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Cabinet / Cabinet Committee Document

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

Reference: CC (86) 14™ Conclusion, Minute 3

Date: 10 April 1986

Signed M@_{,{M Date 2.3 fﬁ»&b 05

PREM Records Team




Published Papers

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

I. Cmnd, 9763-1: Statement on the Delence Estimates
1986. [HMSO ISBN 0 10 197630 5]

2. Cmnd, 9763-11; Statement on the Defence Estimates
1986 — Defence Statistics [HMSO 1SBN 0 10 197631 3]

3. Cmnd. 101- 11: Statement on the Defence Estimates
1987 — Detfence Statistics [HMSO ISBN 0 10 101013 3]

Signed %M Date ﬂ @lg k)

PREM Records Team
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1987 STATEMENT ON THE DEFENCE ESTIMATES

On Sth %;ﬁfl wrote to you and to the Private Secretaries
to Ministers in charge of Departments, enclosing copies of the
1987 Statement on the Defence Estimates, together with scome
background briefing material. We have taken another look at
the figures given in paragraph 3 of the 'Bull Points' brief and
revised them to exclude the current yvear's defence budget since,
on reflection, it ies incorrect to claim that this yvear's money
has already been "spent'.

I attach a revised wversion of this paragraph which I am also
sending to the recipients of my earlier letter.

e

f c ¥ ANDREWSY
Private Secretary

C D Powell Esg
10 Downing Street




amendment to "Bull Points" Brief

B — CONVENTIONAL STRENGTH

3. Has taken the lion's share of increased spending:
= Excluding nuclear strategic forces and Falklands costs,
by the and of the last complete financial vear we had
gpent, in real terms since 1978-79, some £16 billion more
on conventional defence than if spending had continued at

1978-79 levels.

- In cash terms 95% of the increase in the budget between

197T8-79 and 1986-87 has gone to improving conventional

defence.
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DEFENCE EXPENDITURE

L
\ind
I enclose, as reguested in vour letter”last night, material
on which = notwithstanding the seriocusness of the situation my
Secretary of State described - he proposes to draw as necessary, in
answer to questlﬂﬁs, a2t his pre=s conference this afterncon Lo
launch the Defance White Paper.

I am copyving this to Alex Allan and Jill Rutter in the
Treasdiry.

[J F HOWE)
Private Secratary

David WNorgrove Esg
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A substantial platform of

g f Defence has done well since 1979.
annual provision has been built up and on conventional forces

—dl,

we hawve Epenc gome El16bn more in real terms than would have been
the case if expenditure had remained at its 1978/79 level, The

=

Covernment has honoured its promises as regards Service pay and
has embarked on major equipment programmes for all 3 Searvices.
Thus the Government

The Trident programme ig going wall and to cost.
iz making a major contribution to Western Defence through the provision
It ill behovas cothers

of both nuclear and conventional forces.
to eritiecisze our stewardship and even with the ending of the period

of real growth I am confident we will be able to maintain our main

defence roles though some difficult choices on pricrities are only
The need for careful timing of commitments and some

to be expected.
Eesources are kept under

hard decisions has been acknowledged.
regular review in the light of defence priorities, expenditure

trends, forward commitments, foreign exchange rates and actual
The needs of defence are considered each year

expendliture in year.

in the Autumn review of public expenditure, and agreement then

reached on the resources to be provided in the light of the latest

information on all factors.

If Questions Asked About The Independent Article On 6th May
I have seen some speculation in today's press about a gap of
This sort of story is guite common at this

-
-

EBbn over 10 vears,
time of year wnen our Long Term Costing is being done.

1
CONFIDENTIAL

There always
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is a gap between the total of all the things we would like to do,
and the funds avallable; there always are difficult judgements to
be made at the margin., I cannot confirm the EBbn figure, hut if
it were true 1t would represent scme 4% of the likely defence
resgurces over the period. This 18 no more than you would expect

at this stage of the exercise. I repeat what I sald last year:

our intention 1is to continue the main lines of the defence policy

we have been pursuing and no major change in roles or commitments

iz contemplated.

G Mar b i B F8. Fp — Aot gy da

2
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MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1A 2HE

Telaphana O1

MIMISTER OF STATE FI
THE aRmEl FORCES

1; May 1987

Ir-‘}J é, 0 _ =Yy hﬁlr

Il enclose a copy of the 1987 edition of our booklet "British
Daefence Policy". 1ts purpose, like last year's, is to provide
an easily readable, but still comprehensive, account of Britain's
defence policy, which will complement the much more detailed two-
volume Statement on the Defence Estimates 1987 published to-day,

The booklet will be sent free of charge to anyone who
15 interested. If vou require additional copies, these can be

gbtained from Mr W R Crawford., Defence Puhlic Relarions Staff,
Room 0370, Ministry of Defence Main Building, London SW1A 2HE

(telephone: 01-218-2125).
L
— ==

JOHN 5TANLEY
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10 DOWNING STREET

LONDON SWLA ZAA

5 May 1987
From the Private Secretary

CEFENCE EXFEMDITURE

The Prime Minister this evening discussed with your
Secretary of State, the Chancellor of the Exchequer and the
Chief Secretary what might be said about pressures on the
defence programme during the coming weeks if there is an
Election,

¥Your Secretary of State explained that a number of
academics, the House of Commons Dafence Committee and others
were now drawing attention to a gap between the content of the
defence programme and the resources provided for it. A
substantial gap did indeed exist. Officiala in the Ministry
of Defence had identified four "baskets" of possible savings
measures, The first two baskets of measures, though painful
and difficult, had become unaveoidable. The third and fourth
baskats were most unlikely to be acceptable to the Government.
It would certainly be necessary to carry out a thorough
scrutiny of the programme during the course of the next
Long Term Costings exercise.

The Chancellor acknowledged that there would probably be
a need for some increase in the provision for defence.
However, some of the savings included in the third and fourth
baskets should prove to be acceptable, and Treasury officials
had identified others, outside any of the baskets, amounting
to around £200m a year which were certainly worth pursuing.

The Prime Minister drew attesntion to the huge waste which
had been incurred in the procurament of a range of weapons,
and to the need to take a firm grip on military R & D,

In further discusszion, your Secretary of State said he
would instruct his ocEficials to cease work on the third and
Eourth baskets. Increased funding to meet a shortfall would
be a matter for discussion in the Public Expenditure Survey.
Whilst accepting that increased funding would be a matter for
discussion in the survey, the Chancellor said that individual
items from the third and fourth baskets would alsoc need to be
discussed then, together with the other possible savings
identified by the Treasury.

SECRET AND PERSOMAL
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4

1t was agreed that during an Blection campaign the
Government would be able to point to its excellent record on
defence, and to say that increased expenditure provision would
be a matter Ffor discussion in the usual way in the Public
Expenditure Survey. Your Secretary of State undertook to
circulate to the Prime Minister and to Treasury Ministers the
words he would be using tomorrow on this at the time of
publication of the Defance White Paper.

I am copying this letter to Alex Allan (HM Treasury).

(DAVID WORGROVE)

Jaohn Howe, Esqg.,
Ministry of Defance

SECRET AND PERSONAL
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E'UDLICA'];‘_{GH OF THE STATEMENT ON Tilk DEFENCE ESTIMATES

The 1987 Statement on the Defence Estimates 15 to be published
at 1430 on Wednesday 6th May. Copies of Volumes I and II of the
Statement are enclosed, together with a note describing the
highlights of this yvear's White Paper and some defensive briefing
material.

I am sending copies of this letter, together with the
attachments, to the Private Secretaries to all Ministers in
Charge of Departments and to Trewvor Woolley.

v,

N | .-'“'f )
\
..-*"'-r -J o S
i L F ANDREWS) s
rivate Secretary

Charles Powell Esg
Ho 10 Downing Street




PRIME MINISTER

DEFERCE

You are meeting the Chancellor, the Chief Secretary and

Mr Younger on Tuesday evening to discuss defence spending.

-

The 1986 Long-Term Costing Exercise at about this time last
year came up with the result that the programme would regquire
£4-500 million a year more than was allocated to it in the

Eahlic expenditure plans. The need for tough decisions was

recognisad, It 1s harsh to say =20, but I am told that

Mr Younger refused to face up to them. BSome reductions were

made, but for the most part MOD convinced themselves that
T VTN

something would turn up (lower oil prices, higher exchange
——

rate or whakever).

= ——

The scale of the funding shortfall was not revealed during the

————

1986 Public Expenditure Survey. MOD made only the usual
nolises about the difficultiss they faced.

The 1987 Long=Term Costing Exercise showed a shortfall put at

€900 million rising to more than £1 billion. The Ministry of
Defence recognised that savings would have to ba made and
identified groups of savings which were placed in "baskets™ in

oo
order of difficulty. Ministers decided that the first two

i

baskets of savings could be accepted, but that the other two

baskets would be too wisible and too damaging. Acceptance of
the first two baskets of savings reduced the shortfall to the

following:

——— -

£m

1988/89 1989/88 1990/91

400 450 550

Mr Younger approached the Chief Secretary about this shortfall
and officials have been holding discussions. Treasury

e ——

SECRET




officials identified individual savings From the third and

fourth baskets which they balieved should be tolerable. With
e ——— i
these and other savings, Treasury officials believed MaD could

get by without extra resources. (Having seen the savings

proposed I think Treasury officials were unrealistic),
e

Mr Younger convinced the Chiaf sacretary that he had to have
extra resources and that thiz had to be agreed now, otherwise

politically very difficult cuts would have to begin now, and

knowledge of MOD'as difficulties would quickly reach the ears

of the Defence Select Committese and E?Eers, including Ehrnuqh
e

instructions whieh have soon to be given to the military to
-._-___-

prepare returns to the annual NATO gquestionnaire., Mr Younger

also felt he could not respmnsihly allow instructions to be
given for procurement and other F:penﬂlturp which assumed

greater rescurces than had alreadv he ted to HcD

The latest position is that the Chief Secretary has offered

increases as follows:
£m

1988/89 1989,/90 1990,/91
250 3440 300
Mr Younger insists that he needs

350 500 550

which is the shortfall in the first table above with £50

e e —
million transferred from the first to the second year “of the
new PESC period,

(In addition, Mr. Younger may bid in the Public Expenditura
Survey for compensation for the fact that the GDP deflators
published in the FS5BR were higher than thosa assumed in the
public expenditure plans, This further bid would be worth

200 300 00 )




The guestion for decision at your meeting is whether the
Treasury have given enough to enable Mr. Younger and the

Government to mﬂlntaln thea credibllity of the deFencE plans

through to the Autumn FES dlscﬁisigns and perhaps Lhruugh an

eélection campaign.

I find it impossible to balleve that for lack of €100m in
1988-89 out of a total budget of €1% billion Mr. Younger will
—

now feal it necessary to begin to make politically difficult
cuts. That consideration can be d{ipiﬁaed_ﬂut of hand. (In
any case I understand that the cost of the AFPRB awards is

£30m a year less than MOD had budgeted for).

——m

The guestion then is whether the Select Committee or others
will be able to argue successfully that MOD doas not have the

e
respurces to pay for its programme. But the ability to rabut
sUCh arguments will not be helped by a private agreement

between Mr. Younger and the Treasury. It will only be helped

if the extra resources are announced, which would, among other
things, cause difficulty with colleagues during the Public
Expenditure Survey itself, as well as undermining the
credibility of the public expenditure plans published in

January,

I recommand strongly that you should turn down any reguest

e

I g S LR |
Erom Mr. Younger for more money at this stage, His remaining

bida can be discussed in FES.
i — ——1 ——

If pressed on a lack of resources during an election campaign
or otherwise, Ministers could say that the Government's
commltment to effective, strong defence is not in doubt, and
that if it were to appear that our commitments could not be
met within existing resources that would be a matter Ffor
discussion in the Public Expenditure Survey in the usual way.

The Treasury have besan most genernus, perhaps too generous

even with an election in pruspcct Mr. Younger's reluctance

ta tackle the necessary declslnna {or tell his colleagiues),

and no doubt the thﬂught that the approach of an election




would strengthen MOD's hands, should not pradispose towards

ganerosity. Mr. Younger has in any case already been given

almogst all he has asked for.

= —

0 B HORGROVE
1 May 1987
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MIMNISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1

Telephane 01-930 7022

MO 20/17/8 6th April 1987

>
<= D3y

DEFENCE WHITE PAPER

Further to your exchange of letters with Ian Andrews on
2nd/3rd April about amendments to the Defence White Paper to take
sccount of the ontcome of the Prime Minister's visit to Moscow, we
have, follewing consultation between the Cabinet Office, the Forelign
and Commonwealth Office and the Ministry of Defence, made one further
change. 1In the last sentence of paragraph 208, the statement that
"the Soviet Union's position on SRINF is unclear” might now read
slightly oddly alcngside the Prime Minister's statement in the House
on 2nd April, and we hava amended that sentence to read "The Soviet
Union has not accepted that the West shall have the right to match
Soviet SRINF systems but has merely indicated willingness to freeze

missiles in Burope «..".

I am copying this letter to Lyn Parker in the Foreign and
Commonwealth Office and to Trevor Woolley in the Cabinet Office.

S Lx?

N

1 #

i . f$k54

L*

-7

I'./Lfll

{(J F HOWE)
Private Secretary

Charles Powell Esg
10 Downing EBtreet
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10 DOWNING STREET

Fram the Private Secretary 3-April 1987

DEFENCE WHITE PAPER

Thank vou fer your letter of 3 April
proposing some amendments to the Defence
White paper. I think that the Prime Minister
would be satisfied with these.

I am copying this letter to Lyn Parker
(Foreign and Commonwealth Office) and Trevor
Woolley {(Cabinet ODfficalj.

(C.D. Powell)

fan Andrews; Es5g.;
Ministry of Defence
CONFIDENTTIAL
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MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW

Triephore i-930 7022

3 April 1987

DEFENCE WHITE PAEER

Thank vou for vour letter of 2Znd April to John Howe. The
amendment you propose to paragraph 207 has now been incorporated
into the final wversion of the SDE.

We spoke earlier today about the changes arising out of the
Prime Minister's visit to Moscow. We are proposing, with the
Foreign and Commonwealth Secretary's agreement, to amend paragraph
116 as shown in the attached Annex. A number of small changes
have also been made Eo the Soviet essay to reflect the Foreign and
Commonwealth Secretary's views. Finally, a new paragraph has been
added to Chapter 2, with the agreement of Foreign and Commonwealth
Office officials,; together with an additional sentence Lo

paragraph 201.

I should be grateful to Enow whether the Prime Minister is
content with these amendments.

I am sending a copy of this letter te Lyn Parker (Foreign and
Commonwealth Office) and to Trevor Woclley.

\ 3
q_.,\_,—-l:—gi’ﬁ-l"—-'—"_'_'—e
AI C F ANDREWS )}
Private Secretary

Charles Powell Esqg
10 Downing Street

CONFIDENTIAL
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AMENDMENTS MADE TO SDE:87

1, Para 116 to read:

"last July; and, most significantly, in the spring of this year

the Prime Minister and Foreign Secretary pald an important wvisit

- the first official Prime Ministerial visit since

This was a8 constructive and waluable wislt, during which

the Prime Minister and Mr Gorbachev were able to discuss their

differences frankly and establish a firmer basis for cosperatisn

bath between the United Kingdom and the Soviet Union and between

East and West"™.

2 Add to end of pata 20L:

"Similar priorities were identified during the Prime Minister's

visit t> Moscow this spring (see paragraph 210)."

= Insert new paragraph and sub-heading, as follows :

"Prima Minister's Wisit to Moscow

210. Ducring the Prime Minister's visit to Moscow this spring,
she agreed with Mr Gorbachev that prisrity should be given ta AR
agreement oan INF, with strict verificatiosn, constraints an
ghorter-range systems, and immediate follow=-2n negotiations to
deal more fully with shorter-range systems. The twd leaders
also agreed that prisrity should be given to negotiating a ban an

all chemical weapansa; and that there should be early negotiatiosns

1
CEMFIEETT AL
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.r- reductions in conventional Eorces. The Prime Minister

expeessed her support for & 50% reduction in U8 and Soviet
strategic nuclear weapoins. It was clear from the talks that the
two sldes agreed that progtess on acms control ceguired a
step=by=step appraach, with cieariy identified priorities, and
that there was broad agreement on thase priscities. The Prime
Minister made clear that she was hopeful that a satisfactory
agresment >n INF could be reached by the end 5f this year".
3. Amend Soviekt essay as follows:
a, Para 10, first line an page 4:delete "we cannot
ignore" and substitute: "“it ig difficult to ignore.”
38 Para 11, delete full stop between last two sentences
and subatlitute ealan,
£ Para 12, first sentence Lo tead: "Even Mr Gorbachev
has testified ...."
d. Para 15, first sentence to read: "Soviet leaders
have not vet been soa."

(=1 Para 16, penultimate sentence to read:"0Or that it

wauld ot attempt .oua™

2
CONEIDENT DAL
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10 DOWNING STREET

LOMNEDO™N SWIA ZAR

From the Private Secretary 2 April 1987

Defence White Paper

I have one further suggestion for
ar amendment to the Defence White Paper.,
which concerns paragraph 207 and the sentence
beginning "In February of this year ...".
I think that the following sentence should
read "The United Kingdom has welcomed this
step and we hope that the remaining issues,
including verification will be addressed
constructively."

There will be other amendments required
to take account of the outcome of the Prime
Minister's visit to Moscow. But my understanding
from this morning's discussion in Cabinet

was that you will in any case be revising

the passages concerned. I should be grateful
fer an opportunity to see them before they
are finalised.

(CHARLEE POWELL)
John Howe, E8g.,
Ministry of Defence.
CONFIDENTIAL
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Ref. AUB7/904 C’E}(] |
!fq

FRIME MINISTER

Cabinet (2 April): Statement on the pefence Estimates 1987
(Cc(87} 3)

CONCLIOSTON
Subject to discussion, the cabinet might be guided to:
approve the Statement on the pefence Estimates 1987;

b. agree that it should be presented to Parliamant on
b May.

BACKGROUND

2. The Secretary of State for Defence has amended the draft
Statement te take account of the points made at the maeating of
the Defance and Oversea Policy Committee (OD) on 18 March
(OD(B7) lst Meeting) and of other amendments passed separately.

Tha substantive amendments are:

a. the opening paragraph of the StatemEEE_pas baan
recast — Mr Andrew's letter of 24 March to Mr Powell - to

pIay down the emphasls on reykjavik and to introduce a

reference to the Stockholm Agreement on confidence-and

security-building measures;

N

b, tha passage on arms control has been updated
{paragraph 207 and 208) to include mention of the receant
Soviet move over long-range intermediate-range nuclear
forces (INP) and to straess the nesd for an INF agreamant to

—— ———

1
CONFIDENTIAL
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take account of the imbalance in shorter-range systams
{along the lines of your recent statements on the subjech
in the House of Commons]);

e the Secretary of State for Transport's proposed

—_— -

amendments, discussed at the 0D meenxng, to the sectimn o
merchant shipplng (immediately faLlDWLHq paragraph HDEJ
fiave been acuepteﬂ in full;

d., slightly more prominence has been given to the role of
the Olster Defence Regiment (paragraph 414);

L S

@, the passage on defence R & D has bsen amﬂnded in line

with discussion at 0D, to eliminate the lmpllcatlﬂn Ehat
R & D expenditure will not diminish (paragraph 522).

In addition, the passage on the defence budget (paragraphs
601-3) has been revised to reflect the higher inflation factor
forecast in the Pinancial Statement and Budget Report. The text
gtill refers to a real decline of roughly 5 per cent for the
three years from 1986-87; but instead of stating that planned
provision for 1989-90 is "broadly level in real terms with that
in 198B-89%", it now predicts the decline “"broadly levelling out
in 1989-90". You may wish to confirm, for the record, that the

Chancellor of the Excheguer 1s content.

G 0D on 18 March discussed whether the shorter popular
version of Volume One of the Statement should be published free
of charge, The Committes agreed that, subject to further
checking on the views expressed by the Hoase of Commons Defence
Committee (HCDC) on last year's popular version, it should again
be Iree of charge., Tha Secretary of State for Defence has
reported - Mr Andrews's letter of 24 March - that the HCDC
walcomed the popular version 'whiéﬁﬂggzﬂgaﬁu,..iﬂﬂuﬂd frﬂﬂ;Ff
an?EE??_EEE‘EEZE'?EEy subseguently expressed the hope that “"the

principle of a low cost version has now been established®. In

CONFIDENTIAL




the light of this, the Secretary of State for Defence proposes

to publish the popular version free of charga, It ecould be

— ——

‘argued that the HCDC have stopped short of full-blown

endorsement of the principle of free (as opposed to low cost)
publication, But they have not hinted that free publication is
improper. The Cabinet may therefore feel that the way is clear
to publish the popular wversion free of charge.

HARNDLING

§. You will wish to invite the Secretary of State for Defence

to introduce the Statement, Points to be established are:
tha Cabinat content with the text?

b. To what extent, if at all, doas the text need to

ravigsed in the light of your wisit to MosCcoOWw?
e Is thare any objection to publishing the popular
version free of charge, taking into account the views

the HCDC?

d, Is thare any objection tc the proposed date of
presenting this year's Statement to Parliament (& May)?

-‘|“-q,!.

NG

EOBERT ARMSTRONG

26 Mareh 18587

3
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101

1986 was an eventful year in the field of international

security, September saw the signature of the first major arms

control agreement since 1979: on confidence-and

security-building measures in Burope. In October, the radical

oroposals discussed at the meeting in Reykjavik between
President Reagan and Mr Gorbachev gave 4 NEW stimulus to the

debate that was already taking place about the best means of
providing for Western security in the years ahead, and, in
particular, focussed renewed attention on the raole of nuclear
wzapons in MATO strateqgy.

Delete heading "Reykjavik Summit® before paragraph 205.
207

A major stumbling-block to agreement on reductions in both INF
and strategic ayastems was, however, Soviet insistence on a
linkage to S80I research programmes, as a condition for
agreement. The Soviet Union sought severe new constraints on
the SDI, while the scope of its own actiwvities in this arsaa
remained still unacknowledged. President Reagan made clear that
he was not prepared to accept such constraints, although he
would agree to the extension of the withdrawal period of the ABM
Treaty for up to ten years while reductions in strategic weapons
teok place, The Soviet side also sought to impose a new linkage
to agresement on nuclear testing issues. Because of Soviet
insistence on these linkages - even as regards INF, which the
Soviet Union had previously stated could bs settled
independently - it was not possible to reach agreemsnt. In
February of this vear, in the face of Western refusal to accept
th;ﬁﬂi&ﬁﬁaggl_gbe Soviet Union finally accepted the United

States' offer to negotiate a separate agreement on INF. The

1
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haa

United ngd-:m}h'.u'elmmcd this step, and we hope that the Sowiet E?
Unjon will address the remalnlng issues gesstructively,

ineluding verificatiaon, o L eddiden el s |kt

208

one particular issue that remained unresolved at Reykjavik was
the question of constraints on shorter-range INF missiles
(SRINP} (of 150 km to 1,000 km range). It had long been part of
NATD's position that any INF agresment would need to include
adeguate constraints on Soviet Scaleboard (83-22) and S55-23
SRINF misslles which @ould otherwise undercut an INF agreement
on Cruise, Pershing 2 and 55-20 missiles. It is alsoc important

that an INF agreement is followed by negotiations aimed at

addressing the imbalance in SRINF forces, and at dealing further

with LRINF. We are discussing with our alliss how this should

be handled. The Soviet Union's position on SRINF 18 unclear,

although it has indicated willingness to freeze missiles in
Europe with ranges balow 1,000 km and thereafter to discuss

reductions below presant numbers.

Delete heading "Development in 1987" and replace by "SDI" before
paragraph 215.

Delete paragraph 216 (on linkage between INF negotiations and
the SDI.

414

The army's commitment to countering the terrorist threat in
Northern Ireland in support of the Royal Ulster Constabulary
(ROUC) remalns undiminished, the other two Services continuing to

provide support as reguired, Since the Services became activaly

involved in NMorthern Ireland in 1969 the nature of the task has

changed, and the level of wiolence, which pesaked in 13972, has

declined considerably, This is reflected by the drep in the

2
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numbers of Regular Army personnel present in the Province, from

a peak of some 22,000 in the early 1970s to the current level of
just over 10,000 imneluding ten Regular infantry battalions. The
glster Defence Regiment (UDR), which with its 6,500 personnel]

has continued to improve its professionalism and capability,

contributes a substantial proportion of the high level of
support to the RUC that the Army still provides. BSadly, the

cost in human lives remaines high., Twelve soldiers, including
eight members of the UDR, were killed in 1986, bringing the
total since 1969 to S545. Another 55 warea injured. The
dedication and bravery of all the members of the armed forces in
the face of this toll of human lives is demonstrated by the fact
that, during 1986, 120 gallantry awards were made, including
three Military Medals, two George Medals and 17 Queen's
Gallantry Medals.

601

The defence budget for 1987-88 is £18,782 million. Apart from
minor adjustments, this is unchanged form the cash provision
announced in the 1986 Public Expenditure White Paper. The
budget includes provision of £257 million for Falklands costs,
compared with £435 million in 1986-B7, Similarly, the defence

budget for 198B-89 alsc remains as agreed last year at £18,980
million. Planned provision for 1989-90 is some £19,470 milliocn,

an increase of approximatley £490 million over the previous

year.

603

On current inflation assumptionsz, and taking into account the
latest forecast of spending in 1986-87, the defence budget is

expected to decline by some 5 per cent in real terms over the
1986 public expenditure survey period, broadly levelling cul 1n
1989-90. This decline will be partially offset by falling
Falklands costs. MNevertheless, as explained in last year's

i
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Statement, the ending of the commitment to maintain real growth
inevitably means that difficult cholces have to be made between
relative priorities in our forward plans. Moreover, the cash
demands of the committed programme must detarmine the rate at

; ; AL S
which new commitments can be accepted, withinjagreed resources.

That said, given the real growth achieved from 1978-73 to

1985-86, from which we continue to benefit substantially, and

; 3 ; ; AL
despite the current decline, we can maintain ouradefence roles

though it will remain important to exercise restraint and

vigorensly to pursue good management and improvemsnts in ocutput.

g
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DEFENCE WHITE PAPER

In your letter of 16th March to John Howe (not copied
elsewhere), you said that the Prime Minister was unhappy about the
positive reference to Reykjavik in the first paragraph of the

draft SDE. I understand that this was not discussed at the meeting
of OD on 18th March.

The Defence Secretary believes that some reference to
Reykjavik needs to be made at this point since so much of what
followed, including Camp David, flowed from it. He proposes,
however, to reduce its impact by amending paragraph 101 to read as
follows:

"1986 was an eventful year in the field of international
security. September saw the signature of the first major arms
control agreement since 1979: on Confidence- and Security-
Building Measures in Eurcpe. In October, the radical
proposals discussed at the meeting in Reykjavik between
Fresident Reagan and Mr Gorbachev gave & new gtimulus to the
debate that was already taking place about the best means of
providing for Western secuyrity in the years ahead, and, in
particular, focused renewed attention on the role of nuclear
weapons in HATO gtrategy.”

in addition he proposes to delete the heading, 'Reykjavik Summit'
before paragraph 205 in Chapter 2., I hope that these amendments
will satisfy the Prime Minister's concern.

On a separate matter, OD agreed Lo the publication once
again this year of a popular version of the Statement, subject to
a2 further check on the views expressed by the HCDC on the version
published in 1986, The relevant extract from the Committee's
report on last year's Statement (HC 399 of Session 1985-86,
paragraph 114) reads in full:

Charles Powell Esq
Ho 10 Downing Street
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‘Following the recommendation of cur predecessors in 1980 that

in view of the likelihood that the cost of

the two volumes

[of SDE] would be prohibitively expensive for many the
Ministry of Defence should consider publishing a low cost
summary version, we welcome the 'popular version®’ of the

White Paper which has been produced thls

ear and 1ssued free

of charge. In producing any summary version of the White

Paper, a choice has to be made between an
publication and a low cost document which
facts and figures; this year the Ministry
former course. We hope that the principle
version has now been established; we will
format after publication of the next SDE.'

Irn view of the Committee's endorsement of last

'‘easier', glossy
iz a vade-mecum of
has chosen the

af a low co=st

reconsider the

year's popular

version, which was issued free, and of its repetition this year,

Mr Younger intends to proceed with publication
coincide with that of the S5DE.

Eo

I am sending copies of this letter to the Private
Secretaries of other members of OD and to Trevor Woolley.

Y ey

@7
M/R
(1€ F ANDREWST

Private Secretary
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10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secrefary 25 March 1987

DEFENCE WHITE PAFER

Thank you for your letter of 24 March
proposing some drafting amendments to the
Defence White Paper, The Prime Minister
is content with these.

She alsoc agrees that Mr. Younger should
proceed with publication of the popular
version to coincide with that of the White
Paper itself.

(CHARLES POWELL)

Ian Andrews, EsSd..
Ministry of Defence.
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l. MR F E R BUTLER Ms Seammen

Mr Hansford

o CHTEF SECRETARY - Mr F Martin
Eﬁh Mr Evans

DEFENCE EXPENDITIIRE

This =submission is an interim report on the work we have done
since Mr Younger approached you about his problems with defence
expenditure. It seeks your endorsement for +the line we should
take in further discussions.

The submission covers the following :

the problem as seen by the Ministry of
Deferice [MOD);

how they got into this position;
to deal with the problem;
way forward.

The Problem

MOD see great difficulty in keeping their spending with the
baseline. The preblem is not 1987-8B8. It is 1988-89 and
following vyears. Sir Clive Whitmore says they ideally want

an extra £450-500 million a year for five years starting in 1988-89.
He sees this ideal as unrealistic and would settle for this amount
in each of 1988-8%9, 19B9-90 and 1990-91. Officials lower down
the line seem ready to settle for this amount in each of 1583-89
and 198%2-90.

4. If the Treasury will not provide extra money, MOD say they
will have to take a series of painful decisions to cut expenditure
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which will inevitably become public knowledge, MOD argue that
this will be politically damaging in the run up to an Election.
It will undermine +the Government's image as the party best
identified with defence of the realm. It will alsoc make it easier
for the Opposition to argue that conventional defence capability

is being sacrificed to meet the cost of Trident.

5. MOD recognise that many of the decisions to cut defence spending

in 19B8-89 and later years will not reguire early public

announcement . The main ways they see public awareness of cuts
Spreadling are :

{a) evidence to the Select Committee on Defence.
The Select Committee are already wvery
sceptical about the T"adegquacy" of the
defence budget. The Committee will take
further oral evidence in May after the
publication of the Statement of the Defence
Estimates. MOD s=ay they will be unable
to answer the Committee with sufficient
‘confidence" to prevent it getting a pretty
clear Jimpression of what has happened.
The Committea will reflect +hi=z in the
report 1t will publish in the run up to
the annual two day defence debate in the
Houge;

MOD answers to the annual NATO guestionnaire
on defence spending. MOD say that, howewver,
the answers are phrased, it will be clear
to HKRATO what 4is happening and, once HNATO
knows, its public knowledge. MOD  have
to instruct their officials in May how
to £ill in the guestionnaire. It goes
tc MNATO in September and would leak
thereafter. Any delay in making the return
to NATO would lesad NATO to smell a rat;




impact on BService activity. Servicemen
will see less training, boats tied up
in port, less rounds being fired etc. They
will talk and the press will get to know.
MOD emphasise that this would not be the
generals manipulating the press, but rather
men lower down the line speaking as they
would find.

6. In these circumstances MOD claim they want to more ecash to
aveld cuts and tide things over until after an Election. Bevond

that, MOD officials see a defence review as pretty well inevitable.

This would lead to either a reduction in defence commitments to
bring spending down, or to additional money for the defence budget

bt pay f[or the commitments.

7. Mr Younger himself seems less convinced than his officials
gbout an early defence review. He fears it would lead to
accusations that the Government fought the Election on a false
prospectus. Even he accepts, howewver, that there will need ¢to

be a "process of adjustment" after the Election.

B. How did this position arise?

8. Tweo posaible explanations. First; financial mismanagement
By MOD. Second, a deliberate decision to hit the Treasury in
the run up to an Election. I suspect the answer is a bit of
both - they chose the route of mismanagesment comforted by the
thought we would find it hard to resist them if they ended up

strapped for cash.

9. In analytiecal terms, the story starts with MOD's long term
costing (LTC) inmn 1986 (LTC H6). The LTC is an annual exercise
in planrning the defence programme. It covers ten forward years.
The first three years are meant to be constrained by the PES
baseline. The remaining years are meant to be constrained by
an MOD assumption, such as spending in these years being constant

in real terms.
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10. Unfortunately MOD did not respect these constraints in LTC
86 (which was "completed" about 9 months aga), The story at this
point becomes rather complex but is worth recording. buring LTC
86, MOD did make some cuts in this programme. But they did not
make enough. At the end of LTC 86 MOD's defence programme was
in excess of their budget by (£ million)

1987-88 1988-B9 LB ES=50 1980-91
200 534 440 381

11. These figures were basically at 1985-8B6 prices. At the end
of each year's LTC MOD take an overall wview (called a "cash
assessment") of certain factors affecting the cash cost of their
programme. The most impoertant of these factors are future service
and civilian pay increases, oil prices, 5 and DM exchange rates,
carry forward between financial years, slippage and the introduction
of Levene's payments regime.

12. MOD say that, at the end of LTC 86, they convinced themselves
that these factors would be =o favourable that the above constant

price excesses would reduce the excesses to (£ million)

1987-88 LOBE-BG 1989-90D
986 365 98

13. On this Lkasis they decided they need make no more cuts in

their programme i.e. they put LTC 86 to bed on the basis of planned

cverspending coupled with what, at east with the benefit of

hindsight and probably of foresight, were optimistic assumpticns
on the factor described in the previous paragraph. They also
hoped they might do better in 1986 PES than in the event they
did.

l4. By the end of 1986 MOD were in the middle of LTC 87 and were
preparing for the 1987 Estimates. The risks they had taken at

the end of LTC B6 had crystalised. The above excesses had become
(€ million}




1987-88 1988-89 1983-90 1990-51
551 1108 1065 993

The programme had grown in wvolume terms even above the LTC 86
excesses. The assumptions on cash flow factors, notably the extent
of slippage in the programme, had been found badly adrift. The
milsmanagement chickens had coms home to roost.

15. In the 1987 Estimates exercise MOD did implement savings to
get the 1987-B8 figures within the PES provision {after allowing
for some E£200 million of anticipated carry forward from 19B6-E7).
These savings had some impact on later years so that, after the
Estimates exercise, they had excesses of {(f millicn) -

1368-88 1989-50 1990=-91
909 Q28 1021

L. How to deal with the problem

16. MOD had three options :

cuts in the programme;

the possibility that +the ecash assessment
fartors eould this time be realistically

expected to work in their favour;

more money from the Treasury.

They have opted for a combination of all three.

17. On cuts; MOD have identified programme cuts which, iE
implemented in full, would get rid of all the excesses, These
cuts are presented in four "baskets" (Bl to B4) in ascending order
of "pain and grief". Whitmore considers Bl and B2 could be
implemented, although the military are ebjecting to some of the
measures involved. These two baskets would reduce the above

excesses to (£ millionm) :
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1988-89 1989-90 1990-91
- 31 379 dh2

18. At the same time MOD have found some "“essential additiong"”
of £46 million in 1988-89 rising to £66 million in 1990-91, These
take the remaining excess to (€ million)

12E8-89 1985-90 1990-91
101 443 248

19. At present MOD will go ne further as regards the cuts. The
further cuts in B3 and B4 which would remove these remaining
excesses are considered by MOD to be politiecally, industrially
and military, unacceptable. Mr Younger is said to have described

them as "a nuclear bomb".

20. MOD consegquently turned their attention to the ecash

to see 1f they offer salvation. They do provide some help in
1388-89 from anticipated carry forward from 1987-88. This reduces
the 1988-8B9 excess to £365 million. But the cash assessment raises
the 1989-%0 excess to some £750 millien, as no carry forward out
of 19B8-89 is anticipated.

21. 50 the MOD turned to their third alternative - the Treasury.

D. The way forward

22. A2 already mentioned, this is, at best, a sorry tale of

mismanagement. MOD would argue that they have been straining

loyally to carry out the Government's defence policy dispute being
given inadequate monsy to do the job. At first blush this may
engender sympathy but it does not explain why a year ago they
chose to fly on a wing and a prayer rather than exposing the issue
during the 1986 PES discussion. The suspicion must be that they

thought they would get a worse reception than they might now.

23. Where do we go? The answer is that we need to look at the
savings in B3 and B4 which MOD have so far set their face against.

And at savings they have never considered in any of their baskets.




on the former, MOD categorise savings inte the 4 baskets but there
iz no reason to take all of a basket or none of it. The savings
are a continuum in terms of pain and grief. There is no sharp
gualitative difference between the different baskets.

24. We have therefore gone over with them the savings in baskets
Bl and B4. They acknowledge that certain of these could be
implemented without great political preblems. At this point they
tend to shift the argument from the essentially political pitch
(1.e. the aim of muddling through until after an Election) to
rather grander, if imprecise, statements about damaging "“the

balance" and "cochesion®™ of the defence effort.

25. In my view we should not allow ourselves to be distracted
in this way. We should see this as an exercise to get past the
Election and leading into an early post Election defence review.
Indeed, 1f we let wup the pressure too much, Mr Younger would

prebably seek to aveid a defence review, Thie is mnot 1in the

Treasury interest. At the heart of the problem lies a failure
to get pur defence commitments into line with our economic strength.

A post-Election defence review in the only way to tackle this.

26. For this reason we have focused attention primarily on 1988-B9
and partly on 1989%9-%0. We cannot leave 1988-89 unresolved much
longer. As time goes by the scope for savings in that yvear rapidly
diminishes. The programme gets increasingly firm as more and
more commitments are entered into. As regards 1989-00, some of
the same process 18 at work. We alsc need to bear in mind that
1t will take some months after an Election to set up, conduct
and implement a defence review. So we cannot ignore 1989%-90

entirely.

27. We have therefore sought to identify those items in B3 and
B4 which could be implemented without great political difficulty
and which would reduce the budgetary problems in these two years.
These are set out in Annex A. You need not read this in detail.
The items we have identified total (£ million}) :




1988-B9 1989-590 1990-91
137 164 213

This leaves an excess of 229 millien in 1988-B9 and £586 million
in 1989-90.

28. We went on to identify savings which do not appear in MOD's
lists. These are in Annex B. They could provide up to another
£200 million in 198B-89 and in 1989-90, taking the ‘remaining excess
down to wvirtually zero and £3B0 millien respectively.

29, I would not claim these savings are painless. The dissuse is
whether, individually or collectively, they do real political
damage. My present view is that they do not, although I am still
awaliting further information from MOD on certain NATO aspects.
I will report further when this is available.

30. The problem may alsoc be eased by further carry forward from
1986-87. The above sums assume carry forward of £500 million
from 1986-B7 into 1987=-B8H. If, as seems possible, the figures

were greater, the increment would flow through into additional

carry forward from 1987-88 +to 1988-89. We will have a better

view on carry forward by April 2 or 3.

3l. MOD are very keen to progress the discussion guickly. This
iz partly for good managimal reasons - their people have to know
their forward budgets. But the issue is not critical as to a

few days.

2. We need some further discussions at officiazl 1level before

you see Mr Younger. 1In these I believe our line needs to be :

{a) we are now satisfied that MOD teok a guite
unreasanabhle financial risk in the way
they finished LTC 86. MOD Ministers should
have sought the views of Treasury Ministers
at that time rather than proceeding
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unilaterally. Whatever the outcome of
the present discussions we are not prepared
to let them operate in this way in future.
The Treasury must be mnore deeply and
formally involved in their LTC process;

the only long term sclution is a defence

reviaw after the Election. A% . isg a

precondition of any settlement that both

parties accept this. In addition the
Treasury must be fully involved in the
review and it must be driven by the need
to relate defence expenditure to' the UE's
economic strength, not by the ambitions

of the military;

on the prospectus they have laid before
us, we do not accept that B3 and E4 need
e reectad 1n their entiritv. There
are many dindividual savings in these
packages whieh ecan form part of their
response to their problem without causing

great political problems:

we 2t1i1]1 await material from them on certain
HATO dimplications. And we need to see
g forecast of carry forward in 19B7-88

in early April,

in advance of that, our present wview is
that they can get some £150 million out
of B3 and B4 in 1988-89. Coupled with
a realistic view on armed forces allowances
and surplus land disposal, a robust attitude
to efficiency and some slippage on Trident
which does not damage the deterrent, they
can manage 1988-889. There will remain




\ Hﬁﬂﬁﬁ

o

tk.m.'u—llt
epail
Hﬁf}$;h

A

ol (RS 0
rfﬂiﬂ'ﬂ

SECRET

a2 residual excess in 1989-00. This esan
be tackled wia the post Election defence

CEeEview,

33. I doubt if we will actually settle on this basis. There is,
rightly at this stage, a negotiating element in the above. We
need to push more pressure on MOD. There are cledar =igns of a
lack of realism in high guarters. Two examples. First, despite
hie problems, Mr Younger had +told his esenior civilian pfficials
that he still wants to buy 8 AWACs, not 6. These 2 AWACs alone
would mean finding £180-185 milliom over the next B years on top
of all the above excesses and may explain why their bids of
E450-550 mallion a year look =o high.

34, Second; Mr Younger's officials have presszed us to accept a
first package of changes in armed forces allowances which actually
adds some £3 million to expenditure despite internal MOD reports
painting to savings of £50 million. We need to get more reality

into MOD.

15. That said our sawvings will probably prove too demanding for
Mr ¥Younger. In addition his officials may yvet seek to movea the
goalposts by increasing their bids in the light of the rather

higher inflation forecaste in the FSER,

36. Bubject to your comments, we will take the above line in the

L
o ?E; next round of discussions and repcrt back to you.

SW(
O
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L

Description

Basket 3

Hawvy

2087
078

3017

3del

3003

2097

#5 1

3083

Defer HIS Q&A 1vr
Delete Advanced Sea Mine

Delete Hew Minelaying System

Fire Fighting Training
Onit - defer 2yrs

Heduce overtime (BB2)
by fturther 2%

Reduce SCOT provision
by SM 88/89

Orange Crop delete
ML

Lynx - delete replacement
radar
Lynx — delete CTS

Reduce ovartims [(BBL)
by further 10%

Reduce overtime (BB2)
by further 10%

Defer Aviation Support Ship

further 6 months
Defer AMRAAM lyr

Defer SHAR MLU lyr

88/9

89,/90

Reason for inclusion

JHigh risk development of
igquestionable value

lcompared to more flexible
Jsurface vessels or submarines

hlternative facilities exist

Temporary measure with
limited operational penalty

Reduces investment in aging
equlipment

Reduces flexibility of ASV
operations but preserves
general capability

e ,|:.-_-a-\.ﬁ f.!' | o oo ;_.:,_;;_.;_I;—-jw -i.-{'.

2.0 Marginal operational impact




Defer NIS Q&A lyr

Disband TA Eands/
Medical Orderlies from B8

Future MBT - buy
off shelf

Defer Chieftain AVRE
2 yrg

Delaetes Multi Role
Mortor Fuze

Dalete SSGCE for Chieftain

Defer Skynet D/E 2 yrs

Cash Limit Training Ammo
Works - reduce by 2%

Defer Ptarmigan 3R 4yrs

Delete AFV TDPs

Defer DFWES 3vrs

taken. New Jersey medical company
will offset to some extent.

Not essential UK Technology and
doubt that UK ©tan sustain FMBT
capability

Painful measure, but limited duration
preserves capability

i " il T 1 |- I-l:
Realism Cem =¥ sddlla, 1“'-"‘.”2"” -Mbﬂ"l
|-q.-"'_|_,..jJ."l~.n—
Limited Duration only
Limited Duration only

Painful, but preserves eventual
op capability

Not essential defence technology




Defer NIS Q&A lyr -0.2

Secondary Surveillence Radar cancel
50% of buy ]

Defer SEKEYNET D/E 2yr= 0
Redue Hercules AE by 5 0

Defer Tristar tanker conversion LK . 0.5 =-23.1 6.1 Increased risk, but preserves
lyr capability

Defer AMRAAM lvr . =

Delete ECM Update for
Jaguar/Buccanear . T -6 Aging Asset

Defer SRA 1238 lyr —1£.0 -24.4 =-1.0 Marginaldeferment in controversial
requirement

Procure LERSOM off shelf =TLo0 =5.0=13.0

—Sh.d BE.§5 —19.8&

Others

3401 Reduce R&D equipment 3. Minor slippage

1402 Reduce Vote 4 equipment ' 2 Minor slippage

3404 cash limit IT to LTC BE - -2. .0 Maintains existing level of provision
3501 Feduce DGEITS New systems
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TOTAL BASKETS 3 and 4

Colighty — delete

SDMS - procure off shelf

Reduce provision for CARCS

Disband UOTCs

Cancel rapid Bridge demolition

MLES III Buy off shelf

Delete logistic Vehicle
Research

Delete RARDE Initiations
research

Delate Gun Stesls research
Dalete B Vehiele trials

Cancal CHOTS

=10.9-=1053

i S o

=248 =193

ol =1 30a3

=163:3-213:5

0 Alternative means of meeting

reguirement exists

HNo need for UK to maintain national
capability when US alternative exist
dud we
Should be possible without
prejudicing current procurement of
CACS 1+5, woa 8 Y Ly 2L Je veasied

o=

e # g"l' y
implied bBenefits largely due to
existing scholarships and bursaries

Preserves capability without
cost of development L ke
™ :'w-l '\.I:\'l'. Jrlh-h i ":}I -

[

Expensive
of guesticnable IT benefit




Measures not included in Baskets but worthy of further consideration

Description B7/88 BB/SA9 91/92 Reason for Inclusion

B9/90 90/91
Ten, ==
Ql”ﬁwwhflﬁvdfi'ﬁ Large item of future MOD expenditure
. which sheuld not be immune
- from savings . 'hwe sqipes %) 2.
3 Wenp L iytans o l"_"?“_""'""'-'wh_h-
In keeping with measure op Swelh-i

g L omeld e,
AMEARAM. HRealism? n Ew#ﬂ

European Fighter Aircraft
-~ glip 1 year MLy iﬁ.-_-,..'.ra.n. ol
sy

=250

ASRAAM - slip 1 year -wdv Rpandda g _9.p
o Ereliarad Jhu-vt"‘i‘i.‘w...‘u ot L FOPLR 111
pamyuane W ST g G
Light Attack Helicopter = cancel -2.1 -4&,.1 =271 =-Z7.1 -=-23.0
i sible if ket 4 '
(only possible if Baske measure . hem yas | o oG o |

te delete LR TRIGAT is taken, \ ] =
though some slippage may be possible) e ¥ T e IIU:_""::.&::J

-5.0 As with FMBET, no need for \

UK national capability {q.-_-.f‘r L ke
(PAU TR PP R g T o

MOD estimate of maximum savings

without prejudicing ISD

If airborne ATGW is cancelled,
need for LAH also falls

Lo w oeten sl i
2anf - poragt

Future Light Armoured Vehicle 0 0 0
cancel studies

=35

Trident - slip S5BM 06 and 07 =20

o T _l.bl..l

Armed Forces Allowances =54 Fercing all potential savings
identified in the Review of
Allowances, without allowing

any new improvements {could influence

AFPRE award)

Civilian Manpower

1§" SE‘_-I:'}J‘L

LT

Madiral Services

Bemove a further 3000 post suggested
in recent MOD report as surplus under
industrial productivity schemes

Remove current overmanning and increase
recoveries from WNHS (NAO report) plus
clesing or reducing some overseas
Service hospitals {(eg Gibraltar,
Akrotiri, Falklands)




e A,
Defence Estate = 28m =2 0m - Faster disposals of surplus land and
& = - %y, property (Freeman initiative)
3TEMJ¢*““' without allowing reallocation to

new works

Service Training =3 Tm =3 7m —37m Azzumed 2% efficiency saving on
ELES50 million pa spent on AF training

SDIFPD B =0ibm. =0.6m Close SEDI Participation Office in MOD
during 1987-B8 transfering residual
functicns to relevant existing

divisions.

=130 =222, F =2 2.5 —224.7

bt
i 1




MINISTRY OF DEFENCE
MAIN BUILDING WHITEHALL LONDON SW1

Tekprons O0-No000EE 218 211173

MO 2172732V 24th March 1987

STATEMENT ON THE DEFENCE ESTIMATES 1987

Mf Younger has seen your Secretary of State's letter of
1ith“March and he is content to accept the amendments proposed by
Mr Mocre to the passagesz on merchant shipping in the 19E7
Statement on the Defence Estimates. These will be incorporated in
the revised draft which will shortly be eirculated to all members

of the Cabinet,

1 am sending copies of this letter to the Private Secretaries
to other members of OD and to Treveor Woolley.

%
EE\%S:?’L/_‘_/,E
(I CrF ANDRE!

Private EecreF

Richard Allan Esg
PE/Sacretary of State for Transport
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MO 21/2/32V

DEFENCE WHITE PAPER

In your letter of l6thsMarch to John Howe (not copied
glsewhere), you said that-the Prime Minister was unhappy about the
positive reference to Reykjavik in the first paragraph of the
draft SDE. I understand that this was not discussed at the meeting
of OD on 18th March.

The Defence Secretary believes that some reference to
Reykjavik needs to be made at this point since so much of what
followed, including Camp David, flowed from it. He proposes,
however, to reduce its impact by amending paragraph 101 to read as

follows: .

"1986 was an eventful year in the field of international
gecutrity. September saw the signature of the first major arms
control agreement since 1979: on Confidence- and SBecurity-
Building Measures in Europe. In October, the radical
proposals discussed at the meeting in Reykjavik between
President Reagan and Mr Gorbachev gave '@ new stimulus to the
debate that was already taking place about the best means of
providing for Western security in the years ahead, and, in
particular, focused renewed attention on the role of nueclear
weapons in NATD strategy.”

In addition he proposes to delete the heading, 'Reykjavik Summit'
before paragraph 205 in Chapter 2. 1 hope that these amendments
will satisfy the Prime Minister's concern.

On a separate matter, OD agreed to the publication once
again this year of a popular version of the Statement, subject to
a further check on the views expressed by the HCDC on the version
published in 1986. The relevant extract from the Committee's
report on last year's Btatement (HC 339 of Session 19B5-86,
paragraph 114) reads in £full:

Charles Powell Esq
Wo 10 Downing Street
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'"Following the recommendation of our predecessors in 1980 that
in view of the likelihood that the cost of the two volumes
[of SDE] would be prohibitively expensive for many the
Ministry of Defence should consider publishing a low cost
summary version, we welcome the 'popular version' of the
White Paper which has been produced thise year and 1ssued free
of charge. In producing any summary version of the wWhite
Paper, a cholce has to be made between an "easier', glossy
publication and a low cost document which is a vade-mecum of
facts and figures; this year the Ministry has chosen the
Eormer course,. We hope that the principle of a low cost
version has now been egtablished: we will recongider the

Format after publication of the nex¥t SDE.'

In view of the Committee's endorsement of last year's popular
version, which was issued free, and of its repetition this year,
Mr ¥Younger intends to proceed with publication ko

colncide with that of the SDE.

I am sending copies of this letter to the Private
Secretaries of other members of OD and to Trevor Woolley.

Q

- ——— e -
——— \
.'H,_L

G )
-\-\-\-\"——.-"

-~ F | i
{rfff F'r""'

Private Secretary

ANDREWST
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CONFIDENT LAL
FRIME MINISTER
OD: DEFENCE WHITE PAPER
You saw the White Paper itself at the weekend and were

genarally well content. I have suggested to the Defance
Sacretary that the paper should not ocpen with Revkijavik.

The Cabinet Office brief deals with a nombar of detailed

points but raises no serious problems.

Points which you will want to deal with are:
compliment the Defence secretary on a good White paper

= the nszed to update the section on arms control to bring

= A R L R LT
the passages on the INF negotiations into line with your

statement in thé_Huusc

e —

- what is said about

(601-3). This is likely to be picked on by the Opposition to

allege that the government is being forced to run down our

convantlional defences

= +he Defence Secretary's intenticn to issue free of charge
a shorter, popular version of the White Paper. _thE_éqafﬁ“may
bae seized on by the Opposition to charge that the Governmant
ara making party propaganda at public expense.

f?-ﬂu-tidﬁlﬁﬁ Clk}m. o] ]
Trank t:u:.ﬂ' Lol iy "L

'u:Ll-uu:L-

(C. D. POWELL)
17 March 1987
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Prime Minister

STATEMENT ON THE DEFENCE ESTIMATES 1987

I shall not be able rCo attend the meeting of the Defence and
Oversea Policy Committee next Wednesday, when the Memorandum by
the Secretary of State for Defence on the Statement on the
Defence Estimates 1987 is to be considered. I am therefore
writing to give my views on the section on merchant shipping in

the Statement- which follows paragraph 408, —————ow— _
e

—

I believe this is the first year in which the section in the
Estimates on the role of the Merchant Navy In time of tension
and war has pone wider than the role of merchant vessels in
direct support of the Armed Services and covers the ecivil

_defence aspect of supplying the civilian population In time ol

i —————

e —

war. This may well c¢reate a precedent for future statements,
net only for similar or more extensive cover of merchant
shipping but alsc for the inclusion of other civil defence
matters. However, I think what George proposes in the draft is
right: rhe public anxieties about possible consequences of the
decline of the Merchant Fleet do not _respect departmental

responsibllicty closely. Indeed, cover one quarter of the recent

‘debate on the Royal Navy was about the Merchant Navy.

I have two drafting suggestions on the merchant shipping

section. Paragraph 4 of this sdection deals with rthe wider
1 o  pi—

defence use of merchant shipping. 1 should prefer to see it

amended on the lines of Cthe ‘attached draft, to bring out more
clearly exactly what we have proposed the NATO study should

COVEer.
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reference has recently been added in the following paragraph
to the expansion of the Royal MNaval Reserve to include
former members of the Royal Fleet Auxiliary Service. There
has been no consultation wlth me or my Department about
the relevance of this step te the need for adequate trained
and experienced crews to man merchant ships in erisis or

War. Given fthe retirement age for RFA seafarers of sixty,

that relevance could be negligible, should prefer to

see Che reference deleced.

I am copying Chis letter rto the other members of 0(D) and
S5ir Robert Armstrong.

JOHN MOORE

Harch 1987

CONF I DENTIA




REVISED PARAGRAPH 4

4. The previous paragraph relates only to the merchant shipping
that is of direct concern to the Ministry of Defence : the
snipping required by our armed forces f[or Europeen reinforcement

and operational support of Lthe Royal Navy. In time of war,

WATO nations would pool merchant ships not needed for national
defence or coastal shipping purposes, and vessels required
for trans-Atlantic reinforcement and eivil supply would be
drawn from this pool. Because o©of concern about the possible
effect of the decline of NATO's merchant fleets on such nesds
of the Alliance, the Government has taken the initiative
in pressing for a NATO-wide study to be made of the abilicy
of the Alliance to meet its needs for merchant shipping in
time aof emergency or war. NATO is considering this proposal.




COMFIDENT LAL

10 DOWNING STREET
LONDON SWIA 2AA

From the Private Secretary 16 March, 1987,

DEFENCE WHITE PAFPER

The Prime Minister read key parts of the draft Defence
White Paper over the weekend. I deduce that she was in
gensral well content with it, particularly with the essay on
the Soviet threat. One small point which you might try to
correct before Wednesday's discussion if possible: she is
clearly unhappy with having a reference to Reykjavik, and a
positive one at that, in the very first paragraph. Would it
not be possible to devise some other opening: perhaps start
with Camp David?

C.D. Powall

John Howe, ES5d.,
Ministry of Defsnce.
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gc Sir Robert Armstrong

Statement on the Defence Estimates 1987
OD Meeting at 11.00am on Wednesday 18 March

CONCLUSION

Subject to discussion, the Cammittee might be guided
to agree that the draft Statement on the Defence Estimataes,
amend=d to tdié_ééghunﬂ_hf Eﬁy péintﬁ_ﬁgrEEﬂ in discussion,
should as arranged be circulated to the Cabinet for
consideration on 2, April and, subject to Cabinet agreement,
be publishad on 12 May.
BACKGROIND
2 The draft Statement is similar in struocturea to
previous editions. It again comprises six chapters, the
first three dealing with policy issues, including as last
year a separate chapter on arms control; and the last three
dascribing the role and eguipment of the armed forces and
their activities over the past year, defence procurement
{including research and development) and the management of
defence respources. In his covering memorandum (OD(87)3)
the Defence Secretary points out that nuclear issues are
treated_ﬂ?zg fully than }asg_iﬂar, in the wake of Revkjavik
and in the light of the revived debate on Trident. As in
previous years, the chapters of the draft are interspersed
with well argued essays, which will be printed in colour to
stand out in the text, They cover a wide range of
interesting subjects, including whether the nature of the
Soviet Union is changing (end of Chapter One), Chemical

1
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Weapons in arms control and confidence building measures (in
Chapter Two), nuclear weapons in NATO strategy (end of
Chapter Two), conventional defence improvemants, the
American pillar and out of area operaticns (Chapter Three)
and many mora. The published wersion will alse contain a
number of photographs, following last year's successful
axperiment. The second volume of the Statement, covering

statisties, has been circulated separately as 0OD{87)4.

ATTENDANCE
3. All members of the Committee should be present. The

Secretary of State for Northern Ireland has been invited to

attend. fnd €55,

HANDLING

4. You should invite the Defence Secretary to introduoce

the draft Statement and then invite general corments,

the Chancellor of the Exchequer. Thereafter, discussion

should cowver the following major aspects:-

A. Eresentation

The Statement 1s a public relations opportunity which
should be grasped. You have stressed - Mr Powell's letter
of & March to the Defence Secretary's Private Secretary -
the importance of making it presentationally attractive.

Hag the introduction of essays on specifie topics,
highlighted in colour, and photographs been well received?
(Defence Secretary) The order in which the variocus subjects

ara covered and the balance among them seem on the whole to
be right. Do they present the Government's defence policy
to best advantage? (Lord President, Chancellor of the
Duchy} The Defence Secretary is planning, as he undertook a
2
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vyear ago, to issue & shorter, popular version {(Volums I
only} simaltanecusly with the Statement. How will this he
structured? Which points will be highlighted? He wants to
issue it free, unlike the Statement which will cost £5.
Will this bring accusations that government resources are
being used in a party interest?

b Treatment of the Soviet Union

The Daefence Secretary refers to doubts in this country about

the genuinensas of the Soviet threat, especially in the

light of recent Soviet initiatives on arms contrpl. The

gscales and nature of the Soviet threat, which ara the real
reasons for our defence sffort, need to be kept in the
publie eye, in language which aveids charges of
exaggeration. Your wvisit to Moscow places a premium

careful presentation. (Thers will be Eime to adjust the
wording on your return.) The Essay "70 Years On: A Country
or a Cause", which follows Chapter One, draws aEE;ntLan to

the Soviet Union's formidable military capability and seeks

dispassionately to analyse Soviet attitudes and motives.

The impression it leaves is that it would be rash on the
evidence of Gorbachev's policies so far to assume
significant changes for the better in Soviet aims and
ambitions. Dees this essay strike the right balance?
iDefence Secretary, Foreign Secretary)

. Treatment of the United States
The Defence Secretary refers also to gquestioning in this
country of the United S5tates (nuclear) presence in Europea.
The Es=ay on the American Pillar in Chapter Three sesks to
counter this, by demonstrating Burope's need for the US
military presence. Does it make the most convinecing case
- possible? (Foreign Secretary, Chancellor of the Duchy) The
3
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brief reference to HMG's contrel over use of US assets at
bages in the United Kingdom (paragraph 10) reflects the
position you have taken in the House since the U8 raid on
Libya.

d.

¥You wished there to be an essay on the importance and
validity of nuclear daterrence. The Essay "Nuclear
Weapons and NATD Strategy", following Chapter Two, was
designed for this purpose; the case for nuclear deterrence
is summarised also in paragraph 113 of Chapter 1. Does the
essay make the case persuasively? 1Is the tone correctly
pitched when set against recent developments on arms
control? (Foreign Secretary, Chancellor of the puchy)

Another essay "The Minimum Deterrent®, following Chapter
Four, rehearses the reasone for a British deterrent and for
choosing Trident, along similar lines to the recent Ministry
of Defence Open Government Document (87/01). Does the essay
deal adequately with the matter? (Defence Secretarv,

Poreign Secretary)

Arms Control
As the Defence Secretary warns, the text of Chapter 2 will

-

need last minute amendment, to reflect developments, notably
your wisit to Moscow and, if possible, the mesting between
the Soviet and United States PForeign Ministers in mid-april.
Is the tone correctly judged? (Foreign Secretary)

Paragraph 208 will need revision to raflect the Government's
positioan on the inclusion of shorter range systems in an INF
agreement, and the need for follow on nagotiations, bearing
in mind your answers in the House on 10 March. And
paragraph 216, which briefly mentions Gorbachev's delinking
of 5DI from INF, ought to point out that this was a response
4
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to Western firmness and consistency. The Defence and

Foreign Secretaries should comment.

y 55 Defence Budget

The paragraphs (601-3) on future defence expenditure will be
scrutinised carefully, not lsast by our NATO partners. Last
vear's Statement said [paragraph 503} that the value of the
defence budget in real terms would decrease by about & per
cent over the three years from 1986-87; and that "some
difficult decisions will have to be taken". This year's
draft =says that there will be "an expected real decline of
about 5 per cent in defence expenditure by 1988-89 compared
with 1986-87" (paragraph 603), and that "planned provision
for 1989-90 ias broadly lewvel in real terms with that in
1988-89" (paragraph 601). Would it not be better to run the
two polints together? And does the revised figure (from 6
per cent to 5 per cent) mean that the problems for the

defence budget have eased? [(Chancellor of the Exchequer,

Defence Secretary) Paragraph 603 also states that

"difficult choices have to be made between relative
priorities in our forward plans.® This is very similar to
last year's wording and reflects subsequent statements by

the Defence Secretary.

[+ Defence RED

Last year's E(A) decision to constrain defence RED
axpenditure was confirmed by E(RD) earlier in the year. The
Defence Secretary is clearing separately with E(RD] the
passage (paragraphs 521-3) on this subject. Are the

Becretary of State for Trade and Industry and the Chancellor

of the Exchequer content?

5
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h. Merchant Shipping

When last vear's Statement was belng considered by 0D, the

passage on marchant shipping provoked much discussion., The

e
issne of the decline in the merchant fleet and its effect on

defence capablility was subsequently pursued in E(A) and the
ouoteomea is summarised in this year's Statement {(box at the
foot of paragraph 40B in Chapter 4). The Transport
Secretary, who cannot be present, may comment in writing.

Is £he matter covered properly?

ﬁ,x{f/ll:[ G I:_ ﬁ 9

C L G MALLABY

13 March 1987

[
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.PE IME MINISTER

DEFENCE WHITE PAPER

I attach the draft of the Defence White Paper which is to be

taken by OD on 18 March. [J,
————— i

Following your suggestion last year, a much shorter and
anappier version will be produced for public Eaﬁgumptinn. The
final version of the White Paper itself will be in several
calours, with plenty of piﬂtqua, hoxes and diagrams.

——— e — e

In general, it is a thorough and workmanlike document, with a

e —

-—|—-_l—.l ¥ T )
good story to tell. As in recent years, it contains a number

—

of assays on topical issues, including one that you

particularly wanted on the need for nuclear weapons.

¥You do not need to read the White Paper but may like to
sample the following passages:

Chapter 1 is in essence a summary. My only misqr}ing is
mentioning Reykjavik in the very first paragraph.

T —
— —— i e

e

e

Essay on the Soviet Threat. This is a scber and balanced
" assessment. I think it is rather good.~
i S e
Chapter 2 deals with arms control and will need to be
npdated shortly before publication. The description of

Reykj&uIE is f&ctual and avoide judgements. The Camp
EE—

-Eg;félnnnziuainna are fully reproduced.

—

Wffffﬁssay on Muclear Weapons and HATO Strategy.

-

= Essay on our role outside the NATO area, with an

b impressive diagrammatic map at the end.

— -=—

- ffhsaful tables of Major Equipment ordered since 1979.

W
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Essay on The Minimum Deterrent. This deals with claims

that Cruise would be encugh for our purposes, and

explains the limits on Anglo-French co-operation.

Chapter on the Defence Budget which comes clean on the
axpected decline of about 5% in defence expenditure by
1988/9.

C D POWELL
12 March 1987
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STRICTLY PEESONAL AND CONFIDENTIAL

UMNITED KINGDOM PERMANENT REPRESENTATIVE
OK THE NORTH ATLANTIC COUNCIL

OTAN MATO
o BRUSSELS

TELEFHOKE 2d42a77m

¢d Movember 1986

Charles Powell Esg
10 Downing Streest
London SW1

| f
> 'lllrll ll-:'
;iap Lﬁuhibij
STEPS TCWARDS A EUROPEAN DEFENCE IDENTITY: WEU ETC

1a I have the impressicn that both Geoffrey Howe -and

George Younger are personally persuaded of the need to do
something on Eurcpean defence. There seems Lo be resistance =
or perhaps merely inertia — lower down in the PCO, at least.
The opponents of movement habitually guote the Prime Minister's
doubts as one principal reason for belleving that progress

will be difficult. The line which she took at her press
conference in Paris on 21 HNovember tends to give them
encouragement.

7. I have written the encloped letter in a form which will
enable vou to show 1t to her 1f vou Judge that sensible,

How do you assess the chances of persuading her to give her
backing to an initiative? Have you time for a talk on
Thursday or Friday?

7ﬂm s

fr’”ﬁ
| flat

MICHAEL ALEXANDER

STRICTLY PERSONAL AND CONFIDENTIAL
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PRIME MINISTER
DEFEHNCE ASE A PROPORTION OF GDP

The position on defence is in Ffact as follows:
ey

¥ GDP

Including Excluding
Falklands Falklands
Expenditure Expenditure

1985-86 5. 4

e
i

a
=

1988-89 : 4.4

1989-90 7 4.2 (basalinea
for PES)

The position in 1989-90 is complicated by woolly adges around
L} ) - ‘___-'-
the deal Mr. Heseltine did for 1988-89, My successor on
defence in the Treasury believes the Treasury will have to
e

concede the cost of the Falklands in 1989-90 (€125 million}
plus perhaps another £25 million. Dafence expenditure with

these additions would be around 4.3 per cent of GDP. (The
Treasury are at present bidding for big cash reductions in all

years, )

Defence expenditure is falling as a proportion of GDP for twao

reasons: the calculations assume that GDP grows sach year In

real terms, and the GDP deflators used each year to set
Ehe baseline for the new year of the PES period are usually
less than the figures used to deflate the cash plans as that

yaar gets nearer, The second of these of course means cuts;

tha first doses not.

For comparison, using consistent NATO definitions

intarnational figures for 1985 were:

e

p——
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1985 % GDP

s

JE,
France
Garmany
Italy

The briefing below was prepared for the Chief Secretary.

There are lots of interesting nuggets. See particularly the

page flagged, for the benafits of competition. My own feeling

-

- ey T '
18 that MOD has much more scope for greater efficiency even

i ——

than the HHS.

DAVID NORGROVE

4 October 1986

SL2AJN
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.' .1555 SURVEY: MOD

BRIEF 2.2: SCOPE FOR SAVINGS IN RESEARCH AND DEVELOPMENT

"...the Defence Secretary should be urged to look hard
at his research expenditures, which consume 12 per

cent ©f his budget for an outpuot that locks hard to
justify at that price.”

‘Daily Telegraph' leader comment on SDEB6, 13 May 1986

®"...in view of the considerable resocurce costs consumed
by Defence BResearch Establishments, which incur a
significiant opportunity cost te the extent that they
pre-empt alternative uses for scarce scientific manpower
and other resources, this Committee expect the MOD
to ensure by continuous c¢ritical review the most
effective utilisation of these rescurces for defence
purposes.”

"PAC_48th Report, Session 1985-86, "Management of Work
at Research Establishments®™, HC491, 14 July 1986

"...development is where we have overrun [on ecost]
most substnatially and development contracts have been

historically not as well controlled as productieon
contracts."

Mr Levene, evidence to PAC on major projects statement
1986, 17 March 1986

TREASURY OBJECTIVE

To argque that part of agreed reduction in defence R:&D expenditure
should be released as a contribution to the PES reductions
regquested.

MOD currently spends some £2.3 billion on R&D, over 15 per cent
higher in real terms than in 1978-79. Following reports on defence
R&D by officials (MISC 110) and by Ministers (MISC 119), E(A)
agreed that the volume of rescurces devoted to defence R&D should
be reduced in line with the projections in the 1985 LTC. Based
on the LTC B85 figures given to MISC 110 our preliminary
calculations indicate that this should produce reductions in
R&D expenditure of some £100 million in 1987-88, £230 million

CONFIDENTIAL
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‘ in 1988-8B9 and E340 million in 1989-90. Even if only one third
ef this was released as a contribution to the reductions reguested,
this contribution would be of the order of €60 millien, €80 million
and €100 million in the respective years.

POIRTS TO MAEE

= Ministers have already agreed that defence BRiD
should be reduced from the present high basze [some
£2.3 billion a year., over 15 per cent higher in
real terms than in 1978-79]: the reductions envisaged
by Ministers will still leave defence R&D at about
the 1978-78 level at the end of the Survey period;

- defence RE&D pre-empts resources better used in
the civil economy |[spin-off and other incidental

benefits were not (in the opinion of the majority

of MISC 11%) "yet commensurate with the high level
of Government expenditure®™; Mr Levene's view is
“that the civil epin-off that can be obtained from
defence R&D is very, wvery limited" {HCDC, 11 June
19851 1;

also costs to industry from its dependente on defence
RéD programmes |[Sir Robin Nicholseon (after his
industrial wvisite for MISC 110) wrote of the
"shambles created by decades of over-interventionist
MOD policies™];

also scope for efficiency savings; [in ite 4Eth
Report PAC said "We are disturbed that Junior
managers in Research Establishments have not so
far been required to demonstrate that their work
provides good wvalue for money." And, "“we are
particularly concerned that the usefulness of
Research Establishments' work has not been positively
assessed in the past by those for whom it was
done".].

POIRTS TO WATCH OUT FOR

Mr Younger may argue that substantial reductions in defence R&D

will reduce UK industry's ability to supply the advanced equipment
CONFIDENTIAL
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the Armed Forces need, forcing MOD to import and causing Jjob

losses. You might counter that:-

production and development ehould be considered
separately. Collaboratively developed eguipment
can obviously be produced in the UK, but sC Can
equipment developed abroad: production under license
ig possible; offsets can be negotiated. The RAF

basic trainer is a good example;

there is no employment problem for the skilled
scientific manpower used in defence R&D. They
are scarce and can find othar jobs in the civil
sentor where their expertise will create jobs forz

aothers.

CONFIDENHTIAL
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.. 1986 SURVEY: MOD

BRIEF 2.3: THE SCOPE POR SAVINGS IN EQUIPMENT PRODUCTION

"Two years ago about 38 per cent by value of egquipment
contracts were placed subject to competitive forces.
The figure is now well over 60 per cent... We are
confident that the result of such greatly increased
competition will be substantial reductions in tender
prices and much better value feor money for the Ministry,
and for the taxpayer."

Mr Younger, Commons debate on SDE 86, 30 June 1986

"There is still scope for major savings through more
efficient management and, of course, more efficient
procurement, which we have discussed in the past...Since
I last spoke to you on this topic, one thing has become
very clear to me where I am sure we are going to save
very considerable amounts of money in the future. This
is by virtually ending the cost-plus contract.”

Mr Peter Levene, evidence to PAC, 17 March 1986

1 TREASURY OBJECTIVE

To argue that the planned savings in equipment production should
contribute to the PES reductions requested.

Within its total procurement budget MOD spends over £6 billien
a year on Equipmeﬂy produced for the Furces: MOD aims to achieve
substantial savings in this area, éartly through increased
competiticn and partly through tougher contracts. The proportion
of contracts, by value, placed subject to competitive forces
has markedly increased; in 1983-84 it was 3B per cent, in 19B5-86&
64 per cent, an increase of about two-thirds over three years.
And there are now numerous examples of the savings provided by
competition (see appendix]).

Mr Levene has a publicly-stated target of 10 per cent a year
gavings in MOD's procurement (that is, research, development
and production) budget by the end of his five-year tenure in
1989-90. Applied to equipment production this would imply savings
in excess of €600 million a vyvear. Given the substantial increase

CONFIDENTIAL
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. in resources allocated to defence sgince 197B-79, 4t is not
nreascnable toc argue that the taxpayer should now share in Yheca
gavings. Even a one third share of the expected savings in this
context would make a considerable contribution to the PES
reductions sought.

2 POINTS TO MAFE

MOD's own stated target for savings in equipment
procurement dis 10 per cent; equivalent in
eguipment production context to some £600 million
a year. Already large number of examples of
significant ssvings through increased
competition, and clearly there will be more

progress over next three years;

not unreascnable to suggest that taxpayer should
hawve some share of these savings, given
substantial increase in resources allocated

to defence and difficult position in Survey.

3 POINTS TO WATCH OUT FOR

Mr Younger may argue that all such savings are neaded by the

defence  programme, te maintain continuing and necessary
re-equipment programme not least in the face of the build

of Trident expenditure. Your response might be:

ap

there has already been a massive conventional
re-equipment programme, which will continue
en a substantial escale. Flanned savings in
this context clearly considerable; MOD has
so far kept the benefits of all the savings
achieved through increased efficiency etc -
should now make some positive contribution
to achievement of Government's overall publie

expenditure objectives by giving up a share.

CONFIDENTIAL
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..HFEHDI!: TO BRIEP 2.3: SAVINGS THROUGH COMPETITION

Among recent examples of savings through competition are:-

- the contract for the new RAF trainer awarded +to

LFe T

shorts was some 35 per cent —"Ei-—iﬁ-ﬂ millioen - less

1

than that assumed in MOD's forward costings;

the production contract to GEN Sankey for MCVAD
ithe new mechanised combat wvehicle) saved approximately
£100 million, or 12 per cent;
- the competition for two mine-countermeasures wvececels
won by WVosper Thorneycroft resulted in prices 12 per

cent, nearly £1l0 million, lower than assumed;

k& the contract with Vickers Defence Systems for a

new armoured recovery and repair vehicle for Challenger
tanks produced a saving of almost 20 per cent:

= the contract for the Seawolf missile beacon, designed
by Marconi Defence Systems, was awarded after competition
to Microwave Associates Ltd, whose egquipment was more
than 30 per cent lower in price and techniéully superior:
- the combination of competition and batch ordering
for Type 2400 conventional submarines resulted in a

saving of €20 million on the previously estimated cost;

- successive rounds of competition for batches of
miggile pallete have resulted in lower prices each
time. The final effect has been a saving of some 50
per cent on the eriginal price;

- a new company has entered the field for remote

ground sensors, which has saved MOD 10 per ecent on

CONFIDENTIAL
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the price they had previocusly paid;

- opening the latest preoduction order for BARRA air-
dropped sonobuoys to competitive tender led to a 30 per

cent reduction over previous production COSts;

- in the recent order for three new Type 23 frigates
a saving of 5 per cent - £B million per ship - compared
with previocusly estimated unit production costs was
achieved through competition;

- competition in the order for warheads for the first

main production order for Stingray torpedoes achieved
a 30 per cent saving.

August 1986

CONFIDENTIAL
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1986 EBURVEY: MOD

BRIEF 2.4: THE SCOPE POR SAVINGS IN STOCRHOLDING

"In our 33rd EReport of Session 1983-84 we reviewed
MOD'e arrangements for maintaining some £5,000 million
worth of stocks 1in ecentral depots. We concluded
that the position was unsatisfactery in a number
of respecte and that action was needed ... We are
pleased tc note a change in MOD's attitude and that
they now accept that significant savings are
possible ... We acknowledge the complexities of a
stores organisation the size of MOD's but must express
our grave concern at the ineffectiveness of many
of the studies designed to lead to improvements ...
we trust that in future MOD will show a much greater
determinatien to secure the solutions they are seesking
to the problems facing them ... It seems clear that,
for wover 30 years, the MOD have been operating
arrangements for providing repair spares without
having satisfied themselves that they were meeting
their objectives and securing good value for money
-»» We also find it most disturbing to learn that,
20 years after our predecessors criticised excessive
CRSPF (Contractor Repair Supply Procedure) stocks,
over half of all current holdings may have no
foreseeable use ... The savings from the changes
introduced by MOD demonstrate that "value for money"
examination can pay for itself many times over ..."™

PAC 18th Report, Session 1985-86, "Supplies for the
Armed Services*®, HC 142 February 1986

"The report of Project WINNOW intoc Army stock levels
has now been published ... It offers the potential
for significant financial savings by changes “in
purchasing methods and organisation."

MO six-monthly report an EfiiciencI pProgramme,
March 19BE&

TREASURY OBJECTIVE

To argue that there is scope for savings in stockholding, as

a contribution to the requested reduction in baseline.

Excluding war reserves MOD hold stocks walued at some £7 billion.
Annual expenditure on such items going inte store (ie initial
provisioning, re-provisioning and, where relevant, through-life
buys) is not readily identifiable, but from figqures in a recent
CeAG report is estimated at some £2 billion. MOD has itself
set a target for a 5 per cent reduction in the wvalue of its
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. etockholdings by 1 April 1988, which should provide a significant
.nnce-fur-nll gaving in 1987-88. it 1s difficult tco guantify
the scope for continuing savings, partly because of the 1lack

of definitive figures for the expenditure inveolved. But on the

basis of annual reprovisioning expenditure of €2 billion a year,

and in wview o©of the extensive 1internal and external criticiem
of MOD's performance, gavings of the order of 5 per cent -
£100 million a year - would not be an unreascnable target.

Eavings should be achievable through, for example:

(i) increased stock wvisibility and improvements
in tri-Service holding with computerised records |"Stock
visiblility across Service boundaries neads to be

improved" - Levene Report on Stockholding, para 42]:

(ii) design simplification ({more standard parts)
| "ocperational and engineering policy needs to be more
closely scrutinised to ensure economy of eguipment
support™ - Levene, para 4];

(iii) tauvter initial purchasing policies ["a major
cause of excess stockholdings is incorrect initial
provisioning decigions™ - PAC 18th Report 19B5-86,
para 6];

{iv) reduction of MOD stores held by contractors
["for over 30 years MOD have been operating arrangements
for providing repair spares without having satisfied
themselves that they were meeting their objectives

and securing good value for money"™ - PAC 18th, para 19]:

{w) more use of direct supply contracts |["there
is considerable potential for increased direct supply
-« We are concerned that so much pressure was necessary
before the Ministry accepted the need for a new approach”
- PAC 18th, para 11]:

(wvi) increased efficiency in stores organisation
[ *modernisation of warehousing technigues ... offers
scope for savings"™ - Levene, para 46].

CONFIDENTIAL
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POIRTS TO MAKE

= 4given weaknesses revealed by PAC reports and internal

LﬁDD studies, eclearly ecope for Very cﬂnsid&r;EIE savings

in stockhelding. 1Indeed, MOD's own target for a & per tent
reduction in Eeteck value by 1 April 1988 is surely evidence

ef the scope for savings in this context.
o ——

FOINTS TO WATCH OUT FOR

Mr Younger may argue that all of the criticisms from PAC, Levene

etc have bean taken into at:auﬁf; guoting the 5 per cent

target

mentioned above. Your response might be:

e ——
e

= +these reports have revealed significant and longstanding

weaknesses 1in an area of massive expenditure; even small

improvements in efficiency must release large savings.

CONFIDENTIAL
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.l 986 SURVEY: MOD

BRIEF 2.5%: SCOFPE FOR SAVINGS IN SUFPORT ACTIVITIES

"Efficiency improvements are continoing to flow in.
And they are not simply once-and-for all mesasures,
Their #ffects will be permanent.”

Mr Younger, Commons Debate on SDE86, 30 June 19B6

"The MOD is a major user and its non-operational energy
bill rune at over £240 million a year. It is Tlearly
gensible for the MDD To make the “most of potential
gavings ... to give further impetus to improvements
in energy efficiency, I have recently set up a steering
group of senicr officers to oversee implementation
of an energy efficiency programme with a target of
a further 25 per cent reduction in the MOD's energy
Eill over the next five vyears."

Mr Lee, Parliamentary Under Secretary of 5State for
Defence Procurement, Commons debate on SDE86, 1 July
1986

TREASIEY OBJECTIVE

To argue that there is scope for savings 1in various aspects of
MOD support activities as a contribution to the reguested reduction
in baselinea.

Activities sych as training, education, medical and veterinary
services, welfare services, recruitment and repair and maintenance
involve substantial expenditure for MOD. The costs are not whelly
visible, But, for example, Armed Forces training costs some
£1,250 mililion a Yyear, medical services some £240 million and
repair and maintenance (excluding the Dockyvards) some £300 million.
A total of some £2 billion a year would probably be a conservative
estimate of the coets of these activities, which are of the type
where managerial action to improve efficiency is highly relewvant:
many of the 800 efficiency studies which MOD has in hand cover
such areae. A target for savings of 5 per cent - some £100 million

a year - would not be unreasonable in this context.

Examples of potential savings include:

CONFIDENTIAL
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(1) a staff inspection conducted last year at Royal
Haval Armament Depot Be=ith 1dentified BAVingS in
industrial numbers of owver 30 per cent. The MOD
inspectors recognised that read-across to similar
establishments could produce similar =avings; such

a saving could amount to as many as 4000-5000 posts;

(11) many areas of industrial work in MOD operate
productivity schemes - total annual expenditure is
gome ET0 million. But many schemee are inefficient

and over-ripe for review;

{iii) a ocurrent HAC study of Service hospitals has
shown staffing levels maintained well above complement
(eight ¢times above in one instance), wasting up to

£13 million a year;

{iv) the scope for ratiomnalisation in training loocks
to be considerable. One possibility is in helicopter
pilet training; each pilot costs €£900,.000 to produce
in the RAF against a Navy cost of £400,000 and £200,000
in the Army;

() although progresse has been made in rationalising
the recruitment machine, .Hingie—ﬁervice recruitment
centres continue to exist in many places. Full
rationalisation could produce substantial savings

including economies of scale;

{wi) & recent PAC report (45%th, Session 19B5-8%6,
"Service Movements", HC 465, 25 July 1986) expressed
dismay at “"the absence of basic cost data and
comprenensive management information systems™ in this
context and concluded that there is "much scope for
further rationalisation". The Committee alsc considered
it "extracrdinary" that some £50 million is spent a
year with the Government Freight Agent under arrangements
which azre not the subject of competition or even a
formal contract:

CONFIDENTIAL
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{wii) the energy savings target quoted by Mr Lee above
would gsave some €60 million & year by 1989-90,. Te
achieve 1t MOD will have to epend some €30 million
A Yyear on necessary capital investment. But even so,
the exercise, which ¢ommenced in 1985-86, ought to
be running at a profit by 1987-88.

POINTS T MAREE

— aware that MOD has in hand very large number of efficiency

measures to improve value for money in wvarious support
activities., Effort to improve energy efficiency alone likely
to provide savings of £30 million a year by end of Survey
period. Given wvery considerable - expenditure involwved, eaven

small savings at the margin would release substantial sums.

POINTS TO WATCH OUT FOR

Mr Younger may argue that all these savings have been taken into
account, or that for the Treasury to "raid" them would remove
tha incentive for MOD managers to achieve them. Your response

might be:

- only asking for a share, &as .a contribution to the
acnievement of the public expenditure totals agreed by
Cabinet. Surely cannct be the case that scope for savings
now exhausted - some of MOD's initiatives are wvery recent,
while many studies continuing, And PAC/HAD investigations

seen to regularly turn up further worthwhile possibilities.

DM Group
b Octobar 1986

CONFIDENTIAL
3




COMFIDEMNTIAL

1386 SURVEY: MOD

BRIEF 2.6: THE SCOPE FOR SAVINGS IN ARMED PORCES ALLOWANCES

“Taken as a whole the recommendatiors in this report
might be regarded as a challenge to the structure
of financial provision for Service personnel, which
has been built up over time and which in total provides
4 necessary recompense for the character of Service
Iife. It may be argued that the allowances discussed
are essential elements of conditions of service and
that to take the actions proposed would lead to loss
of morale and Lo recruitment and retention
difficulties. However, the detailed evidence presented
is of substantial drift in the coverage of allowances,
of complex procedures and weaknesaes in contrel,
leading on occasions to manipulation and fraud, and
of excessive and unfocussed expenditure. In +the
present climate of gevere coconstreint on defence
respurces it is considered that in some areas the
report makes out a ¢lear case for immediate and
vigorous action. In others, and particularly where
changes related to the scope of allowance and
eligibility are proposed, the recommendations might
well be considered din conjunction with the report
stemming from the work of the Armed Forces Allowances
Working Party."”

"Posslible sawings which can be identified include
£4.9m in respect of recommendations relating to
Separation Allowance, £5.7Tm for Lodging Allewance,
£1lm for Residence to Place of Duty; and £33m for
Leave Travel."

Report of MOD's Intermnal Audit, July 1986

TREASURY OBJECTIVE

To secure agreement that there is scope for net savings on Armed
Forces allowances.

Armed Forces allowances (including waivers) covered by last year's

joint Treasury/MOD review involve expenditure of over E£600 million
8 YEeRT.: There .are about 50 different allowances and bensfits,
The review provided an essential base of faectvual information
and identified areas for further study. Arcund 30 separate studies
are being carried out by a number of MOD study teams, the last
of which have still to repert. The basis of the review was 'nil
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e

that net savings are achievable would neot only help your case

et cost' or better (ie, net savings). Acceptance by Mr Younger

in securing the PES reductions scught but would strengthen the
Treasury's hand in continuing negotiaticons on individual

allowances.

Potential savings of at least £55 million per year have besn
identified already, but the Services are now fighting toc negate
relevant recommendations and to improve other benefits. Ket
savings of £20 million a year - roughly 3 per cent of expenditure
- would not be an unreascnable target and would still leave scope

for improvements where justified.

The allowances system has grown up piecemeal over a long period,
and there are now inevitable anomalies and items whose continued
Justification is questiomable or else where some reétrictien
would: not be inequitable. The review and studies enable MOD
to plan a more rational and cost effective system for the future
and, although withdrawing benefits will be wvery unpopular, they
have accepted that there should be scope for economies. For

example:

(L) Servicemen in the UK receive four free leave
travel warrantz & year; at an annual cost of sSome
£35 million. MOD's Internal Audit have recently
criticised the administration of this scheme and a
separate MOD study has recommended that it be withdrawn,
observing that "the Armed TForces now rank among the
best paid public sector employees and ... are no longer
alone in needing to be mobile to sustain employment".
The study report guestions "should MOD pay one section
of their employees 4 times a year to go away on holiday?"

Thie report is being strongly opposed by the Services,

There is another anachronism overseas with the genercous
Germany leave scheme, This was introduced during the
cccupation periocd in order to restrict fraternisation,
and yet still provides Servicemen with free travel
three times a year, including a return trip to 50 miles
beyond the FRG border;

CONFIDENTIAL
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(112 The Military Salary assumes that the Serviceman
pays appropriate charges, EgEet by the AFPRE, ¥for his
food and accommodation, but waivers apply in certain
circumstances. For example, the waiver of food charges
whilst ships are at sea (coanted as "operational”
irrespective ©of the activity involwved) invelwes  an
annual cost of about £14 million. Food charges are
alsc waived for married personnel unaccompanied for
Service reasons; arguably all personnel eating at public
expense should pay an appropriate charge, unless they
are serving under field conditions;

(i1i} a recent MOD study of removal expenses for Service
personnel has recommnended eCconomies through the
encouragemsant of regional single-Service supplier
contracts for household removals on posting. A new
scheme is to be introduced which is expected to save
up to £2 million a year from 1987-E8:

Liw) ancther MOD stuody has recormendad that the
"personal contribution" in respect of Residence to

Placa of Duty Allowance should be increased;

{v) while another MOD study has guestioned the
provision of free medical and dental treatment for
dependents of Service personnel. Withdrawing this
would save about £1.25 million a year.

POINTS TO MAEE

- MOD's own studies have shown that there is scope for
significant savings in expenditure on Armed Porces allowances:
no reason why such savings should not make a contribution

to the achievement of overall public expenditure cbjectives.

POINTS TO WATCH OUT FOR

Mr Younger will no doubt argue that he will be under immense

pressure from the BServices to transfer all savings arising from

the review — and more - to new benefits or increased allowances,
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'h_- corresponding increases in pay: the review has also identified

areas where modern conditions would Jjustify increases. He may
also point out thal such Service pressure tends to find sympathetic

support in Parliament and elsewhere. You might counter that:

- MOD's own studies have ijidentified sawvings on a sealea that
would leave ample room to finance improvements where merited

while =still providing net savings:; only reguesting a share;

= at a time when 'diEficult decisions' on eguipment are
apparently necessary, cannot be right that this one area
should be exempted frem the peed to improve value for money.
Just as wWith pay, a firm stance here is necessary tc bring
home to the Services the reality of limited resources.

DM Group
& October 1986
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.' 1986 SURVEY: MOD

BRIEF 2.7: SCOPE FOR SAVIRGS IN DEFENCE WORKS ETC

"We are adopting an imaginative approach to the disposal
of our high value gites in the defence estate. We are
developing a rolling programme of land disposals, using
the proceeds to reprovide facilities elsewhere. The scheme
is self financing, and we expect to generate funds to support
the defence budget and achieve major savings in maintenance
expenditure®

Roger Freeman, Parliamentary UOUnder Secretary of State for

1 TREASURY OBJECTIVE

To argue that there is scope for savings in management of defence

works and the defence estate as a contribution to the reductionzs
regquested.

MOD currently spends some £1.7 billion a year gross on the defence
estate (including lands). Offsetting receipts in the current
year will include some £60 million from the disposal of surplus
land and buildings. The impetus behind the disposal programme
meéntioned by Mr Freeman is being maintained by the Defence Estate
Steering Group under his chairmanship. Existihg disposal targets

should yield some €75 million in total in 1987-88 and 1988-

B9, but the indications are that this can be héttered. in  that

MOD are confident that scope for further disposals exists.

As regards the works programme itself individual cases reveal
that there may be some "gold plating®™ on occasions, not related
to operational regquirements, and therefore scope for savings,

principally by imposinga tighter grip on the standard of new
works. For example:

(a} Wellington Barracks have been criticised as overlavish
in their recent refurbishment, which exceeded forecast cost
by arcund £10 million;

(b} The Navy is currently seeking approval for expenditure
of £400,000 on a church complex at HMS Collingwood, comprising
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one church, two church halls and other facilities underlying
a carpark. The complex would be used by only 80-100 pecple,
and there are already 2 churches serving the main

denominations within 2.3 miles;

(c) The Army recently spent £100,000 on three sculptured
statues for the new Flowerdown barracks at Winchoester.

Against this background - not Jleast of MOD's hefty disposal
receipts - it would not be unreasonable to look to this ares
for a contribution to the PES reductions sought of perhaps £10-
£15 million a year.

2 POINTS TO MAEKE

- understand that accelerated disposal programme in hand
which will generate funds for defence budget; again, not
unreasonable to suggest that some of the benefits should

be passed on to the taxpayer:

- gsurely come scope for savings in MOD's massive works

programmes, not least by a tighter grip on standards - not
unknown for there to be gold-plating in this context.

3 POINTS TO WATCH OUT FOR

Mr Younger may argue that there is no scope for savings in the
works programme, since it is already under pressure, not least
because of Trident related works; 'arbitrary' cuts would adversely
affect maintenance and spend-to-eave measures, such as improved
energy efficiency. Your response might be:

- not seeking arbitrary cuts in the works programme. Surely
must be scope for savings at the margin through a tightening

up of standards etc;

BRdditionally, Mr Younger may argue that for the Treasury to
"raid" receipts from disposals of surplus land and buildings
will remove the incentive to release these assets. Your response
might be:

- not asking for the whole lot; rather some contribution
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.. from the extra receipts MOD is achieving from Bale of assets
paid for with taxpayers' money.
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DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET

LONDON SWIH QET

Tobephong (Dhrect disHings OI-111}
GTH 115}
[twlchbaard) 01118 TE77

SECRET

1} July 1986

The Rt Hon George Younger MFP
Secretary of State for Defence
Ministry of Defence

Main Building

" . .
Whitehall 3 |
C 2

£}

SWl

8
ey

DEFENCE PROGEAMME ADJUSTMENTS

Thank you for your minute of 1 Jply setting ocut the adjustments you
propose to make to the defence-€guipment programme, in particular
for shipbuilding and support helicopters. I have also seen the
minute of 7 July from Wo.l0 with the Prime Minister's reaction,

As you say, the implications for shipbuilding were aired through
MISC 127. Since then E(A) has discussed the 1ssue and I am now
taking matters forward with the Chief Secretary. I do not
therefore propose to comment further on this aspect now.

As you know from our brief talk earlier this week. I am very
concerned about the position on Sea King orders. Your Department
wrote to Westland on 15 August 1985 that "we intend to purchase up
to 14 more Sea Kings for the Royal Navy;" and a further letter from
your Department to Westland dated 13 December 1985 referred to
"intended further orders for 14 Sea King helicopters." Westland
has, therefore, been planning on the basis that they would receive
orders for 14 more Sea Kings and they will no doubt have taken the
13 December letter as reinforcing that planning assumption. As you
say, they have been expecting all the orders to be placed this
year, thus providing work during 1987-88. Your reduced and delayed
proposals are likely to mean that unless other orders are obtained
very soon, Westland's work load will fall below the minimom lewvel
they belisve is necessary to sustain a viable helicopter operation.
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I do not know how Westland would respond to this situation but
clearly the industrial and peolitical implications could be
considerable.

Oon the industrial front, further redundancies at Westlands would
have been likely even with an order for 14 or 15 Sea Kings; the
numbars involwed are likely to be greater if your present proposals
are confirmed, I know that our officialzs are considering the
financial implications, following No.l0's lettar, and I am
following this closely.

Moving wider, the deciszion to reduce the 5ea King order can be
expected to revive the Westland controversy and may well be
represented, however unfairly, as retaliation for Westland's choice
of the Sikorsky. There is also a risk of public criticism that
Westland has been allowed to plan on false assumptions for so long.

As you know, Westland made a presentation on their position and
prospects to our officials last week and will be following this up
with a letter setting out the implications for the company of
Government policy on a number of issuas, Cnea we have had a
chance to consider this letter, I think an early discussion may be
needed with you and interested colleagues. I hope a final decision
on the Sea Ring order can be delayed till we have had such a
discussion, although I suggest it would be right for you to warn
Westland now that your intention to order 14 Sea Kings is being
reconsidered.

Copies of this letter go to the Prime Minister, the Chancellor of
the Exchequer, the Lord President, the Chancellor of the Duchy of
Lancaster and 5ir Robert Armstrong.

FAUL CHARNNON
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10 DOWNING STREET
LOMDOMN SWIA ZAA
From the Private Secrefary T July 1986

\_53-\1-; Yo b

DEFENCE PROGRAMME ADJUSTMENTS

The Prime Minister has seen a copy of
the Home Secretary's minute of 1 July to the
Secretary of State for Trade and Industrcy
about adjustments in the defence programme.

As regards the intention to reduce the
planned order for Sea King helicopters and
the conseguences of this for Westland, the
Prime Minister has asked what will be the
cost of redundancies and unemployment benefit
resulting from the decision as compared with
the cost of the helicopters.

I am copying this letter t£o the Private
Secretaries to the Secretary of State for
Trade and Industry, the Chancellor of the
Excheguar, the Lord President; the Chancellor
of the Duchy of Lancaster and Sir Robert Armstrong

{C. D. POWELL)

John Howe, Esq.,
Ministry of Defence.
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DEFENCE PROGRAMME ADJUSTMERTS \cl "3

as you will know from my minute of 30th May to the Chief

secretary, 1 am facing significant problems in aligning the

i

defence programme with the resources available to me. I am

having to deal with a situation where the cumulative decline in

defence resources up to 1988/89 will be nearly £1 billion in

e m—
s ——

real terms compared with 1985/86. As a result, and despite
S

major steps in improved efficiency, for example, in the
procurement of eguipment and in manpower, I am having to make a
wide range of adjustments ko our plans which will have a serious
impact - both individually and cumulatively - on our future

defence capablility.

r 38 In coping with this situation, while maintaining the main
astrands of our defence policy and associated commitments, I have
had to look largely at the eguipment programme for the necessary
adjustments and thus cannot avoid measures which will have some
impact on industry. And even though I have sought to limit the
impact to a reduction in future prospects (as opposed to cutting
back on orders already placed), the room for manceuvre that I

have in relation to the problem I face is limited. Thus, 1in
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addition to a delay in the build up in the RAF front line,

i

including the UK air defence Force to which high priority was

attached in Cmnd 8288, it has been necessary to defer orders for

—— = —_

the new single role minehunter and the future conventional

submarine, to reduce the planned size of the second batch of the

———r

Harrier GR5, toc cut back on future ammunition purchases for the

" |

Army, as well as to reduce, delay or remove from the programme a
wide range of other projects affecting all three Services. 1In
general, I believe that firms should be able to absorb the

" adjustments that will be necessary. HNevertheless, there are two

particular areas which T feel I should draw to your attention.

|
These are shipbuilding Fnd the question of future orders for Sea _

King helicmpteri’.lllll'r |

I-"|—

3, As regards shipbuilding, this is already the subject of

consideration in MISC 127, and the results are being brought

before Ministers collectively. I will not, therefore, go into

detail other than noting that, as the MISC 127 report shows, I

have been forced to reduce the planned order rate in the next

few years for the new Type }3 frigate from some three a year (a
e —

figure to which we are currently publicly committed) to two in

=

1986 and one in each of the following two years. This is, in

fact, a good deal better than the complete deferment of all
further frigate orders for eighteen months which was at one

stage a possibility.

SECRET
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4, In the case of helicopters, I envisage placing orders for a
further eight Sea Kings (probably one this year and seven next).
This WT].II u-nd;.}ubt{.-:dly fl_u-=1 4 disappointment to Westland for they
have known for nine months or more that our total further

regquirement for Sea Kings could be as high as fifteen; and

e

e

indeed this is kpnown also to the Defence Committes. Westland

—

have been expecting all these orders to be placed this vear and,

S —— e o — | ——

in fairness, my Department will be telling them of our revised
|' : -—.—-—-_..\—-_
intentions soon. I thought, however, that I should let you know

P

first.

——

B I am, of course, conscious of the impact of these measures

industrially and politically. Clearly they will, on the one

-—

hand,-make more difficult the present over-capacity which
Bhckini %

already exists in the warship yvards; and, in the case of

Westland, while I would not see the lack of these particular
orders leading to the company going under, there are likely to
be redundancies. But, within the budget that I have, I can see

no way of aveoiding these measures. They provide me with major

—

savings in the early and middle years of my planning period (for

which, in resources terms, I am predicating a level run in real
—

terms from 198B,/89 onwards). Given this, any alternative

measures would also have a major impact on industry and on the
—

front line - either as a result of delaying the acquisition of
e —————

other new equipment or as a result of further reductions in the
_‘_‘_I_

S
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front line beyond those which I am already facing. And the

final result would be a less effective and well balanced defence

programme than would otherwise be possible,

Bw Regrettable, therefore; as these measures will be,; they are
simply a reflection of the difficult decisions which I am having
to face, and to which, at the specific reguest of colleagues, I

drew attention in the 1986 Statement on the Defence Estimates.

7 I am sending copies of thiz minute to the Prime Minister,
the Charncellor cof the Exchegquer; the Lord President; the

chancellor of the Duchy of Lancaster and S5ir Robert Armstrong.

Ch.

Ministry of Defence

s E'L'\f (¢ ES
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PRIME MINISTER

Gtatement on the Defence Estimates 1986
ST (CiB6) 12}

CONCLUSIDNS
Subject to diacussion, the Cabinet might be guided Eo:

approve the Statement on Defence Estimates 1986;

o |

. agree that it should be presented to Parliament on

12 May.

BACREROUND

2, The Secretary of State for Defence has amended the draft
Statement on the Defence Estimates 1986 to take account of the
full discussion at the Defence and QOversea Policy Committee (0OD)
on 19 March (OD(86) 2nd Meeting). The main changes concern the
presentation of the planned decline in real terms of the defence
budget over the next three years, arms control issu=ss and the
future balance between defence and ciwvil research and

developmant, A summary of these changes 13 attached at Annex.

i, 5= At the 0D meeting, the Secretary of State for Defence was
invited, in consultation with the Secretary of State for

Transport and other interested Ministers, to consider what could

be done to counter the detrimental effects on the United
Kingdom's defence capability of the decline in the size of the
British merchant fleet and in the number of British merchant
Seamen . In his minute of 7 April the Secretary of State for

pefence confirms the view in paragraphs 443 and 444 of the draft

1
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Statement on the Defence Estimates that, with the exception of
trawlers for minesweeping and of one heavy lift ship, the
British merchant fleet is adeguate to meet our specific defence
regquiraments and the indications are that this will continue to
bae the case. {Although paragraph 5 of the attachment to Ethe
Secretary of State for pefence's minute does not make it clear,
the United Kingdom's present contribution of around 120 ships to
meating NATO's transatlantic reinforcemant and resupply

requirements can be provided. )

- The Sacratary of State for Transport,; who was not present
at the 0D discussion, has circulated a minute dated 7 April on

the wider implications of the British merchant fleet's decline

and pagéihle ways of stemming it, The Becratary of State triad

unsuccessfully to obtain a 50 per cent first year tax allowance

an merchant shiEE in the recent Budget, His minute describes

work in hand in MATO on the pooling of merchant shipping
P ee—
respurces for civil purposes in war (page 1) and work in the

European Community and on the possible need for legislation to

exclude some foreign wessels from cabotage around the United

: = - =
Kingdom and on other possible moves (page 3). The Secrecary of
state recognises that the Cabinet's discussion of the Statement

on the Defence Estimates is not an approprilate occasion for
gnbstantive consideration m?-EF; wider mercantile aspects of the
shipping gquestion. You may wish to keep discussion of this
aspect brief; the Cabinet could note the ideas the Becretary of
State is pursuing and invite him-;;qaama a date before the
Summer Recess by which he will put firm recommendations to the

Ministerial Sub-Committes on Boconomic Affairs (Ela)).
HaANDLING

B You will wish to invite the Secretary of State for Defence
to introduce the Statement. Polints to be =stablished are -

s the Cabinet content with the text?

2
CONFIDENTIAL
BRIAAF




CONFIDENTIAL

[+ 8 1 the Cabinet content to note the minutes from the
secretary of State for Delence and the Secretary of State
for Transport on the decline of the British merchant flest?
By what date will the Secretary of State for Transport put
firm recommendations to E(A)7?

(&4 Ig there any objection to the proposed date of

presenting this year's Statement toc Parliament (12 May)?

ROBERT ARMSTRONG

B april 1986

A
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ANNEX

Draft Statement on the Defance Estimates 1986

Summary of Amendments made following OD Discussion on
19 March 158g

Arms Control

Paragraphs 1l4, 212 and 213 have been substantially amended
to bring the drafting fully into line with your responsse to
Mr Gorbachev dated 17 March 1986; also paragraphs 9=11 of the
ezgsay on the Strategic Defence Initiative (which follows
paragraph 121) now reflect the Foreign and Commonwealth
Secretary's speech to the Poreign Press Asscciation an
17T March.

Budgatary I[ssues

By Paragraphs 501 and 503 have been revised to take account of
oD's wish that the implications of the planned reduction in the
real value of the defence budget over the next three years
should be brought out more clearly. In particular, the formula
used by the Secretary of State for Defence in the House of
Commonsa on 11 Pebruary 1986 that "some difficult decisions will
have to be taken but there will be no need for any change in our
main defence posture®™ has been repeated in the penultimate

sentence of paragraph 503.

Defence and Civil R and 0O Resources

L A new paragraph 537 has been added to the text in view of
the 0D decislion that Chapter 5 should bse amended to reflect the
Government's intention to improve the balance between defence
and civil research and development in faveur of the latter.

Alse, at the suggestion of the Minister of State for Industry
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and Information Technology, the penultimate sentence of
paragraph >34 bas been added to describe a current example of

collaborative Ministry of Defence/Dapartment of Trade and

Industry research akt RSRE.

2
CONFIDENTIAL




(e bPe

DEPARTMENT OF TRADE AND INDUSTRY
1-19 VICTORIA STREET
LONDON SWIH 0OET

Telephon: (Dirscd dislfing) 21-215)
gty ay
Sy r e T T Il
From ihe nter of Srae Lwike B reE e - TR
o Tndfwsdoy and informaiion Teachnolopy

GEOFFREY PATTIE MP

Rt Hon Georga Younger MP : -
Becretary of State R AT
Ministry of Defence 11 %
Mair Building “+
Whitehall

ONDO N

EWl ZHB March 19B6

STATEMENT ON THE DEFENRCE ESTIMATES

Following our discussion at OD-6n Wednesday about the Defence
Estimates statement, I would“like to suggest that the following
Eentence be lncluded towards the end of paragraph 534 afrter

¥ -ss. Bppropriate and available":

"an example of this 15 the scheme of collaborative research
we have recently launched with the Department of Trade and
Industry, which has started with i1nitiatives in pattern
recognition and si1licon microsyestems at ESRE, Malvern,®

May I also suggest that paragraph 527 of the Statement should
rafer to the Ministry of Dafence's encouragement of certification
and to the Ministry's commitment to deregister suppliers under
their own assessment arrangements,linked to recognition of
assessments by other certification bodies.

GEOFFREY PATTIE

Mk 4 /MR 4ABB







. PRIME MIMISTER

DEFENCE WHITE FPAPER

Points to make:

~ remove paragraph 11 of the essay on the 5DI. The
|

Defence Secraetary has already agreed to this.

Consider direct reference to fact that there will

decline in real terms in defence spending in next

three years.

Confirm that essay on UDR should stand.

Welcome evidence of increased competition in

praoacuremant . T

Quary omission of reference to policy of northward
ehift of MOD establishments and work.

Pogsible change in structure of future White Papers to

make Part One more attractive to the general public.

On the effect of financial constraints on existing

capabilitiea, insert Defence Secretary's words in the

Housea :

{("Some difficult decisions will have to be taken but
there will be no need for any change in our main
defence posture.")

Officials to look at passages on arms control to take

account of Cabinet Office drafting amendments.

Add a passage at the end of paragraph 522 as proposed
in Cabinet Qffice brief to reflect conclusions of B(A)

that future defence R & D expenditure should ba a

smaller proportion of total such expenditure.

% Mlan <Ma - < 1'\-.] I"}

M v el Mudng & : Mok paids L s

18 March 1986 = CHARLES POWELL
o
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FRIME MINLSTER

STATEMENT ON THE DEFENCE ESTIMATES

I will not be able to attend OD's discussion CLomorrow
of the Statement on the Defence Estimates (0D (BH)
6). The Transport interest is, in any event, confined
Eo. Merchant GShipping and 1 am content with the
references In the draft Statement. I should, however,
remind colleagues rchat last year the section on
Merchant Shipping, although small, attracted a fair
amount of attentiom in the House and in the press and
[ would expect a similar vreaction thlis vyear,
particularly in the light of the recent publicity on
the -deeline of the f[lesat. I am of course In close
touch with George Younger on the subject of Merchant
Shipping and defence.

[ am copying this minute Co other members of 0D and
Lo Sir Robert Armstrong.

A Oontlle

\'{?ﬂ[EHﬂLAE RIDLEY {'ﬂu{Jpﬂ:}M’D B LL@ S&‘h&ﬁ E}c Slake
o) G Wis absever)

13 March 1986
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From r Tre Puivate SrcErTaRT

MORTHERN IRELAND OFFICE
WHITEHALL,
LONDON . 5WIA ZAT

-

ﬂ%aﬁ.‘. a\%-az:;

Dennis Brennan Esg L
Private secretary to the Secretary
of Etate for Defence
Ministry of Defence
Main Building
Whitehall
LOxbON

=
SW1A 2HB |I§ Marcn 1986

Neon M‘.

My Secretary of State will be unable to attend the meeting of
Ch en 19 March when the Defence White Paper will be considered.
He has no general comments to make, but has asked me to record
that although he recocgnises the sensitivity, on balance he
supports the inclusion of the passage on the UDR in the section
on army operations in Horthern Ireland.

He saw the text in 1ts present form at an earlier stage, and took
the view then that it was a balanced and largely factual account.
Any reference to the UDR attracts criticism in some guarters, but
he does not regard this as a justification for avolding any
comment. He believes that the section on the UDR is expressed

in such a way as to represent a positive step.

Copies 0f this letter go the the Private Secretaries of the other
members of OD and to Sir Robert Armstrong.

3 S carely
| [\[MWQ ,

N D WARD
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Treasurv Chambers, Parliament Streer, SWIP 3AG

The Rt Hon George Younger MP 18 March 198&
Secretary of State for Defence,

Ministry of Defence

Main Building

Whitehall

LONDON

EWl

= — - ¥
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STATEMENT ON THE DEFENCE ESTIMATES 1986

I nave seen &4 copy of your memorandum (QOP(E6)6) covering the
draft Statement on the Defence Estimates “for 1986 which OD is
to discuss on 19 March. There is one point which I thought it
might be helpful te raise in advance.

In the third paragraph of your memorandum you suggest that we
should give some indication in SDE86 that difficulties lie ahead
for defence, in order to prepare the ground for future decisions.
A8 You say, a balance has to be struck here., However, I do not
feel that a satisfactory balance has been achieved in paragraph
503. In particular, thE:rEi.'iE a risk that the wording in the
penultimate sEntence will increase COoncern regarding our
long-standing decision not to continue real growth beyond 1985-86,
and lend weight to the suggestion (made, as you will recall,
by the House of Commons Defence Committee last vear) that a
"defence rewview by stealth™ dis now in train. The effect might
wall be co reinforce criticisme, including among ocur own supporters,
of our commitment +to Trident. [ therefore suggest that this
sentence should be replaced by the following:-

"Rigorous selection of priorities will be nesded +to
manage the programme within the available cash."
I am sending copies of this
and to Sir Robert Armstrong.

-

letter to members of 0D, Tom King
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MR POWELL 14 March 1986

STATEMENT ON THE DEFENCE ESTIMATES

This seems a well-presented upbeat document. The critical

issua of the squeeze on resources (para 503 &t saq) is wall

handled; neither dismissing the issue nor declining into
special plaading. Trident at £9.87b is costed by convention
at $l EE to the pound, Ealthnuqﬁ_zht stated), at today's
@xuhange rate this would be EEﬂDm 1935 {Para 408&)

The sections on procurement and competition (520 =t seq)

show an encouraging trend with 60% by wvalue of all contracts

QE—

now sabjeckt ko cnmpetlLinn - double the figure in 19?9

InEVltably most of the budget (perhaps three-— quarterEﬁ still

goes to the top dozen Firms although they will sub-contract

dowfiward a tair proportion of the WDEET_ Annex G lists the

suppliers by size: Tate & Lyle supply £10-25m worthl

e pa——— -

Para 314 provides a table of six Buropean collahﬂratlve

= meax

prﬂjects, the only significant omission beaing the troublead

SP70 self- -propelled gun. But three of the aix examples are

on-helicopters: the EH1DL and the FNHYD are already
committed, including proposals for a battlefield helicopter
gstudy is surely one more hostage to fortune than necaessary.

The most noticeable omission from the paper is any mention

of Michael Heseltine's northward shift of MOD establishments

and work. (The only passing reference is in para 519 in
relation to a surely erroneous shortage of school leavers to
do apprenticeshipsl. If practicable this would be a

sensible policy and must be worth pursuing.
| {U‘jﬁrf

ER WARRY
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PRIME MINISTER

cc 5ir Robert Armstrong

Statement on Defence Estimates 1086
(OD(BGY6 and ODCAK) T
Meeting of OD on 19 March at 9.00am

BACKGROUND

As indicated in the Delence Secretary's covering
memorandum {OD(86]6), his draft 1986 Defence White Paper
does not depart markedly in structure from previocus years.

The draft has the familiar six chapter structure and the

last three cover the same ground as last yvyear on forces
and equipment, the management of defence resources and the
Services and the Commupnity. The first three chapters are

in a slightly different form with arms control being given

-

a separate chapter. In last vear's White Paper 1t was
possible to give 2 central theme to the first three

chapters with the 40th anniversary of the setting up of

the North Atlantic Treaty Organisation (NATO),and argusbly

a common theme of this sort is needed to attract the more
general reader., As is now customary, the chapters of the
draft are interspersed with essays. The volume of statistics
has been circulated separately as OD(36)7.

£ The Defence Secretary propeses to publish this year's
Statement on 13 May. It is the intention that the Statement,

amended as necessary in the light of the Committee's
discussion, should be circulated for consideration by

the Cabinet at its meeting on T0 April.

3 All members of the Committee should be present with

the exception of the Chancellor of the Excheguer. The

= 3 - ™ S =
Chief Secretary, Treasury has been invited to attend.

1
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HANTIL I NG

4.

You should invite the Defence Secretary to introduce the

draft White Paper and then invite general comments, particularly

from the Foreign and Commonwealth Secretary and the Chief

Secretary, Treasury. You may wish to structure discussion to
=i . s 4,

cover the following malin issues -

a. General structure of the White Paper

It could be argued that the size of this White Paper and

its traditional structure make it suitable only for the

specialist reader. The Ministry of Defeéence are preparing

a "British Defence Policy Pamphlet" for the general public.

Will it appear at the same time as the White Paper? But

could not the material in the White Paper itself be used

more eloguently to help to persuade a wider public of the

wisdom of our defence policy? In Future years could we

have a much shorter Part One, presenting the highlights in
readahle form, while preserving the present material as
Parts Two and Three? (Defence Secretary)

bh. Defence Budget
In his covering memorandum the Defence Secretary has high-
lighted his concern to strike a balance between giving

4 5 5 = It " S
assurances that there is no budgetary justification for

drastic change or a defence review and on the other hand

warning of problems in bringing the programme into line
—

i

with avazilable cash in future. There will be a decline

in teal terms in annuel defence expenditure over the next
e

three vears, following real growth in excess of 20 per

L —— e -
cent since 1979/80. The 1986 Government Expenditure White

Paper, published in January, g

ves the following picture
TOZ);

i
(page 6 of Volume IT of Cmnd. 9
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1979=-80 L985-86 1986=-A7 1937=-BF 198H-549
{Ootturn) (Estimated (Plans) (Plans) [Plans)
Mutturn
Defence
Fxpenditure

:w.. T 14,083 7,35 16,570

(hase year
1984-55)

The White Paper does not mention this planned reduction in

real terms (paragraphs 118 to 119 and 501 to 503). wWill
M

critics not make more of the point if it is not volunteercd?

Without it, will mot the reference to a £400 million cash
increase in the second sentence of paragraph 501, masking as

gy E mg— — .
it does a real decrease, appear disingenuocust [Defence

SECTEtary and the Chief Secretary, Treasury)

As regards giving a Tair description of the problems ahead,
paragraph 118 makes it clear that there is no financial

requirement for drastic change in the roles of the Armed Forces.

e —

But the fourth sentence of paragraph 503 states that

"increasing rigour will have to be applied in striking the
balance between the maintenance of existing capabilities

and new investment...'. 5Such words could attract the
attention of people who favour increased expenditure on
defence in the years ahead or the maintenance of particular
elements in the armed forces, such as the surface fleet;

and of people wishing to prove that Trident has created
intolerable pressures on the defence budget. What existing
capabilities will be under review? Could not the need to
balance these considerations be more adroitly handled by
drawing together the arguments set out in paragraphs 118 and
503, perhaps in similar terms to those used by the Defence
Secretary in answering questions in the House on 11 February

1986 (Hansard column 770) =

"Some difficult decisions will have to be taken but
there will be no need for any change 1In our main

L
—

defence posture.”
{Defence Tecretary and Chief Secretary, Treasury)
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c. Arms Control

Paragraphs 112 to 116 of Chapter one give a brief survey
af the part plaved by conventional and nuclear weapeons in
NATO strategy. At the end of this chapter, the essay on
the Strategic Defence Initiative [(SDI) recalls in parsgraph 11
the Feoreign and Commonwealth Secretary's speech on SDI at
the Royal United Services Institute in March 1985. That

paragraph could easily he deleted. Chapter three is entirely

devoted to arms control with a TOYF account of your recent

réesponse to Mr Gorbachev in paragraphs 212 to 214.

| see three drafting problems, which officials could pursue
after the 0D meeting. The first sentence of paragraph 114
appears totally to dismiss President Reagan's long term
vision of a nuclear free world. In order to bring it into
line with your response to Mr Gorbachev, the sentence might
be amended:

"The aim of NATO strategy is the prevention of all
war, both conventional and nuclear, and in this
nuclear weapons will for the foreseeable future play

an indispensable part."

The third sentence of this paragraph, sayving that possession
of ‘a full range of nuclear forces will remain fundamental to
aur security, seems incompatible with our willingness to
contemplate a zero-zero option on INF. The point could

be covered by amendment:

"But the continued possession of nuclear forces

remains at present fundamental to our sccurity."

The second sentence of paragraph 212 seems to imply that
we could entertain the concept of a balance of nuclear
forces in Europe, and that in talking to the Soviet Union

we are acting independently of the Americans.

d
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d. Defence Rescarch and Development

Nefence accounted for 53 per cent of Government-funded

R & D in 1885-86. More than 30 per cent of this was on
equipment development, mostly by private industry. There
has been increasing concern at the pre-emption by defence

of scarce scientific and technological skills, and E{A)
decided last month that future defence R & D expenditure
should be constrained in the downwiard path shown in the 1985
Long Term Costings. There are useful references (at the

end of the essay on SDI in Chapter one, and in paragraphs 331
to '5368) to the advantages of wider application of technolopgy

developed for defence purposes. It might be helpful to add

some flavour of the E{A)} decision by inserting at the end
of paragraph 522:

"Increasing emphasis in defence procurement on inter-
national collaboration and on competition should make
possible a continuing reduction in the propertion of
procurement expenditure devoted to research and
development. This is one way to secure more defence
output from a given cash input, and would reduce defence
needs for scarce sclentific and technological resources

urgently required in other parts of the UK economy.”

{The Defence Secretary, the Lord President of the Council

and the Secretary of State for Trade and Industry)

e. The

C :
The essay on the UDR at the end of pavegraphn 06 will not
greatly please the minority in Northern Ireland but its

—

raise of the courage and commitment of the UDRE is deserved

and will be welcome to unionists - which 1n present

—r

circumstances would be useful. [ understand that the

Secretary of State for Northern Treland, whe is unable to
attend the meeting, will be commending the inclusion of
the essay in a letter to you.

3
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CONCLUSION

3 Subject to discussion, the Committee might be

g
guided to agree that the draft White Paper, taking

account of any amendments agreed in discussion, should
be circulated to the Cabinet for consideratlion om
10 April and thereafter, subject to Cabinet agreement,

be published on 13 May.

C L G Mallaby

March L0986

o
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Fiil ] iral Arnwers

Q:ilr,r (rom kis bon. Friend the Minisies for Trude who

expressed his complete opposition o W privatisation of

the royal dockyerds and wared of te e that they mighi
full inte the hands of sieanears’?

Mr. Younger: We always take the greatest trouble to
cnsure e in any changes this country’s security of supply
15 maintained, v omight be of interest to the hon. Gentleman
i remimd him that since the 19305 the vast majority of
military frucks wsed inthis counomy have been bougln from
o company owned by, Americans. Thisl diss not appear to
heave dome us mach hamn,

Mr. Nicholas Brown: What assurances can the
Secretary of Stuie give o the Royal Mavy and the wiarship
building commupitics that they will not be the major
vicLims of any expenditure cuts i his Deparmment? When
will ke place the three type 23 warship ooders thil are
scheduled For this year, and when wall he osder (he Hest
aukiliarjes?

Br. Younger: | have nothing m add o what my hon,
Friznds the Minister of Stue for Delence Procurement and
s Fllliitll.ll.'lllu.l]-' Ll e Eiq:;r..-mr_l,- of Ste for Delemce
Procucement bave sand aboul the orders in the debares
wihachi have taken place Lo the past bwo weeks, O security,
I showld have thought that all the hon. Member's
constiteents and those of bk hon, Frend the Memher [or
Dunfermling, East iMr. Brown) will be looking with some
divad i e possibilicy of the Labour pany ever coming
buck into office, becavse there will be houue job losses in
|J|I\.K"|L' L'I.I‘:I|!'i[iI:LH,:II|_'iI.!:h.

Mr. Hardy; With chickens mpidly <oming home to
fuel und Trédsury lorecasts of defence spending proving
rapidly tobe awry, would it not be as well for the Secretary
af Skace 1o pecognise the probiem and to st or announce
clecismats w16 now ruiher than to wait for further time
W elapse and for his predecessar’s role to be Fargolien?

Mr, Younger: With regard to recognising facts, the
hon, Geentleman must recognise thai after six and a half
yeurs of this Govermment, the defence budger s now
approximogely 20 per cent., b real terms, above whal i
was in 1979, Wa should put that against statements mide
by the right bon, Member for Lianelli (Mr. Davies) who
hias made W Cler in debices that the Labour pary has no
ifention of imcressing the present kevels of convemional
gpending. | do oot belicve that the hon. Gentleman has a
leg 1o stand on

Mr. Wallace: Doss the Secretary of State accept that
il so-called salami-slicing of delence spending, which is
mmplicit in hs answer, will continoe t lower the morake
of our forces? In recent months that has led 1o increasing
sumbers of resignations, Will be maks a viowe out of
peCessly il sonovunce (he sbandenment of the Trident
privject, which means not just high opporunity costs in
ierms of mew conventional equipment Bal a considerable
escalation o our puclear The power at @ inme when fhere
15 serus pegolation over deep culs?

Mr. Younger: | do not sccept most of the hon
Gientlemsan’s - premises, To abendon  our  Trident
pragrimme would be o mieks 8 most grave change o this
country s Newire security, | chink, but 1 am rot suse, thag
big SO allies peopose not just o abandon Trident bia o
repdace it with scmething clse. [ do por kpow whene they
winld find the money Toa ik,

&l
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Ural Anvwers T

Mr. John Browne: Docs wmy tghi bon. Friend aecept
that detarrence s the product of cagsibal iy fimes will and
that cais in defence give the impression 1o other nations
that we lack the will o defend owrselves? Will be assure
the Housc thar fuere defence reviews will ot coniain cuts
in effective spending and effective capability?

Mr. Younger: [ understand gy hon. Friend's point on
furure cois. We have cléarly laid onl the provisions for
defence for the next three years. [ repeat that thad stans
fresmn i possition of beast 20 per cent. higher than it was six
years apgo. thanks i the scticn of this Government,

Dr. Hampson: Will my nght hon. Friend confirm that
wlat he bas jest soid means thar there 5 & firm
commitment to Trident? Will he comment on the recent
press speculation on a review of or & delay in the Trident
pt‘..:-grrl:l:unu:'.'

Mr. Younger: There s certuinly o firm commitment
to Trivlent. Al present. the programme is on course. There
i5 no change in the Government's positisn.

Sir Anthony Grani: In his review, will my right on.
Friend seek wiews on cruiss missile deployment,
especially from the Liberal pany and the SDP, becuse it
seems 1o be obscure o the moment?

Mr. Younger: | appreciare what my hon. Friend savs.
However 1 should meake it clear (hat | am ned condocting
& review on the main components of our defence stature.
I am considering wuys in which the available cash can be
worked into it I Belisve thal consultmg the SDP and the
Liberal pary aboul their pluns would be time-consuming
and not a profitable exercise.

Sir Nicholas Bonsor: When my right hon, Friend
reviews our defence requirements, will he bear in mind the
unpoiEnee Of minining oo adequse surface flecl, and
will be consider the merits of the show, fa frigare design?

Mr. Younger: [ sppreciate my hon. Friend's poim
about the surface ficel, which we shall be king into
account, The design of futere {rigales is spother matter

Mr. Dulyell: In the work carried out by the rght hon.
Ceendleman in preparstion for the review, are any of the
papers. of the right hop, Member for Henley (M.
Heselting) or Sir Joha Mow denied 1o him?

Mr. Younger: | am net aware of any papers denied to
ine. | most again make i clear that [ am not i:.,1-1'|.|.'|u|:|;'mg
a defence review in the terms that the Opposition consider
i 1o be, | um examining the presend position of resources.
Some difficult decisions will kave 10 be aken, but there
will be no need for any change in our main defence,

POSHITE.

Sir Geoffrey Johnson Smith: Is my rght hon, Fricad
aware that we welcoms his intention nod o have a
fundamenial review on defence? The ﬂppnxil'i-:m wiold
welknme B, because they sant o destroy o British
ndependent determent,

Mr. Younger: My hon. Friend is perfectly nght. The
Uppasition have dope that iwice in recent memory, and it
hinz nod done our defence any pood.

Mr, Denzil Davies: | welcome the oght hon,
Gientleman’s decision not to have a fundomental review,
but like a pood Scotsman he is having a cash review. When
that cash review is complete, the defence Budper will be




T Ural. Arswers

q‘:[h—'r fram hiz hon, Friend the Minisier for Trede who
expressed his complete opposition o the privatisstion of
the moval dockyards and wamed of 1he fear that they might
fll imto the hands of sirangers?

Mr. Younger: We always tuke the preaiest trouble to
ensure hal inany clinnges this counity 's secunty of supply
is madmained, I might be of interest o the hop. Gentlemin
if T repind him that since the 19305 the vast majority of
iabitary trucks used in this countsy have been boeght from
A company owned by Arevicans. That does not appear 1o
have done Ls mwsch hom,

Mr. Nicholas Brown: What assurances can the
Secrawry of Spe give o the Roval Navy and the warship
tailling communilics that they will wo be the major
victims of any expendinine culs in his Depanmeni? When
will be place the three type 23 warship orders (il dire
sehieduled for this year, and when will be order the fleet
ouxiliaries?

Mr. Younger: | bave nothing to add o what oy hou,
Friends the Miniaer of Stite for Defence Procurement and
the Parliamentary Under-Secretary of Staie for Delernce
Procunemenl have snid about the orders in the debates
which hive lnken place inthe past ivwo wesks, On security,
[ should hove thought thae all the hon.  Member's
constiaents: and s of his bon. Friend the Member for
Dunfermline; East (Mr, Brown) will be looking with some
dread &l the passibility of the Labour party ¢ver coming
tack inlo office, becavse there will be huge job losses in
thise conssiieneies,

Mr. Hardy: With chikens mpidly coming home 16
foust and Trensury forecests of defence spending proving
rapidly 1o be awry, wastld i oot Be as well for the Secretary
of Szie 1 ecognise the problem and to et or annodnce
decisions upon i now ruther than to wait for further lime
o edopse und fop his predecessor’s mole to be forgoticn?

Mr. Younger: With regard 0 recopnising s, (he
hon. Geptleman mwsl pecogntse that after six and a half
years of this Government, the defence budgst is now
upproxiguately 20 per cent,, in real terms, above what it
wis In 19099, We should put that against statements mada
by the nght bon. Member for Llameli (Mre. Davies) who
las masde it clear in debates thar the Labour pany bas no
intemion of increasing the present levels of conventional
spending. 1 do pot believe that the hon, Gentkeman has a
J-:g o stand oo,

Mr. Wallace: Doy the Secretary of State accept that
the so-called salomi-slicing of defence spending, which is
waplicit in his answer, will continue o lower the morale
of our forces? In recent months that has led to mereasing
pumbers of msignations. Will be make a virme oot of
macessity and announce the abandonment of the Trident
praject, which mwans ool just high opponunity costs in
lerma of new conventignal equipment bul a considerable
ebcilufion in eur nuclear fire power af a time when (here
15 sErknus I:H:ELI[i'h[i.IIII'I vl degp cuts?

Mr. Younger: 1 do not scoepr most of the hon
Gentleman's  premises. To  abapdon  our  Todemi
programime wisild Be o make o most grive change in this
cowintry s future security. §think, bat [ am not sere, that
bis 3P allies propose not just o abandon Trident but 1a
replace it with sommething else. | do mot know where they
would find the momey for tha
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Mr. John Browne: Does my dight bon. Friend accept
that deterrence fs the product of copability tmes will and
that cuts in defence give the impression to other nations
that we fek the will to defend curselves? Will he akame
the Heaese thus future defence reviews will ol contain cuts
in effective spending und effective capabiling?

Mr. Younger: | understand my hon. Friend's paint on
future cuts. We have clearly laid our the provisions for
defence for the mext three vears. [ repeal that ithat stars
from a position at feast 20 per cent. higher than it was sia
Years ape, thanks 1o the action of this Government

. Hampson: Will my right hon. Friend confirm that
what he hae jost said means thal thers i3 a0 firm
commitment o Tridene? Wall he comment on the recent
press speculation on d review of or 8 delay in the Trides
proggrivmme

Mr. Younger: Thers is cemainly 2 flrm comimibment
to Trident. At present, the progrumane is on course. There
is noy change 1 the Government's position.

Sir Anthony Grant: In his review, will my right hom.
Friend seek wiews on cruise missile  deplovment,
especilly [nom the Liberal pany and the S0P, hecause it
seems Lo be obscore a1 the momem?

Mr. Younger: | appreciate what my hon. Friemd says.
However 1 should make it clear that [ am oot copducting
a review on the man componénts of our defence stature.
I am coasidering wuys in which the available cash can be
worked into 5. I believe that consulting the S0P and the
Liberal party about their plans would be fime-consuming
and not a profitable exercise,

Sir Nicholas Bonsor; When my right hon, Friend
reviews oot defence requircients, will be bear in mind the
imponance of maintaining an adequote sarface fAeet, and
will he consider the merits of the short, fat frigse design?

Mr. Younger: | appreciate my hon. Friend's point
aboul the surface fleet, which we shall ke taking inio
accpant, The design of fuldre (vigares 15 anolher motier

Mr. Dalyell; [n the work cemied out by the rght on,
Cientleman in preparation for the review, are any of (he
papers of the nght hon.  Member for Henley (Mr.
Heseltine) or Sir Joha Mot denied 0 him?

Mr. Younger: [ am not aware of any pepers denied to
me. | st again make il clear that | om not coaducting
a defence review in the terms that the Opposition consider
it 10 be. | am examining the preseot position of resounces.
Some diffficull decistons will have (o be taken, but there
will be no need for any change in our ssin defence

postuns.

Sir Geoffrey Johnson Smith: [s my rght hon. Friend
aware that we welcome his intention not 1o have o
fundnmenial raview on defence? The Opposition would
welcome  il, because they want o destroy a Hritlsh
mdkependent delerrent.

Mr. Younger: My hoo. Friend is perfectly right. The
Opposition have done that twice in recent memory, and |
has not done our defence any good,

Mr. Denzil Davies: | welcome the right  hon.
Gentleman's decision nal o hiave o lundamenial resiew,
bt like @ good Scoltsman he s having o cash review. When
thal cush review is complew, the defence budget will be
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saen b he oot of contral h_'r £1 balleds. I 11 pod i1:|.]:l-::-1\.i!‘.-|r:
to fimance Trdem and all the existing conventional
cormmitments at the same time? Something must give—
Trdent or conventingal delence

Mr, Younger: What is eking place s the normal
annual process of a review of the bong-1erm cositngs of the
defence Programme “tgﬁn:ﬁllE mu1|_'|'|:'n.|:a the b factors,
o cannol undenake w buy svenvthing that everyone
wants i each depariment, There &5 no call for any
lirmlamenital review of our defence posture.

Mr. Soames: Will my right bon. Friend scknowledpe
thiet ot 15 [olly o pretend thit there is oo crsis in defence
spending in Brilain today?® Dhoes e apnee that it s Fa
betler 1o have a deience review now 1o tackle the
fundamental chodces that st be mipde mther than to wait
witll the crizis becomes unlenable?

Mr., Yoonger: [ know my hon. Friend's long-held
sirong views on this subject, | assure bim that, In my
cxpmination of the defence bodget, 1 shall not feave
anything to chance. | shall ake the greatest care,

Procarement

5. Mr. Willie W, Hamilton psked the Secretary of
atate  for [Delence when he next intends o meet
representatives of British deferce manufacturers to discuss
delence procurement.

Mr. Younger; 1 intend o chair the next mecting of the
MNational Defence Industries Council on 27 February,

Mr. Homilton: Does the right hon, Gentleman agree

that the future of the Mimtod project is very much in
question because of i escalating cost? That project is
manufactured prinmrily by GEC. When the chairman of
GEC, he right hon. Member for Wavency (Mr. Prior),
makes representations o the right hon, Gentleman, does
he speak on belall of his constituents in Waveney, or is
he earning his £60,000 a veor as chalman of GEC?

Mr. Younger: Another question has been put down on
this subject, but [ can tell the hon. Gentleman that when
my right bon. Friend the Member for Wavensy (Mr, Prior)
speaks o me ad chabman of GEC, be is, of course,
speaking for that company .

Sir Joho Farr: Con my fight hon. Friend say whether
the 50 or 60 per cent. of the conterd of Trident that is
supposed to be British i being prepared and whether
approaches are being made o Botish manofaciurers o
fulfil that proper percentage?

Mr. Younger: O course, we are anxious to secure the
highest percentage of British participation in this project,
and we shall follow my hon. Friend's suggestion.

Mr. Duffy: Ar that neeting on 27 Febmuary, will the
Secretary of Stme eénsure that British defence manufac-
turers wre fully alive not only to the contract and job
possihilities open to them through the Numn and Quayle
amendments &nd the Weinburger memorendum, bat o ihe
lemger-term threear posed by Gramm-Budmen?

Mr. Younger: | have no doubr that that subject will be
discussed ot the meeting.

Mr. Robert Atkins: In  conpection  with the
procurement of the [55mm shell for the FH70, does my
right hon. Friend agree that, sere that procuremeant to have

Lo
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been from a British company . the delay of 15 months thal
has surmounsded this contract woubd have pecessitabed
possitle cancellation and second sourcing from another
company? Why should it be any different when we are
procuring the balance of the conteact from Rhzinmetall in
Dusseldoef, which is havning many osdpance factories
including the one in my constitvency?

Mr. Younger: | appreciate my hon. Friend's sirong
ferlings on the matter. which affeces his constitucnts, but,
85 he knows, those purchases are part of 3 work-zharing
agreement, which is of muotal bepafit 0 West Germam,
aril Britain, It would be impossible to vpset the agreement
without cauwsing preat difficulties.

Fearless and Intrepid

B, Mr. Dimen asked the Secretary of Stage for Defence
when he expects to announce the order of replacements Tor
HMS Fearless and Inirepid

Mr. Lee: In antlcipation of ibe curmem specialis
anlphibim !.:I:ipl: comng i the emd o therr el Jives
in aboul the mid- 1000, we have, during the pnst venr,
been examining all the aspects of our future amphibioons
capahility in relatioo: o our overall delfence peeds. We
cEpect D make & decision on oar [ulaee ampinbios
capability fater this year.

Mr. Dixon: Since it has been reporied that the joim
chiefs of s@af have jecommendsd the compheie
replacement of those two vessels, why does the Ministes
neM pecem their advice and place thase onders as early s
passible, preferably onthe River ] vne, where the shipyard
workers gre looking for work from this Governmen,
benring in mind the unceriainty about the type 23 and the
royal flest aexiliaries?

Mr. Lee: | have nothing to add 1o my reply in ferms
of timing. The obtoining of any future orders will be a
mRtter of |'.‘l.:l|'|t|.'!¢[:|li.l::|n As the bon. Gentleman knooss, oo
are evaluating tenders from Swan Hupier In his
constitvency and from Harland and Waolff.

Mr. Allen McKay: How much of the surface flest will
the Government let go o keep Trdent? How much af the
mamifactore and maistenance of Trident will bhe cangad
ot by Hritish mmamufpeiemes

Mr. Lee: We have every intention of maintaining 2
fleet of abour 30 escon vessels,

Mir. O'MNeill; Siven that the Government will have
1'.II:|I_'r' f cash review and g 1 % por Temdumentad, how con
the Minister give any assurances about the size of the feei
or, indeed, the nmphi]:-i-.':—us cralt about which T hen
Friend the Member for Jarrow (Mr. Dixon) psked him?

Mr. Lee: The hon. Gentleman and the House need only
examine our paval expenditore since 1979 o know that we
have a record of which o be proud. We shall not let the
convenuonal MNavy down

NATO Exercises

10, Mr. Kirkwood asked the Secretary of State fim
Defence if troops from the Noh Atlaniic Trealy
Chganisation exercising in the Uniied Kingdom are
regaired o notify his Depariment of the equipment and
weapon: o be involved; oml if he will make a siatement,
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The Defence White Paper i=s to be taken bI 0D naxt weak. You
may like to glance at it over the weekend.

Generally speaking it is a well-presented paper which you will

find generally acceptabla. There are a number of useful

B28AYS including one on the UDR., Arms Control is dealt with

gatisfactorily.
I see only two problems:

ﬁivéii you will not like paragraph 11 of thq Essay on the SDI

H»JHI which reverts extensively to the Fﬂr%ign Secretary's

e RUSI speech last year. y
= =

{ii)} it is nowhere explicitly admitted that there will be a

decline in real terms in defence expenditure over the

next three years. This could give rise to accusations

in the House that the Government is trying to obscure
this fact. T

—

—

T ﬁttach a note by the Policy Unit (A) and a brief by the
Cabinet Office (B).

iy S

Charles Powell
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