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.tM]-..‘]'&ﬂH'f l. The Cabinet were informed of the business to be taken in the

RS

House of Comenons during the following week.

THE CHANCELLOR OF THE DUCHY OF LANCASTER eaid that he had
summarised the progress made with the legislative programme in his
minute of 21 January to the Prime Minister of which his colleagues had
fnp'i,f 8. Most of the major Billa in the programme had now been
introduced. The Liocal Government Planning and Land {‘\:c:- 2} Bill was
being introduced in the House of Commons that day and the Broadcasting
Bill should be ready for introduction the following week. He was
concerned, however, at the delay in the preparation of the Petroleum
and Submarine Pipelines Bill, The Competition Bill had received its
Third Reading in the Commons and other Bills, inrll.l.riing the Industry
and MNational He ritage Bills, had been Lhrc:-ugh Standing Committee. A
guillotine was bp:ng introduced for the Education [N‘c‘, 2] Bill. In
general the position in thke House of Commons was reasonably
satisfactory; but therc was risk of serious congestion in the House of
Lords later in the Sesgion., There was no room for new substantial
Bills to be added to the programme. The aim must be to complete the
Session by the end of Octeber so that a new Session could start at the
beginning of November: delay bayond that in opening the new Session
would only lay up problems of congestion and business management for
the future. To achieve this it might well be necessary for Parliament
to &it into the first week of August ag well as for three weeks in October
immediately after the Party Conference.

THE FEIME MINISTER, summing up a brief discussion, said that as
much progress as possible must be made with the programme before
the Summer Recess in order that the spillover could be restricted to
about three weeks in October. In particular, every effort should be
made to secure the passage of the Local Government Planning and Land
(Mo. 2) Bill through the House of Cominons by the end of June so as to
alleviate the problems foreseen in the House of Lords,

The Cabinet -

Took note, with approval, of the Prime Minister's
summing up of their discussion,

1
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2. THE FOREIGN AND COMMONWEALTH SECRETARY said that

he and the Lord Privy Seal would be making statements to Parliament
later that day on the situation following the Soviet invasion of
Afghanistan, on his own recent travels in the area, and on the steps
which the Government had already agreed to take. It was clear that
Governments in the area, including India, were gravely disturbed by the
Soviet action, but it was too little realised that subversion was a greater
danger than overt aggression. The development of a common front
against the Soviet threat was hampered by several factors: the intense
mutual suspicions of India and Pakistan; the unpopularity of the Camp
David agreement in most Moslem countries; and the fear that the current
American sanctions policy was increasing the danger of the break-up of
Iran, from which only the Russians would benefit. MNevertheless it was
striking that 104 members of the United Nations had voted to condemn the
Soviet Union. That would have been unthinkable until recently. It
showed in particular the strength of Moslem feeling about the rape of
Moslemn Afghanistan, The forthcoming Islamic Conference in Islamabad
was likely to prove impocrtant. Ancother satisfactory development was
Cuba's loss of standing within the Non-Aligned Movement and her
consequent decision to withdraw as a candidaie for the Security Council,
The reactions of Britain'e partners in the European Community and tne
Neorth Atlantiec Treaty Organisation had been mixed. Germany and
France were particularly cautious about measures against the Soviet
Union. Germany's attitude was conditioned by her circumstances and
by her stake in her Ostpolitik, but domestic political developments

seemed nevertheless to be allowing the Federal Government to adopt

more robust attitudes, eg in relation to the Olympic Games. The
French Government's posture was more cynical; but the fate of

Dr Sakharov, a leading Soviet dissident, seemed now to be making the
sort of impression on French public opinion which the Soviet invasion of
Afghanistan might have been expected to make earlier., Britain's
measures included steps to discourage cultural exchanges with the
Russians, As regards the Olympics, the Prime Miuister had written to
the Chairman of the British Olympic Association (BOA) suggesting
transfer away from Moscow; the reaction 6f the sporting community was
uncertain, but it seemed clear that action against the Moscow Olympics
offered the best hope of bringing home to the Ruasians the
unacceptability of what they had done.

In a brief discussion it was noted that the Chairman of the BOA had now
replied to the Prime Minister in non-committal but not unfriendly terms-
that public opinion seemed increasingly favourable to the Government's
attitude; and that the British Broadcasting Corporation and the
Independent Broadcasting Authority had reached agreement to act in
concert as regards the possibility of restricting coverage of the Games
in Muscow, on which no decislon had yet been taken.

Z
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THE FOREIGN AND COMMONWEALTH SECRETARY said thatl further
measures by the United States against Iran were not likely before the
Islamic Confererce in Pakistan, and perhaps not before the Iranian
Fregsidential glection. There seemed to be some possibility that the
release of the American hostages might be secured by negotiations
behind the scenes.

THE FOREIGN AND COMMONWEALTH SECRETARY said that
President Tito's remarkable recovery was a welcome development, It
remained important to continue to provide Yugoslavia with private
assurances of Western support, but there was a danger of offending
Yugoslav susceptibilities if such assurances were over-emphasised in
puhlie.

THE FOREIGN AND COMMONWEALTH SECRETARY said that in all the
circumestances the situation in Rhodesia had been developing better than
might have been expected. But it remained fragile. A difficult
decision might shortly have to be taken over Mr Mugabe, who wished to
return on 27 January but had not yet released the detainees held by his
forces in Mozambique, International criticism continued over the
presence of South African troops inside Rhodesia at Beitbridge. This
presence had had to be accepted in order to persuade General Walls and
the Salisbury regime to agree to the ceasefire arrangements.

Beitbridge was important to the Whites in Rhodesia as their potential
escape route, The South Africans could not be replaced by British
troops, whom it woul! be most undesirable to deploy in a military as
opposed to & monitoring role. But it might be possible to announce
shortly that the South Africans would withdraw before the elections.

The Cabinet -

Took note.,
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3. THE LLOBD PRIVY SEAL 3aid he had now con}pleted hig
tour of capitals. In the Federal Republic of Germany therea had
been some willingness to resolve our budget problem although
doctrinal objections had been raised against several posaible
golutions. Herr Lahnstein, the 5State Secretary in the Federal
Ministry of Finance, had expressed a readiness to help when the
Commission's paper became avallable, In Dublin, the new
Taoiseach had been anxious to show his moderation and the Irish
would probably be reasonably helpful provided they could ebtain
some benefit for themselves, The Danish Prime Minister, who
had not been briefed, had reiterated the position he had adopted at
the Dublin European Council, but the Danisgh Forelign Minister had
been more helpful. The attitude of the French Government had
been one of studied non-commitment, expressed in different Way 8§
by the Prime Minister, the Foreign Minister and the Minister of
Finance. The French had made a clear link with the problem of
sheepmeat. With the excepHon of France, however, his tour had
révealed a readiness ia the rest of the Community to go beyond what
had been offered in Dublin, Everyone was ansdous, in the light of
the worsening of East-West relations, to get the Community Budget
problem out of the way as soon as possible.

THE MINISTER OF AGRICULTURE, FISHERIES AND FOOD said
that, at the Council of Ministers (Agriculture} on 21-22 January, the
other member states had adopted » tougher attitude towards the
French over sheepmeat, and the President of the Council had
concluded that the Commission should do everything possible to
secure early French compliance with the judgment of the European
Court. Commissioner Gundelach now admitted that the only way
to secure a further judgment from the European Court speedily was
to ask for interim measures, It was important for Her Majesty's
Government to put political pressure on the Commission to decide
in this gense, I

The Irish had withdrawn a request for the Council to discuss sales
of butter to the Soviet Union, telling the Press that they had
receéived assurances from Commissioner Gundelach that the
prefixation of export restitutions - which allows traders to enter
into export contracts without the rigk of the Community subsidy
being subsequently reduced or suspended - would be resumed within
two weeks., It was clear that the French, Dutch and Irish were
determined to go on selling butter for commercial reasons and,

in the case of the French, because of their wish to maintain political
links with the Soviet Union. Decisions on prefixation and the level
of export restitutions were taken by the Commission under

4
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Management Committee procedure over which we had no vetc.

Cther member states were reluctant to cut off what was the cheapest
method of dispesing of butter surpluses; it was therefore very
unlikely that the Council of Agriculture Ministers would come out
against such sales, although the German attitude now seemed to be
coming closer to that of the United EKingdom.

In a brief discussion it was noted thar, in his Statement to the House of
Lords about Afghanistan later in the day, the Forelgn and
Commonwealth Secretary would be indicating that we were pressing
our Community partners to restrict sales of butter and other
subsidised agricultural exports to the Soviet Union. British public
opinion would certainly resent the continuance of these sales and

the consequences of that for the Community Budget and the British
contribution to it. Although this wae a matter for Community
decigion, Her Majesty's Government should be seen to be deing
everything possible to stop subsidised exports to the Soviet Union,

The Cabinet

Took note.
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4. THE SECRETARY OF STATE FOR NORTHEERN IRELAND said
that the Conference on the future government of Northern Ireland had
completed its second week and had got down to matters of substance,
Although agreement had been reached on the agenda, the Social
Democratic Labour Party were refusing to participate fully until the
main item of interest to them was reached; and it was possible that they
might try to leave the Corference once discussion of that item had been
complated. All parties at the Conference appeared to favour a
provincial povernment with legislative as well as executive powers,
rather than a provineial council: and it was important in that context
that the Canservative Elesction Manifesto had spoken of establishing one
or more elected councils only if more fully devolved government
remained unattainable. The Official Unionist Party had sent the Prime
Minigter a statement of their views; but they had refused to allow this to
be put before the Confarence, in which they remained unwilling to take
part.

The Cabinet -

Took note.

5. THE SECRETARY OF STATE FOR INDUSTRY said that there
was now a hope that the British Steel Corporation management and the
steel unions would shortly resume negotiations, though there could be no
certainty of an |_-.='.r1',r agreement being reached. The union-inspired
blockade of steel imports appeared to be effective, but steel stocks

were generally speaking continuing to reach consumers. Stocks of steel
at consumers' premises were in general still surprisingly high, given
that the strike was now in its fourth weelk.

In a brief discussion attention was drawn to a request made by the
General Council of the Trades Urion Congress (TUC) for an early
diecussion between the TUC's Nationalised Industries Committee and
the Chancellor of the Exchequer, the Secretary of State for Industry and
the Secretary of State for Employment on the problems of the
nationalised industries, espcially the British Steel Corporation's closure
programme, the related problemn of coking coal imports, and the
posaibility of obtaining financial help from the European Community.
The Chancellor of the Exchequer proposed to offer such a meeting, to
take place in the following week, on the understanding that the field of
discussion would not extend to the current steel dispute.

The Cabinet -
Took nota.
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THE SECRETARY OF STATE FOR THE ENVIRONMENT said that the
management and unions in the water industry would be meeting on
Monday 28 January to continue negotiations for a wages settlement.

The unions' claim comprised two elements; a settlement for the
current year, and a claim for comparability of treatment with their
counterparts in the gas and electricity industries, to which they argued
that there was an outstanding commitment from last year's negotiations,
It was too early to assume that a settlement could be reached and the
possibility of a strike remainzd.

THE HOME SECRETARY said that his understanding was that the
Government could expect seven d::'!r'r;;' notice before any strike began,

A period of notice of this kind would bea ve Ty valuable in Drgﬂﬂi sing the
deployment of troops to assist in maintaining supplies. The Civil
Contingencies Unit (CCU) was ir. close touch with the position and had
pointed to the critical importance which attached to the attitude of the
supervisory staffs in the industry. With their co-operation the Armed
Forces could perhaps muintain supplies for about six waeks. Without it
endurance would be a matter of days only.

In discussion attention was drawn to the fact that in Scotland water
workers were employed by the local authorities alongside other workers

who would be receiving the recently negotiated 13 per cent pay increase
for local suthority manual workers generaily. This could lead to
complications. The importance of the role of supervisory staffs was
recognised as was the desirability of obtaining the maximum warning of
the onset of any strike. The Secretary of State for the Environment
would check further on the length of warning of the onset of a strike
which might be obtained,

The Cabinegt

Took note.

i 6. The Cabinet considered a memorandum by the Chancellor of the

DI T URE Exchequer (G{80) 4) describing the economic background to the public
expenditure problem, the Government's monetary strategy and the
available methods of monetary control, The Cabinet's discussion is
recorded separately.

The Cabinet -
Took note of the Chancellor of the Exchequer's analysis

of the econcmic outlook, as the background to their
discussion of public expenditure.

7
CONFIDENTIAL




CONFIDENTIAL

T. The Cabinet considered a memorandum (C(80) 3) by the
Chancellor of the E¥chequer and the Chief Secretary, Treasury, about
further radoctions in the planned levels of public expenditure from
1980-81 to 1983-84, They also had before them a2 memorandum by the
Chancellor of the Exchequer and the Secretary of State for Social
Services ahout the November 1979 uprating of retirement pensions
(C(BO) 6); a memorandum by the Sacretary of State for Employment
about special employment measures (C(B80) 5), and a memorandum by
the Chief Secretary, Treasury (C(B0) 7), covering some statistics about
the deployment of local authority manpower. The Cabinet's discussion
is recorded separately.

The Cabinet -

L Agreed to resume their discussion the following

weel,

£, Agreed thet the "earnings shortfall" in the
November 1979 rates of lang-term social security
benefits should not be made good, and that this
decision should be announced as soon as possible,

Cabinet Office

24 January 1980
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FLE M

nis minute reviews progress with The Legigslative

21 bills which fulfil promises in the Queesn's
Sieech. 16 have already been introduced, although we are not
pre@ecding with the Protection of Official Information Bill.
Tem:tionality Bill will not now come forward this session.
The®e are, therefore, only four bills fulfilling promises in
thetucen's Speech still to be introduced: the revised wversicon
of¥h: Local Government, Planning and Land Bill, the Broadcasting
Eilfgl the Contempt of Court Bill and the Petroleum and Submarine

Pip8 ines Bill, which gives powers for sales by BNOC.

b B In toral, &nd ineluding the Queen's Speech bills we have
it duced 37 Government bills (excluding finance and consolidation
billEs) so far this session. The Annex shows their present position

i so lists the other bills still to be introduced.

i We have made reasonable progress with the bills we have
ingebduced so far, Among our first batch of major controversial
i:ui].'!ii:i the Competition &nd Industry Bills are through Standing
Committec. Others - including Education (No 2), Transport and
Erffish Aerospace - are still in Standing Committee. The Chief
‘ﬁ'niﬁ? arid I agree that a guillotine will be necessary for the
Fdi@8tion (Mo 2) Bill, and I propose to announce this on

'i'hu_f‘;ﬂ:-:y and to table the Motion for debate on Monday 28 January,

E Ve then have a second batch of major controversial bills
1

atiﬁ;t‘.ng in Standing Committee this week. They include Employment,

Huu-t'iing and Social Security. A guillotinme is likely to be

fE=ary for the Social Security Bill, and we may need others.

flieve we can get most or all of the major bills in both

CONFIDENTIAL




seognise, however, that there will be consider
problf@ns for the House of Lords, especially since
hevesll so to deal, either in July or during the

withiBh- Local Government, Planning and Land Bill.

¥ou will see from the Annex that there are a number of
bild8Nin our programme which have yet to be introduced. Some
willlle going to Legislation Committee later this month. I
nUEEEExDress concern, however, that we hiave not yet seen two of
tha Bl 1= that the Secretary of State for Energy hopes to bring
foruass : the Petroleum and Submarine Pipelipes Bill and the
Energe® Conservation Bill. The former in particular is bound to
be @At roversial, and we must have a reasonable time to get it

through .

8. ] think we can complete the programme we have set ourselves,
if e :sary by sitting into the first part of August and having
& spilover of about three weeks in October. There will be some
unavese2hle inconvenience to the Lords. [ see no prospect of

any fErther substantial bills being added to the programme.

ll am copying this minute to Cabinet colleagues, the Attorney
Genel L, the Lord Advecate, the Minister of Transport, the Chief
¥hip@ei both Houses and the Minister of State MAFF. 11 am also

sendifg 2 copy to Sir Robert Armstrong.

N. 8t.J.8.
21 January 1880
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LIMITED CIRCULATION ANNEX
CC(80) 3rd Conclusions, Minute 6

Thursday 24 January 1980 at 10,00 am

The Cabinet considered a memorandum by the Chancellor of the
Exchequer (C(B0) 4) desc ribing *he economic background to the public
expenditure problem, the Government's monetary strategy and the
available methods of monetary -ontrol.

THE CHALICELLOR OF THE EXCHEQUER said that the world and
domestic economic outlok had deteriorated since the Cabinet's
previous discussion, The Finaiice Ministers of all the main
‘ndustrialised countries shared the view that there would be little
growth in the world economy in the coming year; and each rige in

the price of oll worsened the prospect. Reduced expectations of the
level of North Sea cil output in the next 2 years would adversely affect
the prospects for the United Kingdom, and any increased revenues
which might accrue from rising oil prices would Le offset, in the same
period, by reduced activity in our export markets. It was virtually
certain that thio year's Public Sector Borrowing Requirement (PSBR)
would prove to be higher than the £8, 3 billion budgeted for in June 1979
and, unless action were taken, might rise siguificantly in the next two
years, In addition the current steel strike would add to the PSBR in
the first half of 1980 ard reduce national cutput. He had examined

a wide range of suggestions made for direct contrals of credit, including
action on credit cards, but had come to the conclusion that, while they
would require a new bureaucratic apparatus and perhaps new legislation,
they could have no more than the most marpginal effect on the lavel of
credit because of the ease with which the markat could now develop
alternative channels of credit outnide controls, There was no escape
from fundamental causes and the solutions appropriate to thermi A
large PSBR was the prime cause of high interest rates. High interust
rates wer= lncompatible with growth, The high rate of interesi payable
on new borrowing and on re-financing old borrowing imposed a growing
burden on public expenditure and compounded the difficulty. The only
alternative to reducing public expenditure was to increase taxation,
Unless public expenditure could be reduced, the outlock for further
reductions in direct taxation was bleak, Reduced taxation and lower
inteceet rates were the key to the success of the Government's strategy
to resume growth and control inflation.,

SECRET
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In discussion the foilowing points were made:-

a, Although there was a reepectable arpument for allowing
the PSBR to increase during a recession, this argument had
much less force when the PSBR was already at much ton high
a level, The previous Government had doubled the National
Debt during its period of office, and continued accretions of
£10 billicm a year cr so to this debt maart that the cost of
servicing it had become a major item in the public expenditure
programmea. In addition the present level of the PSBR was an
e ngine for inflation, because the level of borrowing required
could not be met from genuine savings, and a disincentive to
iundustrial investment because of the level of interest rates it
imposed,

|8 Direct controls of credit would have little or no effect
on the level of interest rates. The roots of the problem lay

in *he huge appetite of the Government and public authorities

generally for borrowed money. The effective remedy was to
get spending down,

Qs Despite the explanations in the Chancellor's paper, the
link between present actions and future prospects was still not
clear, The Cabinet would need fuller information on the

medium=-term econormic prospect cn present policies, if they
were to be ahle to judge whether the present strategy offered a
reagonable prospect of bringing the PSBR, interest rates and
inflation to acceptable levels in two or three years' time, It
might be that much more severe action on public erpenditure
was required now, and could be shown to be tolerable, if it
offered a real prospect nf substantial improvement in *he future,

d. There were severe practical and polidral limitations

to the extent to which public expenditure could be cut, It might
be better for the Government ‘o abandon, at least in the short
term, its expectations of reducing taxes. On the other hand it
was argued that without further cuts in public expenditure real
rates of tax might have to rise. Such an outcome was to be
avoided if at all possible,

e, The adverse effect of high interest rates on investment,
particularly on small businesses, was a major obstacle to
economic development, A reduction in public expenditure
which brought down the PSBR and with it the level of interest
rates was an esscntial rondition of recovery, But it would not
be enough by itself, The many other rigidities and restraints
on enterprise in the economy would need to be tackled as well,

SECRET
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L % The lack of public awareness of the seriousness of

the situation was a hindrancz to action, Considerably more
effert could be devoted to bringing home the message that che
Government's actions in cutting public 2xpenditure were in the
national interest, and {ully neccssitated by the facts of the
gituation, and not simply the application of a theoretical

doctrine,

THE PRIME MINISTER, summing up the discussion, said that the
Chancellor of the Excheqaer's memorandum did not zall for speciiic
declsions, though its analysis was accepted by the Cabinet as
constitutiug the background to their discussion of public expenditure.

The Cabinat -
Took note of the Chancellor of the Exchequer’'s

analysis of the economic ocutlook, as the background
to their discussion of public expendituia,

Cabinet Office

25 January 1980
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e =

Lic The Cabinet congidered a memorandmn (Z(80) 3) by ths Chancellor of
NDITU R = the Exchequar and the Chief Secretary, Treasary, about further
reductions in the plannel levels of public expenditure from 1980-81 to

L 1983-84. They also Lad before them a memorandum Ly the Chancellor

nees of the Exchequer and the Sscretary of State for Social Services about the

| 25th November 1979 uprating of retirement pensions (C(80) 6); a

usions, memorandum by the Secietary of State for Employment about special

b employment measures (C(80) 5), and a memorandum by the Chief
Secretary, Treasury (C(80) 7), covering some statistics about the
deployment of local authority manpower,

THE CHAMNCELIL OR OF THE EXCHEQUER said that the Cabinet had
already agreed to reduce the planned levels of public expenditure by

£1 billion in 1980-81 and by £2 billion in each of the subsequent years in
addition to the reauctions from previous plans agreed in the autumn.
These sums excluded any reductions which migkt be negotiated in the
United Kingdom contribution to the budget of the European Community.
The cash limits to be imposed on expenditure in 1980-81 would, if
present expectations of inflation were borne out, impose a further
reduction in the volume of expenditure in that year; but this could not
be calculated in advance. Meanwhile, savings of some £492 million
in 1989-8Bl, and o £1, 3603 million in [981-82; had been identified

and tentatively agreed with the Ministers concerned, as listed in
Annex A to his paper C{(80) 3, The changes he proposed in Child
Benefit would Y‘i&'ld A further E£150 million in 1980-81 and £400 million
in subsequent years. Since his paper was circulated, however, it had
become clear in discussion with other colleagues that these savings
would bear too heavily upon the recipients of these benefits. If these
reductions were to be in part forgone, others would have to be found
instead. His paper identified a number of other areas where further

savings might be sought, but it was clear that every Department would
have to find its share.
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In discussion it was stressed that final decisions must be taken at the
next meeting of the Cabinet, in order to keep to the Budget timetable,
Further bilateral discussions with the spending Ministers would
continue in the meantime, Some of the savings provisionally identified
by the Chancellor of the Fxchequer were pelitically very difficult, and
there were probably other and less damaging economies which could be
made, but it was essential to come &8 close as possible to the Cabinet's
original targets for reductions in expeaditure,

The Cabinet then turned to the individual programmes.

The Government was committed by a Manifesto pledge to protect
retirement pensions, which acenunted for almost two-thirds of the cosat
of social security benefits, against increases in prices. There was no
comparable pledge to maintain the value of shcrt-term benefits. The
Ministerial Committes cn Economic Strategy had already decided that
short-term unsmployment and related benefite should be taxed, starting
in 1981 or 1982, and proposals were in prepa=ation for the taxing of
ghort-term sickness benefits. Meanwhile, it would be reasonable ta
reduce the real value of shert-term benefits by approximately the
amount of the tax to be charged, The paper proposed that, to achieve
this, Fhort-term benefits sheuld be uprated by 10 percentage points legs
than the movement in prices (if prices increased by 15 per cent over the
year, benefits would be uprated by enly 5 per cent), It was also
proposed to abolish the earnings-related supplement, though it was
arguable that this could not take effect before 1982 without breaching
contractual rights, This series of measures would however bear
especially hardly on the unemployed, In the extreme case, some
families would lose up to half their income. Alternatively, it might be
possible to apply a smaller reduction of the uprating in the value of a
wider range of benefits; such a measure could be held to be consistent
with the Manifesto pledge if it protectad beneficiaries against price
movements but not against the efiect of increases in indirect taxation,
This more uniform approach would be politically more acceptable if the
value of personal tax allowances was not increased by the full amount of
the movement in prices, though this would require an Order to override
the existing "Wise=-Rooker' provision in legislatien. This approach
would help in breaking the cycle of inflation, whereby an increase in the
Retail Price Index led automatically to increases in certain items of
public expenditure and taxation. In a situation where those at work
were not protected against movements in prices, those out of work
(however deserving their case) could not expect full protection either.
Without such a change in policy, there was a risk of & continued,
rerrorseless shift in resources from the productive to the unproductive
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sections of the community. The Sccretary or State for Social Services,
in consultation with *he Chancellor of the Exchequer and other Ministers,
should consider these matters further and report back to the Cabinet.

It was reported that the Government was coming ander increasing
pressure in Parliament to. say whether the "earnings shortfall" in the
MNovember 1779 uprating of benefits would be made good. It would be
inconaistent with the other proposals before tne Cabinet to do so,

There waas no statutory requirement to uprate these benefits in line with
the actual movement in earnings, which had unexpectedly proved to be
higher than the forecast increasz in prices on wiich the uprating had
been based.

The proposed increases in prescription charges would, given the
exemptions for the vnemployed and others, tend vo narrow the gap
Eetween the spending power of those in work and those out of work,
This was undesirable in itself, but the increase in charges might be
necessary to achieve the full reduction in public expenditure being
sought.

There was little room for further reductions in the level of expenditure
on primary and secondary education. Support for the polytechnics
should be re-examined, but this was local auttority expenditure
controlled primarily through the Rate Support Grant (R5G). It was
already proposed to uprate student gprants by less than the full amount
needed to keep pace with inflation,

While it was hoped that the Government would successfully conclude the
current negotiations, it was not yet known what changes would take
effect within the calenda:s year 1980 or the fiscal year 1980-8l. It was
necessary to go for as nearly as possible the full amounts of the
reductions wgreed by the Cabinet in December, without taking account
of possible reductions in the net contribution to the Community budget.

Whether or not uniform cuts were applied to all programmes, there
was a case for particularly close scrutiny of Civil Service manpower
cos.8. This might extend to a re-examination of the structure of the
Service and of manning needs in the various grades., The Civil
Service Department would continue to co-operate with other

3
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Departments in the search for ecoromies., The Minister of State,

Civil Service Department, would in due course circulate a further paper
on this and on other means of economising on manpower costs in the
Civil Service. But it was no* just a matter of efficiency and economy
in the use of menpower; to achieve savings it was also necessary to cut
out some of the functions on which manpower was presently engaged.

Separate discussions were taking place about the size of the defence
budget. The Government had obligations to its allies and to the Armed
Forces which had to be taken into account; but it was difficult to exempt
defence from the cuts at a time when so many politically unpopular
decisions had to be taken and domestic pledges were also at risk, The
Cabinet would need to consider these matters further at its next meeting

Despite the exemptior previously accorded to the law 2nd order
programmes, it was necessiry that reductions should be made in this
area, too, not excluding the possibility of cuts in police manpower.

The Home Secretary had already ofie red savinge on the fire service but
wonld examine all of his expenditures to see what further savings might
be possible. There was general agreement that he should not be asked
to reduce police strengths.

It was generally agreed that the housing programmes, although they had
been considerably roduced already, offered significant scope for further
reductiona, and that these would be politically less damaging than many
of the other proposals before the Cabinet, There was a strong
argument for making bigger increases in council house rents, at a time
when private house-owners werte beirg faced with substantial increases
in their mortgage repayment liabilities. There was also a case for
further redcutions in the level of new starts, although it was noted that
a considerable proporticn of the new dwellings concerned were for the
old people and the handicapped. There was a strong case for big
reductions in expenditure on council house improvements, not excluding
home insulation,
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While there was undoubtedly room for further reductions in lozal
authority staffs an across-the-board reduction in manpower would
largely duplicate reductions which were already being sought on
jndividual programmes. In eny case the main instrument of control
was the RS5G, on which the Cabinet had already taken its decision, so
that the opportunity for a further general reductior for the following
year had already passed.

The reductions identified by the Chancellor of the Exchequer were
broadly acceptable, but additional expenditure might be needed on the
extension of some of the present special employ.nent measures, and at
a time of mounting unompln}r:ng,—nt it wouid be Aifficult to eliminate these

altogether. These bids would he further considered by the Ministers
concerned.

Further reductions night be possible within the programmes of the
Department of Industry.

A case had already been made for additional expenditure on remedial
measures in areas affected by possible closures of steel plants. The
Secretary of Stete for Wales should pursue his proposals further with
the Secretary of State for Industry and the Chancellor of thes Exchequer.

Further reductions might be possible in the transpoit programmes,

The scope for further reductions was limited by our international
obligations of multilateral aid, and by our existing bilateral commit-
ments, but the aid programme should nevertheless be re-examined,
with a8 viaw to the identification of firther savings. This
re-gxamination should extend to *he cost of administration.

Small reductions might be possible in the level of lcgﬂl aid in criminal
cises. The Lord Chancellor would consider the matter further.
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Apart from the possitle revalnatict of personal tax allowances, there
was a good case for increasing indirect taxes, particularly on petrol,
by more thau the recent increases in prices. This might be better
understood by the public as a crisis response to financial pressares
than some of the other measures before the Cabinet. The Chancellor
of the Exchaquer inight wish to consider this possibility in framiug his
Budget proposals.

THE PRIME MINISTER, summing up the discussion, said that the
Cabinet would defer final conclusions until its meeting in the following
week. Meanwhile the Ministers concerned should continue to examine,
in consultation with others as necessary, the areas of public expenditure
for which they were responsible in order to identify the necessary
savings., The Cabinet's discussion had nowevsr shown clearly that no

programme could be exempt from making a contribution, It had also

shown that the Cabinet were disposed to moderate the proposals fou
reductions in social security benefits made by tne Secretary of State for
Social Services and to lcok for a significantly greater contribution than
that at present agread from the programmes of the Secretary of Stale

far the Environment.
The Cabinet =

1. Agreed to resume their discussion the following

wee k,
2. Agreed that the "earnings shortfall" in the
November 1979 rates of long-term social security

benefits should not be made good, and that this
decision should be announced as soon as possible.

Cabinet Office

25 January 1980
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