
C O N F I D E N T I A L 


Ref. A09620 


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


R e v i e w of E x p e n d i t u r e P r o g r a m m e s 


(C(79) 10 and 11) 


B A C K G R O U N D 


You saw and a p p r o v e d the C h i e f S e c r e t a r y ' s m a i n paper (C(79) 11), subject 


to the i n c l u s i o n of a m o r e a m b i t i o u s t a r g e t than that w h i c h he f i r s t p r o p o s e d . 


The other paper (C(79) 11) about the expenditure cuts d i s c u s s e d i n o p p o s i t i o n i s 

tabled m a i n l y as background. 


2. The a r i t h m e t i c i n the m a i n paper a i m s at r e d u c i n g p u b l i c expenditure to 


the l e v e l of the 1977-78 outtu r n . I attach a c h a r t which shows that t h i s i s a 


convenient t a r g e t , because i t r e p r e s e n t s the l o w e s t o u t t u r n of r e c e n t y e a r s . But 


the 1977-78 outturn was the r e s u l t of a v e r y l a r g e s h o r t f a l l , p a r t l y r e l a t e d to the 


fact that 1977-78 was the f i r s t y e a r of the 'cash l i m i t s ' s y s t e m and p a r t l y 


r e f l e c t i n g the n e g o t i a t i o n s with the I M F . It t h e r e f o r e c o n s t i t u t e s a d i f f i c u l t t a r g e t 


to r e a c h . M o r e o v e r , exemption of two v e r y l a r g e b l o c k s (Defence and l a w and 


o r d e r ) and the p a r t i a l exemption of h e a l t h , means that the other p r o g r a m m e s 


have to take a c o r r e s p o n d i n g l y l a r g e r p r o p o r t i o n of the t o t a l cuts. T h i s 


r e i n f o r c e s the need f o r a wide range of options to be p r e p a r e d , because c l e a r l y 


the Cabinet, when i t takes the p u b l i c e x p e n d i t u r e s u r v e y i n the l a t e summer, i s 


going to face some v e r y d i f f i c u l t d e c i s i o n s . M e anwhile, you w i l l want to s t r e s s 


that this i s not a m e e t i n g f o r d e c i s i o n s on where the cuts w i l l f a l l (the C h i e f 


S e c r e t a r y ' s m i n u t e of today i s r e l e v a n t ) : the whoTe"oTDject i s to ensure tfiat t h e r e 


i s a wide range of c h o i c e l a t e r i n the y e a r . 


2. I suggest you s t a r t y o u r s e l f on those l i n e s . T h e r e should be no need f o r 


e x t e n s i v e d i s c u s s i o n , but you w i l l want to watch the f o l l o w i n g p o i n t s : 
(a)	 The s i z e of the options. You have a l r e a d y d e c i d e d on t h i s , c a l l i n g f o r a 


range of cuts of 7j per cent next y e a r , 12^ p e r cent i n 1981-82 and 


17j p e r cent i n 1982-83. No one need qu i b b l e at p r o d u c i n g options on t h i s 
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s c a l e , even though they m a y add up to m o r e than w i l l be needed. You 


might a l s o - and t h i s i s a point not i n the C h i e f S e c r e t a r y ' s paper - u r g e 


that M i n i s t e r s make i t t h e i r p e r s o n a l b u s i n e s s to p r o d u c e r e a l i s t i c 


options, and not to come up with a l i s t of i t e m s which i t would be 


unthinkable to cut, i n the	 hope of thus e s c a p i n g s c o t - f r e e . You c o u l d 


add that i f the cuts p r o p o s e d i n o p p o s i t i o n proved, on c l o s e r e x a m i n a t i o n , 


not to be f e a s i b l e , i t i s up to the M i n i s t e r s c o n c e r n e d to p r o d u c e 


a l t e r n a t i v e s . P a s t e x p e r i e n c e suggests the need f o r c l o s e p o l i t i c a l 


i n v o l v e m e n t i n the p r e p a r a t i o n of the c o s t e d options, even though the 


d e t a i l e d work at t h i s stage i s done b i l a t e r a l l y between D e p a r t m e n t a l 


o f f i c i a l s and those of the	 T r e a s u r y . 


(b)	 E x e m p t i o n s . You w i l l want to l i m i t exemptions to those a l r e a d y set out 


i n the paper and r e s i s t any suggestion that the l i s t should be extended. 


The c h a r t i l l u s t r a t e s how thorough those two big exemptions i n c r e a s e the 


need f o r r e d u c t i o n s i n other p r o g r a m m e s . 


(c)	 A m o r a t o r i u m on f r e s h c o m m i t m e n t s . P a r a g r a p h 11 of the C h i e f 


S e c r e t a r y ' s paper a s k s f o r a c l e a r d e c i s i o n not to p i l e up any f u r t h e r 


c o m m i t m e n t s pending c o m p l e t i o n of the Survey. A n exception may have 


to be made f o r the S o c i a l S e c u r i t y u p r a t i n g - see m y s e p a r a t e b r i e f on 


t h i s . O t h e r w i s e you w i l l want to r e c o r d a v e r y c l e a r Cabinet d e c i s i o n 


that t h e r e should be no f u r t h e r p r e - e m p t i o n of the d e c i s i o n s which were 


to be taken i n the l a t e r s u m mer. 


(d)	 L o c a l a u t h o r i t i e s . A s the C h i e f S e c r e t a r y suggests ( p a r a g r a p h 12) you w i l l 


want to c a l l M r . H e s e l t i n e to speak on t h i s p o i n t . But t h e r e s h o u l d be no 


d i f f i c u l t y i n getting a g r e e m e n t i n p r i n c i p l e on the l i n e p r o p o s e d . You 


may want to ask M r . H e s e l t i n e and M r . B i f f e n to keep you i n f o r m e d of 


the p r o g r e s s of t a l k s w ith the l o c a l a u t h o r i t i e s . T h e r e w i l l have to be 


p a r a l l e l t a l k s i n S c o t l a n d and W ales. 


(e)	 N a t i o n a l i s e d i n d u s t r i e s . A g a i n t h e r e should be no d i f f i c u l t y i n a g r e e i n g to 


C o m m i s s i o n a s e p a r a t e p a r a l l e l r e p o r t on n a t i o n a l i s e d i n d u s t r i e s . The 


c o n t r o l t o t a l h e r e i s t h e i r b o r r o w i n g , r a t h e r than (as under the p r e v i o u s 


C o n s e r v a t i v e G overnment) t h e i r c a p i t a l e x p e n d i t u r e . T h i s a l l o w s f o r 


c o n s i d e r a t i o n of r e d u c t i o n i n the l e v e l of s e r v i c e and of p r i c e i n c r e a s e s 


as a f u r t h e r option, as w e l l as	 s t r a i g h t cuts i n i n v e s t m e n t . 
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(f)	 Sale of a s s e t s . Work i s a l r e a d y i n hand. But you m i g h t ask that at l e a s t 


an i n t e r i m r e p o r t should be a v a i l a b l e to C a b i n e t at the same t i m e as the 


F ^ i b l i c E x p e n d i t u r e S u r v e y comes f o r w a r d . 


(g)	 T i m i n g . The T r e a s u r y a i m to b r i n g the whole thing back to C a b i n e t 


before the end of J u l y . You can decide then whether to take f i n a l 


d e c i s i o n s ; o r whether as has been c u s t o m a r y r e c e n t l y to r e a c h a b r o a d 


p o l i t i c a l v i e w of p r i o r i t i e s and c o m m i s s i o n f u r t h e r work to be c o m p l e t e d 


d u r i n g the summer, l e a d i n g to f i n a l d e c i s i o n s i n the autumn. In one 


sense t h e r e w i l l be no i m m e d i a t e h u r r y , s i n c e the Budget w i l l by then be 


out of the way. But I s u s p e c t that you w i l l want to m a i n t a i n the 


momentum and to r e a c h f i n a l d e c i s i o n s which can be announced, say, 


b e f o r e the P a r t y C o n f e r e n c e . 


C o n c l u sions 


3. Subject to the d i s c u s s i o n , you should be a b l e to r e c o r d complete 


endorsement of the 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, with any a d d i t i o n s 


you m a y want to make y o u r s e l f about the need f o r p o l i t i c a l c o m m i t m e n t to the 


e x e r c i sc. 


(John Hunt) 


2 3 r d May, 1979 
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(f)	 Sale of a s s e t s . Work i s a l r e a d y i n hand. But you m i g h t ask that at l e a s t 



an i n t e r i m r e p o r t should be a v a i l a b l e to C a b i n e t at the same t i m e as the 



F ^ i b l i c E x p e n d i t u r e S u r v e y comes f o r w a r d . 



(g)	 T i m i n g . The T r e a s u r y a i m to b r i n g the whole thing back to C a b i n e t 



before the end of J u l y . You can decide then whether to take f i n a l 



d e c i s i o n s ; o r whether as has been c u s t o m a r y r e c e n t l y to r e a c h a b r o a d 



p o l i t i c a l v i e w of p r i o r i t i e s and c o m m i s s i o n f u r t h e r work to be c o m p l e t e d 



d u r i n g the summer, l e a d i n g to f i n a l d e c i s i o n s i n the autumn. In one 



sense t h e r e w i l l be no i m m e d i a t e h u r r y , s i n c e the Budget w i l l by then be 



out of the way. But I s u s p e c t that you w i l l want to m a i n t a i n the 



momentum and to r e a c h f i n a l d e c i s i o n s which can be announced, say, 



b e f o r e the P a r t y C o n f e r e n c e . 



C o n c l u sions 



3. Subject to the d i s c u s s i o n , you should be a b l e to r e c o r d complete 



endorsement of the 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, with any a d d i t i o n s 



you m a y want to make y o u r s e l f about the need f o r p o l i t i c a l c o m m i t m e n t to the 



e x e r c i sc. 



(John Hunt) 



2 3 r d May, 1979 
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