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

C a s h L i m i t s 

(C(79) 5) 

B A C K G R O U N D 

C a s h l i m i t s a r e the keys tone of your s t r u c t u r e f o r c o n t r o l l i n g p u b l i c 

e x p e n d i t u r e but the l i m i t s you have i n h e r i t e d a r e outdated and bas ed on s e l f 

e v i d e n t l y f a l s e a s s u m p t i o n s about p r i c e s and pay m o v e m e n t s . The C h a n c e l l o r 

o b v i o u s l y needs new c a s h l i m i t s on w h i c h to base h i s Budge t . A n d , s e l f - e v i d e n t l y , 

to be e f f ec t i ve those l i m i t s m u s t be c r e d i b l e . In a d d i t i o n , t h e r e f o r e , to ob ta in ing 

the d e c i s i o n s of y ou r c o l l e a g u e s on the s p e c i f i c p r o p o s a l s i n the C h i e f S e c r e t a r y ' s 

paper you w i l l want to e n s u r e that D e p a r t m e n t a l M i n i s t e r s a r e c o m m i t t e d to, and 

fu l l y a c c ep t , the i m p a c t of the d e c i s i o n s on t h e i r own p r o g r a m m e s and a r e 

p r e p a r e d to l i v e w i th the c o n s e q u e n c e s . It wou ld be fa ta l for M i n i s t e r s to take 

b r a v e d e c i s i o n s now, on ly to r u n away f r o m t h e m l a t e r . T h i s does not m e a n that 

the r e c a n be no f l e x i b i l i t y l a t e r : no G o v e r n m e n t c a n a f f o rd to t ie i t s hands 

• i b s o l u t e l y for 12 months ahead . It does m e a n that M i n i s t e r s w i th f o r e s eeab l e 

p r o b l e m s had be t t e r i den t i f y t h e m now because h e r e a f t e r on ly the v e r y s t r o n g e s t 

a r g u m e n t s can hope to p r e v a i l i n m a k i n g c l a i m s on what , on the C h a n c e l l o r ' s 

p r o p o s a l s , w i l l be a r e l a t i v e l y s m a l l c on t ingency fund. 

H A N D L I N G 

2. Y o u w i l l want to a s k the C h i e f S e c r e t a r y , T r e a s u r y , to i n t r o d u c e h i s p a p e r . 

T h e r e a f t e r you m a y f ind i t conven i en t to w o r k th rough the s p e c i f i c c o n c l u s i o n s i n 

p a r a g r a p h 16 of C (79 ) 5 w h i c h , for c o n v e n i e n c e , a r e set out, w i t h c o m m e n t s , be low 

(i)	 "We shou ld not ad just the p u b l i s h e d c a s h l i m i t s to c o v e r h i ghe r p r i c e 

i n c r e a s e s " : The C h i e f S e c r e t a r y h i m s e l f q u a l i f i e s th i s c o n c l u s i o n i n 

p a r a g r a p h 4 of h i s p a p e r w h e r e he sugges ts that f o r e x p e n d i t u r e o the r than 

on pay " i t shou ld be p o s s i b l e to a b s o r b a squeeze up to 4 o r 5 pe r c e n t " . 

The i m p l i c a t i o n i s that i f p r i c e s go up by m o r e than 12 o r 13 p e r cent c a s h 

l i m i t s can be r eopened . T h i s q u a l i f i c a t i o n i s w o r t h r e c o r d i n g i n the 

m i n u t e s . On the s p e c i f i c p r o p o s a l y o u r c o l l e a gues w i l l need to i n d i c a t e : 
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(a)	 Whether they are prepared to absorb a 4-5 per cent squeeze, if 

necessary, on their budgets (preferably on a "speak now or forever 


hold your peace" basis). 


(b)	 Whether there are any specific exceptions which need to be noted for 


later consideration. The Ministry of Defence, among others, is 


likely to want to put up a marker here. 


(c)	 Whether they are prepared to accept that this potential squeeze on 


their spending is quite separate and distinct from the specific cuts 


discussed on the previous paper (without clarity there could be 


endless arguments later), 


(ii)	 "We should be prepared to adjust the cash limits on the RSG to cover the 


Government's share of local authority settlements, noting that I am 


bringing forward in the context of the Budget a proposal for economies in 


local authority current expenditure and for cutting back proposed increase 


in the RSG accordingly": This particular proposal is important not least 


in the context of teachers' pay - and later of the pay settlement for local 


authority "white-collar workers". It has the merit of avoiding the RSG 


complications which would arise if the Government adopted a variety of 


different stances on individual local authority pay settlements this year as 


to the amount it was prepared to cover by RSG. In other words it greatly 


simplifies the RSG operation. On the other hand it would remove the 


possibility, to which some of your colleagues attached importance in the 


discussion on teachers' pay last Monday, of imposing direct cuts on the 


education budget as a counterpart to the teachers settlement. 


(iii)	 "We should adjust the cash limit on universities and the National Health 


Service on the basis notified to them by the previous Government": It is 


to be doubted whether any of your colleagues will seek to challenge this 


conclusion. 


(iv)	 "The cash limits on fringe bodies should be treated in the same way as 


those on Civil Service manpower, on which the Lord President is 

circulating proposals": Again no particular problems are likely to arise. 
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(v)	 "We should t e l l the n a t i o n a l i s e d i n d u s t r i e s that we expect them to o b s e r v e 


the p u b l i s h e d c a s h l i m i t s on t h e i r e x t e r n a l f i n a n c i n g r e q u i r e m e n t s and 


w i l l support them i n t a k i n g the n e c e s s a r y a c t i o n i n c l u d i n g p r i c e 


i n c r e a s e s " : It i s here that the C h i e f S e c r e t a r y ' s p r o p o s a l s may be 


c r i t i c i s e d as a g e n e r a l i s a t i o n . The c i r c u m s t a n c e s of i n d i v i d u a l 

n a t i o n a l i s e d i n d u s t r i e s v a r y v e r y w i d e l y and, f o r some of them, t h e i r 


f i n a n c i n g r e q u i r e m e n t s i n the c o m i n g y e a r a r e v e r y u n c e r t a i n . Thus 


there a r e at l e a s t three n a t i o n a l i s e d i n d u s t r i e s - c o a l , s t e e l and s h i p 


b u i l d i n g - where p o w e r f u l arguments may be advanced i n the c o u r s e of 


the y e a r f o r a d d i t i o n a l p u b l i c finance based on l o n g e r - t e r m c a l c u l a t i o n s 


of the n a t i o n a l i n t e r e s t , i . e. the need to p r e s e r v e c a p a c i t y through a 


s l u m p i n demand, o r on c a l c u l a t i o n of the s o c i a l and p o l i t i c a l 


a c c e p t a b i l i t y of abrupt p r o g r a m m e s of c l o s u r e s and re d u c e d employment. 


Depending on how c o l l e a g u e s r e a c t i t m ay be n e c e s s a r y to put up a 


m a r k e r here. A t the same time some of you r c o l l e a g u e s may object to 

the C h i e f S e c r e t a r y ' s p r o p o s a l that the n a t i o n a l i s e d i n d u s t r i e s should 


have c a r t e blanche f o r p r i c e i n c r e a s e s . These c o l l e a g u e s w i l l argue 


that s a v i n g s should come through i n c r e a s e d e f f i c i e n c y . They may w e l l 


be r i g h t but the c o m p l e x i t y of the p r o b l e m s i n v o l v e d , and crude 


o p e r a t i o n a l n e c e s s i t y , may mean that the C h i e f S e c r e t a r y ' s c o u r s e should 


be f o l l o w e d at l e a s t f o r the c o m i n g y e a r . 


C O N C L U S I O N S 


The c o n c l u s i o n s r e a c h e d by Cab i n e t on these i s s u e s w i l l be of 

c o n s i d e r a b l e o p e r a t i o n a l i m p o r t a n c e f o r D e p a r t m e n t s and you w i l l need to r e c o r d 

as c l e a r a statement of the Cabinet's view on each as i s p o s s i b l e i n the l i g h t of 

d i s c u s s i o n . >• 


r 


J O H N HLWT 


16th May, 1979 
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