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

O"\Q ' [§ way,

ANNOUNCEMENT OF PUBLIC EXPENDITURE CUTS
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The Chancellor wanted the Prime Minister to be aware of his
most recent thinking on the presentation of some of the
Cabinet's decisions on reductions“in public expenditure,
following discussions he has had last night and this morning
with the Secretaries of State for Education and for the Environment.
You will already have received from Mr. Carlisle's Private
Secretary the text agreed between the Chancellor and the
Secretary of State covering the Government's broad approach on
RSG and pay settlements. There are however severe limitations
on the progress likely to be made in the teachers pay
negotiations in the absence of any clear statement of the
Gover t's intentions regarding RSG. Furthermore, it will
be difficult, and not at all userul, to try to sustain the
position where the Lord President will have revealed to the
Civil Service Staff Side the position of central government
pay-related cash limits, whilst the Government will have made
only qualitative statements about reductions in RSG.
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The Chancellor therefore proposes, subjeet of course to
the Prime Minister's views, to include in his speech during
the Debate on the Address on Tuesday 22 May a passage on the
i;}lowing lines: A

(i) Some general remarks about the Government's approach
to public expenditure.

The Government's intention not to increase cash limits
to take account of prjces increases larger than
originally provided for, and to INCrEase TNe Wige-
related elements of central Government cash limits

by ¥ per cent less than would be needed to cover

the Civil Service pay settlement in full.

. {iii) The intention_to reduce RSG cash limit for 1979/80
O—M'.J‘ \F” s by at leas million before allowing for any

L .“M’ of‘f‘set to the teachers pay settlement
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The Chancellor would say that the Government will also be
making some specific expenditure cuts but he would give
no details; that is for the Budget statement.

The Chancellor is not worried by this minor pre-emption
of his Budget statement. In any event, it is virtually
certain that details of these decisions will leak out after the
Lord President has seen the Civil Service Staff Side, and
Mr Heseltine has spoken to the local authority organisations.
The Chancellor would present the reduction in RSG as the
necessary consequence of two factors; the need for the
local authority sector to carry a share of the Government's
general reductions in public expenditure, and the Government's
decision to to offset fully the level of pay settlements in
this sector.

I am copying this letter to the Private Secretaries
to the Lord President, the Secretaries of State for the
Environment, Education and Scotland, and to Martin Vile.
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10 DOWNING STREET

From the Private Secretary 21 May 1979

P ks,

ANNOUNCEMENT OF PUBLIC EXPENDITURE CUTS

The Prime Minister has seen your letter of 18 May in which
you indicate that the Chancellor proposes to include in his
speech tomorrow during the Debate on the Address a passage on
public expenditure.

The Prime Minister agrees that the Chancellor should make
some general remarks about the CGovernment's approach to public
expenditure, and that he should also announce the Government's
intentions on cash limits in relation to central Government
expenditure. However, she thinks that it would be unwise to
announce that the RSG cash limit is to be reduced by at least
£300 million before allowing any offset to the teachers' pay
settlement. Her view is that if this figure is announced now,
the amount of offset attaching in due course to the teacher's pay
settlement will become known; and she thinks it would be best
to avoid this.

I am sending a copy of this letter to the Private Secretaries
to the Lord President, the Secretaries of State for the Environment,
Education and Scotland, and to Martin Vile (Cabinet Office).

Martin Hall, Esq.,
HM Treasury.




DEPARTMENT OF EDUCATION AND SCIENCE
ELIZABETH HOUSE, YORK ROAD, LONDON SEI1 7PH

TELEPHONE 01-928 9222

FROM THE SECRETARY OF STATE

T Lankester Esq
10 Downing Street
LONDON SW1 2 May 1979
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My Secretary of State has seen Martin Hall's letter of 18/May to you
about the announcement of public expenditure cuts by the Chancellor
tomorrow and your reply of 2T\May; and also Mr Heseltine's letter of
the same date to the Chancellor about public expenditure.

Mr Carlisle is glad to see that the Prime Minister has decided against
specifying the offset to the RSG cash limit in tomorrow's statement,
for he was about to recommend this to her for the reasons that she has
advanced. This line is reinforced by the fact that a settlement has
this afternoon been concluded with the primary and secondary school
teachers. Whatever figure is first announced, should therefore cover
this settlement and not be left indeterminate for the future. Against
this background it is clearly essential that there should be no
specific reference to teachers in the Chancellor's statement tomorrow.
It must be made clear that teachers are being treated in exactly the
same way as all other groups.

On the distribution of the cuts in public expenditure in 1979-80,

Mr Carlisle prefers the approach which he understands the Chief Secretary
has in mind following Thursday's Cabinet, ie to set each Minister a
target that takes full account of individual circumstances and the
Government's priorities rather than to seek to impose an across the

board percentage reduction.
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I am sending copies of this letter to the Private Secretaries to the
Lord President, the Secretaries of State for the Environment and Scotland,
the Chief Secretary and to Martin Vile.

o
[Fleie & Hond

P J HUNTER
Private Secretary




