
S E C R E T 


Ref. A09 570 


P R I M E M I N I S T E R 


P u b l i c E x p e n d i t u r e 1979-80: C a s h L i m i t s 1979-80 and 

C i v i l S e r v i c e Manpower 


The two T r e a s u r y p a p e r s - P u b l i c E x p e n d i t u r e : Scope f o r Cuts (C(79) 4) 


and C a s h L i m i t s (C(79) 5) - and the CSD paper on C i v i l S e r v i c e M a npower 


(C(79) 7) r e p r e s e n t e s s e n t i a l b u i l d i n g b l o c k s f o r the C h a n c e l l o r ' s Budget. F o r 


good o r d e r you w i l l need to take them s e p a r a t e l y (and I am l e t t i n g you have a b r i e f 


on each) but they hang together and i n some r e s p e c t s o v e r l a p . I do not know how 


f a r the C h a n c e l l o r w i l l be w i l l i n g (or i n d e e d at t h i s stage able) to expose the 


b r o a d a r i t h m e t i c of h i s Budget. But i t would no doubt help h i m , and focus the 


m i n d s of Cabinet, i f you f e l t a b l e to give them a c o l l e c t i v e s c e n e - s e t t i n g 


i n t r o d u c t i o n . T h i s m i g h t take the f o l l o w i n g f o r m : 
(a)	 We have a d r e a d f u l i n h e r i t a n c e . The p r e v i o u s G o v e r n m e n t budgeted f o r 


a 2 p e r cent i n c r e a s e i n p u b l i c e x p e n d i t u r e t h i s y e a r i n r e a l t e r m s and 


g r o s s l y u n d e r e s t i m a t e d , i n t h e i r pubUc ex p e n d i t u r e p l a n s , the p r i c e s 


they would have to pay f o r goods and the pay they would have to a l l o w 


t h e i r e m p l o y e e s . The b u i l t - i n a s s u m p t i o n f o r the p r i c e of goods was 


of an i n c r e a s e of 8^ p e r cent o v e r l a s t y e a r - the R P I i s a l r e a d y o v e r 


10 p e r cent up on a y e a r ago and r i s i n g . S i m i l a r l y they a s s u m e d that 


the e a r n i n g s of t h e i r own employees would i n c r e a s e some 7 p e r cent 


o v e r the y e a r . The outcome i s l i k e l y to be two o r t h r e e t i m e s as m u c h 


as t h i s . 


(b)	 M o r e o v e r the l a s t G o v e r n m e n t gave a good de a l of c u r r e n c y to a p u b l i c 


s e c t o r b o r r o w i n g r e q u i r e m e n t t h i s y e a r of a r o u n d £ 8 | b i l l i on. Without 


a c t i o n to i n c r e a s e the net y i e l d of taxes and/or to cut p u b l i c e x p e n d i t u r e 


the o u t t u r n i s l i k e l y to be a good d e a l h i g h e r than t h i s . Thus the 


C h a n c e l l o r w i l l need to make up a good d e a l of ground s i m p l y to r e t u r n 


to the p r e v i o u s Government's P S B R t a r g e t on w h i c h confidence depends. 


The scope f o r c u t t i n g d i r e c t t a x a t i o n t h e r e f o r e t u r n s c r i t i c a l l y on m a k i n g 
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S E C R E T 


b i g g e r s a v i n g s i n p u b l i c expenditure or b i g g e r i n c r e a s e s i n i n d i r e c t 


t a x a t i o n than those needed to r e s t o r e the l a s t Government's P S B R 


o b j e c t i v e , l e t alone to i m p r o v e on i t . 

(c)	 But our economic s t r a t e g y depends c r i t i c a l l y on m a k i n g a s i g n i f i c a n t 


s t a r t i n the r e d u c t i o n of d i r e c t t a x a t i o n i n t h i s Budget. The C h a n c e l l o r 


w i l l t h e r e f o r e r e q u i r e a l l the help he can get f r o m his c o l l e a g u e s i n 

m a k i n g i m m e d i a t e cuts i n p u b l i c e x p e n d i t u r e . To the extent that these 


cuts a r e not f o r t h c o m i n g e i t h e r i n d i r e c t taxes w i l l have to be i n c r e a s e d 


f u r t h e r - with consequent u p w a r d p r e s s u r e on the R P I - or the 

Government's a m b i t i o n s f o r cuts i n d i r e c t t a x a t i o n w i l l have to be 

r e s t r a i n e d and our new s t r a t e g y w i l l be h a m s t r u n g b e f o r e i t s t a r t s . 


2. If you f e l t l i k e opening the d i s c u s s i o n on these l i n e s you c o u l d then i n v i t e 


the C h a n c e l l o r to add any g e n e r a l comments. T h e r e a f t e r you m i g h t take y o u r 


c o l l e a g u e s s u c c e s s i v e l y through the t h r e e p a p e r s i n the o r d e r : 1_ p u b l i c 

expenditure; 2_ c a s h l i m i t s ; 3_ C i v i l S e r v i c e manpower. 


16th May, 1979 
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Ref: A09576 


C O N F I D E N T I A L 


P R I M E M I N I S T E R 


P u b l i c E x p e n d i t u r e : Scope f o r Cuts 


(C(79) 4) 


B A C K G R O U N D 


T h i s paper by the C h i e f S e c r e t a r y r e p r e s e n t s the f i r s t step i n a 


l o n g e r t e r m p r o g r a m m e of c u t s i n p u b l i c e x p e n d i t u r e . F u r t h e r p r o p o s a l s 


c o v e r i n g the a r r a n g e m e n t s f o r r e v i e w i n g e x p e n d i t u r e f o r 1980-83 w i l l be 


before the C a b i n e t next week. A n d a f u l l - s c a l e r e v i e w w i l l take p l a c e a f t e r 


the Budget w i t h a r e p o r t back to C a b i n e t i n the summer. The paper makes a 


m i x t u r e of p r o p o s a l s , some of w h i c h a r e f o r i m m e d i a t e d e c i s i o n and o t h e r s 


f o r f u r t h e r d i s c u s s i o n w i t h spending D e p a r t m e n t s . B i l a t e r a l d i s c u s s i o n s 


a r e planned f o r next week and the C h i e f S e c r e t a r y would then intend to b r i n g 


h i s s p e c i f i c p r o p o s a l s f o r decision to Cabinet. G i v e n the Budget t i m e t a b l e 


the m o st convenient date f o r a m e e t i n g of the C a b i n e t f o r t h i s purpose i s 


l i k e l y to be 31st May. 


2. In a d d i t i o n to r u n n i n g through h i s own suggestions the C h i e f S e c r e t a r y 


w i l l put c o n s i d e r a b l e e m p h a s i s on h i s p r o p o s a l that M i n i s t e r s i n charge of 


spending D e p a r t m e n t s should c o n s i d e r u r g e n t l y whether they can o f f e r any 


f u r t h e r s a v i n g s t h i s y e a r . He does not say how much he wants i n f u r t h e r cuts 


but h i s p r e s e n t suggestions appear modest and of c o u r s e i t i s by no means 


c e r t a i n that C a b i n e t w i l l adopt a l l of them. You may t h e r e f o r e f e e l that i t 

would be w o r t h w h i l e putting spending M i n i s t e r s on t h e i r m ettle by a s k i n g 


that a l l t h e i r suggestions f o r a d d i t i o n a l savings should be f o r w a r d e d to the 


C h i e f S e c r e t a r y by, say, Monday of next week w i t h c o p i e s to you f o r 


i n f o r m a t i o n . 


H A N D L I N G 


3. If you adopt my suggestion i n the c o v e r i n g b r i e f that you, and p o s s i b l y 


the C h a n c e l l o r , should make a s c e n e - s e t t i n g i n t r o d u c t i o n to the three 


expenditure p a p e r s , you c o u l d p r o b a b l y t a c k l e this paper by m o v i n g s t r a i g h t 
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CONFIDENTIAL 


to the conclusions in paragraph 16 without further preliminary. The 


following check-list may be helpful:
16(i) "The proposals listed in the Annex should be discussed with 


Ministers concerned, after which I should report back to Cabinet 


with my recommendations": You will want to establish at the 


outset that the specific proposals in the Annex are not a substitute 

for any squeeze arising from the operation of cash limits. They 


stand on their own. This said you will then want to run through 

the items in the Annex as follows:-


Annex, paragraph 1(a) Housing capital: You will want the 

views particularly of the Secretary of State for the Environment, 

the Secretary of State for Scotland, the Secretary of State for 

Wales and the Secretary of State for Northern Ireland. Unless 


they object in principle bilateral talks with the Treasury can go 

ahead after the meeting. The scope for savings is considerable. 


Annex, paragraph 1(b) Local Authority Rents: The same 


Ministers are involved and may wish to speak. The Cabinet 


too may care to express a view on whether it prefers an 


increased rent guideline or a cut in the subsidy on "new capital 


costs element". The latter has the political merit of leaving 

specific decisions to local authorities. 


Annex, paragraph 2(a) Prescription Charges: The Secretary of 


State for Social Services will wish to speak. The issue is highly 

charged politically and you may want to check on what, if 


anything, was said during the election campaign. 


Annex, paragraph 2(b) Miscellaneous Health Charges: The 


Secretary of State for Social Services and the Chief Secretary 


should be asked what they have in mind - and perhaps to say why 


opthalmic charges are to be excluded? 
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Annex, paragraph 3(a) School Meal Charges: The schools meal 


service is very expensive - upwards of £400 million a year 
and meals are heavily subsidised. Provided that the poorest 

children can be protected this proposal may be generally 

acceptable. You may also find it illuminative to ask about 


the current cost of providing subsidised or free meals to 

school teachers and other school helpers and to enquire into the 

justification for the present practice. Looking further ahead 


it could well prove that the school meals service is worth a 


close examination in terms of justification and value for money. 

It costs more than twice as much as the provision of books. 


Annex, paragraph 3(b) Awards to 16-18 year olds: It is to be 

doubted whether any of your colleagues will wish to revive this 


proposal. 


Annex, paragraph 4(a) Special Employment Measures: I under


stand the savings shown to be gross in that they do not take 

account of the increased Unemployment Benefit that would 

have to be paid if the Special Employment Measures were 


reduced or cut back. Cabinet will need an idea of the net 


savings. 


Annex, paragraph 4(b) The MSC Programme: The same gross/ 


net problem arises. 


Annex, paragraph 5(a) The NEB: The Cabinet can be expected 


to look on the figure of savings here with some scepticism. 

However we understand that £50 million represents the 

uncommitted margin in the NEB's accounts. It implies a total 


moratorium on new investment and as such may be unrealistically 


high. 


Annex, paragraph 5(b) Regional Support: Given that regional 

support is now running well in excess of £ 1 billion a year a 


£15 million saving looks very small. You will certainly want 


to ask what arrangements are being made to put in hand the 
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C O N F I D E N T I A L 


" f u l l r e v i e w " r e f e r r e d to and when i t i s expected to be a v a i l a b l e . 


E v e n a l l o w i n g f o r the need f o r a r e v i e w c o l l e a g u e s may w e l l 


q u e s t i o n whether £ 15 m i l l i o n i s a l l that c a n be expected this y e a r . 


(The D e p a r t m e n t w i l l argue that the t i m e needed to p r o c e s s 

c l a i m s means that cuts i n , say, R e g i o n a l D e v e l o p m e n t G r a n t 


would not show up as l o w e r e x p e n d i t u r e u n t i l next y e a r . ) 


Annex, p a r a g r a p h 5(c) S c o t t i s h and W e l s h Development A g e n c i e s : 


A g a i n , £ 10 m i l l i o n l o o k s s m a l l . Is i t the best that can be done? 


Annex, p a r a g r a p h 6 C o m m u n i t y L a n d Scheme: No p r o b l e m . 


Annex, p a r a g r a p h 7 A i d : £20 m i l l i o n m a y be a l l , as the paper 


says, w h i c h can be found t h i s y e a r g i v e n e x i s t i n g c o m m i t m e n t s 


but a l o t of a t t e n t i o n w i l l need to be c o n c e n t r a t e d on th i s a r e a 


i n the p ost-Budget exp e n d i t u r e r e v i e w . 


Annex, p a r a g r a p h 8 B r i t i s h R a i l F a r e s : T h i s i s the only 


s u g g e s t i o n i n the A n n e x f o r r a i s i n g n a t i o n a l i s e d i n d u s t r y p r i c e s 

above the l e v e l needed to keep w i t h i n t h e i r c a s h l i m i t s . Y o u 


w i l l want to a s k what p r o s p e c t s e x i s t i n other n a t i o n a l i s e d 


i n d u s t r i e s , e. g. gas and e l e c t r i c i t y , f o r a s i m i l a r o p e r a t i o n . 


Annex, p a r a g r a p h 9(a) BNOC: C o l l e a g u e s w i l l no doubt f i n d 


this s p e c i f i c p r o p o s a l a c c e p t a b l e . But as w i t h n a t i o n a l i s e d 


i n d u s t r y p r i c e s under the p r e v i o u s i t e m , the B N O C p r o p o s a l 


i s the o n l y r e f e r e n c e to n a t i o n a l i s e d i n d u s t r y c a p i t a l spending. 


You w i l l want to a s k n a t i o n a l i s e d i n d u s t r y sponsor M i n i s t e r s 


what o p p o r t u n i t i e s may be open to them. 


Annex, p a r a g r a p h 9(b) E n e r g y R e s e a r c h : G i v e n the i m p o r t a n c e of 


d e v e l o p i n g our energy s u p p l i e s , i t l o o k s a l i t t l e odd to s i n g l e 

out energy r e s e a r c h f o r a m o r a t o r i u m on new c o n t r a c t s . Is 


t h i s s e n s i b l e i n i t s e l f ? A n d what scope e x i s t s f o r other s a v i n g s 


i n r e s e a r c h expenditure by G o v e r n m e n t D e p a r t m e n t s as a wh o l e ? 




C O N F I D E N T I A L 


16(ii) "A r e d u c t i o n i n the Rate Support G r a n t to L o c a l A u t h o r i t i e s of 


£200 m i l l i o n should be made on the l i n e s p r o p o s e d i n p a r a g r a p h s 7-9": 


T h i s p r o p o s a l l i n k s a c r o s s to the C a s h L i m i t s paper (C(79) 5, 


p a r a g r a p h 16(ii)). The essence of the p r o p o s a l i s that the 

G o v e r n m e n t should give a b l a n k e t R S G c o v e r f o r a l l l o c a l a u t h o r i t y 

pay s e t t l e m e n t s a f f e c t i n g p u b l i c expenditure this y e a r and then make 


a s i n g l e and s p e c i f i c deduction of £200 m i l l i o n (England and Wales) 


and £25 m i l l i o n (Scotland). T h i s i s a r e l a t i v e l y s i m p l e and t i d y 


p r o c e d u r e and av o i d s the c o m p l i c a t i o n of d e t a i l e d n e g o t i a t i o n on RSG 


f o r each and e v e r y pay s e t t l e m e n t i n the l o c a l a u t h o r i t y f i e l d . Some 


of your c o l l e a g u e s may r e g r e t i t f o r j u s t t h i s r e a s o n . On the other hard 


i t s s i m p l i c i t y has many a t t r a c t i o n s . The C h i e f S e c r e t a r y m ight be 


a s k e d to e x p l a i n h i s p r o p o s a l and the ' t e r r i t o r i a l ' and education 


M i n i s t e r s to comment. You might then seek to d e t e r m i n e whether 


the Cabinet:

(a)	 i s p r e p a r e d to adopt the r e c o m m e n d e d c o u r s e ; 


(b)	 c o n s i d e r s £225 m i l l i o n as an adequate offset. (It m a y 

be w h o l l y out of s c a l e - i n the sense of being too s m a l l 
i n c o m p a r i s o n w i t h the sav i n g s being sought f r o m c e n t r a l 


Government. The C h i e f S e c r e t a r y c o u l d be a s k e d to 


r e - e x a m i n e the number w i t h this c o n s i d e r a t i o n i n mind. ) 


1 6 ( i i i )	 " T h e r e should be a d e t a i l e d r e v i e w of the scope f o r s e l l i n g 


a s s e t s ( p a r a g r a p h 10) w i t h the i n t e n t i o n of r a i s i n g some £750 to 

£ 1000 m i l l i o n i n the c u r r e n t y e a r " : S t r i c t l y s p e a k i n g the sa l e of 

a s s e t s i s not e q u i v a l e n t i n i t s m o n e t a r y e f f e c t s to a cut i n p u b l i c 

e x p e n d i t u r e . But there i s u n l i k e l y to be any other way i n w h i c h the 

Budget a r i t h m e t i c can be made to balance and i t i s u n l i k e l y that the 

m o n e t a r y t h e o r i s t s o r the m a r k e t s w i l l j i b . To make the Budget 

f i g u r e s come out r i g h t , s a l e s must be f o r c a s h , not on extended c r e d i t 


t e r m s . 
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C O N F I D E N T I A L 


16(iv) "We should take a d e c i s i o n on the cut i n the C o n t i n g e n c y 


R e s e r v e i n the l i g h t of what we decide on the r e l e v a n t S o c i a l 

S e c u r i t y p r o p o s a l s " : The S o c i a l S e c u r i t y p r o p o s a l s c o n c e r n e d a r e 


not yet to hand and i t may be that a f i n a l d e c i s i o n on the C o n t i n g e n c y 


R e s e r v e w i l l have to be d e f e r r e d u n t i l the C a b i n e t m e e t i n g on 31st May. 


T h e r e i s no doubt that a cut i n the r e s e r v e can r e p r e s e n t a m e a n i n g f u l 


cut i n p u b l i c e x p e n d i t u r e but only i f l a t e r spending d e c i s i o n s can be 


h e l d w i t h i n the r e d u c e d t o t a l . The c r e d i b i l i t y of a cut i n the r e s e r v e 


i s t h e r e f o r e a q u e s t i o n of o u t s i d e r s ' judgments on the Government's 


s t r e n g t h of punpose. The C h a n c e l l o r can p r o b a b l y get away w i t h i t 

t h i s y e a r but the G o v e r n m e n t w i l l need to w i n i t s s p u r s i f a repeat 


p e r f o r m a n c e i s to s u c c e e d next y e a r . 


16(v) "The Contingency R e s e r v e should be used as an o p e r a t i o n a l 

i n s t r u m e n t to ensure that any d e c i s i o n s to add to expenditure a r e 


c»ntained w i t h i n the planned t o t a l as p r o p o s e d i n p a r a g r a p h 12": 


P a r a g r a p h 12 - with i t s p r o p o s a l that m a j o r c l a i m s on the r e s e r v e , 


o r other c l a i m s w h i c h T r e a s u r y M i n i s t e r s a r e not t h e m s e l v e s p r e p a r e d 


to a c c e p t should be r e f e r r e d to the C a b i n e t f o r a d e c i s i o n r e f l e c t s h a r d 


e x p e r i e n c e . It i s a n e c e s s a r y p a r t of the p r o c e s s of m a i n t a i n i n g 

d i s c i p l i n e on p u b l i c e x p e n d i t u r e and e n d o r s e m e n t at this stage by the 


Cabinet, c l e a r l y r e c o r d e d i n the m i n u t e s , would be h e l p f u l i n the f u t u r e . 


16(vi) " M i n i s t e r s i n charge of spending D e p a r t m e n t s should c o n s i d e r 


u r g e n t l y whether they can o f f e r any f u r t h e r s a v i n g s i n 1979-80": 


I have touched on this point e a r l i e r i n t h i s b r i e f . The n n d e r l y i n g 


r e a l i t y i s that spending M i n i s t e r s a r e the best p l a c e d to know where 


t h e i r e x p e n d i t u r e s can be cut. B u t of c o u r s e they a l l tend to operate 


t h e i r own p r i v a t e C o ntingency R e s e r v e . You a r e m o re l i k e l y to get 


s e n s i b l e o f f e r s f r o m them at t h i s e a r l y stage of the l i f e of the 


G o v e r n m e n t than you w i l l l a t e r on when they have become more 


i d e n t i f i e d w i t h t h e i r D e p a r t m e n t and i t s c l i e n t s . A s t r o n g push now 


c o u l d be r e w a r d i n g . 
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C O N F I D E N T I A L 


C O N C L U S I O N S 


4. You w i l l want to r e c o r d s p e c i f i c c o n c l u s i o n s on each of the i n d i v i d u a l 


r e c o m m e n d a t i o n s i n p a r a g r a p h 16 of C(79) 4, together with a g e n e r a l s t e e r on 


each of the separate i t e m s i n the An n e x to that paper. You w i l l i n a d d i t i o n 

w i s h to i n v i t e each of the D e p a r t m e n t a l M i n i s t e r s c o n c e r n e d w i t h the expendi


t u r e s i n the A n n e x to undertake urgent b i l a t e r a l d i s c u s s i o n s w i t h the C h i e f 

S e c r e t a r y , T r e a s u r y , and to i n v i t e a l l M i n i s t e r s to put p r o p o s a l s f o r f u r t h e r 


savings to the C h i e f S e c r e t a r y by next Monday w i t h t h e i r p r o p o s a l s c o p i e d to 


you f o r i n f o r m a t i o n . 


John Hunt 


16th May 1979 
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