really wanted hanging restored you

would have campaigned for it; you didn't and therefore you were
part of the conspiracy to kill the issue for this Parliament;

hanging has also left the impression that the Government went

into a vote on capital punishment without having thought it
through - which some see as irresponsible and others as clear

evidence that the Government's heart was not in it:
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but short-term public expenditure control has been more

damaging. This is because the Chancellor is widely felt by the

media to have been less than frank and to have bounced his
— . P ——

colleagues into submission. They see him paying a longer-term

price for a short-term gaiQ. A senior Lobby correspondent has
told me bluntly that Geoffrey Howe would never have presented

such a package as Mr Lawson did - having bounced his colleagues,
partly by leaking, it is said, he then brazened it out without

conviction in the House;

all this means that potentially at least your priceless assets
with the electorate - integrity and resolution - may have been
compromised, especially as you are and will be seen to be
endorsing the Chancellor at every stage. I do not think any
serious or lasting damage has been done but it would be as well

L. to avoid any repeat before the Recess.

e

It is against this background that we need to consider the
presentation of the public expenditure Cabinet on Thursday, assuming

there are no leaks before then.

The media will be watching this exercise very closely for evidence:

of your continuing determination at least to hold to the

public expenditure targets in the years ahead;

of a drive for cuts in those totals - ie. of the hidden

vamaay

manifesto, especially in relation to the NHS;

that rising damp in the Cabinet has become a surge or that the
Wets are fighting back and intend to be very awkward in the /}

autumn ;

of Mr Lawson being made to pay for his short-term success last

week.

The markets will be looking for reassurance that the Government )

really is determined to keep on top of spending and exercise restraint

as a way of life.
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It will be important to put out ideallyin astatement or at least
cuidance which takes account of these objectives immediately after

Cabinet. We must not allow others to get their oar in first. The

Treasury is recommending this course to the Chancellgaiand a draft is
being prepared. Any such statement will be conditioned by any lack of
success over MPs' pay. But I am sure that we need a display of

resolution on Thursday; anything less will not serve.

It is crucial to your aim of going into the Recess with the public

impressed that your Government:

- is on top of things;

is determined to stick to its public expenditure targets and
e ———

MTFS;

is more rather than less united (or that the dissenters are
— .

few in number and isolated) ;

is braced for a tough public expenditure round in the autumn,
but will approach it in a constructive frame of mind.

-

I do not think it sensible to contemplate broadcasts by the
Chancellor that day. A statement after Cabinet and you at Question Time
should set the tone, and the Chancellor should not expose himself to

Questions or give others an excuse for going on radio or tv.

e

B. INGHAM
14 July 1983
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14 July 1983
Policy Unit

PRIME MINISTER

PUBLIC EXPENDITURE: THE CHIEF SECRETARY'S DRAFT

Alan agrees that the Chief Secretary's draft is not ambitious
N e o
enough. Although its objective is, we believe, right (Taxes/GDP

e
back down from 40% to the inherited level of 347 by 1988-89; income

tax 25%), the level of savings proposed leaves insufficient margin

to achieve it (or something better) in view of the possibility

S, e 2= SR | ey s e
“
that:

1 GDP might grow at 2% a year (or worse) to 1988-89, rather than

the 234% which is assumed.
m

2 o Departments will fail to deliver their commitments eg to tackle
R s S i sk i Ll

problem nationalised industries. Can we really rely on the
W

expected turn-round in nationalised industry finances? Look

what happened in the last Parliament.

Y Demand-determined expenditures will escapne control.

The naper ought therefore to aim at least for double the proposed
i L i o T S b i

programme savings in 1986—87? ie £4 billion rather than £2 billion.

s 1 o e S A B s S RN i i S s St

We believe these to be both achievable and politically feasible: to
S e it o et 1m0 e s b e i s S A S0 M o VL)

illustrate, in just three areas (defence procurement, capital grants

to industry and agriculture, education) we have identified ways of

saving £2% billion at acceBtable Eolitical cost.

We must write in a higher contingency margin for 1986-87. We ought

also to stress, for tactical reasons, that all Departments will

need to find savings but some more than others (the draft refers
e ST e R e S i s i i )
in paragraph 5 to allocating more to some programmes, less to others).
m
Spending Ministers will not willingly accept the role of victim if

others are permitted to expand their total expenditure.

THE CHANCELLOR'S MEMO: Surely pay in the public sector needs a more

P b ki a0 i it il

substantial reference than the afterthought tacked on to paragraph 10.

FERDINAND MOUNT @“
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14 July 1983

Secretary of State for Social
Services

Alexander Fleming House

Elephant and Castle

London SEl 6BY

The Rt Hon Norman Fowler MP \ ’“j)

W“Aa/\—\

‘YA
Thank you for your letter of 13 July.

You won't be surprised that I find your arguments no more
convincing than you found mine. But we must settle this
matter, and I think an arrangement acceptable to both of us
is possible.

On the £25m saving (£20m for England) on the drugs bill, we
clearly disagree about what could have been achieved by tough
negotiation even without the present public expenditure
exercise. But we need not pursue that. What is however clear
is that if this money is to be counted towards your share of
the present cuts, the £25m must represent savings in the drugs
bill for this year, and not a payment on account against savings
in future years.

I remain committed, as I said in my earlier letter, to maintaining
planned levels of total NHS expenditure. But I cannot accept

that these levels should be exceeded if there were in the event

to be a larger overspend on the Family Practitioner Servicevote
than you now foresee.

I accept that £112m is your current forecast of the overspend

at this stage, and indeed that you think it perhaps a little
too high. But the fact is that every year for at least the

last five the final outturn has been higher (by between 2% and
9%) than the original estimate - and summer and autumn forecasts
too have unfailingly underestimated the overspend - and a 1%
error is £25m.




However, since you are convinced that this year will be

the exception, I am prepared to accept that, at least for
the present, and to agree that you should go ahead with
announcements of reductions on the lines of the figures

you have already mentioned in public. But this must be

on the understanding that, i1f the overspend on the FPS

vote appears likely later in the year to exceed your
estimate, you will be prepared to take appropriate action to
eliminate the additional overspend or make equivalent
reductions on the cash-limited vote. I agree with you about
the undesirability of frequent changes in cash limits; but
uncontrolled overspends are even more damaging.

I still think that it would be right to plan to review
matters in late October, but there would be no need to delay
until then initiating corrective action if the figures started
to edge up closer to my £140 million than your £112 million.

I am copying this letter to the Prime Minister and Peter Rees.

f’
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ECONOMIC PROSPECTS:

MEMORANDUM BY THE CHANCELLOR OF THE EXCHEQUER

In the past four years we have secured substantial progress on inflation and
productivity. The foundations have been laid for sustainable growth and employment,
without a resurgence of inflation. Our decisions now and in the coming months will

determine the outcome this Parliament.

25 The broad outlook for activity and inflation over the next two years is little

changed from the Budget forecast, though financial developments this year carry a

clear warning, as I indicated in our discussion of public expenditure on 7 July.

Prospects

3, World Economy. Since the Budget the prospects for the rest of the world

economy have in some respects deteriorated. Although output is growing strongly in
the United States the fiscal and monetary position there looks anything but healthy.
The very high budget deficit is a cause for particular concern. It would be unwise to
count on the US deficit being reduced much below $200 billion in the next year or two,

even assuming some trimming of tax and expenditure plans. Recovery in Europe and

Japan is relatively slow. The overall rate of growth in the major industrial countries,

perhaps some 3 per'cent next year, seems likely to be weak compared to past cycles.
The geographically narrow base of the recovery implies that the upturn in world trade
will be relatively modest by past standards, particularly because of the depressed state
of markets both in the non-oil developing countries and in OPEC. Manufacturing
trade, which fell 3 per cent last year, should rise 4 per cent next year. So far recovery
1s under way without much upward pressure on inflation (inflation in the major seven

countries averages below 5 per cent), though some continuing rise in non-oil




commodity prices, from generally very low levels, is to be expected. Recovery is
being assisted by the general consensus in favour of responsible monetary and fiscal
policies. The French demonstration of the perils of trying to spend and borrow one's

way out of recession has proved an eloquent warning.

Y

4, Output. Despite the slower growth in world trade our own growth now looks a

little higher than the Budget forecast - perhaps 2% per cent this year, mainly led by
buoyant consumer spending and some welcome increased spending by companies on
stocks and fixed investment. The rise in consumer spending reflects a significant
reduction in the savings ratio, helped by falling inflation, lower interest rates and a
rapid growth in credit., At the same time company profits have been recovering and
are expected to continue to benefit from lower increases in labour costs, with smaller
earnings increases and continued rapid productivity growth in manufacturing, as well
as the reduction in the NIS. The balance of payments current account is moving this
year from substantial surplus into rough balance (though the figures are, as always,

subject to wide margins of error). The change since the Budget reflects firmer non-oil

commodity prices this year and a faster growth of demand in the UK, relative to the

rest of the world.

9, In 1984, slower growth of domestic demand may be broadly offset by a faster
rise in world demand, producing another year of steady 2-2% per cent growth. This

will be helpful to the prospect for unemployment. I do not expect any major change

from current levels for the rest of this year, and the prospects thereafter continue to
depend on containing labour costs, improving competitiveness and seeing recovery in

the rest of the world.

6. Prices. These are now rising more slowly than at any time since the 1960s; and

the prospects for inflation have actually improved a little since March. At the end of

1983, despite the rise in the mortgage rate, the RPI should still be only some 5% per




cent higher than a year earlier as against 6 per cent forecast at the time of the
Budget. This, along with the gradual realisation that there are good prospects for low

inflation in 1984, will help the recovery.

[ The figures in the most recent Treasury forecast are shown in the attached

table.

Risks and Uncertainties

8. There are, however, still some significant risks and uncertainties.

9. The major overseas uncertainty is US interest rates and the problem of the

enormous US budget deficit. Continuing high real US interest rates would be very

worrying, and the pressure is undoubtedly for them to rise still further. It is,

therefore, all the more important that our policies should aim to establish conditions
in which we can distance ourselves somewhat from what happens in the US. Oil prices,
on the other hand, seem to have stabilised and there is a good prospect of a steady
reduction in the real oil price in the next 2 years, the more so if the $ were to fall.
Political disturbances amongst the oil producing countries could always push up oil
prices in the short termj; but, that apart, there does not at present look to be much

risk of a major oil price increase.

10. At home recent financial developments have exhibited worrying features. Money
supply in the first four months of the target period has been increasing at an annual
rate of around 17 per cent, some way above the 7-11 per cent target. Public
expenditure and borrowing have also been well above the levels envisaged at the time
of the Budget and threaten our hopes of lower interest rates. With our decisions on 7
July we set about correcting this, but continued vigilance will be needed if we are to
keep on track. And, of course, pay in the public sector will require our continuing

attention.




Implications for Policy

11. Over the past four years we have followed a responsible and consistent monetary
and fiscal policy within the framework set by the Medium Term Financial Strategy.
The results can be seen in low inflation - the lowest for fifteen years - and welcome
signs of recovery, ahead of most other countries. The task now is to consolidate and

improve on these gains.

12,  We will continue to operate economic policy flexibly, as in the past four years.
But there remains a firm, overriding requirement to maintain the monetary conditions
needed to keep downward pressure on inflation, and to support this by firm control
over public spending and borrowing. That is the only way in which we can keep the
confidence of financial markets, secure the conditions for better output and jobs, and
look forward to reversing the trend in unemployment. We are determined to bring
about a smaller public sector. And it is particularly important now the recovery is
under way that we do not let the public sector crowd out investment in the private

sector.

13. But that will imply some difficult decisions. The steps we have just taken on
public expenditure this year have helped with the immediate problem, but the markets
are understandably suspending judgement until they see how we tackle the present

round of public expenditure decisions, the first of this Parliament.

14, The budgetary prospect for next year is not an easy one. At the time of the

Budget we were anticipating a small positive fiscal adjustment of around £3% billion in

1984-85. But since then the scope for tax cuts next year has receded. The hoped for

room for manoeuvre is being squeezed between lower revenue projections (partly
because inflation is turning out a little lower than we had expected) and continuing

upward pressure on public expenditure. Of course, at this stage, the figures are




subject to a wide margin of error. But the immediate tax prospect looks distinctly
uncomfortable. The conclusion is clear: the most we can afford is to keep to the
expenditure plans in the last White Paper for 1984-85 onwards. Even then there will
be a risk that taxes may still have to be put up next year if we are to keep to the

Medium Term Financial Strategy.

15. As the Chief Secretary's paper illustrates we had no alternative but to allow
taxes to rise during the early years of the last Parliament. In this Parliament we must
continue the trend towards lower taxation started in the last two Budgets. This is not

just a matter of meeting our commitments. We also want a better-structured tax

system. Taxation is the key to individual incentive, to risk taking and to securing the

kind of change in attitudes needed to bring about a more dynamic, competitive and
enterprising economy. Tax reform must have a high priority. And we are agreed that

without lower taxes we shall not get higher growth.

16. Securing conditions for lasting growth is also the key to more jobs. It is now
generally recognised that there is no quick or easy solution to unemployment and no
simple trade-off between inflation and unemployment. The only route to higher
employment, on a lasting basis, is through lower inflation, lower costs and higher

productivity. Lower taxation is a necessary and vital part of this.

17.  This, in turn, will require firm resolution in keeping public expenditure in check.
The Chief Secretary has set the prospective growth of public spending in its longer
term context. The decisions that will be needed are individually difficult. But the
past four years have shown the wisdom of our policies and the electorate's

understanding that they work.

18. Turge my colleagues to agree to the Chief Secretary's proposals.
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MAJOR ECONOMIC INDICATORS

1) qpep@

(major 6
excluding UK)
1983

1981 1982 1983

—_—

(% change on previous year)

A. Demand and activity

Domestic demand

including consumer spending
Exports of goods and services
Imports of goods and services
GDP

B. Inflation

Retail prices, Q4 41
Average earnings, Q4 8

(Cexeit) | OECD 1983
(major 6)

€ Other indicators

Current Balance, £ billion

Unemployment (UK, %,
excluding school leavers)

Interest rates (3 months), %

Pvl’ as) in & Cabint~
(1) PP ?

Figures consistent with Treasury summer forecast (CONFIDENTIAL)

(2)

US, Japan, Germany, France, Italy, Canada (weighted averages); Treasury forecast.

(B)Current level of 3-month inter-bank rates.

(4)

Average of current 3 month rates (of which US rate is for 3 month CDs)




DEPARTMENT OF EDUCATION AND SCIENCE

ELIZABETH HOUSE, YORK ROAD, LONDON SEl1 7PH
TELEPHONE 01-928 9222

FROM THE SECRETARY OF STATE
Quly 1983

fn.

In my letters of 20 June to Patrick Jenkin and 6/§ﬁly to you I
emphasised the importance of education within our plans for local
authority expenditure next year and asked for early discussions
with colleagues. Education, as you know, accounts for half the
total - nearly two thirds in the shire counties; and within my
programme local authority expenditure accounts for three
quarters. In my letter of 6 July I explained why substantial
additions to our present plans for local authority eernditure on
education next year were necessary to sustaln e policles in our
Manifesto. There are also important issues, to which I referred
in my letter of 20 June, about grant distribution, involving RSG
mechanisms, targets and holdback, which we need to consider very

carefully. Indeed, the timetable for the 1983 Survey which the
Treasury circulated after the Election envisaged Ministerial
discussion of these matters by mid-July.

I understand that you expect to circulate to Cabinet for
discussion next week a paper on public expenditure next vear
including local authority expenditure. The original intention
was that this would enable Patrick Jenkin to make a preliminary
announcement by the end of July. But so far there has been no

consultation at all with me and other colleagues concerned with
local government services.

I am sure that it is essential for those of us immediately
concerned to consider these issues carefully and then discuss
them amongst ourselves before they go to Cabinet. For this
reason I doubt if it will now be possible for Patrick to make a
properly considered statement before the summer holidays. It

/does not

The Rt Hon Peter Rees QC MP
Chief Secretary
Treasury, Parliament Street
LONDON SW1P 3AG

CONFIDENTTIAL




oes not seem that a delay until September would seriously affect
the budget-making processes of local authorities.

I am sending copies of this letter to the Prime Minister, Willie
Whitelaw, Leon Brittan, George Younger, Nicholas Edwards,

Norman Fowler, Norman Tebbit and Grey Gowrie and to

Sir Robert Armstrong.

CONFIDENTIAL




DEPARTMENT OF HEALTH & SOCIAL SECURITY
Alexander Fleming House, Elephant & Castle, London SE1 6BY

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

The Rt Hon Nigel Lawson MP

Chancellor of the Exchequer

Treasury Chambers

Parliament Street

LONDON

SW1P 3AG 13 July 1983
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PUBLIC EXPENDITURE 1983/84: HPSS d
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Thank you for your letter of 12 July. I have to say, however,
that the arguments you deployed in it are unfounded and that your
conclusions are unacceptable. My approach to the exercise you
mounted last week was, from the start, to find a way of meeting
your objective while leaving the Government in a position which
was tenable politically. I succeeded in doing that and I am
extremely disappointed to find that you now seek to undermine it
and show no apparent willingness to cooperate in my efforts.

Turning to the points made in your letter, it is simply untrue to

say that the savings of £25 million I am in the process of securing
from the drugs industry would or could have been achieved
independently of the current public expenditure exercise. A

review of the Pharmaceutical Price Regulation Scheme was under way
but there was no prospect whatever of securing substantial savings
from it in 1983/84. I brought the leaders of the industry in on
Friday to demand that they should bear a share of the cuts outside
the PPRS review and outside its current rules. They would not

have had any reason to accept this - as they now seem certain to do -
without the pressure I could bring to bear in these new circumstances.
I shall still be looking for further savings from the review itself.

I find your introduction of a new figure of £140 million for the
likely overspend on the lamily Practitioner Service inexplicable.
Before Cabinet last week our officials had discussed the forecast

of overspend and the only question at issue was whether the figure
should be £105 million or £112 million. - These figures were not
disputed by your officials and I therefore said in a press statement

1
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E.R.

.on Thursday that the overspend on the FPS was "about £100 million".
After detailed consideration your officials agreed a best estimate
of £112 million with mine on Friday. That remains the best
estimate on current evidence. It reflects experience gained from
the past on changes in drug costs, prescription costs, and income
from charges and our knowledge of developments in the current year.
It is indefensible simply to apply crude averages from past years
without reference to changes in forecasting methods, to the move
from volume to cash planning or to the position we are in fact in
this year. If anything the fact of the matter is the estimate of
£112 million is on the high side.

Finally, your suggestion that we should cut health service
allocations now by more than is necessary and make increases later
seems to me to make a mockery of the cash limit system. It is
ridiculous to suggest that cash limits should be changed three
times in one year. Such uncertainty would further undermine my
efforts to improve management standards within the NHS. So far,
the health service has an extremely good record in keeping within
cash limits and in avoiding serious underspend and end year surges.
We must not put that at risk.

As soon as I saw your Cabinet paper last week I set about evolving

a proposal which would achieve the specific savings of £128.4 million
required of me. To establish the position on which you, the

Prime Minister and I subsequently rested, it was necessary to keep
the cash limit cut below the £112 million of overspending on the FPS.
It was therefore essential for the drug savings to be allowed as
part of the total saving on the NHS. Our position on this was
explained when your office sought our agreement to the line which
you suggested should be used on Thursday. I adopted the same line
and since none of the figures were in dispute used the changes set
out in my letter of 11 July in dealing with the barrage of press
enquiries following your statement and in TV and radio interviews
since - including Kenneth Clarke's appearance on Newsnight on Monday.
We shall have to continue to use those figures. Your suggestion
that the FPS overspend will be £140 million is unsustainable and
comes close to an attempt to manipulate the figures. It also makes
the Government's position impossible. I must therefore ask you to
agree that we should now formally announce the figures before the
absence of such guidance leads to speculation and undermines our
unity of purpose in following last week's exercise through.

I am copying this letter to the Prime Minister and Peter Rees.

D Saer

NORMAN FOWLER
(Approved by the Secretary of State for
Social Services and signed in his absence)

5
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Un1vers1ty teachers
recall PM’s pledge

By John Falrhall,
Education Editor

A letter written to the .hsso-
‘clation 'of University Teachers

. + by the Prime Minister during

: expendlture cut-backs, -

‘the "general election campaign
was released yesterdayi in the
wake of ‘Chancellor ‘of the
Exchequer’s . £500 million

The AUT said it regarded
Mrs Thatcher’s letter as a
pledge of no more cuts and it

“was immediately drawing the

-

attention of the Department of
- Education and of the Chancel-
lor to what she said.

The DES’s share of Lawsons

- cuts is about £30 million and it

|

»

'

is generally assumed that the
universities will have to take

the brunt of much of it, Only
areas

(S o b
‘ f4

of education du'ectly |

,,funded by central government

are  affected, 'which leaves

.schocls out but brings un.iver- "

sities to the fore. : '

In her letter Mrs 'I‘h cher

answered a series of questions {

from an AUT official about the
flature of the universities. She
wrote: “...the period of con-

Araction is now nearing the

end. In 1983/84 we are spend-
ing £2.7 billion on higher edu-
cation ; and the intention is to
hold the level steady in real
terms after 1984/85." .

The AUT deputy general sec-
retary, Mr John Akker, said
last night : “ There is every in-
dication that because of the re-
cent statement by the
Chancellor of 'the Exchequer
about ‘public expenditure, uni-

versitles are again to be cut

‘duction of capital

Government

“to i improve

allowances
of MPs

By Julia L don,
" Political Coartl'%spondent

The Government has
to accept in principle 2%
recommendations abov
ances for MPs mad
“Top Salaries Revier”
~spite_the Cabip-*
restrict the "

‘,rﬁ

.. per cent.”

L]

greed R

thal in

the . erinery " Rt
gotten the vicl. |
“We must makc I
that the church stali.
justice,” he went on. “If '

tice is not done and seen tu..-

be done People will start
taking the law into their own
hands.”

Brother Michael, Opening
the debate, said the reinto-
punish-
restrict

ment would

opportunity
ration for their crime.

It would degrade every

member of society, espe-
cially those who would be-
come involved in carrying

out sentences.

There was a moral impera-
tive which sprang from their
understandlnf as Christians
of the priority of God. The
theological issue rested on
their acceptance of the deli-

.berate execution:  of a man

who was subsequently known

_to be innocent.

the
chances of reforming mur-
derers and offering them an
to make repa-

.af'm

- Only thr
recommend.
the Parole }
served less

. according
annual repc
- terday, writ:

" Of the 1
released in
‘mendations
Board, 110
years or mo
10 years or
served 15 ge
had served ¥
other 27 yea

" A further

| returned




Unav emdi, Teaclion

7 June 1983

Thank you for your letter of the 27 May . I am happy
to state my opinion on the four matters you raise.

l. Funding for the university sector in general and those
institutions In the London area

After decades of expansion, there has been scope for the
elimination of waste and the more effective use of resources both
in universities and in polytehhnics and colleges. Given this
fact, and the general need to contain public spending, the Government
decided in 1981 that, (in addition to removing indiscriminate
subsidies for ovesseas students), spending on higher education
over both sectors should be reduced by about 84% in real terms
over three vears. The University Grants Committee - a body
composed largely of independent academics - has made use of
this contraction to increase the proportion of science and '
engineering and encourage the pruning of overlapping courses.

But the period of contraction is now nearing the end. In
1983/84, we are spending £2.75 billion on higher education; and
the intention is to hold the level steady in real terms after
1984 /85. The Government is also making £100 million available
over three years to create 700 new posts for outstanding young
academics, as well as 130 new jobs in information technology;
this will serve to protect the standards of our universities in
vyears to come.

These general observatiIons apply as much to London as toobhbker
areas. The reorganisation of the University of London has
provided a remarkable example of the way in which the Government's
policies are bringing about a more effective use of resources.

The University has also received a considerable share of the newly
created academic posts. The Colleges of the University, in their
new form, can look forward to a thoroughly healthy future.
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2. Increasing access to university courses for those livingiin the
London area and, in particular, those groups tradlthgp__y under-
nt

e student body

represente

st

One of the main tasks of the universities in London, as elsewhere,
it to carry out research: it is therefore important to ensure that
university staff do not bear too great a load of teaching. Recognizing
this, .the Government has taken action to ensure that the contraction
in the numbers of academics has been matched by a comparable contraction
in student numbers. It has not been necessary to do the same in the
public secbor, because public sector institutions, including polytechnics|
are primarily devotéddto teaching rather than to research. Indeed, -
there has been scope for slightly increaséng the teaching load of
polytechnic and other public sector lecturers, thereby ensuring an
increase in the total numbers of students gaining access to higher
education. This increase has given opportunities to many young
- people who are members of groups that have not in the past been well
represented in institutions of higher education.

3. The provision of glaces for all those qualified and desiring a
place in higher education

We do not believe that the Universities or public sector institutions
should be compelled to accept students who have the minimum qualification |
of 2 'A' levels; and without such compulsion, it cannot be guaranteed ,
that every student possessing these qualifications will find a place
in higher education. But 8l per cent of those qualified now find
' places; and there are over 550,000 students in higher education,

as compared witih510,000 in 1979. e

4. What is your policy on the provision of student loans?

The Conservative Party has at present no plans to replace any
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part of the student grant for first degree course by a
loan.

I hope that these answers will be of interest to your
members.

W F Hennessy Esq

Regional Official
Association of University Teachers
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Draft letter from the Rt. Hon. Mrs. Margaret Thatcher

Thank you for your letter of 27th May. I am happy

to state my opinion on the four matters you raise,

(1) Funding for the university sector in general and those
institutions in tThe London area '

After decades of expansion, there has been scope for the -
elimination of waste and the more effective use of resoufces
both in universities and in polytechnics and colleges,

Giveﬁ this fact, and the general need to contain public
spending, the Government decided in 1981 that, (in addition
to removing indiscriminate subsidies for overseas students),
spending on higher education over both sectors should be
reduced by about 8% per cent in real terms over three years.
The University Grants Committee = a body com.posecii‘i:c:?[i‘u3
independent academics = has made use of this contraction

to increase the proportion of science and engineering and

enourage the pruning of overlapping courses.

But the period of contraction is now nearihg the end. In
G ‘Sfcml:-\J

1983/4, we will have=spent £2.75 billion on higher educations

and the intention is to hold the level steady in real terms

.after 1984/5. The Government is also making £100 million

available over three years to create 700 new posts for
outstanding young academics, as well as 130 new jobs in
information technology; +this will serve to protect the

standards of our universities in years to come.

These general observations apply as much to London as to

s
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other areas, The reorganisation of the University of London
has provided a remarkable example of the way in which the
Government's pol;cies are bringing about a more effective use
of resources. The University has also received a considerable
share of the newly created academic posts; The Collegeé of

the University, in their new form, can look forward to

a thoroughly healthy future.’

(2) Increasingaagcggg_to university courses for those living
in the Tondon area and, in particular, TROSE groups
traditionally under—represented in the student body

One of the main tasks of the universities in London,

as €lsewhere, is to carry out research: it is therefore
important to ensure that university staff do not bear
too great a load of teaching. Recognizing this, the
Government has taken action to ensure that the contraction
in the numbers df academics has been matched by a comparable
contraction in student numbers. It has not been necessary
to do the same iﬁ the public sector, because public sector
institutions, including polytechnics, are primarily devoted
to teaching rather than to research. Indeed, there has
been scope for sligﬂ%ly increasing the teaching load of
polytechnic and other public sector lecturers, thereby

" ensuring an increase in the total numbers of students gaining
access to higher education. This increase has given
opporﬁpnities to many young people who are members of

groups that have not in the past been well represented

in institutions of higher education.
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(3) The provision of places for all those qualified and desiring
a place in higher education

We do not believe that Universities or public sector

institutions should be compelled to accept students who

have the minimum qualification of 2 'A' levels; and
without such compulsion, it cannot be gharanteed that every
student possessing these quélifications will find a plaée
in higher education. But 81 per cent of those qualified
now find places; and there ére over 550,000 students

in higher education, as compared with 510,000 in 1979.

(4) What is your policy on the provision of student loans?

The Conservative Party has at present no plans to
replace any part of the student grant for first degree

courses by a loan.

I hope that these answers will be of interest to

- your members,

3rd June 1983
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27 May, 13983 Association of University Teachers

Denr Candidate,

0 you on behzlf of the 6,000 wembers of the Anscniation of Universiﬁy
iving and WGlulhg in the Londoi area. The AUT is the Peade union
and profossional asgociation representing 34,000 university HCAIQNITH,
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full—time students; 60,000 students involved in conlinuing edueation nnd
exnt-tine courses, and 20,000 gtudents on extcraal degrees.

F A

papoxtoance of the University is evident on many different levels:
a major employer, and

important purchaser of materials and serviceg.
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President: Mr. S. Ruhemann (Bradford) General Secretary: Ms. Diana Warwick Hon. Treasurer: Dr. T. G. Halsall, MBE




Treasury Chambers, Parliament Street, SWIP 3AG

Michael Scholar Esq

Private Secretary

10 Downing Street

London SW1 13 July 1983

De (¢ /W« (:t/

PUBLIC EXPENDITURE - THE 1983 SURVEY AND THE LONGER TERM

The Prime Minister asked for an early sight of the draft of
the Chief Secretary's paper on public expenditure for the

21 July Cabinet.' I attach a draft which has been approved by
the Chief Secretary after consulting the Chancellor. It is
intended to complement the Chancellor's paper on economic
prospects of which John Kerr will be sending you a draft this
afternoon.

The draft paper broadly follows the approach indicated in the
Chief Secretary's minute of 27 June to the Prime Minister.
Perhaps the most important shifts of emphasis and presentation
are the following:-

The longer term target for spending is related to
1988-89, the last possible Budget of this Parliament,
rather than 1990-91 and is compared primarily to the current
real level of spending rather than tothe projections of
ex1sting plans to the end of the decade which were
carried out by officials last summer.

After further reflection, the Chief Secretary and the
Chancellor have decided that rather than aim for a
reduction on the published expenditure total for
1984-85 they should recommend holding to the published
. total but providing within it for a larger Contingency
Reserve at the start of the year than we had this year.
A"STmilar aim wourld be set for 1985-86. As you will
see they judge that to achieve these goals, savings

of some §£2 billion will be needed in both years to
of fset unavoldapile increases.

The Chief Secretary would be grateful for any comments the Prime

l.
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Minister may have on the draft. Subject to those and to
further amendments of detail, he would aim to circulate the
paper by the end of this week. This would allow Treasury
officials to discuss it with Principal Finance Officers early
next week with a view to sorting out any misunderstandings or
disagreements over facts before Cabinet on 21 July.

I am sending copies of this letter to Richard Hatfield and
John Kerr here.

\/aur'j Stﬂ(é;‘fb

’:l; . Gil’:ﬁ

JOHN GIEVE
Private Secretary
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DRAFT: Cabinet paper by the Chief Secretary C(§ 3)23

OBJECTIVES FOR PUBLIC EXPENDITURE - THE LONGER TERM AND THE 1983
SURVEY

Introduction

In our Manifesto for the General Election we promised firm control over public
spending and borrowing, because "less spending by Government leaves more room
to reduce taxes on families and businésses." On taxation we said that "further
improvements in allowances and l<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>