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1» T H E C H A N C E L L O R O F T H E D U C H Y O F L A N C A S T E R 
in formed the Cabinet of the business to be taken i n the House of 
Commons dur ing the fol lowing week. He expected P a r l i a m e n t to be 
prorogued at the end of business on Thursday , 13 November . The 
State Opening of the new Sess ion would be on Thursday , 20 November . 

T H E S E C R E T A R Y O F S T A T E F O R N O R T H E R N I R E L A N D said 
that there was l i k e l y to be i n c r e a s i n g P a r l i a m e n t a r y i n t e r e s t over 
the coming weeks i n developments i n the hunger s tr ike i n the 
Maze P r i s o n and i n the consequences of the s t r ike for the p o l i t i c a l 
and secur i ty situation i n N o r t h e r n I re land . He would keep the 
Cabinet in formed on these m a t t e r s . 

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 f ight ing between I r a q and I r a n was cont inuing . The I r a q i s 
were s t i l l t r y i n g to capture A b a d a n and there was l i t t l e immediate 
p r o s p e c t of peace . The Internat ional R e d C r o s s were now t r y i n g 
to help to get the ships caught i n the K h o r r a m s h a h r a r e a of the 
S h a t t - a l - A r a b f r e e d . In r e g a r d to the Uni ted States hostages i n I r a n , 
the I ran ians seemed to have m i s s e d the m o s t opportune t ime for 
s t r i k i n g an advantageous b a r g a i n . T h e r e might now be some de lay 
before any fur ther developments o c c u r r e d . M o r e attention was now 
being focussed on the four B r i t i s h subjects under a r r e s t i n I r a n . 
It m i g h t be p o s s i b l e to do something to he lp them, u s i n g the A l g e r i a n s 
as i n t e r m e d i a r i e s * The r e l e a s e of M r Sparkes i n I r a q was l a r g e l y 
due to the i n t e r v e n t i o n of K i n g H u s s e i n . It was l i k e l y to prove m o r e 
d i f f i cu l t to obta in the r e l e a s e of the other B r i t i s h subject i m p r i s o n e d 
i n I r a q , M r S m i t h , because of the strong p r o b a b i l i t y of h i s gui l t of 
the charge of wh i ch he was a c c u s e d . 

In a b r i e f d i s c u s s i o n i t was noted that o i l p r i c e s w e r e r i s i n g on the 
spot m a r k e t as a r e s u l t of the I r a q / I r a n con f l i c t . A l though the 
p o s i t i o n was confused, i t seemed poss ib l e that the F r e n c h 
G o v e r n m e n t were encourag ing t h e i r s u p p l i e r s to ho ld h i g h e r stocks 
and to buy on the spot m a r k e t . It was improbab le that F r a n c e had 
succeeded i n r e p l a c i n g m o r e than hal f of the o i l suppl ies w h i c h she 
had p r e v i o u s l y r e c e i v e d f r o m I r a q . The Internat ional E n e r g y A g e n c y 
had so f a r been s u c c e s s f u l i n persuad ing i t s m e m b e r s te h o l d eff the 
spot m a r k e t ; but , i f those countr i es which had been h e a v i l y 
dependent on I r a q i and I r a n i a n o i l suppl ies l o s t t h e i r n e r v e , there was 
a p o s s i b i l i t y of spot m a r k e t p r i c e s r i s i n g v e r y s h a r p l y w i th a 
consequent ia l effect on t e r m p r i c e s . Such a development could 
have unwelcome consequences for the s t e r l i n g exchange r a t e . 

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 sa id that dur ing 
h i s r e cent v i s i t to H u n g a r y he had met M r K a d a r , F i r s t S e c r e t a r y of 
the C o m m u n i s t P a r t y C e n t r a l C o m m i t t e e and a f igure of great 
author i ty i n the country . He was c l e a r l y v e r y anxious about the 
present s i tuat ion i n P o l a n d and w o r r i e d i n case the West should give 
the R u s s i a n s some r e a s o n f o r invading that country . He had a lso 
stated that the l onger M r B r e z h n e v r e m a i n e d i n off ice i n the Soviet 
Un ion the better th i s would be for the W e s t . 

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 sa id that d u r i n g 
h i s recent v i s i t to P o l a n d he had been s t r u c k by the r e a l i s t i c approach 
of the P o l i s h l e a d e r s h i p to t h e i r s o c i a l and economic p r o b l e m s . 
These were v e r y r e a l and were l i k e l y to grow acute over the next 
s i x months . There was a m a j o r shortage of potatoes. T h e r e were 
a l r e a d y l o n g food queues. Never the l e ss the P o l i s h l e a d e r s h i p 
seemed confident that they would be able to achieve some k ind of 
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p o l i t i c a l solution to their d i f f i cu l t i es , i f only i n the short t e r m . 
C o n t r a r y to the general bel ie f he had gained the i m p r e s s i o n that 
M r K a n i a , the P o l i s h Communis t P a r t y leader and M r P i n k o w s k i , 
the P r i m e M i n i s t e r , had gone to Moscow at the ir own suggestion 
to expla in and obtain c learance for the i r intentions, rather than i n 
response to a Soviet summons . F r o m P o l a n d ' s point of view i t was 
important that the countries of the West should avoid open speculation 
about the l ike l ihood of a R u s s i a n invas ion . Such speculation could 
make the event more probable . 

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 
s ize of the landsl ide i n M r Reagan's support had been a surpr i se to 
everybody* So had the Republ i can capture of the Senate. B r i t i s h 
in teres ts now depended heav i ly on the ca l ibre and experience of the 
people whom M r Reagan would choose to f o r m h i s A d m i n i s t r a t i o n . 
It was l i k e l y that over the next few months re lat ions between the 
United States and the countries of W e s t e r n Europe would go through 
a d i f f i cu l t p e r i o d , as the A m e r i c a n s fe lt that recent ly Western 
Europe had been taking advantage of them i n a number ef respects . 
It was also poss ib le that M r Reagan's re lat ive inexperience would 
lead to considerable d i f f i cu l t ies i n regard to the A r a b / I s r a e l dispute. 

The Cabinet -

Took note. 
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3. The Cabinet considered a memorandum by the Chance l lor 
of the Exchequer on the pay and p r i c e factors to be inc luded i n the 
1981-82 cash l i m i t s and votes (C(80) 60); a memorandum by the 
Chance l l or of the Exchequer on cer ta in a n c i l l a r y questions on pay 
r e l a t e d to the 1981-82 cash l i m i t s and votes (C(80) 65); and a let ter 
f r o m the L o r d P r e s i d e n t of the Counc i l to the Chance l lor of the 
Exchequer dated 31 October 1980. 

The Cabinet ' s d iscuss ions and conclusions are recorded separately . 

4. The Cabinet considered a memorandum by the Secre tary of 
State for the Home Department (C(80) 61) on the Rate Support Grant 
(RSG) settlement for 1981-82. 

T H E S E C R E T A R Y O F S T A T E F O R T H E H O M E D E P A R T M E N T said 
that, under h i s cha i rmanship , a Group (MISC 21) of the M i n i s t e r s 
d i r e c t l y concerned with l o c a l author i ty expenditure had considered 
the R S G settlement for 1981-82. In Eng land and Wales th is would 
be the f i r s t year of the new system of Block Grant , and of separate 
grant settlements for the two countr ies . The Group had agreed on 
the option for the method of grant d i s t r ibut ion , descr ibed i n deta i l 
i n h i s memorandum, which was the p r e f e r r e d choice of the 
A s s o c i a t i o n of County C o u n c i l s . They had looked at the options 
against the background that, under the l a s t A d m i n i s t r a t i o n , there 
had been a major and del iberate shift of grant f r o m shire counties 
to London, and to outer London i n p a r t i c u l a r . The option now 
recommended would start to r e v e r s e th is t rend and would lead to a 
net average gain of 1. 5p, i n t e r m s of the ra tes , to non-metropol i tan 
ratepayers and an average net l o s s of 1. 2p for outer London 
ra tepayers . The p o s s i b i l i t i e s for further improvements i n the 
system would be considered dur ing the next y e a r . The 
arrangements i n Wales would be different i n de ta i l , though s i m i l a r 
i n the i r broad effect, to those i n Eng land . The d i v i s i o n of o v e r a l l 
grant between England and Wales would r e m a i n i n 1981-82 on the 
same percentage basis as i n previous y e a r s , but a study would be 
made before next year i n the hope that the 1982-83 grant could be 
div ided m o r e sa t i s fa c to r i l y . The Cabinet had now agreed that the 
cash l i m i t should be based on a pay factor of 6 per cent and a p r i c e s 
factor of 11 per cent, and on the procedure for dealing with the 
'overhang' effect of staged sett lements. The pay of the po l i ce and 
of f i r e m e n would depend on the l e v e l of earnings through the year , 
and dec is ions on them could be taken l a t e r . If the Cabinet accepted 
the G r o u p ' s recommendations on the method of grant d i s t r ibut ion , 
the r e m a i n i n g i s s u e for dec i s i on was whether the o v e r a l l grant 
percentage for England and Wales should be 61 or 60 per cent. 

4 

CONFIDENTIAL 



CONFIDENTIAL 

T H E S E C R E T A R Y O F S T A T E F O R T H E E N V I R O N M E N T s a i d that 
he re commended a grant percentage of 60 p e r cent. T h i s would be 
h i g h l y unpopular , but i t was essent ia l to continue to exert the 
s trongest p r e s s u r e on the l o c a l author i t i es to cut t h e i r c u r r e n t 
expendi ture . T h i s app l i ed both to those author i t i es which had 
overspent th is y e a r and a l so to those which had kept to target but 
w h i c h m i g h t o therwise be tempted to r e l a x i n 1981-82. T h e r e was 
a r i s k that t h i s d e c i s i o n would l e a d to h igher ra tes than o therwise ; 
H i s o f f i c i a l s judged that a 60 p e r cent grant , taken with the other 
changes dec ided for l o c a l author i ty expenditure , might l e a d to r a t e 
i n c r e a s e s averag ing 22 p e r cent, w i th m u c h higher i n c r e a s e s i n 
some i n d i v i d u a l a u t h o r i t i e s . T h i s was on the assumpt ion that 
l o c a l author i ty t r e a s u r e r s would a s s u m e 13-f p e r cent for i n f l a t i o n 
and would budget for 3 p e r cent m o r e i n vo lume t e r m s than the 
G o v e r n m e n t w e r e a s s u m i n g . H e intended, however , to chal lenge 
those assumpt ions v i g o r o u s l y whi l e they were s t i l l under d i s c u s s i o n , 
and i n t h i s way to in f luence the l o c a l author i t i e s to m a k e l o w e r r a t e 
i n c r e a s e s . 

In d i s c u s s i o n i t was argued , i n support of m a i n t a i n i n g the grant 
percentage at 61 p e r cent, that the l o c a l author i t i e s were a l r e a d y 
faced w i th the p r e s s u r e s of a fundamental change i n the 
d i s t r i b u t i o n s y s t e m , o f t ight cash l i m i t s , and of a fur ther 1 p e r cent 
v o l u m e cut on c u r r e n t expenditure on top of the 2 p e r cent announced 
i n A u g u s t . A 1 p e r cent cut i n the grant percentage would add a 
fur ther 2 .8p on average to the r a t e s i n E n g l a n d and 5p to 6p on 
average i n W a l e s . F a c e d w i th th i s o v e r a l l package t r e a s u r e r s 
were l i k e l y to ra te h igh and b o r r o w m o r e , so adding to the burdens 
on r a t e p a y e r s and to the P u b l i c Sector B o r r o w i n g R e q u i r e m e n t . 
T h i s would be yet another burden on i n d u s t r y , s ince 60 p e r cent of 
the r a t e s f e l l on t h e m . H i g h r a t e s , together with the prospec t of 
sharp i n c r e a s e s i n the water r a t e , i n c r e a s e s i n c o u n c i l house rents 
and i n c r e a s e s i n gas and e l e c t r i c i t y p r i c e s would co inc ide i n 
A p r i l 1981 to create a c l i m a t e i n wh i ch i t would become v e r y 
d i f f i cu l t to contain the p r e s s u r e f o r h igher wage i n c r e a s e s . So far 
the G o v e r n m e n t ' s tough stance i n demanding savings and greater 
e f f i c iency by l o c a l author i t i e s had been genera l l y supported. A 
d e c i s i o n to reduce the o v e r a l l grant would , however , be seen by 
the p u b l i c as d i r e c t a c t i on by the Government to put up the r a t e s , 
and c r i t i c i s e d as such . 

O n the other hand i t was argued , i n support of a grant percentage of 
60 p e r cent, that i t could w e l l m a k e l i t t l e o r no s igni f i cant d i f ference 
to the l e v e l at which r a t e demands were set, i f the grant percentage 
was f i xed at 60 r a t h e r than 61 p e r cent; and i t was i m p o r t a n t to keep 
up the greatest p o s s i b l e p r e s s u r e for savings i n l o c a l author i ty 
c u r r e n t expenditure , f o r whi ch there was c e r t a i n l y scope and which 
would be l e s s damaging to i n d u s t r y than cuts i n cap i ta l spending. 
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T H E P R I M E M I N I S T E R , summing up the d i s c u s s i o n t said that the 
Cabinet agreed to endorse the method of grant d i s t r ibut ion i n 
England and Wales recommended by the MISC 21 G r o u p . They 
had a l ready agreed i n e a r l i e r d i s cuss i on on the al lowances to be made 
i n the cash l i m i t for pay and p r i c e i n c r e a s e s . They further agreed 
on balance that the o v e r a l l grant percentage should be 60 per cent. 
T h e Secre tary of State for Scotland and the Chie f Secre tary , T r e a s u r y , 
should now r e a c h agreement on the appropriate f igures for Scotland 
i n the l ight of the dec is ions for England and W a l e s . 

The Cabinet -

1. A p p r o v e d the method of d i s t r ibut i on of 
the Rate Support G r a n t i n England and Wales , 
and the share of grant between the two countr ies , 
s u m m a r i s e d i n paragraphs 3-8 of C(80) 61. 

2. A g r e e d that the o v e r a l l grant percentage 
for England and Wales should be 60 per cent. 

3. Invited the Secre tary of State for Scotland 
and the Chie f Secre tary , T r e a s u r y , to agree 
appropriate f igures for Scotland i n l i n e with those 
selected for England and Welles. 

5. The Cabinet br ie f ly r e s u m e d the i r d i s cuss i on of publ ic 
expenditure and the P u b l i c Sector B o r r o w i n g Requirement i n 
1981-82. The d i s cuss i on i s recorded separately . 

The Cabinet -

A g r e e d to resume the i r d i s cuss i on of publ ic 
expenditure on Thursday 13 November . 

Cabinet Office 

6 November 1980 
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CUMENT IS T H E P R O P E R T Y O F H E R B R I T A N N I C M A J E S T Y ' S G O V E R N M E N T 

C O P Y NO 

C A B I N E T 

L I M I T E D C I R C U L A T I O N A N N E X 

CC(80) 39th C o n c l u s i o n s , Minute 3 

T h u r s d a y 6 November 1980 at 10. 00 a m 

T h e Cabinet c o n s i d e r e d a m e m o r a n d u m by the C h a n c e l l o r of the 
E x c h e q u e r on the pay and p r i c e f a c to rs to be i n c l u d e d i n the 1981-82 
cash l i m i t s and votes (C(80) 60), and a m e m o r a n d u m by the 
C h a n c e l l o r of the E x c h e q u e r on c e r t a i n a n c i l l a r y quest ions on pay 
r e l a t e d to the 1981-82 c a s h l i m i t s and votes (C(80) 65); they a l so 
had before t h e m a l e t t e r f r o m the L o r d P r e s i d e n t of the C o u n c i l to 
the C h a n c e l l o r of the Exchequer dated 31 October 1980. 

Ictor 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 sa id that the Cabinet 
• limits needed to set cash l i m i t s for pay c o v e r i n g numerous publ i c s e r v i c e 
1-82 groups i n c l u d i n g the A r m e d F o r c e s , doc tors , n u r s e s , Nat i ona l 

H e a l t h S e r v i c e staff, t e a c h e r s , l o c a l author i ty staff and c i v i l 
s e r v a n t s . In h i s v i e w a s ingle pay cash l i m i t of 6 p e r cent should 
apply to a l l these groups . H e would l i k e to announce t h i s pay cash 
l i m i t l a t e r i n the day, so that the G o v e r n m e n t ' s v i e w could be 
a v a i l a b l e to in f luence expectations i n c u r r e n t wage negotiations and 
as a r e a s s u r a n c e to the Confederat ion of B r i t i s h Industry (CBI) 
whose annual conference was about to begin. The p r i v a t e sector 
was bear ing the brunt of the present r e c e s s i o n and attached a good 
dea l of i m p o r t a n c e to the Government ho ld ing down the i n c r e a s e i n 
p u b l i c s e r v i c e pay . A n announcement of a 6 p e r cent c a s h l i m i t 
would give a c l e a r i n d i c a t i o n of the G o v e r n m e n t ' s intent ion of doing 
so . A p a r t f r o m the m a i n d e c i s i o n on the f igure , there were a number 
of t e c h n i c a l po ints , r e l a t i n g i n p a r t i c u l a r to the t reatment of staged 
i n c r e a s e s , to be dec ided . H i s i m p r e s s i o n f r o m p r e l i m i n a r y 
d i s c u s s i o n s was that h i s p r o p o s a l s on these points would be 
acceptable to the Cabinet* 
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In d i s c u s s i o n , the fo l l owing m a i n points were made -

a . It was e s s e n t i a l that the G o v e r n m e n t ' s pay assumpt ion 
for cash l i m i t purposes should be r e a l i s t i c . A cash l i m i t 
set too l o w whi ch encouraged confrontat ion could be m o r e 
expensive than one set a l i t t l e h igher wh i ch had a chance of 
acceptance . T h e s e were m a t t e r s of f ine judgment , but i t 
was r e l e v a n t that by next A p r i l when the bulk of the pub l i c 
s e r v i c e pay sett lement dates would have been reached , the 
r e t a i l p r i c e index (RPI) might s t i l l be about 13 p e r cent up 
on the year before, and p r i v a t e sector pay sett lements 
might w e l l be averag ing out at 10 p e r cent o r m o r e . It 
should be p o s s ib l e to achieve publ i c s e r v i c e sett lements i n 
single f i g u r e s , but 6 p e r cent would be l i k e l y to be, at best, 
at the l i m i t s of a c cep tab i l i t y and might w e l l p r o v e to be too 
s e v e r e . A f igure i n the range of 7 to 8 p e r cent would be 
l i k e l y to reduce c o n s i d e r a b l y the r i s k s of confrontat ion. 
A g a i n s t t h i s i t was argued that expectations were f a l l i n g 
against a background of s h a r p l y r i s i n g unemployment and 
numerous l i qu idat i ons i n the p r i v a t e s e c t o r . M o r e o v e r , 
there were conspicuous examples of l o w sett lements being 
sought i n the t r a d i n g pub l i c sec tor , eg. B L ' s " f i n a l o f f e r " 
of 6.8 p e r cent and R o l l s - R o y c e ' s d e c i s i o n to offer no pay 
i n c r e a s e other than on the grounds of i m p r o v e d p r o d u c t i v i t y , 
which would i n c r e a s e the l i k e l y a c ceptab i l i ty of 6 p e r cent 
i n the pub l i c s e r v i c e s . It was r e l e v a n t a lso that pub l i c 
s e r v i c e employees enjoyed job s e c u r i t y i n a d i f f i cu l t p e r i o d , 
and that h igher sett lements would invo lve yet fur ther 
i n c r e a s e s i n taxat ion and the fur ther weakening of the 
p r i v a t e se c to r . 

b. E v e n i f the Cabinet dec ided to accept 6 p e r cent 
as i t s object ive f o r the pay factor i n cash l i m i t s for the 
pub l i c s e r v i c e s , i t would be prudent only to announce f i gures 
for p a r t i c u l a r l i m i t s as i t was opera t i ona l l y n e c e s s a r y to do 
so, and not to m a k e an announcement now that would c o m m i t 
the Government to 6 per cent as of u n i v e r s a l app l i ca t i on i n 
the publ i c s e r v i c e s . T h e r e were m a n y uncer ta in t i e s about 
p a r t i c u l a r set t lements , and m a n y l i n k s between sett lements 
which could put a s ingle u n i v e r s a l ob ject ive at r i s k . F o r 
example , one of the e a r l i e s t sett lements due i n the present 
pay round was that for l o c a l author i ty m a n u a l employees , 
whose e m p l o y e r s had r e c o u r s e to t h e i r own sources of 
f inance through the r a t i n g s y s t e m , were able to borrow, 
and had s ign i f i cant p o s s i b i l i t i e s for cutt ing staff. A 
6 per cent cash l i m i t app l i ed to them might w e l l be tenable 
so f a r as t h e i r wage b i l l was concerned , w h i l s t s t i l l a l l o w i n g 
higher sett lements for the i n d i v i d u a l employee . T h e 
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negotiations for the Nat i ona l H e a l t h S e r v i c e (NHS) manuals 
which would fo l low c l o s e l y on those for l o c a l author i ty 
m a n u a l w o r k e r s would, however , be who l l y constra ined by 
the cash l i m i t s set, because t h e r e was no a l t e rnat ive source 
of f inance and only l i m i t e d opportunit ies to reduce staff o r 
save money i n other ways . M o r e o v e r i n the case of the 
C i v i l S e r v i c e the existence of a separate cash l i m i t f or pay, 
the dec i s i ons a l r e a d y taken and announced on staff cuts and 
the Cab ine t ' s d e c i s i o n against staging gave v i r t u a l l y no 
f l e x i b i l i t y at a l l . T h e water workers ) too, r epresented a 
d i f f i cu l t case , l y i n g as they d i d between the nat i ona l i sed 
i n d u s t r i e s and the p u b l i c s e r v i c e s . T h e y had cons iderab le 
i n d u s t r i a l power , but t h e i n d u s t r y was genera l ly acknowledged 
to be o v e r - m a n n e d . T h e ac tua l outcome of negotiations 
i n t e r m s of the pay i n c r e a s e gained could not there fore bu 
p r e d i c t e d wi th any confidence. The water w o r k e r s ' 
sett lement would cast i t s own shadow over other p u b l i c sector 
negot iat ions . G i v e n these c o m p l e x i t i e s i t would be sens ib le 
to l i m i t announcements about the pay e lement i n cash l i m i t s 
to those wh i ch w e r e o p e r a t i o n a l l y n e c e s s a r y , and thus to 
p r e s e r v e a degree of f l e x i b i l i t y to respond to changing 
c i r c u m s t a n c e s . 

c . It could be argued that there ought to be a s ing le pay 
cash l i m i t f i gure for the whole of the p u b l i c s e r v i c e s and the 
na t i ona l i s ed i n d u s t r i e s . Such a u n i v e r s a l l i m i t , by appear ing 
f a i r , m ight l e a d some groups to settle wi th in the l i m i t who 
would not o therwise do so . On the other hand a s ingle l i m i t 
c over ing so wide a f i e l d was not r e c o n c i l a b l e wi th the facts 
of pay barga in ing , p a r t i c u l a r l y i n the nat i ona l i sed i n d u s t r i e s , 
would appear as a " n o r m " to be chal lenged, and would a lmos t 
c e r t a i n l y be broken by s igni f i cant groups, thus d i s c r e d i t i n g 
the p o l i c y as a whole . 

d . T h e G o v e r n m e n t ' s f i r m c o m m i t m e n t s on the pay of 
the A r m e d F o r c e s and the po l i c e were c o m p l i c a t i n g f a c t o r s . 
In the case of the po l i c e , i t would probab ly be enough to say 
that the sett lement due i n September 1981 would depend on 
the movement of earn ings d u r i n g the year and would f a l l for 
d e c i s i o n at the t i m e . The pay sett lement due for the A r m e d 
F o r c e s next A p r i l would need to be cons idered by the Cabinet 
when the r e p o r t of the A r m e d F o r c e s P a y R e v i e w Body 
( A F P R B ) was to hand . The G o v e r n m e n t ' s c ommitment to 
the A r m e d F o r c e s stood, but i t might be poss i b l e to inf luence 
the r e v i e w body through the evidence to be given to them by 
the C h a n c e l l o r of the Exchequer and the S e c r e t a r y of State 
for Defence. The m o r e i m m e d i a t e p r o b l e m here was the 
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extent to which and the way i n which any excess i n the 
A r m e d F o r c e s pay b i l l o v e r that p r o v i d e d by the s tandard 
pay cash l i m i t fac tor should be accommodated . The 
Cabinet would need to r e t u r n to th i s point at a l a t e r stage 
i n i t s d i s c u s s i o n of pub l i c expendi ture . 

e. It was for cons iderat i on whether the l o c a l author i ty 
e m p l o y e r s should be given a s ingle cash l i m i t c over ing 
pay and p r i c e s o r a separate cash l i m i t f o r pay . The second 
course was to be p r e f e r r e d for i t s demonst ra t i on effect; 
the combined f i gure , being h igher , might be m i s u n d e r s t o o d . 

f. A n o t h e r c o m p l i c a t i n g factor could a r i s e f r o m the 
existence of a r b i t r a t i o n a r r a n g e m e n t s i n v a r i o u s p a r t s of 
the p u b l i c s e r v i c e s . T h i s quest ion was a l r e a d y under 
c ons idera t i on i n the M i n i s t e r i a l C o m m i t t e e on E c o n o m i c 
Strategy . 

g. In f i x ing cash l i m i t s for 1981-82 i t would be n e c e s s a r y 
to m a k e some a s s u m p t i o n about the f igure to apply i n r e s p e c t 
of set t lements i n the pay r o u n d s t a r t i n g i n A u g u s t 1981. T h e 
C h a n c e l l o r of the Exchequer had proposed a f igure 
two percentage points below the f i gure dec ided upon f o r the 
c u r r e n t pay round , i n o r d e r to emphas i se the need for the 
l e v e l o f set t lements i n the next r o u n d to be below the l e v e l 
i n t h i s ; but i t was genera l ly fe l t that t h i s would unduly t i e 
the G o v e r n m e n t ' s hands too f a r i n advance of events , and 
that i t would be p r e f e r a b l e s i m p l y to c a r r y f o r w a r d the 
f i gure a g r e e d f o r 1981-82, adjust ing l a t e r on (for ins tance , 
by means of c lawback on the Rate Support G r a n t ) i f events 
j u s t i f i e d o r r e q u i r e d doing so. 

T H E P R I M E M I N I S T E R , s u m m i n g up t h i s p a r t of the d i s c u s s i o n , 
s a i d that the Cab inet agreed that f o r p lanning purposes the pay cash 
l i m i t f or the pub l i c s e r v i c e s i n 1981-82 should at th i s stage be set 
at 6 p e r cent . In o r d e r to r e t a i n as m u c h f reedom as poss i b l e to 
r e s p o n d to changes of c i r c u m s t a n c e s , a c t u a l f i gures should be 
announced on ly as and when i t was operat ive ly n e c e s s a r y to do so. 
The f i gure of 6 p e r cent should be given to the l o c a l author i ty 
e m p l o y e r s f o r thwi th as a f i r m d e c i s i o n , so far as they were 
concerned , f o r the purposes of the c u r r e n t negotiations about ra te 
support grant . T h e Cabinet would need to cons ider fur ther the 
t i m i n g of announcements about the pay cash l i m i t s apply ing to other 
p a r t s of the pub l i c s e r v i c e s , and the C h a n c e l l o r of the E x c h e q u e r 
should p r o v i d e a n e a r l y paper on the i m p l i c a t i o n s of the C a b i n e t ' s 
d e c i s i o n . If the l o c a l author i ty e m p l o y e r s asked whether the 
Government would apply the 6 per cent factor m o r e wide ly than to them, 
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they should be t o l d that the Government intended to dea l wi th 
set t lements i n the r e m a i n d e r of the pub l i c s e r v i c e s broadly w i t h i n 
the same f i n a n c i a l d i s c i p l i n e s as were being app l i ed to the l o c a l 
a u t h o r i t i e s . 

The Cabinet -

1. Invited the S e c r e t a r y of State f o r the E n v i r o n m e n t 
to i n f o r m the l o c a l author i ty e m p l o y e r s at the appropr ia te 
moment that the pay cash l i m i t app l i cab le to the Rate 
Support G r a n t sett lement for 1981-82 would be 6 p e r cent . 

2. A g r e e d that announcements of c a s h l i m i t s f o r 
other p a r t s Of the pub l i c s e r v i c e s should not be made 
before they were opera t i ona l l y n e c e s s a r y . 

3. A g r e e d that for p lann ing purposes the object ive 
should be to achieve a 6 p e r cent pay cash l i m i t f or 
the f i n a n c i a l year 1981-82 throughout the whole of the 
pub l i c s e r v i c e s , the l i m i t to apply p r o v i s i o n a l l y i n 
r e s p e c t o f set t lements i n the 1981-82 pay round as 
w e l l as of sett lements i n the 1980-81 r o u n d . 

4. Invited the C h a n c e l l o r of the E x c h e q u e r to 
c i r c u l a t e a m e m o r a n d u m for d i s c u s s i o n at t h e i r 
next meet ing on the i m p l i c a t i o n s of these d e c i s i o n s . 

5. A g r e e d to cons ider at a l a t e r meet ing how 
to r e c o n c i l e pay cash l i m i t s and the outcome of the 
next r e p o r t of the A r m e d F o r c e s P a y R e v i e w Body 
on the pay of S e r v i c e m e n and women. 
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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 sa id that h i s 
r e commendat i on i n C(80) 60 was that the cash l i m i t s and votes 
f or 1981-82 should be based on an i n c r e a s e i n p r i c e s of 11 p e r cent 
between 1980-81 and 1981-82, th i s f i gure being an average over the 
year as a whole . T h i s number was wi th in the range of r e a l i s t i c 
expectat ions , but achievement of a n 11 p e r cent i n c r e a s e over the 
p e r i o d would r e q u i r e the recent good p e r f o r m a n c e on p r i c e s to be 
continued, and might there fore i m p l y a s m a l l degree of cash l i m i t 
squeeze on v o l u m e . A n y such squeeze would be d i s t inc t f r o m the 
g e n e r a l 2 p e r cent cut i n the v o l u m e of expenditure which the Cabinet 
was c o n s i d e r i n g separate ly . 
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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 sa id that, even i f 
11 p e r cent was r e a l i s t i c as a genera l factor for p r i c e i n c r e a s e s , 
i t was not l i k e l y to be r e a l i s t i c for expenditure on defence 
equipment, the l e v e l of i n f l a t i o n on which had cons is tent ly exceeded 
the g e n e r a l l e v e l of p r i c e i n c r e a s e s . The quest ion of the cash l i m i t 
for defence spending should be cons idered a longside the p r o p o s a l s 
f o r the defence p r o g r a m m e as a whole wh i ch the Cabinet had s t i l l 
to r e s o l v e . 

T H E P R I M E M I N I S T E R , s u m m i n g up a b r i e f d i s c u s s i o n , s a i d that 
the Cabinet accepted the C h a n c e l l o r ' s p r o p o s a l f o r a genera l factor 
of 11 p e r cent for p r i c e s i n cash l i m i t s for the pub l i c s e r v i c e s for 
1981-82. The a l lowance for p r i c e i n c r e a s e s i n the defence 
p r o g r a m m e would need to be cons idered fur ther i n the context of the 
d i s c u s s i o n of that p r o g r a m m e whi ch was due to take p lace at t h e i r 
m e e t i n g i n the f o l l owing week. 

The Cabinet -

6. A g r e e d that a factor of 11 per cent 
should apply to the p r i c e s e lement i n cash 
l i m i t s i n 1981-82 throughout the p u b l i c s e r v i c e s 
other than to the defence p r o g r a m m e . 

7. A g r e e d to r e s u m e d i s c u s s i o n of the 
p r i c e s cash l i m i t to be appl ied to the defence 
p r o g r a m m e i n the context of the genera l 
c o n s i d e r a t i o n of defence expenditure at t h e i r 
next m e e t i n g . 

i 

Cabinet Off ice 

7 N o v e m b e r 1980 
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OCUMENT IS T H E P R O P E R T Y O F H E R B R I T A N N I C M A J E S T Y ' S G O V E R N M E N T 

C O P Y NO C 25 

C A B I N E T 

L I M I T E D C I R C U L A T I O N A N N E X 

CC(80) 39th Conc lus ions , Minute 5 

Thursday 6 November 1980 at 10. 00 am 

T h e Cabinet had before them a table c i r cu la ted at the meet ing, 
s u m m a r i s i n g the present pos i t ion on prospects for the publ ic 
expenditure targets and for the P u b l i c Sector B o r r o w i n g 
Requirement ( P S B R ) i n 1981-82. 

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, i n the l ight 
of the d i s cuss i on on 5 November by the M i n i s t e r i a l Committee on 
Economic Strategy, a further £157 m i l l i o n would be requ i red for 
the nat ional i sed i n d u s t r i e s . If th i s could not be found within the 
nat ional ised i n d u s t r i e s , and i f i n addit ion to the changes a lready 
agreed f u l l c red i t were taken for the reductions proposed but not 
yet agreed on Defence, Scotland, so c ia l secur i ty , and higher 
education (on which a reduct ion of 2 per cent i n the cash - contro l l ed 
p r o g r a m m e , to ta l l ing £30 m i l l i o n , over and above the lj pe r cent 
agreed i n J u l y , was agreed among the M i n i s t e r s concerned d i r e c t l y 
after the m e e t i n g of the Cabinet) , the total of public expenditure 
would be £77 , 592 mL ' l i on by compar ison with the target of 
£76, 200 m i l l i o n . Together with the effect of holding a l l new 
publ i c s e rv i ce pay i n c r e a s e s to 6 per cent, th i s i m p l i e d a P u b l i c 
Sector B o r r o w i n g Requirement of £12 b i l l i o n i n 1981-82 by compar ison 
with the £ 7 j b i l l i o n i m p l i e d by the med ium t e r m f inanc ia l strategy. 
It was not poss ib le both to finance a P S B R of th i s l e v e l and to reduce 
in teres t r a t e s . It fol lowed that substantial tax increases would be 
needed. The pos i t ion would be worse to the extent that those 
reductions s t i l l under d i s cuss i on were not approved. 

The Cabinet -
1. Took note of the Chance l lor of the Exchequer ' s 
statement. 

2. A g r e e d to r e sume t h e i r d i s cuss i on of publ ic 
expenditure on Thursday 13 November . 

Cabinet Off ice 

7 November 1980 
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