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PRIME MINISTER 


PUBLIC EXPENDITURE 


You know, of course, of the importance we a t t a c h to the need 


f o r e f f e c t i v e a c t i o n on the p u b l i c expenditure f r o n t . I make no 


apology, t h e r e f o r e , f o r t h i s e a r l y r e p o r t on the seriousness of 


the s i t u a t i o n . "~ ~ 


2. To reduce the o v e r a l l plans f o r p u b l i c expenditure which we 


i n h e r i t e d from the previous Government i s a c r i t i c a l element i n 

our economic s t r a t e g y , not j u s t f o r the medium term but a l s o f o r 

the present year. In the Budget on which I am now working we 


want to make a s u b s t a n t i a l move to reduce the burden of d i r e c t 


tax, and yet t o maintain s t r i c t monetary c o n t r o l and to keep 


w i t h i n t o l e r a b l e bounds the burden to be c a r r i e d by i n d i r e c t tax. 


3. We can get some help from d i s p o s a l of a s s e t s , which I am 


having examined u r g e n t l y , but there i s no doubt that we must make 


some quick cuts i n p u b l i c expenditure. We i n h e r i t e d plans f o r 

an i n c r e a s e i n p u b l i c expenditure over l a s t year of w e l l over 


2 per cent i n r e a l terms and s u b s t a n t i a l l y more i n cash terms. 


k. The C h i e f S e c r e t a r y i s c i r c u l a t i n g f o r Cabinet next Thursday 


papers with proposals f o r s p e c i f i c expenditure cuts i n the current 


year and about cash l i m i t s . I hope that our c o l l e a g u e s , mindful 


of the general s t r a t e g y on which we are a l l agreed, may i n some 

cases be able to v o l u n t e e r some f u r t h e r suggestions beyond those 


proposed by the C h i e f S e c r e t a r y . But i n the present year the 
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scope i s l i m i t e d by the extent to which expenditure i s already 


committed and by the f a c t that i n many areas l a r g e cuts r e q u i r e 


a major review of p o l i c i e s and i n some cases l e g i s l a t i o n . 


5. My immediate concern i s to prevent d e c i s i o n s which we are 


making, or may be contemplating, going i n the opposite d i r e c t i o n 


and thus making our problem worse. I am sure that i t was r i g h t 


on merits to put up the pay of the Armed Forces and the p o l i c e i n 


l i n e with our Manifesto commitment, but the e x t r a cost i n 1979-80 


i s around £300 m i l l i o n . 


6. In other r e s p e c t s too the p r o v i s i o n l e f t by our predecessors 


i n the Estimates f o r 1979-80 was inadequate. The C i v i l S e r v i c e 


pay settlement w i l l cost about an e x t r a £300 m i l l i o n t h i s year. 


The Lord P r e s i d e n t i s examining how f a r t h i s can be o f f s e t by 


economies, but a net i n c r e a s e i n cost i s s t i l l l i k e l y . In the 


NHS and the l o c a l a u t h o r i t i e s , the i n i t i a l settlements are already 


s u b s t a n t i a l , and the c o m p a r a b i l i t y arrangements pose a f u r t h e r 


t h r e a t of unknown s i z e . For example, i n the N a t i o n a l Health 


S e r v i c e , i  f c o m p a r a b i l i t y f o r the nurses and a n c i l l a r i e s were to 


i n d i c a t e an e x t r a 10 per cent, of which h a l f would be p a i d from 


August 1979, the cost of pay settlements t h i s year could i n v o l v e 


another £300 m i l l i o n . 


7. Then there i s s o c i a l s e c u r i t y . We s h a l l need to decide 


s h o r t l y the f i n a l b a s i s of t h i s year's u p r a t i n g ; but the gross 


a d d i t i o n a l cost i n t h i s f i n a n c i a l year of an u p r a t i n g l i m i t e d to 


the f i g u r e s mentioned during the E l e c t i o n cannot be l e s s than 


around £600 m i l l i o n . 


8. I t i s e s s e n t i a l that we should not aggravate the problem 


f u r t h e r by large a d d i t i o n a l i n c r e a s e s even i n those programmes to 


which we a t t a c h p r i o r i t y , f o r example of the kind envisaged i n 


the Defence S e c r e t a r y ' s minute of 9th May, on which I am minuting 


you s e p a r a t e l y . Everywhere the presumption must be that any new 
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demands s h o u l d be met by g r e a t e r economy and e f f i c i e n c y , and by 


o f f s e t t i n g s a v i n g s r a t h e r t h a n by t h e p r o v i s i o n o f f u r t h e r money 


9 . I am c o p y i n g t h i s m i n u t e t o members o f t h e C a b i n e t and t o 
S i r J o h n H u n t . 

Of 

GEOFFREY HOWE Wr May, 1979 
( A p p r o v e d by t h e C h a n c e l l o r o f t h e 
E x c h e q u e r and s i g n e d i n h i s a b s e n c e ) 


