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S E C R E T 


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


P r o p o s a l s f o r the y e a r s a f t e r 1980-81 


(C(79) 35) 


B A C K G R O U N D 


The p r o v i s i o n a l p r o g r a m m e f o r d e c i s i o n s on p u b l i c e xpenditure a f t e r 


1980-81 i s to have a 'Second Reading' debate t h i s week; f o 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 to conduct a s e r i e s of b i l a t e r a l s o v e r the next few 


weeks, i n p a r a l l e l w i t h the separate t a l k s the L o r d P r e s i d e n t w i l l be h a v i n g 


about C i v i l S e r v i c e Manpower; and f o r the r e s u l t s to be r e p o r t e d b a c k to 


C a b i n e t at the f i r s t m e e t i n g a f t e r the P a r t y C o n f e r e n c e - 18th October. 


A l m o s t c e r t a i n l y you w i l l need a second meeting, p r o b a b l y on 2 5th O c t o b e r , 


to complete the p r o c e s s . The C h a n c e l l o r would then b r i n g f o r w a r d a d r a f t 


White P a p e r , i n c l u d i n g some e c o n o m i c background, i n about the second week 


of November. P u b l i c a t i o n would f o l l o w before C h r i s t m a s . 


2. T h i s paper i s the s t a r t i n g point. It c o v e r s only p a r t of the s t o r y : 


there i s a separate paper on N a t i o n a l i s e d I n d u s t r i e s , C(79) 37, and a l s o a 


paper f r o m the L o r d P r e s i d e n t on Manpower Savings, C(79) 38, f o r w h i c h 


some c r e d i t i s taken i n this paper. The C h a n c e l l o r ' s t a r g e t n o m i n a l l y 

r e m a i n s the one he set before the h o l i d a y s : to reduce p u b l i c e x p e n d i t u r e , 

by 1982-83, to the l e v e l of 1977-78. In f a c t the f i g u r e s i n A n n e x C show h i m 


to be a i m i n g a l i t t l e s h o r t of that t a r g e t - by £380 m i l l i o n i n 1982-83 and 


£660 m i l l i o n i n 1983-84 - a f t e r t a k i n g account of the suggested savings i n h i s 

p r e s e n t paper, those p r o p o s e d f o r the N a t i o n a l i s e d I n d u s t r i e s and a c o n t r i b u t i c r 


f r o m staff s a v i n g s . These s h o r t f a l l s a r e not p a r t i c u l a r l y m e a n i n g f u l (they 


c o u l d e. g. be m o r e than wiped out by a r e d u c t i o n i n our E E C c o n t r i b u t i o n ) 


but e m p h a s i s e the need not to accept any s i g n i f i c a n t r e l a x a t i o n f r o m the 


o v e r a l l l e v e l s of s a v i n g p r o p o s e d . 


3. In t h e o r y t h i s week's d i s c u s s i o n c o u l d be s h o r t and l a r g e l y p r o c e d u r a l 

with the m a i n battle r e s e r v e d u n t i l a f t e r the b i l a t e r a l s : and you may w e l l 


judge i t best to t r y to r a i l - r o a d the C h a n c e l l o r ' s p a p e r through on that b a s i s . 
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SECRET 


4. N e v e r t h e l e s s I think the C h a n c e l l o r ' s paper i s v u l n e r a b l e on two 

separate s c o r e s . E v e n i f , t h e r e f o r e , you a r e going to give h i m you r f u l l 


support I think you ought to be w a r n e d about them and of the a n s w e r s you 


could make to c o l l e a g u e s who a r e r e l u c t a n t to agree. 

5. The f i r s t v u l n e r a b l e p o i n t i s that the paper contains no r e a l a s s e s s m e n t 


of the f u t u r e p r o s p e c t s of the economy. The C h a n c e l l o r w i l l c l a i m that 


f o r e c a s t s based on the p r e s e n t T r e a s u r y m o d e l a r e of l i t t l e r e l e v a n c e because 


the new e c o n o m i c p o l i c y w i l l c r e a t e a new dy n a m i c w h i c h the model, based 


on p ast r e l a t i o n s h i p s , cannot p r o p e r l y r e f l e c t (although I gather a second run 

was done w h i c h p o s t u l a t e d q u i c k e r and m o r e f a v o u r a b l e r e a c t i o n to the 


Government's budgetary m e a s u r e s ) . He may, i f pushed, say that, w e r e 


the m e d i u m - t e r m a s s e s s m e n t ( M T A ) to be brought into the r e c k o n i n g , i t 

would support the need f o r s e v e r e r e s t r a i n t i n p u b l i c expenditure of the ki n d 

he has o u t l i n e d . But h i s b a s i c a p p r o a c h w i l l be that the r e d u c t i o n i n the 

burden of p u b l i c e x p e n d i t u r e i s a p r e - c o n d i t i o n f o r s u c c e s s i n the new 

economic p o l i c y and that the cuts he i s a s k i n g f o r i n p u b l i c e x p e n d i t u r e o v e r 


the next f i v e y e a r s a r e j u s t i f i e d i n t h e i r own r i g h t and i r r e s p e c t i v e of any 

f o r e c a s t s . I think t h i s a r g u m ent i s s u s t a i n a b l e . What i s h a r d e r to a n s w e r ­
without r e f e r e n c e to an M T A - i s how much d i f f e r e n c e i t would make i f the 


cuts were phased d i f f e r e n t l y . If d i s c u s s i o n develops on th i s point you may 


want to support the C h a n c e l l o r by r e m i n d i n g c o l l e a g u e s that the l a s t 

Government's pla n s r e p e a t e d l y went a w r y because they c o m m i t t e d e x p e n d i t u r e 


on the b a s i s of f o r e c a s t s w h i c h were i n v a l i d a t e d by events, and that the only 


prudent c o u r s e i s to take a tough l i n e on p u b l i c expenditure now. The time 


to think of spending m o r e money w i l l a r i s e when we have e a r n e d i t . T h i s 


need not p r e c l u d e the C a b i n e t f r o m h a v i n g a g e n e r a l d i s c u s s i o n on e c o n o m i c 


p r o s p e c t s at some convenient date i n the futu r e but i t would be a m i s t a k e to 


think that such d i s c u s s i o n would be l i k e l y to ease the task which C a b i n e t m u s t 


now face. 
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6. The second v u l n e r a b l e point r e l a t e s to p r i o r i t i e s . - J h e C h a n c e l l o r 


has d i v i d e d the p r o g r a m m e s into^three c a t e g o r i e s : ' p r i o r l t y ' ; ' d i f f i c u l t to 


reduce'; and 'bearing t h e burden of adjustment'. B e c a u s e so much weight 


must f a l l on this l a s t group, some m e m b e r s of the C a b i n e t may want to 


r e c o n s i d e r the o v e r - r i d i n g p r i o r i t y i t has h i t h e r t o given to Defence and to 


L a w and O r d e r . They may argue that, w h i l e i t was r i g h t to r e v e r s e the 


r e l a t i v e d e c l i n e of Defence at the b e g i n n i n g of the Government's l i f e , the 


c o n t i n u a t i o n of this p r i o r i t y through the l i f e of a P a r l i a m e n t i s u n n e c e s s a r y 


and u n f a i r . S i m i l a r l y w i t h L a w and O r d e r . T h i s a r g u m e n t becomes the 


s t r o n g e r when you l o o k at the i m p l i c a t i o n s f o r some of the n o n - p r i o r i t y 

p r o g r a m m e s (e.g. e d u c a t i o n and N o r t h e r n I r e l a n d ) . The only p o s s i b l e 


a n s w e r to t h i s seems to be that no-one should.argue that the G o v e r n m e n t 


should abandon i t s p r i o r i t i e s now. E q u a l l y , however, no d e c i s i o n now can be 


b i n d i n g on d i s c u s s i o n s i n f u t u r e P E S C y e a r s when adjustments e i t h e r way to 


any p r o g r a m m e w i l l be open i n the l i g h t of developments. But t h i s w i l l o n l y 


s e r v e to e m p h a s i s e the tentative nature of the White P a p e r and to i n c r e a s e 


the d i f f i c u l t i e s w i th e. g. the l o c a l a u t h o r i t i e s . 


H A N D L I N G 


7. You m ight i n v i t e the C h a n c e l l o r to i n t r o d u c e h i s paper, and see 


whether the C h i e f S e c r e t a r y w i s h e s to add anything on the d e t a i l . 


8. Y o u might then see i f you can get q u i c k a g r e e m e n t to the o v e r a l l 


o b j e c t i v e s . P r e s u m a b l y c o l l e a g u e s w i l l c o n f i r m that they s t i l l want to get 


expenditure down to 1977-78 l e v e l s , e s p e c i a l l y given the C h a n c e l l o r ' s 

~ ~^~^— 

judgment that h i s p r o p o s a l s a r e the m i n i m u m c o m p a t i b l e w i t h the o b j e c t i v e s 


of b r i n g i n g down i n f l a t i o n and r e d u c i n g the tax burden. But i t would be as 


w e l l to be s u r e . T h e r e a f t e r your a i m i n the d i s c u s s i o n s m ight be to end up 


with a c l e a r i n s t r u c t i o n to the C h a n c e l l o r and to the C h i e f S e c r e t a r y to get as 


much as they p o s s i b l y can towards the t a r g e t i n b i l a t e r a l d i s c u s s i o n s so as to 


m i n i m i s e the a r e a of u n c e r t a i n t y to be r e s o l v e d at C a b i n e t i n O c t o b e r . 
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9. You w i l l then want to run b r i e f l y through the i n d i v i d u a l p r o g r a m m e s 


d e s c r i b e d i n p a r a g r a p h s 17-31 i n o r d e r to see how f a r you can go i n c h a l k i n g 


up the a g r e ement of the M i n i s t e r s c o n c e r n e d to the p a r t i c u l a r p r o p o s a l s made 


by the C h a n c e l l o r . You w i l l want to a v o i d d e t a i l e d d i s c u s s i o n on any 


i n d i v i d u a l p r o g r a m m e . T h i s w i l l be f o r the b i l a t e r a l s . B u t to the extent 


that i n d i v i d u a l M i n i s t e r s a c c e p t the C h a n c e l l o r ' s a r i t h m e t i c as i t c o n c e r n s 

them the e a s i e r w i l l the b i l a t e r a l p r o c e s s be. 


10. You may then want to l o o k b r i e f l y at the C o ntingency R e s e r v e 


( p a r a g r a p h 32) i n o r d e r to get c o l l e c t i v e a g r e e m e n t on t h i s . 


11. A s to C i v i l S e r v i c e manpower, you w i l l s i m p l y need to note that the 


C h a n c e l l o r i s l o o k i n g f o r f u r t h e r f i n a n c i a l savings f r o m sta f f cuts beyond 


those o u t l i n e d i n h i s paper. The extent of these savings can however only be 


a s s e s s e d when the p a r a l l e l staff cuts e x e r c i s e has been c o m p l e t e d - a p r o c e s s 


which w i l l b egin under the next i t e m of the agenda. 


12. A d d i t i o n a l l y some M i n i s t e r s may r a i s e q uestions about the p r o v i s i o n 


f o r debt i n t e r e s t , not c o v e r e d i n this pager. B o r r o w i n g at p r e s e n t i n t e r e s t 


r a t e s i m p o s e s a heavy fut u r e c h a r g e , and although t h i s i s only a t r a n s f e r 


p a y m e n t not a c a l l on r e s o u r c e s , i t r e d u c e s taxable c a p a c i t y . C a b i n e t can 


do l i t t l e i n the s h o r t t e r m to adjust t h i s f i g u r e . It may be enough to note 


that the burden of debt i n t e r e s t i s g eared to the s u c c e s s of the Government's 


p o l i c i e s . If these s u c ceed and i n t e r e s t r a t e s f a l l the C h a n c e l l o r ' s (and the 


Cabinet's) p r o b l e m s w i l l be r educed. 


13. F i n a l l y , p a r a g r a p h s 34-36 r a i s e the q u e s t i o n of the a p p r o a c h to be 


made to the L o c a l A u t h o r i t y A s s o c i a t i o n s about the p r o p o s a l s a f f e c t i n g them. 


A r e the C h a n c e l l o r ' s p r o p o s a l s a c c e p t a b l e to the other M i n i s t e r s i n v o l v e d -


DOE, Scotland, Wales and E d u c a t i o n ? 


C O N C L U S I O N S 


14. T h r e e c o n c l u s i o n s a r e needed:­
(i)	 A b r o a d r e - a f f i r m a t i o n of the t a r g e t of r e d u c i n g p u b l i c 


e x p e n d i t u r e to about the l e v e l of 1977-78 by the end of the 


quinquennium. 
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( i i ) 	 A n i n v i t a t i o n to the C h i e f S e c r e t a r y to d i s c u s s w i t h a l l the 


m a i n spending M i n i s t e r s c o n c e r n e d the p r o p o s a l s i n the 

C h a n c e l l o r ' s paper ( s u b j e c t to any guidance g i v e n by 


C a b i n e t on i n d i v i d u a l points) and to r e p o r t back on 


18th O c t o b e r . 


( i i i ) 	 A c c e p t a n c e of the C h a n c e l l o r ' s p r o p o s a l s f o r h a n d l i n g 


d i s c u s s i o n s w i t h the L o c a l A u t h o r i t i e s about the p r o g r a m m e s 


w h i c h a f f e c t them. 


(John Hunt) 


11th September 1979 
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