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As I told you, it was beginning to look as if we were heading for another
confrontation between the Chancellor of the Exchequer and the Secretary of State
for Defence of cuts in defence expenditure.

2 My information is that the Home Secretary has now persuaded the
Secretary of State for Defence to consider seriously the possibility of offering
cuts of £50 million a year for three years on non-operational expenditure - the
building of officers' messes and so on.

2% The Secretary of State for Defence's price for this will be some softening

of the Treasury attitude on his cash limits. He will want a ''realistic' cash

limit on armed forces pay (that is to say, one that desesslme cnables him to
accommodate the recommendations of the Armed Forces Review Body without
any countervailing volume squeeze). He will also be looking for some relief
on the cash limit of the rest of his expenditure. In terms of his civil servants
he will clearly have to work to the same cash limit as the rest of Whitehall.

It may, however, be possible to arrive at a separate cash limit for the rest of

his expenditure, higher than that which is applicable to other Departments, by
e

reference to some special factor still to be defined. My impression is that the
Treasury would settle for that, in preference to any kind of arrangement which

in effect let the Ministry of Defence off cash limits altogether.

Robert Armstrong
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