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‘ PRIME MINISTER CONFIDENTIAL

Report of the Ministerial Group on Research and Development

Priorities Across Government (MISC 119)
(E(A)(86)2)

BACKGROUND

l. On 31 July 1985 E(A)(85)18th meeting considered a report by
the Official Group on Defence R & D (MISC 110) which recommended
there should be a gradual and progressive reduction in the volume
of UK resotlrices ~devoitedstordeience "Re & . Ehe " then #Secretaty ol
State for Defente refused 10 accepl. this, but-dgreed to conSider
it provided other Departments' R & D programmes were subjected to
conmparable scrutiny. E(A) agreed that a small group of senior
Ministers (MISC 119) should be established chaired by the Lord
Biesiiidents itomkeviiewsthe s R s D priog ramme st ot S Gover nme nitisbe parit -
[Eeni s Eh oRals Slels's Sl elsir e lfatt llye b ot L tiie st to et e S d iR i eiem e Do =
grammes, : towconsidecr. ;the 'sé¢éope for ‘change 1h the sdze, content and
objectives of those programmes which could contribute to improving
the efficiency, competitiveness and innovative capacity of the UK
economy, and to make recommendations to E(A). E(A)(86)2 is the

grenp ! s/ 1Gnal report.

Proposals

The two most important recommendations of E(A)(86)2 are:-

{a) that a collective Government decision be taken to reduce

the total wvaoltume of resources devoted to ‘defence R & D

(including any UK effort towards SDI) in accordance with the

projections in the 1985 Defence Costings;

|
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(b) the establishment of a new Ministerial Committee under
Ehiettehatiirmanship. "of “"thei Secretary ~of State dfori Tradgand
Industry charged with the development of policies to' enhance
heftcon tisibution of "R & D:expenditure, public' and privatey;  to
the "'pefdformance’ of " the UK = economy. eSS con clitsiions SO
E(A)(86)2 list a number of topics the Committee should be
invited to pursue, including proposals by Sir Robin Nicholson
tor a reallocatioh ol resources to generate "pull through' of

Government funded R & D.

MAIN ISSUES

The main issues are:

(a) the need to reduce the total volume of resources devoted

to defence R & D;

(b) the establishment of the new Ministerial Committee on R

S <D Pr Lo L Eres:;

(c) the task of the new Committee.

Defence R & D

4. KT pub¥ic 'expenditure. on "R"& D as a proportion- of GDP.is
similar to that of other major industrial countries (except Japan,
e - It “is much “'Fower):,. but - it is strongly skewed towards
defence. Defence R & D in 1985-86 (at £2,300 million) accounts
for J2.7  per ‘centiof total Goverpment K. & - D expenditures The
defence industrial complex appears to be largely insulated from
the ordinary pressures of the market economy, and pre-empts scarce

scientific resources, especially in electronics and information

technology, " to the ‘detriment  of 'the rest of the economy. S

Robin Nicholson's discussions with electronics companies last

summer suggested that the available resources of civil UK scienti-
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fic and technical manpower (notably in electronics) were insuffi-
cient to meet all the demands on them. Moreover, as Mr Levene has
DEEnly “ddmitted  to- "the PAC, ‘the: spin-off from- defence R & D,
whistheEr ‘thoough” exports of defence equipment -or From ‘ciwvil

applications of defence technology, is disappointingly small (10

Lo

per cent of current defence.procurement expenditure of about £8
billion a year). France has secured double the volume of exports
an ‘“the basis of a defehce K & ‘D programme on average at least 10
per cent smaller. than :the UK's, while Germany and Italy have
achieved exports of major defence equipment not much smaller than
the UK's on the strength .of defence R & D programmes a quarter or
(§eisisMre fitset e sistifz e ol et ie SIS 1o The 'distortions produced by the
pre-emption of scarce resources by defence could become worse with

the additional demands of participation in SDI.

Sl The new Secretary of State for Defence has not yet expressed a
view on the MI'SC IkI'9. recommendation. This recommendation does not
ask him to do anything which his predecessor was not planning to

Gloimet e &1 9 IDsse fence s@o st Ings. Show: sat«progressive  reduction in

defence R & D expenditure over the 10 year period to 1995 (offset

by a parallel increase in expenditure at the production stage).

He is simply being asked to validate this.

6. "'Mr Heseltine resisted being bound by a collective decision to
gonstrain detence R & D within the 1985 Costings figures on  the
grounds that:

(a) the bulk of the expenditure is development not research,

and sowrditfferent siini kkind Iromiamost other  Government R & D

expenditure;
(b) the resources used in defence R & D would not necessarily

be absorbed immediately into more productive work elsewhere in

the economy (and they might migrate abroad);
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Fcil the requirements of national defence are such that
apbitrary financial®jconstraints’ should not be put on: defence

RecsPaexpehdistiEes

(d) the imposition of such constraints could prevent the
drned s storcesissipon shavingewdeccess. to » the ' cheapest. ‘and most

cost-efifective. equipment.

HoweViermy: he contiumuedsstoolif erd ‘tofhaver deience (R 0 D isubiected: to
SIOMERAPEOCE S s: ol & compardFfive Sevalua tlona alongside’ other sDepart-

mental programmes, although 1in practice the work programme he

suggested could be made (and was perhaps so intended) to continue

Indefn titely withoutileyersproducing ‘any cconclusion.

7 mainicis et dimo umen i st weres a il ssde all 't swirthi=rneaitiye “"MISC L0 Report ¢
the fact is that St Can never ‘bDe proved exactly and scientifically
Ehiaitiathe e conomy” weill'dy pe'rhonnirbetteriwlfpwscarce " scientific
resources vere not so heavily pre-empted by defence development

work. But:-

(a) outside the MOD and those companies relying heavily on
gelence contracts i1herefrss universal agreement that the
pEesent S concentat iion o "ty Srelsources .. on defence "1s

dettritmenital “Peo"“the overalyl @ pertormance. of the ieconomy ;

(b) Ehesopportunrty “cost - 1Tss tundenitable” whether "the defence

work=isscesearch or development;

(c) the need for time for industry to adjust to less
cocemrrationtontdefence R & D Isacknowledged” in.vthe  MISC 2110

Reponits

(d) the general starting point of the armed forces and the UK
defence industry that all defence equipment needed by the

armed forces should be developed and constructed in this
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country to their exacting specifications leads to unnecessary
expensessand® frequent "serious wasites Nimrod appears to be an
outstanding example of this, and more generally of failure to

take wider considerations properly into account.

In practice the combination of real Treductions in the defence
budget, increased reliance on European or NATO collaborative
development, and MOD's own plans to concentrate more on production
than development expenditure seems bound to enforce a decline in
MOD's R & D programme -on the .lines indicated 'in ‘the costings, so
that shesnew " Secretary of (State - would: have: little+ to:® lose in
Heceptiing  theranas oty sSod® MISCRS B9 s Feone lus i‘ons. ThietaMI'SC 19
peport-also i explicitly acknowledges that acteptance of this
conclusion would not itself carry any implications for the size of
plileSsitiotiails “defence:  budaeies That would remain a matter for

negotiation with the Treasury in the normal way.

New Ministerial Machinery

& The central aim of MISC 119 was to improve the contribution of
Government funded R & D to the performance of the UK economy.
There is no overall Government R & D budget; and Government R & D
expenditure reflects the priorities attached by individual spend-
g Ministers, 16 iR D xelative: To ofther: parts. of - their. own
programmes . MISC 119 discussions have shown that most spending
Ministers are willing to accept some form of collective discussion
fumthelic “own R &'D ‘programmes, in the light of the overall
Government interest in improving the performance of the UK
economy. But this education of spending Ministers is bound to be
8 gradual’ process;y and the discussion .in MISC 119 showed that it
PRt awell prove  counter-productive to rush  fences for this
reason. MISC 119 recommended that a permanent Ministerial

Committee be set up under the chairmanship of the Secretary of

State for Trade and Industry and including Ministers responsible

for all the main Departmental R & D programmes, along with
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representatives from the Treasury and Foreign and Commonwealth
Office. The terms of reference of such a Committee might be (on

the basis of paragraph 15 of E(A)(86)2):

iTe develap "policies 1o Yenthance the -contribution. of« R .&D
expenditure, public and private, to improving the efficiency,
competitiveness and innovative capacity of the UK economy; to
evaluate the contribution of Government-funded R & D activit-
ies to the Government's economic objectives; to assess the
impact of the Government procurement policies on the shape and
cantent of* UK R & D ‘activity 4n both. -public«’and. private

sectors; and fo make  recommendations on R & D priorities'".

I have confirmed that Mr Channon would be content with these terms

of reference.

9. "We isuggest  /thate Yhis/ Conmi t1ée e o3 t8bl ished 'as a- Sub==
Committee of E, ie in a parallel position to E(A). [EEeew oitiElEcl s iy e Lkl
be open to you, in the event of the new Committee having to handle
very difficult issues, to have these reviewed by E(A) under your
chairmanship, of for you to tdake' the ‘chair of the new Conmmittee

Violrssie 1 fee An appropriate membership of the new Committee would

be:

Secretary of State for Trade and Industry (Chairman)
Secretary of State for Education and Science

Secretary of State for Energy

Secpetary of StatelntorsDefence

Secretary ol StatestorsSocial ‘Seryices

Chanceldorsof “the-Duchy: ol Lancasitel

Minister for Agriculture, Fisheries and Food

Secretary of State for Transport

Secretary of State for the Environment
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Ehillegsecreit iV Rl neasiny
Minister of State, Foreign and Commonwealth Office

Mimrister of . State; "Bepartmient -of Trade ' and Industry : (Mr
Pattie)

ifhe M Chiife f S cifentitt iiciAdiviisieir S Eabline BT @i fiiicel wi FliFbe Uin attend-
dnaes The Payaster-General has also asked to be a member of the
Contalttee: Jyou will wish ‘to. consider. this. He may claim  some
involvement from the standpoint of skilled manpower; and his
Department now has wide economic responsibilities. But. ithe
proposed list is already long enough and it would be desirable to
ayoild turther ccequests, eg from the _terrpitorial-Ministers. The
Committee will need appropriate official support; Mr Channon
agrees that this should be provided by a Committee chaired by the
Chief’' Scientific Adviser;  the. Departments concerned would be
represented by officials with economic and financial responsibil-

ities as well as by their Chief Scientists.

Task of the New Committee

10. We envisage that the new Committee would have three main

tasks:

Ei3 the formulation of recommendations on priorities for

Government R & D expenditure;

(1i) the evaluation of Departmental R & D programmes, and
the formulation of policies to secure greater economic -

benefits from those programmes; and

(iii) the promotion of other measures, not involving direct

Government expenditure, to encourage additional private sector
] & D.
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REGSDNPrionities

Il. The task of the Committee would be to keep the overall balance
of Government R & D programmes under review. The Committee would
consider, on a regular basis, whether the wider interests of the
economy would point to the desirability of increasing some
programmes and reducing others. The broad judgement about
desirable changes in the level of defence R & D expenditure over
time 1is probably the most important decision; but the proposed
work programme specifically focusses on future Government R & D
expenditure on the science budget, on agriculture and on nuclear
e [ oy The work programme also includes early consideration of
sereiiobyn” Nicholson's proposal® (at Annex 4 to E(A)(86)2)) for
Government funding to "pull through" applied research projects
into .new products and service to be sold profitably by UK
industry, and for the redeployment of existing expenditure prog-

rammesElosgane Fate ifhes necessary  funds:.

Evaluation of R & D Programmes

12. We contemplate that this part of the new Committee's remit
would be underpinned by a "R & D Evaluation Unit" located in the
DTI. This Unit, which would desirably include officials seconded
from MOD, DES, the Treasury and preferably also the private sector,
would be charged with discussing each programme in detail with the

responsible Department and reviewing all possible ways of extract-

ing more economic benefit from it. Tiegs proposals for ca-Hnd $ -0

this form came originally from Mr Heseltine: we see it as
potentialliy ‘very ‘“important ' in . providing, an opportunity .  for .-
questioning continuously the size and direction of the defence R &
D programme as a whole, and so enabling other Departments to relate
defence procurement issues to each other and to the wider needs of
the economy instead of having - as at present - to look at each
one in isolation by reference only to defence requirements and the

ambitions of the UK defence industry. The Unit should also be able
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to contribute substantially to the development of international
(particularly European) collaboration in both the civil and the
demenices e Iidis This area willy however, need to be considered
carefoully ip- relation ‘to other ‘R & D. resources and priorities,
There are, for example, likely to be great pressures for more European
Community R & D spending, and there should be no question at this
stage of unpicking the arrangements for handling them in relation to
other public expenditure (the "Euro PES" arrangements) which were
agreed (after protracted discussions with the Treasury) only some 18

months ago.

Measures to encourage private sector R & D

13. This is an area of unfinished business which could appropriately
belssrac il ediby th e snewiCommirtre ec s Treasturyisand DEL ol ficital s have
giready done .a ‘considerable amount of work on topics Fike
disclosure requirements relating to R & D in company reports. I
is important to recognise the private sector dimension to the
inadequate UK performance on R & D: it is not simply a question of

throwing more Government money at the problem.

HANDL ING

e XY ousswa ] Wit ST sto- i nViiste s the: Lord  President of the. Council to

Initroduce tihte Report of sthe ‘Ministterial Group+on R & B Priorities

(MISC 119). You may wish to ask Sir Robin Nicholson to comment

alison

kns-Thetaaltec, -1  suggest “you ‘divide .discussion into two -parts.
USRSl st orolessus S vioE R as it St liet o Sub =Comm it itee™s tof tconsiliider “ the
rleconmendationi=oi " “the smajority: of . 'MESC 119° thattsass collective

decision be taken to reduce the total volume of resources devoted

to defente R & D in accordance with the projections in the 1985

e fenlce SEo st INgS., The new Secretary of State for Defence will

WIsSh to state his position on this central recommendation. The

9
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Secret rystoltnSiratedfor lirade  and lndustry and the Chancellor of

the Exchequer and other colleagues may wish to comment. &k S

o EEpossihilietonsecures as colillective decisiionon 'this point tatsthis
e tior ey ah - wrill wish To tefer this ‘question. for . furthet
consideration by the proposed new Ministerial Committee on R & D

Priorities.

l16. Second, the Sub-Committee should consider the recommendation
that a Ministerial Committee by established with appropriate
dREaneemeIESEsE o e o T 1 c i LS esiuppor T, aWikiEN o fthew “taskd setaSolltFs i'n

paragraph 16 of E(A)(86)2. The Secretaries of State for Trade and

ndustiys o Fducation sand= Science, - Energy, Health ‘and: . Sociall =

SerVMIce s, Siranspori a-Enviiconment; - the. Minister..for: Agriculture,

FsherniesiiandyBood.randithesChief ~Secretatcy i Treasury wiliwisht to

Expressi.views: on-.this.

17. In his minute to you of 17 January Sir Robin Nicholson argued
that it was possible for E(A) to take decisions now, at least in
principle, on his recommendations for a research pull-through
programme and an improvement of the industrial benefits from
Departments' R & D programmes dealing with their statutory and
regulatory responsibilities, without awaiting the formation of the
new Committee. Yotigmay wish ta 'test. the views of “‘the meeting on

this. My own view, however, which I understand the Lord President

strongly endorses, 1s that it would be counter-productive to press

this now, and indeed would risk endangering the progress already achieved. It would
therefore be. better o -réemit " this teo ' the ‘new Committee dand ;:to
conrentrate atl."this. . Mmeeting on-'the -criucial ‘defence  Essues

EBwenensswvon” will T wish-—fo’" ‘rnvite« dir “Robin toistate” his' fviews.

CONCLUS IONS

I8 s otiriap bk haswit shesthe S ub=Commni ittees - Portireach - iconc LS ons:  "omne
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(i) whether or not a collective decision should be taken by
E(A) to reduce the total" volume of resources devoted to
defence R & D (including any contribution towards SDI) in

accordance with the projections in the 1985 Defence Costings;
L AEIENR

S o

or whether this should be referred to the new Ministerial

Committee for further consideration;

(EILi%) whether or not to establish a permanent Ministerial
Committee as recommended in E(A)(86)2 (with the terms of
reference and membership as suggested in paragraphs 8 and 9

above);

(iii) whether or not the task of the new Committee should be

assusiett outs n o E(A)(86)2, Tor: whether .a decision in principle

can be taken now on any of the MISC 119 non-defence recommend-
“

ations (as advocated by Sir Robin Nicholson in paragraph 17

above).

&

J B UNWIN

18 February 1986
Cabinet Office
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