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I hope that the attached note goes some way towards explaining ;
Chonle we

the apparent conflict of view between the Treasury and the Jcluf x Piiin

Ministry of Defence about what has been happening to defence ., LT.L‘] Vo

prices this year. H:}M'i-a.l aftevnomm &
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2. If you want to try and reach a settlement before this comes

before the Cabinet, there might be a way forward on the following ¥(abuv

lines: : | ke 46
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(i) So far as 1981-82 is concerned we know that the Jefecw RPE
Defence Secretary would be prepared to accept the Treasury's hs L

offer of £275 million in the context of an overall settlement.
—_—

(i1) So far as the years 1982-83 and 1984-85 are concerned,

—
the Defence Secretary has indicated that he might be prepared to

drop his bid for a future relative price effect of 2 per cent
which, as the note on defence prices suggest, is less well
founded than the bid relating to higher prices in 1981-82

(sums involved: £169 million in 1982-83, £281 million in 1583-84,
_— —
and £643 million in 1984=8%).
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(iii) The important year for the Defence Secretary is 1082=83

because a large part of his expenditure for that year is already
1
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We then have the following position:

1981-82  1982-83

Treasury offer

MOD possible revised bid

p————y

1983-84  1984~85
250 225

466 477

T+ might just be possible to settle the matter by raising the

Treasury offer to, say, £350 million in 1982-83, leaving the

later years at £250 million or a little higher.

ROBERT ARMSTRONG

20 November 1981
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