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Two objectives of Government policy are now in conflict: adherence to

the NATO commitment, as interpreted by lMOD, to %% real increases in 1L
defence spending; and the need to hold cash limits, keep the borrowing
requirement under control, and restrain future public expenditure plans.

Defence accounts for 11 per cent of total public expenditure.

The NATO target

2. The Allies are asked to "aim at average annual increases in defence
expenditure in the region of 3% in real terms". Only the UK, US and
Italy did so in 1979, arnd only the UK, US, Germany, Netherlands, Norway
and Canada have announced plans to do so over the period to 1983.

The UK interpretation of the tareget

3. We penalise ourselves by interpreting the target in volume, not cost
terms. Few of the Allies do so. We thus take no credit for the majr
increases in forces' pay made in fulfilmeﬁt of the commitment in the
Manifesto (which was silent on the target). And since their primary
concern is with the overall volume total, MOD have insufficient
incentive to economise in administrative an? support services and
concentrate on front-line forces.

Implications for cash limits

4. Defence argue that it is insufficient to aim at the target: we nust
be able each year to demonstrate retrospectively that we hit it. Eut
this year's cash limits were intended to impose some volume squeeze, anc
it is important for the CGBR that they be held. Officials are now
reviewing MOD's current spending, and Defence are likely to bid for an
addition of some £350 million to ensure 3% volume growth over the year
(after ihe deduction - on which we must insist - of some &E0 million to
compensate for the overspend on the 1979-80 cash liimit s

Implicetions for future expenditure plans

5. Defence expenditure was exempt from detailed scrutiny in the 1979
Survey. In view of the NATO target, it was accepted that we would plan

/ Tor

CONFIDENTIAL




‘CONFIDENTIAL

‘/for %% annual growth, and the debate centred on the baseline. The

figures eventually agreed, and published in the White Papers, provided
< a %.6% increase in 1980-81, and 3% increases thereafter. (See
attached table.) In the 1980 Survey documents the Chief Secretary has
not challengedfthe 3% volume target, but has pointed out that annual
average %% growth over this year and the next three now calls for figures
rather lower than those in the White Paper, because the 1979-80 volume
outturn was lower than expected. Defence are in fact now asking for
some £140 million in each of the three years 1981-82 to 198%-84 over
and above what would be required to comply with the target, as they
interpret it, and on the basis used in the White FPapers. (See attached
table.)

The case for a review = -

6. The importance of holding down public expenditure necessitates

a review of our attitude to the target. NATO specifically accepted,
when it was first adopted, that there would be derogations in
difficult economic circumstances: the prospect of a 23% decline in ONE
GDP this year is highly relevant. The Defence White Paper pointed out
that "we shall not feel obliged to adhere slavishly to a particular
growth path, nor shall we consider it a fallure of policy if we modify
our spending plans in either direction from year to year as new

information becomes available".

Options
7. $Savings greater than those proposed by the Chief Secretary could

be schieved if we were to come into line with the majority interpretation
of the NATO target, or to conclude that our present circumstances
necessitate a one-year derogation from it. Various courses are possible,
depernding on how far we decide to hold the cesh limits this year. No
increase in them would mean no volume growth, although we night still pla:

for 3% in future years.

Timing

8. It would be wrong to choose between the options until the‘current
review of the MOD 1980-81 cash limit 1s complete, and bilateral
discussions with other spending departments have established the likely
feasibility of the Chief Secretary's Survey proposals. The proposal
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‘Ln respect of defence is seen at this stage only as a marker. But it

/ aould be damaging in both the cash 1imits and Survey contexts, and
'o the search for economy, if Cabinet were now to accept that the MOD
interpretation of the NATO target was sacrosanct. The case for
demonstrating, in both plans and outturn, constant 3% volume growth
in the defence programme does not necessarily take precedence over the

Government's wider policy concerns and -commitments.
P

Conclusions

(i) Current financial and economic prospects necessitate a
review of our current interpretation of the NATO target, and
the re-assertion of the primacy of cash control over expenditure

in the current year;

(ii) public statements should be so framed as to impale us no
further on the hook of our current interpretation of the NATO

target; and

(iii) decisions on future levels of defence expenditure should

be deferred until later in the Survey.




|
=
I
=
=
a
[
=
=
@)
O

oya sexoult TBsodoad s,£LIezsxdsg JSTUDH 9U3I

°08—-6/6l ISAO SSBIITUT punodwmwod 94¢ B UO 28-L86L Seseq pue Iesk jquaIano

UT SJI0W UWOTT[TW f IO ¢F

0°¢
OoLOL
LiL—
O
Li72oL
¢+
geC
9¢zoL

0°¢
063

¢9e+

L0
48

6°¢
#0086
6gL—
¢-q
¢166
c+
t°¢
L7766

0°¢
Oowc8

Ler

¢°0
6L2c8

2 e
no#sm

€S

ﬁo¢¢m

GLL-
¢
GL96

O
4664
69—

0°¢
c908

QL=

Cho
L8

:uTe3IsoUnN ST [8-0Q6L UT UINZFNO JO &RUIjsad 8yl

*So3UBYO UOTABOTJISSETO JOUTW SWOS Y3JTM pue

*Jeak yoes

oxe ‘sorTdde LT40TI3S 9¢ 9Y3F YOTUM 03 ‘SaanstJ 198png 2ousysg oYL +

617~
6°¢
8826

68e
XANE
LOL=

2t
7284
¢hL-

0oL+

6°5
LLed

08-6blol

STIIVEDOEd. EDNIEIHA

(183£ snoTAexd I9A0 SSESIOUT %)

sTesodoad s,Kaejsxoeg FoTYD

(Tesf snoTAead I5A0 9SBAIOUT %)
uotgtrsod s,whlg Jy :suT[eseq L3AIng

sof3ueyo JUTJRUTISH

azooubs SATWTT YSB)/S3BUTISS PISTASY
(aBoL snotasad I8A0 9SBSIOUT %)

£PONTBASI L4/ PUW)

seotad Lsaxang Q8oL 38 UOTITTW F

(T89£& snotasad I9A0 8SBOIOUT %)
(086L ‘UdIBL) L84 Puwd
uaniano JO S9jBWTIZSS PSSTAdY
SUOTSTOSD 38uTqe) 086l Lxenusp
(T8eL snotasad ISAO 8SBAIDUT 9
(646l fI3qQUSAON) Sili PUUD
uInqqno JO ©O3BWIZSS PasTAsSY
UOTSTO9p 3dutqe) Ling
308png 6lolL ‘eunp

(TeeL snotasad I940 SSEBIDUT %)
(6¢te, puwg;, sueld pe3TILSUUT SYJ

seotad LsAdng plbol 3B UOTITTE F

CONFIDENT TAL




