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S E C R E T 

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 - R e s u m e d C a b i n e t D i s c u s s i o n 

B A C K G R O U N D 

S ince C a b i n e t y e s t e r d a y M I S C 11 has c o n s i d e r e d the D O E and 

N o r t h e r n I r e l a n d p r o g r a m m e s . The r e s u l t s a r e r e p o r t e d i n the C h a n c e l l o r ' s 

m i n u t e to you of today. T h e r e i s a l s o a fu r the r m inu t e f r o m the S e c r e t a r y of 

State f o r E d u c a t i o n . 

2. The sav ings a c h i e v e d so f a r , i n c l u d i n g the a g r e e m e n t now r e a c h e d w i t h 

D O E , amoun t to £2, 118 m i l l i o n . If a l l the r e m a i n i n g cuts p r o p o s e d by 

M I S C 11 a r e a c c e p t e d the to ta l on D e p a r t m e n t a l p r o g r a m m e s wou ld be a cut 

of £3, 687 m i l l i o n . T h i s c o m p a r e s w i t h the o r i g i n a l t a r ge t of £4, 810 m i l l i o n 

and £4, O i l m i l l i o n w h i c h the C h a n c e l l o r was s e e k i n g at C a b i n e t y e s t e r d a y . 

3. Y o u made i t c l e a r on T h u r s d a y that the C a b i n e t w o u l d have to r e a c h 

f i n a l d e c i s i o n s on M o n d a y about 1980 -81 , and you a l s o made i t c l e a r that you 

wou ld not want any g e n e r a l announcemen t , s t i l l l e s s a debate , be f o re the R e c e s s 

T h i s l e a v e s open ques t i ons about d i s c l o s u r e to l o c a l a u t h o r i t i e s and n a t i o n a l i s e d 

i n d u s t r i e s , to w h i c h I r e t u r n be l ow . 

H A N D L I N G 

4. Y o u m i g h t	 s t a r t by no t ing the a g r e e m e n t w h i c h has been r e a c h e d w i th 

g«*r	 sec D O E , w h i c h f o l l owed some f a i r l y i n t e n s i v e h o r s e t r a d i n g . (Any a t t empt by 

M r . H e s e l t i n e to r eopen that a g r e e m e n t shou ld be r e s i s t e d . ) Y o u m i g h t then kis M i 
tu rn to E d u c a t i o n , and w o r k th rough the r e m a i n i n g p r o g r a m m e s , c o n t i n u i n g 

the p r o c e s s s t a r t e d on T h u r s d a y . Once a g a i n I a t t a ch as an A n n e x notes on 

the i n d i v i d u a l p r o g r a m m e s ; i n s ome c a s e s these have been s l i g h t l y r e v i s e d 

s ince T h u r s d a y ' s m e e t i n g to take a c c o u n t of new d e v e l o p m e n t s . 

5. H a v i n g r e a c h e d the end of the p r o g r a m m e s at A n n e x you m i g h t p i c k up 

the r e m a i n i n g ou t s t and ing po in ts f r o m the C h i e f S e c r e t a r y ' s p a p e r (C(79) 26). 

TV T h e y a r e : ­
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The s i z e o f the C o n t i n g e n c y R e s e r v e . The C h i e f S e c r e t a r y sugges ts 

a r e d u c t i o n o f £750 m i l l i o n , l e a v i n g ano the r £750 m i l l i o n i n the 

R e s e r v e . A s you know, th i s i s a v e r y s m a l l ba l ance to keep i n 

hand , so l ong be fo re the b eg inn ing of the f i n a n c i a l y e a r . It w i l l 

r e q u i r e g r ea t r e s t r a i n t on the p a r t of spend ing M i n i s t e r s . It w i l l 

be i m p o r t a n t to m a i n t a i n the r u l e that T r e a s u r y M i n i s t e r s have the 

r i g h t of a p p e a l to C a b i n e t o v e r any c l a i m on the C o n t i n g e n c y R e s e r v e 

w h i c h a C a b i n e t C o m m i t t e e i s d i s p o s e d to a l l o w a g a i n s t t h e i r w i s h e s 

( p a r a g r a p h 8 of Q u e s t i o n s of P r o c e d u r e f o r M i n i s t e r s ) . Y o u m i gh t 

l i k e to say t h i s . It h e l p s to have i t on the r e c o r d . 

D i s p o s a l s . C a b i n e t m i g h t a p p r o v e the t a r g e t of d i s p o s a l s of 

£500 m i l l i o n i n 1980 -81 , no t i n g that i t m a y be p o s s i b l e to do 

be t t e r than t h i s . E ( D L ) w i l l be l o o k i n g at the p r o g r a m m e fo r that 

y e a r on T h u r s d a y , unde r the C h a n c e l l o r ' s c h a i r m a n s h i p . T h e y 

need a c l e a r i n s t r u c t i o n . 

C i v i l S e r v i c e . The C h i e f S e c r e t a r y ' s o r i g i n a l a r i t h m e t i c i n c l u d e d 

£150 m i l l i o n f o r the C i v i l S e r v i c e r e d u c t i o n s , w h i c h C a b i n e t w i l l 

be c o n s i d e r i n g i n S e p t e m b e r . It i s p o s s i b l e that these w i l l , i n the 

event , be a l i t t l e b i g g e r . B u t the sa v ing s a g r e e d on i n d i v i d u a l 

p r o g r a m m e s a l r e a d y a s s u m e , i n s e v e r a l c a s e s , qu i te s u b s t a n t i a l 

s ta f f c u t s , i n a d d i t i o n to the £150 m i l l i o n ; and i t w o u l d be u n w i s e 

to r e c k o n on v e r y m u c h m o r e . I sugges t you get C a b i n e t to note 

the £150 m i l l i o n p r o v i s i o n a l l y , p end ing the r e s u m e d d i s c u s s i o n i n 

S e p t e m b e r . Tha t w i l l at l e a s t set a f l o o r to the d i f f i c u l t d e c i s i o n s 

w h i c h w i l l then have to be t aken . 

E n d - y e a r F l e x i b i l i t y . T h e r e shou ld be no p r o b l e m i n a g r e e i n g , a s 

the C h i e f S e c r e t a r y p r o p o s e d , to a study of th i s p r o p o s a l , p r o v i d e d 

that there i s a b s o l u t e l y no c o m m i t m e n t made at th i s s tage . ( T h i s 

i s p o t e n t i a l l y d a n g e r o u s i d e a , f r o m the po in t of v i ew of c o n t r o l l i n g 

the P S B R i n any one y e a r . ) 
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6. In a d d i t i o n there i s one g e n e r a l po in t l e f t o v e r f r o m the M I S C 11 r e p o r t 

about g l o b a l i s a t i o n . In p a r a g r a p h s 6 - 9 of the M I S C 11 r e p o r t the a r g u m e n t 

i s that the G o v e r n m e n t cannot d i r e c t l y c o n t r o l l o c a l a u t h o r i t y c u r r e n t 

e x p e n d i t u r e . T h a t be ing so, the b e s t route m i g h t be ' g l o b a l i s e ' the c u t s , g ive 

gu idance on e x e m p t i o n f o r l a w and o r d e r p r o g r a m m e s , and l e a ve the l o c a l 

a u t h o r i t i e s to s o r t out the r e s t . The S e c r e t a r y of State f o r the E n v i r o n m e n t 

b r o a d l y f a v o u r s th is a p p r o a c h : I the S e c r e t a r y of State f o r E d u c a t i o n i s l i k e l y 

to oppose (see h i s l e t t e r of WTth J u l y ) . The po in t i s an i m p o r t a n t one, w h i c h 

goes to the roo t of the G o v e r n m e n t ' s / L o c a l A u t h o r i t y r e l a t i o n s h i p . If the 

C a b i n e t chooses th is c o u r s e , f o r nex t y e a r on ly , i t s i m p l i c a t i o n s f o r l o n g e r ­

t e r m c o n t r o l w 11 need to be w o r k e d out i n some d e t a i l . It a l s o l e ads 

s t r a i g h t in to the d i f f i c u l t q u e s t i o n of c o n t r o l o v e r r a t e s . T h e r e i s no abso lu t e 

need f o r a d e c i s i o n on that d i f f i c u l t q u e s t i o n at th i s s tage . Y o u m i g h t want to 

c a l l f o r a f u r t h e r p a p e r i m m e d i a t e l y a f t e r the r e c e s s , f r o m the C h i e f 

S e c r e t a r y and the S e c r e t a r y of State f o r the E n v i r o n m e n t , on th is po in t . 

7. T h a t l e a v e s the q u e s t i o n of an announcemen t . If the re i s to be no 

g e n e r a l s t a t ement , and no debate , then s o m e t h i n g m u s t be s a i d to the l o c a l 

a u t h o r i t i e s (and a l s o to the n a t i o n a l i s e d i n d u s t r i e s ) . I u n d e r s t a n d that the 

C h a n c e l l o r i s c o n s i d e r i n g s o m e t h i n g on the l i n e s of Op t i on 1(a) i n h i s m i n u t e 

to you of 18th J u l y ; a f o r m u l a on these l i n e s , though not p e r f e c t , s e e m s the 

bes t way of p r o c e e d i n g . It m i g h t m e a n a P a r l i a m e n t a r y row a f t e r the R e c e s s . 

It wou ld c e r t a i n l y b ecome p u b l i c knowledge ( some of the C a b i n e t d i s c u s s i o n s 

are a l r e a d y l e a k i n g ) . B u t i t i s o p e r a t i o n a l l y e s s e n t i a l to say s o m e t h i n g to the 

l o c a l a u t h o r i t i e s now. T h i s w o u l d a l s o a l l o w p r o v i s i o n a l d i s c u s s i o n to take 

p l a c e about the l e v e l of r e d u c t i o n s i n l a t e r y e a r s . The s e f o r m the b a s i s f o r 

C a b i n e t ' s r e s u m e d d i s c u s s i o n of p u b l i c e x p e n d i t u r e i n the a u t u m n . S o m e t h i n g 

s i m i l a r needs to be s a i d to the n a t i o n a l i s e d i n d u s t r i e s , a l though a dange r of a 

l e a k f r o m that r e s o u r c e i s r a t h e r l e s s . 

C O N C L U S I O N S 

8. Y o u w i l l w i s h to r e c o r d f a i r l y p r e c i s e c o n c l u s i o n s at the end of these 

p r o t r a c t e d d i s c u s s i o n s . They m i g h t be as f o l l o w s : ­
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(i) To note the f i g u r e s a g r e e d for e ach i n d i v i d u a l p r o g r a m m e l i s t e d 

i n	 A n n e x D of C(79) 31 /_with any f u r t h e r changes a g r e e d d u r i n g 

th is meet ing/ ; 

( i i )	 to note that the C h a n c e l l o r w i l l d i s c u s s s e p a r a t e l y w i t h the 


S e c r e t a r y of State for N o r t h e r n I r e l a n d the e xac t f i gu r e f o r 


the N o r t h e r n I r e l a n d p r o g r a m m e s as a consequence of t h i s ; 


( i i i )	 to a g r e e the cu ts i n n a t i o n a l i s e d i n d u s t r y f i n a n c i n g l i s t e d i n 

C(79) 28 , T a b l e 3, as m o d i f i e d by C(79) 31 /_with any a m e n d m e n t s 

a g r e e d d u r i n g the m e e t i n g / ; for the a vo i dance of doubt i t m i g h t 

a l s o be as w e l l to r e f e r s p e c i f i c a l l y to the h i g h e r gas p r i c e ; 

(iv)	 to a g r e e that no announcemen t shou ld be made be fo re the R e c e s s , 

but that an i n d i c a t i o n shou ld be g i v en to the l o c a l a u t h o r i t i e s of 

the cuts i n v o l v e d , on the l i n e s of Op t i on 1(a) set out i n the 

C h a n c e l l o r ' s m i n u t e to you of 18th J u l y ; 

(v)	 to a g r e e that 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 m a y m a k e 

s i m i l a r s t a t emen ts to the n a t i o n a l i s e d i n d u s t r i e s ; 

(vi)	 /_possibly_/to a g r e e that the cuts i n 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 


shou ld be t r e a t ed as a g l oba l t o t a l , w i thout i t e m i s a t i o n , and 


that the l o c a l a u t h o r i t i e s be f r ee to choose w h e r e the cu ts 


shou ld f a l l ; 


( v i i )	 /_possiblv_/ to i n v i t e the C h i e f S e c r e t a r y and the S e c r e t a r y of 

State f o r the E n v i r o n m e n t to b r i n g f o r w a r d p r o p o s a l s i n the 

a u t u m n f o r c o n t r o l l i n g the l e v e l of l o c a l a u t h o r i t y r a t e s ; 

( v i i i )	 to i n v i t e the C h i e f S e c r e t a r y to a r r a n g e f o r o f f i c i a l s to s tudy 

the p r o b l e m s of e n d - y e a r c a r r y o v e r , and to r e p o r t back to 

C a b i n e t ; 

(ix)	 to a g r e e the C o n t i n g e n c y R e s e r v e f o r 1980-81 shou ld be 


r e d u c e d by £7 50 m i l l i o n ; 


(x)	 to a g r e e that the d i s p o s a l s p r o g r a m m e f o r 1980-81 shou ld be 


d e s i g n e d to p r o d u c e s a v ing s of at l e a s t £500 m i l l i o n ; 
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(xi) to note that, g i v en the s h o r t f a l l on the C h a n c e l l o r of the 

^ E x c h e q u e r ' s o r i g i n a l t a rge t , the C h a n c e l l o r m a y have to 

J c o n s i d e r a l t e r n a t i v e ways of m a i n t a i n i n g the a c c e p t a b l e P S B R 

/ t o t a l , not e x c l u d i n g f u r t h e r i n c r e a s e s i n i n d i r e c t t a xa t i on 

/_this i s i n o r d e r that C a b i n e t cannot say l a t e r that they d i d no t 

know/ . 

( John Hunt ) 

20th J u l y , 1979 
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A N N E X 

S E C R E T 

E D U C A T I O N A N D S C I E N C E 

The S e c r e t a r y of State has w r i t t e n to you , f o l l o w i n g T h u r s d a y ' s 

C a b i n e t , s p e l l i n g out the p o l i t i c a l d i f f i c u l t i e s he sees i n the package a g r e e d 

by M I S C 11. Tha t package amoun t ed to £517 m i l l i o n . The d e r o g a t i o n now 

p r o p o s e d by M r . C a r l i s l e amoun t to £130 m i l l i o n , l e a v i n g a net r e d u c t i o n of 

on l y £387 m i l l i o n . H e sugges t l e a v i n g out the £30 m i l l i o n u n s p e c i f i e d cut ; 

r e d u c i n g the cut on u n d e r - f i v e s f r o m £70 m i l l i o n to £20 m i l l i o n (thus 

e l i m i n a t i n g the £4 p e r w e e k c h a r g e , w h i c h you thought u n w o r k a b l e ) ; d r o p p i n g 

the £40 m i l l i o n s a v i n g on s c h o o l t r a n s p o r t , w h i c h the C h i e f Wh ip thought 

w o u l d not get t h r ough the H o u s e ; and r e d u c i n g the £30 m i l l i o n on f u r t h e r 

e d u c a t i o n to £20 m i l l i o n , by d r o p p i n g a £20 m i l l i o n p r o p o s a l f o r i n c r e a s e d 

p a r e n t a l c o n t r i b u t i o n , but o f f e r i ng an a d d i t i o n a l £10 m i l l i o n on o the r p a r t s of 

t h i s b l o c k i n exchange . Y o u s a i d at C a b i n e t l a s t week that M I S C 1 1 h a d 

p e r h a p s gone too f a r : you m a y now f ee l that M r . C a r l i s l e has s w u n g the 

ba lance too f a r i n the oppos i t e d i r e c t i o n . A p o s s i b l e c o m p r o m i s e w o u l d be 

to a s k h i m to f ind at l e a s t the u n s p e c i f i e d cuts of £30 m i l l i o n , g i v i n g h i m 

d i s c r e t i o n to app l y th i s anyway he l i k e s i n the E d u c a t i o n Budge t ; th i s wou ld 

b r i n g the to ta l net s a v ing s to £417 m i l l i o n . 

A R T S 

The C h a n c e l l o r of the D u c h y w i l l f ight for h i s p r o g r a m m e s : the m a j o r 

i s s u e i s whe the r to postpone the s t a r t of the B r i t i s h L i b r a r y . He c l a i m s he 

n e v e r a g r e e d to do t h i s , desp i t e what i s s a i d i n p a r a g r a p h 36 of the M I S C 11 

r e p o r t . 

S O C I A L S E C U R I T Y 

These p r o p o s a l s a r e v i r t u a l l y a g r e e d , i f C a b i n e t w i l l a c c ep t t h e m . 

The on l y d i f f e r ence i s o v e r the l a s t £ 15 m i l l i o n w h i c h depends on p r o g r e s s 

w i th the l e g i s l a t i v e p r o g r a m m e . 

S C O T T I S H O F F I C E 

No s epa ra t e i s s u e : th i s w i l l f o l l ow wha t eve r i s d e c i d e d for the o the r 

p r o g r a m m e s . The S e c r e t a r y of State i s h o w e v e r unhappy about the s c a l e of 

the to ta l o p e r a t i o n , and to ld M I S C 11 that he w o u l d a r gue the po in t at C a b i n e t . 

H a v i n g h e a r d the d i s c u s s i o n on T h u r s d a y he m a y now be l e s s ' i n c l i n e d ' to do so . 
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W E L S H O F F I C E 

T h e r e i s a d i f f e r ence of v i ew h e r e : M I S C 11 r e c o m m e n d s that the 

W e l s h Of f i ce should f ind a l l but the l a s t £2 m i l l i o n of the p r o p o s e d c u t s . The 

S e c r e t a r y of State r e s i s t s s t r o n g l y , and w i s h e s a l s o to r e g i s t e r a c l a i m on 

at tenuated C o n t i n g e n c y R e s e r v e f o r e x p e n d i t u r e to o f fset the e f fects of c o a l mine 

c l o s u r e s , e t c . 

C O A L 

No c l e a r d e c i s i o n was r e a c h e d on th is at E on 17th J u l y . The 

S e c r e t a r y of State o r i g i n a l l y wanted an e x t r a £55 m i l l i o n ; he i s now p r e p a r e d 

to of fer a cut of £25 m i l l i o n i n s t e a d , but w i t h c o n d i t i o n s . M I S C 11 wants a 

£30 m i l l i o n cut w i thout c o n d i t i o n s . T h i s wou ld p r o b a b l y f a l l on i n v e s t m e n t 

but m i g h t r e q u i r e a s m a l l p r i c e i n c r e a s e , but the O P E C r i s e shou ld l e a v e 

h e a d r o o m fo r i t . 

S C O T T I S H E L E C T R I C I T Y 

£5 m i l l i o n at s t ake . Y o u m i g h t p r e s s f o r i t . 

B R I T I S H A E R O S P A C E 

T h i s shou ld be a g r e e d w i thout d i f f i c u l t y . 

P O S T O F F I C E 

S i r K e i t h J o s e p h w a r n e d C a b i n e t l a s t week that the P o s t O f f i c e 

b o r r o w i n g r e q u i r e m e n t had j u s t been r e c a l c u l a t e d and showed a s i e eab l e 

increase.j\ The p r o b l e m has been e l i m i a t e d . A s a r e s u l t , the cut f o r the 

P o s t O f f i ce i s now back to -£50 m i l l i o n . T h i s i n v o l v e s i n c r e a s e s i n the 

d o m e s t i c te lephone b i l l of r a t h e r m o r e than the 10 p e r cent o r i g i n a l l y p l anned 

f r o m 1st J a n u a r y nex t . B u t there has been no s i g n i f i c a n t i n c r e a s e i n 

te lephone p r i c e s s ince 1975. 

O T H E R N A T I O N A L I S E D I N D U S T R I E S 

A l l the o t h e r p r o p o s a l s i n the o r i g i n a l p a p e r (C(79) 28 , T a b l e 3) had 

been a g r e e d i n e a r l i e r d i s c u s s i o n . T h i s i n c l u d e d the h i g h e r op t i on on gas 

p r i c e s , w h i c h y i e l d s £260 m i l l i o n i n the 1980 -81 , i n v o l v i n g a 5 p e r cent 

i n c r e a s e i n r e a l t e r m s i n gas p r i c e s f r o m 1st A p r i l 1980, on top of a n y t h i n g 

needed to keep pace w i t h i n f l a t i o n . (The a d d i t i o n a l e f fect on the R P I , 
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c o m p a r e d w i t h k e ep ing pace w i t h i n f l a t i o n , i s o n l y 0 .08 p e r cent ) . C a b i n e t 

s hou ld p e r h a p s endo r s e th i s p r o p e s a l s p e c i f i c a l l y . (The C h a n c e l l o r has 

w r i t t e n to you s e p a r a t e l y about the p u b l i c p r e s e n t a t i o n of these i n c r e a s e s . ) 

B u t the n a t i o n a l i s e d i n d u s t r y f i g u r e s as a who le have been r e c a l c u l a t e d , 

t ak ing a c coun t of the changes on the P o s t Of f i ce noted above , and the o v e r a l l 

r e s u l t i s now a r e d u c t i o n of /_£300 m i l l i o n / i n s t e a d of the £3 50 m i l l i o n 

o r i g i n a l l y p r o p o s e d . 

M I N O R P R O G R A M M E S 

We know of no o the r con ten t i ous p o i n t s , save on the N o r t h e r n I r e l a n d 

p r o g r a m m e , w h i c h the C h a n c e l l o r h a s u n d e r t a k e n to d i s c u s s s e p a r a t e l y a f t e r 

the m e e t i n g w i t h M r . A t k i n s . 

20th J u l y , 1979 
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