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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 d u c t i o n s 1979-80 


(C(79) 13) 


B A C K G R O U N D 


T h i s paper contains M r . B i f f e n ' s r e p o r t back on the R i b l i c 


E x p e n d i t u r e cuts i n the c u r r e n t y e a r w h i c h a r e needed to support the Budget. 


You have a l r e a d y d i s c u s s e d i t w i t h the C h a n c e l l o r and a number of changes 


have been made as a r e s u l t . H i s p a p e r i d e n t i f i e s f i v e points w h i c h a r e s t i l l 


outstanding. However, there i s r a t h e r m o r e beneath the s u r f a c e . I a t t a c h 

as an A n n e x to t h i s b r i e f a table s e t t i n g out the complete cuts w h i c h have been 


a££££cL 


H A N D L I N G 


2. You w i l l want to ask M r . B i f f en to i n t r o d u c e h i s paper. T h e r e a f t e r , 


I suggest i t w i l l be best to go through the l i s t of c u t s (using the updated f i g u r e s 


at the end of this note, r a t h e r than those set out i n the A n n e x to h i s paper, 


w h i c h contains h i s o r i g i n a l b i d s and not the f i n a l l y - a g r e e d f i g u r e s ) . 


(a) E n v i r o n m e n t . ( M r . H e s e l t i n e ' s minute of 2 3 r d May) 


No	 p r o b l e m . But note that M r . H e s e l t i n e ' s t o t a l of £450 m i l l i o n 


a c t u a l l y i n c l u d e s £20 m i l l i o n to f a l l i n Wales: you might ask 


M r . E d w a r d s to c o n f i r m that he a c c e p t s t h i s . The S c o t t i s h and 


N o r t h e r n I r e l a n d s h a r e s and s i m i l a r savings are shown s e p a r a t e l y . 


(b) Industry. ( S i r K e i t h Joseph's l e t t e r of 24th May) 


The	 m a i n sav i n g s h e r e comes f r o m a f o u r - m o n t h m o r a t o r i u m on 


payment of R e g i o n a l D evelopment Grant. T h i s i s a post-dated 


cheque w h i c h w i l l have to be honoured next y e a r , and makes the 


p r o b l e m of s e c u r i n g cuts then even b i g g e r . But i t h e l p s w i t h the 


Budget a r i t h m e t i c t h i s y e a r . Note, that w i t h the £10 m i l l i o n f o r 


the S c o t t i s h and W e l s h Development A g e n c i e s (which M r . Y o u n g e r 


and M r . E d w a r d s should be a s k e d to c o n f i r m ) S i r K e i t h Joseph has 


a c t u a l l y p r o v i d e d £10 m i l l i o n m o r e than he was a s k e d f o r . 
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(c) E m p l oyment. ( M r . P r i o r ' s l e t t e r of 24th May) 


M r .	 P r i o r has a l s o exceeded h i s t a r g e t by £12 m i l l i o n . H i s 


c o n t r i b u t i o n i s a m i s c e l l a n y of m o r e cuts, some of w h i c h w i l l be 


d i s p r o p o r t i o n a t e l y d i f f i c u l t i n p o l i t i c a l t e r m s . 


(d) E n e r g y . (No l e t t e r ; this was a l l a g r e e d at a b i l a t e r a l meeting) 


I	 think I should draw yo u r at t e n t i o n to the p r i c e a s s u m p t i o n s here. 
M i n i s t e r s have a l r e a d y agreed, i n the context of the a b o l i t i o n of the 
P r i c e C o m m i s s i o n , that an e l e c t r i c i t y p r i c e i n c r e a s e of 8 per cent 
and a gas p r i c e i n c r e a s e of about the same s i z e , should go ahead i n 
June, T h e y may not have a p p r e c i a t e d that a second e l e c t r i c i t y p r i c e 
i n c r e a s e w i l l be needed l a t e r i n the y e a r . T h i s i s n e c e s s a r y , to 
a b s o r b (a) the r e c e n t i n c r e a s e s i n o i l p r i c e s , and (b) a second c o a l 
p r i c e i n c r e a s e i n the autumn, w h i c h the p r e v i o u s G o v e r n m e n t approvec 
i n i t s l a s t few weeks. The second e l e c t r i c i t y p r i c e i n c r e a s e would 
have been 7 p e r cent i n O c t o b e r . A s p a r t of this package, i t i s now 
p r o p o s e d to i n c r e a s e i t to fcf p e r cent. The O c t o b e r p r i c e i n c r e a s e 
w i l l add about Q<-3 p e r cent to the R P I . It y i e l d s £90 m i l l i o n ; but 
only £40 m i l l i o n of this comes f r o m the d o m e s t i c consumer. It i s 
a l s o now p r o p o s e d to have a second gas p r i c e i n c r e a s e . P a r t of t h i s 
w i l l f a l l on i n d u s t r i a l c o n t r a c t s as they f a l l due f o r r e n e w a l : t h i s i s 
n o r m a l and m e r e l y keeps gas p r i c e s i n l i n e w i t h those f o r o i l . P a r t 
w i l l f a l l on ' c o m m e r c i a l ' - i . e . b u s i n e s s p r e m i s e s - t a r i f f s . But 
p a r t w i l l i n v o l v e an i n c r e a s e i n d o m e s t i c t a r i f f s f r o m D e c e m b e r , of 
about 82 p e r cent, y i e l d i n g £12 m i l l i o n this y e a r - though a good dea l 
m o r e next - and adding 0.2 p e r cent to the R P I . A s you were 
o r i g i n a l l y opposed to the id e a of a f u r t h e r gas p r i c e i n c r e a s e , you 
might l i k e to q u e s t i o n M r . H o w e l l about t h i s p a r t of h i s c o n t r i b u t i o n . 
If e i t h e r of these i n c r e a s e s were postponed, i t would be v e r y d i f f i c u l t 
to f i n d a l t e r n a t i v e s a v i n g s e l s e w h e r e i n the energy p r o g r a m m e . 
T h e y would p r o b a b l y have to f a l l on someone else's p r o g r a m m e . 
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E d u c a t i o n . ( M r . C a r l i s l e ' s l e t t e r s of 24th and 29th May) 


The o r i g i n a l package here i n c l u d e d £22 m i l l i o n f r o m a f u r t h e r i n c r e a s e 

i n s c h o o l m e a l p r i c e s (+10p r a t h e r ^ h ^ i n +5p i n the autumn). You asked 


that t h i s should be r e c o n s i d e r e d . M r . C a r l i s l e says that he can only 


f i n d the e x t r a £22 m i l l i o n by a s e r i e s of m i n o r cuts i n c l u d i n g 


£3 m i l l i o n f r o m a r t s , and by cuts i n c a p i t a l p r o g r a m m e s (£13 m i l l i o n ) . 


He i s p r e p a r e d to do t h i s , but i s w o r r i e d about the r e a c t i o n of l o c a l 


a u t h o r i t i e s . But I doubt i f you w i l l want to r u l e out another look at 


the s c h o o l m e a l s e r v i c e i n the l o n g e r - t e r m , e s p e c i a l l y i n the context 


of the m a j o r sa v i n g 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 the P u b l i c 


E x p e n d i t u r e Survey. The cost i s v e r y h i g h indeed, i n c o m p a r i s o n 


w i t h other e d u c a t i o n a l expenditure; i t s e r v e s no e d u c a t i o n a l o b j e c t i v e ; 

the n u t r i t i o n a l value i s now a r g u a b l e ; the d i s t r i b u t i o n a l e f f e c t s a r e not 


p a r t i c u l a r l y h e l p f u l to p o o r e r f a m i l i e s ; and the case f o r a fundamental 


r e - e x a m i n a t i o n seems v e r y s t r o n g . 


S o c i a l S e r v i c e s . 


A t your request, the p r e s c r i p t i o n c h a r g e s p r o p o s a l has been dropped 


f o r the t i m e being. A g a i n , you may want to make i t c l e a r that i t i s 


not r u l e d out i n the l o n g e r - t e r m . 


F o r e i g n O f f i c e . 


The F o r e i g n S e c r e t a r y ( L o r d C a r r i n g t o n ' s minute of 24th May) r e f u s e s 


to f i n d the l a s t £10 m i l l i o n . You may f e e l i t n e c e s s a r y to o v e r r u l e 


h i m on t h i s : once ontDepartment s e c u r e s an exemption, i t becomes 

v e r y much more d i f f i c u l t to h o l d the o t h e r s . 


T r a n s p o r t . 


We do not yet know how M r . F o w l e r p r o p o s e s to f i n d £25 m i l l i o n 


s a v i n g s , w h i c h w i l l f a l l p a r t l y on B r i t i s h R a i l f a r e s and p a r t l y on 


the r o a d p r o g r a m m e s . 


T r a d e . T h e r e was a l r e a d y £5 m i l l i o n to s c o r e f r o m the a b o l i t i o n of 


the P r i c e C o m m i s s i o n : the e x t r a £25 m i l l i o n r e - f i n a n c e of e x p o r t 


c r e d i t ( i r o n i c a l l y f r o m the C o - o p e r a t i v e Bank) can be c r e d i t e d here 

as w e l l . 
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(j) S c o t l and. 


No p r o b l e m , p r o v i d e d M r .	 Younger c o n f i r m s that he a c c e p t s h i s share 


of the cuts, 


(k) N o r t h e r n I r e l a n d . 


M r .	 A t k i n s has r e g i s t e r e d a p o t e n t i a l 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 


h e r e (for h i s M e a t I n d u s t r y E m p l o y m e n t Scheme) but you w i l l want to 


do no m o r e than note i t at this stage. It cannot yet be q u a n t i f i e d . 


(1) Defence. 


The	 a d d i t i o n a l r e s o u r c e s f o r the Defence Budget t h i s y e a r have been put 


at £100 m i l l i o n , as c l a i m e d by M r . P y m . It i s not c l e a r e x a c t l y how 


this f i g u r e i s b u i l t up, but C a b i n e t o b v i o u s l y w i s h e s to make an 


e x c e p t i o n f o r the Defence Budget. N e v e r t h e l e s s i t would be w o r t h 


c h e c k i n g whether t h i s a d d i t i o n a l sum can a c t u a l l y be f u l l y spent i n 

the f i n a n c i a l y e a r . It would be a p i t y to o v e r p r o v i d e . 


(m) D i s p o s a l s . 


The m a i n c o n t r i b u t i o n comes f r o m the sale of 16 p e r cent of B P , 


y i e l d i n g about £600 m i l l i o n . T h i s would b r i n g the G o v e r n m e n t 


H o l d i n g down f r o m the p r e s e n t 51 p e r cent to about 35 p e r cent, of 


w h i c h some 20 per cent ( a c t u a l l y h e l d by the Bank of England) i s the 

subject of the outstanding c l a i m f r o m B u r m a h w h i c h may take another 


two y e a r s to s e t t l e . A n o t h e r £500 m i l l i o n comes f r o m sale of O i l and 

Gas a s s e t s by B G C and BNOC. Al t h o u g h the paper says that no 


l e g i s l a t i o n w i l l be needed, that i s true only i f the two C o r p o r a t i o n s 


agree. S i r D e n i s Rooke i s at p r e s e n t h o l d i n g out, and there i s l i k e l y 


to be a figh t . M o r e o v e r , the G o v e r n m e n t has no s t a t u t o r y power to 


c o m p e l e i t h e r C o r p o r a t i o n to d i v e s t i t s e l f of a s s e t s . Y ou may want 


to a s k M r . H o w e l l f o r an up-to-date r e p o r t on t h i s . Y o u may a l s o wantl 


to ask S i r K e i t h Joseph what the N E B d i s p o s a l s w i l l i n v o l v e : does he 


propose to keep the stake i n INMOS f o r the time being, pending a 


r e v i e w of G o v e r n m e n t i n v o l v e m e n t i n m i c r o e l e c t r o n i c s ? 
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3. If a l l the savings c l a i m e d by the C h i e f S e c r e t a r y can be c o n f i r m e d , 


you w i l l end up w i t h a t o t a l of £2470 m i l l i o n - a s u b s t a n t i a l c o n t r i b u t i o n to 


the Budget a r i t h m e t i c . 

C O N C L U S I O N S 


4. You might a i m to s e c u r e Cabinet a p p r o v a l to the p r o p o s a l s put f o r w a r d 
by the C h i e f S e c r e t a r y , and i n p a r t i c u l a r to r e c o r d the outcome on the f i v e 
p oints l i s t e d i n h i s paper: p r e s c r i p t i o n charges , J s c h o o l meals,//regional 
development gr a n t s , a i d , and N o r t h e r n I r e l a n d . Of these, the only i s s u e 
l i k e l y to be contested i s a i d . 

30th May 1979 


-5



PUBLIC BXPEN DITURE CUTS 1979-SO 


Position at 29.5.79 


Environment 

Community Land 50 

Urban Programme 7 

Water Authorities(E) 55 

PSA 25 

Housing 313 


(of which,20 f a l l s in Wales) 


Industry 

Industrial Support 

/NEB 55 


PDQ - 4 month 

moratorium 145 


B Aerospace 5 

Post Office 5 

B r i t i s h Steel JJ2 


225 


Scottish & Welsh 

Devi; Agencies 10 


Employment 

TOPS 24 
Training i n c l ITBs
STEP

 9. 
 42 

YOP 25 
Community Industry
Employment Services
KSC Marketing
Emp Devt Scheme
Small Firms Emp 

Subsidy
Temporary Short—Time 
Wkg Scheme

Short-Time Meg -
Textiles

 1 
 6. 

 10 
 10 

 29 

 18 

5 

172 

Energy 
BNOC  reduced 

farm—ins 40 
Energy Research

1 Increased prices — 
- E l e c t r i c i t y
- Gas - Ind & *\ 

2 

 90 

c -
non-domestic/ 

— Gas — Domestic 
200 



Education 

16-18 year olds 10 

I^iscellaneous 


education 11 

Science budget 4 

Recurrant gTant to 


u n i v . & c. 6 

Education b u i l d i n g 5 ««*^ 

Other(to be s p e c i f i e d ) 22 • 


S o c i a l Services 

Increased w a i t i n g 


days


( P r e s c r i p t i o n charges proposal 

dropped) 


Foreign O f f i c e 

Mainly a i d


(Foreign Secretary o b j e c t s ) 


Transport 

BR Fares and roads


Trade 

A b o l i t i o n of P r i c e 

Comm & c.


Refinance of export 

c r e d i t


Scotland 

P r o p o r t i o n a t e share


N I r e l a n d 

P r o p o r t i o n a t e share


Subtract e x t r a f o r Defence


Disposal of Assets 

BP(l6£)

BGC - BIIOC

1IEB & c.


58 58 

 40 40 

 50 50 

 25 25 

5 

25_ 
30 30 

 75 75 

 35 35 

1,370 
 100 

T o t a l cuts 1,270 

 600 
 500 

 100 
1,200 1,200 

T o t a l f o r Budget 
a r i t h m e t i c 

2,470 




