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1. T H E S E C R E T A R Y O F S T A T E F O R D E F E N C E gave the 
Cabinet an account of the m i l i t a r y s i tuat ion i n the F a l k l a n d Is lands . 
The Argent ine navy and a i r force had suffered heavy losses of a i r c r a f t 
i n the i r at tacks on the B r i t i s h T a s k F o r c e fol lowing the successful 
landing on E a s t F a l k l a n d . Some further attacks could be expected. 
The Sea H a r r i e r a i r c r a f t and the R a p i e r su r f ace - to - a i r m i s s i l e had 
proved effective i n combat, and the Sea H a r r i e r force had shown a 
r e m a r k a b l y high rate of operat ional r ead iness . Despite the losses of 
ships , B r i t i s h forces were f i r m l y es tabl ished ashore , and he was 
confident that the operat ion could be brought to a successful conc lus ion . 

T H E F O R E I G N A N D C O M M O N W E A L T H S E C R E T A R Y said that the 
debate i n the United Nations Secur i ty C o u n c i l was continuing. So far 
the only reso lu t ion tabled was one by I re land which was unacceptable; 
the United Kingdom would i f neces sa ry veto i t . Other draft 
resolut ions had been c i r cu l a t ed ; and i t would be poss ib le for the 
United Kingdom to vote i n favour of some of these, i f suitable 
amendments could be agreed, without i n any way pre jud ic ing the 
Government ' s pos i t ion . He had made i t c l e a r pub l i c l y that the door 
was not c losed to a diplomatic so lu t ion ; but that a d ip lomat ic solut ion 
would not be poss ib le unless the Argent ine government substant ia l ly 
changed their pos i t ion . 

In a b r i e f d i s cus s ion , the point was made that the successful landing 
on E a s t F a l k l a n d was a r emarkab le achievement by the S e r v i c e s , 
operat ing as they were 8,000 m i l e s f r o m their base. It should be made 
c l ea r i n publ ic that the landing fol lowed v e r y soon after the ma in 
amphibious forces a r r i v e d i n the a r ea . Cons ide ra t ion was being given 
to ar rangements for the res to ra t ion of B r i t i s h admin i s t r a t ion i n the 
Is lands . 

The Cabinet -

Took note. 
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 2 *  T H E  F O R E I G N  A N D C O M M O N W E A L T H S E C R E T A R Y said that 
the Communi ty F o r e i g n M i n i s t e r s had agreed to renew sanctions against 
Argen t ina for an indefinite p e r i o d on the same bas is as before, wi th 

 Italy and Ireland not pa r t i c ipa t ing . Denmark was to in t roduce nat ional 
 measures i n p a r a l l e l w i th the Communi ty ac t ion and this would a l so be 

 without t ime l i m i t . 

A t the beginning of the meet ing he had made a statement about the 
 fa i lure of the Communi ty to respect the Luxembourg compromise at the 

 A g r i c u l t u r e C o u n c i l on 18 M a y , L a t e r i n the meet ing, i n the context 
 ° * c o n s ^ e r a t  n^ o  ° * p roposa l s by the F o r e i g n M i n i s t e r s of the 

 F e d e r a l Republ ic of G e r m a n y and Italy for a European A c t , there had 
 been a d i s c u s s i o n which was revea l ing about the attitudes of different 

m e m b e r states to the L u x e m b o u r g c o m p r o m i s e . On the bas i s of that 
d i s c u s s i o n his assessment was that i t might w e l l be poss ib le to r e ­
es t ab l i sh the c o m p r o m i s e i n some f o r m ; but i t was a strange f o r m of 
convention i n that not a l l member states subscr ibed to i t : the Bene lux 
countr ies had never accepted i t . F o r e i g n M i n i s t e r s had agraed to 
re f lec t on the matter further and to d i scuss i t again i n a month's t ime . 

The negotiat ion on the solution to the B r i t i s h budget p r o b l e m i n 1982 
had been d i f f icu l t and p ro t r ac t ed . The p r o b l e m was that the 30 M a y 
agreement had reduced the United K i n g d o m ' s net con t r ibu t ion after 
refunds i n 1980 and 1981 to much lower f igures than anyone had 
expected at the t ime and other member states be l ieved that the United 
K ingdom had an obl igat ion to make res t i tu t ion . The appl ica t ion of the 
30 M a y agreement to the C o m m i s s i o n est imate of 1530 m i l l i o n ecus for 
the B r i t i s h unadjusted net contr ibut ion i n 1982 would have produced a 
refund of 1008 m i l l i o n ecus . The United Kingdom had come under 
great p r e s s u r e to accept a refund of only 800 m i l l i o n ecus i n recogni t ion 
of the a l leged over -payment , but i n the end had secured agreement to 
8 50 m i l l i o n ecus . 

A g r e e m e n t was a l so reached on a r i s k - s h a r i n g fo rmula i f the 
C o m m i s s i o n est imate were exceeded. Th i s was not quite as good as 
the one secured for 1981 but d id give a refund of 75 per cent at the top 
end of the scale and was a great deal better than a number of p roposa l s 
that were put fo rward dur ing the course of the negotiat ions. The other 
member states commit ted themselves to complete the negotiations for 
the solut ion to the p r o b l e m i n 1983 and l a t e r yea r s before the end of 
N o v e m b e r . 

Th i s was not an i dea l r esu l t . But , looked at i n the perspec t ive of the 
three years of the 30 M a y agreement, i t was defensible . The only other 
option would have been to b reak off negotiations and, i n h i s judgment 
and that of h i s a d v i s e r s , this might ve ry w e l l have led to an even worse 
outcome. He could not exclude the p o s s i b i l i t y of a major Communi ty 
c r i s i s i n the autumn when the solut ion for 1983 and la ter was negotiated. 
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In d i s c u s s i o n i t was pointed out that the negotiations on the longer 
t e r m would be c l o s e r to the e lec t ion than the Government would have 
wished , and the t iming might tempt other member states to make a 
l i n k wi th f i s h . The Communi ty had obvious ly decided to be helpful 
to the United Kingdom over the F a l k l a n d Islands but to make the 
United Kingdom pay a p r i c e . B y agreeing only to a one-year solut ion 
at the present t ime , the F o r e i g n and Commonweal th Sec re ta ry had 
ensured that the p r i c e affected only 1982 and not the e n s u i n g three 
or four yea r s . The tough l ine taken by other member states showed 
how far they were f r o m acknowledging the true nature of the B r i t i s h 
budget p r o b l e m . It was regret table that the G e r m a n s , who resented 
the s ize of their budget burden, fa i led to co-operate wi th the United 
Kingdom i n secur ing a better sys t em. 

It was proposed that, dur ing the negotiations on the longer t e r m , the 
United Kingdom should argue that the settlement for 1982 took ful l 
account of the unexpectedly favourable outcome i n 1980 and 1981; but 
some of the word ing i n the la tes t agreement was not e a s i l y r econc i l ed 
wi th that pos i t i on . Agreemen t could not have been reached without 
the sentence i n quest ion, such was the strength of feel ing by other 
member states about the a l leged over -payment . It was agreed that 
M i n i s t e r s should take the l ine that we l i v e d to fight this battle another 
day. 

The Cabinet -

Took note. 

3. T H E F R I M E M I N I S T E R said that, when there had been some 
fear that Pope John P a u l II might be obl iged to cancel o r postpone his 
long-a r ranged v i s i t to the United Kingdom, which was due to s tar t on 
28 M a y , because of the c r i s i s i n the South A t l a n t i c , a message had been 
sent to the V a t i c a n to make i t c l e a r that, i f i t would help to es tab l i sh 
that the Pope ' s v i s i t was pas to ra l and n o n - p o l i t i c a l , the B r i t i s h 
Government would be prepared to wi thdraw f rom of f i c i a l involvement i n 
i t . Al though no f o r m a l r ep ly had been rece ived f rom the Va t i can , i t 
was c l ea r that this offer had played a considerable par t i n enabling the 
R o m a n Ca tho l ic h i e r a r c h y i n the United Kingdom to recommend to the 
Pope that the v i s i t should go ahead. A c c o r d i n g l y , i n a statement to be 
i s sued la te r that day the C a r d i n a l A r c h b i s h o p of Wes tmins te r would say 
that one of the factors which the h i e r a r c h y had taken into account was a 
suggestion by the Government that i n o rder to avoid p o l i t i c a l i s sues as 
far as poss ib le and to emphasise the pas to ra l nature of the v i s i t , the 
B r i t i s h Government had suggested that M i n i s t e r s should not be o f f i c i a l ly 
invo lved i n the v i s i t . The Queen would rece ive the Pope as a fel low 
Head of State, and the P r i n c e of Wales would s t i l l attend the E c u m e n i c a l 
Se rv i ce i n Can te rbury C a t h e d r a l . The F o r e i g n and Commonweal th 
S e c r e t a r y would not now meet the Pope on his a r r i v a l , and nei ther she 
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nor the Home Sec re t a ry would attend the E c u m e n i c a l Serv ice i n 
Can te rbury Ca thed ra l . Th i s dec i s ion did not, however , exclude 
pa r t i c ipa t i on i n the events of the v i s i t by M i n i s t e r s who had good 
reason to par t ic ipa te i n the i r pe r sona l capac i t i e s . It was to be hoped 
that some of those members of the Government who were Roman 
Ca tho l i c s would be able to attend the E c u m e n i c a l Se rv ice i n 
Can te rbury Ca thed ra l . 

The Cabinet -

Took note. 
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4. The Cabinet d i scussed a memorandum by the Chance l lo r of 
the Exchequer and the L o r d P r e s i d e n t of the C o u n c i l on the future 
ar rahgements for set t l ing the pay and a l lowances of M e m b e r s of 
P a r l i a m e n t ( M P s ) , the pay of M i n i s t e r s and P e e r s ' Expenses 
A l l owances (C(82) 25). 

T H E L O R D P R E S I D E N T O F T H E C O U N C I L said that the Select 
Commit tee on M e m b e r s ' Sa la r i e s had recommended that M P s ' pay 
and a l lowances should be reviewed by the Top Sa la r i e s Rev iew Body 
( T S R B ) dur ing the fourth year of each P a r l i a m e n t , or no l e s s 
frequently than every four years when shortened P a r l i a m e n t s 
p rec luded this t imetable ; and that at the same t ime as the House of 
Commons reached a dec i s ion on the T S R B recommendat ions i t should 
a l so agree that i n the in tervening years there should be an annual 
automatic adjustment of M P s  ' s a l a r i e s by reference to the movement 
of the neares t percen t i l e i n the New Ea rn ings Survey (NES) . P e r i o d i c 
r ev i ews by the T S R B seemed l i k e l y to be the mos t sa t i s fac tory way 
of set t l ing M P s  ' pay; and, i n h i s v iew, r ev iews towards the end of a 
P a r l i a m e n t rather than at the beginning of a new one were much 
pre fe rab le , although i t might not a lways be poss ib le to achieve this i n 
the event of shortened P a r l i a m e n t s . He therefore recommended that 
the Government should accept these proposa ls and that the T S R B 
should be asked to repor t i n t ime for the 1983 inc rease i n M P s  ' pay. 
He a lso recommended that the Government should accept i n p r i n c i p l e 
that M P s ' pay i n the years between T S R B reviews should be deter­
mined through some f o r m of l i n k with the pay of other groups. But 
to do so by reference to movements i n the N E S would be con t r a ry to 
the Government ' s approach to publ ic se rv ice pay, with potent ia l ly 
se r ious r epe rcuss ions throughout the publ ic s e r v i c e s ; and might w e l l 
r e su l t i n s a l a r y i nc reases for M P s w e l l above the l e v e l that the 
Government thought appropria te for other publ ic sector groups. 
He therefore recommended that the Government should ins tead propose 
that the l inkage should be wi th a basket of publ ic se rv ice analogues, 
p o s s i b l y cons i s t ing of the non - indus t r i a l C i v i l Se rv i ce , the m a i n 
Nat iona l Hea l th Se rv ice (NHS) groups and school t eache r s i n England 
and W a l e s . The Select C o m m i t t e e ' s p roposa l for automatic inc reases 
i n M P s ' pay i n the yea rs between T S R B rev iews was , i n h i s v iew, 
unacceptable, since i t would leave the Government wi th too l i t t l e 
cont ro l in the event of unforeseen c i r c u m s t a n c e s . He therefore 
recommended that the Government should instead propose that 
adjustments to M P s  ' pay i n the in te rvening years should be the subject 
of a vote i n the House of Commons each year on the bas i s of a 
Government mot ion . He had d i scussed these proposa ls i n general 
t e rms wi th a number of M P s and thought they would be b road ly 
acceptable . It would be neces sa ry to ar range an e a r l y debate on 
this yea r ' s i nc rease i n M P s  ' pay. T h i s would provide the most 
appropr ia te occas ion for the House to debate the Governmen t ' s 
p roposa ls on future pay a r rangements , which he recommended should 
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be the subject of a detai led Government mot ion . F i n a l l y , he 
recommended that the T S R B should be asked to rev iew M i n i s t e r s ' 
pay, M P s ' s e c r e t a r i a l al lowance and P e e r s ' expenses at the same 
time as i t rev iewed M P s  ' pay; and that i n the yea rs between T S R B 
rev iews inc reases i n these payments should be dealt with on an ad ho 
b a s i s . 

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 said that he endorsed the 
p roposa l i n C(82) 25 for M P s  ' pay to be rev iewed by the T S R B , , 
p re fe rab ly i n the fourth yea r of a P a r l i a m e n t and (more re luctant ly) 
the p roposa l for pay i n the in te rvening years to be adjusted through 
some f o r m of l inkage wi th the pay of other groups and subject to a 
vote by the House of C o m m o n s . The key i ssue was the f o r m that 
such a l inkage should take. He was s t rongly opposed to indexat ion 
wi th reference to the N E S o r to a l i n k wi th a single publ ic s e rv i ce 
group. There therefore seemed l i t t l e a l ternat ive to a l i n k wi th a 
basket of analogues as proposed i n C(82) 25, which he re luctant ly 
endorsed . The proposed compos i t ion of the basket of analogues 
was b road ly representa t ive of the publ ic s e rv i ce s and included neithe 
the po l ice nor the A r m e d F o r c e s , both of which had p a r t i c u l a r l y 
favourable ar rangements for de te rmin ing the i r pay. 

The fo l lowing were the m a i n points made i n d i scus s ion : ­

a. Al though a basket of analogues was to be p r e f e r r e d 
to the other poss ib le forms of l inkage , i t might not be easy 
to defend p u b l i c l y . A l i n k wi th an index such as the N E S 
would be thought by many to be the more l o g i c a l approach, 
s ince i t covered a much wide r spec t rum of groups. The 
N E S ref lected not only inc reases i n pay but a lso improvements 
i n p roduc t iv i ty and other factors which could not apply to 
M P s . M o r e o v e r a l i n k wi th the N E S would ove r -emphas i se 
those groups whose pay sett lements had been above average . 
O v e r the l a s t few years the i nc r ea se s produced by a l inkage 
wi th the N E S would have been much greater than those based 
on a basket of publ ic s e r v i c e analogues. 

b . The proposed compos i t ion of the basket of analogues 
r e l i e d too heav i ly on NHS groups, the w o r k of many of which 
was i n no sense comparable to that of M P s . On the other 
hand i t was impor tan t that the analogues should be d rawn 
f r o m the publ ic s e r v i c e s , and i t would be undesi rable to l i n k 
M P s ' pay wi th that of a s ingle group o r of a s m a l l number of 
employees . The groups proposed i n C(82) 25 were broad ly 
representa t ive of the publ ic s e r v i c e s . M o r e o v e r , the 
p e r i o d i c r ev iews by the T S R B would ensure that any 
anomal ies r esu l t ing f r o m the choice of analogues would 
eventual ly be c o r r e c t e d . 
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c. The re might be some advantage i n delaying the f i r s t 
T S R B review un t i l the next P a r l i a m e n t , but i t was un l ike ly 
that the House of Commons would be p repared to accept such 
a p r o p o s a l . 

T H E P R I M E M I N I S T E R , summing up the d i s cus s ion , said that the 
Cabinet agreed that there should be pe r iod ic rev iews of M P s ' pay 
and a l lowances by the T S R B . These pe r iod i c rev iews should a lso 
cover P e e r s ' expenses a l lowances and M i n i s t e r s ' s a l a r i e s . The 
i n t e rva l s between rev iews should be four years o r so, wi th the 
intention, so far as pos s ib l e , that rev iews should be undertaken i n 
the la t t e r par t of a P a r l i a m e n t ' s l i f e . The f i r s t such rev iew should 
be put i n hand i n t ime for recommendat ions to be made i n 1983. So 
far as i n t e r i m adjustments between rev iews were concerned, the 
Cabinet d id not accept the Select C o m m i t t e e ' s recommendat ion that 
M P s  ' pay should be inc reased au tomat ica l ly each year by reference 
to inc reases i n the Depar tment of E m p l o y m e n t ' s New E a r n i n g s Survey. 
The need for annual adjustments could be accepted, but i t should 
r e m a i n the r e spons ib i l i t y of the Government to make p roposa l s for 
i nc r ea se s i n M P s  ' pay, whether i n response to T S R B rev iews o r 
annually between such r e v i e w s , for approva l by the House of C o m m o n s . 
Because of P a r l i a m e n t a r y p r e s su re over the years for some f o r m of 
l inkage , the Cabinet accepted that there would have to be a fo rmula to 
guide the Government i n propos ing annual adjustments i n M P s ' pay. 
Th i s fo rmula should not relate to movements i n the N E S but to 
movements i n pay of a w ide ly based set of groups of employees i n the 
publ ic s e r v i c e s . The Chance l lo r of the Exchequer , i n consul tat ion 
wi th the L o r d P r e s i d e n t of the C o u n c i l , should look again at the 
proposed coverage of groups to be selected, the reasoning behind i t , 
and how such a p roposa l might best be presented . A n y annual 
i n t e r i m adjustments to M P s  ' a l lowances , P e e r s ' expenses al lowances 
and M i n i s t e r i a l s a l a r i e s should be dealt wi th by the Government on an 
ad hoc bas i s , although the Government would c l e a r l y have i n mind the 
adjustments being made at the t ime to M P s ' pay. The Government ' s 
proposa ls should be set out i n a suitable motion for approva l by the 
House of Commons i n the course of a debate on M P s  ' pay to be he ld as 
soon as convenient and before 13 June. The L o r d P r e s i d e n t of the 
C o u n c i l and the C h i e f Whip would need to cons ider further the p r e c i s e 
t iming of such a debate. 

The Cabinet ­

1. A g r e e d that the Top Sa la r i e s Rev iew Body should be 
asked to rev iew M P s  ' pay and a l lowances , P e e r s ' expenses 
a l lowances and M i n i s t e r s ' s a l a r i e s at i n t e rva l s of four years 
o r so, as indicated i n the P r i m e M i n i s t e r ' s summing up of 
the d i s c u s s i o n . 
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2. A g r e e d that the f i r s t such review should be 
put i n hand i n t ime for a repor t next yea r . 

3. A g r e e d that annual i n t e r i m adjustments i n M P s  ' 
pay should, l i k e adjustments a r i s i n g f rom the Top Sa la r i e s 
Rev iew Body r ev i ews , be for the Government to propose 
and for the House of Commons to approve but that the 
Government should be guided i n i t s p roposa ls for annual 
i n t e r i m adjustments by movements i n the pay of ce r t a in 
groups of employees i n the publ ic s e r v i c e s . 

4. Invited the Chance l lo r of the Exchequer , i n 
consul ta t ion wi th the L o r d P r e s i d e n t of the Couhc i i j to 
cons ider further which groups of employees should be 
selected for the purpose of Conclus ion 3 above on the 
l i n e s indicated i n the P r i m e M i n i s t e r ' s summing up. 

5. A g r e e d that annual i n t e r i m adjustments of M P s  ' 
a l lowances , P e e r s ' expenses a l lowances and M i n i s t e r i a l 
s a l a r i e s should be dealt wi th on an ad hoc basis by the 
Gove rnment . 

6. A g r e e d that the Government should set out i t s 
p roposa l s i n a mot ion for approva l by the House of Commons 
i n the course of a debate on M P s  ' pay to be held as soon as 
convenient and before 13 June. 

Cabine t Office 

25 M a y 1982 
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