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CONFIDENTIAL 

D O C U M E N T IS T H E P R O P E R T Y O F H E R BR ITANN IC M A J E S T Y ' S G O V E R N M E N T 

C(79) 60 C O P Y N O 

10 December 1979 

C A B I N E T 

P A Y A N D P R I C E PROVISIONS F O R T H E 1980-81 CASH L IMITS 

Memorandum by the Chance l lor of the Exchequer 

1. The 1980-81 cash l im i t s on the Rate Support Grant (RSG) and the 
external financing l im i t s on the nationalised industr ies were announced on 
16 November . We now need to take decis ions on the pay and pr ice provis ions 
i n the Ma in Es t imates for 1980-81 and i n the other remaining cash l i m i t s . 

A . E X P E N D I T U R E C O N C E R N E D 

2. These are the l im i t s on centra l Government expenditure and on l oca l 
authority capital expenditure. They cover over £25 b i l l ion (at 1979 Survey 
pr ices ) . The ma in areas of centra l Government expenditure include defence, 
the hospital and community health serv ice and the un ivers i t i es . The l im i t s 
cover numerous pay groups pr inc ipa l ly the A r m e d F o r c e s , doctors , nurses , 
National Health Serv ice anc i l l a r i es and univers i ty staff. 

3. A t this stage, we can leave on one side C i v i l Service pay: a global 
p rov i s ion for the C i v i l Serv ice pay settlement i s to be made i n a single Vote 
which need not be decided until Feb rua ry . 

B . PROVISION 

4. I propose that prov i s ion should be made for a 14 per cent increase 
between 1979-80 and 1980-81 in current costs covering both new pay awards 
and other current expenditure. Th i s differs f r om past pract ice when a 
separate factor was used for pay and two other factors for the remainder of 
current expenditure but it follows the approach we agreed for the RSG . The 
advantage of the RSG approach i s that it avoids publishing an expl icit figure for 
pay which could become a starting point for negotiations. 

5. I propose continuing past pract ice of using snparate pr ice factors for 
capital expenditure. Separate prov is ion would be made for the outstanding 
comparabi l i ty awards for the univers i ty teachers and for nurses . A l l the 
proposed factors are shown in Annex A . 
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6. These factors are based on the Industry A c t forecast whiah showed a 
14 per cent increase in the Reta i l P r i c e Index (RPI) between the fourth quarter 
of 1979 and the fourth quarter of 1980. They are also broadly i n l ine with the 
f igures supplied to the Government Actuary ; these showed the same increase 
i n the R P I and a 14 per cent increase i n earnings between 1979-80 and 1980-81 
for the economy as a whole (see Annex B). 

7. As part of the R S G settlement, the l oca l authorities were given a 
figure of 13 per cent for increases in the costs of their current expenditure 
general ly . Th i s cash l im i t represents a max imum contribution f r om the 
central Government. We can justify the slightly higher f igures of 14 per cent 
for centra l Government cash l im i t s on the grounds that for each centra l 
Government service the cash l im i t i s an absolute constraint whereas loca l 
authorities have greater f lexibi l i ty and, i n the last resor t , their own balances 
to fa l l back on i f inflation turns oat higher than expected. 

C . I M P L I C A T I O N S F O R P U B L I C E X P E N D I T U R E P L A N S 

8. We cannot, consistently with our own published forecasts , make a 
higher prov i s ion than now proposed. And it i s essent ia l , in our f i r s t full 
year , to hold expenditure within the cash l im i t s we set. 

9. The effect of the cash l im i t s on serv ices wi l l depend both on inflation 
general ly and on public serv ice pay settlements. If these costs increase 
faster than provided for, the cash l im i t wi l l be bound to resu l t i n further 
reductions in the volume of expenditure. The size of these w i l l depend on 
the mix of different types of expenditure on each serv ice . 

10. Any forecasts of inflation are inevitably subject to a wide marg in of 
e r r o r , but it would be unrea l i s t ic i f m y colleagues do not allow for the 
poss ib i l i ty that the cash l im i t s wi l l require some further reduction in the 
volume of the serv ices for which they are responsible i n 1980-81. A l l 
spending authorities must manage their resources throughout the f inancial 
year in such a way that they keep within the cash l im i t s even i f costs r i se 
faster than provided. 

C O N C L U S I O N 

11. I invite the Cabinet to agree the pay and pr ice p rov i s ion proposed in 
Annex A . 

G H 

T r e a s u r y Chambers 

10 December 1979 
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ANNEX A 


Provisions proposed for 1 9 8 O - 8 I cash limits (based on the 
Industry Act forecast) 


% increase 

1 9 8 0 - 8 1 on 
1 9 7 9 - 8 0 

i ) New pay awards and price increases' 

on current expenditure * 14.0 


i i ) Capital Expenditure:-. 


Construction 


- Housing 15.8 

- roads 16. H 

- other 15.5 

Land 15.0 

Other capital expenditure 15 .9 

i i i ) Outstanding comparability awards 


a ) nurses i n the range 2 0 - 2 5 per cent annual increase in earnings. 
This assumption w i l l be replaced by the actual figure i f 
the Clegg Report i s available in time. 

b) university teachers in the range 15 - 20 per cent annual 
increase in earnings. 

* Apart from the global provision for c i v i l service pay which w i l l 
be settled later. 
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ANNEX B 


Published figures 


a .	 Assumptions given by the government to the Government Actuary 
for use in his report on the National Insurance Fund: 

- Economy wide increase in earnings (including outstanding 


public sector comparability) of 1*1 per cent between 
' 1979-80 and 1980-81 

- RPI increase 11 per cent 1979 CQ4) to I98O CQ*0 * ' 

b.	 Industry Act Forecast: 

-	 No earnings figure. Refers to "a progressive reduction 
i n the rate of settlements over the coming year" by implica
tion from the underlying increase of 15-16 per cent mentioned 

- for this year. 


-	 .RPI increase 14 per cent 1979 (Q4) to 1980 (Ql). 

c .	 RSG cash l i m i t : ^ 

-	 increase in costs of 13 per cent between 1979-80 and 198O-8I. 
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