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CONVERGENCE

Speakine Note
1, ic
ne¡¡¡cfr I fu11y accept that action to promote the

econonic performgnceif is in the first e the re sibili ty
of the Member Sta s. I have no i-llusions about the tude of

k e as Chanc e11or the UK we wi.11
make the efforts r
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d. Thls will at times be òtf,'tt r'\-¡Ul J,r¡l Ul
2. There is however an important role for the communi This
hfas sed the Europ ean when they invited thls
Council to consider how the Commr.mity, all its oli.cies
taken as a whole can make a greater eontributi
c.onvereence of eco ce amongst the Member states
and to r.educing Iþe dl snâni ttus between then. These obiecti ves
were amongst those laid down by the founders of Commr.mi ty

the preambLe to a Rome. They are as valid toþr as
they ever ï/ere. They are objectives that are crucial to the successful
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development of our Community, because theY "* mutr.Ë
concern and of justice. The .l"æjion tod.ay i" rh*Lp"esent
commr¡nlty policies are contriuuting to these ou¡""iirrF
3 It ls the contentlon of the UK that they are not;

ty policieb, taken as a whole
but that,

Çt"'&Å
, are ee+iiéåryon the con , communJ-

convergence of economic performance within
Commsll¡y. This state of affairs creates in our view a Comm¡nity
problem of major dimensions. 
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4. The report submitted. to us by the Coordlnat Group is te
inadequa unsatisfac

a it not constÍtute the in-depth s
s oned. by the European Council. fn particular

ùr Sûr.¡t¿ntl it contains no analys s of the ts
of the of whose existence and. consid.erablô
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significance there can surely be no d.oubt;

and much more importan
----L--

t, is the treatment
The figures ln the rçet

for 1978 highligh tawho unsatisfac
gures
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Preli.minary calculations based. on these same fi
/ show
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show that the position in
with the UK and ltaly' which
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are apart from Ireland the
of the Communityr being
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far and. away the 1ar st ne s to the

(c) I note from the re ort that no-one seems to have

dispu d that this is an unheal situation for the
?0 C e the report contains no qgreed assessmen

trfi
t o ït should be done, despite the precise suggestions

epresentatives of ltalY and the
Unlted Kingdom. Tnd.eed, the vlews attributed to several
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Member States seem to be based on the as ti t
existing policies will in due c ide ô

I recall that this is what we were told in 1973. hrhat

c0ô has happ ened since then has surely shown this assumption
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(a) frre sent pa*tèún;rof net transfe is hind.ering
a convergence of economic performance, not ass isting it.
ÌEìi3-ffüal- for the future development of the Commwtity

t this situation
t--<. t-u-¡( b-

end of this year)
crisis.

be remedied. and remedied soon

- 
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seen to be Ue+ag#Jcerlfb"efore
Community will find itself inthe

ho'¿wt*, V'lrrll ?n.r
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5. In 1ts present form the Coordinating Grouprs report ls quite 'l ,.tât
tmsuite for consideration ean oLulc sugges

of thetherefore that the draw up a oncise
Coordinating Groupts report, including statements of the conflicting
viewpoints. The paper should then go on to set out those sues on

iM
'."@'llñictr the European Council at Strasbourg should focus attention
and take decisions, so that solutions can be applied without
delay. COREPERtS r ort should be available for us APh Aørt

Itfi. ¿gt ^¡r
+ 0 r"tô0

Po^ fIltre
hrl¡t tf
C c. rlùwnn.*

consider at our next meeting ln June.

Unlted Kingdom Permanent Representation
13 vtay 1979
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ANNEX A

The agreed entry in the minutes night be on the following
ttl "[r ¡,

rrÏhe European Council agreed that al-l I ess prosperous me mber

states should have access to the interest rate subsidi-es t

provided they were futly and effectively participating in the

Exchange Rate and Intervention Hechanism. In the event of the

w /ãs a less ros erous member state7 joining the Exchange

Rate and Intervention Mechanisms, the Council agrees to take

new d.ecisions /l o ensure fulI and equitable access for the U{Z @
lío fulfil this agreement of the European CouncilT-"

2. The Chancell3fi¡B*I1 wish to d.ecide whether to include "as a

less prosperous/ãiãtðr in the formula that he offers. [here may be

some opposition to this phrase, particularly from the French who do

not accept that the UK is a less prosperous member state. 0n the
other hand, there hase never been formal Council- endorsement of this
status which is helpful, atthough certainly not central, to our

argument over the effects of the communityrs budgetary arrangements

on eonvergence. From this point of view, it would be helpful for
the Council to agree to the formula with these words in it. There is
a ri-sk that if the Chancetlor advances the formula including these
words, and" then withdraws the words other member states may feel that
they have secured Council rejection of the UK as a less prosperous

member state r so that our position would be worse than if the words

had. not been included in the first place. !úe therefore suggest that
the Chancellor should judge on the day whether hís colleagues are

likely to be sufficiently cooperative to alLow this phraseology, and

only advance the words in s iorackets if he is reasonab con-

fident that th will be ac d. If they are not acceptedr or
he does not advance them, this will mean that he has not achieved the

first of the three objeetives of the agreed entry in the minutes
referred to in the brief, but as the brief argues this is not the
vital objective.

1. 0f the remaining two square brackets, the first represents a

greater commitment by the Council than the second, and is therefore
tq be prefeged. The second. would be acceptable, and if necessary both

t
ines: -

I





could be dispensed with. The minimum formula the Chancell-or is
recommended to accept is one with al-l the words outsi-de the square

brackets.

+. Others may try to make additions to the formula. In particular'
it is likely that the Germans witl- argue that there should be inserted
after "access to the interest rate subsidies" the words "wi-thin the
financial linits mentionedrr, which also appear in the EHS Resolution.
The ChancelLor should resist the inclusion of these words, which would

imply that the financial- limits u¡ere absolute, and therefore that
access by the UK to the facility could only be achieved at the expense

of the ftalians and the Irish. This would vitiate some of the benefit
of the Councilrs commitment to take new decisions if the UK joined
the Exchange Rate Plechanism. In rebutting any suggestions on these

lines the Chancell-or could argue : -

i) [hat there is no point in referring to the financial limits
as these are already enshrined in the regulation-

ii) That he is not trying to dictate now what woul-d happen if
and when the UK joined the Intervention Mechanism, and nej-ther
should others; on the contrary, the whole Council should be

doing its best to facilitate the particlpation of aLl- nine
member states in the EMS Exchange Rate Hechanism.

f the day, ver, if others insist on an insertion5. At the end o

on these lines, í
in the Europ_ean C
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[he [reasury have provided extreme]-y thorough defensive briefing
on all aspects of the Budget. But we feel that it is of paramount
J-mportance that we should go over to the offensive, and repeat four
sinple poínts ad nauseam.

1. [his is the biggest ever income tax give-away.

2. [he pension increase is larger than I¡abour's and. the
biggest ever(in cash terms; in November the pension
will be worth more than ever before in real terns).

t. lhe vast najority of tarçayers wi1]- be better off.

u.t"Ë cuts create jobs.

hle are of course both availabl-e for help with briefing for the
debate.
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one of tl:e .oot problEr¡s f¿,cing defence is t.he persistcr:r
r'eaf grov''th in -uìle cosi of equipment frcm one g,ener:,at..ì c,n to the
lrext. For e>lamÐle: the Fíar:^ier aircraft costs in reá1 ter.rns
four times r¡ore than the Hurrter it replaced; anC a new artifler),
shell is do--ble *uhe real cost of its pr-edecessor. These real-
cost increa''es are rrotuhing to cro r.¡äh -uhe t.eniency of oeferrce
eouipnent to rise faster in price than averag3 prices (npe ), t.Ìrey
ar.: aoditicnal to Lhe burden of higher defence tr:-ices.

2. The problem is not n3ri,. But in -uhe past 1,.,c harre been ab-:_e
tc ¡i'ask j-t L'y reoucing cvet-seas comnritments and foreign bases;
bi'abandoning ruÌes in --he l.iiddle and Far East; by runnr-ng ooi.,ri
our spares and comba-u stoci..s, and by generally lor..,ering ssr..:ice
actiYity 1e'-'efs. Thi.' process is nor.,' e>:-iraus-ted.. I.Je ca¡5rot c:âr-Ð,
on as \"'e are rr'iihout norv accepting a =.ì.-.. decline in our abj-lrty
to meet the Soviet chal I enge or perhaps abal,ion j-ng one of our four
traditional- l{ATo commitrnents ( and \..,e }-,nov,, tìre problen:s r.:hich this
r';ould cr-eaie for arl increasingl_y beleag.-:erecì Alliance).

3' Betr"'een 1975 and 19Bo the percentage of the defence budget
taken up with proclu-en:e't (of equþment) rose from 3ig/, to 441/".
This )'ear more than c5B will be spent r*itìr British industry.
Defence procurer::en'b nor..' accounts for. about half of the output
of our aerospace i'dustry; some of our biggest firms (n,oe
and Rolls Royce to take but tv¡o ) would be crippred or beconre
tel"minal patient-s of the Exchequer if ìt,€ \..,€t-ê to change
direction sharpl-y; arrd the¡-e are tìrousands of smal-l- firms up
and dorsn the count.ry rr'h:'cìi aì-e vulrrerable to a further
mol'atorium or simifar-' pì"ogl-atrrrne s1o.,..,-rlot..n. lrîOD e>:¡renciit.ure also
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reJ)l-esen1-s ---'...'o *'r:iris of Uii t)'trtr:Dc:*-u:-e on eleci_t.ol.jics F¿Ð
irrcl udi-ng Él:tr'-t-J opti cs , aitct Olher cri.uical_ eT.Cas at. tire

foreiront of i=cirroicg)'. They al-e ti:e j-ndusiries of ruotrroi-l-¡;...,

atrd l';oD i s a-::.osi the only soul'ce of r,ubl ic û,orre}, íor- their
developn;ent.

4. The proc'.ìr-enent of defence eou-:Dnent is a unioue l-,roc.ss:
it ca:r¡ot be con:aÌ'ed r.;ith tire sinpì e purchase of goocs ef s:-,.;i:ei-e
in the ecollo:.-\'. Git'en the comparatively modest size of
Bri--uish cefence ourcÌ:ases, our defence equipinÞnt mar-ket in t::e
uK is mainly o:rLi of nonopoly/monopsony. For tire most part,
therefore, f¡-ee tnarket pricest do no-L exist for tire dones._uic
defence secicr. Tn order to ensure \...e are get'ting fair prices
from industri- and giving fair returns to industry t.he Ì.:oÐ
has e con'ul-ec-us 'rtrocess r,,'hose esset:-"ial aim is to reí1ect cur
monoÐsonist ¡osit.ion to cor¡rt.er the nonopolist weigLr'u of iniusrr-1'
Our contract-s negotiators there are 1Z5O of them have
períormed reasonably weil- in the past., but I aim to press ahea,j
fur-uher r"'ith i ncreasing the nrrrnt''er of incentive and f i>:ed :-:-i ce
cont¡.acts let uith inoustry about 7525 by va1ua (Bu-u it sÌ,cuìo
be tu-iderstooo thai, a period of cos-u/plus development, for a
unioue product, can have a part to piay in estabti-shing co-q-us
for a fixed pr-ice cont.ract. 1','e ca:-rnot get into fixed pricc ccitt.t-
too earl-y r.¡i-uirout being taken for a ride by our sol_e supplre:_s).
But I want to t.ighten up the manag.i ng of -uhe contracts the¡¡set les
to ellsure , for e>:ample, that in cosi/plus development contrac',s
excessive l{age sett}ements by our contractors ere not passed on
to the ltioD (as in some cases they have been); and r al_so r.,,a¡t, to
ensure that goods are delivered by i-ndustry onlv v,,hen \.,,e have
plaru1ed, anci can afford, to receive them. This wil-l_ greatly Ì:e1p
to control industryrs cash demands on the Defence Budget r.,'hich
has been one of the main difficul-ties f have faced over the last
year. Part of our problems in .facing rapid del-ivery in the reces..
with the conseouent burden on our cash limits, is that the
incentive contracts have defibe¡'ately encouraged Ìrigher pro<ìuctiv-
and early delivery. The success of tìrese contracts has come

2
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back to hau:-¡t us in tire recession.

5. iie are r^;cr-i-ing 6enerallf io',;a:'is acj,ier,'ing sti 1r better
vafu= for noncy for our e>rpenoitui-e v,'.th E:-itish incus*'ry,.
This r';i]l- of ccurse help us, but *uil= -ui.cÐd of cl-r-,nuf atiye grcr.,,th
in ouÌ- e>:nenoiiure r.;ith industr^1' nust be reversed. I.ie cannot,
from a finite budget, continue to 'ì¡:crease spenoing r+ith Errt.rsh
indusirJ'at the rate at v,'hich r..'e liave been doing v;it,hout totally
unacceptable degradation of our front -r ine. rnduslr-yrs
expeciations r'.'i11 need Lo be trinmeo ano -rhis r+'i]l have se\¡ere
polit.ical , incustrial and emplol'rnent conseouences in -uhe nexi
few yeers.

6- one of the \','ays r,re can help breall this spiraÌ, both of
escala'uing costs and reducing n'.rmbers of equipment, is to
sefl more equionent overseas; but this is easier saicì than do:re.
The Defence Sal-es Organisation has nadc excellent pr-ogl'ess i¡
boos'"ing our iefence e>:ports since \.,.e carng to po\^Jer (our sales
should be at least t1 .5 biflion this )'ear against t1 .z biflio::
last). Túe ner.,, Head of Defence sales is considering how he
carì -uake *uhis process further: but it is very clear t'o me t.hat
there are no ouick ens\.Jers. \'Je couid for example take a rth.,l 11,

irresponsible attit.ude ano se11 arns to all coiners t;ithout any
conceÌ-n for the wider political- factors. Or we could deliberatef
cut our starlcìards over a period of tirne and go tdorr.n marketr io
sel-1. But in doing so we coul-d find ourselves giving our Forces
equþment quite i:nsuitable to neet ihe Sor¡iet threat rvhich gro,..'s
ever nlore sophisticated - and coul-d even exclude us from sone nark

7- The problems, therefore, of the i{ODts procurement from
industry, our financÍal position, and our defence sal-es prospects
are closely intertwined: and there are no easy ä¡s\r'Êrs. I

/ reconmend to m)' colleagues the enclosed. paper written ì:y my
Permanent Secretary which makes interesting reading. ft is a
very thorough study of the fundannental dilemma facing defence
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procure[]ent end the conseouences fcr gr'i.-"ish industr-r' o\¡?r -uhe

rrext tr.;o decades. It poses cu3stic:-:s tc r,;hjch an alrsi...Êr- has i.o
be fc'.:¡ro: the only option tl:at 1s t:c-u ofìÊu to us is to at,cid
the j ssl¡e by refusing, as \..'e i:ave cce in tire past, -Lo face rrhe

political colrseouences of noving ir. -uhis dir"ection. ?ire
I{ini-s-u{r of Defence either neeis rnol-e rÌ-roney, or v,,e ¡¡:ust face
up to the trau:ras of deliberately c:-eating a nat-ro\.,'er j-ndus'urial
and FE:D base.

B. r am copving this minute -uo the prime Ì'iinister, 'ro
cabi::et colleagues, a¡d 'uo sir p.ob=r-i Ar-mslLrong.

Minist,ry of Defence

SOth December 19A1

oiher
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ll,:-ic::'arlu:i lr-.' the Fe.¡'r;rnent ll:r.j ¡: :_)c.:::l-ú.i.at:,. oi S,¿::i:r:

1 . T}- e iíìni :te':- of Sia.Le (ÐF') has r-i¡::;t ¡thi s rrrìr-nOreli_on :.:l'ri ch 1a:.¡eìJ¡ ui;cer.ìa;I ;l.t:
Ð]'OCl'rrl::;]e. i.:e 11 eeiì iO ):f O.,: ¡1OÌ"e aÌ-,O¡-; j r
io',..,-,,re c?r,,.i;ac..r:.1 +- it - 

" '''vv t' - u )

c,al 1ei ai;ic:.,:-j cn to
:"t:\-,i.e.' oi- -i.hc cì.:-i::.,::e
','";Êt c.¡ìuccs jt, ano

E-.:-,eri e:-tc.e o: Cosi lsc:l ati on

2. Tl.re si;ead;,' g;-oi.'th jn i;ne reâ.t c1os,.f cf ,=^u.i.:::::e:rt is noi, aneir fector')'nor is it cc:lfiled io i,he:.iilit.-i i,.l,i. ri lla^sbeconc iroT.e ¡,-;all:c-:cl sincc r.,,Inr'lcÌ '.'ja]] fT.- -":ith boih the .,.rå r.s:¡....- ?2c",-.a:r<ì l{¡.?o stl''i'iüg_ to e;n.'l oit ard. e::iãá:i t:r., ..uìi-,l,ì:rt cí' arlva.:lc:r:,ìt.echnoìog.f in pcsing tÌrl.eai a¡rc r-es:ons3. l-t l:.s th:.ee::,ajnco::oorrcits:

a - thã ini,i-cduc.ii on o.i entil-:l-;,' rei..' i-.¡:cì-r:ro1or,-v i::to :...!2:---fa:-e foi- e>:arrrl e, gui.cìecì ,.,e=.,.,o1s - co:irui;";;"îllo:-r"fir:a¡ing z szte11itei,'¡ic1ea= ¡.ð¡,-Í.=iår,^, iet i¡,-;-¡-..
b - na;o.-" :'lei.'
to STO\|L J-iigiri
guidecl ì.i€êrror.rs -

tr.¡j.ci.s in iecirrrol 1ãr; i.r cxa;,¡lêr ..i.,jichi:,3
ca¡aì> j _r- i_'c;;, iu:rtl::C to:.;--e :jc;es- in.l,o il.rì_o
to'.-.e¡l ari'a;i soi¡a.l- i.

c ' stl'ai5htfor*'''.'ar'd c.ost glor.;ih es eac:h nar-l; or. ãE:lerat j o¡
9i !?uir'::rerlt bee.oi'ies llroÌ'e ðonirì-e:t anc j.s inprovecì', i¡ tjreì igirt oí €r¡r)e-r-ience or \rroi...t ei;ge.. io ""¡i;.r;- grea,te_--eí'fectir,'ene.ss against t,hé i¡-iãi-

?, liine )rcer-s eilo \.re t¡ieC to i tì etrtii¡: all or:eral.l_ <:c.¡si escal a_tion Íe-t-'t;oi- E>:aãj.nation of proc,r.ã=ãrt r-ecoriìs and pr-edìc.ij.o¡rssuggested an aver.a€e annual f-irure of 6_sf 
"r.,-à.1ritaì*¡:.o.3uc.Ljoncosts oî najor. eqr:jp;renis.. TÌrllrrnr" *. ;"-;;";ì;;d a \:cr-.\. snarrsanrpìe io ¡:"ocìr:.ee Figure itr in SDä iì. Fo:. o¡r,jous ¡c)rrsolls, i:lree:.:anpì es quoieC .....ere the nor.e s.jrec.i;:c¡la:- nrrão; 

- it,o"" ere othe:_snotabl;' sjucces..qjve e.l-assr:s or nirer ear sil'[>nali.nes - r¡hcrr: r-ea]cost gror'¡th has treen niL o.ìr ne¡;ative- '...!ork jn 1g?g ...¡,31-o.tã.ithal; about 6oi1 o' tile elil'i-nrne:ri. t-uofet r¡'âs ìiaìrj-ã' r.o r:i ¿r:i íj r::..rr,;cost ¡;:-or..'il:.
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ll': Oì,1,.:'ri. t;í' ..;,, ì l.ir.i, ilt:.. í:.
1'.1.,'¿re ¡t,) - '()] ,- ,.',,.',ì j '.,trii1.tt .
chly)^ {:rì :.r: j i. zìr-i i i i..,, í.rtr(ì
j l:C-,',2 s;c:ì c!",' t-r:'i:-ì 1;i-¡1i:îlt .
nUÍ-:t ;; l, r'e(toill-ii ..:ri ihe t

.1ì,. ()\",.:. : :).:i: -,'::-tì. -.:.
1.ìrf: r.,..',' l',.,;,,,.. (:,fr',,,.

lr;:': j rt j.;r'l ;r:,ì.¡.i -r j .--.- í j i l
'...'jrc'i:l-rr::- 1;Ì¡c, !, r- t.t- ;--

j '" i s; a ¡'.,: j o:. l.l.oì., r ,,

-t t. t

a^.\r_ r

eqtìil:¡entS \.Jhic.h
ceesed to be

-- i)

L'
l-: (, t)
t-.'

i. ft i s a l:'crl,l ellr t':j.ri r:ir lzc.es: el-'ì ccu-lri. l.i r::: ,...'i-.t. lr r-rcl.i;-'i ¡:i: ic.:-if orcr:s - r.'.'c: c-z''not- ha1'1. cit.he:' the i ¡.lch oa .i;r:cJl¡,ol.rr.- .r" li-r"Soviet i;irì lor er'infì sur)eliorj ir-.
Fese:;r-cìì. De..'el o;.nent n nrl Þ.oril;r:1.i ot
6. h iurthe:- ¡.ianif e.sta1;i on oî
oul- investnrent r-ati os. fn eachspent about ï2-Z on pr.orluciion fnr'epârr nI oyl- forr,;ard r)r.o3jre¡.ÌÌje
the r'aiio r,;i1l be rror.e f¿ivour.abllor exa-r1e, in T,TC ?tL ilre t.a,¡1oin the I ast 1'eal-j 7 .9 z1 - ås reafratio fal] in LTC 1g?q ihe r¡.tb;; T,TC -,9SO ii; hai ta.ii en to Z-?r'eelisr bo'rh es to act;u31 cost a

the
o.l
ct-
tire

rr:ob1e¡s i,.'e f¿c:e s:lo-,.,'s un int';:e Írfg J./ear-s to .'ic).??/¡)-t ,...,e

et;el--r, î,1 SÌrerrt on nçÐ- Tt-tre i g a t,.nri erJc:,t 'i-,c_l asìsì)ite l,hat
êr'ticrtla:-1¡' in the laiell 1:Õ::a-¡q
ihe ii:-.ci" ;.ãã"-;,;=- ; -t-, i",';.,;

::¡9 âlpl''OeChes, sO 'itOO cjoes i:t,:
ass.-:::eri for 1930/?,1 -:..'as 1.7,21 -l;is cì earì ¡' :.ef l ccts 5:.e; i er.
ce Sh ï'eS'r,:-.ai ni;s.

ê l\

in
+i

io
-4

-^
7 - t"'hile ii :nust be b:-oacì1;- 'rl-Je tha; a hii:Ìrer ¡rro..-ìuction tocie'e1op:--ent ratio reÐr-e.senis a beit""-i..t";;';;;'iir,"s;r,e¡.i; 2ni isthereîo:-e a re-sult cìèr'outi¡r- to be 1.,-jshecì for.., it ¡€t_-rjs i;o betreated ;;ith sone cauti c¡¡t. The :-'atio -uel ìs ús nothi n3 z:bou; i;o.i;a !nl'ocur'e;:-ent c:os!s of parti c.ul ar eçrri_¡=e:rt s or- the ?,\,;:^ j ,, :b j ì it-; cIof f-the-shelf aÌternalives. Hig)r -oei.e: 

o;¡ent .o.ts';l;;ã';l ""
re<ìuci n¡ subseq..rent -¡r-oiucri on ì,o=r,è ;;;í¿i';; ãIiì,r,rta;ecus;I il<er.:ise a iiigli prodùc;tion :.atlo cen in fìoxe câses ref1 eci_. L.-rtse¡i.q_faci,o:"¡r -ncr.ea.ses in pr?Cr¡ct.ion 

"o=tr. Ciru., these caut.iolsrÌroivever-, the ra-:i o reñains one ',:hich, if ir=i,"i.r"à, .*rir.r- lcac u sto l'¡anll:-rf;t<:¡r.

r'íi ti ihe iifects
6' r''le have sur-r'i't'ed v;ith real- cost escalaiion over the last =,oJ/€ar-q nainl¡r thr.ough a cor;rbinaiion ã1.i--

a. recìucinn-- - ---D

'b - reducinr'
Ithat the Âr:lw

inclucìi-ng tlre

commitlnents overseas i
numbers oi eo^uì:l:ent cÌeplpattern j_s rìj,stõ:terì ,..o-i,
rnechani sation of i_nfarr.i;t--v

o¡'ed (-Annex Â, but note
a nunber" of t.easons
battal-ions ) ;

c. abandoning (or. not proc-eecling; v;ith)\.;eÌ.e be;,onci our means, eþ Blue stï:u=l,r orcost-eff eci;ive;
some

]rad

d- sqr:eez.ing the so-call.ecì. "tai1" to r-eldase money for theso-cal-1ed "teethrt.
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10 . ?it,: -ìì (: i

fn i t, i- a i..-: -.-,,ì

11 . Tir,-:-e
r.'hi ch (: cu l i

e.
nnc!

e..ae a Ìlìt'-iDeI.
,\ô ?¡-trrôìt/!,1

t"-t-:._\\r'.,t.'-

t ì .,r.r, , ''1r,{...1 . if.i.-l ..;, ì.j--.r.ì,, . -..',!, I ì. ;: r¡l i. ,,..
:l 'ì '..'() it,'r, il'lyiI,-. 1.o i ., l: :...,-.1ì; t. ,...:r, ,, i',. , ...:-; ì ,.r.('.:. tì. , 1.Ìtr.r-r' c./\...,.(-- ¡: : cr:i:, ..;)..ì,¡ .,.,:,l,tr.r, ì

!eì'p.'i; j onal Í:r:;isl:. Ch lr . ., .l.it'_. l.()o: io:. i..-.r-.r), ,.

?.lisïerì .l Ílro'';r -,1.r:'¿rlì l.' ^ìo,ì -r ^:.. O:r i.he c. 1.¡.r'-,

.lï11".:;',,;;.îrli,-,Tt.''" rr ;;r1r'i'i¡1r¡r' .r'ì¡1;

:¡2 r';.ì- tJrOU-',r'1, an¡j ac:Iirtil j C (.O-tj..ltjì'l i¡;.^.

oí r'e-ì. e'liyei¡- r:or\'¡'ni j ona.l ini ¡. , ¡,i_.,-r:-
if ore vi30:.oitsì_;,' :

a: e1.'a.i(ìe-nç.e oÍ 611/ê:-efabO-.ai;io:t jn 1e1ir.j:tr--,:trr_.llis, (_:C-.lr)le.-ì_
t';-i i.h i_.a:-: t¡.-1:¡i 11s9 of c.o:::jerci a.l_ ì,,o ^:,: e-ni. á ,.:: ii_itr3rå::fr :õfo:'ego ;he i asi ier.r pel c.ent of ¡,e:..fo:-.uaÌtce;

b. e:::Ì:a-..i s on c.oiliaÌro:-.at.ion ,.:i_-rh af li el, ancì/o:. iiìl
'.:he :c .;;r.e c.:acel altcì acì.,'antaf;{ìoì:s;

c: [_ì-'eaier aiie:rijon ì;o s=]-es l-ro.¿e:-:ì;ia1,;'ith ir'--us'i.;;;_; ì.oleihe:- r.,j-ih joint vcni;nres
plt. -.'et'e s::e(;'rìì aii on;

d - . . :çdu--c1nr. tìrrough-liie costs , ihr.or:rb :-ef i-abil i-i;-- a:ic;
rnai nt = i :r¿bi 1 1t;; ;

- rj^-1c-ìr--

'lf c:ol I aìr,l-.a-i;; c::
a¡rd en (:o'rtl-p -i:- r-

s,ì-,lll cl 1n .' ì;loae on fl'ojec'c <ìelini -u.ion i;o ellsu j.el ç;-rl; ì :rr;_--,soluiions;
{- +^-.r^-.: -r . L.:::iì.¡,ejiln: Oill- :-e-[aii OnS
nelrotia i iir; si.aiìces , i,ir.ì.:in1
the l- i s: ? Êllcoiìt.a3in5 íi;:eã
'.':hen :-eaì-,. sii c ;

i.:i Lh i n:-ìr:.si:--.¡ r..'-ith tou¡;Ìt
barì co:r.l;':'ae.tor-s 'r,o tesì; ::¡r,:.ì oíi
fr:I-ice êlld ince:rtive collij'actS

s-.:.e-'c.lì :toir:ntia I o I e::-j sti¡I c..qrri r,:¡::i.sil:e ¡rot;t j.r'oiitahl e a:r.d ¡:.aciic,Jì I in,.., ',c)

g. e::-:¡l oi i;i:r-
pr'cb--ì:t;; olle oi
ñìt$-ììô

Flan¡ll i nr oi ìe¡rltì -r'jri-'nt.
AA'l¿. i/l e:Js olì 'r:.]jetìlil- ou:. :teqlril-e:rent:s a:e o.,,e.lt_r,:1aìto'ai¡: a'estlonSì lr_ hel d eiih.::r: 1..'e.J¡. T:ie e¡r'iceur:e i.s -not c.o::clilSii,e - in tì-r.,
]3*i ana'ì;.'sis-, i'c i s ì;hó ¡oieirti al enerì-\¡ìs .q.ì;1.i¡..,nt .,.:iric.ìr rì.eien-.rrr.i;]re c'ha::acic¡isiics a:rcì bãsic ninin'-w iär,el ói-ilpjrj_.stic.a1:icn oiorrr yea¡onrì_ ï harre not ;.rqf seeÌl c.on..rjnc.i¡I evjrìänce Ì;hai; oì).lleQui¡reç¡t-i,s nore solhj-sticaterl than 'i;he tÌrïeat requires. Contra-lto l''¡l:at l'liJììt be e>¡ãchecl, the nain r;o:rtiil¡'t;ion of Ì,he r:ricr.o "iir.,"has been to enab-Le 

^ãesig?á".? to ae-=ifn cl_eveler r{€âporJ,S an,l sopìrsìt up the e.ost oÍ cor:nte::ing them."
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MOD

\

,l

a





1:'. t;"'--ì :'.ì,. :.r ,..:l.l:,j..\¡, ., i.', .. :.. ì, ¡ ì r¡l ,1 1r;r:.-; . .,., i,,l'¡;'-¡'r:ì (r-1 -,.:::. ì.;- (..;.)-tiì(.)j.. :.(...,\ O-;.ì..- : :.-.,¡ ì ì,. i. i,-:-i.a,,,.. ,._.-ì)..,a:. (,,..]3'.'rr---' -''^rì;i': '- -rrr,-r1; o'ür' r.-1,:llìrl;,--':i r-. :2,.- 'i-.. rìììiì1.¡..,,, íìs .i.ì;,... (:().,.-!:ì -: ;- .B¡'- hh':. \-Êl'r" J;ír'i,r¡-.'0 oí' ;ili ll:-s í:Ì:l: ¡-(:o: ¡ì.,,r-i -i-tt-.-. ìiil r [.,;:t:.,. 1,ctnal:e )-rt r rìes i CT:.í'.:-, ''r)'í.i(,c.f. e; i,ó:iiÌrì.: .r,,1'-.la,r, j]: -i:,ìr...r:, j j.::rt
r'Jj:j I Sr:c:', i.o f:¡l ilr r,ì ¡1ni lj cz.rrt i¡ì-..:,,".' -.. i r .,,.-.ri,..-...
¡oteri. j af crri-':'r)-. r..ie r.-r¡:;t ,lcrj".,tri .. 

'¿,-,r.''. 
i;oil',',trt \1.î"'i.',ì:"Î 

":t:;-..,i.,1,,=anc ñ2::r..*-',ri¡ cost ,:f fcctii'31r3îs - rr ì il.ì icillal:

Sjlo',:l d bc'..'e.'re o: segl:irl- i.O ei:Ðl or ttec:.:rol-og¡r leCariless of i;hei¡"i. i¡ã.,

c. _ gyr pl-cceriur.:s .s.houlC be {;eal"e.d tocapabi..li'i.;;" :..athe;. than J oo,:in! ,t-r".,,,on e ",--eÐl_eccnent " basi s;

b. rre
of ner.;
or not;

d. 1ie
nC .j.S i Cn

of
oil

1oo1:ing Ð.

eouiDnents

iirc
e r'ecui: :::':rr1;;

t "e:'eas oi
esse:riiaì -i¡'

e. - a 5:'ea.t.er ¡'earìin:ss io bu)- eii_r. ¡:e::..- at r,eai.i ar-ai j:b1eand t: ioi.c;o if ner;essa1,J ¡he luil ñiiit""lf"ãiääiÍjca¡icn-

shor:id C.on Sicìer vel"\,
io co.si " ¡h'i loso-r:ìl;-",

ce:eirrl1;' the
'.r\s-.3:;6r, *'ai c\. ../I V-i LJ

r.¡ioer i-;se of a
s--elrs eì-Ì)l-oÐl.i ate ;

aîÍord all iÌre thin-s
of opt:ons íro-
at onc en.-f io c.ui;;i:^,g

ia.ì 1;' l;nat is ;-rrai.ì a',,ì-e

'14. l)o i;e ectual-f;, need- let a-ìone cejt 1.,e\,,'e set oui to acquiil.e? The::e :s e i.¡:c_1.:i:,1:;:aintailtng ba-ì a¡rcecì- forces a:id .=-.ri.ì¡.Lies
o-.:_r coai t.o sui t oup cl oiii a¡il br¡-,1n_- essentnf.l--fhc-c'na-l ¡

._._-\, LI -

Coll aì--o----a1.i or ¡nrì SaÌ es'

Throl:r-h_T,ife Cosi:s

1r- -riuro¡ea:r c.o11abor.ai;ion hes ha<ì i;s sì).ccesses, it_. ii sa¡;ojnt_nents ani iis Íaifr¡:.:s o'er tì:e j,=;i-àõ_f..;;;::'"T¿ has ¡oi 
'.,r_o*eC

a. Jlal)ac.ca Ío:" ireelj-ltS cioi..n e.oeis-. ?ire jìi¡::o_iIS pec::-a3e e.once¡t isa r.¡Jite ¡ìant st.i_t ì in i ts r:iia-r:c.;-'.'- rj. -)ì;-.;; tã'."co¡nise es aÌra.':'tì iac.i; ih: o-.-irr-,o.,,'3-inI c.iieci oî ih.-, IIS _ bo.b.ìi the .sheel_ s_iz,e-an<J inve:ltivr:¡ess õ:' ill; iñiìust-" .iá ths. eiiect=oi ihe *i3;or.or:.sIIS rÌej^ence ìobì-iJ-.. Givin3 oÌì_^_ e[ui.-rr=nt r.:irìr-,r sa.t-e.s a¡¡:aI i_11..r6_t-1rqg<ìif.f icr;.1t ji:.rì3:â:ti,s , botñ ¿.s 1;o 
-thã 

ì r.i¡el. o j- .so¡ìiisti e.¿, t:ion ,...,ìr_i cil1'.'e lla.wc ho ì:awi: oür'r-ìpJyes ancì ol-r -L¡.. li:,ËiJ"'..ìI+,äo,rr.=. rt is b-¡no nca-rrs tire e.ase 'i.-h¡t a jl. ,fjri-riì. ìjo:-lrì co.,,ii;:.-i es reqr¡.i.'.e r esssoI-)ì1i'sticated eci:i:;:tent c;onsi rj r-::. í-ia-*d.i år.aì;i.a, ïni:.ia, F.aì<ista',rr'a:r r-r¡<ìer thg- l;::ah, rraqa, 
- 
the cui i 

-fjtatr.,s 
. Êuén so, coniinueripresstì-"e in al.lì- i;hese fiöÍcì.s oi "òti.r:t-r i.s e:.seniial jî r.¡e r..-:,^¡.1;to secìrr.e :.ecì.uc-.1;i ons in n:rorì.uction ¡";;Ë (ãl' .ïili;.' t. ì..eepfacto.i es' pa:'tia1ì-¡i fir Ìäd ) ;'-;ä"tïiär" sa\¡inls i.n o'r o1..!r3.develop:ient c:o.:i;s .

16. ì..Ìe :rust st;r:¡lw
p:'o j ect cl ef ini¡; 6fr

throl:i;ìr-l if e e.osts nol.c
ancl r,t:al-l y looj: hat,ri at

clee¡ì.;' at the
thc tracie-of'f

s'ca5e o l-
bet:ucen
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MOD

{

ð



('.'t,

".ìl)'fì,.J'-r-

r r.'J ;l'''

:j'' i. ì -.' L1 
:

('()
.; ì,;. l-. /.. tl .:{ I1,,

;'(.:. r'i'l rt, i.,ril'ì

i:'it!. ìir)i-:,r.

1'7. r.,'c sìrc;::ì-,ì lìot'i¡c ¿i:l .airì !^
r, L'

?. d...i'ç¡" l'.r.tì)
Ð.='^ir'i-:n,, l;¡)

c-
no:
^: -^\-a-(-

(ci

icrs'.,:-ntiê_l
;

t'as.ìt)ì)l-(tC¡' ¡, ¡rrl r.,i J _ L U v t¡

b' - cíi j'-jì.- ijl io --ire Ðoint ','ri)(ìr'rj -i ¡1,1r;,¡i:,ial- i;:rrì cl-.ìi.-;¡; j i ¡;-oi,, írni cc:,Íirì*lge i", í) i..r:velol,.r í:l-1,, r)r.o:lj.erl::r ? c.ajt L)Cel{ìrl-eS31rì in e fi--.ed Ðl-i()e Ol- i:l'en;ive ôo::.br.aC:t;

(ì. l'"si I 'i,ire i.::.:.¡i.aì.i on
t-easons r ',.:.len ÐroJl.e:i;:es h

iî FÐ sjlo',rs i;lie n:-o;roSed
or a.l ier.r:'-iive1;.j, i h sìrch
îi¡.ri.he:' PD of' a ¡ìr.fie:-.:-ni
e nt i -e l'!oìi.t-'..'cai-r6¡, ) t

elreaci, fo:. sc-caì,r ei
of been r;ell- ci ef i::ed..

sol i;i,'-c,n

en'ì'-'!i 
^-.- JaL.v-!,-l

io Jo
?.ire n

ììì¡,.^ñ-

k-,=l ?i,ro::s .': i;it fr: rl': s'i. :-r'

18- t'ie a:'Ê i:a'ri n3 sor-1e protless ....'i-th a r-.ange of inj_i;ia;i..,cl ai::eca-t r-*gycììrl oìrr- Ðl-cc.Ì),r.erei'Lt-cosis. The iicïa inciurje¡ enc.c-.:.;.2:-:¡.¡-coinpeii;ion t,otìr- rn lr-oject cefi¡ri-ii-c¡r a.d ícr pr.odu.cì.iç¡ ."-rir.I=(althou5h, r] 1 +oo .li'b"ä -*ru no-..,- jra.we onl¡; one ¡ajor- Ìjll conluì-ac-..o:.in a pa:iicrr,ì ¿¡ a:'ea); enlra:.¡c1n: :,n,jils.r;r]"-t.s rr.rcirï.ii."¡,1.¡3 oi cììrl-eqì)ir'e:e:ts ;. p.jo].:¡_,ti i3 r,ri vato"sl,ã..,.,_.Latio:r ";,i 
- jài.,.,,, veni.li:.es .anc p:-el-,sì-::¡ ha:.c ior f:l*centive å¿ il>.en ¡-,r.ice ".o;;1;;-;;;"ï;ilå_,,oi cosi-plus - -',ie ¡:ust rrìì:sue air- ihis r¡icàr ã.,.i;,.

l-'On '-o i-Ten f.? ¡ìi cef Sol-lrti ons

19 - llore oÍ this i 5 :ra-:,iicuì a-l.t;,, ne...,, o-r. r.e\/oluti o:ler_- Trj,..sin.1.ì-.r' or- io.ei.ner, il ¡¡rrsi be iärbiiur r.:jreilr"r tì,;;:'ä.-r. å;'':;..uthan sl-o,'¡ cìorr -i,he'."tu o¡ cosi esc.aia-tion. -rir.e t,iri:r-e ¡or.eracii c:a1 scf u¡ion-s r a:lcì- , i f so , ,¡cai ? 
--

20. The fìr.s¿* ì:iting \-e -could cìo. is <ìelibe:-ate1;,, i;o r.ecì¡ce t,her3n5e- oi eqr:i--¡;reni.sl a::cl thr.r.s oi ã.tr. c.apaìriliiies. r..ie ira\re d-cnethis in a n'l::;:be-r' oÍ are;:.s, or.,ell tìre ).saîs - bu.ì; Sene:.e1ì;, on al1acl hoe. basis es tÌre:-esr:ft of a batîj;-ã_o"r"iå"ãi"l,.".ior apa::tic.itl.ar neiç ì':ealon sJ:sie;r- _+S;;O;àrr"" of the necr:ì.to:;o iu:.;ì;,.,r_clo'"¡n this roac es ã.r ".it of creiìber.äte po:i.c.;- r.roulcì be a ria.jo:step' can ii be avoi<ìe<ì? Are È¡è=ã-r."r.s r.:-ìrere \..'e c.ouf c rìo roiefor e:':a::ipler b;' :'ecìuc.ir:¡ the 
"oo5à-of'-.,.r*oporr= in i;ìle anti_¿¡1.Ðoì.:r_oi arti-surÍac.e r¡essel- õl;ectr-u= änci thei:i;:roces of rìel ir¡er-J.,?

21- Be;.ord. that, there
sf'ecia-j_isa.ti on, eitirer:

are the nàre r-arì.-ìcaL solutions ofin<lustri a1 or nì l-ital--r,r or both.
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à. A ('ì.?ìiire,.et,_- ì.;l cìtC.i:,i-O:, i;O t...di:r:., íìr,j CO::indrts'i;r'j aì /f.er'.)tnoì o¡;i,:.al ì,1rS,- ì-tÌ)o-i a ir.tii:9.1 i.¿ltr-:cl,':tol ç;",r.= nle¡--f-rabl i- Ìri :Ì,_vaiu,, o:j. s ,..,1r_. r.r:
all:rr:ali;.- el"í abli slrerl :i:rrh as ¿1e'i:r.c:ri ..:., G.;.,' en:ìaltirorrlh c\:îrl tjtis : ir-:h.* -¡.-t 71-:,112-11^t ç,.

"{rni
'l t{'ã

"'lj

l'¡¿t t. Cìì-l
Of IrL.t,ì'r-)l'l
:l l-(-j

-l-i l.). C J, C d.l' )

b. a.[Ì"?c]'.?rrt r.:rihi-ir ir.i:?C
g noìtltS Oi c.Oi,:;rt1.i.-,s .SbO-r:-lii
irl-oc-t_rcj nl ¡r= ¡f -i cul al_- ti..es
fu.1 rìu-n'l i c.a i.i. on.

-Â¡1 e),:tr._-ne 1r2-l-.i 2.ii 9n Of -¡oth
t_o!q1 cìepenience upo:t r,-he U_c,_q.jl.rrTO-

'c't-a.t i:ti:-','. rìu¡f coìln::.ics or-
corCre:,;:'air,- On iC.vel (rllj.nc anò
of i/'ea)?ll , tÌlus elinjittilrr5,.;a.s;:-

a. a.¡0 .b. l..'ot_ì-l i
a.s the rrl--i -:,ã.i'J'
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-à"ir.r 
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,!Lt . i rì -la-l;a:T' S¡:Ci p-ii 5=ii ¡rr r..Oi:.f i in1:9ì 1;ç i niiiyi rìr-:.a.ì COu.rtii es
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2i- 1ì:e'l;hl: i¡.r¡ìur.irla1 s:.,ee.ial-i,sr.iior: nec,_:s.ssrifJr ì-,eecs to r.,eituÐon l:if i ta.-r s:;ec'iel-ise-i-ioll, 

. o- ,.'i,ãt;-r." the ;retriî.c o i e ooì)rrir,.j,,siñrìrrsi:''-ia1 .r'irec-iaiisãiìä:: a-,ist be ìinl:ed ,Lro t:j:e natu:-.e of its:ilital¡ ¡ol^e-:- i---: olen .,]ue.sì:i cnsì- r..-hat j-s clear j_s tìrai thein<ìust::ial, niì j tar-;.' anc -for j;ì.;;i p::oo: e;s ar-e nrçrfe.i::.rrì, :rot .j eas.hin the i:-'ansii;ior¡a.ì. pha.sç1-. -l;;J'r-"ã.- ì'itài-;.i io=r,ã i:rsol_ubt-e ês n::rìrof a g;:'and ôesi5n;'.':Îratlr-e r:a;* --see instearì is cr.eenìn5 spee.ialr-.-sa.i;ionas ecor:o;ic alrcì j.ncìust:-ial r,oäsirr""iifs. Ì¡ite. h<iee¿ i_t co.rrld ¡ç,saicì to be ha:>¡ening .ror r-¡itir--t¡. iüãrru" coirnt::ies in lT-iTo.
4-¿t''' l;¡ecia-ti'''rat'i ol: na:''bì cuì âl'_l_J-'_ î;ronj the ì a: ger-.coruri;rie*s corr.l<Ìintrorìuce a ne'.r ¡aiiä""j. for ]:lTo i_n'lts secoñ<ì io ;,ears a'cÌ aIfel"r ccllcrrr'!' Dr¡t' it r'iorr-ìcì j.kl 31,rnr tiue to ¡riíg aìrout. ought1r'e to be thinltirrS h:.:-de¡ airor¡t it? Tt c.ell ìre argr:ecì. that jt isthe nost l'o3ie'a1'-soL.ti;n if i¡aio o"i.irn"="".;; ååi"to ¡" oveÌ-,...,ìreine<ìb¡' t)re :'e.ì-e't.ress ti<ìe of the costs of a.dvanci*g t.ech¡'1og]-.
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m) Peeonnalssance Aircraft
( i n clu.ding pho to and
maritime)

n) Transoort Aircraft (including' helicopters) and Tankers
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lir l{ott r^:rote on tc Ðecenber d.escribing so:e of the probleras facing
d.efence procurenent ano enclosing a Defence Council paper on cost escalati
in d.efence equiprent. îhis approach from lír Ìiott is rel-evant to the
Chevening discussion on d.efence, which is one of tbe four protected.

prc$ra¡cnes. This note offers some comments for the purpose of that
di-scussion and sugÊiests a !cssible response tc the Defence Secretaryr.,çhic

nigbt be sent after Chevening.

2. [here is nothiag new about tbe problems toucb.ed. on by Mr Nott; they
and many others not bighlighted. - will be faniliar to anybod.y concerned

with. the defence eouipnent progra.llxce. Tbose be focuses on are only broadl

interrelated:
(a) real cost growtb (ie îornado costs more tha¡ tbe Spitfire but of
course has greatly enhpnced capability)
(b) defence contracts in a rnonopoly,/rnonopsoay narket (lncentive versu

cost plus)
(c) importance of defence sales ("g in reCucing unit production costs
(A) the link between d.efence spend.ing anô UK industry and. emplo¡ment.

Mr Nottrs letter purports only to be a th.ought-provoking tou¡ d.rhorizon;

it ¡oakes no recommend.ations (al-ttrough the Ðefence Cou¡ci1 paper suggests a

number of sensible actions which MOD ougbt to bave put into effect long
ago). But he conclud.es on tb,e basis of a rath.er superficial appraisal tba
lloD nust either be given rnore. money or "face up to tb.e traumas ol
deliberately creating a nanower industrial and. R & D base".

7. Tbe letter csn only be the opening sbot in Mr Nottrs next bid. for

coIiFrDE¡Tr,û.r /mote





ì'."-.,ì r'r'Ê.:ì:1.3::r'Ðl,e ì;c ii,iustriai ot ::-:it.j--:lt .-_.;-..:_.r,is - fcr i-1.:t:r
incrceses ln the Defence 3ucget. It çi1l be follo-,';ec by a^n CD;aper ai t:.
cno oí Jenusrf eüphasising the pain e¡o grief vrhicb will be caused by tbe

neasuÌ'es 'io be taken to live v¡ithj-n tbe 19t2/8, cash lj-mit. This wil-l
in t:lrn be iollcr:ei. b;r other papers callics for bigger defence bud.gets in
1Ç8i/34 e^'o Te4/55 in the conte>:t cf FIS t2. If Mr tiott succeeds in
gettilS ev"i core roneJr iiüD rr'rl-1 ouck;.-er a3ain the cna.nges whj-cb are

necessary in ¡he cefence progi'ali''e'cut r+hicb have been avoiced. in tbe
past because successive Governnents L'\'e provided extra money to protect
the proErra-:e and its industrial, base. The problens he describes are

there but ;ne¡r cannot be solved by contj-nui:g to sustain parts of the
i.efence inoustrial base at the cost of even bigger subt'enticns via ib.e

Defence tsucqet. If the nettle is nct s:as:eo t:e vicious circle wilL
never be broken.

4. In his rninute, Mr Nott nekes a lot of tbe problens for d.efence

contractors but he gives little acknov¡ledgenent to the fact that on

e::isti-ng plans the defence procureiaent prograr-rr¡e will continue to groh' in
real terrns. fhis growtb. will, of necessit¡, have to be at a lower rate
tha¡ has been experienced in tbe past, ani probably substantially lor+er

than tb.e contraetcrs' expectations, bur the defence inoustries bave been

doing very well and have been shieloed fron the effects of the recession.
like others tbey will have, at some tine, to adjust to econornic reallties.
,. In the autumn the Defence Secretary based bis case for'more money

on the importance of meeting tb.e NAI€ target of JJ'ó ann:ual growbh. Having

achi.eved a large measure of success, b.is tactics have apparently now

cb.anged. to emphasising tbe ind.ustrial tail that is to wag tbe d.efence d.og.

Tbis nay be because he belj-eves the I{ÀTO pled.ge r¡'iI1 camy less weight
with his colleagues this year in the ligbt for exanple of other alliest
faih¡re to meet it - tha¡ last. But rìore probably, the change csuld. be

due to an liOD desire for volu.ne growth in excess of 7% per annum: more

than the NÂro target will be necessary to fulfil all the aspirations of
CCì;FIDüiT'.,I /to.





;). ,.: :r- ]]C -:;C :-.':',:_'S .: ..ê ._ '-',':1? ììp a':-? . ,_.ì: .-i ì.: _.:-.:

ii:¡'LlcìtJ,¡* ;ll"s :¡;n for an increas3c ridget. The e>;tent oi ::-e --:cbìer,
'¡-n'-r : :--e si :: of :.:e ì:cD bic s , will -b:cc:e e>:plicit in oue ccììrse . lior
',';ou'ld. it be iesi:z-cle to talre issue:çj-ih the Ðefence Secret:r:y on t::e
vsricus ic::3-sta:,:i:q !roblers surrc::riing ecuipnent ¡y'ocui.er.3nt. ii l:as

a1',';a;.'s bee- :=cc¡::i seo that the rar:agei:ent of a i:igh techloicgy prctr¡i-:e
of cr€r ;6':,n is z cc-r1ex ano oifficuii bus:::ess (ti:is is f ertly r-a¡r

i',oÐ ìras a ?:ccu:?:e-ì; ixecutive ano e¡cfoys such large nu-,be¡s of
civrllans). Th=te :ìever have been, ati. never will be, a sei cf easJ¡

ansre¡s îo ;rocu:e::nt issucs. 3ut tile more money llOÐ is given, the less
i-ncentive î::ere ç:.11 be to s olve then.

7. Ïou w-iri wis'r to consiier, in:be lignt of J¡our Cbeven-i:3 Ciscussiois
what resìlc:se;c:aj:e ro the ]O Ðece-':er l-e¡;er. It'y¡ould. be pcssibl-e

to give no ieplyr or merely an aclcrculed.gerent. .A.fter a1l, the Dapers wer

ostensibly intenceo. only as backgro'.;¡d. reaCing. The soluticn of the
problerns of how to improve tbe procurenent Ðrocess and nake. it more

cost effecti-ve is very much in the I'.'oÐ court; yet we understand, that the

Defence Cou¡cil paper, whicb. mekes sone very sensible poi-nts, has not ever

been oiscusseo (aithough its nunber suggests it is several conths o1d).

Moreoverr e Ior.:-key response to Mr i{ott might avoid undue i-raportarìce

eg in the ÐOI - being attached, to b.is tactj-c.
8. My ow:r preferenee, however, wou1d. be for a aore positive reply
recognising the croblems of defence Drocure¡eent emphasisi-ng'the need. for
solutj-ons çhich oo not simply rely on gteater expend.iture end. reminCing

Mr lìott - a¡d. cabinet colleagues - of the even more difficult
problems the Government faces on the public expenditure and. taxation point
It is vital that defence expend.iture should. be considered not in isolation
but in the context both of public expenditure overall and of tbe economy i.
general. fhi-s is the backgroûnd. against v¡hicb. Treasury Ministers-wiII wis.

to set subseouent liOD bids for more casb.. I attach a draft of tbe sort of
letter on tb'ese lines that night be sent. It can of course be modified. in
th.e ligbt of rhe chevenins discussioD. 0/-J^

coty¡'rDEi\¡rÏ¡,t /_L lç i n runsFoRD .)





Copies
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?ri:e Ì'.inister
C abinet
Sir Robert Àmstrong

Th=^*i: ¡-¡u ior )'our ninute of lC Decenber. As J'ou say, i::e

va^¡ious ;:c3Le-s i=cing defenee .iocureqent that ¡rcu nention eie ':

I
?lô :êtÌîc r5t¡1.--u " t anc i:ot sur;:lsir:9l¡ as Jr'ou recognise there al€

no easJ¡ a]]süers.

2. r ncte that you d.o not rul-e out the possibility of seeki=g

¡Gore mo:ey lut I an sure r+e both :'ecognise that cost grcutb is fa:
too long-t:ia and. ceep-rooted a problen to be solved. in thj-s '...ay.

It is reassur:ng to learn that funcanental and rad.ical approaches

a:ce bei-t ccisicereo insteao; it xil1 be i-r:terestirig to see i,':?i
eonclusions the Defence Cou¡ci1 reaclies on the best way forh'ard.
ft is a l-ifrle surprising that some of the measures discussed. in
for exa;-cie paragraphs 11 and. 1t of DCP( B1), bave not alread.y

been implenented.

,. The progressive real increases in tbe defence budget of tr.e

sort of orcer that paper implies e:ce out of the question.
Althougb I oo not unoerestimate tb.e problems that continue to
confront d,efence procurenent, I b.ope these r¡i1I also be consiCerec

in the wi-d.er context.
+. Recent v¡ork whicb. r have b.ad. ô,one here on longêr term
projecticns for public e>rpend.iture suggest that maintenpnce of the
NÂTO jj/c tar1et tbroughout

share of GDP by neael-y 4a

the very earJ-¡r =ffit".

ttns ¿"""U" cou1d. increase the d,efence

to almost 7/o, its b.ighest Ieve1 since
Our economic strategy continues to
proportion of GDP consumed. by publicrequire a reduction

erpendi-ture so that
sectorr Fnd. so that

forn of lower taxes

in the

resources can be ¡eleased for the private
the consequent benefits can be passed. on in tb.

and. interest rates. Àt present, largely
Tbecause

COiiFTDEiiTIAL





'cì;: scc;-. i-I. '.,:j*..;ii:. il.r= a-1c:-:---.- :s .:::i:r:l . L.:.ci..' l:tai ;,-cu

accept ib.ai iefence si:.ou1d. pLay i:s fu1l pa:-t in co:tributi:g to
the Gover::-entrs econo-ic ob;ectives. It is vital tiat the .-essaF

about tbe wider problens which we all face should continue to be

brcught ::ore to all those involveo cn both sides of the deferce

procure-ent fj-eId.
4. f Fr copying this letter to tie Frj::e llinister, to other
Cabinet coll-eeFues, and to Sir Robert irrstrong.

CCNFIÐN:TI.LL
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CI{AïiCELI,OR OF T-:E Ð,CïE-ìUER

ÐEFn{CE EqUIPì.iniT ?ROCI]RA,ïH{T

l]rese :aper's i:e-i- L)e :elevant ¡o cari
Cher¡ening.

Crieí Secreiar;;
FinanciaI Sec¡e¡a.r..-
Econo;ni c Sec.::era:.;.'
ì'iiliste:: of S;a:e (t)
I'iirrister of Sta.¡e (C)
Sir Dou:-Ias l..Iass

R;,'rie
Burns
Byatt
Barratt
Oginlan
Fiansf ord
K
I{

ô

T t_d
d1

ï.-e a:souss10n aï

¿u

¡rI
ì.i -
ì'ír
J'I¡
ï'îr
lir
l':r
lir
I"lr S

't-l

^l

2. I a.gree i..'ith I{r iïansforc's corcents il his rinute of
6 Janua:y on ì'ir Nott's ninute of 70 Dece.ber'. I also e6ree
r¡ith his suggesiion that next r,¡eek ;,'ou nignt send a repl¡r on
the }ines of the revised <iraft (narked A) a.ttached.

A K RÂh&INSON

+lr r
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Ì.lr Norgrove

EPffiXP
12 JAIíI]ÂRY 1982 %

,411G

I lV,ss

Copy to each

l{r Kerr ( for inforuation)

CHEI¡E¡{ING - APPROACH TO TEE BI'DGEtr

Anongst other thíngs, during laet veek endrs discussions at Cheveaing the
CaancelÌor asked that vork should be put in hand to consider, against announce-
ment of the Budgetr the possibilities of an inerpensive package vìrich night Ìre1p
the disabled and sinilar (the actual expression the Chancellor used was ltthe hål
the lame and the blindil).

?. It vould be helpfulr I thinkr if !P and SS could put some tbinking ia band.
If I may 5o back to this tine last J¡ear, ve did engage in sonething of the sane
exercise, of course, against (at th.at time) the International- Tear of the Dis-
abled. No doubt all the nost ttdoableil tbings uere done then. But the Chancello¡
clearly nants sone further ideas, or eleoents of sone kind, of package that he
night put together, and there are obrdously things that could be put foryard.
Oae particular point vhicb came url, tbough not specifically in this context,
¡tas or¡r oId friend VAT on charities; I recolÌect ve did find 6one verJ¡ emell
relaxation last yearr and there na¡r be more this year. (But you vill be glad
to note th.at at Chevening Hinisters nere perfectly clear that the sort of major
VAT relaxation for charities vhich sone of the Cbarity Iobby a¡e looking for
uos not on.)

t. th,e eleoents in the package could, I think, be either tax conccssions, or
public e:çcndituret or a nixture of the tyo. But again, I think tbe flavour of
Chevening ras that no Eore th^an Eirainal additions to public e:çenditure could
be adopted at this s!ngê.
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4. 
, 
I an su¡e it vould be urong for DIISS or eg the Eome Offíce to be consulted

at this stege. But I aee no reaaon vhy FP should not consult Inland Revenue
and custons ao far as nay be Decesaary, on a confÍdential baeie.

,. I vould think tbe Chancellor uould look for a reportr albeit of a prelininary
nature, not much later than the ead of thie nonth.
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The Rt Hon John liott ¡rPSecretary of State.
Àílnistry of Defence
l\'lain Building
\1'h i t ehal1
LONDON
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NOIITHERN IRELAND OFFICE

CREAT GÊORGE STREET,

LONDON SWIP 3AJ
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f a.rn sending copies of thiscolleagues and to Sir Robert

3*'

r bave read with interest your minute of 30 December to Geoffrey Howeabout Defence Equlpment p¡ocurement and his rep15,-ãi ff January.
There are clearry issues of great national importance here. on a purel¡Departmental- questì-on, however, r simply want to underrine the fact thatderenc'e work continueÅ." !:1."å1i1ïiortant element in the business ofshort Brothers, â firm of partieulär iñportanee to the Northern rrelandec()n¡)my in a number of signitl"a"i-re.f ..t.. Northern rreland has beenhit badly by defence econãmies o'rr"r-iuã years, through the progressiyeel0sure of various defence establislrrnents here and the 10ss of thecivil employment !h"y provided. i-"1."ï¿ therefor" .r."y much tike to bekept in touch with túe- further ^d";"i;;rient.ot ideas on this front which
;:åi.t.13"i"";"iîl::l"i:"" manuract.''iãã. industv gãnerarry and short
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Armstrong.
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MR HANSFORD cc Chancellor
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Economic Secre!arv
Minister of State (C)
Minister of State (L)
Sir D Wass
Mr Barratt
Mr Wilding
Sir A RawI son
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O' Donnell

DÐFENCE PROGRÁìDíE rg82-83

The Chief Secretary tras seen -vour minute of 22 January and tl.e
draft paper for OD.

2. The chief secretary is not at all happy with the rrpproactr
in the draft paper. He does not think we strould refer to ttre
Contingencl'Reserwe or Cabinet - that is far too defensiwe and.
weak. The ctrief Secretary notes that Mr Nottls paper makes a
large number of factual statements u-hich we do not agree rt-ith.
rf l'-e put in a paper, the chief Secretary does not see how we
can fail to refute ttrem. He does not think it is very terling
to ask colleagues to note ttrat there is a problem r¡'trictr will not
go awaJ¡. It must be resolwed by taking thc necessary action.
The paper does not make it cJ.ear tt¡at we looked long and trard
to see if ttrere was any reason why ttre programme agreed. rast
surnmer could not be financcd as ttrcn anticipated; we found no
justification for extra castr; but because it was èlear that ttrere
w'ere difficulties (bccause ttre programme w-as ill thougtrt out
though we need not say so ) we agreed to provide extra castr. That
is the truttr. MOD must now l.ive wittrin their agreed cash enveJ-ope.
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3. The Chief Secretarv thinks that ir is onlv b¡. statin-e all- thi*c
and refutin-e the red ìrerrj-ngs that rçe hat'e an)' chance of gettin_e
our case across and avoiding spending still more. The reference
to NATO targets musr be dealt with - are they, for exampre, 'rea]-'
in the sense of general inflation being taken into account r or
'volume'? Figures should be given for comparison with our al-lies
and for spending on defence industries compared with others,
showing the grorr-th, past and anticipated, even on Treasurl¡ plans.

4. The Chief Secretary feels that the polihc5 of this are such
that it is onh- by ar-euing a firm, fully documented case, ttrat
v¡e sha1l r¡-in tLre day. The Chief Secretary adds that he does not
object to looki-n-e a-eain at end-year flexibility - but s.urely lì'e
should point out that this is not just a defence matter and has
to be l-ooked ar in a broader context.

5. Mr Mountfieì-d has also pointed out that the
€,2f, tiffion contingency reserve rr'itJ. have to be

reference to a

redrafted.
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