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The P r i m e M i n i s t e r h e l d a m e e t i n g w i t h T r e a s u r y 


M i n i s t e r s and s e n i o r T r e a s u r y o f f i c i a l s a t 1630 t o d a y . 


A t t a c h e d i s a l i s t o f t h o s e who w e r e p r e s e n t . 


The P r i m e M i n i s t e r s a i d t h a t s h e was d i s s a t i s f i e d 


w i t h t h e two p a p e r s - C ( 7 9 ) 4 a n d 5 - w h i c h t h e T r e a s u r y 


h a d p u t f o r w a r d f o r C a b i n e t on p u b l i c e x p e n d i t u r e . The 


T r e a s u r y a p p r o a c h , as s e t o u t i n t h e s e p a p e r s , was n o t 


n e a r l y t o u g h e n o u g h . The B u d g e t a r i t h m e t i c w o u l d r e q u i r e 


s u b s t a n t i a l l y g r e a t e r c u t s t h a n t h e T r e a s u r y h a d p u t 


f o r w a r d i  f t h e t w i n o b j e c t i v e s o f g e t t i n g t h e PSBR down 


a T T d ^ s u b s t a n t i a l l y r e d u c i n g i n c o m e t a x w i t h o u t r a i s T n g 
i n d i r e c t t a x e s u n d u l y w e r e t o be met. I n h e r v i e w , t h e 


C h a n c e l l o r s h o u l d be a i m i n g t o r e d u c e t h e PSDR t o £7.5 b i l l i o n 


i n 1979/80 - r a t h e r l e s s t h a n t h e £8 b i l l i o n w h i c h he was 


a p p a r e n t l y t h i n k i n g o f . As f o r i n d i r e c t t a x e s , s h e was 


e x t r e m e l y p e r t u r b e d a t t h e p r o s p e c t o f h a v i n g t o i n c r e a s e 


VAT t o 15%. T h i s w o u l d mean a s u d d e n jump i n t h e RPI o f 
a t l e a s t 3%. The r e s u l t c o u l d be c a t a s t r o p h i c

v-
 f o r t h e 

_ 


n e x t p a y r o u n d , and s h e w o u l d f a r r a t h e r f i n d t h e n e c s s a r y 


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


i n d i r e c t t a x e s a n d l a r g e r p u b l i c e x p e n d i t u r e c u t s . W i t h i n 


t h e c u t s p r o p o s e d by t h e T r e a s u r y , t o o much i n v o l v e d 


i n c r e a s e s i n c h a r g e s - w h i c h w o u l d a l s o show up on t h e 


R P I . The T r e a s u r y ' s m e t h o d o f t r y i n g t o o b t a i n c u t s a l s o 


seemed u n s a t i s f a c t o r y : i n s t e a d o f p r o p o s i n g c u t s i n 


s p e c i f i c i t e m s , w h i c h i n d i v i d u a l M i n i s t e r s w o u l d be b o u n d 


t o a r g u e a g a i n s t , i  t w o u l d h a v e b e e n b e t t e r t o h a v e p r o p o s e d 


o v e r a l l a m ounts by w h i c h D e p a r t m e n t s w o u l d h a v e t o f i n d 


c u t s - l e a v i n g i  t t o them t o f i n d c u t s i n p a r t i c u l a r i t e m s . 


The P r i m e M i n i s t e r s s a i d t h a t s h e was s u r e t h a t t h e r e was 


enormous w a s t e i n most d e p a r t m e n t s . A l t h o u g h t h e p r o p o s e d 


s q u e e z e on c a s h l i m i t s w o u l d g e t r i d o f some o f t h i s , t h e 


b r o a d e r a p p r o a c h t o t h e c u t t i n g e x e r c i s e w h i c h s h e w o u l d 


h a v e p r e f e r r e d w o u l d h a v e f o r c e d d e p a r t m e n t s t o l o o k f u r t h e r 


a t t h e w a s t e p r o b l e m . 


/The P r i m e Minister 
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The Prime M i n i s t e r went on t o say t h a t she thought 


the s a l e o f a s s e t s c o u l d p r o v i d e a s i g n i f i c a n t c o n t r i b u t i o n 


t o g e t t i n g the PSBR down - though i t would o n l y f i n d 


f a v o u r w i t h t h e markets i f the r e s t o f the Budget package 


was r i g h t . I t would be n e c e s s a r y t o p r e s s ahead w i t h 


e a r l y l e g i s l a t i o n t o a c h i e v e the d e s i r e d s a l e s . I f i t 

was not p o s s i b l e t o p r o v i d e f o r t h i s i n the F i n a n c e B i l l , 


then c o n s i d e r a t i o n s h o u l d be g i v e n t o p r e p a r i n g an Omnibus 


B i l  l c o v e r i n g d i f f e r e n t t y p e s o f a s s e t s which the Government 


i n t e n d e d t o s e l l o f f . 


More g e n e r a l l y , the Prime M i n i s t e r s a i d t h a t i t was 

e s s e n t i a l t o get the o v e r a l l s t r a t e g y r i g h t from the s t a r t . 


T h i s must i n v o l v e l a r g e p u b l i c e x p e n d i t u r e c u t s t h i s y e a r 


l e a d i n g on t o more s u b s t a n t i a l r e d u c t i o n s i n l a t e r y e a r s ; 


a lower growth i n the money s u p p l y (she would f a v o u r a new 


t a r g e t f o r M3 i n the range o f 7 t o 10% r a t h e r than 7 t o 11% 

which the C h a n c e l l o r was p r e s e n t l y c o n s i d e r i n g ) ; and lower 


i n t e r e s t r a t e s . 


The f o l l o w i n g c o n c l u s i o n s were reached on the c o n c l u s i o n s 


i n C(79)4, and i t was agreed t h a t t h e Prime M i n i s t e r , the 

C h a n c e l l o r and the C h i e f S e c r e t a r y would t r y t o get agreement 


i n C a b i n e t on thes e l i n e s : 

( a )	 On i  , i f M i n i s t e r s f a i l e d t o agree t he c u t s 


proposed f o r t h e i r Departments i n the annex, 


t h e y s h o u l d u n d e r t a k e t o f i n d c u t s from 


w i t h i n t h e i r programmes o f at l e a s t e q u a l amounts 
and these s h o u l d be p o s t i v e l y i d e n t i f i e d . 


(b)	 The RSG s h o u l d be reduced by £300m., not 

£200m. 


( c )	 On i i i  . the aim s h o u l d be t o r a i s e at l e a s t 


£l,000m from s e l l i n g a s s e t s . 


/ ( d ) 




(d)	 C o n c l u s i o n s i v and v on the C o n t i n g e n c y Reserves 


s h o u l d be a c c e p t e d , but i t s h o u l d be made c l e a r e r 


what t h e s e meant - i . e . the Co n t i n g e n c y Reserve 


w i l l be c u t , i t w i l l then be h e l d , and t h e 

reduced f i g u r e w i l l o n l y be drawn a g a i n s t w i t h 


the a u t h o r i t y o f C a b i n e t . 


(e)	 M i n i s t e r s s h o u l d be asked t o f i n d addi t i o n a l 


s a v i n g s o f £400m i n 1979/80. 


L i k e w i s e , the f o l l o w i n g c o n c l u s i o n s were reached on 


C ( 7 9 ) 5 : 

(a)	 M i n i s t e r s s h o u l d endorse c o n c l u s i o n i  . - i . e . 

the published cash l i m i t s s h o u l d not be a d j u s t e d 


t o c o v e r h i g h e r p r i c e i n c r e a s e s . ( S i r Anthony Rawlinson 


had s a i d e a r l i e r t h a t i f VAT were not i n c r e a s e d t o 


15%. then t h e r e might w e l l be a case f o r r e d u c i n g 

the published cash l i m i t s . ) 


(b)	 On i i  , t h e r e s h o u l d be no a u t o m a t i c adjustment 


o f t h e cash l i m i t s of the RSG to c o v e r the Government 


s h a r e of l o c a l a u t h o r i t y s e t t l e m e n t s . However, 


i f t h e £300m i n the RSG noted above were a c h i e v e d , 


t h e r e would be a s t r o n g e r case f o r upward 

adjustment on account o f pay s e t t l e m e n t s ( t h e 

Prime M i n i s t e r made i t c l e a r t h a t she was s t i l l 


not c o n v i n c e d t h a t the Government s h o u l d agree 


t o i n c r e a s e the RSG t o c o v e r i t s s h a r e o f the 

t e a c h e r s ' s e t t l e m e n t ) . 


(c)	 C o n c l u s i o n i i i on the adjustment o f the cash l i m i t 
f o r u n i v e r s i t i e s and the N a t i o n a l H e a l t h S e r v i c e 
s h o u l d be ac c e p t e d . 

/(d) 




( d )	 On i v , f r i n g e b o d i e s w o u l d h a v e t o be 


t r e a t e d v e r y s t r i c t l y - and t h i s meant 


a t l e a s t f o l l o w i n g t h e c u t s i n s t a f f 


c o s t s w h i c h t h e P r i m e M i n i s t e r p r o p o s e d 


f o r t h e C i v i l S e r v i c e . 


( e )	 The c o n c l u s i o n on t h e n a t i o n a l i s e d i n d u s t r i e s 


s h o u l d be a c c e p t e d . 


O t h e r P o i n t s 


The P r i m e M i n i s t e r s a i d t h a t s h e was n o t c o n v i n c e d 

t h e r e was s o l i t t l e s c o p e f o r c u t t i n g t h e a i d programme 

f o r 1 979/80. She d i d n o t b e l i e v e t h a t s o much was 


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


She a s k e d t h a t a p a p e r s h o u l d be p r e p a r e d s p e l l i n g o u t 


p r e c i s e l y t h e UK's e x i s t i n g a i d c o m m i t m e n t s . 


The P r i m e M i n i s t e r s a i d t h a t th^p p a p e r by t h e S e c r e t a r y 


o f S t a t e f o r Employment on p a y - uui. r0wC> - s h o u l d n o t be 


t a k e n i n C a b i n e t t o m o r r o w . The p a p e r was t h o r o u g h l y 


d e f i c i e n t on c o n t e n t , and i t w o u l d be q u i t e w r o n g f o r 

C a b i n e t t o t a k e i  t w i t h o u t an a c c o m p a n y i n g p a p e r by t h e 

T r e a s u r y who w e r e i n t h e l e a d on p a y . She s u g g e s t e d t h a t 


t h e T r e a s u r y p r o d u c e a p a p e r w h i c h s h o u l d t h e n be t a k e n 
a l o n g w i t h Mr. P r i o r ' s p a p e r - i n E C o m m i t t e e . 


16 May 1979 
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P r i m e M i n i s t e r 


C h a n c e l l o r o f t h e E x c h e q u e r 


C h i e f S e c r e t a r y 


F i n a n c i a l S e c r e t a r y 


M i n i s t e r o f S t a t e (Mr. R e e s ) 


S i r D o u g l a s Wass 


S i r A n t h o n y R a w l i n s o n 


S i r L a w r e n c e A i r e y 


Mr. Ken C o u z e n s 


S i r F r e d A t k i n s o n 


S i r J o h n Hunt 


Mr. Ken S t o w e 


Mr. D a v i d W o l f s o n 


Mr. T i m L a n k e s t e r 




PRIME MINISTER 


The f o l l o w i n g w i l l be at t h i s meeting: 


The C h a n c e l l o r 


Mr. B i f f 4 n 


Mr. Lawson 


Mr. Rees 


S i r Douglas V/ass 


S i r Anthony Rawlinson (Second Permanent S e c r e t a r y i n 

charge o f p u b l i c e x p e n d i t u r e ) 


S i r Lawrence A i r e y ( i n charge o f the domestic economic s e c t o r ) 


Mr. Ken Couzens ( i n charge o f the overseas s e c t o r ) 


S i r F r e d A t k i n s o n ( C h i e f Econonic A d v i s e r and Head of the 

Government Economic S e r v i c e ) 


S i r John Hunt 


L o r d C o c k f i e l d has c r i e d o f f because he i s r e p r e s e n t i n g 


the Government i n the Debate i n the Lords. 


16 May 1979 



