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CONFIDENTIAL 

 i  . xhe Cabinet were informed of the business to be taken in the 
House of Commons in the following week. 

HE LORD PRESIDENT OF THE COUNCIL said that the Government had 

ered a serious defeat during the Committee Stage of the Local 

nment (Interim Provisions) B i l l  . An amendment moved by 


lwyn-Jones, which would prevent the operation of the main 

< î̂ ons of the B i l  l unt i  l after Royal Assent had been given to 

B£H\>to abolish the Greater London Council and the Metropolitan 


CounVyje^uncils, had been agreed by 191 votes to 143. The size of 

the d££*a^was largely due to a considerable number of Conservative 

Peers r^sys>«g to attend because they disl iked the suspension of 

electionsVfreiore the passage of the main B i l  l was complete, and 

part icularl  y the change in po l i t i ca  l control in London during the 

interim period which would result from the operation of the B i l l '  s 

provisions. They regarded this as a bad precedent and a procedure 

with which a Con^r5>etive Government should not be involved. In his 

view i  t was now (essential to produce a compromise policy which s t i l  l 

postponed the May^3#5yelections in the authorities to be abolished, 

but which did not fltDVXj}« for councillors to be nominated by the 

lower t ie  r author it le-^/in^the interim period. After discussion and 

consultation he had co-Ac^y^ed that this could best be achieved by an 

amendment which would r^prewe\the.Elwyn-Jones amendment, but, in 

substitution, provide for th^perio  d of office of the existing 

councillors to be ex t en de denti l April 1986, when abolition would 

take place. This would, hovg^^X increase the time in which the 

existing councillors could, if^*heV wished, follow obstructive 

po l ic ies  . He considered that N^ / 
 Id therefore be necessary to add powers to the B i l  l to prevent nisr ^sset stripping. I  t would not be possible to counter a l  l forms > puXtruction, but large scale 
obstruction would not necessarily iertp^the advantage of the 

abolition authorities. He fel  t that^f^ehould be possible to get 
such a package accepted by the House Vf^Xords and he therefore 

' proposed that the necessary amendments (jfatfxdd be tabled at Report 
Stage in the House of Lords. 

THE PRIME MINISTER, summing up a brief discussion, said that the 

Cabinet agreed with the course of action propos^d^y the Lord 

President of the Council. I  t would be necessa take great care 

in releasing the news of the Government's deci nce i  t would 

not be appropriate for the House of Commons to d the issue 

before the House of Lords had completed their con of the 

B i l l  . There must be no suggestion that the House were 

being taken for granted. 
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CONFIDENTIAL 

The Cabinet 

1. Agreed that amendments to the Local Government 

(Interim Provisions) B i l  l on the l ines proposed by the 

Lord President of the Council should be tabled for the 

B i l l '  s Report Stage in the House of Lords. 


2.	 Took note that the disclosure of the Government's 

roposals would require careful handling. 


THE LOKkH&VY SEAL said that the date when Parliament would r i s  e for 
the Summey^Ajournment would depend on progress with B i l l  s in the 
next few^v^eKS. I  t was, in particular , important that a l  l stages of 
the Local government (Interim Provisions) B i l  l should be completed 
before Parliament rose. I  t might be necessary to s i  t into the week 
beginning 29 July . I  t was l ike l  y that the House of Lords would 
return for the sa^?3>over on 15 October and the House of Commons a week 
la ter  . The Stat(e(jDrlening of the new Session was planned for 
6 November. 

THE SECRETARY OF STATE ENVIRONMENT said that 11 July was the 
las  t date on which Liverpo ty Council could set a rate for 
1984-85. • I  f they failed or if the rate was not a legal 
rate, the auditors would be1 ed to take action. He would be 
meeting the leaders of the C on 9 July . I  t was very d i f f i cu l  t 
to judge what the Council wour He might need to consult 
colleagues urgently about any G nt action in the l ight of the 
Council's decision. 

The Cabinet 

3. Took note. 

2. THE FOREIGN AND COMMONWEALTH SECRETARY, gi an account of hi  s 
v i s i  t to the Soviet Union from 1-3 July, said had gone to 
Moscow with low expectations and that these ha ust i f i ed  . His 
five hours of discussions with the Soviet Foreign had 
included an 80 minute harangue from Mr Gromyko abo :ed States 
pol ic ies  ; but Mr Gromyko was s t i l  l his versat i l  e se ing humour 
with asperity. The prevailing theme of hos t i l i t  y tow' e United 
States was evidently rooted in Soviet perceptions whi i  r 
origins in the United States fai lur e to ratif  y the secon 
Arms Limitation Treaty. During the talks  , he had raised 
of human rights , Afghanistan and Poland, without evoking any 
response. By contrast, there had been quite useful discus 
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the Gulf and the Middle East  . He had stressed the independent 
positions and attitudes of the individual Western leaders with whom 
the Soviet leadership had recently engaged in talks , but i  t was 
clear that the Russians were, for the time being, reluctant to 
evise their negative view of the West as a whole and that thei r 
inds were closed. There had, however, been some indication of 

embarrassment over the exchanges between the Soviet and United 
s Governments, which had coincided with hi s v i s i t  , about 

e negotiations on arms control in outer space. The condition 
o'i /^pV^oviet President, Mr Chernenko, had seemed unchanged since 
hi s mê C^ng with the Prime Minister in February l a s t  . He had read 
ratherincoherently from a prepared statement although he had als o 
taken ^ j j g *  £ of manuscript notes of the Foreign and Commonwealth 
Secretar^ys^Xgsponse. The Foreign and Commonwealth Secretary's 
strictureg^on the puerile language in which hi  s Soviet interlocutor s 
occasional^' indulged in attacking the United States had drawn 
something approaching an apology from Mr Chernenko. Mr Gromyko was 
clearl  y pre-eminent in determining the Soviet Union's relation s with 
the rest of the w^r5>J, and the choice of Mr Chernenko to succeed 
Mr Andropov doublnlesjgowed much to his limited capacity for interference 
in this and other^^aV j of policy. The Foreign and Commonwealth 
Secretary neverthel\^&»Mx^ok the view that hi s v i s i  t had been worthwhile; 
and that the attempt^^fjvxo persis  t in such exchanges and to dissuade 
the United States from/jr$£f<to which could feed Soviet prejudices 
towards the West should^C\hr«nue. 

THE FOREIGN AND COMMONWEALTH ££^EIARY said that the situation i  n the 
Gulf remained broadly unchange^wjdxhough there had been a further 
three attacks on shipping. The'^^p^awaited Iranian land offensive 
had s t i l  l fai le  d to materialise , Yb^spyQy because of internal 
disagreements in Iran in which f e a ^ r o f / £ h  e use of chemical weapons 
by Iraq might be a factor among o ther^S-^ 

THE_FOREIGN AND COMMONWEALTH SECRETARY said that, on hi  s way to the 
Soviet Union, he had attended a meeting of the Ikrirspean Democratic 
Union in Oslo. The unusually wide internationafr^jige of 
participatio n in the meeting, for example from American 
countries, had given the meeting particula r value ]e had found 
i  t impressive and useful. The meeting had demon st\ the importance 
of the effective public presentation of Western pol Ln problem 
areas such as Central America. 
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THE SECRETARY OF STATE FOR DEFENCE gave an account of the progress 
which had been made towards the re-organisation of the Ministry of 
Defence since hi  s statement to the House of Commons on 12 March. 
I  t was hi s intention to circulat e to members of the Cabinet in 
draft and then to publish, on 19 July , a White Paper setting out the 
roposed changes. The Cabinet's discussion i  s recorded separately. 

Cabinet 

k note, 

GN AND COMMONWEALTH SECRETARY reported that the work 
follow up the conclusions of the European Council in 

i on 25-26 June was going ahead and that progress so 
far was satisfactory . 

t n ited 

Nvi ous 
r e f  ice: 

24 th 

Hi 

|viy» 
THE SECRETARY OF STATE FOR THE ~6%^NMENT said that the result  s of •C>ent : i n 	
the Council of Ministers (EnvirortaeriwNon 28 June had been good. 
In part icular  , the Community had na^ac^cepted in principl e the 
United Kingdom's in i t ia t iv  e on l ead-^^jL^etro l  . 

The Cabinet -

Took note. 
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4. THE SECRETARY OF STATE FOR ENERGY reported to the Cabinet on 
the latest position in the coal industry dispute. The Cabinet's 

Poal < / V ? \ > discussion is recorded separately. 

C ( 8  ^
 24th 

-l I»ut  4e

THE CHANCELLOR OF THE EXCHEQUER reported to the Cabinet on the s t r i  ia latest position in the non-industrial C i v i  l Service pay negotiations 
Se for 1984. The Cabinet's discussion is recorded separately. 
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5. The Cabinet considered a memorandum by the Chancellor of the 
Exchequer (C(84) 17) on economic prospects; a memorandum by the 
Chief Secretary, Treasury (C(84) 18) on the 1984 Public Expenditure 
Survey; and a further memorandum by the Chief Secretary, Treasury 
(C(84) 16) on using private enterprise in Government. 

EE CHANCELLOR OF THE EXCHEQUER said that the outlook for growth and 
"ation in the United Kingdom remained much the same as at the 

of the Budget; but the pressures on the world economy from 
United States policies were a cause for continuing concern. In the 
world economy, recovery was continuing. Inflation among member 
countries of the Organisation for Economic Co-operation and 
Development averaged about 5 per cent; the United States, West 
Germany^atf^Japan had lower rates than our own. Growth and low 
in f la t i f t jpm^ helping international trade, which was expected to 
r ise by about 6 per cent in 1984 and 1985. Nevertheless, the 
internatioiM^ J ^ s p e c t remained a source of considerable concern, 
mainly becau^^^^ the size and persistence of the United States 
deficit and f quent high level of United States interest 
rates, which h n sharply in recent months. 

Domestically, the underlying growth in output remained at around 
3 per cent, ahead o^mcjk of the rest of Europe. The coal miners' 
strike had naturally effect on output, as well as on public 
expenditure and the balance of payments; but this was only temporary, 
The present recovery would soon have persisted for longer than any 
other recovery since the war. Companies were in a better position 
than for many years: real rates f return for non-North Sea companies 
were back to the levels of 19 company l iquidity was now at 
near-record levels; and, with profits , companies were well 
placed to invest. Fixed invest industry might increase by 
some 10 per cent (at constant p n 1984, with another sizeable 
r ise in 1985. The growth of tota t ic demand might slow a l i t t l  e 
to 3 per cent in 1984. But export covering strongly, so that 
the overall prospect remained one of in total output of 3 per 
cent in 1984, with perhaps a similar i in 1985. Inflation was 
firmly under control and was expected t down to 4i per cent by
the fourth quarter of 1984. This had no been reflected in 
pay settlements: earnings growth remained ately high. This was 
the most important single reason why  i t was'proving di f f icul t to 
bring down unemployment. The need for greater realism on pay must 
continue to be hammered home. 

The financial markets were going through a di f f icul od, mainly
because of concern about the international outlook, less the 
prospects for public sector borrowing this year and, 
satisfactory public expenditure review, next year rema 
as forecast at the time of the Budget. Domestic monet 
gave no cause for alarm. He saw no need for corrective a' 
the kind the Government had been obliged to take in July 1 
Nevertheless,  i t was essential to maintain the firmest possi 
control of spending as the year proceeded. Looking further 
the prospects, though inevitably uncertain, were reasonably pr 
again provided that firm control was maintained over public spen 
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THE CHIEF SECRETARY, TREASURY said that the baseline for the 1984 
Public Expenditure Survey was £131.7 b i l l i o  n in 1985-86, 
£136.3 b i l l i o  n in 1986-87 and £139.0 b i l l i o  n in 1987-88. For 1985-86 
and 1986-87 this represented the planning figures in the White Paper 
'The Government's Expenditure Plans 1984-85 to 1986-87' (Cmnd 9143) 
ess the savings resulting from the abolition of the National 

surance Surcharge. For 1987-88 the baseline had been constructed 
dding 2\ per cent to the provision for 1986-87, excluding the 

arkland Islands and the local authority unallocated margin. His 
colleagues had put forward substantial bids for additional provision 
in a l  l three years, total l ing , in net terms, £5 b i l l i o  n in 1985-86 
r is in  g to £8i b i l l i o  n in 1987-88. Acceptance of the bids would 
totall  y undermine the Government's achievements in rol l in g back the 
growth ^j^m bl i  c spending. I  t was essential to stick to the baseline 
in 1985 1986-87 in order to maintain the credibi l i t  y of the 
Governmen 3 n o m i c strategy and to provide some room for easing 
the tax bu .For 198 7-88 however, the baseline figures had been 
intended to a  A  i s  h a margin to allow the adjustment of pr ior i t i e  s 
between progr he therefore proposed that the planning total 
should be incr 3 per cent (instead of 2i per cent) between 
1986-87 and 1987 ving a figure of £140.4 b i l l i o n  . I  t would 
not be prudent to a higher figure. There would be considerable 
diff icult  y in holdf hese totals  . Some of the additional bids 
were v ir tua l l  y unavoi 1 ;̂ there was l i t t l  e or no prospect of 
accommodating the others. Cmnd. 9143 had provided reserves of 
£2.75 b i l l i o n  , £3.75 b i l l i o  n and £4.75 b i l l i o  n respectively for the 
forward years. There were already very substantial pressures on the 
reserve in 1984-85. This suggei d that there was a strong case for 
providing substantially large rves than in Cmnd. 9143 for the 
three forward years. I f  , how plleagues accepted that the 
reserve arrangements should be d as stringently as possible, 
he considered that i  t would be a e to r is  k setting the reserve 
provisions at £3 b i l l i o n  , £4 b i l l  i £5 b i l l i o  n respectively for 
the forward years. 

The existing manpower plans had been agreed |an the understanding that 
every attempt would be made to improve O  K »  O  L There were, however, 
small additional bids for a l  l years before 1988; and even for that 
year, claims already made on the agreed coriWngency margin of 
7,500 suggested that a bigger margin would be needed. He suggested 
10,000. There was scope for significant reductions in the figures 
proposed by Departments. During the rest of the survey he would press 
for further manpower savings. The aim should be 
Service numbers significantl y below 593,000 at 1 

Departmental running costs had increased in each of t 
years faster than general inflat ion . The lates t f igu 
increase in prospect of only 3i per cent between 1984-85 
this was a welcome improvement on earl ie  r years, But pre 
arrangements needed improving. As a f i r s  t step, he propose 
backward-looking annual scrutiny of running costs should be 
by a forward-looking scrutiny to provide the basis for detailed 
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Estimates discussions during the coming winter. Increased use of 
competition and contracting out was one way of reducing C i v i  l Service 
numbers. I  t also provided, more generally in the public sector, a 
much-needed incentive for increasing value for money and other 
benefits. Progress so far had been disappointing. The obstacles 

eluded union opposition, management inerti  a and, in the case of 
e loca l and health authorities, politically-motivated obstruction. 

Secretary of State for the Environment was expected to report to 
\1 1 •Ministers col lectivel  y on the legis lat iv  e options for extending 
contracting out in local government. In September 1983 a l  l health 
authorities had been asked to draw up programmes to implement compulsory 
tendering for cleaning, catering and laundry services. The responses 
to this r  ̂ ues  t were being assessed by the Department of Health and 
Social He suggested that the Secretary of State for Social 
Service be invited to inform his colleagues of the conclusions 
of that a nt as soon as i  t was completed, and to make proposals 
for furth In central Government, some 20,000 posts and 
£18 million ear had been saved by contracting out between 
1979 and Apr Present plans assumed that only a further 
2,000 could be April 1988. He could not believe that this 
represented the pe for contracting out by Departments, 
Government Depar ould be required to test the market for 
contracting out a ran specified services; they should also use 
their top management ystems to identify functions which could 
suitably be contracted out. I  f hi  s colleagues agreed, he would 
arrange for of f ic ia l  s to consider how best and in what timescale to 
proceed, and would make -a further progress report to the Cabinet in 
the following year. 

In discussion, there was gener jement with the approach to 
economic policy and public exp outlined by the Chancellor of 
the Exchequer and the Chief Sec Treasury. I  t was part icularl  y 
important that the Government had an expectation that public 
expenditure would not be allowed to real terms over the l i f e 
time of the present Parliament; this it ion was s t i l  l fragi l  e and 
must on no account be broken. 

The following points were also made 

a. There were threats to the prospects for a continued 
f a l  l in inflation from the decline in the value of sterl in g 
against the United States dollar. I  t was reassuring that 
the Chancellor of the Exchequer was confident t h  ̂  ̂  provided 
s t r i c  t f i s ca  l any monetary disciplines were m^^^Pyied, the 
inflation forecast remained r e a l i s t i c  . 

b. The continued high level of increases in 
the private sector was a major cause for concern, 
partly jus t i f i ed  , as reflecting higher productivity a 
increase in hours worked. Nevertheless, unit labour co 
in this country were moving unfavourably in comparison 

8 
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many of our competitors. Moreover, the difference in the 
rate of increase in earnings between the public and private 
sectors was bound to lead to demands for higher increases 
in the public sector. I  t would be desirable to discuss the 
situation with the Confederation of Bri t i s  h Industry. 

c. The Government must bring home to public opinion that 
excessive pay increases reduced employment. I  t was a 
strikin g fact that over the past ten years rea l earnings 
per head in the United States had fal len , and the numbers 
in employment had increased by some 15 mill ion , while in 
Western Europe over, the same period rea l earnings had 
incr^fc^ed substantially and the number of people in work 
ha ..en. There was les s unemployment in the United 
StS Japan than in other industrialise d countries 
beca^ increases there were related to output, public 
expen ;ook a lower proportion of the gross domestic 
product," he labour markets were more flexible , 

d. These should also be brought to the attention 
of European s. In this context i  t would be helpful 
to present ce the Br i t i s  h proposals for developing 
the European Cd ,y, such as freer trade in services, 
as ways of incr ing employment. 

e. Although the Government's economic strategy had brought 
about great improvements, there was no room for complacency. 
Much s t i l  l remained to be JPfe  e to increase economic 
efficiency. The Government's aim should be not merely to 
hold public expenditure constant in rea l terms, but to 
r e d u  i . : t  . 

f. I  t was a matter for ser i that unemployment 
was not fa l l ing  . I  t was true number of people in 
work had rise n and was now some higher than in 
early 1983; but many of these were" d women and part 
time workers who had not been on mployment register , 
I  t was a serious problem po l i t i ca l ly  , economically and 
social ly  , that large numbers of middle-aged men could not 
get a job and had l i t t l  e prospect of doing so. Much more 
imaginative measures were needed to deal with this problem. 

g. Although there had been substantial changers the 
balance of public expenditure between differen amines, 
several members of the Cabinet suggested that mal 
and explici  t mechanisms were required for conside1 

public expenditure pr ior i t i e s  . Experience in Scotl 
Wales and Northern Ireland , where the Secretaries o 
had block budgets within which they were free to swit" 
expenditure, i l lustrate d the potential benefits. 
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h. Table 2.4 of the 1984 Financia l Statement and Budget 
Report showed a public expenditure planning total for 1987-88 
of £141i b i l l i o  n instead of the £140.4 b i l l i o  n proposed by 
the Chief Secretary, Treasury. The difference was partly 
due to technical factors and partly to the use of a different 
upl i f  t factor. I  t did not reflec t an intention to impose a 
general squeeze on public expenditure. 

j  . Many of the problems of controlling public expenditure 
were due to loca l authority expenditure, both capita l and 
current. Relations between central and local government 
were strained; and many loca l authorities systematically 

Members of Parliament and others to influence them 
£he Government's pol ic ies  . Moreover, loca l 

finance had become extremely complicated: thi s 
t,he problems of control and of fostering greater 

tanding. 

k. Some 5 of the Cabinet considered that the 
manpower ta in C(84) 18 were insufficientl  y demanding 
and suggeste there was a widespread feeling among 
Departments t •eductions in manpower were either 
unnecessary or WS^ible. Other members of the Cabinet, 
however, took a ifferent view: the pressures for reductions 
in manpower were strong, and the matter was taken seriously . 
I  t was also suggested that, although i  t was important to 
continue to improve efficiency and to reduce C i v i  l Service 
numbers where improvemen efficiency made i  t possible to 
do so, i  t would be unwis he Cabinet to deal with 
questions of C i v i  l Service impersonally and by 
means of arbitrary target r ns: Ministers should beware 
of giving the impression tha had scant regard for the 
work of the C i v i  l Service or ppreciative of the 
efforts that were being made to e efficiency. 

1. The Chief Secretary, Treasury's prpposals regarding 
running costs were full  y jus t i f i ed  ; Tpt^ ^  w o u l  d be 
important to avoid imposing requiremen^^^o% Departments 
that were unduly onerous or in conflict with the Financia l 
Management I n i t i a t i v e  . 

Despite the attempts that had been made in the Budget m. 
to correct the anomaly that work done by the p services 
' i  n house' escaped l i a b i l i t  y to Value Added Ta work 
contracted out did not, i  t was suggested that 
distortions remained in financia l appraisals of c 
out. The position should be investigated urgently 
Treasury Ministers. 
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THE PRIME MINISTER, summing up the discussion, said that the Cabinet 
wholeheartedly endorsed the approach to economic policy and public 
expenditure outlined by the Chancellor of the Exchequer and the 

%Chief Secretary, Treasury and approved the specific proposals in 
(84) 16 and 18. The Chief Secretary, Treasury should pursue 
i la tera  l discussions of expenditure programmes and manpower 

ocations	 with the Ministers responsible and then report further 
he Cabinet. I  f necessary, a small group of Ministers, under the 

President of the Council's chairmanship, might have to be 
convened to consider any dif f icul  t issues which could not be resolved 

TLord 	bi la t era l l y  . The Chief Secretary, Treasury should also urgently 
investigate the point that had been made in discussion concerning 
Value Add^^Tax. The response to inquiries from the media about the 
CabinetKWpfscussion would be that the Cabinet had discussed pub] Lc 
expenditure and agreed to maintain the planning totals for 1985-86 
and 1986-87 and to maintain the total broadly unchanged in rea l 
terms in 

The Cab 

1. Took n h approval, of the Prime Minister's 
summing up iscussion. 

2. Approved the proposals in C(84) 16 and 18. 

3. Invited the Chief Secretary, Treasury to report again 
on the 1984 Public Expenditure Survey when he had completed 
discussions with the Miniatfks responsible on individual 
expenditure programmes a  4  » * i P  o w  e i  r allocations . 

4. Invited the Chief Sec Treasury to consider 
urgently whether the incid alue Added Tax 
distorted appraisals of the m carrying out certain 
work ' i  n house' in the public s against 
contracting i  t out; and to repo 

Cabinet Office 

5 July 1984 
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THE SECRE STATE FOR DEFENCE recalled that at i t  s meeting on 
8 March h ained to Cabinet that he proposed to reorganise 
the Ministry ence (MOD) to strengthen substantially i t  s 
capability to e the best defence solutions to problems and to 

 stre provide a 4, management structure which would ensure that 
decis' clear line s of responsibil ity , 
The re ense c a l  l into question the 
separa ing services , which were of 
paramount impo and effectiveness. Nor would i  t affect 
the legal position of either the Defence Council or the Service Boards. 
His objective was to bring ful l  y into effect the underlying 
purpose of the 1963 reorganisation, which had to some extent been 
checked by the tendency for the^^parate Service structures to continue 
to predominate within a "unif i s t ry  . Following the Cabinet's 
endorsement, he had published l tat iv  e document which had 
been generally welcomed. A Ste roup had been established to 
work out a detailed organisation he chairmanship of the Permanent Secretary and with the lvement of the Chief of the Defence Staff (CDS) and the Chie , e Naval Staff: the Group had now presented a recommended model new organisation within the guidelines la i  d down in the vernment document. 

The main features of the proposed organisati ere 
a . the position of the CDS as the principa l militar y adviser 
to the Government, with f u l  l authority over the Service Chiefs 
of Staff, would be consolidated and enhanced, following the 
reforms associated with Lord Lewin's period in th  ̂ ^ pffice ; 

b. the CDS would be supported by a properly int 

unified Defence Staff, bringing together work on 

and p r i o r i t i e s  , the control of operations, and the 

aspects of equipment requirements; 


c. the Service Chiefs of Staff would continue to part ic  i 

in policy making through their membership of the Chiefs o' 

Staff Committee and of the Defence Council. They would re 
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their right of access to the Prime Minister. Their principal 
task in future would be the oversight of the management of 
the individual Services, for whose efficiency and morale they 
would retain fu l  l responsibil ity. They would retain substantial 
staffs under their direct control as well as having fu l  l access 
to the Defence Staff; 

d. in keeping with the Government's Financia l Management 
I n i t i a t i v e  , executive management tasks would be delegated where 
practicable to Commands and other managers outside the Ministry, 
operating under a regime of responsibility budgets; 

etary and financial control would be strengthened by 
tion of an Office of Management and Budget under the 

Secretary, with the Second Permanent Secretary 
'Finance Director'; 

f. the'^feBce sc ient i f i  c staffs  , who played a key role in 
providing%kJ0kendent long-term thinking and scrutiny, would 
be central!l^B^g^d 

g. a new Defl^^^rms Control Unit, organisationally separate 
from the Defenc% §Jpfc > would bring together military and 
c i v i l i a  n staffs t^rkrag in this important area. The MOD would 
continue to work closely with the Foreign and Commonwealth Office 
who were the lead Department on these issues. 

As a result of a l  l of these ch es there would be substantial savings 
in posts at senior levels an as at present addressing the savings 
to be made throughout the new sat ion. 

He had held a number of meetings^j^pfcthe Chiefs of Staff and others 
concerned since receiving the reco fions of the Steering Group 
in the middle of June. The Chiefs fs had i n i t i a l l  y seen 
advantage in the new system in terms entrating policy matters 
in a mixed mi l i t ary / c iv i l i a  n staff in re of the Ministry and 
in the central control of operations; b had expressed concern 
about the capability of the Service Chie aff to f u l f i  l their 
responsibi l i t ies  . In the light of these s he had agreed the 
arrangements recommended to him by the Steering Group for the staffs 
under each of the Service Chiefs of Staff and had emphasised the 
importance of working arrangements which would enable matters to be 
addressed on both defence and Service bases. The C h i  ̂  s of Staff had 
concluded that the new organisation could be made t , though they 
would prefer the existing arrangement. Over the l  a s, however, 
their views had hardened. They had put i  t to him that period 
of time the positionof the Service Chiefs of Staff wou weakened 
that the quality of the advice they could offer the Gove in a 
c r i s i  s would ultimately be diminished. Theyhad asked grave 
concern should be expressed, since in their view the Govern ht 
l iv  e to regret these decisions in time of war. These were s 
words and he would not wish to conceal them from his colleagu 
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He had of course discussed the Chief of Staff's views with them 
aatt 1length. He had told them that he did not believe that the 
cone they  analysis ,conclusion  had reached was supported by detailed


her
here was nothing intr ins ic in the new organisation which would 

''stancest them from crucial decisions affecting their Services: and 


hh a train of events could not be set in hand in the future without 

them being able at once to bring the issue to the Prime Minister. 


The Secretary of State did not believe that there were real grounds 
for concern about command and control arrangements in war. Here the 
objective^ s simply to build on and extend the arrangements, centredive^uaa: 

on the iwhich had served so well in the Falkland Islands campaign, 

The Chi ^taff were, however, very concerned about the 

proposal new organisation to place within the Defence Staff 

a l  l of thne ofessional military staff
profe concerned with the Service 
programmes :^Linvolved the allocation of resources between the 
services and "inition of equipment requirements. They would 
much prefer the jj^ng arrangement under which each Service Chief 
of Staff d irec t l "led his own staff in this area and a small 
central staff sen? what was proposed and sought a defence 
solution. In othe they were seeking to maintain the 
status quo in the ch went to the heart of the resource 
allocation process, where there was a broad view both outside the 
MOD and at lower levels within the Ministry i t s e l f that the present 
fragmented arrangements were inadequate to the task.  I f defence 
solutions to problems, rather tiflfe those which suited individual 
Service interests , were genuinely to be achieved, there was no room 
for making concessions to theip&5î t̂  °f view in this area. 

He therefore intended to proceed basis which he had outlined in 
his consultative document and whic eering Group had now 
recommended to him. The Chiefs of S assured him that,
if that was his decision, they would work with him to make 
the new system work. The Prime Ministe een the Chief of 
Staff the previous day and had reassure out 'their place within 
the new organisation. Subject to the views binet colleagues,
he would circulate a draft White Paper on t 

f  —
 described to"~ :

 —
 l ines

 W W~~

Cabinet on the following day and intended to publish  i t on 19 July 

THE PRIME MINISTER said that she had seen the CDS on the previou 
The CDS had assured her that he would work loyally t 
the proposed reorganisation, but he felt- bound to r 
concerns which had been expressed to him by the Chie 
who were very disturbed by the decisions impending. S 
therefore held a subsequent meeting with the Chiefs of 
themselves when she had endeavoured to reassure them that 
the formulation of policy would not be diminished by the or 
changes and that they would be provided with staff fully ade o the 
discharge of this function. She had explained that the new c 
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Defence Staff was to be constructed around the building blocks 
provided by the singe service elements of the existing Defence 
Staff. The roles of the Chiefs of Staff would in fact be enhanced 
by the reorganisation: i  t was clear that previous decisions on 
weapon procurement, for example that on Stingray, could not have 
been taken without fu l  l reference to the individual services 
concerned, and this situation would not be changed. The CDS and the 

ervice Chiefs of Staff would, as before, play a central role in such 
"sions. She had made i  t clear to the Chiefs of Staff that their 
t of direct access to the Prime Minister would remain and she 

had suggested that there should in future be an annual meeting between 
the Prime Minister and the Chiefs of Staff which would underline 
th i s  . She had explained that the proposed changes in the MOD would 
be reviewed in due course. They were part of an evolutionary 
process aflkshe was convinced that they should proceed as planned. 
She had expressed her confidence that the Chiefs of Staff would 
work loyally to put the changes into effect. She understood the 
inevitable, d i f f icul t ie  s of moving from the familiar to the novel. 
There was,^j^Wmr, no question of moving towards unification of 
the three s e  ̂ c u k a  s Canada had done. In the light of this 
explanation, tB^^j  Lef  s of Staff had said that they accepted that 
the reorganisation would go ahead. She hoped that the Cabinet would 
endorse the propo5^P«ade by the Secretary of State for Defence 
and also express twjrrg rat i tud e to the Chiefs of Staff for their 
loyalty and e f fect ivej  ̂ ^  i 

In discussion, i  t was noted that there was no uniformity among 
Western countries in their defence organisations, but that the 
changes proposed in the United Kingdom had stimulated debate elsewhere 
and had evoked a sympathetic e. At lower levels of the three 
services there appeared to be substantial measure of support 
for, or at least understanding e reorganisation. Much of 
the opposition to the proposed emanated from retired senior 
officers of the armed services, whom held very strong views 
on the matter and had recently bee usually active in the 
House of Lords. General support was sed in the discussion for 
the reorganisation and for i t  s impl n as planned, although 
i  t was suggested that d i f f icul t ie  s mi over i t  s public and 
Parliamentary presentation and that appr steps should be taken 
to anticipate th i s  . 

THE PRIME MINISTER, summing up the discussion, said that the Cabinet 
noted the report made to i  t by the Secretary of State for Defence, 
endorsed his assessment of the situation which had arisen , and agreed 
that he should proceed with the publication of the Wfh£k Paper setting 
out in detail the reorganisation of the MOD which w*sv envisaged. 

The Cabinet -

Invited the Secretary of State for Defence to procee 
publication of the White Paper on the reorganisation i s t  i 
of Defence in accordance with the Prime Minister's sui 

Cabinet Office 

6 July 1984 
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THE SECRETARY OF STATE FOR ENERGY said that pit  s ful l  y working numbered 
35 with a further 10 on holiday; those with some production numbered 
five with afurthe*—three on holiday; and pit  s with some workers in 
attendance numbeVed (Jour with a further one on holiday. The gradual 

repute 	 increase in the nttnb^SNof miners working, after allowance had been made 
for holidays, was continuing and there had been some encouraging 
developments in NoVtjS^Oerbyshire. The number of coal train s running 

^ t e 	  had the previous day small improvement on the recently reduced n 

level  s and Br i t i s  h Rai for further improvement shortly. Talks were 
resuming that day between tional Coal Board (NCB) and the 

te National Union of Minewor )  . The NCB's position had always 
A 

been that i  t was prepared inue discussions on the constructive 
basis which had emerged at burgh meeting but which had then been 
abandoned at the subsequent Rl m meeting. He had drawn attention 
to thi  s in answering Parliament! estions the previous Monday. The 
NUM General	 Secretary, Mr Heathfi indicated in a press 
interview that there might be a ba negotiation over the definitio n 
of the grounds on which a pit might med to be exhausted, but had 
subsequently been prevented by the N sident, Mr S c a r g i l l  , from 
developing these' ideas on television , s not clear whether any 
useful progress would be made at the t I  f they broke down, the 
NCB would be ready to make available protm^tly to the media a statement 
of i t  s position and the advantages to the miners of the offers already 
on the table. The NUM's Delegate Conference wooLcL be taking place the 
following week but was l ike l  y to be dominated l/y^T^ft-wing delegates 
as those recently elected in areas where miner ot on strik e had 
not yet taken office . 

THE HOME SECRETARY said that the police were making ous efforts 
to prevent intimidation of those miners who wished to to work, 
He had drawn attention to these efforts in a speech th' ous weekend 
in the hope of encouraging those suffering from intimida seek 
assistance from the police . Police operations to control ing 
had continued to be successful. The South Yorkshire Police" ? i t y  , 
where there was a left-wing majority, was however opposed to< 

operations. I  t had withdrawn the Chief Constable's discretio n 
expenditure of up to £2,00 0 without prior approval and refused 
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for expenditure on providing accommodation for police support units 
from other forces. He had made i  t clear that the Chief Constable had 
his f u l  l backing in his operations to maintain law and order. The 
Attorney General had the previous day sought a jud ic ia  l review of the 

\Police Authority's actions and i  t was expected that the court would 
/declare them to be unreasonable. The Attorney General was also 

^sidering whether he should seek an injunction preventing the Police 
•^ority from suspending the Chief Constable on improper grounds but, 
je*>a threat of suspension had not yet been made, this might not be 

THE<^Ee^TARY OF STATE FOR TRADE AND INDUSTRY said that there were 
stil l^Ttj^f^gnificant problems for industry, although suppliers to the 
NCB wereV/a<2ng some di f f icul ty  . Iron ore, coal and coke were now being 
delivered^o Llanwern and Ravenscraig by road convoys, and reasonable 
levels of production were being maintained at a l  l the B r i t i s  h Steel 
Corporation's major plants. 

The Cabine 

Took note. 

Cabinet Office 

& July 1984 

CONFIDENTIAL 




SECRET 

THIS DOCUMENT IS THE PROPERTY OF HER BRITANNIC MAJESTY'S GOVERNMENT 

COPY NO 

CABINET 

LIMITED CIRCULATION ANNEX 

CC(84) 25th Conclusions, Minute 4 

Thursday 5 July 1984 at 10.00 am 

THE CHANC F THE EXCHEQUER said that, although the pay settlement 
date for ' ndustria l C i v i  l Service was 1 Apri  l 1984, no 
settlement ha' been reached. The Government's i n i t i a  l offer of 
3 per cent had ncreased to 3.7 per cent and then, on 31 May, 
to around 4.5 p overal l  . This comprised an increase of 5 per cent 
for those on f l  a lar ie  s and maximum scale points and 4 per cent 
for others, with m increase of £3 per week. The unions had ons 	 recommended re jec t  i e offer, and thi s recommendation had been 
supported in consulta ons with thei r members. The Ministers most 
closely concerned had the previous day reviewed the position which had 
now been reached, and had concluded that the unions should be told the 
Government was not prepared to improve i t  s offer, and that when, as was 
l ike ly  , the unions asked for ar|jjfcration, thi s should be 
refused by the Secretary of S r Employment on grounds of policy , 
There	 were precedents for such sa l on grounds of pay policy but 
the grounds on thi s occasion wou the need to restrai  n public 
expenditure. The unions were exp o object strongly to the refusa l 
of arbitration . The Ministers most concerned had however agreed 
that,	 after allowing time for represe ns, the Government should 
take action to implement i t  s offer in r thi s to be reflected in 
monthly pay for August. There could be' ndustria l action but 
i  t was not expected to be sustained or w? 

The Cabinet -

Agreed that the 1984 pay settlement for the non-industria l 
C i v i  l Service should be dealt with on the basis outlined 
by the Chancellor of the Exchequer . 

Cabinet Office 

6 July 1984 
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