
cs-r- 
AlifrIfywv‘ 

1989-90 RSG SETTLEMENT 

• 

24/1/342/05 

CONFIDENTIAL 
C.  

115(--E 
MR ED WS  

CHIEF SECRETARY 
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Further to my submission of last night, we understand that 

following the Chancellor's meeting yesterday, departments are 

due to be told on Monday, in advance of the 14th July Cabinet, 

that the GDP deflator for 1989-90 is to be raised from 4% to 

4.5%. You will wish to consider whether, for the same reasons, 

you ought to mention this change at some suitable point in the 

(LA) meeting 	The problem is, clearly, that if you do not 

do so, there will be accusations of bad faith from colleagues 

next week, and it may be difficult to agree forms of words for 

the RSG statements tomorrow. If you do decide to mention the 

change, Mr Edwards would be grateful for authority to brief 

a senior official in both DOE and Cabinet Office in advance 

of E(LA) this evening. 

2. 

	

	In our view, the early change in the deflator reinforces 

the arguments in, paragraph 11 of my submission for accepting 
on. expenditure prpvioion 

a compromise/higher than option 2, perhaps between options 1 

and 2. The danger is that the Government would ultimately be 

unable to sustain provision which implied real-terms cuts for 

many local authority services and would have to increase it. 

There are particular dangers that we would come under pressure 

to increase provision when substantial policy issues are settled 

with local authority expenditure implications - perhaps most 



significantly, when Ministers decide in the autumn on the remit 

to the Interim Advisory Committee on teachers pay for 1989-

90. If provision has to be raised, we will face intense pressure 

to raise grant (which is set in law, and defended publicly as 

a matter of practical politics, in the light of provision). 

3. The broad arithmetic is as follows. A 10% increase in 

police pay expenditure seems unavoidable (8% for pay rises and 

about 2% for manpower increases already agreed). It will be 

difficult to settle on a teachers' pay increase below 5%, and 

there will be pressures to concede some real terms increase 

in Personal Social Services provision in view of demographic 

pressures and the attention focused on this area by Cleveland 

and similar cases. As the table below shows, provision option 

2 would leave at best only about a 2.4% increase in cash terms 

(le a 2% reduction in real terms), compared to local authority 

budgets for 1988-89, for all other local authority services 

on average. Some may have to get substantially less. 

1988-89 	 1989-90 	 £m 
budgets 	provision option 2 

Police 

Teachers 

PSS 

Rest 

2,700 

7,000 

3,000 

15,170 

2,970 

7,350 

3,150 

15,530 

27,870 	 29,000 

4. 	We therefore conclude that there is a real risk of provision 

and AEG being re-opened later in the year if we do not now agree 

a figure higher than option 2 and perhaps somewhere between 

options 1 and 2 in Mr Ridley's paper. You will wish to bear 

this in mind. I understand from Mr Turnbull that the consequent 

claim on the Reserve of between £1.2 billion and £1.5 billion 

in 1989-90 would be awkward for the Survey arithmetic, but could 

be accommodated. 
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