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CABINET

PUBLIC EXPENDITURE

Memorandum by the Chancellor of the Exchequer and the
Chief Secretary, Treasury

1. On 13 December 1979 (CCL79) 25th Conclusions, Minute &) the Cabinst
agreed on the need to make further reductions in public expenditure of the
order of £l billion in 1980-81 and £2 billion in each subsequent year up to
1983-84 (in Survey prices) in addition to the 1eductions from previous plans
agreed in the autumn. In recent weeks public expectations have mounted that
the reductions to be announced will be substantial, and the implications for
asconomic strategy are discussed in a companion paper (C(30) 4).

2. The Prime Minister asked all Ministers to re-examine their
programmes with the object of finding further savings and Treasury proposals
were made to the relevant Ministers {or reductions in some of the major
programmes, The savings so far agreed with the Ministers concerned are
listed at Anpnex A, ‘They amount to about £500 million in 1980-81,

£1,350 million in 1981-82, and £1, 450 million in each of the two subsequent
years (all figures in this paper are at 1979 Survey prices). bhe bulk of the
agreed savings come from the large programmes and the Treasury proposals:
with a few axceptions, savings have not been offered elsewhere.

3. Some of the agreed savings involve controversial developments of
policy: these are summarised in the right-hand column of Annex A, The
Ministers concerned are prepared to accept them, but we draw them
specifically to the Cabinet's attention,

4, The savings in Annex A are not sufficient., It is now urgent to reach
conclusions on larger savings so that the figures for 1980-Bi can be settled for
announcement and so that the White Paper covering the full period can be
published in March.
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ISSUE FOR DECJISION: CHILD BENEFIT

B. There ig one ypecific issue on which we have not been abla to reach
agreement with the Secretary of State for Social Services aud which the Cabinet
are asked to decide now. It concerns child benefit and supplemeniary benefit
children's rates. On child benefit we propose an uprating next November
from £4 to £4. 50 per week, and a pramium of £1 per week for fourth and
subseguent children. To avoid adding to the "why work?'" problem, we
propose a correspondingly lower uprating of supplementary benefit children's
rates, which would aveid narrowing the differential between in-work and out-
of-work invome. The Secretary of State for Social Servicesa proposes an
uprating of £l in child benefit to £5 pzr week, which would be close to price
protection, and full price protection cf suppleinentar y benefit children's rates.

The saving from our proposal compared with the Secretary of State's is:-

1980-81 1981-BZ 1982-82 1983-84
Child benefit 3 2ll 215
Supplementary benefit 25
Consequentials for Northern Ireland
expenditure
A note at Annex C sets out the considerations in more detail,
POINTS TO NOTE
EUROPEAN COMMUNITY

6. The savings so far discussed do not include a reduction in our
contribution to the European Community, We need to take account of the

probability of such a reduction in our view of the public sector borrowing
requirement but it would be unwise to publish expenditure plans implying a
specific degree of success in advance of the negotiations.

CASH LIMITS

7. In additionto the specific savings identified in this paper, there will
be a further reduction in the volume of expenditure in 1980-8l if the provision
for cost increases in cash limits is less than the actual increases. We
should announce our intention to apply such a sgueeze if pay and price
increases exceed the provision made in cash limits and this will reinforce the
other action we are taking to press for greater efficiency, 5Since & squeenec
will only arise if inflation exceeds our published forecast, there are
difficulties about putting a figure on the conseguent saving in expenditure at
least until there is a4 new economic forecast. This will need to be considerad
in tha Budget.
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LOCAL AUTHCRITY MANPOWER

B. The Secretary of State for the Environment has proposed, as an
altarnative to reductions in housing on top of those in Anne:.. A so far agreed,
that local authorities in England and Wales should be asked to make an
additional saving from 1981-82 representing a further cumulative 1 per cent
annual reduction in their current expenditure (mainly manpower) in all services
The Secretary of State for the Environment suggested that, if such savinge,
additional to the othsr agreed reductions, could be achieved on all the
programmes. the savings produced would be:-

1980-81 1981-82 1982-83 1983-84
i million 1979 Survey prices 120 240 360
There would be further proportionate savings in Scotland and Northern Ireland.
9 However, colleagues have already agreed to reductions in total local
authority current expenditure (England and Wales - excluding housing) as
follows: -

1978-79 1980-B1 1981-82 1982-83 1983-B4

£ million 197% Survey prices 12,279 12,014 11, 816 11, 698 11, 598

% change on 1978-79 | =1, 8 .7 =5.5

Programme details, and estimates of manpower implications, are being
circulated separately. This shows that substantial manpower savings will be
required for all the main local authority programmes, except the police and
the personal social services. Central Government ha# no direct means of
securing reductions in local authority manpowe:. To achieve these further
savings, colleagues responsible for local authority programmes would need to
consider whether further reductions related to manpower could realistically be
secured, whether through increased efficiency or further policy changes. To
the extent *hat such further cuts eannot be counted on, we shall need to lock for
further real reductions, and in particular to look for further savings on the
housing programme beyond those referred to in paragraph 1l below.

CIVIL SERVICE AND OTHER MANPOWER COSTS

10, Whether or not the Secretary of S5tate for the Environment's proposal in
paragraph 8 is adopted, it is necessary to consider what more to do about
manpowel costs in the Civil Service, health service, universities and other
groups., The most appropriate instrument for securing early economies in
this context is a renewed general squeeze through cash limits, which act more
directly on these groups than on the local authorities. We and the Minister of
State, Civil Service Department, expect such a squeeaze to occur through the

3
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1980-81 cash liraits. These reductions can then be carried forward to the
later years, On top of the reductions in Civil Service mznpower of 20, 000
(22 per cent) in 1979-80 and a further 39, 000 (5 per cent) announced Ly the
Lord President of the Council on 6 December following the "options' exercise
carried out last year, the squeeze on the Health Service and 'niversities
resulting from this year's cash limits and the Clegg reports, and on Quangos
through the Pliatzky Report, this amounts to a significant programme of
reductions in public service manpower.

HOUSING

11. The Secretary of State for the Environment would prefer not tc be bound
by a final decision now on the method by which he should achieve the savings to
which he has agreed for the years after 1920-81. The savings in 1980-81 will
be achieved by 60p a week on rents from October {additional to the £1.50 a
week from April already announced) plus reduced funds for insulation and cuts
to reflect the further decline in new housebuilding approvels. However,
colleagues will want to be aware of the broad methods of achieving the savings
in later years. These could include a similar annual level of cash rent
increases and of new housebuilding together with 2 reduction in the Housing
Corporation programme. Alternatives could be produced by higher (or lower)
rent increases and correspondingly lower (or higher) cuts in capital.

DEFENCE

12, It is an important question what scope there is for a contribution from
specific savings or. the defence budget. This is being discussed separately
with the Secretary of State for Defence.

EDUCATION

13, The raductions shown in Annex A have been agreed in bilateral

di scuseion between Treasury Ministers and the Secretary of State for Education
and Science and represent the largest reductions which the Secretary of State
feels able to make in addition to the cuts agreed in the autumn, However, it
is right to report to Cabinet that the group of other Minieters who took part in
di seuspion of the environment and social security cuts = the Home Sacretary,
the Sseretary of State for Industry and the Secretary of State for Employment -
as well as the Secretaries of State for the Environment and for Social Services
consider that there is scope for further savings in the education programme
from improving efficiency in the main area of primary and secondery
education.

EMPLOYMENT

14, Any addition to the employment programmes on account of the special
employment measures discussed in the Secretary of State for the

= u:-r—lq.'r_'.l.m Yetw V)

paper would be an offset to the reductions in this paper. We have to

4
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recommend that *here should be no addition to the Secretary of State's
programimme after deduction of the agreed savings in Anne:. A,

RESULTING FIGURE:Z:

15, Annex B summarises the broad expenditure totals which would emerge
on the assumption that the Cabinet adopt our proposals in paragraph 5 and the
Secretary of State for the Environment's proposal on local authority manpower
or alternative reductions of similar amount, Subject to further refinement
by Departments, there would be the figeres to be published in the further
public expenditure White Paper scheduled for March.

CONCLUSION
16. We invite the Cabinet:-
To agree the savings listed in Arnex A.

i1, To decide the outstanding issues on child benefit and
supplementary benefit children's rates in paragraph 5.

iii. To note the points in paragraphs &-15, and that we hope to report
back to Cabinet, in the light of our discussion of this paper, with a

view to reaching final decisions on outstanding issues on 31 January.

G H
J B

Treasury Chambers

2l January 1960
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