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

S u m m a r y and T i m e t a b l e of U r g e n t E c o n o m i c I s sues 

T h i s b r i e f s u m m a r i s e s the m o s t u r g e n t e c o n o m i c i s s u e s w h i c h the 

G o v e r n m e n t w i l l need to t a c k l e i n the nex t few m o n t h s . T h e y a r e : 

(a)	 The Budge t . The l a s t week of M a y and the f i r s t week of June a r e 

not a v a i l a b l e b e cause of the B a n k H o l i d a y and the r e c e s s for the 

E u r o p e a n e l e c t i o n s . P r e s e n t T r e a s u r y t h i n k i n g i s that the bes t 

date i s 12th J u n e . A Budge t be fo re the E u r o p e a n e l e c t i o n s wou ld 

be too soon for the new C h a n c e l l o r to p r e p a r e and fo r c o l l e a g u e s 

to take any r e l a t e d d e c i s i o n s . B u t to l eave m a t t e r s m u c h a f t e r 

12th June w o u l d l e a ve too l i t t l e t i m e f o r the p a s s a g e of the F i n a n c e 

B i l l . I a m g i v i n g you a s epa ra t e b r i e f on the b r o a d i s s u e s w h i c h 

w i l l a r i s e on the Budge t , 

(b)	 The C A P P r i c e - F i x i n g . N e g o t i a t i o n s w i l l r e open i n M a y . The 

ou tcome i s i m p o r t a n t , a m o n g m a n y o the r r e a s o n s b e c a u s e i t a f fec ts 

the net p a y m e n t s we w i l l m a k e to the C o m m u n i t y Budge t o v e r the 

next 12 m o n t h s . 

(c)	 The F i i b l i c E x p e n d i t u r e R e v i e w . D e c i s i o n s on the c u r r e n t y e a r 

w i l l p r e s u m a b l y be taken i n the Budge t con tex t . Y o u have m o r e 

t ime i n w h i c h to r e - e x a m i n e the i n h e r i t e d expend i tu r e p l ans for 

l a t e r y e a r s . The annua l P E S C r e v i e w of e xpend i tu r e f r o m 1980-81 

o n w a r d s has a l r e a d y begun at o f f i c i a l l e v e l . B u t th i s i s a p o l i c y 

.	 n e u t r a l e x e r c i s e , con f ined to th r e e q u e s t i o n s : what c a n be a f f o rded 

w i t h i n the a l r e a d y p u b l i s h e d t o t a l s : what ad jus tmen t s a r e i n e v i t a b l e 

f o r d e m o g r a p h i c r e a s o n s ; and what opt ions a r e a v a i l a b l e f o r 

i n c r e a s e s o r r e d u c t i o n s . Y o u w i l l c l e a r l y want to se t new gu id e l i n e s 

f o r th i s o p e r a t i o n , and I know that T r e a s u r y o f f i c i a l s w i l l have d ra f t 

p r o p o s a l s r e a d y f o r the C h a n c e l l o r to put to C a b i n e t v e r y q u i c k l y . 
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If the	 spend ing a g enc i e s a r e to ad jus t t h e i r p o l i c i e s i n good t ime 

for 1980-81 , y ou w i l l need f i n a l C a b i n e t d e c i s i o n s i n the a u t u m n 

and p e r h a p s be fo re then . The P E S C e x e r c i s e i s c a r r i e d out i n 

' c ons t an t p r i c e ' t e r m s and there w i l l be a s epa ra t e and d i f f i c u l t j ob 

of s e t t ing c a s h l i m i t s f o r 1980 -81 . T h i s w i l l be p a r t i c u l a r l y 

i m p o r t a n t i n the l o c a l a u t h o r i t y f i e l d - see b e l ow . 

(d)	 Ra te Suppo r t G r a n t . The a n n u a l f i x i n g of Ra t e Suppor t G r a n t f o r 

l o c a l a u t h o r i t i e s takes p l a c e i n the a u t u m n . The g r an t ( ove r 

£9 b i l l i o n i n 1978-79 a l w a y s has to be b a s e d on a s s u m p t i o n s about 

l o c a l a u t h o r i t y pay and has i m p o r t a n t i m p l i c a t i o n s f o r both c e n t r a l 

and l o c a l a u t h o r i t y e x p e n d i t u r e . B e c a u s e you w i l l be r e l y i n g on 

c a s h l i m i t s as an i m p o r t a n t e l e m e n t i n c o n t r o l l i n g p u b l i c s e c t o r pay , 

you m a y want to g ive an e a r l i e r i n d i c a t i o n than u s u a l th i s y e a r of the 

s o r t of pay i n c r e a s e s to be announced . T h i s po in ts to a d e c i s i o n on 

the l e v e l of R S G f o r 1980-81 be fo re the s u m m e r r e c e s s . 

(e)	 P a y . The " c u r r e n t pay r o u n d " ends on 31s t J u l y . The o r i g i n a l 

Whi t e P a p e r g o v e r n i n g the r ound ( " W i n n i n g the B a t t l e a g a i n s t 

In f l a t i on — C m n d 7293) i s p r e s u m a b l y no l o n g e r o p e r a t i v e but 

31st J u l y n e v e r t h e l e s s r e p r e s e n t s a w a t e r s h e d . A n u m b e r of k e y 

p r o b l e m s w i l l a r i s e be fo re that da te . In p a r t i c u l a r : 

(i)	 you w i l l want to c o n s i d e r how the M a n i f e s t o i d e a of " m o r e 

open and i n f o r m e d d i s c u s s i o n of the G o v e r n m e n t ' s e c o n o m i c 

o b j e c t i v e s " i s to be p u r s u e d . The p r e v i o u s G o v e r n m e n t had 

made a s t a r t on s i m i l a r l i n e s th rough b i l a t e r a l t a l k s w i t h the 

T U C and C B I but had not got v e r y f a r when the E l e c t i o n i n t e r v e n e d . 

If any new e x e r c i s e i s to have an in f luence on pay b a r g a i n i n g 

a f t e r 1st A u g u s t a v e r y e a r l y s t a r t w i l l be n e c e s s a r y ; 

( i i )	 y o u r M a n i f e s t o had a c l e a r l i n e on pay b a r g a i n i n g i n the p u b l i c 

c o r p o r a t i o n s but s t i l l l e a v e s d e t a i l e d a p p l i c a t i o n to be w o r k e d 

out, e. g. s ome p u b l i c c o r p o r a t i o n s , such as B r i t i s h G a s , a r e 

h i g h l y p r o f i t a b l e and c a n " a f f o r d " s u b s t a n t i a l pay i n c r e a s e s and 

- 2 



S E C R E T 

o t h e r s , e . g . B r i t i s h R a i l , a r e p e r m a n e n t p u b l i c p e n s i o n e r s 

and cannot , i n a s t r i c t s ense , " a f f o r d " to pay wages at a l l . 

M o r e o v e r pay s e t t l e m e n t s i n s ome n a t i o n a l i s e d i n d u s t r i e s 

i n e v i t a b l y r e a d a c r o s s to o t h e r s , e . g . f o r m a n u a l w o r k e r s i n 

the gas , e l e c t r i c i t y and w a t e r i n d u s t r i e s w h e r e the re a r e c l o s e 

h i s t o r i c a l l i n k s s t e m m i n g f r o m t h e i r c o m m o n ' m u n i c i p a l ' pa s t . 

L u c k i l y m o s t of the p u b l i c c o r p o r a t i o n s ' pay b a r g a i n i n g th is y e a r 

has been c o m p l e t e d . (The m a i n ou t s t and ing case i s the P o s t O f f i ce 

w h e r e the o f fer made has j u s t been r e j e c t e d by a b a l l o t of the 

e m p l o y e e s . ) The r e f l e c t i o n of these i s s u e s i n the G o v e r n m e n t ' s 

f i n a n c i a l a r r a n g e m e n t s w i t h the n a t i o n a l i s e d i n d u s t r i e s w i l l 

r e q u i r e q u i c k e x a m i n a t i o n i f a c o h e r e n t and d i s c i p l i n e d f r a m e w o r k 

i s to be e m b o d i e d i n the G o v e r n m e n t ' s p u b l i c e x p e n d i t u r e p l a n s ; 

( i i i )	 I . S i m i l a r l y y o u r own a p p r o a c h to pay b a r g a i n i n g i n the p u b l i c 

// s e r v i c e s w i l l have to be w o r k e d out i n d e t a i l b e f o r e c a s h l i m i t s 

II f o r next y e a r a r e set . 

A f u l l e r b r i e f	 on p u b l i c s e c t o r pay and c a s h l i m i t s i s b e i n g s u b m i t t e d 

s e p a r a t e l y . 

(f) I m m e d i a t e p u b l i c s e r v i c e pay i s s u e s . Y o u w i l l be f a c ed a l m o s t 

i m m e d i a t e l y w i t h the need f o r d e c i s i o n s on f i ve p u b l i c s e c t o r pay 

i s s u e s : the pay of M P s and M i n i s t e r s (on w h i c h the B o y l e R e p o r t 

shou ld be a v a i l a b l e v e r y s h o r t l y ) ; the pay of d o c t o r s and d en t i s t s 

(where the R e p o r t of t h e i r R e v i e w B o d y i s to hand) ; the pay of o the r 

" t op s a l a r y g r o u p s " ( c o v e r i n g e. g. j u d g e s , n a t i o n a l i s e d i n d u s t r y 

c h a i r m e n , g e n e r a l s and s e n i o r C i v i l S e r v a n t s ) w h e r e the T S R B R e p o r t 

i s	 j u s t a v a i l a b l e ; t e a c h e r s , w h e r e nego t i a t i ons w e r e pos tponed 

b e cause of the i n t e r v e n t i o n of the E l e c t i o n (and w h e r e the G o v e r n m e n t 

has a d i r e c t i n t e r e s t th rough R S G ) ; and the b r o a d m a s s of l o c a l 

a u t h o r i t y w h i t e - c o l l a r e m p l o y e e s whose s e t t l emen t date i s 1st J u l y . 
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(g)	 E n e r g y . I have sent y ou a s epa ra t e b r i e f c o v e r i n g the ene r gy s e c t o r 

whe r e a n u m b e r of d i f f i c u l t i s s u e s a r e ou t s t and ing . A m o n g the m o s t 

u r g e n t of these a r e : 

(i)	 M e a s u r e s to cut o i l c o n s u m p t i o n nex t w i n t e r i n o r d e r to m e e t 

our I E A and E E  C o b l i g a t i o n s . D e c i s i o n s a r e needed be fo re 

the s u m m e r r e c e s s , 

( i i )	 L i n k e d w i t h th i s i s the q u e s t i o n of c o a l . The N C B i s h ead ing 

f o r a m a j o r l o s s jh i j5_y_ear and c a r r i e s a f r i nge o f h e ^ ^ ^ ^ ^  

m a k i n g p i t s i n p o l i t i c a l l y s e n s i t i v e a r e a s l i k e W a l e s and 

S c o t l a n d . E a r l y d e c i s i o n s on these c o u l d he lp r educe l o s s e s 

next y e a r i f not t h i s . Y o u w i l l a l s o need to c o n s i d e r how f a r 

you a r e p r e p a r e d to pay for e x t r a B r i t i s h c o a l nex t w i n t e r to 

r e p l a c e o i l o r w h e t h e r we shou ld i m p o r t m o r e c o a l , 

( i i i )	 The r e o r g a n i s a t i o n of the n u c l e a r supp l y i n d u s t r y . B y c o m m o n 

consen t the p r e s e n t s y s t e m w i l l no l o n g e r s e r v e and 

r e o r g a n i s a t i o n i s l ong o v e r d u e . D e l a y w i l l m e a n se t t ing b a c k 

c o m p l e t i o n of the nex t b a t c h of s t a t i o n s . 

(h)	 I n d u s t r i a l I s s u e s . T h e r e a r e a n u m b e r of d i f f i c u l t i n d u s t r i a l i s s u e s 

w h i c h a r e bound to c o m e up i n the nex t few w e e k s . Y o u m a y c a r e 

to note the f o l l o w i n g c h e c k - l i s t of the m o r e s e n s i t i v e of t h e m : 

(i) The future of the s h i p b u i l d i n g i n d u s t r y (badly h i t by the w o r l d 

s h i p b u i l d i n g s l u m p and v e r y e xpens i v e to m a i n t a i n ) , 

( i i )	 The e q u a l l y e xpens i v e p r o b l e m of the s t e e l i n d u s t r y . 

( i i i )	 The a l m o s t c e r t a i n e a r l y f i n a n c i a l c o l l a p s e of the P o r t of 


L o n d o n A u t h o r i t y . 


( iv)	 P o s s i b l y the f i n a n c i a l p r o b l e m s of D u n l o p . 

(v)	 C o n s t r a i n t s on i n d u s t r i a l d e v e l opmen t c a u s e d by p l a n n i n g 

p r o c e d u r e s (the C P R S a r e c onduc t ing a study) - w i th M o s s 

M o r r a n as the c u r r e n t l e a d i n g c a s e . 
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(vi)	 R e g i o n a l d e v e l o p m e n t w i t h h e a v y e x p e n d i t u r e , doubts about 

the c o s t e f f e c t i v e n e s s of s ome of the t e c h n i q u e s , but 

c o n t i n u i n g p r e s s u r e f o r m o r e m o n e y . T h i s l i n k s w i t h the 

fu ture of G o v e r n m e n t suppo r t for i n d u s t r y i n g e n e r a l and i n 

p a r t i c u l a r the o p e r a t i o n of the I n d u s t r y A c t 1972. 

(i)	 The E u r o p e a n C o u n c i l . The nex t r e g u l a r m e e t i n g of the E E  C 

H e a d s of State and G o v e r n m e n t i s a t S t r a s b o u r g on 2 1 s t - 2 2 n d J u n e . 

The q u a l i t y of these m e e t i n g s and the i m p o r t a n c e of the d e c i s i o n s 

to be taken v a r i e s . B u t th i s w i l l be y o u r f i r s t a p p e a r a n c e and the 

p r o c e e d i n g s a r e l i k e l y s i g n i f i c a n t l y to i n f luence at l e a s t the 

a t m o s p h e r e , and p o s s i b l y the d i r e c t i o n , of E E  C p o l i c y o v e r the y e a r s 

ahead . We a r e now the C o m m u n i t y ' s l a r g e s t p a y m a s t e r but i t s t h i r d 

p o o r e s t m e m b e r . T h e r e i s a l o t to p l a y f o r i n t e r m s of r e d r e s s i n g 

th is i m b a l a n c e . I a m send ing you a s epa ra t e b r i e f about E u r o p e a n 

m a t t e r s . 

(j)	 The E c o n o m i c S u m m i t . T h i s i s s c h e d u l e d to take p l a c e i n T o k y o 

on 28 th -29 th J u n e . The a t t e n d e r s w i l l be P r e s i d e n t C a r t e r , 

P r e s i d e n t G i s c a r d , C h a n c e l l o r S c h m i d t , the P r i m e M i n i s t e r s of 

J a p a n I ta ly and C a n a d a , M r . J e n k i n s as P r e s i d e n t of the E E C and 

y o u r s e l f . The S u m m i t w i l l be p a r t i c u l a r l y i m p o r t a n t th is y e a r 

b e cause the i n t e r n a t i o n a l f i n a n c i a l s i t u a t i o n i s s t i l l shaky (and has 

not been he lped by the l a r g e r than expec t ed r i s e i n o i l p r i c e s ) . 

The S u m m i t p r o v i d e s a good o p p o r t u n i t y to u r g e ou r p a r t n e r s to 

r e a c t i n a s e n s i b l e m a n n e r . 

(k)	 U N C T A D V . T h i s t r i e n n i a l m e e t i n g s t a r t s i n M a n i l l a on 7th M a y and 

m a y go on u n t i l e a r l y J u n e . W i t h the M T N s m o r e o r l e s s u n d e r 

c o n t r o l and the f r a m e w o r k of the C o m m o n F u n d a l r e a d y a g r e e d , 

U N C T A D V c o u l d c r e a t e l e s s of a t r a u m a for N o r t h / S o u t h r e l a t i o n s 

than d i d U N C T A D IV i n N a i r o b i i n 1976. B u t r e p r e s e n t a t i o n i n the 

f i n a l s tages i s n o r m a l l y at M i n i s t e r i a l l e v e l and there w i l l be a good 

d e a l of i n t e r e s t i n the a t t i tude of the U n i t e d K i n g d o m A d m i n i s t r a t i o n 

to No r th/Sou th i s s u e s i n g e n e r a l and to a i d i n p a r t i c u l a r . 
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C O N C L U S I O N 

2. T h e r e i s a g r ea t d e a l to be done i n a s h o r t t ime on these i s s u e s 

(and i n e v i t a b l y o t h e r s w i l l a r i s e i n the n o r m a l c o u r s e of b u s i n e s s ) . The m o s t 

i m m e d i a t e l y p r e s s i n g i s the shape of the Budge t and a s s o c i a t e d m a t t e r s l i k e 

the m o n e y supp l y t a r g e t . On these you w i l l no doubt w i s h to a w a i t the 

C h a n c e l l o r ' s s p e c i f i c p r o p o s a l s . B u t c l o s e b eh ind i n t e r m s of t i m e , and 

ahead i n t e r m s both of i n t r i n s i c i m p o r t a n c e and i n h e r e n t d i f f i c u l t y , i s the 

d e v e l o p m e n t o v e r the mon ths ahead of a s t r a t e g y f o r p u b l i c e x p e n d i t u r e . 

A n d s u c h a s t r a t e gy w i l l take you and y o u r c o l l e a g u e s deep in to a c o m p l e x of 

r e l a t e d i s s u e s such as r e l a t i o n s w i t h the n a t i o n a l i s e d i n d u s t r i e s , the f inance 

of l o c a l g o v e r n m e n t and the d i f f i c u l t r e a l i t i e s w h i c h l i e b eh ind the adop t i on 

of c a s h l i m i t s f o r c e n t r a l G o v e r n m e n t . One e s s e n t i a l c o n c e r n of the C a b i n e t 

O f f i ce i s of c o u r s e to e n s u r e that the w o r k w h i c h c l e a r l y needs to be done , 

and w h i c h M i n i s t e r s w i s h to be done, i s t a c k l e d i n an o r d e r l y f a s h i o n and i n 

good t ime so that the M i n i s t e r s have a sound b a s i s f o r d e c i s i o n - t a k i n g . T h i s 

i n t u r n r e l a t e s to the s t r u c t u r e of M i n i s t e r i a l C o m m i t t e e s on w h i c h I w i l l l e t 

you have r e c o m m e n d a t i o n s when you have made y o u r m a i n M i n i s t e r i a l 

a p p o i n t m e n t s . 
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