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351/52
CONFIDENTIAL

FROM: B O DYER
DATE: 30 October 1986

®

01-233 4749 /

MR M C SCHOLAR cc Miss Peirson
Mr Sedgewick
Mz .Turnbulil
Mr Culpin
Miss Evans

AUTUMN STATEMENT

Your minute of yesterday's date records the Chancellor's
preference to bring forward publication of the printed Autumn
Statement to Wednesday 12 November; and seeks my views on
the procedural implications for its formal presentation to

Parliament.

25 I do not see any great problem. It makes not an hap'ath
of difference to the House whether it 1is presented to
Parliament in response to a 'Return to an Order of the House'

or as a 'Command Paper'.

22 Clearly, if possible, it would be nicer to continue
the customary practice of wusing an 'Unopposed Return'.
Moreover, given that the Opposition are now using their last
Allotted Day in the current Session for an economic debate
(also on Thursday 6th November), it may prove impossible
to keep the date of the Autumn Statement secret until the
day of the Statement itself. Should this occur and an
announcement is made, even as late as Wednesday 5th November,
we can table the motion for an 'Unopposed Return' that night.
It will then appear on the Order Paper on the day of the
Statement, and taken formally at the commencement of Public
Business. This remit to provide the House with copies of

the printed statement can carry through the Sessional break,



and copies deposited in both Houses on the day th‘c»..Queen

opens Parliament (ie 12 November).

4. Alternatively, if we can keep the date of the Statement
secret until the day itself, the printed Autumn Statement

‘can be presented (as you suggest) as a Command Paper on 12

November.
5 I do not see either <course causing the Printers
insurmountable problems. At worst, it will mean printing

two front pages to take account of the alternative wording.

G

B O DYER
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FROM: MISS G M NOBLE
. DATE: 30 October 1986

MR SCHOLAR cc Miss Peirson
Mr Scholar

Mr Sedgwick

Mr Turnbull

Mr Culpin

Mr Allan &
Mr Short

Mr P Gray

Mrs Dunn

Mr Pickering

Mr Gibson

Miss C Evans

AUTUMN STATEMENT BRIEFING

Thank you for your minute of 29 October. I have asked DHSS to
include the economic assumptions in the PQ which they will answer
on the day of the oral statement giving all the detailed NIC
contribution rates. They will include something very close to the
wording we are proposing for part 3 of the Autumn'Statement. That
will cover the earnings assumption and unemployment in 1986-87 and
1987-88, but we need to think a bit further about the assumptions
for the later years. It will look a bit odd to include in the NIC
PQ because the GAD report only covers 1987-88.

25 Last year, the RPI assumptions were given 1in the Social
Security text of the Autumn Statement and the unemployment
assumptions in parenthesis in the NIC section. We do not give
earnings assumptions beyond the year ahead. If DHSS issue a press
notice on benefit expenditure we could ask them to include the
RPI and unemployment assumptions in that; but I am far from
certain that they will issue a press notice on benefits because
there are no new policy decisions. Moreover, including the
assumptions in a press notice is not quite the same thing as
giving them to Parliament. The best option may be to put them in

an extra footnote in GEs public expenditure table.



3.‘ Following our conversation, told the DHSS finance division
about the split presentation and discussed how it affects the
timing of operations at their end. I have asked them to deal on a

strict "need-to-know" basis within DHSS.

¢ AN DL

MISS G M NOBLE

T T [ et boo. Gl o Do (6 lLowse gnalesd DE®
to p(\wd & V\"Uv\ alico ,



B ———

¢ v kylays HEXCHEQU
it (e REC. 310CT1986
' . -‘A-yw'-'l' CM{g FE( wz
vapulr aar athun o~ LbFiES P kindies
10
ﬂLmu e
B il ) op wiby 10 DOWNING STREET., N Ak
MR 0?20&
From the Principal Private Secretary
v, flml ym essh o win, b , 30 October 1986
(*/de/u(,oh M who s ko do N> ,nv‘-) (/‘ 1 }{/

g Whus Gommasim makinal )..e.,q_) jm)

brycd m o Quaen)y Spuck enky.  HLS 3:’!0

The Prime Minister wishes to maximise the presentational
impact of the Autumn Statement and The Queen's Speech. She
wishes the presentation to focus particularly on the
Government's future initiatives and plans’so as to make clear
the Government's continuing programme of reform and
innovation. She would therefore like special care to be taken
with the presentation of the packages of material which are
issued to journalists in connection with the Autumn Statement
and The Queen's Speech so that they present the Government's
programme to its best advantage.

The Treasury will shortly be in touch with Departments
about the arrangements for the preparation and issue of Press
Notices on their new spending plans as part of the Autumn
Statement.

The Prime Minister wishes to have prepared for The
Queen's Speech a tight summary, covering at the most three
pages of double spaced text, of the most important and
presentationally attractive elements of Departments'
legislation and other initiatives which their Minister will be
putting forward in the forthcoming session.

The No 10 Press Office already co-ordinates the
compilation of briefing material on The Queen's Speech, and
will be responsible for the preparation of the summary in this
case. Accordingly I ask that you, and those to whom this
letter is copied, should send to Bernard Ingham, Chief Press
Secretary No 10, two or three paragraphs of appropriate
material on their sections of The Queen's Speech. These
paragraphs should highlight those particular elements in
Departments' legislation and other initiatives for the
forthcoming session so as to help No 10 pull together the most
attractive parts of the Government's programme. This material
should 'be sent to No 10 by noon on Thursday 6 November.

I am copying this letter to the Private Secretaries of

Ministers in charge of Departments. A
sl

Miped Weebss

N. L. WICKS

Miss Joan MacNaughton,
Lord President's Office
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FROM: A C S ALLAN
DATE: 31 OCTOBER 1986

MR SCHOLAR cc PS/Chief Secretary
Sir P Middleton '
Sir 'PiBarns
Mr F E R Butler
Mr Anson
Mr Cassell
Mr Sedgwick
Mr Turnbull
Mr Culpin
Miss Evans
Mr Dyer

AUTUMN STATEMENT

The Chancellor discussed with Ministers and Advisers at Prayers
<
the date when the printed Autumn Statement should be pubslihed.

N
There was a firm preference for Wednesday 12 November.

2o I understand that there are no lggistical or Parliamentary
difficulties which rule that out (it may have to be published
as a Command paper rather than presented to Parliament in
response to a "return to an order of the House"). The

Chancellor would therefore wish to go firm on publishing

on that date.

o

S e

A C S ALLAN
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FROM: A C S ALLAN
DATE: 31 October 1986
MR SCHOLAR

CCc: Miss Peirson
Mr Sedgwick
Mr Turnbull
Mr Culpin
Miss Evans
Mr Dyer

AUTUMN STATEMENT

I showed the Chancellor Mr Dyer's note of 30 October, as you
suggested. He now wishes to go firm on publishing the printed
Autumn Statement on Wednesday 12 November, if necessary as a

Command paper.

B e
A C S ALLAN
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AUTUMN STATEMENT

At this morning's meeting of Cabinet, the Prime Minister

wlinded trat

said she Cabinet @c\:}

SWJ discuss the outcome of he , Survey at its next meeting

/
on 6 November. [ T i r

14

Tompteted—on—that day. 1

i

2, In previous years, the Autumn Statement has been
MndA o

made on th{%@dﬂﬁ following the Cabinet meeting. This

year, Parliament will not be sitting Y x ' Rather

)
than holdw over the announcement until Thursday

13 November after Parliament has resumed, the Chancellor
f”*“Z

all the necessary decisions have been taken,
{5 make an Oral Statement on the afternoon of 6 November.
The printed document would be presented to Parliament

Ep_memmﬁ b [%.Wg e
bhob ol fih ey Mm‘alf'
wﬁr bls,r¢he Chancellor ATTT —supporty

Preas No sw»‘}aw
the Industry Act forecast al?d
'D

dagz Lo
summary table of the expenditure plans; :

be made available 1in the Vote Office,@nd———é.-e—s-u-ed—a-s
(-Press—ﬁo‘téees_;} He hopes that Departments will be ready

as usual to issue Press Notlces on the same day giving

i e e

/ the main features their programmesjl The Prime

wm i

Minister has the importance she attaches

to a positive and forward-looking presentation of the

B e s a i e
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main features of the Autumn Statement.

4, gueg }4 Statement on 6 November would not leave
the usual interval éé;__a_Jiar’Tﬂﬂé§ beiween the Cabinet

discussion and the Autumn Statement,Ait isAparticularly

important i%ﬁ—-this—Jﬁnxﬂjﬂﬂnniithat the texts of Press

Notices should be agreed with the Treasury in advance

to ensure both that the figuring is consistent and
™

that the presentation is ronsdistent with the way the

Autumn Statement as a whole is put over.

5 To ensure that the release of departmental Press
Notices is properly co-ordinated with the announcements
from the Treasury)I would be grateful if each department

could:

(i) notify the Eelevant Treasury division by

Monday morning é?fr——subéeee——te—-tnere being - a

emen it intends to issue a
m1ﬁu&?54ﬁiﬂh&,u .
A

E%ess Notice;

(ii) show the Treasury division concerned a draft
by close on Monday;
D fose 2322885 2)
(1313 provide‘M;?gélters 3 £
He d&mwme;@uADy
with f%} name and telephone numberA who <can be

contacted about the arrangements for sending copies

to the Treasury;



7 3%
(iv)  provide [eire—€hancellorts] office E‘.n\the
. ‘T?easu-rﬁ‘with 100 copies of the Press Notice by

4.00 pm on WedneSdaf\bﬁAuiwam/«jl bom o b pvad
St d i prade e /J)w; Ay,
Do

(v) arrange for the contact to inform Mr Walters
by 2.00 pm at the 1latest on Thursday 6 November
if there 1is to be any modification of the Press

Notice following the Cabinet discussion.

i Alpwr for o
6. Although plans are being made to M
A

[ 48 o X
,Ml‘gtﬁz"e‘i J 6 November Qmﬂ, this cannot of coyrse be taken
U G e mede sy ~ I+ - %iuﬂ‘i,\.._)f

e e 5 for granted. Eﬁ-ri-gwill depeng&o the p@mss of any
' L .

and o te G discusien
programmes still cutstandingA. For the time Dbeing,

therefore, no public statement of the 1likely date of

the Statement should be made. I should be gratefulﬁ

.t,he-:.ef_m;g;_l if you could ensure that knowledge of the

arrangements is confined to those who need to know.

If Departments are asked about the date of the Statement,

h \mnc%t;v\sﬂ—lsw
" o +Hho Priceare. W.D"‘OM

. Cabarer MAOn i O n an C/"(W 74\\

o Ot oA doex TATRAR (Ne 1o
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CHANCELLOR

I attach a first draft of

Qe s .

FROM: A G TYRIE

DATE: 31 OCTOBER 1986

Ms O'Mara
Mr Hudson
Mr Cropper

cc Chief Secretary

Mr Ross Goobey

Mr Scholar

AUTUMN STATEMENT BRIEF

Statement.

s Alex Allan has made

~initial few pages and EB

check.

Some of the numbers are still liable to change.

the Backbench brief for the Autumn

some helpful suggestions for the

have also given it a preliminary

3. The Chief Secretary wanted the brief to be comprehensive.

My personal view is that it is rather long.

4, Having said that I should mention that I have omitted
the following points or departments:

- defensive briefing about the absence of fiscal
adjustment (this is the second year of the revised
format:; I doubt there will be a hallabalou)

- Trade and Industry

- Lord Chancellor's Department

- Nurses' ©pay omitted from the health section for
brevity's sake.

- North Sea taxation.

L The section "Strategy on public expenditure" has

been placed early on to enable the first few pages to serve

as:.a

speaking note for Backbenchers. The tone of the key



&

points ;;?J;he Strategy section$ are very dependent on the
tone of the Autumn Statement itself. I have had a stab at
the trade-off between words that would satisfy the markets
and words that could provide political ammunition, I have
erred on the side of the latter. I have omitted altogether
any reference to revenue buoyancy or hints that we can confirm
now that we will stick to the PSBR targets next March.

6. I will put thought to belter opposition bashing material
over the weekend and something on the Alliance. But I expect
you would prefer that good knockabout was reserved for
Ministerial speeches on the day!

Ao

A G TYRIE
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FIRST DRAFT
BACKBENCH BRIEF FOR THE AUTUMN STATEMENT

Key points

| The economy 1is strong. It is heading for its fifth

year of balanced growth and low inflation.

2. The Government has reviewed its spending plans and
decided on increases 1in priority areas: health, education,
including teachers' pay, housing, roads, law and order. These
increases can be afforded while keeping public expenditure

falling as a precaution of national income.

Alternative paragraph 2

[Prudent management of the economy in past years now permits

an increase in priority areas...].

3% Financial discipline is in place. The Chancellor has
repeated his commitment to continuing with prudent fiscal
and monetary policies. Within this framework some increases
can be afforded. The Autumn Statement accords with the 1979
manifesto commitment to reduce the share the State takes

of the nation's income.

[4. These plans are both generous and realistic. Generous



provision for 1local authority and social security spending
. is matched by realistic reserves of £X billion for 1987-88

and £Y billion for 1989-90.]
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Strategy on Public Expenditure

[Prudent financial management over many areas now permits]
t?***L‘°b“é> significant increase in public expenditure for priority
areas, including health, education, law and order and roads
spending. The Government has also recognised the need for
higher spending on local authorities and social securities.
To make room for these the planning total for this vyear
has been increased to X, a Y% increase. Planning totals
for subsequent years have been increased to.....Increases
for next year Iinclude: (three examples for Backbenchers

to highlight in weekend speeches).

This has been achieved while implementing a policy of falling
public expenditure as a percentage of GDP. By l98ﬁ?0, at

X%, spending will be at its 1lowest level as a proportion

VAN
of GDP since the early 19705;“Zﬂiteady' decline is—redueing <U)'

.

yw the burden of the State on the private sector, is beding
. ——

Provision has been increased prowiston in certain key areas.
Substantial reserves have also been provided. These will
be enough to ensure that future spending stays within our
plans. The reserves for 1988-9 and 1989-90 are set at .
[These are slightly smaller than for comparable years in

the 1986 Public Expenditure White Paper. The annual

increasing steps of £2 billion allow for a prudent margin



and for the continuing reassessment of priorities which

will take place in later surveys.]

Prudent financial management and flexible planning are the

hallmarks of this year's settlement.

Value for money

Getting better value for money from a given 1level of
expenditure has .made its contribution. We now have 80,000
fewer civil servants, 500 fewer quangos and savings of many
hundreds of millions of pPunds) from competitive tendering,
efficiency scrutinies and cash released from NHS cost
improvement programmes. There is more to come. More value
for money savings have already been identified in the Civil
Service, up to £800 million a year from defence procurement
and over £1 billion a year pinpointed from Audit Commission

reports on local authorities,

Privatisation. Planned proceeds from privatisation for

1987-88 and 1988-89 have been increased upwards slightly
from £4.75 billion to £5 billion.r The achievements of the
privatisation programme are well known. One-fifth of the
State-owned commercial sector inherited in 1979 has been
transferred to the private sector. Further important sales
are planned, notably British Gas and British Airways. The
benefits of privatisation in increased efficiency, more
freedom from political bureaucratic interference, and more

incentives for management and employees alike, have been

enormous.
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Economic Prospects

The winning combination sustained. 1987 will be another

year of healthy balanced growth with low inflation - the
fifth in a row. This is a combination we have not seen for
a generation. The growth forecast for next year is 3% compared
with 2%% at Budget time. Thg unemployment outlook is more

promising too.

Inflation in recent months has been at its lowest level
for almost 20 years. It is now back to the average of the
1950s and 1960s. Tﬁe ﬁorecast shows some rise 1in
the RPI over the next‘yea{,t? ;ﬁyolatile mortgage interest

 d
payments are excluded, LYill remain broadly static.

The economic upswing is broadly based. The economy is

providing balanced growth. Although consumer spending rose
by 5% in the year to the third quarter of 1986 this spending
is not sustaining the growth. Indeed growth in consumer
spending is expected to fall slightly in 1987. The forecast
pick-up in growth reflects improved prospects for exports

together with an increase in stocks held by industry.

Company profitability is at the highest level for over 20

years. The net growth of new businesses between 1983 and



1985 averaged 550 a week. Last year new company registrations

were up 7%, reaching a record level.

Manufacturing output has risen 10% since the June 1983
election. Over the past five years manufacturing held its
market share and kept pace with world output better than

at any period in recent history.

Balance of Payments. A small current account deficit is

forecast for next year. This is the natural consequence

of the sharp fall in the oil price.

Export volumes are now picking up after a flat period at
the beginning of 1986, reflecting the weakness in world
trade. In nqn—oil terms export volumes rose by 2%% 1in - the
third quarter of 1986 on the previous quarter - this is

an all-time high. Exports are expected to rise again in

1987.

Net overseas assets stood at £80 billion at the end of last
year giving an annual return of over £4 billion. [We are
now reaping the benefits of the abolition of exchange control

and prudent investment of North Sea oil revenue.]

Employment. Employment has been rising continuously since




before the last election - the longest period of sustained
employment growth for nearly 30 years. An even more rapid
rise in the 1labour force has kept employment stubbornly
high. But, with the labour force growth slowing and economic
activity picking up, to say nothing of training and other
measures to boost employment, the prospects for a fall in

unemployment are more promising.

Borrowing. A firm financial framework is being maintained
and public borrowing remains on track. The forecast PSBR
of £7% billion is up only a half billion on the Budget
forecast, while the changes being made to the North Sea
fiscal regime alone amount to a cost of £300 million this

year. [Section needed PSBR and North Sea oil].



The Programmes - Summary Table of Main Changes Here

1. Health. The Government has increased NHS spending
by over 24% in real terms between 1978-9 and 1986-7 - an
average of about 2%% a year. The totals announced in the
Autumn Statement will enable the Government to improve on

this excellent record.

Spending on health in 1987-8 will be increased by over 6%
on the current year, rising to over £19 billion. There are
also further substantial rises for 1988-9, to £19.8 bllion

and 1989-90, to over £20.7 billion.

Cost improvement programmes should release a further

£150 million in 1986-7 for spending on services to patients.

Spending on NHS capital has risen by 28.5% in real terms
between 197/8-9 and 1985-6. Under Labour it fell by 30%.
Over 100 new hospital schemes are planned to have been
completed between 1979-80 and 1989-90. At the moment there
are 380 major schemes under way in a £3 billion building

programme.

2 Social Security. Total benefit expenditure has risen
by 35% in real terms, to £11 billion since 1978-9. Spending
on benefits for the long term sick and disabled is up 55%
between 1978-9 and 1985-6. The commitment to protect

pensioners against inflation has been more than maintained



despite an increase in 850,000 pensioners. Expenditure on
retirement pension is up 17% in real terms between 1985-6

and 1978-9.

1987 benefit uprating is fully in line with inflation. The

transition has now been completed to reqgular April upratings.

The estimatgd outturn for 1986-7 is £44.3 billion for 1986-7,
rising to over £49 billion in 1989-90. Total programme

amounted to £41 billion in 1985-86.

37 Education. Provision has been substantially increased
over the 1986 White 'Paper. The provision for the DES is
up 12% on last year. Furthermore £320 million has been made

available as part of a package to end the 1long running

teachers' dispute.

Spending for pupils in schools is at record levels: it has
risen by 17% in real terms between 1978-9 and 1985-6.
Education capital spending will remain broadly at present
levels, despite fall in rolls. An additional £10 million
in 1987-88 and 1988-89 for voluntary schoals' capital

represents a substantial increase on the 1986-87 provision.

The science budget has also been increased by £20 million
in 1987-88 and 1988-89. The Government is spending £16 million
more in 1989-90. There will be a substantial increase for
Civil R & D (the Secretary of State for Trade and Industry
will announce the precise amount in a few weeks). The

universities provision has been increased by £65 million




in 1987-88 and £72 million in 1988-89.

4. Housing. 1987-88 gross provision for housing is increased
by £460 million over the 1last White Paper. £220 million
of this is represented by receipts and the rest by an increase
in the base 1line. In the following years provision will
be further increased by £365 million, in 1988-9 and by £370

million, in 1989-90, made available from additional receipts.

Much of the addition is intended for renovation. By
channelling thé provision through the Urban Housing Renewal
Unit (in the Department of Environment) resources will be
more effectively used. Audit Commission reports have
highlighted much wasteful spending by 1local authorities.
Total capital spending on local authority renovation is
already £1.3 billion a year. With current account maintenance
and repair, total local authority renovation would be £2.56

billion.

5% Employment. The 1986 Budget measures included major
increases in programmes for the unemployed, especially the
young and the long-term unemployed. The 1986 Budget added
nearly £200 million to Department of Employment spending

in 1986-87, and nearly £300 million in 1987-8.

These measures are bringing results:
- YTS. About two-thirds of participants are in Jjobs,

further education or training three months after



leaving the scheme

- Job Clubs. Two-thirds of people leaving job clubs

go directly into employment

- Community Programme. Participants are twice as likely
to find work afterwards as the average long-term

unemployed.

Total Department of Employment spending (including MSC)
is up 96% in real terms between 1978-9 and 1986-7. It is
planned to increase to 103% in real terms by 1987-8.
Employment training and related measures will be £3 billion

in 1987-8, rising to £3.3 billion in 1989-90.

6. Transport. Local authority capital road provision is
up £60 million in both 1987-8 and 1988-9. This increase
is entirely for 1local roads. National road provision is

up £5 million in 1987-8 and £15 million in 1988-9.

Over 600 miles of motorways and trunk roads were completed
between 1987 and mid-1986. The backlog of motorway and trunk

road repairs is planned to be eliminated by 1981.

Because of wunending privatisation, no separate provision
is made for the National Bus Company's external finance

7. Defence. Provision for 1987-8 and 1988-9 remains as



planned in the 1986 Public Expenditure White Paper. The
provision for 1989-90 gives a cash increase of £490 million
over 1988-9. The Falklands costs are now declining markedly,

from £570 million (1985-6) to under £130 million (1989-90).

Defence expenditure is broadly stable following a real termg.
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8. Law and Order. Law and order spending has increased

by 36% in real terms between 1978;§ and 198512. An increased
provision for police will mean 300 extra officers for the
Metropolitan Police and 500 for the provincial forces in

1987-8. An additional £61 million will be available to help

DA Bl- IR A0 Cad €F ~mcllon aprtish (Eag -4

e,

the victims of crime} _and ’ﬁhere will be increased funding (4%¥%-Sh)

for the fight against drugs and for a c¢rime prevention

campaign.

The prison building programme consists of sixteen prisons
at a cost of £427 million, with four more at the design

stage.

9. Overseas Aid. Increases in aid are planned to maintain
the overseas aid programme to 1989-90 at the same real terms
level as 1986-7. The UK aid programme is substantial, the

sixth largest among Western donors and the third largest

in the EEC.

Aid 1is important. Perhaps equally crucial, in alleviating
vhe salsr vy
problems of developing countries is] direct investment. This

rose from £980 million in 1983 to over £2% billion in 1985.

10. Energy. Provision is down by £140 million made possible
by the ending of the "coal buying scheme", which was
encouraging industries to switch to .coal—firing energy
generation. The electricity industnféﬁ}?forecast to make
a record profit in 1986i7. Electricity prices are down 10%
in real terms since the 1983 election, contrasting with

a real term increase of 27% during the last Labour



adm.inistration.

115 Agriculiuré. The éubstantiai spénding programme in
1987-88 and the two foilowing years demonstrates the
Government's full commitment to British agriculture. Provision
will be increased for flood defences to help meet the costs
urgently needed to strengthen the sea defences in East Anglia,

and the rebuilding of the sea wall at Seaford.

12. Arts and Libraries. The provision for 1987-8 represents
a 16% increase in real terms on 1978-79. This more than
fulfills the Government's 1983 manifesto plédge to keep
up the 1level of support. Even after the deduction of
additional post-abolition central funding central Government
provision will be 7% higher in real terms over the 1life

time of this Parliament.

Radical and generous changes to charitable giving were
announced in the last Budget. These will greatly benefit
the arts world, as does the Business Sponsorship Incentive
Scheme, which has generated £10.5 million since the Government

launched it in 1984.

13. Nationalised Industries. Nationalised industry financing
requirements are planned to decline progressively over the
survey period. They have already declined from £3.2 billion

in 1981-82 to £560 million in 1986-87.

14. Local Authorities. Grant in 1987-88 is £1.5 billion

higher than in 1986-87. This recognises the growth in local



authority budgets, plus the addition for teachers' pay,

and is between % and 1% above general inflation.

This generous provision should keep average rate rises low,

between 2 and 4%, on average, if 1local authorities spend

in line with plans.

Gross capital provision is being increased by £750 million
in Great Britain in 1987-88. Extra receipts of around £350
million will also increase the room for gross spending in
1988-89. These plans fully allow for the expected use of

spending power from capital recéipts.

15. European Community payments. The Fontainebleau system
is now working as planned and producing larger abatements.
The 1986 abatement is £1,250 million, the largest ever
received. The 1987 abatement in the draft Community Budget
is £1,125 million, but the EC's Budget Council has recognised

that this figure will have to be corrected upwards.
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The Labour Party

What they did last time

In their first year of office Labour increased spending
by X and borrowing by Y. The consequences are well known.

Labour were forced into the hands of the IMF. In 1975-6

“ lar-6 Kot s
the ratio of the PSBR to GDP (at 9%%)~ would mp-}y_{_he“:ssaa.

PSR

L for the current financial year of over £35 billion.

2 Profligacy on this scale forced the Labour Party into
a savage reversal of their spending plans. Even by 1978-9
Labour had still not recovered from these cuts. The damage
was particularly severe in capital spending, and contrasts

sharply with the record of the Conservative Government.

Capital Spending

Real Terms percentage increases
(1984 85=100)

1978-79 over 1985-86 over

1973-74 1978-79
Total capital (gross) -20 0
Health capital =34 +28
Road (capital and current,
central and local government) =36 +10

This was the 1legacy of Labour's tenure, roads unbuilt,

‘A&ri’w‘« }w«t-)a»w( :



What they say they will do

3. Labour spending spokesmen have committed the Labour
Party to a spending spree rather more profligate than they
MBw ald (9T
implemented in their first years of office[ . Ihe. “Chief
Secretary costed these in February at £24 billion. By July
the cost had risen to £28 billion, if a further £7 billion

of pledges by Michael Meacher is excluded.

4, Since July the Labour have made a number of further

pledges which add about another £8 billion to the £28 billion

figure.

8 From time to time the Labour Party try to give the
impression that they have learnt the lessons of the past.

For instance Mr Kinnock has said:

"We are not going to be able to say 'yes' to everything.

It is no good there being a galaxy of promises which

prevents us from being able to fulfill hardly any

of them." (Guardian 20 Mafff&iigﬁl%ZFy contrast writing
e e e

’ in Tribune Roy Hattersley called for "a massive boost

in demand" because "there has to be reflation in the

sense that there is a shortage of demand." (Tribune,
10 May 1985).
6. Labour spokesmen have openly admitted that keeping

track of the cost of pledges is not a high priority. For
example John Smith said "I am not sure that it's important
to cest everything in detail." (7TriBuné 8 NeVember 1985).

Since the Chief Secretary added up the cost of Labour's



policies th€y have responded by implying that some of them
may be deferred, but Labour spokesmen have fallen short
of saying that they would not be implemented in the lifetime

of a Parliament.

-

7 Clearly Labour hope to "buy votes" oca—amassive—scale-
with these huge and unsustainable policies, to—a wide—range_
of interest—groups. This is particularly reprehensible on
the social services field where vulnerable groups have false

hopes held out to them.

g8 Since Labour are committed not to increase the basic
rate, increased spending would have to be financed out of
higher income tax rates, indirect taxation and borrowing.
For illustration, if £28 billion were raised from VAT alone,
on ready reckoner arithmetic, this would imply a rate of
at least 43%. If the basic rate were raised, this would

imply an increase for the ordinary taxpayer to 53p in the

pound.
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I attach the format of the summary table of the revised expendlture

plans that we propose you should lay before the House on the

afternoon of 6 November.

22 It represents a somewhat simplified version of the full
table 2.2 that will be given in the written statement. We do
not think it would be prudent to plan to produce the full table
on 6 November. Even if all programmes had been settled before
6 November, there 1is inevitably a degree of uncertainty about
some of the component figures - particularly for the territorial
departments - which on normal form take a couple of days to sort
out. We therefore think it highly desirable to have some degree
of flexibility to finalise these details between 6 November and

publication of the Written Statement.

3 We propose to achieve this by grouping together in 1line
18 of the attached format all the territorial departments and
a few of the other smaller departments who will be separately
identified . in the  full . table . 2.2 -. ants ..and .libraries, .PSA,

Superannuation and Other Departments.
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The format also includes some other groupings of departments

which will be separately identified in the full table 2.2, namely:

(i)

(ii)

Otherwise,

5a

6.

the FCO Diplomatic Wing and ODA are merged.

IBAP, Domestic Agriculture and Forestry are merged.

all the rows are as will appear in the full table 2.2.

Other points you may wish to note on the format are:

(i)

(ii)

G 19

figures for 1985-86, which this year we propose
to include in the full table 2.2, are omitted.

underneath the main departmental breakdown, figures
are given for a broad spending authority breakdown
between nationalised industries, LA relevant current
and other departmental spending. ("Other departmental
spending" covers central government programmes,
local authority non-relevant and capital spending,
and those public corporations which are not
nationalised industries.) This three way split
corresponds to the totals to be shown in the more
detaidlediitables =227, 12.2B and =2 2C in ithe, Written
Statement. We propose including these totals in
the 6 November table so that you will be able to
draw attention to, for example, the figures for

LA relevant current spending.

a memo line is included at the bottom of the table
for general government expenditure. This reflects
your wish for this aggregate to be given some degree
of prominence. We envisage repeating this 1line
in the full table 2.2.

We will let you have a version of this table with the near

final figures as soon as possible next week. Meantime, it would

be helpful to have your reactions to the proposed format.

(2 cc.

PYR .CHGRAY:
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Dear Chancellor i 3 7773 Me ™Mue MR Loss m

L ]
I thought it would be helpful if, in the period immediately before the
Government's Autumn Statement, I drew to your attention certain important
evidence from the Third Quarter Regional Business Survey conducted by the
UK Chambers of Commerce, on which a full analysis has just been concluded.

The most disturbing conclusion to come from the Third Quarter Survey is
that, while there has been a slight increase in the trend of orders during
the quarter from the home market, orders from expart markets have decreased
yet again and the balance is now totally flat i.e. the number of firms
reporting increases in export orders is completely cancelled out by the
number of firms reporting decreases. I attach the balance figures
(determined by subtracting the percentage of companies reporting decreases
from the percentage reporting increases). This evidence prompts us to
emphasise our concern at the extremely disturbing trend in the balance of
payments, with their implication for UK industrial production and
employment — a reversal of the current balance from a surplus of £3,602m in
1985 and a total surplus of £942m in the first half of 1986 to a deficit of
£1,151m in the third quarter alone of 1986 (with a deterioration in the
non—-oil visible balance from a deficit of £2,345m in the second quarter of
1986 to one of £3,718m in the third quarter and in the manufacturing trade
balances from a deficit of £612m in the second quarter to £1,951m, in the
third quarter.)

As I said, these trade and production developments have implications for
employment, and our survey shows overall a slight deterioration in the
prospects for employment. Unfortunately the deterioration is most marked
in regions which already have high unemployment: the West and East
Midlands, Greater Manchester and Merseyside, the North East and Wales.

So far as policy options are concerned I must emphasise the following:-

1. The Third Quarter Survey shows interest rates being far and away the
most important obstacle to expansion: and these surveys were taken before
the recent 17 rise in interest rates.

2. Although in the past quarter there has been a considerable movement
towards what Chambers would regard as a favourable exchange rate regime (a
lower sterling exchange rate against the European - but not the Japanese -
currencies which are most important for export trade and import
competition, and a stable rate against the dollar in which imports and raw
materials are priced), the latest surveys show concern that this situation,
which augurs well for UK trade competitiveness in nine months time, may not

N S

COMPANY LIMITED BY GUARANTEE REGISTERED IN ENGLAND NO. 9635



-2 -

last. We would again urge membership of the exchange rate mechanism of the
EMS, which would help to ensure stability; otherwise, we urge an interest
rate policy designed to avert sharp rises in the sterling exchange rate if,
for example, the price of oil rose.

3. The Third Quarter Survey shows that concern about the level of pay
settlements now ranks equal second (to the burden of local authority rates)
as an obstacle to future expansion. The ABCC believe that you are right to
continue emphasising the dangers to competitiveness and employment
resulting from pay settlements averaging twice or three times the rate of
inflation and well beyond any productivity gains, thus there is little
cheer on the unit wage costs front. Chambers of Commerce do not negotiate
pay settlements on behalf of their members, which are predominantly small
and medium sized enterprises unable to dictate the outcome of industry-wide
settlements. We believe that a policy initiative rather than simple
exhortation is required and will be addressing the problem in our
Representations for the 1987 Budget. Meanwhile, the business community
will be carefully watching developments in the teachers' pay negotiations,
because of what this may imply for the remainder of the public sector and
the private sector in the forthcoming pay round. We support the clear
statement by the Secretary of State for Education that pay concessions of
the kind envisaged should be matched by realistic, visible and lasting
improvements in efficiency, productivity and working practices.

4. Chambers would react strongly on behalf of their 50,000 members if
there were to be increases beyond the rate of inflation in public utility
charges — particularly electricity, gas and water. We support the
objections expressed by the Chairman of the Thames Water Authority over the
proposed rescheduling of debt repayments, which will have serious
consequences for water charges. We should also be critical if the final
rate support grant settlement (which should take account of the
Government's proposals for teachers' pay) made sharp rate increases
inevitable.

5. Finally, I would reiterate once again our powerful arguments (put to
you in the letter of 15 July from our Chairman of Council, Tommy
Macpherson, and developed in our paper "Invest Now, Save Later" published
earlier this year) for a substantial programme of capital investment in
infrastructure projects, notably, housing repairs and improvement
particulary in inner cities; improvement of the water and sewage system;
and continuing development of the UK road and railway system (on which we
must acknowledge the progress that has already been made). We believe that
such spending would be cost effective in terms of contribution to
industrial efficiency and to diminishing unemployment and we should be wary
indeed of public spending increases in the next financial year which are
simply designed to be absorbed in public service pay increases.

I am sending copies of this letter to the other Ministers concerned: the
Secretaries of State for Trade and Industry, Employment, Environment,
Education and Science, Transport, Social Services and the Chief Secretary
to the Treasury.

Yours sipcerely

R S Burman
Chairman of the Economic and Industrial Committee
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AUTUMN STATEMENT: PRESENTATION ON 6 NOVEMBER
The Chancellor has seen ybur minute of 3 November.

f\ 24 He is content with the APRT presentation you suggest. His

preferred colour for the Treasury document folder is blue.

&

CATHY RYDING
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AUTUMN STATEMENT: PRESENTATION ON 6 NOVEMBER

Assuming Cabinet reaches agreement on Thursday we shall be issuing

four documents as you sit down after making your oral statement

(a) copy of your oral statement

(b) the Industry Act Forecast press notice

(c) the Public expenditure table press notice

(d) Revenue Ready Reckoner (ie what will be Chapter 4 of the

printed document)

These will provide virtually all the information to be included in
Chapters 1, 2 and 4 of the printed document. The rest will be in
press notices issued by other departments - eg, in the DHSS PQ and
press notice, which will provide all the significant information

later to go into in Chapter 3.

s We propose to release the four Treasury documents under cover of
a folder overprinted with the attached standard Autumn Statement
cover layout. There is a choice of three colours, cream, blue or
white (samples attached) - we would be grateful to know which you
prefer. We think this is the simplest and quickest means of
packaging the documents (it avoids the need for stapling or tagging)
in the short time available after Cabinet.

3 The Inland Revenue will be issuing a press notice on the APRT
change. To make life bearable after 1.00pm on Thursday we are trying

to cut down the number of documents which will go into the Treasury
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‘folder. We suggest, therefore, that the Inland Revenue press notice
should not be included in our folder; and that we cover the APRT
change by adding a separate section to (d) above - as we will have to
do in any event in the printed document. Chapter 4 should be renamed
(perhaps "0il taxation and revenue ready-reckoner" instead of the
present "The Revenue effects of Illustrative Tax Changes")

4. Are you content with this presentation please and may we know
your preferred colour for the press notices folder/?

ML

M C SCHOLAR
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FROM: A P HUDSON
DATE: 3 NOVEMBER 1986

ce Sir P Middleton
Sir T Burns
Mr F E R Butler
Mr Scholar
Mr Turnbull
Mr Sedgwick
Miss O'Mara
Mr Culpin
Mr Gray
Miss Noble
Mr Pickering
Mr Cropper
Mr Tyrie
Mr Ross Goobey

I attach the Chancellor's own draft of the Oral Statement.

At > R
&N 1'E7)0.

2 The sections on detailed public expenditure measures are

pending the Chief Secretary's views.

3% Please could I have comments and additional contributions by

close tonight?

A P HUDSON
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With permission, Mr Speaker, I should like to make.

statement.

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the printed Autumn Statement,
accompanied by an Oral Statement to the House, next

Tuesday.
For obvious reasons that is not possible this year.

So while the Autumn Statement will be printed in the
normal way and laid before the House as soon as it
reassembles next Wednesday, I thought it would be for the
convenience of the House if I made my Oral Statement

today.

This will cover all three of the key elements in the
printed Statement: the Government's outline public
expenditure plans for each of the next three years and
the expected outturn for this year, proposals for next
year's national insurance contributions, and the
forecast of the economic prospects for 1987 required by

the 1975 Industry Act.

Summary tables for both public expenditure and the

economic forecast will be ava1 able from the Vote Office

as soon as I have sat down.// turn first to the outturn
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for the current financial year, 1986-87.

The public expenditure planning total now looks likely to
amount to some £140§b?eélébn, or a little over 1 per
cent, more than was aliowed for in this year's Public
Expenditure White Paper. The main reasoqﬁ’ for this
excess is an 8 per cent rise in the current spending of
local authorities - far more than was provided for.
However, two major items of public expenditure which lie
outside the planning total, debt interest and the
overseas borrowings of the nationalised industries, are
likely to fall £1bn short of what was forecast at the
time of the Budget, which reduces the overall expenditure

overrun to about £ibn.

On the revenue side, the North Sea tax take is likely to
be even lower, by about £1bn, than I envisaged at the
time of the Budget, largely because for a long period the
0il price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

This shortfall, however, is more than offset by the
continuing buoyancy of non-oil revenues, in particular
VAT and Corporation Tax, which now look likely to exceed
the Budget forecast by £1%ibn. This would imply an
overall revenue overrun of about £3ibn, the same as the

projected expenditure overrun.

At the same time I have one tax change to announce.

The collapse of the oil price has led to a sharp cutback
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in investment activity in the North Sea, with inevitable
consequences for the UK offshore supplies industry both

in Scotland and the North of England.

Against this background the Government is conducting a
review of the North SeéAregime, and I shall be announcing

my conclusions in the light of that review in the Budget.

But given the current difficulties of the offshore
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefully targeted basis, to accelerate
the arrangements for the repayment to the oil companies

of Advance Petroleum Revenue Tax due to them.

The details of this change, which will require
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be

issuing as soon as I have sat down.

The new arrangements will result in a loss of revenue
this financial year of some £300m, which will of course

be fully recouped over the next three years.

Taking this into account, the Public Sector Borrowing
Requirement for the current year is now forecast to be
about £7ibn, slightly above the £7bn figure which I set
in the Budget./?DI turn now to the public expenditure

plans for the next three vyears. This year, for the
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fourth successive year, public spending is set to decline

'as a proportion of national output.

And this remains true even before deducting the proceeds

of privatisation.

The Government is determined to ensure that this trend
continues: to see to it that total public spending, even
without taking account of privatisation proceeds,
continues to decline as a percentage of GDP. The plans I
am about to announce secure that objective. But within
this overall constraint the Government has felt it right,
in the context of its policy priorities, to allow an
increase in the previously announced planning totals for

1987-88 and 1988-89.

The new totals have been set at £1483ibn for 1987-88 and
£1543bn in 1988-89, an increase of £43ibn and £53%bn

respectively.

For 1989-90 the planning total has been set at £XYZbn.
/f>éompared with the forecast outturn for 127@6—87, these
totals suggest an average growth of public spending of a
shade over 1 per cent a year in real terms, well within

the prospective growth of the economy as a whole.

As usual, these totals incorporate estimates for the
proceeds of privatisation. Last year I increased the
estimate of these proceeds very substantially to £43bn in

each of the three Survey years, a figure which I expect
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to be duly achieved this year.

Although the privatisation programme is now moving ahea’
more strongly than ever before, I have decided to make
only a modest further addition to this estimate, bringing

it to £5bn in each of the next three years.

The new planning totals also contain substantial
reserves, rising from £3ibn in 1987-88 to £73bn in 1989-

90.

[These are larger than in any previous survey with the
exception of 1last year's, when, exceptionally, 1local
authority provision was artificially set at the same cash
figure for all three years and special allowance had to

be made for this in setting the reserves.]

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Government attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected

increases in public expenditure over the next three years
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to undermine the prudence of the Government's overall

’fiscal stance, either next year or subsequently.

The Government's fiscal stance will remain as set out in
the medium-term financial strategy published at the time

of this year's Budget.

[TThe largest increase comes on local authority current
spending, where provision for 1987-88 and 1988-89 had
previously been set at the same cash level as in 1986-87,
pending further decisions. Full account has now been
taken of likely future levels of spending, and this has
meant an increase of £4bn in provision for 1987-88. Over
half of this increase is for education, including the new
proposals on pay and conditions of service for teachers
announced last week. A further major portion of the
increase 1is for the police. In subsequent years
provision has been set so as to grow [broadly in line

with] inflation.

In addition to the increased provision for the cost of
education in schools contained within local authority
current spending, there will be additional provision for

universities of £60m in 1987-88 and £70m in 1988-89.

Spending on the health service will be increased by £310m

in 1987-88 with further increases in subsequent years.

Combined with the resources increasingly being generated
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by greater efficiency, this will not only meet the
growing demands on the health service but will allow it

to improve services. l

In addition to enjoying the benefits of substantially
higher receipts from council house sales - nearly £1bn
over the three years - housing investment will be
increased by £225m in 1987-88. This will sustain the
rising trend of spending on renovation and improvements

and provide extra resources for the housing associations.

In the light of this year's experience, £13bn has been
added to next year's provision for social security, most
of which represents greater take-up of existing means-

tested benefits.

For defence, the provision remains as planned in the last
White Paper after allowing for minor changes, including a
reduction in the estimated cost of the Falklands
deployment. The defence programme will continue to
benefit from the substantial real growth in previous

years and the wide-ranging action to improve efficiency

and value for money. ;

A summary table setting out the figures for each
programme will be available in the Vote Office as soon as
I have sat down, and further details of these and other
changes will be contained in the printed Autumn Statement

which will be published as soon as the House returns next
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week. In addition, full details, together with
'information on running costs and manpower, will be given
in the public expenditure White Paper early in the New

Year.

I now turn to National 1Insurance contributions. The
Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the
benefit uprating which my Rt Hon Friend»the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295
a week. The limits for the reduced rate bands which I
announced in last year's Budget will also be increased
again in April, but by proportionately larger amounts.
Thus the upper limit for the 5 per cent and 7 per cent
bands will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate
for @mployers will be raised to £150 a week. The
taxpayer's contribution to the National Insurance Fund -
the so-called Treasury Supplement - will be reduced by 2
per cent to 7 per cent, but this will not require any
change in contribution rates. Thus the main Class I
contribution rates will once again remain unchanged at 9

per cent for employees and 10.45 per cent for employers.
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Finally, I turn to the Industry Act Forecast. .

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 2% per cent, against
a Budget forecast of 3 per cent, and inflation in the
FourthQuarter of this year now looks likely to be 3% per
cent, against the Budget forecast of 3% per cent. The
principal reason for this slower growth has been the
disappointing performance of exports, which were hard hit
by the cutback in spending by OPEC and other primary
producers affected by the sharp fall in commodity prices
in general and the o0il price in particular. These are

export markets of particular importance to the UK.

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in
the current account of the balance of payments, a surplus
of from £Xbn in 1985 - and a cumulative surplus of £YZbn
over the six years from 1980 to 1985 inclusive - to a

forecast of broad balance for 1986.

Looking ahead to 1987 the prospects are generally
encouraging. While the inescapable adjustment of the
exchange rate to the oil price collapse has now taken
place, it will inevitably take time before the full

benefits come through in higher non-o0il exports ad
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reduced import penetration at home.

This means we can expect the current account of the
balance of payments to go into deficit next year, for the

first time since 1979, to the tune of some £1ibn.

Even so, exports are forecast to rise next year by 3 per
cent, compared with an increase of only 1 per cent this
year, with manufacturing output, in consequence, up by 4
per cent. And with domestic demand continuing to expand
at the same rate as this year, the economy overall is
likely to grow by a further 3 per cent next year - the
sixth successive vyear of growth at 3 per cent or
thereabouts, and into the seventh.
ed
Record, inflation is likely to edge up a little, to 33} per

cent in the Fourth Quarter of 1987.

This isZ;ntirely/almost entireli]due to the effect.on the
RP1 of the timing of mortgage rate changes, and the
Government's commitment to a monetary policy that will

squeeze out inflation remains unabated.

Meanwhile the 1likelihood of faster growth next vyear,
coming at a time when unemployment already appears to
have stopped rising, suggests that the prospects for some
fall in unemployment are now more promising than at any

previous time this decade.

But this promise «could still be frustrated by

10
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excessive pay settlements./fThe full text of the Autumn
forecast is to be published today and is now available i.

the Vote Office.

It will, of course, also be included in the printed

Autumn Statement next week.

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the lowest 1level for two
decades, combined with sustained growth and steadily

rising living standards.

This 1is a combination that has eluded successive
Governments for a generation. We have brought it about
by the determined pursuit of free markets and sound

money.

And that is what we will stick to.
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Table 1: Changes to Planning Total

1987-88 1988-89 1989-90

1. Opening Reserves =

(after Budget measures) 6.1 s 9.6/

/

2 Total additions to programmes [

(see C(86)22) 745 8.1 10./6
- Excess over Reserves 1.4 0.2 1.0
4. less increase in privatisation

proceeds =02 =022 -0, 2
5'ed New Reserves required 35 SP) NS
6. . Increase in planning total i

{3-4+5) e e T el 8.8
7. Baseline 143.9 148.7 153.2\

8. New planning totals 148.6 154,

[y®)
b
N
'.-J
w
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(i)

(ii)

(iii)

SECRET (until after Autumn Statement)

Table 2:

Public Expenditure Trends

1985-86 1386-87 1987-88 1988-89:.1989=90
Planning total (cash) 1336 140.4 148.6 154.2 161.5
Planning total (real terms
1985-86 prices) 1336 136.5 139.3 139 ~8 14251
Percentage change =259 242 250 0.2 157
Average over Survey s
1978-79 1982-83 1386-87 1987-88 1988-89 1989-90
General government expenditure
as a proportion of GDP
Including privatisation
proceeds 43% 46% 43% 42% 41% 41%
Excluding privatisation
proceeds 43% 47 44% 44 42% 42%
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CONFIDENTIAL

until after Oral Statement

then UNCLASSIFIED

TABLE3

Prospects: summary

A.

C.

D.

Output and expenditure at
constant 1980 prices
(percentage change on
year earlier):

Domestic demand
of which:
Consumers' expenditure
General Government
consumption
Fixed investment
Change in stockbuilding
(as per cent of level of GDP)
Exports of goods and services
Imports of goods and services
Gross domestic product: total
manufacturing

Balance of payments:
Current account (£ billion)
Inflation:

Retail prices index (percentage
change Q4 on Q4)

Deflator for GDP at market
prices (percentage change on
year earlier)

Money GDP at market prices

Outturn
1985

33

5%

1985-86

(percentage change on year earlier): 9%

Forecast
1986

3%
1986-87

5%

Forecast
1987

-1%

3%
1987-88

31

7

Average errors
from past
forecasts¥*

w Ny [
T T

o

21

1 E |

Source: Forecasts for 1986 and 1987 and average errors on past forecast published
in Autumn Statement Table 1.14.

* Errors relate to average differences (on either side of central figure) between
forecast and outturn: relevant to forecast for next calendar or financial year. For
method of calculating these errors, see 'Economic Progress Report’' June 1981.

Margins of error based on forecasts made in ten years 1975-1984.
adjustment for effects of major changes

forecasts.

WPU

Errors after
in fiscal policy where excluded from
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FROM: MISS C EVANS
DATE: 3 NOVEMBER 1986

CHANCELLOR OF THE EXCHEQUER cc Chief Secretary
: Financial Secretary
Nl ) y € Economic Secretary
v o - Minister of State
“NLLs LD . Sir Peter Middleton
i ) v Sir Terence Burns
\( Mr Scholar
’ v Mr Sedgwick
Mr Turnbull
Miss Noble (Chapter 3 only)
Mr M Williams (Chapter 4
only)

PRINTED AUTUMN STATEMENT: FIRST PROOF

I attach a proof copy of the printed Autumn Statement which will be
published on 12 November. The document is printed in Treasury House
Style ie following this year's FSBR. The two page table (this year
Table 2.3) detailing public expenditure plans will, as last year,
include colour.

Clanp beds
25 We would be grateful for your comments on the attached draf?& A
revised proof will be submitted at the end of the week.

Froht cover and title page

3 Publication on Wednesday 12 November means that the document
will need to be in the form of a Command Paper. The front cover will
have a Command Number in the bottom right-hand corner and the title
page will be on the lines of the public expenditure White Paper.

Chapter 1l: Economic Prospects for 1987

4. The attached text has been amended to take account of the
comments you made on the draft submitted by Mr Sedgwick on Friday.
EA have submitted a clean typed version this evening to Sir Terence
Burns of which Mr Allan has a copy.

Chapter 2: Outline Public Expenditure Plans for 1987-88 to 1989-90

5% You commented on an earlier version of this chapter (Mr Allan's
minute of 29 October to Mrs Dunn) and the attached has been
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extensively redrafted to take account of your comments and those of
the Chief Secretary. The paragraphs dealing with individual
departments are still in the process of being cleared with them. The
figures are also still being refined. We have included two tables
for public expenditure trends on the lines you suggested. The
graphic designers have also drawn up charts showing general

government expenditure in real terms and as a percentage of GDP.

ﬂ{”f; 6. You suggested that the text on the various specific programmes
n should include information on output. This is difficult to do within
\’”~the confines of the Autumn Statement where there is only space to
describe the main changes to the programmes at fairly aggregate
levels. Your Private Secretary's letter to departments did however
urge them to cover outputs as well as the changes in provision. 1In
addition, we suggest a more prominent reference to the fact that this
information will be included in the White Paper. :

Ts You also asked about the classification change affecting ECGD.
Mrs R J Butler's submission to the Chief Secretary on 25 March

fr N ‘p_'l"“"“]

;;f;fz’“of non-controversial classification changes at the start of the

(copied to your Private Secretary) sought permission to make a number

Survey when the baselines were being settled. The purpose of the
ECGD change was to move their figures from an accruals to a cash
‘ basis, to bring them into 1line with all other elements of the
f&ff planning total. Miss Rutter's minute of 11 April gave the Chief
Secretary's approval for certain of these changes including ECGD.
Other changes made at the same time include switching the Covent
Garden Market Authority to List I from List II public corporations.

8. At the time of Mrs Butler's submission it was thought that the
change in ECGD would add £28 million to the planning total in
1987-88. 1In the event, when ECGD submitted the data to amend the data
base it was realised that due to further previously unsuspected
difficulties, £47 million would need to be added. But by this stage,

it would not have been feasible to reverse the process.
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Chapter 3: National Insurance Contributions

9. This Chapter is in the same form as last year. The sentence in
square brackets at the end of the second indent of paragraph 3.02
will need to be amended to ensure consistency with the GAD report.

The figures in Table 3.1 are still provisional.

Chapter 4: Oil Taxation and Revenue Ready-Reckoner

10. As foreshadowed in Mr Scholar's minute of today we have changed
the title of this Chapter to include the APRT change. You will wish
to focus on the text of paragraphs 4.01-4.03 describing the APRT
measure. This 1is a Revenue draft as amended by Mr Scholar.
Mr Williams is content.

11. The remainder of Chapter 4 follows the content and layout of
earlier years with one exception. Last year, the ready reckoner
showed the effects of tax changes on taxpayers' liabilities (full
year effects) and on receipts of tax in the first year. This year the
Chapter shows the effects on receipts in both the first year
(1987-88) and the second year (1988-89): this change mirrors a
similar change introduced in this year's FSBR.

Cams G

MISS C EVANS
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Return to an Order of the House of Commons dated 13 November 1986: for
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Treasury Chambers }
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Ordered by the House of Commons to be printed 13 November 1986
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1 Economic prosp for 1987

o 2 see Pledypug

Hcinl nee wnreadt
wili alwor dat)  1.01 GDP is forecast to grow by 3 per cent in 1987, following growth of 23

Q por wak K RPL w@-&ﬁ«. ove- per cent this year. Exclading mrertgage-interest-costs;-retat-price-inflation—
He sent year Lihingit & >%Iémm-dese-mn-prcsmﬁwdrnmrg'brﬂ'percmtmhe—y«w
BV po cunk o Mo gt . the-fourth-quarter o£1987-

MQ gz

Assumptions 1.02 The forecast for the UK assumes that fiscal and monetary policies will
be as in the Medium Term Financial Strategy (MTFS) in the 1986 Financial
Statement and Budget Report (FSBR).

400 Ln e (AL MTFS,
tpar te PSAR udld ke | ik
'Q/cp.} GoP. The hql&vj

1.03 For 198687, total Government borrowing (the PSBR) is forecast
£73 billion, £ billion higher than at Budget time as a result of| @'Ta—ng:;:\
. oil taxation. For 1987—88 the forecast assumes

; i P  che MTES
1.04 W that North Sea oxl pnces average 315 a barrel

over the next year,ané

breedlyuits-preseniv ievet.

World economy 1.05 GNP in the major industrial countries has been rising by 243 per cent
a year since 1984. Domestic demand has been rising quite strongly over the
last year, but a fall in exports to countries outside the OECD area, including
OPEC, has held back overall GNP growth and caused a larger fall in the
growth of industrial output. Low inflation andetntercseraees scemslikely to
contribute to the strong growth in domestic demand in most major
economies through 1987, while exports to countries outside the OECD area
should fall less than this year. Markets for UK manufactures are forecast to
grow by about 44 per cent in 1987 compared to a likely 2 per cent in 1986.
uK ¢
¥*  Demand and activity 1.06 ﬁomestic demand has grown strongly in the last year but for most of "y
the year sluggish world demand has restrained exports,and findustrial output
more than GDP. In 1987, domestic spending is expected to increase at a
similar rate to this year and exports to continue their recent recovery. GDP
. is likely to rise by close to 3 per cent with manufacturing output increasing
by almost 4 per cent.

Kx

Labour market 1.07 Employment has continued to rise with around 200,000 extra jobs in
the year to June 1986. Unemployment appears to have stopped rising during
the last six months. Prospects for some fall in unemployment are promising
as activity picks up and growth in the labour force slows.

Inﬂatlon 1. 08 Inflation has fallen this year with the retail brices index rising by 3 pera
YRR ent)in the > year to September compared to 5% per cent in the year to the
Q )__, fourth quarter of 1985.| % is likely to lead to some reduction in pa
q y
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b ”_l settlements W At the end of 1987, RPI
e inflation is forecast at 33 per ceﬁq\excludmg the eﬁ'ect of mortgage interest
rates should be much the same as it is now.

Trade and the current 1.09 The decline in oil prices, coupled with a pause earlier this year in the
account growth of the volume of world trade, hesled-te-a_deficit-on-the U&=
means thair e currenr ~current-secountinrecent-months. The volume of UK non-oil exports has
cLouk n ,th-, k be Jne  been growing again, and this regasessy should continue in 1987 at a pace'

L Delosce w 1Q86, reflecting the faster growth in UK export markets and the UK’s 1mproved
@/ me competmvenes;l"n)e volume of imports is likely to continue to rise as
domestic activity expands. The current account may show a deficit of some
£ 14 billion next year.

World economy %

Recent developments 1.10 Real GNP in the major seven countries has been growing at a rate of
233 per cent a year since the end of 1984. Industrial production in 1986 has

: -—VH‘ grown slowly a.s.a-:cwlt-otz;elwcakness in exports to OPEC and other
Teefating ot developing countries,amd-falis-in-energy-related activity,

1.11 In the second quarter of 1986 domestic demand in the seven major
countries was about 4 per cent higher than a year earlier. But exports have
Q_-"MM*” een weak, while 1mports have grown rapldly Both these developments A
" .pefleet-the fall in primary commodity prices and._nm. the collapse
in oil prices. The producers of oil and other primary commodities have had
to reduce their imports while consumers in the industrial countries, enjoying
lower inflation and large increases in real incomes, have now started to spend
more. Consumer prices in the major economies are now only 142 per cent
higher on average than a year ago; in Japan and Germany they are lower.

1.12 [n the US, lower inflation and lower interest rates have given a further

ok e,
Onlagin & S S i ¥ fwﬁherehm%een—lm-le)‘lmprovement in the current account deficit despxte
the dollar’s decline since March 1985. A number of reasons have been

suggestcd Thc strong growth in consumers’ cxpcndxturc.h:m:rtﬁmn:.
%, has sucked

in xmports from abroad Oil i 1mports havc risen to rcplace hlgh cost domestic

£ ke, producuon The dollar has not depreciated significantly against the
has yrot encies of some important trading compctltors (e.g. Taiwan and Korea).
Finally Amd the th normal “J-curve” effects of currency
SysAs i = movements, which have been exacerbated by the size of the initial trade
an,hm&‘v"'r imbalance—the value of U’meports is half as large again as that of && U5
exports.
1.13 Japan and Germany are both experiencing a contraction in the net
@ external demand for their products as a result of the strength of their
o DR v currencxcs and the wcakncsscs in thc dcvelopmg world. Beeh—-commre*
b growla & comsc e
oo ¥en wiidh, o /Tgrewsh. In Germany)an investment recovery has helped to raise domestic
Yo 4 Rer onth " demand growth and counter the external slowdown. In Japan, however,

investment has weakened and real GNP growth has fallen well short of
potential. Largely as a result of sharply reduced oil import bills and the initial
J-curve effects of their exchange rate appreciations, both countries are secing
large increases in their current account surpluses this year.
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1= ﬂ.u»(
< Chart 1.1 , Commodity prices

1.14 Oil prices fluctuated in the $8-$15 per barrel range over the summer
months, moving towards the top end of the range when OPEC announced a
. short-term production agreement for September and October—now

- o e % extended to December. Non-oil commodity prices, particularly food prices,
sk ey i ek, fridustrial materials prices reached a post-war low in
erms in mid-1986,bdst have recovered slightly. simee=asgust: Charts 1.1
and 1.2 show past developments in eil-and non-oilfcommodity prices.

_wakensd it Chart 1.2 , Oil prices .
l,‘ € 'xi e G
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K B Werld wnpok vobiwmss aeem ey L noe by abot Y o @i
: %bqq%‘mrd.,wawii\wdw\;\?\p. Houwever , wealt
N cek: g Coundnps Rave Lod T € UK expal wmorkds

' nonufeches wing wove KRowCy Man yomd wim n (A”6.

Prospects 1.13t World oil demand may have increased this year, followin%ccline/ in duneg
mscsEat the past five years. Further increases are likely in the next few years
partly in response to the lower real oil price. At the same time low oil prices
wed & mayJlower production in non-OPEC countries and cutbacks in development
activity. AsOPEC-oifiscflectively-the-residual source-ofsupply-there
2 . gt biki

Thewe Sw L(_ o '? .
g OPEC A e wizh  eilpriees. The forecast assumes that North Sea oil prices average $15a barrel
F‘_‘"'_.‘““MI ) A ond- g mext year—inelsdizg a small premium over world prices.
un 3 BT :
7

; b 1.1 Food prices are unlikely to strengthen significantly, as rising subsidies
ol belsBe " o farmers i ‘ 1 forrs4a-supply over the next few
‘ years. But there is likely to be some rise in industrial materials prices in real
terms as industrial production recovers in the major countries. ;
T L shon e foeot L el world ccimnt, ad JFode | ad for Couvmar A2
l.lﬁLM ‘g_w inflation and-interest-sates should contmI ue to
eustaia i t 1 domestic demand in the major economies.
x X However, in the US/ the fall in the dollar and an end to the once-and-for-all
7 ~ecffects of{ongqil_L__n’ia:s may lead to a modest rise in inflation. This,
ONM e ow&"‘"“ ise-ir=t could)slew the growth of domestic
o 5o demand. The effect of a lower growth in domestic demand on real GNP
an may be offset by improved trade performance following the dollar’s
depreciation.

Table 1.1 World economy

Per cent changes on a year earlier

Forecasts
1985 1986 1987
Major Seven countries':
Real GNP o 24 3
Industrial praduction 3 1 1
Exports of goods (volume) 4 2 3
i Consumers’ expenditure deflator 4 2 2
: World trade, at constant prices
'; Total imports 3 44 4
: UK export markets? 44 2 44
| Mnr&bcﬁl 'p/' US, Japan, Germany, France, UK, Italy and Canada. )fa':ufactures.

For

1.1; The steady economic recovery in Europe seems set to continue; indeed,
in many countries including Germany, output may grow faster next year.

//‘
@WJ‘) : apanese growth, however, may allsome-way shert-of its potential next

ko year as its traditionally strong export performance suffers from the en’s
% e apprcciation/ and demelie dipmand dees meic g M Lz
Aha

“Hoek
1.79 The major seven industrial countries are expected to grow on average
by 3 per cent in 1987. Domestic demand growth is likely to be a little fasteramd 4
« Together with the prospect of some recovery in commodity prices, and—
should lead to some improvement in the financial position offnon-oil LM%y >
developing countries. As a result their imports should start to rise again. The
oil producing countries, on the other hand, may have to cut their imports

further.
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Fe

Growhha é)
. s o 2¢ [fotal world trade growth in 1987 ns-e*peaed-tobe slightly less than

this year. Imports into non-oil developing countries and countries whose
exchange rates have appreciated are forecast to grow quickly. By contrast
there may be some slowing in US import growth, while further large

cutbacks in OPEC imports are expected. Trade in manufactures, however,
may grow rather faster than in 1986. Fhisis-the-mainreason-forthe forecast—

—recovery in UK export-markets—

Trade and the balance of payments conparel welbs ety & o

)
' Exchange rates 1. 2; The dollar has declmcd during most of 1985 and 1986 anﬂn-dmmr at
‘SJ“‘. ovesr 3? r_g‘- cantr lower

¢ Hle Dewhidemark ed T P peak in carly-1985.-Over-the same period the Deutschemark has appreciated
Yen. T&swj vden rose by abouX by_abeut—ze-pcrmn-cﬂbmcmm&md-che#en—by—mefefhm

\4e5 ,bur Qoo declined 5 St o as
3% (orcoal Sma “"?\';"g’s_bejm deehned—byua-be&c—l-&pe:—cen&-(@h&rt—l-%) During 1986 sterling has remained
te 6—.‘,“ oy He =~ d g broadly unchanged against the dollar, but has fallen against most other

currencies. The forecast assumes that sterling remains close to its present level
in both dollar and effective terms.

_Js¢——Chart 1.3 Exchange Rate and ﬁil {'iceg

e it i
o Brent spot price ($/BL) =R
35— -25
15 — -15
- ak -5
9% -9
Sterling index (1975 = 100) )
80 — —80
n= -70
2= -2
_’-\'\ $/£ rate :
e -0
(| 1982 I 1983 ) 1984 ! 1985 ] 1986 ]

Relative costs and prices 1. Z,t There has been a marked improvement in the UK’s cost and price
. competitiveness since the second half of 1985 as the depreciation of sterling
g“tz‘&‘“ﬁn“:qw i has more than offset the extent to which labour costs have been rising faster
¥ in the UK than in most other major countries.

te

Trade prices and the 1.23 Prices of exports of goods have been rising again in recent months. In
terms of trade the third quarter of 1986 export prlces of manufactures were some 4 per cent
(excluding oil) higher than a year ago. Import prices were weak until very recently as lower

emce. 9



Trade volumes (goods
other than oil and
erratics)

world prices for many commodities offset the effects of sterling’s
depreciation. The non-oil terms of trade, therefore, have remained relatively
steady. They may worsen slightly over the next year as a result of rises in
some commodity prices and the recent depreciation of sterling.

g A’} Ehot . S\ Shawn,

'fhe share of UK manufactured exports in the volume of world trade
has been broadly steady since 1980—following the decline of earlier years.
Non-oil export volumes fell in the carly months of 1986 when world trade
growth was sluggish but have risen again in recent months. In the third
quarter of 1986 exports of manufactures were some 3 per cent higher than in
the first half of this year. World markets for UK manufactures are expected
to grow more rapndly in 1987. This, together with the lagged benefits from

car’s gain in competitiveness, suggests that exports should continue to
grow steadily. rising trend in UK

has weon Snon-oil exportsjevident since the second quarter of 1986 w}xen world trade

gan to recover from its slowdown during the winter,

bring about

growth of 54 per cent between 1986 and 1987—a sharp rise over th@

zccnt growth between 1985 and 1986.

et e P

e SR ER

Chart1.4 Export Volumes (e,wt...t.;s ol od avalii ho)
e 2 L loss spaces - ekl |

&
F
1980 = 100 l
130 — -130 i
o0’ !
- 120
-—110
=100
90 — - 9%
I 1983 | 1984 - N 1985 I 1986 | 1987 I

@Tn}

10

&
1.25 Non-oil imports grew relatively slowly in the first half of this year but

have tended to rise more rapidly in recent months. The volume of imports

ppears to. have risen rather more rapidly than domestic demand, although

the increase in import penctratlo‘B has been less rapid than}\arsomc previous
Manufactured imports rose

Q"~IWC§§FB«0@ domestic Eﬁ;&as;on
______ Z particularly fast: some 84 per cent up in the third quarter over the first half

of the year. Imports of food have also been unusually high this year as a
result of the poor quality of last year’s harvest. Imports seem likely to
continue to rise refatively-strongly in 1987 as domestic activity expands—
although the lower exchange rate togcther with a return to more normal
levels of food imports will tend to slow the rate of growth. Imports of goods
are forecast to rise by 6 per cent in 1987 compared to 5 per cent in 1986.
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fenebrakici
B bwipace

Share of imports of goods (excluding oil)
in domestic demand

L

Chart 1.5 Export share and import

Uk export market share
(manufactures)
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Oil trade 1.2¢ G‘qpoil exports are likely to be some £4 billion lower in 1986 than in
1985 as a result of lower world oil prices. About half of this effect on the
~ current account will be offset by lower payments of interest, profitsand
;wch  dividends to foreign companies from the North Sea. Production from the
Ju wch it b P : . : e
R R P ey ‘%\\ North Seajis likely to . : 9(' Ty
%o Wo 130 \' domestic démand for oil may grow modestly in response to both lower oil
W-.jﬁjv\-o pallirlicd

\ prices and rising activity. The centribution-ef oil W
% '>\99C | therefore decline by a further £ billion or so in 1987. Q-NAQ b
B win ook - fuq-‘(;
{:),QM Trade in géftu)d{_ 1.2{ Table 1.2 shows the main movements in the terms of trade and trade— — —
Bow o A6k e isY* volumes for both totaljtrade and trade excluding oil. The UK’s terms of

/—J/
" M a3 S - 50

Bo €

TS RNt T 9-0H-p St @ aee are
a2k forecast to show little overall change next year. The volume of-total-goods
vhieh-has been recovering in recent month ' X

1s forecast to rise further in’ 198% The volume of tetat vs
- X‘Cwﬂ\y goedsimports , which was almost 5 per cent higher in the first three quarters
N of 1986 than a year earlier, is forecast to show a similar growth in 1987.

Table 1.2 Trade in goods

Per cent changes on previous year

v isdsd

All goods Goods less oil and erratic items T,

Export Import Terms* Export Import Terms*/

volume volume of trade volume volume of trade
1985 54 3 13 7 4 e
1986 Porth, joccast 2 5 -6 1 5 1
1987 Forcceo, 3 5 3 54 6 il

* The ratio of UK export average values to import average values.

’\\.wi‘

o
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Invisibles

< Current chomt :

Table 1.}3

~

tw“"

& -3
e m 1,23
e &E,J,,, o 5 od \¥BC e
3wy He vk AL S

1
1.28 The surplus on invisibles is likely to rise significantly in 1986 as higher
earnings from interest profits and dividends (IPD) more than offset a lower
surplus on services. The decline in the surplus on services in the first half of
this year was partly due to a fall in net tourism earnings, some of which was
attributable to fears in the US about terrorism in Europe. The transfers
balance, which depends largely on the size and timing of government
transactions with the EC, has been in smaller deficit this year althrough there
has been a tendency for other transfer payments abroad to rise.

1 29~ The surplus on meerest-r’-greﬁ-&-oﬂd-dwuiends-ﬂ-llm rose in the first

half of 1986. This reflects not only lower payments from the North Sea but
also the effect of sterling’s depreciation on UK credits from earnings
overseas. The surplus on IPD seems likely to increase further in 1987 as the
full-year effects of sterling’s depreciation are reflected in earnings in sterling
terms.

Current account

7
£ billion 4
Manufactures Oil Other Invis- Current
goods ibles balance
1985 -3 8 -7} 54 3) ¢
1986 Poly frecast —5% 4 -7 8} 0
1987 forecast -73 33 -6} 9 =14y
/

1 3# YThe current balance of payments recorded a deficit in the third quarter

AR T e wmb\l/ caw!r ) of 1986, following a surplus of about 1 billion in the first half of the year;

}'or the year as a whole the forecast is for broad balance jThe main factors
behind the changes between 1985 and 1986 have been the-fall-in-thenetoil—
8 ease Trrthe deficit-on-manufactures-trade-These-

tsc1 trvistble . The forecast

' .Amu-[«‘“" for 1987 is that w1th rising world trade and the beneﬁts of improved

the second half of 1986. The-deficit-for1987-is forecast to-be L1 billion-

'\W‘c"“‘“““ B 8 o competitiveness the current account may show no further deterioration from
wave B

Chart 1.6 Current Account ,ﬁalance of ,I‘ayments
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Overseas assets 1.3 The large current account surpluses of the early 1980s, when the value
of oil production was at its peak, have enabled the UK to build a large stock
of net overseas assets. This stock was about £80 billion, equivalent to 22 1771

(Ceny of GDP, at the end of 1985. It has probably risen further this year.

N

Dex}nand and activity

1.3/1 Over the 5 years since the end of thc 1979-81 recession, GDP growth
has averaged 23 per cent a year. After adjusting for the coal strike, economic
growth averaged almost 4 per cent in 1983 and 1984, but slowed down
during 1985 as exports weakened. GDP in the first half of 1986 is estimated
to have been around 2 per cent higher than in the first half of 1985; and endy-
about 1} per cent higher after excluding the direct effects of the recovery
from the coal strike. Economic activity has started to rise more quickly
again, at an annual ratc of about 2} per cent over the two most recent
quarters.

tf-
1.3} Spending by the personal sector has been vesy-strong this year. In the -

first three quarters of 1986 consumers’ expenditure was almost 5 per cent
higher than a year earlier, and the buoyancy of demand in the housing
market has started to show up in higher private residential investment. By

his-year-than-last—

-

)
1.34 Output of the service industries (accounting for 56 per cent of the
economy’s total output in 1985) continues to expand quite rapidly: the
estimated 34 per cent growth over the year to the second quarter of 1986 is
only a little less than the growth rate recorded over the previous two years.
Manufacturing output is estimated to have fallen by about 1 per cent over
the year to the second quarter of 1986, after a two year period in which
output in manufacturing had been expanding faster than the rest of the
economy. In recent months the trend in manufacturing output has been
upwards again. For 1986 as a whole, manufacturing output is expected to
remain at about the same level as last year.

¢
Personal sector l.;" Real personal disposable income has probably grown by some
~_expenditure 4 per cent in 1986, and real consumers’ spending by almost 5 per cent. The
et Ratiing ing ratio has fallen again this year)and-is-new-back-to-levels-last-seen-im -
ipilane. ; ehe—ea-rly—%befercfhcﬁmtoﬂvr%cethod. Both earnings and the
g SR consumers’ expenditure deflator are forecast to rise less in 1987 than this

year: the saving ratio is assumed not to change much from its current level.
: Consumers’ expenditure may rise by about 4 per cent next year, with
« spending on durables rising rather more thonshss

7
1.3@ Increased demand for housing has led to a pick up in house prices over
,,,/-f""/\‘thhc past year and housebuilding has risen as a result. Private housing starts
w were about 10 per cent higher in the firstjivalf of 1986 than in the same
: period of 1985. The rise in starts since early 1985 is beginning to show up in
the number of houses completed. Spending on improvements to dwellings
should continue to reflect the general buoyancy of personal sector demand,

so that total private investment in dwellings should show growth of more
than 5 per cent both this year and next.

13
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Chart 1.7 RPI and Personal ;Qvings vekio

15 —

Per cent

- 15
=13
g’ 7 -1
Personal sector saving ratio ceces
=9
)
=35
=21
=17
RPI (annual change)
=33
=9
-3
| ! o R | i | | | i I | I
1974 1976 1978 1980 " 1982 1984 1986 1987
forecast .

Company incomes and

expenditure

%
1.37 The net real rate of return earned by industrial and commercial
companies (ICCs) in 1985 was 11-9 per cent, the highest since 1964. The rateg
of return earned by non-North Sea ICCs and by manufacturing companies
were the highest since 1973 and more than double those earned in 1981. In
the first half of 1986 non-North Sca ICCs profits net of stock appreciation
were some further 17 per cent higher than in the corresponding period of
1985. North Sea companies’ profits fell by 54 per cent, however, reflecting

the fall in the oil price.
Y &;.Y\J;:'J‘“Q )

1.;2v Company spending has been relatively subdued in 1986.l.the advance

" warning of the reduction in capital allowances given in the 1984 Buﬂggt_-i_s:o

caused some capital spending to have heenJbrought forward be )
into 1985 from 1986. Non-oil business investment nevertheless seems likely
to rise this year, by about 3 per cent, compared with 6 per cent last year.
North Sea investment has responded much more quickly than was expected
at Budget time to the fall in oil prices and now seems likely to fall by
15-20 per cent this year.

1.39 Companies’ expenditure on stocks has been running at a low level this
year: stocks in manufacturing industry fell in real terms in the first half of
1986, as they had done during 1985. Again, reactions to the 1984 Budget
corporate tax changes will have been an influence. Chart l.ﬁ%hows the
relation between non-North Sea ICCs disposable income and expenditure.
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*t/_ Chart 1.8 Company Income and Expenditure
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1.4# In 1987 non-oil business investment is expected to grow at a similar
rate to, or slightly faster than, this year reflecting the current high level of
profitability and the recovery in demand in domestic and foreign markets. A
further sizeable fall in North Sea investment is expected: without this
growth in total investment next year would be about half a percentage point
higher.

2

1.41 Stock ratios have been falling since 1980, and surveys do not suggest
that stocks have yet reached desired levels in relation to output or sales.
Stock ratios are expected to fall further over the next year; but less steeply

than they-heve-been-falling in recent years as most of the adjustment to

~ higher costs of stockéholding may now have taken place. Higher

stockbuilding next year than this is likely to make a positive contribution to
growth. Faking-stockbuilding and-fixcd-investment together; growth-in—

NorthS A ’ iy l gt
-disposable income next year.

2

-

Prospects for demand 1.4/1 The strength of consumer spending evident in Europcan economies in

and activity recent months suggests that the benefits of the oil price cut are starting to

come through, so that UK exporters should face 2 more favourable world
environment next year. At home stronger growth in investment should
offset an expected slowdown in consumer spending, so that domestic

emand in total is expected to grow next year at much the same rate as this
year. The prospects overall are for balanced growth, at a rafe/a»ﬁ:h above
the average experienced over the last five yearsy( $2e iy, 1 l;’ ).

15
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Table 1.4 Domestic demand and GDP

Per cent changes on a year earlier

Forecasts
1985 1986 1987
Domestic demand 3 3% 31
Exports of goods and services 6 1 3
Imports of goods and services 3 5 43
Domestic production: GDP* 34 23 3

* Average measure

(T
1.43 North Sea output will probably be slightly higher on average this year
than in 1985, but is expected to fall in 1987,
eent; JThus the increase in non-oil exports and growth of the non-oil
economy are rather higher than the increase in total cxports and GDP. The
forecast for manufacturing exports implies a recovery in manufacturing
output; the manufacturing sector is expected to grow faster than the rest of
the economy next yeary (<ee Toll f. 5 ) 5

Table 1.5 Real GDP and manufacturing output

VRS

Per cent changes on a year earlier

Forecasts
1985 1986 1987
GDP (average measure) 3} 24 3
GDP, adjusted for coal strike* 3 2 3
GDP, adjusted for coal strike and
excluding oil output* 3 2 31
Manufacturing output 3 0 4

* Adjustments are approximate

Inflation

1.44 The retail prices index (RPI) rose by 3 per cent in the year to
September, compared with a rise of 5§ per cent in the year to the fourth
quarter of 1985. Falls in mortgage interest rates earlier in the year have
contributed to lower RPI inflation: retail prices excluding mortgage costs
have risen by 3} per cent in the year to the third quarter of 1986.

1.45 Other price indices have also recorded substantial falls in inflation this
year. The deflator of GDP at market prices is expected to rise by only 3 per-

in the present financial year, compared with a-6-per cent rise in financial
year 1985-86; and in September producer output prices (for manufactures,
excluding food/, drink and tobacco) were less than 4 per cent higher than a
year earlier, compared with an increase of 6 per cent in the year to the fourth
quz:i’ftcr of 1985.

1.4¢ Between the spring of 1985 and August this year the prices of materials
and fuels purchased by manufacturing industry fell almost continuously. The
recent falls in sterling and a modest recovery in some non-food primary

to an end.]In spite of the fall in price inflation there has been no decline so far
in the underlying rate of growth in average earnings. Underlying growth of
real pre tax earnings is likely to turn out above 4 per cent in 1986.
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1.4} Even though employers’ other labour costs (in particular their
contributions to pension funds) have been growing more slowly than
average earnings, unit labour costs in both the non-oil economy as a whole
and manufacturing will probably have risen by around 5} to 6 per cent in
1986, much faster than in most other major industrial countries (see

Chart 1.9).

-

IN

Chart 1.9 Unit /I./;abour ﬁosts

Per cent change on year earlier
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Prospects 1.48 With RPI inflation 3 percentage points lower than it was at the start of

the last pay round, pay settlements arc expected to be a little lower than last
et " year: indeed, there have already been signs of ajtrerrd- towards lower

settlements in the privatc scctor in recent months. Despite an increase in
overtime working, growth in average carnings is cxpected to fall somewhat
in the present pay round. Productivity growth should pick up as compared
with this year: actual unit labour costs for the non-oil private sector may rise
by around 4 per cent next year, and manufacturing unit labour costs by
rather less.

Table 1.6 Costs in manufacturing

Per cent changes on a year earlier

Unit labour Cost of materials Estimated Output
costs and fuel' total costs? prices'
1984 3 84 5 5%
1985 4 4 4} 64
1986 Partly forecast 6 =114 ] 4
1987 Forecast 2} 2 34 34
! Producer prices excluding food, drink and tobacco. 2 Including costs of bought in services.

17
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Table 1.7

Nyl
1.2Q The increase in retail prices excluding mortgage interest costs over the
next year is not likely to be very different from what it has been over the last
year. However, the increase in mortgage rates in the second half of October
will add just over 4 point to RPI inflation. Nationalised industry prices in
aggregate continue to reflect lower energy costs, and food prices the general
weakness of world prices. The pattern of price increases this year and that
expected next year means that the annual rate of inflation may'rise slightly in
the middle of next year before resuming its downward path towards the end
of the year.

Retail prices index

Per cent changes on a year earlier

Weight in Forecasts
1986 1985 Q4 1986 Q4! 1987 Q4
Food 18} 3} 4(3) 2}

- Nationalised industries? 6 54 31 4) 13
Housing 143 9% 61 (73) 104
Other 61 5% 2 (3) 3
Total 100 54 31 3)) 33

vetd —1FsBR forecast in brackets.

2 Includes water: gas is included in *“ other” prices.

-

1.5ﬁ The GDP deflator measures the price of domestic value added—
principally unit labour costs and profits per unit of output—and excludes
import prices. It is sensitive to movements in North Sea profits, which may
fall by 5060 per cent in the current financial year: as-a-reswh,)the deflator for
GDP at market prices may rise by only 3 per cent in the current financial
year, as-eem-pared-mh—é—per—eeﬂmﬁ%#% In 1987-88 the assumption of a
stable oil price, and hence little further change in North Sea profits, implies a

somewhart higher increase in the CDP dcflator thau this yearkehe-inercaseim

ok the-deflator-of GDR-at-market-prices next-year- is-therefore-likely-te-be about

18

3%pcrcent)tba Same O was amomed G e W TES.

1. 51 Money GDP is forecast to grow by 54 per cent in 1986-87, s

~considerably moreslowly than was expected at Budget time. Both inflation
and, to a lesser extent, output growth have been revised down since the
Budget. Money GDP is forecast to grow by 7 per cent in 198788, as output
growth picks up and the growth of the GDP deflator reverts to its
underlying path following the temporary effect of falling North Sea profits
in 1986-87.

Productivity and the labour market

1.5\3 The results from the 1985 Labour Force Survey have led to an upward
revision of the estimated growth in employment since 1983. Total
employment in Great Britain is estimated to have grown by about 1,050,000
between March 1983 and June 1986. Almost half of this increase is accounted
for by growth in self~employment. Estimates of the number of employees
are subject to revision when the results of the 1984 Census of Employment
become available.



labour force grew by around 200,000 (see Table 1.8). Employment growth
in the service industries remains very strong: the number of employees in the
service industries increased by almost 250,000 in the year to June. However,
the number of employees in manufacturing industries fell by 90,000 while
almost 50,000 jobs were lost in the oil and coal mining industries.

~

3 (¥¥1s
X _——_1.58 Over the year growth in employment has slowed down, reflecting
@ the weakness o 6utpli%n' 1985. In the year to June 1986, the employed l
|
|
\
i

Table 1.8 Employment
Thousands, change in GB seasonally adjusted
Employees in employment Self- HM Employed
employed Forces labour force
Male Female Female
full-time part-time
June 1983 to
June 1984 =37 +.5 221 +275 +4 + 468
- June 1984 to

June 1985 +46 53 +174 +108 0 +332
June 1985 to
June 1986 =09 —30 +172 +122% —4 +199

* Figure for self-employment over the last year is a projection based on self-employment growth over the previous 4 years.

Table 1.9

)\ Unemployment

¢
1.5} Productivity growth has fallen back during the last year, as is normal
during a period of slower output growth. The average annual growth in
manufacturing productivity over the period since 1979 is estimated to be
3 per cent, close to the rate achieved in the sixties (see Table 1.9), and much
faster than that achieved in the seventies. Growth in output per man hour in
non-manufacturing has been rising at about 2 per cent per annum since 1979.
However, the large rise in part-time employment has brought down the
growth in output per head in non-manufacturing to around 1% per cent a
ycar.

Output per head of the employed labour force

Annual averages, per cent changes

' 1964-73 1973-79 1979-86
Manufacturing 33 1 3
Non-manufacturing* 3 1 11

ﬁ&ym‘ helioaiered hclin, e, ¢Bhe U Algse %Wcmﬁﬁmk
: : P b

1.58* The increase in unemployment has slowed down over the fast year,

and seasonally adjusted adult unemployment was at the same level in

September 1986 as it had been in March.

1.5& The impact of the employment measures announced in the Budget,
including the Restart scheme to help the long term unemployed, and the
pick up in the economic growth now underway, mean that the immediate
prospects of reducing unemployment are favourable. The slower growth in

19
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refaheely

the labour force projected for the rest of the decade should make it[casier to
secure a reduction in unemployment over the next few years. The extent of
any reduction will, however, depend crucially on what happens to pay.

Financial conditions

1.5"“ Market short term interest rates, which fell by nearly 2 percentage
points after the budget, have risen by about 1 percentage point since the end
of August. Real short term rates remain high, long term interest rates&
fell sharply in the spring, dropping below 9 per cent in April, 2 ghin
the last two months the weakening in world bond markets and the rise in
UK short term rates have caused them to move back above 104 per cent.
The forecast assumes that shortfterm interest rates will be set to maintain
monetary conditions that are consistent with the counter-inflationary aims of
the MTEFS.

Chart 1.10 Money aggregates and money GDP ® .
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1.58 The year-on-year growth in MO moved slightly above the midpoint of

its target range of 2—6 per cent over the last few months mainly reflecting
earlier falls in nominal interest rates and strong growth in personal incomes
and expenditure. Following the recent rise in interest rates M0 is expected to
grow more slowly.

1.59 Throughout the current financial year growth in £M3 has been above
the target range in the MTFS, with growth in excess of 18 per cent in the
year to mid-September. In part this has reflected the increased attractiveness
of interest-bearing bank deposits relative to other retail deposits. PSL2,
which includes most of these other deposits, rose by 14 per cent during the
year to mid-September. For the past six years, high rates of growth of broad
money—Ilargely the result of financial innovation and liberalisation—have
been consistent with appropriately tight monetary conditions and thus a
substantial fall in inflation.
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- Fiscal developments a5

1.60 Tables 1.10 to 1.12 show details of general government expendi
and receipts and of public sector borrowing for 1985-86 and 1986—87,}T'he
PSBR in 198586 was £5-8 billion, just over £1 billion lower than the
estimate in the 1986 FSBR. Lower central government borrowing accounts
s ﬁq for the major part of this downward revision. In the first six months of
acunmt, 1986—87 the PSBR was £6 billion, in line with expectations at budget time.

X 3 ‘,kp»ad“ »—=><§hw forecast for the year as a whole has been raised from 7 billion to ,(:7£/,
ol .

T 7 (billion pemeaintThe changes [0 O taxation

T ; 1.61 Table 1.10 shows the relationship between the planning total and
% gencraT government expcndlture in national accounts terms. The)\fe;esa-st—ﬁse-
e 4n the cash plannmg total bctween[}985—86-e-nd 198687 is Si-pe;.cen&.— :

i e &6~
e O e u’;‘“’“ c\:,_ ) at under 4 per cent. The dlfference bctwcen gcncral government expendxture
@&Qh 5% ot :i’__’_/ and the planmng total is,. terT; the FSBR forecast,
C»L\QAthJ -var\
Q
~ Table 1.1; General government expenditure
£ billion
1985-86 198687
Public expenditure planning total 1334 1404
Interest payments 7% - 174
Less public market and overseas borrowing = T,
Other adjustments 63 6

General government expenditure in national
accounts terms 1584 1644

1.62 The estimates in Table 1.11 of taxes on income, expenditure, and
apital, depend on the estimated growth in money incomes as well as tax
58 r/—*‘ wde § H. ""ﬂatcs and allo s The projected fall in North Sea rc:venues?.&sna%#l>
/ “billian in 1985-86, to L4} billion in 1986—87, means that the fotecast
increase in general government receipts, for 1986—87, at 3 per cent, is
signiﬁcantly below the 54 per cent rise forecast for money GDP. North Sea

/’——;’\ revenues in 198687 are now expected to be £14 billion lower than forecast

Onanges v 2 &_,\a:._ at Bnget time. IB‘ELnecemlxznneuneed repayment of APRTteduces :”:& Peu
o«f""‘&"" revenue in 198687 by £0-3 billion. Most of the rest of the shortfall is

accounted for by a lower dollar oil prices in the first half of the year than
assumed at Budget time. Non-North Sea taxes and national insurance
contributions are forecast to increase by 9 per cent in 1986-87—34 per cent
higher than in the increase in money GDP. The forecast of non-oil taxes in
1986—87 has been revised upwards by £14 billion since the 1986 FSBR,
~paztly-as a result of buoyant VAT and Corporation Tax receipts.

21
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Table 1.11 General government receipts

£ billion
1985-86 198687
Taxes on income, expenditure and capital 1144 1174
National insurance and other contributions 243 263
Interest and other receipts 1D A 12
Accruals adjustments ~4 —
Total receipts 1511 156
neld—7
\V4 of which North Sea tax revenues* 112 43
diﬁhduuha eflovenc o to chage m !

€LY U \Age-KFS : :
1.63 Table 1.12shows Ve Seed Ssmates of government receipts, expenditurc

and borrowing in 1985-86 and 1986-87.

Table 1.12  Public sector borrowing

£ billion
1985-86 198687
General government expenditure 1584 1643
General government receipts 1514 156
General government borrowing requirement 7 8}
Public corporations market and overseas
olel _;borrowing il s
Public sector borrowing requirement 6 7%
j as percentage of GDP 1} 2
>( Money GDP at market prices 36fc 380

1.64 Table 1.13 summarises the changes since the 1986 FSBR..

Table 1.13 Changes to the estimates of public sector receipts, expenditure, and

borrowing
£ billion
1985-86 1986-87
Expenditure :
General Government *1 +1
Public Corporations®' market
and other borrowing v -3
Total +1 +%
Receipts
Non North Sea receipts
North Sea revenues (excluding
effect of policy change for 1986-87)" 42 +1%
Total receipts (excluding effect of 0 -1
North Sea policy change in 1986-87)
+2 +%
Change in Advance PRT in 1986-87 = =%
+3

g PSBR -1
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Table 1.14 Economic prospects
per cent changes
Forecast Forecast Average errors
1986 1987 from past
forecasts!
A. Output and expenditure at 5
constant 1980 prices
Domestic demand 34 33 1
of which:
Consumers’ expenditure 5 4 13
General government consumption % 1% 1
Fixed investment 2 2} 2}
Change in stockbuilding (as
per cent of level of GDP) 0 3 7
Exports of goods and services 1 3 2}
Imports of goods and services 5 43 3
Gross domestic product: total 2} 3 s
_ manufacturing 0 4 2}
B. Balance of payments £ Billion
Current Account 0 -1} 3
C. Inflation per cent changes Q4 to Q4
Retail prices index 31 33 21
per cent changes on previous financial year
198687 198788
Deflator for GDP at market prices 3 33 2
D. Money GDP at market prices per cent changes on previous financial year
54 7 13

! The errors relate to the average differences (on either side of the central
figure) between forecast and outturn; they are relevant to the forecast Sfor
next calendar or financial year, except in the case of the PSBR error
which is relevant to the forecast for the current financial year. The
method of calculating these errors has been explained in earlier

publications and government forecasts (see Economic Progress Report
June 1981). The calculations of average errors are based on Jorecasts
made between 1975 and 1984. The errors are after adjustment for the
effects of major changes in fiscal policy where excluded from the forecasts.
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Table 1.15 Constant price forecasts of expenditure,

imports and gross domestic product

£ billion at 1980 prices, seasonally adjusted

1861 303 s303dsoad SruIouody |

Exports Less Less Gross
General Total of goods Total Imports of Adjustment Plus domestic
Consumers’ government fixed and Change final goods and  to factor Statistical productat GDP index
expenditure  consumption _investment services  instocks expenditure services cost adjustment factor cost  1980=100
1981 1369 49-0 378 627 =2 2840 56-4 301 =05 197-0 98-7
1982 138-2 49-6 39-4 633 =11 289-3 59-5 30-4 0-7 200-1 100-3
1983 143-8 50-5 417 647 0-7 301-3 62-8 31:5 =01 207-0 103-8
1984 1469 50-9 45'5 69-0 =1{)-1 3122 68-5 327 18 2128 106-6
1985 152-0 51-1 46-3 733 0-6 3234 70-6 338 15 2204 1105
1986 159-3 52:0 472 741 07 3334 74-1 35-0 12 2255 1130
1987 165-4 52-8 483 76'5 1-4 344-5 71:5 36-2 1-2 2321 1163
1985 H1 751 256 24 %8 . 05 1613 352 168 05 1099 1102
H2 769 255 229 _3wa o 0-2 1621 35-4 17-1 10 110-5 110-8
1986 HI 785 257 234 e 365 0-4 164-5 359 17-3 06 1119 112:2
H2 80-8 264 290 5 376 0-3 1689 383 177 06 113-5 113-8
1987 H1 816 26-4 238 1 38-0 0-7 170-5 38:3 179 06 1149 1152
H2 839 264 244 385 07 1740 391 183 06 117-2 1175
Per cent changes £
1984 to 1985 3 } 2 e = 34 3 34 il 34 34
1985 to 1986 5 14 2 1 L 3 5 33 — 2} 2}
1986 to 1987 4 13 24 3 - 334 44 34 - A 3

-



|

® 2 Outline public expenditure plans
for 198788 to 1989-90

2.01 The public expenditure planning totals for 198788 and 1988-89 are

148%] billion and 154‘{ billion respectively, compared with £143-94
P P

billioh and £148-7 billion in the FSBR.. The planning total for 1989-90 is set

M"‘Qasw-ed by boMm e planning at ,(:[16ISN billion. In real terms, average growth in public expenditure \

L‘;‘:—l oot o)th:,mA govamment-
)\a |’\'°“°‘€)\l "oy arouncl /
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compared with the forecast outturn for 198687 is expected to be [1}] per
cent a year. co 1 wth-

in the eight years since 1978-79, and\[3] per cent in the decade before that:
With economic growth continuing at present rates over this period, public
expenditure is expected to continue to account for a steadily declining
proportion of GDP. By 1989-90, it should be back to the levels of the early
seventies.

1986—87: outturn

2.02 The estimated outturn of the planning total for 198687 is
[£140°\billion], around 1 per cent above the plans set out in the Financial
Statement and Budget Report (FSBR). The main increases in expenditure
compared with those plans are in local authority expenditure and in
demand-led programmes, notably social security. Details are given in
Table 2.3.

2.03 Against a background of steady economic growth since the early
1980s, the declining trend of public expenditure as a percentage of GDP ovei
the last four years will continuz. Between 1982-83 and 198687 there was a
decline as a percentage of GDF of [34] percentage points; by 1989-90, it is
expected to be a further [24] percentage points lower.

Future years: main changes
2.04 Compared to the plans published in Cmnd 9702 there have been

- increases in planned expenditure on services to which the Government

attaches high priority, such as health, education and law and order. Extra
provision has been made for capital expenditure \in particular on

housing, scliools and roads. In additionyprovision has been made to cover
substantial growth in demand-.ed areas,@e most significant of which }g

L/ social security. The plans envisage a substantial uplift in provision for local

authority current expenditure. This in part reflects the fact that no decisions
were taken about appropriate levels of expenditure in 1987-88 and 1988-89
beyond those provided for in 1986-87. This was reflected in the higher level
of Reserves for those two years in last year’s plans. [There are also increases

in the External Financing Limits for nationalised industries, particularly the

energy industries. |



. . 2 Outline public expenditure plans for 1987-88 to 1989-90

Table 2.1 Public expenditure trends

£ billion
Planning total' General government expenditure?
Cash Real terms? Cash Real terms® Per cent of
~ GDP
1978-79 65-7 124-0 74-6 140-7 43}
1979180 776 125-2 89-7 144-7 43%
1980-81 92:6 126-1 108-3 147-4 46
1981-82 103-9 128-7 120-1 148-8 46}
1982-83 113-4 131-0 132:6 1531 463
1983-84 120-3 132:9 140-2 155-0 453
198485 129-8 137-6 150-1 159-1 453
1985-86 133-6 133-6 158-6 158-6 44
198687 140-4 136°5 164-4 159-9 43}
198788 148-7 139-4 173-8 162-9 423
1988-89 154-2 1396 1798 ¢ 162.8 7 413
1989-90 161-5 1421 188-6- 137§ 16592 nfh,
! Outturn up to 1986-87; plans for 198788 onwards. 3 Cash figures adjusted to 198586 price levels by excluding the effect of
2 General government expenditure as defined in the National Accounts general inflation as measured by the GDP deflator at market prices. The
and in the Medium Term Financial Strategy (M TFS). GDP deflator is assumed to increase by some 3 per cent in 1986—87, and

by 33, 3% and 3 per cent respectively in the years 198788 to 1989-90.

Table 2.2 Public expenditure trends excluding privatisation proceeds

£ billion
Planning total General government expenditure®
Cash Real terms? Cash Real terms® Per cent of
GDP
1978-79 65-7 124-0 74-6 140-7 43}
1979-80 49 125-8 90-0 . 145-3 43}
1980-81 93-0 126-6 108-7 147-9 46
1981-82 104-4 129-3 120-6 149-4 46}
1982-83 1139 131-6 133-1 153-7 47
1983-84 121-4 1342 : 141-4 156-3 46}
1984-85 ‘ 1319 139-8 1521 1613 463
198586 1363 136-3 161-3 161-3 443
198687 145-2 141-1 169-2 164-5 441 )
198788 153-7 144-1 178-8 167-6 44
1988-89 159-2 144-2 1848 (- 1674 2 423
1989-90 1665 1465 1936 192 -8 170314 . b 2",
! Outturn up to 1986—87; plans for 1987—88 onwards. 3 Cash figures adjusted to 1985-86 price levels by excluding the effect of
2 General government expenditure as defined in the National Accounts general inflation as measured by the GDP deflator at market prices. The
and in the Medium Term Financial Strategy (M TFS). GDP deflator is assumed to increase by some 3 per cent in 1986-87, and

by 33, 3% and 3 per cent respectively in the years 198788 to 1989-90.

26



.2 Outline public expenditure plans for 1987-88 to 198990 |

2.05 These increases are in part offset by reductions in planned expenditure
in respect of the latest estimates of the United Kingdom's net contribution to
the European Communities and departmental spending by the Department
of Energy. The expected level of receipts from the Government’s
privatisation programme has been increased from £43 billion to £5 billion
in each year.

Reserves

2.06 The plans include Reserves of £[3-5] billion in 198788, L[5-5] billion
in 1988-89 and £[7-5] billion in 1989-90. The Reserves will be available to
meet contingencies not covered elsewhere in the plans, including estimating
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sts and manpower, will be published in the forthcoming public
enditure White Paper.

Departments

2.08 Table 2.‘2’sets out spending plans by department including local
authority spending and nationalised industry external finance. The
breakdown into departments will be carried through into separate chapters
for the Public Expenditure White Paper and into the classes for Estimates,
thereby making it easier to make comparisons between the various
documents. Tables 2Z.RA to 2.2C show separately the elements within the
departmental totals—nationalised industries’ external finance, local authority
relevant current spending, and other departmental spending. The following
paragraphs indicat?,r in brifg the main changes to departmental programmes.

2.09 The estimated outturn for 198687 reflects an increase in provision as a
result of carry-forward of capital underspend from 1985-86. This increase
has been met from the Reserve. For 1987-88 and 198889 the provision
remains as planned in the last Public Expenditure White Paper (Cmnd 9702)
atter allowing for the net effect of minor changes, including a reduction in
estimated Falklands costs. These costs fall markedly over the period and will
in future be subsumed in the defence budget. Provision for 1989-90
represents an increase of 4%) million over the previous year.

2.10 The overseas aid programme is being maintained in real terms at its
198687 level throughout the three years.

2.11 Changes include extra provision for security works to protect
diplomatic staff and property overseas, and for the introduction of the visa
regime announced on 1 September and reported to the House of Commons
on 21 October by the Home Secretary. The costs of the new visa regime are
expected to be largely recovered from fees.

2.12 The estimate of outturn in 1986—87 includes subscriptions to the
European Investment Bank of £48 million, of which /£33 million is to
maintain the ecu value of paid in capital. The changes since Cmnd 9702
represent the effects of the latest projection of the United Kingdom’s net
payments to European Community institutions. The profile implies afery
sharp]drop in payments in 1988-89. This pastly/reflects the assumption that
the United Kingdom will benefit from a large correction to its 1987
abatement during 1988.
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Table 2.3 Public expenditure plans'>

PV L8 oY A
; : 3 3 e 3
e O T G R R
industries external finance) 1985-86 198687 1986-87  1986-87  1987-88 1988-89
Ministry of Defence 17972 1854930 18600 10070 18820 18990
FCO—Pthert i plomatic wring 605 640 670 30 660 690
FCO (including ODA) " 1245~ 1320 1320 i 1330 1390
European Community 831 650 1090 440 1150 950
IBAP and other CAP expenditure 1857 1540 1560 20 1630 1660
Domestic agriculture, fisheries and food 912 840 920 80 830 840
Forestry Commission 51 50 200 — 50 60
Department of Trade and Industry 1524 1300 1370 60 1090 940
Export Credits Guarantee Department 319 300 250 =30 220 130
Department of Energy 677 120 170 50 =550 —280
Department of Employment j 3342 3920 3970 40 4030 4220
Department of Transport 4572 4790 4920 130 4840 4810
DOE—Housing 2861 2760 2850 90 2840 2890
DOE—Property Services Agency =97 —90 —-90 — 130 —130 5
DOE—Other environmental services 3910 3660 - 4070 420 3560 3580+
Home Office 4728 4960 - 5260 300 5010 5050
Lord Chancellor’s Department 525 590 620 30 610 650
Department of Education and Science 14480 14 3¢¢20 1600687 1 60930 14400 14558
Office of Arts and Libraries 721 730 800 70 740 760
DHSS—Health and personal social services 16640 1779920 180600 P30 18580 191"
DHSS—Social security 41 466 42800 44 500 1600 44300 45 800
Civil superannuation 1017 1190 1140 —60 1310 1400
Scotland 7221 7570 7810 240 7420 7 440
Walcs 2780 2900 3060 150 2980 3040
Northern Ireland : : 4262 4520 4530 10 4690 4820
Chancellor’s departments 1819 2010 2070 60 2050 2070
Other departments 334 430 450 20 490 510
Privatisation proceeds . —2702 — 4750 —4750 = —4750 —4750
Reserve e — 4400 —  —4400 6080 7820
Adjustments andshostfolldesgtd / | 290 —670 -700 -3 —20 —270
Planning total ik 133580 139100 140 400 1300 144000 148700
b&1d5. General government expenditure 000000 000000 000 000 0000 000000 000000
bold i In this and Tables 2.3A to 2.3C some figures may be subject to detailed 3 Plans as set out in the last Fl’Qablit grpenditure White Paper
technical amendment before publication of the 1987 Public Expenditure (Cmnd. 9702) adjusted for Budget measures and other minor changes of
White Paper. r & classification and allocation.
2 The rounding and other conventions used in this table and 2.3A to 2.3C 4 Double counting of agricultural spending in Scotland and Wales which
are as follows: planned figures wp-so—£10-billion are rounded to the nearest is also included in the total for domestic agriculture, fisheries and food
£ 10 million, except for social security and the planning and spending and IBAP and other CAP expenditure. The 1986—87 plans and
authority totals which are rounded to the nearest £ 100 million. Outturn estimated outturn figure includes external finance of — £ 400 million for
figures for 198687 have also been rounded to reflect their provisional nature. nationalised industries to be privatised that year.

Differences have been calculated on unrounded figures and rounded in the
same way as their equivalent total: figures may therefore not sum to totals or
changes shown.
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Table 2.3 Public expenditure plans'- >—continued

Revised plans %}%e ween Departments (including local

tevised plans  authority spending and nationalised

1987-88  1988-89 198990 1987-88 1988-g9 _ industries extemnal finance)
18790 18980 19 460 70 —-20 10 Ministry of Defence
700 730 750 40 40  FCO—pther] Diplomatic gring
1390 1400 1440 A0 10 FCO (including ODA) ¥
870 440 1060 —280 57910 European Comniunity
1660 1780 1880 40 120 IBAP and other CAP expenditure
880 900 900 50 60 Domestic agriculture, fisheries and food
50 50 60 0 0 Forestry Commission .
110071110 940 400 9407950 + 20 ~-20 Department of Trade and Industry
160 110 50 —60 =20 Export Credits Guarantee Department
— 10690 =50 50 -250 450 230 Department of Energy
404p 50 4239 40 4340 A0 20 &0 20 Department of Employment
5140 5080 5140 300 270 Department of Transport
3200 3020 3090 - 361 360 130  DOE—Housing e
90 —90 =90 40 40 DOE—Property Services Agency N
g 3800 50 384990 394930 24p9q0 276- "V DOE—Other environmental services
SPP550 54705300 56406890 320530 430650 Home Office
670 720 770 60 70 Lord Chancellor’s Department
16 600 17 350 17 840 2200 2880 Department of Education and Science
810 84030 860 60 80  Office of Arts and Libraries
19100 198400 207¢9 20 69930 700 DHSS—Health and personal social services
46 000 47500 49 300 1700 1700 DHSS—Social security
1270 1360 1430 —40 —40 Civil superannuation
= S = e o Scotland
— — — — — Wales
= — — — — Northern Ireland
2249 30 2339 20 243920 190180 260-250 Chancellor’s departments
520 570 540 L0O 560 620 3670 40 90 Other departments
—5000 —5000 — 5000 =250 =250 Privatisation proceeds
3500 5500 7500 —2580 —2320 Reserve

#2060 A =20 #4 =280 266 270 Adjustments pnd-shortfaliflongfall!

— — — —_ —_ Planning total
000000 000 000 000 000 0000 0000  General government expenditure

e |
o g
ple |
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Intervention Board for
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- Environment—other

2.13 Provision is made to meet the cost of operating the Common
Agricultural Policy in the UK ; i

eventually-from EC-budget receipts-arising from-sales-will-be-reflected.in the
forecast -nct»i:o&tﬂrﬂibutiontothe—E@ Mosv-d- muowlor SuppPet —
Mt bl B G G Res reeaiph sl
2.14 Small additions to-provision have been made in a number of areas, in

particular on flood defences.
2.15 The reduction shown reflects increased estimates of receipts from
harvesting of timber.

S b necu
2.16 Allowance is made for increased spending on industrial rescarch. g

-Shipbuilders.} L‘--c,(r\d_{;) reSogreen col dovelopiel

2.17 The net reductions reflect latest estimates of the cost of interest support
for fixed rate export finance.

2.18 The increases in provision relate mainly to the external finance of
British Coal and Electricity (England and Wales) partly offset by reduced
expenditure on mineworkers redundancy costs.

2.19 Major new enterprise and employment measures since last year’s
Autumn Statementy were announced in the 1986 Budget and these are now
reflected in existing plans. Additional expenditure since then (notably on the
Technical and Vocational Education Initiative, on an increase in the number
of Job Clubs, and on payments from the Redundancy Fund) is offset by
savings elsewhere.

2.20 Additional provision has been made for capital expenditure on roads.L
External finance for transport nationalised industries has been reduced in
later years.

2.21 In 1987-88 provision for gross capital expenditure on housing will be
higher by about £225 million than ¥ 1986-87/ The Government is-thus

fully meeting its commitment to local authorities that Allocations in 1987-88
would be no less than 80 per cent of the 1985-86 level. Extra resources are
being provided for the renovation of the/housing stock through the Urban
Housing Renewal Unit. \The Housing Corporation will also have additional
funds and will be aHtewed to cmbark on privately financed housing asseciafion
schemes, The success of the Government’s Right to Buy policy is reflected
in the higher level of capital receiptforecast)ovcr the thsee—yeasss‘»@w&:j fecod

2.22 There will be an increase of £50 million in the provision for capital
spending on local environmental services in 1987-88. In each of the three
years there is provision for £40 million more to be spent on urban renewal,
and there will be increased resources for rural cmployment and
environmental protection. These increases in gross expenditure are partly the
results of the extra capital receipts, amounting to about £100 million over
the three years, which are expected from the sale of new town assets.
Increased provision is also made for local authority current expenditure.
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Environment—PSA

Home Office

Lord Chancellor’s
Department

_____Department of

e

2.23 The revised plans take account of unavoidable increases in rent
payments, some additional expenditure on maintenance, for “spend to
save”’ estate rationalisation projects which have the highest rate of return and
for some major new works projects for which PSA retains financial
responsibility.

2.24 Additional provision (partly offset by savings and additional receipts) is.
made to allow for increases in police establishments and for the design of
work on further new prisons bringing the number of prisons in the building
programme to twenty and for other law and order initiatives. Provision is
increased for Fire Service capital. Additional provision is made to cover the
increasing demands on the Criminal Injuries Compensation Scheme.

2.25 Allowance is made for extra staff to meet the expanding workloads of
both criminal and civil courts (partly offset by fees) and for the cost of legal
aid.

2.26- YProvision has been increased for both current and capital expenditure

L gwoLé\lg&ucaﬁoﬁ and Science

),/1[(/‘;’ P Al
g}/m—w‘
Office of Arts and

Health and personal
social services

Social security

Scotland, Wales and
Northern Ireland

on schools. The enhancement, the extra provision needed to cover the
costs of the teachers’ pay offer announced by the Secretary of State. New
funds have been made available for the initiative on City Technological
Colleges. Funding for the universities has been increased, as-the-Government
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2.27 [Provision for expenditure on the arts and museums has been increased

in each of the three years.]

2.28 Additional provision has been made to allow for iereased-
demogFaphic pressure and service improvements in the Hospital and
Community Health Service. In addition health authorities will have
available cxtra cash rclcased by their cust nuprovement programmes
(expected to yield a further £150 million in 198687 on top of the

£400 million cumulative savings achieved prior to that). Planned provision
for the Family Practitioner Services allows for higher forecast demand.
Provision for personal social services has also been incrc:ascd\su‘<>slm,y\‘(7¢;;,(4,1 A

2.29 The provision reflects the latest estimates of benefit expenditure over
the Survey period. It takes account of the upratings and changes to benefits
announced by the Secretary of State for Health and Social Security on

22 October 1986 and allows for further upratings of benefits in April 1988
and April 1989 on the basis of the assumed rise in prices over the relevant
periods.

2.30 [For the purpose of these estimates, it has been assumed that the RPI
will rise by 375 per cent between September 1986 and September 1987 (the
basis of the April 1988 upratings) and by 3-5 per cent in the year to
September 1988 (the basis of the April 1989 upratings). The actual upratings
of individual benefits will be announced when the relevant RPI figures are
known.]

2.31 The net changes in these programmes mainly reflect the effects of
changes in comparable programmes in England.ﬁ Lo Secrehznes Of
Stke Lowe davcralnea R odhAocots Naat ool

ek QZ‘ accot A- loceA Ft« (_E\,\/S] 31
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Chancellor’s departments

f Other departments
‘Wcm/kcn tas el vp lzooan n~adlo

Table 2.4

32

2.32 Allowance is made for additional staff in the revenue departments
required to deal with increases in work load and to strengthen controls
against drug smuggling. MAround one third of the overall increases reflect the
changes in the estimates of the cost of providing tax relief on Life Assurance
Premiums and Mortgage interest to non-taxpayersy,

2.33 Most of the additional provision is for revised estimates of the cost of
the new Crown Prosecution Service And the cost of the new Serions Fraud

Office.

Nationalised Industries

2.34 External Financing Limits (EFLs) for nationalised industries in 1987-88
are listed in Table 2.4. In total, there is an increase from provision in

Cmnd 9702 of £[ ] million. This reflects a number of changes but is
primarily the result of additional provision for the Electricity Supply
Industry, the South of Scotland Electricity Board, and for British Coal
(formerly the National Coal Board). [There have been reductions in the
external financing rcquirements of London Regional Transport, the [water
authorities] [ LI ].] Table 2.2A shows the total
provision for nationalised industries’ external finance in each of the three
years and how this is allocated between departments. A progressive
reduction in the external financing requirements of the industries from the
level in 1987-88 is expected in 1988—89 and 1989-90.

External financing limits for the nationalised industries I1%) ~S%-

£ million'
National Coal Board 680
Electricity (England and Wales) —1305
North of Scotland Hydro-electric Board =3
South of Scotland Electricity Board 84
British Steel Corporation 66
Post Office =55
National Girobank =15
British Railways Board 751
British Waterways Board 45
Scottish Transport Group 1
British Shipbuilders 50
Civil Aviation Authority 15
Water (England and Wales) 35
London Regional Transport 275
Other industries? 10
Total 645

! Figures are shown rounded to the nearest £ 1 million.
2 Allowance for BAA, which is expected to be privatised in 1987-88 and for NBC, where external financing
requirements will depend on the progress and timing of the industry’s disposals programme.
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Capital

Local authorities

2.35 In 198687, local authorities in Great Britain have budgeted to exceed
Cmnd 9702 provision for current expenditure by around £2-5 billion. No
decision was taken last year on provision for 198788 and 198889 and the
figures in Cmnd 9702 were set at the same cash levels as for 1986—87. This
was taken into account in setting the level of the Reserves for those years.

2.36 Provision for the threc forward years has now been set at levels which
show annual increaseslot‘&yzp‘?rcw P b pevcani~Y and 25, pev i after
taking account of the additional provision for teachers’ pay w» &M yeacars

2.37 For 1987-88, Aggregate Exchequer Grant to local authorities has been
sct at [ £16-4 billion, £1-5billion] above the level for 1986-87. The
Government also proposes to abolish grant recycling in England and
Woales—the process whereby grant forfeited by overspenders is distributed to
all other authorities—in order to give authorities greater certainty about
their grant entitlements and to act as a disincentive to the highest spending
authorities. Guidelines and grant penalties for exceeding them will continue
in Scotland.

2.38 Local authogity gross capital spending in Great Britain in 198687 is
forecast to be £6W8Dbillion. After allowing for capital receipts, net spending
is estimated to be £4-1 billion—,0-5 billion higher than provided for in
Cmnd 9702. These figures remain subject to some uncertainty.

2.39 Gross provision for spending in 198788 has been increased by

£0-7 billion to £6-6 billion. Provision of ,(:6-‘.\zbillion and £6-5 billion is
made for 198889 and 1989-90 respectively. Within this provision the
amount which is issued as allocations will take account of the expected use
by local authorities of the spending power available to them from other
sources, notably capital receipts.

2.40 On the main local authority capital cash limit in England-—DoE/LAI—
allocations of over £2-6 billion will be issued in 1987-88. The reduction
from the £2-7 billion issued in 198687 will be more than offset by the
growing spending power from capital receipts—estimated to be £2-8 billion
in 1987-88, £0-2billion higher than in 1986-87.

Privatisation

2.41 The estimate of net proceeds from privatisation in Cmnd 9702 has been
increased to £5billion in each of the three years. The effects of excluding
privatisation proceeds from the public expenditure figures are shown in
Table 2.1
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Chart 2.1 Public expenditure trends
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Table 2.3.A Nationalised industries’ external financing by department

Outturn  Cmnd Estimated Changes = Cmnd 9702 Revised plans Changes between
9702 outturn from Plans . Cmnd 9702 and
Plans plans i revised plans
1985-86 1986-87 198687 198687  1987-88  1988-89 1987-88 1988-89 1989-90 1987-88 1988-89
Ministry of Defence =2 0 0 0 0 0 0 0 0 0 0
Domestic agriculture, fisheries
and food' 16 10 20 10 10 10 20 20 20 105 . 10
Department of Trade and |
Industry 388 120 90 -30 b0 79 60~ ~100 = =100 -10 ~30
Department of Energy =197 —690 — 690 . X —1140 —880 —580 =510 — 660 560 370
Department of Transport? 1033 1090 1110 20 1020 990 1050 910 860 =30 —80
DOE—Other environmental
services 214 140 120 =20, 30 30 50 40 =0 10 0
Scotland? 233 240 240 0 0 —120 90 =20 —170 90 100
Wales* 28 20 20 0 10 10 10 10 10 0 0
Total® 1712 530 510 -20 10 —30 690 350 —60 680 380

! All Ministry of Agriculture, Fisheries and Food.

2 The figures for 1985-86 include public expenditure which is both

local authority relevant current spending and nationalised

industries’ external finance. The sum involved is £115 million.
In 1986—87 and subsequent years the public expenditure figures

count this money as local authority relevant only.

3 As for footnote %; the sum involved is £40 million.
4 As for footnote ?; the sum involved is £ 7 million.

5 Totals include an allowance in plans and estimated outturn in

1986-87 in respect of BGC and BAB which are due to be privatised in
that year; similarly, allowances are included for NBC and BAA in

1987-83and1988-8%empectively. N \oker YoorS |

-
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Table 2.3.B Local authority expenditure relevant for RSG by department

Local authority expenditure Outturn  Cmnd Estimated  Changes Cmnd 9702 Revised plans Changes between
relevant for RSG 9702 outturn from Plans Cmnd 9702 and
Plans plans revised plans

1985-86 198687 193687 1986-87 1987-88 1988-89 1987-88 1938-89 1989-90 1987-88 1988-89

Domestic agriculture, fisheries

and food 105 100 130 30 100 100 120 120 130 20 30

Department of Trade and {

Industry 71 70 80 10 70 70 80 80 80 10 20

Department of Employment 92 80 100 20 80 80 100 100 110 o0 20

Department of Transport! 1785 1750 1880 130 1750 1750 1950 2010 2060 200 260

DOE—Housing 155 150 130 -20 140 140 140 140 140 —10 B —10

DOE—Housing rate fund

contributions to housing revenue

account 522 330 460 140 330 330 440 450 460 110 120

DOE—Other environmental

services 2683 2640 2760 120 2640 2640 2850 2940 3010 210 290

Home Office 3742 3860 4150 290 3860 3860 4330 4460 4580 470 600

Department of Education and y 20 250 e

Science 10987 10 8¢ 12 % ~1-500- 10820 10820 12850 13500 13880 2030 2690

Office of Arts and Libraries 408 40058 | il 430 40 400 400 450 470 480 60 70

DHSS—Health and personal

social services 2406 2520 2680 150 2520 2520 2850 2940 3010 320 410

DHSS—Social security 162 140 180 40 140 140 210 2000190 200 70 60

Scotland’ 2870 2970 3150 180 2980 2980 3310 3440 5 5‘2&_30 330 . 460

Wales' 1126 1160 1230 60 1210 1210 1300 1350 1390 90 140

Wales—rate fund contributions .

to house revenue accounts 0 0 0 0 0 0 0 0 0 0 0

Total local authority

expenditure relevant for

RSG 27117 27000 29 500 2700 27000 27000 31000 32200 33000

! For 1985-86 includes nationalised industries’ external finance described in footnctes >3 and * to Table 2.3.A.

N0 ¢
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Table 2.3.C  Other departmental spending

Departments (excluding local Outturn Cmnd Estimated  Changes Cmnd 9702 Revised plans Changes between
authority spending relevant for 9702 outturn from plans Cmnd 9702 and

RSG and nationalised industries’ Plans plans revised plans

external finance) 1985-86 198687 198687  1986-87 1987-88 1988-89 1987-88 1988-89 1989-90 1987-88 198889
Ministry of Defence 17975 18500 20 18600 807 18820 18990 18790 18980 19 460 =20 =10
FCO—Pthed Diplemithic s 605 640 670 30 660 690 700 730 750 40 40
FCO (including dDA) ¥ 1245 1320 1320 0 1350 1390 1350 1400 1440 0 10
European Community 831 650 1090 440 1150 950 870 440 1060 —280 =510
IBAP and other CAP expenditure 1857 1540 1560 20 1630 1660 1660 1780 1880 40 120
Domestic agriculture, fisheries ;

and food 791 730 770 40 720 740 740 760 760 20 20
Forestry Commission 51 50 50 0 50 60 50 50 60 0 0
Department of Trade and

Industry 1045 1120 1200 80 960 940 970 970 970 10 30
ECGD 319 300 250 —50 220 130 160 110 50 —60 =20
Department of Energy 874 800 850 50 590 600 S20 UV 530 Lbe 490410 —60 -1y =307 - 14
Department of Employment’ 3251 3840 3870 30 3950 4130 3950 4130 4240 0 0
Department of Transport 1870 1960 1940 =20 2070 2080 2140 2170 2210 80 90
DOE—Housing 2184 2290 2260 —=30 2370 2410 2630 2430 2490 . 260 10 5
DOE—Property Services Agency ~97 -9 =90 0 —130 —-130 =90 =90 —90 40 40
DOE—Other environmental >
services 1014 870 1190 310 880 910 950 920 930 70 10 ~
Home Office 986 1100 1110 0 1150 1190 1210 1230 1290 60 50
Lord Chancellor’s Department 525 590 620 30 610 650 670 720 770 60 70
Department of Education and

Science 3493 3500 3670 170 3590 3660 3750 3840 3960 160 190
Office of Arts and Libraries 313 340 370 30 350 360 350’ 3¢C 370 380 10 10
DHSS—Health and personal /5 %D :

social services 14234 15 200 +5-360- -6~ 8o 15940 16 620 16 250 16910 17720 310 290
DHSS—Social security 41 308 42700 44 300 1600 44 200 45 600 45800 47 300 49100 1600 1700
Civil superannuation 1017 1190 1140 —60 1310 1400 1270 1360 1430 —40 —40
Scotland 4158 4360 4420 50 4440 4580

Wales 1629 1720 1810 90 1760 1820

Northern Ireland 4262 4520 4530 10 4690 4820 B A DU

Chancellor’s departments 1834 2010 2070 60 2050 2000 528 230 2450 ‘190750 260 &0
Other departments 334 430 450 20 490 510  “520570 540600 se0élo 3070 a0 90
Adjustments' —290 -270 —300 -30 —260 -270 =260 =170 TI50 . . 70
Plemming total 107615 112000 115000 3000 115600 118600

! Double counting of agricultural spending in Scotland and Wales which is also included in the totals for domestic agriculture, fisheries and food and IBAP and other CAP expenditure.

066861 03 88—L861 30j sue[d axmyrpuadxa o1qnd surpInQ g



3 National insurance contributions

C hapber |

3.01 The Secretary of State for Social Services has conducted his annual
review of national insurance contributions, as required by the provisions of
the Social Security Act 1975. Full details were set out in a statement by the
Secretary of State on 6 November 1986. The main proposals are as follows:

—The Class 1 insurance rates for employers and employees should remain
unchanged for 1987-88.

 —The Treasury Supplement skould be cut from 9 per cent of g i

. contributions to 7 per cent.

—The lower earnings limit should be increased from April 1987 from the
present level of £38a week to £39a week in line with the single rate
retirement pension.

—The upper earnings limit should be cerrespendingly-increased from
£285a week to £295a week.

—The earnings limit for the reduced rate brackets should also be increased

from £60, £95 and £140a week to £65, £100 and £150a week.

by -l

,/
This would give the following structure of national insurance contributions:

Weekly earnings Percentage NIC rate on all earnings
Employees Employers
“Below £39 No NICs payable)
£39 to £64-99 5 { RS 5
£65 to £99-99 7 s
£100 to £149-99 9 9
£150 to £295 9 10-45
Above £295 9 on £295 10-45

3.02 The necessary orders will be laid shortly with a report by the
Government Actuary on the likely effect of the changes on the National
Insurance Fundy. In accordance with normal practice, the Government
Actuary has been provided with working assumptions for use in preparing
his report. These assumptions, which are not forecasts or predictions, will be
summarised in his report and include the following:

—The number of unemployed (GB, excluding school leavers etc) averages
3-1 million in 1986—87 and 3-05 million in 1987-88. (3-05 million has also
been assumed for 1988—89 and 198990 in the estimates of social security

spending shown ingﬁ 2)
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Table 3.1
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( —The increase in average earnings is expected to decline from about

er cent between tax years 1985-86 and 198687 to about 64 per cent
between tax years 198687 and 1987-88 is is consistgnt with [

settlements averaging 4 per cent in 1987-88.]

The report will also allow for an uprating of benefits in April 1987 on the
basis of the 2-1 per cent increase in the RPI over the eight months ending in
September 1986, as announced by the Secretary of State on 22 October 1986.

3.03 The estimated effects of the proposed changes are shown in Table 3.1.

Estimated total payments by employers and employees of national
insurance contributions in 1986—87 and 1987-88!

Great Britain (£ million)

Employers  Employees Total
National insurance contributions:
198687 12320 11 580 23900
198788 13160 12 460 25620
Total change : + 840 + 880 +'1 720
of which:
Change in contributions from
increased earnings, etc? +970 +870 +1840
Change in contributions from
increase in earnings limits =130 +10 =120

! Figures are rounded to the nearest £ 10 million. Detailed figures for national insurance contributions Basegwill
? included in the Government Actuary’s report on the draft of the Social Security (Contributions, Re-rating)
rder 1986. As in previous years, figures in this table are on a receipts basis excluding self employed and
voluntary contributions. Figures include NHS and Employment Protection Allocation contributions. Employers’
contributions are net of deductions in respect of statutory sick pay and, for 1987-88, statutory maternity pay.

? Including population and employment changes.

PSR, AN
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boi) —P Repayment of Advance Petroleum Revemue Tax (APRT)”

wém"

4.01 The Government is reviewing the North Sea‘tax regime in the light of
- recent oil price fall and will be announcing /Ats conclusions in the 1987
Budget. In the interim, given the current difficulties of the offshore
\,j\l\) supplies industry in Scotland and the MNorth/of England, the Chancellor of
XX\> the Exchequer announced on 6 November the Government's intention to
\ introduce a Bill early in the new Session of Parliament. The purpose of this
would be to bring forward to the current financial year certain repayments
of APRT due to the oil companies which un: ent law would have

been spread over the next threem‘ 5
4.02 APRT advances the payment of Pe enue Tax (PRT) into
the early years of an oil field's production. These advance payments may
be set against future PRT. Under the provisions of the 1983 Finance Act,
these payments were, in any event, coming to an end: the last period for
which APRT is payable ends on 31 December 1986. The fall in the oil price
means that some fields will not start to generate profits and therefore PRT
until much later than expected (if at all) and so will not be able to utilise
their APRT credits. Under current law, APRT would not be repaid until
1988 or later. The proposed measure would bring forward to March of the
current financial year repayments of APRT credits on fields that had not
reached payback by 30 June 1986, up tc a limit of £15 million per company

per field.

4.03 This measure would increase the PSBR in 1986-87 by up to
£310 million, but there will be a corresponding reduction in the PSBR of
£130 million in 1987-88, £120 million in 1988-89 and £60 million in
1989-90.

betd —p  Revenms “ady cech omas
4.04 The tables below show the effects of various illustrative tax changes on
receipts of tax in 1987-88 and 1988-89.

4.05 The effects of tax changes depend on cconomic variables, such as
prices, earnings and consumer expenditure. The estimates shown are
consistent with the economic forecast given in Chapter 1.

4.06 An illustrative rate of inflation of 3} per cent has been used to show the
effects of indexation and revalorisation in 1987—88. This is in line with the
annual rate of increase in the RPI forecast for the fourth quarter of 1986.

4.07 The tables show estimates of the direct effects of tax changes. In
practice, tax changes will themselves affect economic variables, which in
turn will have further effects on tax yields and on the PSBR.. The estimated
direct effects are not, therefore, the same as the effects on the PSBR. The
approach used here is explained in the Annex to Chapter 4 of the Financial
Statement and Budget Report published in March 1986.

4.08 The estimates of the effects in 1988—89 assume that the levels of
allowances, rates of duty etc set for 1987-88 continue to apply in 1988—89.
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bold

Table 4.1

dexation of allowances, thresholds and bands for 1987-88

{%
4.09 Tables 4.1 to 4.3 show tax allowances, thresholds, and bands for 198':
88 after 3} per cent indexation. Rounding follows the rules laid down in the

1980 Finance Act for income tax and the 1982 Finance Act for inheritance

tax and capital gains tax. Estimates of the revenue effects of these changes are

shown in Table 4.4.

Income tax

-~

Table 4.2 Inheritance tax

1986—87 198788
£ £
Allowances:
Single and wife’s earned income allowance 2335 2415
Married allowance 3655 3775
Additional personal and widow’s bereavement
allowance 1320 1360
" Single age allowance 2850 2950
Married age allowance 4505 4655
Aged income limit 9400 9800
Income tax rates, ,, ,Bands of taxable income
Per cent A OREeT 1987-88
' £ £

29 0-17 200 - 0-17800

40 17 201-20 200 17 801-20900

45 2020125400 20901-26 300

50 25401-33 300 26 301-34 500

55 3330141200 3450142700

60 Over 41 200 Over 42700
Rate on death - .Bands of chargeable value

LA foRk gy 1987-88

Per cent 4’000 47000

Nil 0-71 0-74

30 71-95 74-99

35 95-129 99-134

40 129-164 134-170

45 164-206 170213

50 206257 213-266

55 257-317 266-328

60 : Over 317 Over 328

R ST SR Sl S SRS

e e i
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Table 4.3 Capital gains tax

198687 1987-88
& L
Annual exempt
amount:
Individuals 6300 6 600
ol D Trusts 3150 3300

Table 4.4 Costs of indexation in 1987-88

£ million
1987-88 198889
Indexation of income tax allowances and
thresholds 710 950
Of which:
Increases in main personal allowances 600 760
Increase in the basic rate limit* 70 110
Increases in further higher rate thresholds* 40 80
Indexation of inheritance tax thresholds
and bands 18 : 40
Indexation of capital gains exempt amounts o )

* Additional costs after previous changes have been introduced.

, CAIictrevenue effects of illustrative W

(b nd corporation tax x s

S T ~ 4.10 Table 4.5 shows estimates of the direct revenue effects of illustrative
changes in income tax and corporation tax. For income tax allowances and
thresholds, these are from the indexed levels for 1987—88.

4.11 The effects of the illustrative changes can be scaled up or down over a
reasonably wide range. However, the extra cost of increasing allowances
and, in particular, higher rate thresholds tends to fall as the allowances or
thresholds rise. For this reason, effects are given for different percentage
changes.

4.12 The total cost of a group of income tax allowance changes can be
broadly assessed by adding together the revenue effects of each change.
However, if allowances are increased substantially and combined with a
reduction in basic or higher rates, the effects of the rate reductions will be
reduced. In such cases, the cost or yield obtained by adding components
from the ready reckoner should be considered only as a general guide.
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Table 4.5 Direct Effects of Illustrative Changes in Income Tax and

Corporation Tax!

4 million
1987-88 1988-89
cost/yield - cost/yield
TR R Income tax
bold —p Rates
Change basic rate by 1p? 1100 1475
Change all higher rates by 1p 65 150
botd —p Personal allowances’
Change single and wife’s earned income allowance by £100 290 380
Change married allowance by £100 235 300
Change single age allowance by £100 24 32
Change married age allowance by £100 23 30
Change aged income limit by £200 4 6
Change all main personal allowances by 1 per cent 175 225
Change all main personal allowances by 10 per cent:
increase (cost) 1725 2200
ol decrease (yield) 1800 2275
Higher rate thresholds’
Change all higher rate thresholds by 1 per cent:
increase (cost) 25 50
decrease (yield) 25 50
Change all higiier rate thresholds by 10 per cent:
increase (cost) 215 450
bold decrease (yield) 290 575
Allowances and thresholds?
Change all main personal allowances and higher rate thresholds by 1 per cent 200 275
Change all main personal allowances and higher rate thresholds by 10 per cent:
increase (cost) 1925 2650
decrease (yield) 2100 2900
Corporation tax*
Change full rate by 1 percentage point 210 390
Change small companies’ rate by 1 percentage point® 20 40
' The estimated revenue effects of changes in the basic rate of income tax * For simplicity, percentage changes are calculated with reference to
and in the main personal allowarces of 10 per cent are rounded to the 1986-87 levels.
nearest £25m; other effects over £ 50m are rounded to the nearest L5m; * Assessment to corporation tax normally relates to the preceding year.
effects of less than £ 50m are rounded to the nearest £ 1m. These estimates are,therefore,the changes to revenue that would occur if
X ? Including the effect of the change on receipts of advance corporation tax the changed rates were applied from financial-year 1987-88.

and on consequent liability to mainstream corporation tax.

> These figures ignore any possible associated changes in the imputation

system.
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,,,,,,, - Indirect taxej)

4.13 Table 4.6 shows estimates of the effects of changes in excise duties. The
first part shows the extra revenue from the individual duties if they were to

'g‘/q be increased by exactly )ﬁ:ger cent, together with the price increase that
would result (after allowing for consequential VAT). The second part shows
the revenue yield from changing current levels of duty so that (after VAT)
the price of a typical item is changed by the amount shown.

4.14 Table 4.7 shows the revenue effects of a 1 percentage point change in
the rate of VAT. i
4.15 Within limits the illustrative changes for specific duties can be scaled up
or down to give a reasonable guide to the revenue effects. Howcver, with
large changes the margins of uncertainty surrounding the effects on sales and
hence on revenue become progressively larger, and scaled estimates will be
less reliable.
Table 4.6 Revenue effects of indirect tax changes
3}% Revalorisation' Changes from present levels of duty
Yield/Cost in® Yield/Cost in?
Current level Price 198788 198889 Price Actual 198788 198889
of duty on change change percentage
typical items inc. VAT? Lm Lm inc. VAT? changeinduty £m Lm
Indirect taxes
Beer (pint) 18-6p 0-7p 55 b0_se 1p 47 75 90
Wine (70 cl bottle of
table wine)* 68-6p 2:6p 20 20 5p 63 35 40
Spirits (bottle) £473 174p 77 25 X025 10p 1-8 15 15
Cigarettes (20 kingsize)® 92-7p 3-0p 75 X0 1p 131 25 30
Petrol (gallon) 88-1p ST 165 157150 1p 1-0 50 55
Derv (gallon) 74-5p 2:8p 40 ¢f 40 1p 1-2 15 15
VED (cars and light vans)  £100-00 £325 65 6155 £1:00 1-0 20 20

! An “ across the board’ revalorisation by 3} per cent (including the
minor duties not shown above) would yield about £475m in 1987-88

3 Assuming implementation on 1 April 1987.
* Revenue effects include all wines.

and £525m in 198889, and the impact on the RPI would be to raise it 5 The duty on cigarettes has ad valorem and specific elements; the
by 0-3 per cent.

2 VAT is payable in addition to the duty except in the case of VED.

Table 4.7

Printed in the UK by Her Majesty's Stationery Office
3167572 DA 000000 C 11/86

ISBN 0

10 000000 O

percentage change relates only to the specific element, biut the price
change includes the subsequent increase in ad valorem duty and VAT.

VAT
Yield/Cost in
1987-88 198889
Am Am

1% change in rate of VAT' 800 1130

! Assuming implementation on 1 April 1987.



A P HUDSON
3 NOVEMBER 1986

pS/CHIEF SECRETARY cc Sir P Middleton
Sir T Burns
Mr F E R Butler
Mr Scholar

“V\M}E Mr Turnbull
{ Mr Sedgwick
i M‘p> Miss O'Mara

“M A Mr Culpin

Mr Gray

Miss Noble

Mr Pickering
Mr Cropper

Mr Tyrie

Mr Ross Goobey

AUTUMN STATEMENT
I attach the Chancellor's own draft of the Oral Statement.

2.3 The sections on detailed public expenditure measures are
pending the Chief Secretary's views.

% Please could I have comments and additional contributions by
close tonight?
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Wwith permission, Mr Speaker, I should like to make a

statement.

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the printed Autumn Statement,

accompanied by an Oral Statement to the House, next

- Tuesday.’
‘ For obvious reasons that is not possible this year.

—— ] So while the Autumn Statement willIBe prin %g in thﬁ;]
normal way and [;aid before the House/\as soon as it
reassembles next Wednesday, I thought it would be for the

convenience of the House if I made my Oral Statement

’7"1“’}‘_} today.

This will cover all three of the key elements in the
printed Statement: the Governmentl!s outline public
expenditure plans for each of the next three years and
the expected outturn for this year, proposals for next
year's national insurance contributions, and the
forecast of the economic prospects for 1987 required by
the 1975 Industry Act. i

D ld ) s ctvonic focad nlraoh )

Summary| tables for -both public expenditure and the(

will be ava able from the Vote Office

as soon as I have sat down // turn fi
¥ rst to the outturn
ﬂ'nq—wuu le U\JMM u‘ﬁa WM“’@\)/
1. 4

[ 481
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£ for the current financial year, 1986-87.

The public expenditure planning total now looks likely to
jwj 1% (m less tFan

amount toJ:seme ?mib#libn, or. a little éveﬂl per
Ve

cent,@_ore thaﬂ was allowed for in this year's Publicg
Expenditure White Paper. The main x:eason){ for this

excess is an 8 per cent rise in the current spending of

local authorities - far more than was provided for.

I Tk T L )

However, [twe—-—maaer] items E—E—p&bﬂl—rvﬂexpend_xtureﬂwhlch lie
te lared f e &

outside the planning total,Adebt interest) and—-+the

i i I i i jare
@ likely to fall E:—l—bg] short of what was forecast at the
s

]time of the Budget,Eeh—i—cﬂAreducgg the@_verti—i—-e*pe&é—i—tu{-g
.
overrunsgto about £ibn.
o Bt oxpondllre sidaD
rfan‘.,\ts

On the @evenug]side, the North Sea tax take is likely to

be even lower, by about €£1bn, than I envisaged at the
time of the Budget, largely because for a long period the
oil price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

This shortfall, however, is more than offset by the

continuing buoyancy of non-oil revenues, in particular

N~ ad revennss
VAT and Corporation Tax, Eehwh] now look likely to exceed

the Budget forecast by £11bn. This would imply an
on bhe re Ly
[We%ﬁﬁg]overrunAof about £1bn, the same as[t-he.
ontte side,

p&e—jecteél\expenditureﬁ @u—e«s-r—u-ﬂ

{

. — f
At the same time I have one Ea:ﬂchangeAto announce. 2 /4,«4[[! _
Ve (. rEvtRAL Ly = T-ihgen '3‘“

The coll (1 ge =
e collapse of the o0il price has led to a sharp cutback '
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in investment activity in the North Sea, with inevitable
consequences for the UK offshore supplies industry both

in Scotland and the Nortﬁkof England.

Against this background the Government is conducting a
review of the North SeaAtegime, and I shall be announcing

my conclusions in the light of that review in the Budget.

But given the current difficulties of the offshoie
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefully targeted basis, to accelerate
the arrangements for the repayment to the oil companies

of Advance Petroleum Revenue Tax due to them.

The details of this change, which will require
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be

issuing as soon as I have sat down.

have a revenne wont

The new arrangements will[;emﬁﬂr—hr—a-%oss—of-revenagJ

this financial year of some £300m, which will/gf courséj

be fully recouped over the next three years.

Taking this into account, the Public Sector Borrowing
Requirement for the current year is now forecast to be
about £7ibn, slightly above the £7bn figure which I set
in the Budget./ézg turn now to the public expenditure

Plans for the next three years. This year, for the

&
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: ‘ourth successive year, public spending is set to decline

as a proportion of national output, (a Lﬁ** and kftfvﬁllulhv
AMH tte pooreed a}/wﬁndiudbm.

o\
And this remains true even before deducting the proceeds
of pr ivatisationj .

The Government is determined to ensure that this trend

bopi - continues: to see to it that total public spending, even

without taking account of privatisation proceeds,

continues to decline as a percentage of GD%. The plans I

am about to announce secure that objectivej\ But within

this overall constraint the Government has felt it right,

in the context of its policy priorities, to allow an
increase in the previously announced planning totals [fer
@ 198789 and—3980-89] of F/44 bl fv 1987 -98 and #1490 Moo fov
g 1988-84.
LmuQJ:"“

Sqpuae Lunondd
g%ﬁﬁﬁb P”Jb? he new totals have been set atl;148§bélfor 1987-88 and zj¥
- { AV Later
[e1541bn] in 1988-89,{an increase of [£4}bn] and /estbn] FFEE

Py
& 27 A A

; respectively. hert
m ‘h (\J"; \—‘Ufk
:[mheaﬂ

¢ ; For 1989-90 the planning total has been set at £XY2Zbr.

/f?Compared with the forecast outturn for 127%6-87, these
aneliate -

totals ang—estl an average growth of public spending of@-

1thwU shaée_snuyﬂA}{per cent a year in real terms, well within

the prospective growth of the economy as a whole.

As usual, these totals incorporate estimates for the
proceeds of privatisation. Last year I increased the
estimate of these proceeds very substantially to £43bn in

each of the three Survey years, a figure which I expect
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to be duly achieved this year.

Although the privatisation programme is now moving ahead
more strongly than ever before, I have decided to make
only a modest further addition to this estimate, bringing

it to £5bn in each of the next three years.

The new planning totals also <contain substantial

reserves, rising from £3ibn in 1987-88 to £7ibn in 1989-
90.

)these are larger than in any previous survey with the
exception of 1last year's, when, exceptionally, local
authority provision was artificially set at the same cash
figure for all three years and special allowance had to

be made for this in setting the reserves}K

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Godvernment attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected

increases in public expenditure over the next three years
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- _to undermine the prudence of the Government's overall

fiscal stance, either next year or subsequently.

The Government's fiscal stance will remain as set out in

of this year's Budget.

s Whese
The largest increase [:eeme-s—-eﬂ local authorityﬁcurrent
spendingy [;uHx>—pfevE&hm*—%er—&987=38—1nw$—%9&&-&9—had
of cash
previousty—been—set—at{ the same eash levelAas in 1986-87,

Gending—further—dectsions- b : '
' Bt Jako

t i A g [ %
. : : ;] 5
_]Educatiorf;"%ﬁcluding the new@

proposals on pay and conditions of service for teachers
te (nertase.

announced last week,h A further major portion of the

increase 1is for the police. [:
o " ‘ SEET—aEt—= ' 2 R
wi:eh-}_i-n-f-;au.o:ﬂ

In addition to the increased provision for the cost of
education in schools contained within 1local authority
current spending, there will be additional provision for
universities of £60m in 1987-88 and £70m in 1988-89.
: Fee’
aAJruswulsnuJ Swuﬁthb-

Spending on the healthAservicexwill beAincreaseqééhfiiﬂm

/TCombined with the resources increasingly being generated
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by greater efficiency, this will [nets.eﬂq}y__met_” :

"’ gzou%ag—éemands*bﬁ“the~health-sefvlee—bat—w4ll—allew—%t—
—+to improveolservicesa-ml /-/ b M ijo 4,*4/{17.42{ [‘:ﬁ’

In addition to enjoying the benefits of substantiall an
higher receipts from council house sales é; nearly £lbn N ’,wé
over the three vyears i] housing investment will be ',ﬁféii.
increased by £225m in 1987-88. This will sustain the

rising trend of spending on renovation and improvements

and provide extra resources for the housing associations.

£13bn has been

added to next year's provision for social security, most

| 4%0’ of which represents greater take-up of existing means-

DU~ tested benefits. arThmAﬂ‘nvghk r
L MIUW

For defence, the provision remains as Planned in the last

?
T
4
P
¥
>
it
i
’\E

White Paper after allowing for minor changes, including a

reductlon i the stimated cost Falklands

T Ww>»~“" (}mtmuJ ﬁvquwu‘uwuiﬁﬂ
deployment.A 't'he 2e programme Wﬂ'l‘tOﬂt-tme——-eo

benefit&:’from the substantial real growth in previous

years and the w1de-rangxng act1on to 1mptove efficiency
¥} A

poerav I

Lll& e Lﬂ' ¥ iy e {fl(}""'J‘G'

[ PRy ot

F & o

| p shid
4l b sy 2 WM “A‘J/« l,

A : b o
3:5 summary table setting out the figures for each a“ﬁgwﬁg

and value for money.

s st

~]

programme will be available in the Vote Office as soon as

T

gj.:tﬂ.-,}v 7l 45
( I have sat down, ané]fﬁrther details of these and other

changes will be contained in the printed Autumn Statement

1 which will be published as soon as the House returns next

mrvulas ——/ f(fmﬂu\uvf wnd EF

o A
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“:eek. In addition, full details, together with
information on running costs and manpower, will be given
in the public expenditure White Paper early in the New

Year.

I now turn to National Insurance contributions. The
Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the
benefit uprating which my Rt Hon Friend the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295
a week. The limits for the reduced rate bands which I
announced in last year's Budget will also be increased
again in April, but by proportionately larger amounts.
[?huéf?ge upper limit for the 5 per cent and 7 per cent
bands will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate
for @mployers will be raised to £150 a week. The
taxpayer's contribution to the National Insurance Fund -
the so-called Treasury Supplement - will be reduced by 2
per cent to 7 per cent, but this will not require any
change in contribution rates. Thus the main Class I
contribution rates will once again remain unchanged at 9

per cent for employees and 10.45 per cent for employers.
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.inally, I turn to the Industry Act Forecast.

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 2% per cent, against
a Budget forecast of 3 per cent, and inflation in the
g [PY
:fourthouarter of this yearZEow looks [likely to be 31} per
cent, against the Budget forecast of 3} per cent. The
principal reason for this slower growth has been the
disappointing performance of expofts, which were hard hit
by the cutback in spending by OPEC and other primary
producers affected by the sharp fall in commodity prices

in general and the o0il price in particular. Z&hese are

export markets of particular importance to the UK;]

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in

the cwjpent account of the balance of payments,Aa surplus

B oo eyt

B, T " Rt

of[%;em—&*?ﬁlln 1985 - and a cumulative surplus ofé§¥%b€1?2'é“

over the six years from 1980 to 1985 inclusive - to a

forecast of broad balance for 1986.

Looking ahead to 1987 the prospects are generally
. rewess

encouraging. While the [;nescapa lé]adjustment of the

exchange rate to the o0il price collapse has now taken

place, it will inevitably take time before the full

benefits come through in higher non-0il exports .ad
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- reduced import penetration at home.
This means we can expect the current account of the

balance of payments to go into deficit next year/, for the

Y*:“ first time since 19792]to the tune of some £1ibn.
G / ) vuJ}{a »
Even so,Aexports are forecast to rise next year by 3 per
' %
ﬁixgr : cent, compared with an increase of only,l per cent this
Lo L”?J;i year, with manufacturing output, in consequence, up by 4
@’y “n ) v,
quZ”,JM*}_ per cent. And with domestic demand continuing to expand /“;}”’
v g /) 4 "’ j, i‘f
/W*' at the same rate as this year,jthe economy overall is " ;"
)

sixth successive year of growth at 3 per cent or 4-)

thereabouts, and into the seventh.

ed

Recorq\inflation is likely to edge up a little, to 3% per

cent in the Fourth Quarter of 1987.

g;4jwul+651 This 1§LénL&rEI§/almost entlre%irgue to the effect on the

) RPI of the timing of mortgage rate changes; Zgngj the

= 3,:;5' Government's commitment to a monetary policy that will

#/ squeeze out inflation remains unabated.
Meanwhile the 1likelihood of faster growth next year,
coming at a time when unemployment already appears to
NGWJ e
have stopped rising, suggests that the prospects for some

pm nev=
ﬁ::ig?“r fall in unemployment are now more promisingzgﬁan at any

previous time this decade.z

PEW‘PwL [;ut this promise could still be frustrated by
b, v

R -
J poces
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‘excessive pay settlementﬂ/ii%he full text of the Autumn

forecast is to be published today and is now available in

the Vote Office.’j//g:z‘fb, /u\tue B

~ /32)

( It will, of course, also be included in the printed
Autumn Statement next week. i

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the lowest level for two
decades, combined with sustained growth and steadily

rising living standards.

This is a combination that has eluded successive
Governments for a generation. We have brought it about
by the determined pursuit of free markets and sound

money.

And that is what we will stick to.
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PRINCIPAL ‘PRIVATE SECRETARY e Chief Secretary
Financial Secretary
Mr Cassell
Mr Monck
Mr Scholar
Miss Sinclair
Mr ML Williams
Miss C Evans
Ms Leahy

PS/IR
Mr--Pitts: — IR

AUTUMN STATEMENT: APRT

Sir Peter Middleton has seen Mr Williams' minute of 31 October.
He would be inclined to redraft the paragraph as follows:

"The fall in oil prices ... the North East.

i am therefore proposing an
adjustment ... Advance Petroleum Revenue
Tax, With lower o0il prices ... expected,
and in some cases not at all. Phes
change ... Inland Revenue. These new
arrangements ... £300 million. There
will ... later years."

2y Sir Peter Middleton would also prefer to drop the first
two sentences, and make the whole thing contingent on the "forced
loan" effects of the fall in the o0il price. But he recognises

that this may not be right politically.

R B SAUNDERS
Private Secretary
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CHANCELLOR

A C S ALLAN
3 November 1986

ORAL AUTUMN STATEMENT

Not surprisingly, the passage which has attracted most attention is

the one at the top of page 6 on fiscal policy and the MTFS. The

various comments are as follows:

(i)

(ii)

(111)

Z?;v)

Sir P Middleton and Sir T Burns say "fiscal stance is not

an FSBR concept. And we don't want to get hooked on a row
of PSBR numbers at this stage; that is a matter for the
Budget". They therefore propose that the sentence should
say "The Government's fiscal stance will be set out in
the MTFS published at the time of next year's Budget".

Michael Scholar prefers the earlier Peter Middleton

formulation. He suggests deleting the sentence Peter and
Terry amend and adding a new sentence at the end of the
previous paragraph to say "Fhese increases are bound to
mean that there will be less scope in next year's Budget
for cuts in taxes than there would otherwise have been".

Alastair Ross Goobey would like you to be more explicit

and replace the paragraph with "... fiscal policy is
determined at Budget time and depends on revenues as well
as expenditure. I can assure you today that the fiscal
stance published at that time will follow the existing
planned path".

David Norgrove reported to me that the Prime Minister

would favour a more explicit reference to the PSBR path
underlying your formulation. Z



(v) Robert Culpin was content with your formulation, provided

he could say "yes" if asked if this did mean you were

saying you were sticking to the PSBR path in the MTFS.
2% The other points are worth noting.

(i) Andrew Turnbull wriggles around with your presentation of
GGE + PCMOB etc (page 2). But I think his redraft is
broadly acceptable.

(ii) Robin Butler has the odd suggestion of leaving out the
references to the £4% billion/£5% billion increases as
being too stark (and leaving people to work this out for

themselves).

e Otherwise the points are mainly small drafting comments -

pf

o

marked up on the master attached.

/ -
A C S ALLAN
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Mr F E R Butler
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maéjﬁ Mr Turnbull

{ Mr Sedgwick

“ g Mﬁ) Miss O'Mara
E (2N Mr Culpin

Mr Gray
Miss Noble
. Mr Pickering
Mr Cropper
Mr Tyrie
Mr Ross Goobey

AUTUMN STATEMENT
I attach the Chancellor's own draft of the Oral Statement.

2. The sections on detailed public expenditure measures are
pending the Chief Secretary's views.

3. Please could I have commerts and additional contributions by
close tonight?

N Ao atlacde) L\J: i

Mot
7LnJMu (*Z>

A P HUDSON

Pecrson
8
( amig ;ﬁ%?ﬁ Sl Selgoick and Norgerve ol tiigl)
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With permission, Mr Speaker, I should like to make a

statement.

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the printed Autumn Statement,
accompanied by an Oral Statement to the House, next

- Tuesday.
For obvious reasons that is not possible this year.

So while the Autumn Statement will be priﬁjed in the

: ed to Poliamant |
normal way and [iald before the House/\as soon as it
reassembles next Wednesday, I thought it would be for the
convenience of the House if I made my Oral Statement

today.

This will cover all three of the key elements in the
printed Statement: the Government!s outline public
expenditure plans for each of the next three years and
the expected outturn for this year, proposals for next
year's national insurance contributions, and the
forecast of the economic prospects for 1987 required by

the 1975 Industry Act.

Summary| tables for -both public expenditure and the‘

will be ava1 able from the Vote Office
as soon as I have sat down:

turn first to the outturn

(éfw

w@w SEAPPE 3 1% ’
L woschiveck
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for the current financial. year, 1986-87. ,!\% N o
> &V N
/ ../—" \
1 v
The public expen 1ture plannxng total now looks likely to

£l1%m

amount to Eemé] £140§brﬁél§bn, or a little éveg] 1 per

cent, /x;ore than’

w

was allowed for in this year's Public

Expenditure White Paper. The main reason,( for this
%
excess 1is an@per cent rise in the current spending of

local authorities - far more than was provided for.
m m ‘giole
However, [twe—maaer] items E-E—-pu-b—l—i—cjexpenditureﬁwhich lie
te laryed f Pheeh &

outside the planning total,Adebt interest) and—-+the

j are

likely to fall [&i—brj short of what was forecast at the
f'u( :

t1me of the Budget, Gh—x—cp] reduce-é the&ma—l—l—ex-pe-n&%u—sew

overrungto about £3ibn.
Con Be_axpondilive side
Kaipts

On the @e—veﬁugjside, the North Sea tax take is likely to

be even lower, by about €£1bn, than I envisaged at the
time of the Budget, largely because for a long period the
oil price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

This shortfall, however, is more than offset by the

continuing buoyancy of non-oil revenues, in particular
Now-al revenss

VAT and Corporation Tax, Er-h—i—eh:(now look likely to exceed

the Budget forecast by Ellbn This would imply an
on bhe re v
Joverrun of about £ibn, the same asl:bh-e.
cide,

pEe-)-ecteé] expendlture @ue-s-r—unJ
%\ﬁNw{ﬁa/\Ma/ﬂmi

At the same time I have one Ezaﬂchange to announce.
» flﬂ (

N e révtamnt 1

The collapse of the oil Price has led to a sharp cutback
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in investment activity in the North Sea, with inevitable
consequences for the UK Eﬁfshore supplies industry both

in Scotland and the Nortﬁﬂof England.

Against this background the Government is conducting a
review of the North SeaAregime, and I shall be announcing

my conclusions in the light of that review in the Budget.

But given the current difficulties of the offshoie
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefully targeted basis, to accelerate
the arrangements for the repayment to the oil companies

of Advance Petroleum Revenue Tax due to them.

The details of this change, which will require
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be

issuing as soon as I have sat down.

have a revemue cont

The new arrangements willZ;ésu}t—%ﬁ—a—&ﬁss—of“TeveﬂugJ

this financial year of some £300m, which w111.4;£-coupsei

be fully recouped over the next three years.

Taking this into account, the Public Sector Borrowing
Requirement for the current vear is now forecast to be
about £7%1bn, slightly above the £7bn figure which I set
in the Budget.4;? turn now to the public expenditure

Plans for the next three years. This year, for the
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‘ fourth successive year, public spending is set to decline

as a proportion of national output, Lvﬁ 5“1"“ and ‘4’6’ M“f'}j \(7
o poreed o /\«W l"“",’,/’)/ :

[;md this remains true even before deducting the proceeds

of privatisat ionj

——

The Government is determined to ensure that this trend

continues: to see to it that total public spending, even

without taking account of privatisation proceeds,

continues to decline as a percentage of GDI;‘. The plans I

am about to announce secure that objectivej But within

this overall constraint the Government has felt it right,

in the context of its policy priorities, to allow an

128924,
/ LU‘U““-’( (,/

u - D

{WIM“‘? [e1543bn] in 1988-89,{ increase of [£4ibn] and Jestbn] FEAE!
% respectively. { Rt

increase in the previously announced planning totals[ﬁe-r
@ 1987-38—and—1080=89] of F/44 Ml for 1987 -98 aud #149 Wlheo for
om
Squa .
g““‘,\w}") he new totals have been set atE1481bJ for 1987-88 and //'_3)'7' @
Later
m
Jdaurt *°
grB [# 161 %
I g For 1989-90 the planning total has been set at £X¥Zbm.

/PCompared with the forecast outturn for 19/86 87, these
inliate
totals [sugg-estl an average growth of publlc spending of[:a-
FERB ¥
Tunw shaée_ona-ﬂAI{per cent a year in real terms, well within

the prospective growth of the economy as a whole.

As usual, these totals incorporate estimates for the
proceeds of privatisation. Last year I increased the
estimate of these proceeds very substantially to £43ibn in

each of the three Survey years, a figure which I expect
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to be duly achieved this year.

Although the privatisation programme is now moving ahead
more strongly than ever before, I have decided to make
only a modest further addition to this estimate, bringing

it to £5bn in each of the next three years.

The new planning totals also contain substantial
reserves, rising from £3ibn in 1987-88 to £7ibn in 1989-

90.

:these are lar;:}\ghan in any/;wég;ous survey with the

N

exception of last }q@r's,//ﬁﬁen, exceptionally, 1local

authority provision was 'Eificially set-at the same cash

figure For all thr years and special allowance had to

be made f?j/ﬁpié/in setting thé\ngerves>K

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Gdvernment attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected

increases in public expenditure over the next three years
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' to undermine the prudence of the Government's overall

fiscal stanceﬂ:fither next year or subsequentlyz)

The Government's fiscal stance will remain as set out in

the medium-term financial strategy published at the

of this year's Budget.

tes Whese

The largest increase [eemes——eﬂ local authoritz{ﬁcurrent

freceprovision—tor—ise-ss—snais00-ss—tas 1

a}c&d\gwmﬁi?
previousty—been—set—at( the same eash level as in 1986-87, i

JEducatichluding the new %

proposals on pay and conditions of service for teachers
e cnertage. ‘
announced last week,A A further major portion of the '

increase 1is for the police. [:

il i o ’ s
wi%h-}——i—a-f—l-a-‘e—iog

In addition to the increased provision for the cost of
education in schools contained within 1local authority
current spending, there will be additzbnal provision for
universities of £60m in 1987-88 and £70m in 1988-89.

and persenal soudl subitiatally. e

Spending on the healthAservice:will beAincreased,@-y—E%-]:ﬂm
in—L981=88~w4%h—further—fncrea$mr—fn—Sﬂbsequent—yearéz

7 )
\xﬂ.hﬁi; S
,TCombined with the%?esdﬁtces increasingly being generated

¢ 300 mlluin ijé)}



SECRKE L l‘-’“""l'm%"
by greater efficiency, this willA not—only —meet—the
' Ww—eﬁmdwﬁmww%%w_&_
—to improveolservicesaaul /v/ k‘ "”-"a e 4[‘“&"){ 'I“”/rit

mu}u\fﬁ
:sz'd' 5 -,.'

W ) Urr s v;
In addition to enjoying the benefits of substantlally AI %x

------

v

a(;l;"."". 5
higher receipts from council house salesjgémk;tiy~£lbn—e}ngwﬁ
Q2eI:;Jﬁy;~=€hree“§gérs::i3 housing investment will be oA

increased by £225m in 1987-88. This will sustain the

rising trend of spending on renovation and improvements

and provide extra resources for the housing associations.

2{"‘“ the—light of this _yt:ax.'b t-.'xyr:Llcuw‘,l £13ibn has been

added to next year's prov151on fej social security, most
a

| Fﬂr of which represents greater ake up of existing means-

ﬂwgp}  tested benefits,

>

For defence, the provision remains as planned in

White Paper after allowing for minor changes, including a

reduction_

-stlmated cos

ey

~__the Falklands
el

—

‘Eepegjfgyfrom the substantial real growth in previous

years and the wide-rang1ng actlon to improve efficiency
‘ ,\ ' ) /)

and value for money.

Eji ‘$~haue_sab—dewnr_an§]farther details of these and other

changes will be contained in the printed Autumn Statement

| which will be published as soon as the House returns next

S/em,& mméswwgf(ﬂm[lmwww £7¢
\\W\wlfw? W‘u#v "‘mﬂo/‘”“w‘wt‘%’”d wE

e e e . 55 et e
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.week. In addition, full details, together with
information on running costs and manpower, will be given
in the public expenditure White Paper early in the New

Year.

I now turn to National Insurance contributions. The
Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the
benefit uprating which my Rt Hon Friend the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295
a week. The limits for the reduced rate bands which I
announced in last year's Budget will also be increased
again in April, but by proportionately larger amounts.
g;hu€f¥ge upper limit for the 5 per cent and 7 per cent
bands will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate
for @mployers will be raised to £150 a week. The
taxpayer's contribution to the National Insurance Fund -
the so-called Treasury Supplement - will be reduced by 2
per cent to 7 per cent, but this will not require any
change in contribution rates. Thus the main Class I
contribution rates will once again remain unchanged at 9

per cent for employees and 10.45 per cent for employers.
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Finally, I turn to the Industry Act Forecast.

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 2} per cent, against

a Budget forecast of 3 per cent, and inflation in the

(73
:fourtbgéarter of this yearZ?ew—%eeké]likely to be 3% per

cent, against the Budget forecast of 3} per cent. The
principal reason for this slower growth has been the
disappointing performance of expofts, which were hard hit
by the cutback in spending by OPEC and other primary
producers affected by the sharp fall in commodity prices

in general and the oil price in particular. é;heee—afe

: c TR I0F | i ““_]

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in

the current account of the balance of payments, a surplus

Jutave#3% [

of Efem—E*sézln 1985 - and a cumulative surplus of[: t&¥2'6“

over the six years from 1980 to 1985 inclusive - to a

forecast of broad balance for 1986.

Looking ahead to 1987 the prospects are generally
encoufaging. While the [nescapmgﬂejadjustment of the
exchange rate to the o0il price collapse has now taken
place, it will inevitably take time before the full

benefits come through in higher non-oil exports .ad
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reduced import penetration at home.

This means we can expect the current account of the

balance of payments to go into deficit next year/, for the

first time since 1979i}to the tune of some £1ibn.

cent, compared with an increase of only,l,per cent this
ay
year, with manufacturing output, in consequence, up by 4

per cent. And with domestic demand continuing to expand [“ujqi

sixth successive year of growth at

thereabouts, and—inte=the=seventh.
ed

Recorq\inflation is likely to edge up a little, to 3} per

cent in the Fourth Quarter of 1987.

This iié;nbérETy/almost entire%ir;ue to the effect on the

RPI of the timing of mortgage rate changes, Z;hé' the
Government's commitment to a monetary policy that will
squeeze out inflation remains unabated.

Meanwhile the 1likelihood of faster growth next vyear,
coming at a time when unemployment already appears to
have stopped rising, suggests that the prospects for some

fall in unemployment are now more promising fthan _at any-

T e

. . o ')V‘/J
PEH“J&;L Z%V/#”;;I;*ﬁ‘;:;mlse could still be frustrated by }
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. 2%? -
: 'I. excessive pay settlementé] The fg}l’text of the Autumn

e
forecast is to be published today and is now available in

the Vote Office.j//fm/(;hw B

A@%éLua} ~ f:Z)

( It will, of course, also be included in the printed

Autumn Statemspt/:;xt week. (

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the 1lowest level for two
decades, combined with sustained growth and steadily

rising living standards.

This is a combination that has eluded successive
Governments for a generation. We have brought it about
by the determined pursuit of free markets and sound

money.

And that is what we will stick to.
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Chancellor wants to get the point in the previous
paragraph could be extended by the words "......
proportion of national output, both before and after

deducting the proceeds of privatisation".

Perhaps because I am so appalled by them, I find
that the figures of £4% billion and £5% billion for
the increases in the planning total half-way down that
page come in very starkly. I would suggest deleting
the words "an increase of £4% billion and £5% billion
respectively" and allowing people to do their own
arithmetic by extending the end of the previous paragraph
to read ".... to allow an increase in the previously
announced planning totals of £144 billion for 1987-
88 . andr«£1i49 " billioni-1n 19888095, Even so, I would
have felt happier with a slower build-up to this

announcement.

In the penultimate paragraph on that page I suggest
redrafbingr s these totals indicate an average
growth of public spending of about 1% per cent a year

in“real i terms .ciwe s - .

Page 53 I favour including Lhe sqguare bracketed
paragraph in the middle of the page.

(zp 3

F. E. R. BUTLER
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PS/CST
Sir P Middleton
Mr F E R Butler
Mr Anson
Mr Monck
Mr Scholar
Mr Sedgwick
Mr Mowl

Mr Gray
Miss O'Mara

Mrs Dunn
Mr Tyrie

AUTUMN STATEMENT: ORAL

I am minuting you separately about the references to departmental

programmes.
23 I have a number of comments to make on the rest:

(i) Page 2, line 3. The outturn for the current year is now
put - .at = £140.4. billion, £1:3 bidlien  ‘over*'the - plan. While

£140% billion 1is still the right figure to wuse for the total,
the change could be expressed as £1% billion, though this change
would need to be carried through into the text of the Industry
Act.

(i1) Elsewhere on page 2. The Chancellor has adopted the
presentation which shows the overrun on the PSBR as broadly the
same magnitude as the policy change. But in one cor two places
he 1is creating a new expenditure aggregate, the disadvantages
of which I set out in my minute of 31 October. Also there is
a logical error in the way he has set out the argument. He has
gone from the planning total to the total of the changes on the
expenditure side, highlighting PCMOB. But PCMOB plays no part

in this difference

Planning total
Debt interest

PCMOB
National accounts adjustments

GGE
- PCMOB

+ 4+ +

= Total of changes on the expenditure side.
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c.c. Chief Secretary
Sir P. Middleton
Sir T. Burns
Mr. Scholar
Mr. Turnbull
Mr. Sedgwick
Miss O'Mara
Mr. Culpin
Mr. Gray
Miss Noble
Mr. Pickering
Mr. Cropper
Mr. Tyrie
Mr. Ross Goobey

AUTUMN STATEMENT

I offer these comments on the draft attached to your
minute of 3rd November. I have concentrated on the public
expenditure passage, excluding the paragraphs on individual
programmes on which a revised draft incorporating the Chief

Secretary's comments is being circulated.

Page '2, "first main paragraph - on' the basis of the

latest figures for the current year the first two lines

could read:-

"Public expenditure planning total now looks likely
to amount to just under £140% billion - £1% billion,
or a 1little 1less than 1 per cent, more than was
allowed for in this vyear's public expenditure

white paper".

Mr. Turnbull 1is providing a revised version of the

latter part of that paragraph.

Page 4: I suggest leaving out the single sentence,
first main paragraph: since it is so marginally true,

it seems best not to make a feature of it. If the
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But the two PCMOB changes cancel out so the difference between
the planning total and the total of changes on the expenditure

side is explained by the debt interest and the other adjustments.

I suggest the following drafting changes which should give eiiyone
what they want. It gives the Chancellor the presentation he
is after, it sidesteps the PCMOB problem, and avoids the creation

of a new aggregate:

=i e 8k "However, other items on the expenditure
side which lie outside the planning total, the largest
of which is debt interest, are 1likely to fall short
of what was forecast at the time of the Budget, reducing

the overrun on the expenditure side to about £% billion."

Line 13 "On the receipts side". Receipts and Expenditure
then mirror the terminology of the headings of table 1.2
of the PSBR.

Line 22 (paragraph numbers please in next edition) "This
would imply an overrun on the receipts side ot about

£% billion, the same as on the expenditure side".

(i) Page 4, 1lines 14 and 15. The planning totals

quoted here will have to reflect the precise arithmetic
and the way it can be rounded. For the moment, these
figures are close to the final outcome but should be
put in square brackets. (It looks as if the increase
in = 1987-88.-will - be: a¥ound £4.7 billion " and that in
1988-89 £5.5 billion, so the rounding in the first
year is a bit suspect. GEP will be making a submission

tomorrow on how to close the books).

(iv) Page 4, line 17. Put in £161% billion in square

brackets.

(v) . Lines20. . ' "... of :around 1k -per cent"; ! The increase

on the precise definition varies.
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Annual average
1986—=87 to 1989-90

PT with priv proceeds 1%:35
PT without priv proceeds 1:.26
GGE with priv proceeds 1.24
GGE without priv proceeds 16

Referring to 1% per cent is sound for all definitions.

]

A TURNBULL
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But the two PCMOB changes cancel out so the difference between
the planning total and the total of changes on the expenditure

side is explained by the debt interest and the other adjustments.

I suggest the following drafting changes which should give ei&yone
what they want. It gives the Chancellor the presentation he
is after, it sidesteps the PCMOB problem, and avoids the creation

of a new aggregate:

=:an lihe. 8k "However, other items on the expenditure
side which lie outside the planning total, the largest
of which is debt interest, are 1likely to fall short
of what was forecast at the time of the Budget, reducing

the overrun on the expenditure side to about £% billion."

Line 13 "On the receipts side". Receipts and Expenditure
then mirror the terminology of the headings of table 1.2
of the PSBR.

Line 22 (paragraph numbers please in next edition) "This
would imply an overrunn on the receipls side ot about

£% billion, the same as on the expenditure side".

(:i14) Page 4, lines 14 and 15. The planning totals

quoted here will have to reflect the precise arithmetic
and the way it can be rounded. For the moment, these
figures are close to the final outcome but should be
put in square brackets. (It looks as if the increase
in > 1987=88 - will . -be:: around "£3.7 biltion - afid _that'  in
1988=589-7€£5,5 -billion, so she ' rounding .in.sthe; Pfirst
year is a bit suspect. GEP will be making a submission

tomorrow on how to close the books).

(iv) Page 4, line 17. Put in £161% billion in square
brackets.
(v) Line 20. "... of around 1% per cent". The increase

on the precise definition varies.



SECRET & PERSONAL

Annual average
1986~=87 to 1989-90

PT with priv proceeds 135
PT without priv proceeds 126
GGE with priv proceeds 1.24
GGE without priv proceeds 1:16

Referring to 1% per cent is sound for all definilions.

)

A TURNBULL
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AUTUMN STATEMENT: ORAL

I attach a passage on the departmental programmes which embodies
the comments of the Chief Secretary. These references have not
yet been cleared with departments. I would be grateful if
divisions could now do this ard let me have any suggested changes

by midday tomorrow, 4 November, please.

A TURNBULL
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12. Spending on the health service will be increased by about
B £300 million in 1987-88 and 1988-89. Combined with the resources
o dad increasingly being generated by greater efficiency this will

allow the health service to respond to new and growing demands

with improved services.

d313. The largest single increase is for 1local authorities whose
current spending is now put next year at £4 billion above the
previous provision. This in part reflects the fact that the
previous plans simply carried forward the same 1level of cash
spending as in 1986-87. But it also demonstrates the priority
we are giving to education which, including the new proposals
on pay and conditions of service for teachers announced last
week, accounts for about half the increase. A further major
portion of the increase is for the police. 1In addition to the
increased provision for the cost of education in schools contained
within the 1local authority current spending, there will be
additional provision for universities of £60 million in 1987-88
and £70 million in 1988-89.

14. 1In addition to enjoying the benefits of substantially higher

receipts from council house sales - nearly £1 billion over three
years - housing investment will be increased by £225 million
in-1987+88. This will sustain the rising trend of spending on

renovation and improvements and provide extra resources for the

housing associations.

15. The effects on the plans of the rise in demand-led expenditure
is shown particularly in next vyear's increased provision of

£1% billion for social security.

16. Spending on roads 1is being increased by £65 million next
year and £75 million the year after, mostly for local authority
roads.

17. For defence, the provision remains as planned in the last
White Paper after allowing for minor changes, including a reduction
in the estimated costs of the Falklands deployment. Continued

stability for defence expenditure plans has thus been provided,
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with the programme benefiting from the substantial real in previous

years and the wide-ranging action to improve efficiency and value
for money.

18. Additional capital spending will be approaching £1 billion

in 1987-88, of which about two-thirds is accounted for by local
authorities.
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AUTUMN STATEMENT: ORAL

L, I have the following suggestionsgon the draft paragraphs on
health and social security, on which I am ncw consulting the DHSS.

I may have further suggestions to make when I have their comments.

2 On health (bottom of page 6) it seems necessary to start with
a reference to health and personal social services, since the
summary table will not show health alone, and the increase in
health and personal social services 1is more than twice the

increase in health. It is also necessary to refer to England,

since there will be substantial corresponding increases in
Scotland, Wales and Northern Ireland. Also, I have already

consulted the DHSS about the second sentence, and the following

1

reflects their views.

"Spending on the health and personal social services will be
substantially increased. For the health service alone, the
increases in England are about £3C0 million a year.,
Combined with the resources being generated by greater
efficiency, this will provide both for improved service

I~
2

and for the growing number of patients."

3 For social security (middle of page 7), I have two comments:-

SECRET
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(ii)

SECRET

It 1is not possible to begin "In the light of this
year's experience" now that nothing 1is being said
about the contribution of social security to the
overrun in the current year, earlier in the statement.

So delete that phrase.
I am still battling with DHSS over the last phrase
("greater take-up of existing means-tested benefits").

They would prefer "increased numbers of

beneficiaries". I shall let you know the outcome.

he/

MISS M E PEIRSON

SECRET
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PS/CHIEF SECRETARY cc Sir P Middleton
Sir:=T Burns
Mr F E R Butler

%mv Mr Scholar
Mr Turnbull
- Mr Sedgwick
A 3

/
AV\ w\)(w (L, Miss O'Mara
Mr Culpin
. Ao W%«{W.

R A BT\~ Mr Gray

Miss Noble
é%“ﬁ Mr Pickering
%h‘ Mr Cropper
Mr Tyrie

Mr Ross Goobey

AUTUMN STATEMENT
I attach the Chancellor's own draft of the Oral Statement.

25 The sections on detailed public expenditure measures are

rending the Chief Secretary's views.

e Please could I have comments and additional contributions by

close tonight?

A P HUDSON
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With permission, Mr Speaker, I should like to make a

statement.

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the ©printed Autumn Statement,
accompanied by an Oral Statement to the House, next

Tuesday.
For obvious reasons that is not possible this year.

So while the Autumn Statement will be printed in the
normal way and laid before the House as soon as it
reassembles next Wednesday, I thought it would be for the
convenience of the House if I made my Oral Statement

today.

This will cover all three of the key elements in the
printed Statement: the Government's outline public
expenditure plans for each of the next three years and
the expected outturn for this year, proposals for next
year's national insurance contributions, and the
forecast of the economic prospects for 1987 required by

the 1975 Industry Act.

Summary tables for both public expenditure and the

economic forecast will be avaﬁéfble from the Vote Office

as soon as I have sat down.47- turn first to the outturn
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for the current financial year, 1986-87.

The public expenditure planning total now looks likely to
amount to some £140%b76£1%bn, or a little over 1 per
cent, more than was allowed for in this year's Public
Expenditure White Paper. The main reason;( for this
excess is an 8 per cent rise in the current spending of
local authorities - far more than was provided for.
However, two major items of public expenditure which lie
outside the planning total, debt interest and the
overseas borrowings of the nationalised industries, are
likely to fall £1lbn short of what was forecast at the
time of the Budget, which reduces the overall expenditure

overrun to about £ibn.

On the revenue side, the North Sea tax take is likely to
be even lower, by about £1bn, than I envisaged at the
time of the Budget, largely because for a long period the
0il price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

This shortfall, however, is more than offset by the
continuing buoyancy of non-oil revenues, in particular
VAT and Corporation Tax, which now look likely to exceed
the Budget forecast by £13bn. This would imply an
overall revenue overrun of about £3bn, the same as the

projected expenditure overrun.

At the same time I have one tax change to announce.

The collapse of the oil price has led to a sharp cutback
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in investment activity in the North Sea, with inevitable
consequences for the UK offshore supplies industry both

in Scotland and the North of England.

Against this background the Government is conducting a
review of the North SeaAregime, and I shall be announcing

my conclusions in the light of that review in the Budget.

But given the current difficulties of the offshore
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefully targeted basis, to accelerate
the arrangements for the repayment to the oil companies

of Advance Petroleum Revenue Tax due to them.

The . details of . this change;, which ‘will “reguire
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be

issuing as soon as I have sat down.

The new arrangements will result in a loss of revenue
this financial year of some £300m, which will of course

be fully recouped over the next three years.

Taking this into account, the Public Sector Borrowing
Requirement for the current year is now forecast to be
about £73bn, slightly above the £7bn fiqure which I set
in the Budget.,éﬁi turn now to the public expenditure

plans for the next three vyears. This year, for the
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fourth successive year, public spending is set to decline

as a proportion of national output.

And this remains true even before deducting the proceeds

of privatisation.

The Government is determined to ensure that this trend
continues: to see to it that total public spending, even
without taking account of ©privatisation proceeds,
continues to decline as a percentage of GDP. The plans I
am about to announce secure that objective. But within
this overall constraint the Government has felt it right,
in the context of its policy priorities, to allow an
increase in the previously announced planning totals for

1987-88 and 1988-89.

The new totals have been set at £1483bn for 1987-88 and
£1543bn in 1988-89, an increase of £43bn and £5%ibn

respectively.

For 1989-90 the planning total has been set at E£XYZbn.
/fDCompared with the forecast outturn for 127%6-87, these
totals suggest an average growth of public'spending of a
shade over 1 per cent a year in real terms, well within

the prospective growth of the economy as a whole.

As usual, these totals incorporate estimates for the
proceeds of privatisation. Last year I increased the
estimate of these proceeds very substantially to £4%bn in

each of the three Survey years, a figure which I expect
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to be duly achieved this year.

Although the privatisation programme is now moving ahead
more strongly than ever before, I have decided to make
only a modest further addition to this estimate, bringing

it to £5bn in each of the next three years.

The new planning totals also contain substantial
reserves, rising from £332bn in 1987-88 to £7bn in 1989-

90

[These are larger than in any previous survey with the
exception of 1last vyear's, when, exceptionally, 1local
authority provision was artificially set at the same cash
figure for all three years and special allowance had to

be made for this in setting the reserves.]

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Goverlnment attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected

increases in public expenditure over the next three years

Ny
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. to undermine the prudence of the Government's overall

fiscal stance, either next year or subsequently.

(S

<y
Rl ¥ \ij
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The Government's fiscal stance will remain—as set out in &~ N (i;
) (g

the medium-term financial strategy published at the time
raads
of #his year's Budget.

Fb‘%‘} [TThe largest increase comes on local authority current
CSh: ¢
i spending, where provision for 1987-88 and 1988-89 had

previously been set at the same cash level as in 1986-87,
pending further decisions. Full account has now been
taken of likely future levels of spending, and this has
meant an increase of £4bn in provision for 1987-88. Over
half of this increase is for education, including the new
\%f%f' proposals on pay and conditions of service for teachers
announced last week. A further major portion of the
increase 1is for the police. In subsequent years
provision has been set so as to grow [broadly in line

with] inflation.

In addition to the increased provision for the cost of
education in schools contained within local authority
current spending, there will be additional provision for

universities of £60m in 1987-88 and £70m in 1988-89.

Spending on the health service will be increased by £310m
in 1987-88 with further increases in subsequent years.

Combined with the resources increasingly being generated
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by greater efficiency, this will not only meet the
growing demands on the health service but will allow it

to improve services.

In addition to enjoying the benefits of substantially
higher receipts from council house sales —(nearly £1bn
over the three years> - housing investment will be
increased by £225m in 1987-88. This will sustain the
rising trend of spending on renovation and improvements

and provide extra resources for the housing associations.

In the light of this year's experience, £13bn has been
added to next year's provision for social security, most
of which represents greater take-up of existing means-

tested benefits.

For defence, the provision remains as planned in the last
White Paper after allowing for minor changes, including a
reduction in the estimated cost of the Falklands
deployment. The defence programme will continue to
benefit from the substantial real growth in previous

years and the wide-ranging action to improve efficiency

and value for money. ?

A summary table setting out the figures for each
programme will be available in the Vote Office as soon as
I have sat down, and further details of these and other
changes will be contained in the printed Autumn Statement

which will be published as soon as the House returns next
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week. In addition, full details, together with
information on running costs and manpower, will be given
in the public expenditure White Paper early in the New

Year.

I now turn to National Insurance contributions. The
Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the
benefit uprating which my Rt Hon Friend the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295
a week. The limits for the reduced rate bands which I
announced in last year's Budget will also be increased
again  in April, but by proportionately larger amounts.
Thus the upper limit for the 5 per cent and 7 per cent
bands will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate
for @mployers will be raised to £150 a week. The
taxpayer's contribution to the National Insurance Fund -
the so-called Treasury Supplement - will be reduced by 2
per cent to 7 per cent, but this will not require any
change in contribution rates. Thus the main Class I
contribution rates will once again remain unchanged at 9

per cent for employees and 10.45 per cent for employers.
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Finally, I turn to the Industry Act Forecast.

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 2% per cent, against
a Budget forecast of 3 per cent, and inflation in the
FourthQuarter of this year now looks likely to be 3% per
cent, against the Budget forecast of 3% per cent. The
principal reason for this slower growth has been the
disappointing performance of exports, which were hard hit
by the cutback in spending by OPEC and other primary
producers affected by the sharp fall in commodity prices
in general and the oil price in particular. These are

export markets of particular importance to the UK.

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in
the current account of the balance of payments, a surplus
of from £Xbn in 1985 - and a cumulative surplus of £YZbn
over the six years from 1980 to 1985 inclusive - to a

forecast of broad balance for 1986.

Looking ahead to 1987 the prospects are generally
encouraging. While the inescapable adjustment of the
exchange rate to the oil pPrice collapse has now taken
pPlace, it will inevitably take time before the full

benefits come through in higher non-oil exports and

-\Q



e,
sl
&

sgcRET

reduced import penetration at home.

This means we can expect the current account of the
balance of payments to go into deficit next year, for the

first time since 1979, to the tune of some £13bn.

Even so, exports are forecast to rise next year by 3 per
cent, compared with an increase of only 1 per cent this
year, with manufacturing output, in consequence, up by 4
per cent. And with domestic demand continuing to expand
at the same rate as this year, the economy overall is
likely to grow by a further 3 per cent next year - the

sixth successive year of growth at 3 per cent or

thereabouts, and into the seventh. ety ﬂfvﬂ‘f;%;h

ed

Recorq\inflation is likely to edge up a little, to 332 per

cent in the Fourth Quarter of 1987.

This is£;nti;al¥#almes%—ent4*e;é]due to the effect on the

RPI of the timing of mortgage rate changes, and the
Government's commitment to a monetary policy that will

squeeze out inflation remains unabated.

Meanwhile the 1likelihood of faster growth next vyear,
coming at a time when unemployment already appears to
have stopped rising, suggests that the prospects for some
fall in unemployment are now more promising than at any

previous time this decade.

(Eut this promise could still be frustrated by
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excessive pay settlemenEé}/iThe full text of the Autumn

forecast is to be published today and is now available in

the Vote Office.

It ‘will.-'-of course, also be included in the printed

Autumn Statement next week.

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the lowest 1level for two
decades, combined with sustained growth and steadily

rising living standards.

This is a combination that has eluded successive
Governments for a generation. We have brought it about
by the determined pursuit of free markets and sound

money.

And that is what we will stick to.

/).
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AUTUMN STATEMENT

I have seen the drafts of the Chancellor's Statement.

2. Although the paragraphs at the bottom of page 5/top of
page 6 make unequivocal statement about fiscal policy, I think

that there will be adverse comment on the following two points.

3 First, that after four successive years of decline public
expenditure (as measured by the planning total) will, at best,
remain constant as a proportion of national output in 1987/88.
Is there a case for inserting on page 4, para 2, line 4 after
"percentage of GDP", "as part of the Medium Term Financial
Strategy", and in 1line 5, after "objective" insert "over the
current planning period"? To ignore the fact will make it seem
that it is being hidden.

4. Secondly, despite natural reluctance to refer to the PSFD,
comment is bound to be made on the potential effect on this
item (as well as on PSBR under both measurements). The optimistic
and/or sympathetic analyst will take forward the £1% billion
of non-oil revenue and assume the £1 billion shortfall on oil
does not recur which brings the PSFD to £12.4 billion and leaves
the PSBR at £7 billion for 1987/88 with no fiscal adjustment.
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The less sympathetic will simply add the "overrun" and warn
of a PSFD of £16% billion and PSBR of £11% billion. there is
a case therefore to be made for being even more explicit on
page 6, para 1, about the fiscal stance. I would insert a

replacement paragraph:

"To those who would interpret these additions to expenditure
as a loosening of the fiscal targets which were published
in the Medium Term Financial Strategy at the time of this
year's Budget, I say that is an incorrect interpretation.
Fiscal policy is determined at Budget time and depends
on revenues as well as expenditure. I can assure you today
that the fiscal stance published at that time will follow
the existing planned path."

Art

A ROSS GOOBEY
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AUTU STATEMENT BACKBENCH BRIEF *}

I attach a second draft of the Backbench brief for the Autumn
Statement, incorporating comments from this morning's meeting.
The section on Labour can be added later. I have not yet
tackled the section on spending in individual areas which
will be added in an Annex.
e Other points:

- The conclusion will need an extra few lines.

tp%&&(zﬁ_ - Do you want anything on NICs?

- You may want point 4 of key points to be expanded. )(

ACS

(;L A G TYRIE
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2
None

/
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SECOND DRAFT
Key points
Public spending
15 Public spending is set to decline as a proportion of
national output for the fourth successive year. Thils: 1S
the case even when privatisation proceeds are excluded. The

Autumn Statement reflects the Government's determination
to ensure that this trend continues, and that public spending

continues to decline as a percentage of GDP.

2ie Within this overall constraint, the Government has
felt 1t -right to/;llow anfincrease/;é]the previously announced
planning totals for 1987-88 and 1988-89; enabling more to

be spent on priority areas, including education, health,

housing, law and order,and roads.

The economy

8% The economy is in its sixth year of steady growth and

heading for its seventh, while inflation stays at the lowest

level since the 1960s. qﬁgﬁté' should be faster next year

—

than this, with manufacturing output increasing by 4%.

4. In this upswing consumption and investment have kept

pace with one another, a sharp contrast with the weaker



upswing under Labour in which increases in investment lagged

. well behind consumption.

Fiscal policy

5. The Government's fiscal stance will remain as set out
in the MTFS published in the Budget. There can be no question
X of permitting /;rojectedf increases in public expenditure

to undermine the prudence of the Government's overall fiscal

stance.

Labour's plans

6. The Government's financial prudence contrasts with

){ the profligacy of Labour'sjépending plans to increase spending
by at 1least £28 billion.’Euch f;nancial recklessness would
probably force a repetition of their humiliating rescue
by the IMF followed by drastic cuts in capital spending.

The last Labour Government cut road building by 36% and

hospital building by 31% during their five years in office.

(

Strategy on public expenditure

7. The Autumn Statement sets out the Government's plans

for ensuring that public spending continucs to decline as

——

a percentage of GDP. By 1989—99[\the third year of the survey,/

p————

at X%( spending will be at its lowest level as a proportion

L A — KL
of GDP since the early 1970s. This steady decline will further
,\

reduce the burden of the State on the private sector.

8. Within this constraint the Government has felt it right

to permit an increase in the previously announced planning



totals for 1987-88 of £X billion, and for 1988-89 of £Y

billion.

9 Public spending has been increased in priority areas.
Education will benefit from the increased provision contained

within local authority current spending, There will also

n 2ol L

bé;£60 million for universities in 1987-88 and £70 million
V4

in 1988-89. 2y =

10. Héalth service provision will be increased by £310

million in 1987-88 with further increases 1in subsequent

yvears. The Health Service has already benefited from resources

made available from greater efficiency. The combination

of increased efficiency and incrgafedﬁprovision will enable
Al Sty

the Health Service to meet.[?ngoing/ demand( and to improve

services.

—~

4 _/
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11. Housing will.A benefit.HA Housing ;investment will  Dbe
increased by £225 million in 1987-88, in addition to the
benefits from substantially higher receipts from Council
house sales. These funds will sustain the rising level of

spending on renovation and improvement'/and also provide|

more funds for housing associations.
Value for money
12. Getting better wvalue for money from a given level

of expenditure has made its contribution. We now have 80,000
fewer civil servants, 500 fewer gquangos and savings of many

hundreds of millions of pounds from competitive tendering,



efficieny scrutinies, and cash released from NHS cost
improvement programmes. There is more to come. More value
for money savings have already been identified in the Civil
Service, up to £800 million a year from defence procurement

o o =
and over £1 billion a year pinpointed from /all Audit

Commission reports on local authorities.

Privatisation

12. Planned proceeds from privatisation for 1987-88 and
1988-89 have been increased slightly from £4.75 billion
té £5 billion. The achievements of the privatisation programme
are well known. One fifth of the State owned commercial
sector inherited in 1979 has been transferred to the private
sector. Further important sales are planned, notably British
Gas and British Airways. The benfits of privatisation and
increased efficiency, more freedom from ©political and
bureaucratic interference, and more incentives for management

and employees alike, have been enormous.

The planning total for 1986-7

7 —r"
13. /-he Chancgllor ant1c1pates that the planning total

/" Ul

for 1986-—-87 /Wlll be, bllllony(a. little over ]./ more

g
than the White Paper figure. This is mainly because local
authority current spending is up 8%, far more than provided
for. However the overall expenditure overrun is likely to

be reduced by two items outside the planning total - debt

interest and the overseas borrowings of nationalised



industries. These are 1likely to fall £1 billion short of

. forecast.

North Sea o0il, revenues| and the PSBR

15 North Sea o0il revenues will be £1 billion lower than
envisaged at the time of the Budget but this will be more
than offset by the buoyancy of non-oil revenues, in particular
VAT and Corporation Tax, which are 1likely to exceed the

Budget forecast by £1% billion, leaving an overall revenue

)

overrun of about £% billion. This is the same as the projectcd

expenditure overrun.

16. Public borrowing remains on track[githin a firm financial
frameWO{EX The forecast PSBR of £7% billion is up £% billion
on the Budget forecast. The small increase is a consequence
of a change in the arrangements for repayment to the oil
companies of advanced petroleum revenue tax. Given the current

difficulties of the offshore supply industry the Government

has decided to accelerate these repayments, at a cost gf gj

about £300 million, L carefully targetted to ;1ndepen§ZEt
Whane sl )

companies i en badly affected.

6. Th e M/ ig'/
1®. The PSBR is staying virtuall despite a massive %
\,EEW_A:_‘}TU e o MR o Jrer 3Ul e v Mo 5

3
QTD“TVVN drop in o0il rev nuesj[_ffw'ls a remarkable achievement that

this};assive dr?é]has been absorbed with so little difficulty.

—

“hast wvear .0il - xewenugs-—were - £11 _ hillion Thisyear—they

2 P
pr o N I 2e

Growth

19. Growth is 1likely to be 2%% this year, compared with



the Budget forecast of 3%, the main reason being the cut-back

. in spending by OPEC JaLnd other primary producers affected
Cﬁ\,}'»,n’z A, S
by the sharp fall in\gﬁality prices. Next year the economy

is 1likely to grow faster, at about 3%, taking Britain into

its seventh consecutive year of growth at about this rate.

Balance of payments

18. 1985 saw a surplus in the balance of payments of £X
billion making a cumulative surplus for the past six years
of. £X 'billion. For 1986 the current account is forecast
to be in broad balance.

///ZO. However, the spending cut-back by OPEC, combined with

/ the halving in the value of Britain's oil exports, has led

[

b N

to a deterioration in the current account of balance of

payments./ It will inevitably take time for the benefits

™\
\

in higher non o0il exports and reduced import penetration
to be fully reflected in the current account. This means
we can expect the current accoint to go into deficil next

e S |
yearZ%or the first time since l9?3ﬂ by about £1% billion.

2¥. Meanwhile, export volumes are picking up after a flat
period at the beginning of 1986. In non o0il terms export
volumes rose by 2%% in the third quarter of 1986 on the
previous quarter - this is an all time high. Exports are

expected to rise again in 1987. A 3 ~r; s/ ﬂ@“>5; v fuﬁzf;f\

22. Net overseas assets stood at £80 billion at the end
of last year, giving an annual return of over £4 billion.

We are now reaping the benefits of the abolition of exchange



controls and prudent investment of North Sea o0il revenues.

Inflation

23. Inflation in recent months has been at its lowest level

for almost 20 years. It is now back to the average of the

[1950s and] 1960s. The forecast shows a small rise in recorded

inflation, to 3%% in the fourth quarter of 1987. This ;is
‘ *’( Feend

largely due to the effect on the RPI of the[%iming of| mortgage

-

rate changi;< The Government's commitment to squeeze out

inflation by a policy of sound money remains undiminished.

Employment

24. The prospect of faster growth for next year comes at
a time when unemployment already appears to have stopped
rising. With economic activity picking up and the growth
in the 1labour force slowing the prospects for a fall in
unemployment are more promising than at any previous time
this decade. At the same time employment has been rising
continuously since before the 1last election - the longest
period of sustained employment growth for nearly 30 years.
Only an even more rapid rise in the labour force has kept

unemployment stubbornly high.

Prospects for industry

25. The prosects for industry are also good. Manufacturing
output is forecast to grow particularly well in 1987, at
43, the biggest rise since X. Manufacturing output has
now risen 10% since the June 1983 election. Over the past

5 years manufacturing has held its market share and kept



pace with world output better than at any period in recent

history.

26. Company profitability is at the highest level for over
20 years. The net growth of new businesses between 1983
and 1985 averaged 550 a week. Last year new company

registrations were up 7%, reaching a record level.

27. The Government's policies are bringing results. The
British economy is now enjoying sustained growth with low
inflation and steadily rising living standards, the
combination that has eluded successive governments for a

generation.
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2. Alex Allan has made some helpful suggestions for the
initial few pages and EB have also given it a preliminary

check. Some of the numbers are still liable to change.

3 The Chief Secretary wanted the brief to be comprehensive.
My personal view is that it is rather long. /& M{ T Vg j; /%(
[,m%rnmf#w»/ P13
4 d.. “th hould gb i €;7an( d
. Having sai that I shou mention that ave omitte AﬁdhﬂﬁgU{

the following points or departments:

- defensive Dbriefing about he absence fiscal

.. adjustment (this is the second ar of the revised

format; I doubt there will be hallabaleji/L‘“ \fgp e

- Trade and Industry
- Lord Chancellor's Department

- Nurses' ©pay omitted from the health section for \p—

brevity's sake. O 7l )
iy (K ) w
W M e 3

- North Sea taxation. \T)VQ<:i:;h @%/DK»
5ia The section "Strategy on, public expenditure" has qﬁﬁm")
been placed early on to enable the first few pages to serve KK

as a speaking note for Backbenchers. The tone of the key\ >\£



points in the Strategy section are very dependent on the
tone of the Autumn Statement itself. I have had a stab at
the trade-off between words that would satisfy the markets
and words that could provide political ammunition, I have O
erred on the side of the latter. I have omitted altogether{ruuﬂ J

any reference to revenue buoyancy or hints that we can confirm jﬂﬂyc

(
now that we will stick to the PSBR targets next March. &CN%ﬁf;E;

6. I will put thought to better opposition bashing material
over the weekend and something on the Alliance. But I expect
you would prefer that good knockabout was reserved for} 00

Ministerial speeches on the day!

ey

A G TYRIE



AN 4/ JV CONFIDENTIAL

FROM: A C S ALLAN
DATE: 3 NOVEMBER 1986

MR GRAY

cc: PS/Chief Secretary
Sir P Middleton
Mr F E R Butler
Mr Anson
Mr Scholar
Mr Turnbull
Mr Culpin
Miss O'Mara
Mrs Dunn

ORAL AUTUMN STATEMENT: SUMMARY EXPENDITURE TABLE

The Chancellor has seen the format of the summary table attached to
your minute of 31 October. He feels that some of the bracketing -
for example, the FCO Diplomatic wing and ODA - are infallible
recipes for a major Parliamentary row which would destroy the
reception of the Autumn Statement. He would be grateful if you
could consult the Chief Secretary urgently on an approach which
would be viable in Parliamentary terms. Departments will be
putting out their own press notices, and will be most unlikely to

accept the degree of concealment implied by the bracketings.

25 He also feels the table needs to be changed so that the
heading "Revised Plans" does not extend to 1989-90. There would
then be a new vertical line separating off the revised plans for
1987-88 and 1988-89 with the new plans for 1989-90.

(S

/
A C S ALLAN
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FROM: ROBERT CULPIN

. DATE: 3 NOVEMBER 1986 W f
e
MR GRAY cc Principal Private Secretary

PS/Chief Secretary
Sir Peter Middleton
Mr F E R Butler

Mr Turnbull

Mr Scholar

Miss O'Mara

Mrs Dunn

ORAL AUTUMN STATEMENT: SUMMARY EXPENDITURE TABLE

In general, I like the blank table you sent the Chancellor

on Friday. But may I make three suggestions?

First and most important, I think it would help the presentation

if the "changes" columns could compare:

g the revised plans for 1987/88 with the estimated
outturn for 1986/87, and

ii. the revised plans for 1988/89 with the revised plans
for 1987/88.

This would give the percentage changes between years which

we are now planning.

The trouble with the present draft - which, I know, follows
past convention - is that the "changes" columns compare only
what we are planning now with what we planned a year ago. That
is bound to throw up a lot of pluses, which can give an

exaggerated impression of the actual increases in expenditure.

I do not suggest we suppress changes from baselines, but simply

add changes between years. One possibility would be to put
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these on to a separate table. Another would be to give them
instead of the "Command 9702 Plans" in your third and fourth
columns: if we give revised plans and changes from old plans,

we do not really need old plans as well.
Second, after the row two years ago, I am not mad keen on lumping
the ODA into the FCO. Will the split be given in an FCO Press

Notice? And if not, do we give it if asked?

Third and least important, if footnote 3 is a reference to

Budget measures, I should be inclined to say so.

C

ROBERT CUPLIN
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A P HUDSON
3 NOVEMBER 1986

PS/CHIEF SECRE SNl Sir P Middleton
gl Sir T Burns

Mr F E R Butler

Mr Scholar

Mr Turnbull

Mr Sedgwick

Miss O'Mara

R

l: Lgybf“kilﬁ 1%%4 Mr Culpin

f“ﬂff Mr Gray

Miss Noble

Mr Pickering
Mr Cropper
Mr Tyrie
Mr Ross Goobey - )ﬂf Py

/ g v

; Vi i .
AUTUMN STATEMENT W\]\FO‘V& f(*‘)‘/ gjﬂ“ &({3 | % "

I attach the Chancellor's own draft of the Oral Statement. \

2 The sections on detailed public expenditure measures are
pending the Chief Secretary's views.

3. Please could I have comments and additional contributions by
close tonight?

\P& (\:) (ﬁ%ﬂ Pj:j A P HUDSON
_ ¥
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With permission, Mr Speaker, I should like to make a

statement.,

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the printed Autumn Statement,
accompanied by an Oral Statement to the House, next

- Tuesday.
For obvious reasons that is not possible this year.

So while the Autumn Statement will be printed in the
normal way and i as soon as W |
reassembles next Wednesday, I thought it would be for the
convenience of the House if I made my Oral Statement

today.

This will cover all three of the key elements in the
printed Statement: the Governmentl!s outline public
expenditure plans for each of the next three years and
the expected outturn for this year, proposals for next
year's national insurance <contributions, and the
forecast of the economic prospects for 1987 required by

the 1975 Industry Act.

S

will be avaééfble from the Vote Office

as soon as I have sat do:;ﬁéy

|7
Al
Thtn 10 alw apptane gt o PR prl ik

turn first to the outturn
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for the current financial year, 1986-87.

It Nl
amount to or a little e-:CI)per
abevt U _
cent, mere=sthan/was allowed for in this year's Public
Expenditure White Paper. The main reason/ for this
excess is an 8 per cent rise in the current spending of
local authorities - far more’ﬁllan was provﬁ:}ded for.
e n’al SIHE
However, tweo—major items ¢/ expendit re@ich lie
: fl;: iM(dd" M\i 5 )

outside the planning total,(é’ebt vint:er:est/'-~arll-i—-t'=h-e—-

likely to fall #@Bm short of what was forecast at the

Hue w)uu~, VM pn
time of the Budget, which-reduees the i
€0<,fl--\;\’w e > ‘
"m about £ibn.

(541
On the side, the North Sea tax take is likely to

be even lower, by about £1bn, than I envisaged at the

time of the Budget, largely because for a long period the
oil price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

This shortfall, however, is lrl;re than offset by the
> & B
continuing buoyancy of non-o0il @enues, in particular
_ Non-r e D
VAT and Corporation Tax, wiskeh( now look likely to exceed

%'L 5.7!;1\«. o
the Budget forecast by #dd#n. (This would imply anm
n o~ e veuph SNe ) oy
-oyeradil=pevenue /overrufi/of about

L G0\ b, ¢l wens M

peojeeted expenditure
T Rt e el Y

At the same time I have emessbax change/to announce.

The collapse of the oil price has led to a sharp cutback
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in investment activity in the North Sea, with inevitable

consequences for the UK offshore supplies industry both

‘,ga/av
in Scotland and the North<6f~§;;1and.

Against this background the Government is conducting a
review of the North SeaAregime, and I shall be announcing

my conclusions in the light of that review in the Budget.

But given the current difficulties of the offshore
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefuliy targeted basis, to accelerate
the arrangements for the repayment to the oil companies

of Advance Petroleum Revenue Tax due to them.

The details of this change, which will require
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be
issuing as soon as I have sat down.

/&AN@” -3
The new arrangements will tr—a— revenue
this financial year of some £300m, which will of=eourse

be fully recouped over the next three years.

Taking this into account, the Public Sector Borrowing

s

Requirement for the current year is mew(forecast to be

77 ki, e
about ii2hnif5Z;;Lequﬂﬁvve—the-eﬂbq/gigure whieh I set

in the Budget.<§ I turn now to the public expenditure

Plans for the next three years. This year, for the

tﬁwb’
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fourth successive year, public spending/is set to decline

’ as a proportion of national output, &&:ﬁﬁ—

The Government is determined to ensure that this trend
continues: to see to it that total public spending, even
without taking account of privatisation proceeds,
continues to decline as a percentage of GDP.”)The plans I

1 gV Yhws a7
am about to ahnnounce/secure that objective/”pBut within ~J

this overall constraint

in the context of its policy pri ow an

N C](\I(vv;»..l" Lew e MﬂLJ
or es,rto all

increase in the previously announced planning totals for

1987-88 and 1988-89.

L
CO""“/)&AJ AN Y /Dwn hvie m\z‘/hmdw/b ount \7,./4,.,} W
ore! s _plonns, Ifrt

The new .totals have,been set at £148ibn for 1987-88 and

£1544bn

in 1988-89,\ an increase of ﬁt and £53ibn
respectively. ; /thun§)

IOMM;3Ej> LS n\\jig~itﬁﬁﬁd///>

2 Z/els,
For 1989-90 the planning total has been set at Z bﬁﬁnu

=

: \
an average growth of public spending of alornt™ ‘/Q

shade=ovemsd per cent a year in real terms, well within

the prospective growth of the economy as a whole.

L ————

As usual, these totals incorporate estimates for the
proceeds of privatisation.ﬁPLast year I increased the
estimate of these proceeds very substantially to £43bn in

each of the three Survey years, a figure which I expect






CE(ReT

to be duly achieved this year.

Although the privatisation programme is now moving ahead
more strongly than ever before, I have decided to make
only a modest further addition to this estimate, bringing

it to £5bn in each of the next three years.

The new planning totals also contain substantial

reserves, rising from £34bn in 1987-88 to £7ibn in 1989-

90.

r~than in any previous survey with the

exceptioné}lyf(local

/

’Ehe sam aéh

allowance had to

—)

’Bg/méaé for this in setting the reser§Z§?$

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Gbvernment attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected

3we.)

increases in public expenditure over the next theee years
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to undermine the prudence of the Government's overall

. fiscal stance, either—mext-year orssubsequently.-

b e

The Government's fiscal stance wiltlsremain-as set out in

the medium-term financial strategy published at the time

of this year's Budget.
/w 1WA B b aetsxebn ) NlaE

current (L >

e largest increase ecomesSsen logv
4

4
LI b Ao pub ob 2(/ 8~ a N duv N DT
spend1ngf—uhouziwa—£o6—1.9£l_&e—a7é€4&ﬂ_ﬂ__&£bad
S M Dk r v Tat U puvims Pl sppl Coanit]

the same level as in 1986-87,

l
he-l-ﬁ-ef—m-elne-s-eeee—rs—ﬁx Lo
educat 1c:m'Tn‘cTtﬁ1ng the new

proposals on pay and conditions of service for teachers DWA&
Powmely Bccounls Jov dhnl foatf [l A voaatyi

announced last week (A further major portion of the i 4

. increase is for the police. -In—subsequent. years

(1% Jmp
itd the increased provision for the cost of

W K

education in schools (éontalned within local authority

current spending, there will be additional provision for (9

universities of £60m in 1987-88 and £70m in 1988-89.

~ gk dvat )

Spending on ##é health/ serviceswill beVincreased ,by £310m i 0
Fﬂuf“ clm~: 1&4-ﬂ~m»bu~ A.&ﬁuh\} A~
s Srvs
300
M//M-

A Y,
o AL
fntien (’W’ rebegis

e //1«4,1«'( & locat Jovit yp\z\&,

’ - ' .C/J/Zm\dw A _nye dm
L oA ’//""’o \7%’ z/?_ -\___D /
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by greater efficiency, this will tei-oniy—-m??%7:bhe
Saviv F AN o N 7} Pabindi

ut will allow it

to improve services.

investment will be

Bousing

increased by £225m in 1937-—88 ﬁ'rhis will sustain the
oLel

rising trend of spending on Jrenovation and improvements
4 aifﬁl'.”() £ he h
and provide resources for the housing associations.

In the light of this year's experience, £13bn has been

added to next year's rovision for social security, most

a \..\_\ E e N
of which represents greateri%aﬁe-up of existing means-

For defence, the provision remains as planned in the last
White Paper after allowing for minor changes, including a
reduction in the estimated cost ‘of the Falklands
deployment. &D The defence programme will continue to
benefit from the substantial real growth in previous
years and the wide-ranging action to improve efficiency

and value for money.

WWW y ; . P [ - 4

nV f; LW oo /757‘W, 4» whA a\nt

é i i sSoo

I _have sat-down,—and urther details of these and other

changes will be contained in the printed Autumn Statement

which will be published as soon as the House returns next

nev 0)1£7 et N buattr,

tested bene:‘.its“.’ﬂm}s Lg/gk\\( kot >*) %6f’u~ﬁh*\ Luxlk
ﬂ‘ﬁéx ) }’75’“«’711‘* s 3#% ’d’hw, WM"\ QL ) mﬂ.n‘g V-JS.‘

s éayojiiﬂpud Lo Spa /Léi¢¢‘\ngL$
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week, In addition, full details, together with

information on running costs and manpower, will be given
in the public expenditure White Paper early in the New
Year.
e,

I now turn to National Insurance contributionsﬂf The
Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the

benefit uprating which my Rt Hon Friend the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295
a week.%DEhe limits for the reduced rate bands which I
announced in last year's Budget will also be increased
again in April, but by proportionately larger amounts.

'<i%e upper limit for the 5 per cent and 7 per cent
bands will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate
for @mployers will be raised to £150 a week.éﬂDThe
taxpayer's contribution to the National Insurance Fund -
the so-called Treasury Supplement - will be reduced by 2
per cent to 7 per cent, but this will not require any
change in contribution rates./c%hus the main Class I
contribution rates will once again remain unchanged at 9

per cent for employees and 10.45 per cent for employers.
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Finally, I turn to the Industry Act Forecast.

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 2} per cent, against
a Budget forecast of 3 per cent, and inflation in the
/Fgurthgﬁarter of this year-aﬁu-ﬁigks likely to be 31 per
’cent, against the Budget forecast of 3} per cent. The
principal reason for this slower growth has been the
disappoiﬁting performance of exports, which were hard hit
by the cutback in spending by OPEC and other primary
producers affected by the sharp fall in commodity prices

in general and the o0il price in particular. .Phese—are

By . i ; S

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in
the current account of the balance of payments,(ﬁ”ga?glus
of in 1985 - and a cumulative surplus of -ﬁ:‘ﬁbh??f %

over the six years from 1980 to 1985 inclusive - to a

forecast of broad balance for 198s6.

Looking ahead to 1987 the prospects are generally
- : Newen .

encouraging. While the ;aceeaézgié adjustment of the

exchange rate to the oil price collapse has now taken

place, it will inevitably take time before the full

benefits come through in higher non-oil exports .ad
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reduced import penetration at home.

This means we can expect the current account of the

balance of payments to go into deficit next year, for the

,\\

. b /@
non-n! N //4\~/§/é§7
Even so,(EQES?ESWZ?e forecast to rise next year by 1/;er

cent, compared with an increase of only 1 per cent this

first time since 1979, to the tune of some £1}bn.

year, with manufacturing output, in consequence, up by 4
per cent. And with domestic demand continuing to expand
at the same rate as this year, the economy overall is
likely to grow by a ﬁurther 3 per cent next year - the

sixth successive year of growth at 3 per -cent or

thereabouts, and—into—the—seventh-
ed

Recorq\inflation is likely to edge up a little, to 33 per

cent in the Fourth Quarter of 1987.

This isé%égé;éiﬁyalmost entireli?éue to the effect on the

RPI of the timing of mortgage rate changes, i-i‘I;;
Government's commitment to a monetary policy that will
squeeze out inflation remains unabated.

Meanwhile the 1likelihood of faster growth next year,
coming at a time when unemployment already appears to
have stopped rising, suggests that the prospects for some
fall in unemployment are now more promising.bhen-ae-qna#

: - R P p—

But this promise could still be frustrated by
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excessive pay settlements.[f he full text of the Autumn
)

forg;ast ;5 to be publlshed tdaay and is now available .ih

/pﬁg ngé Office. ,/”/ 7 |

'/

l/it y{il, /pf' cou;sé, also be /IﬁcluQQd( in /;he pxinted

o A 2 74 / / s / &
Autumn Statement next week.

-—\__J

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the lowest level for two
decades, combined with sustained growth and steadily

rising living standards.

This is a combination that has eluded successive
Governments for a generation. We have brought it about
by the determined pursuit of free markets and sound

money.

And that is what we will stick to.
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g

BT The economy is strong. It is heading for its fifth /

year of balanced growth and low inflation. k

25 The Government has reviewed its spending plans and
decided on increases in priority areas: health, education,
)

(?ncluding teachers' pay, housing, roads, law and order. These

increases can be afforded while keeping /public expenditure

| -V\{‘Dmv\v\\
[ | falling as a g;eéaﬁtren of national income.

1, ’/:,f~g A/ // \\9\Bﬂfpf

| Lo w
Alternative paragraph 2 J&OJ

of prqﬁwyy\ }Qj A\?‘gb/no its
'ty/are S Vtw

4
LWWUW@’" pt ot

} f
/nuaftﬁfuﬁfﬂv{ 4?; ﬁi ? N
3 ffinancial discipline ng in place'ﬁ The Chancellor has
repeated his commitment to continuing Qith prudent fiscal
and monetary policies.[}ithin this framework some increases
can be affordedl/;he Autumn Statement accords with the 1979

s o
manifesto commitment +to reduce the share the State takes

of the nation's 1ncome::g ﬂkiﬂ glubj VLKXQéyz/ W/ heat A !

[4. These plans -are both generous and realistic. Generous



provision for 1local aq;_hcrffty and social security spending

_”

' is matched by /;ea‘iistic reserves of £X billion for 1987-88

and £Y billion for 1989-90.]
/
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[Prudent financial management over many areas now permits]
) S N
a significant increase in public | expenditure ffori priority

areas, including health, education, law and order and roads

//\\ spending. 2?5?“‘Government has also recognised the need for

/

n--local —authorities and social.securitisézz
To make room for these the planning total for this vyear
has been increased to X, a Y% increase. Planning totals
for subsequent years have been increased to.....Increases
for next year Ainclude: (three examples for Backbenchers

to highlight in weekend speeches). — b

bj“qAQV\ o Eretrtr \\\\\jZQ j”f!f{f(%::
el aney g o

This has been achieved

of /falling
public expenditure as a percentage of GDP. By 198990, at
X%, spending will be at its lowest level as a proportion
of GDP since the early 1970s. Steady decline is reducing

the burden of the State on the private sector Zg% being

maintained.s

Provision has been increased

rovision in certain key areas.

Substantial reserves have also beeqﬁfpfbvided. These will

-
-

be enough to ensure that utg;e”/spending stays within our

plans. The reserves for/l@gé 9 and 1989-90 are set at -
[These are sligh;;y/fsmaller han for comparable years in

the 1986 Public Expenditur White Paper. The annual

increasing steps of £2 billi allow for a prudent margin

B
& §
U‘Jﬂ
s
:
')BM



and for the continuing réassessment of priorities which

will take place in‘;até} surveys. ]

Prudent financial managemgg;*’énd flexible planning are the

~

hallmarks of this year*§ settlement.
B il

Zo

Value for money

Getting better value for money from a given level of
expenditure has . made its contribution. We now have 80,000
fewer civil servants, 500 fewer quangos and savings of many
hundreds of millions of ppunds from competitive tendering,
efficiency scrutinies and cash released from NHS cost
improvement programmes. There is more to come. More value
for money savings have already been identified in the Civil
Service, up to £800 million a year from defence procurement
and over £1 billion a year pinpointed from Audit Commission

reports on local authorities.

Privatisation. Planned proceeds from ©privatisation for

.

1987-88 and 1988-89 have been increased fupwards ~slightly

e —

from £4.75 billion to £5 billion. The achievements of the
privatisation programme are well known. One-fifth of the
State-owned éommercial sector inherited in 1979 has been
transferred to the private sector. Further important sales
are planned, notably British Gas and British Airways. The
benefits of privatisation in increased efficiency, more
freedom from political bureaucratic interference, and more
incentives for management and employees alike, have been

enormous.
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The winning combination sustained. 1987 will be another
year of healthy balanced growth with low inflation - the

fifth in a row. This is a combination we have not seen for
a generation. The growth forecast for next year is 3% compared
with 2%% at Budget time. The unemployment outlook is more

promising too.

A

///Inflation in recent months has been at its lowest 1level
\M;Y“ for almost 20 years. It is now back to the average of the
L i r— &
\J ‘\\E?SOS ané} 1960s. The forecast shows some rise in

%
(¥ o j ,
t RPI over the next year,L %zgélatlle mortgage interest

/

@&%

///’payments are excluded,‘”'LVill remain broadly static.

The economic upswing is broadly based. The economy is

providing balanced growth. Although consumer spending rose
by 5% in the year to the third quarter of 1986 this spending
;)?,5 is not sustaining the growth. Indeed growth in consumer
%%ﬁg | spending is expected to fall slightly in 1987. The forecast
{V’H pick-up in growth reflects improved prospects for exports

together with an increase in stocks held by industry.

Company profitability is at the highest level for over 20

years. The net growth of new businesses between 1983 and




1985 averaged 550 a week. Last year new company registrations

were up 7%, reaching a record level.

Manufacturing output has risen 10% since the June 1983
election. Over the past five years manufacturing held its

market share and kept pace with world output better than

at any period in recent history. PM’ W vvﬁ;kﬁ

Balance of Payments. A small current account deficit is

forecast for next year. This is the natural consequence

of the sharp fall in the oil price.

Export volumes are now picking up after a flat period at
the beginning of 1986, reflecting the weakness in world
trade. In nqn—oil terms export volumes rose by 2%% in the
third quarter of 1986 on the previous quarter - this is
an all-time high. Exports are expected to rise again in

1987

Net overseas assets stood at £80 billion at the end of last
year giving an annual return of over £4 billion. ffWe are
now reaping the benefits of the abolition of exchange control

and prudent investment of North Sea oil revenue.ﬁ%

Employment. Employment has been rising continuously since




' before the last election - the longest period of sustained
employment growth for nearly 30 years. An even more rapid
rise in the labour force has kept employment stubbornly
high. But, with the labour force growth slowing and economic
activity picking up, to say nothing of training and other
measures to boost employment, the prospects for a fall in

unemployment are more promising.

Borrowing. A firm financial framework is being maintained

and public borrowing remains on track. The forecast PSBR
a)
of £7% billion is up -endxr—a half(/billion, on the Budget

forecast i es—being -—made to the North - Sea
fiscal i unt—to—a—eest—of  £300 million—this
M

year. [Segﬁipn,needed PSBR and North Sea oil]. v
/ |

r
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The Programmes - Summary Table of Main Changes Here

1. Health. The Government has increased NHS spending
by over 24% in real terms between 1978-9 and 1986-7 - an
average of about 2%% a year. The totals announced in the
Autumn Statement will enable the Government to improve on

this excellent record.

Spending on health in 1987-8 will be increased by over 6%
on the current year, rising to over £19 billion. There are
also further substantial rises for 1988-9, to £19.8 bllion

and 1989-20, to over £20.7 billion.

Cost improvement programmes should release a further

£150 million in 1986-7 for spending on services to patients.

Spending on NHS capital has risen by 28.5% in real terms
between 1978-9 and 1985-6. Under Labour it fell by 30%.
Over 100 new hospital schemes are planned to have been
completed between 1979-80 and 1989-90. At the moment there
are 380 major schemes under way in a £3 billion building

programme.

2. Social Security. Total benefit expenditure has risen
by 35% in real terms, to £11 billion since 1978-9. Spending
on benefits for the long term sick and disabled is up 55%
between 1978-9 and 1985-6. The commitment to protect

pensioners against inflation has been more than maintained



despite an increase in 850,000 pensioners. Expenditure on
' retirement pension is up 17% in real terms between 1985-6

and 1978-9.

1987 benefit uprating is fully in line with inflation. The

transition has now been completed to regular April upratings.

The estimated outturn for 1986-7 is £44.3 billion for 1986-7,
rising to over £49 billion in 1989-90. Total programme

amounted to £41 billion in 1985-86.

7Jk\f§3. Education. Provision has been substantially increased
over the 1986 White Paper. The provision for the DES is
up 12% on last year. TFurthermore £320 million has been made

available as part of a package to end the 1long running

teachers' dispute.

Spending for pupils in schools is at record 1levels; it has
risen by 17% in real terms between 1978-9 and 1985-6.
FEducation capital spending will remain broadly at present
levels, despite fall in rolls. An additional £10 million
in 1987-88 and 1988-89 for voluntary schools' capital

represents a substantial increase on the 1986-87 provision.

The science budget has also been increased by £20 million
in 1987-88 and 1988-89. The Government is spending £16 million
more in 1989-90. There will be a substantial increase for
Civil R & D (the Secretary of State for Trade and Industry
will announce the precise amount in a few weeks). The

universities provision has been increased by £65 million




in 1987-88 and £72 million in 1988-89.

4. Housing. 1987-88 gross provision for housing is increased
by £460 million over the last White Paper. £220 million
of this is represented by receipts and the rest by an increase
in the base 1line. In the following years provision will
be further increased by £365 million, in 1988-9 and by £370

million, in 1989-90, made available from additional receipts.

Much of the addition is intended for renovation. By
channelling the provision through the Urban Housing Renewal
Unit (in the Department of Environment) resources will be
more effectively used. Audit Commission reports have
highlighted much wasteful spending by local authorities.
Total capital spending on local authority renovation is
already £1.3 billion a year. With current account maintenance
and repair, total local aﬁthority renovation would be £2.56

billion.

5re Employment. The 1986 Budget measures included major
increases in programmes for the unemployed, especially the
young and the 1long-term unemployed. The 1986 Budget added
nearly £200 million to Department of Employment spending

in 1986-87, and nearly £300 million in 1987-8.

These measures are bringing results:
- YTS. About two-thirds of participants are in jobs,

further education or training three months after



leaving the scheme

- Job Clubs. Two-thirds of people leaving job clubs

go directly into employment

- Community Programme. Participants are twice as likely
to find work afterwards as the average long-term

unemployed.

Total Department of Employment spending (including MSC)
is up 96% in real terms between 1978-9 and 1986-7. It is
planned to increase to 103% in real terms by 1987-8.
Employment training and related measurcs will be £3 billion

in 1987-8, rising to £3.3 billion in 1989-90.

6. Transport. Local authority capital road provision is
up £60 million in both 1987-8 and 1988-9. This increase
is entirely for 1local roads. National road provision is

up £5 million in 1987-8 and £15 million in 1988-9.

Over 600 miles of motorways and trunk roads were completed
between 1987 and mid-1986. The backlog of motorway and trunk

road rcpairs is planned to be eliminated by 1981.
Because of unending privatisation, no separate provision
is made for the National Bus Company's external finance

in 1987-88. (BR}.

7s Defence. Provision for 1987-8 and 1988-9 remains as



planned in the 1986 Public Expenditure White Paper. The
provision for 1989-90 gives a cash increase of £490 million
over 1988-9. The Falklands costs are now declining markedly,

from £570 million (1985-6) to under £130 million (1989-90).

Defence expenditure is broadly stable following a real termg.
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8. Law and Order. Law and order spending has increased

by 36% in real terms between l978;§ and l9851§. An increased
provision for police will mean 300 extra officers for the
Metropolitan Police and 500 for the provincial forces in
1987-8. An additional £61 million will be available to help

oo 1a8i-38a¥9-a0 Cau €<« e ablian: Al SOIERE =% &..A_
the victims of crimek .and “fhere will be increased funding (4s*-%n).

for the fight against drugs and for a crime prevention

campaign.

The prison building programme consists of sixteen prisons
at a cost of £427 million, with four more at the design

stage.

O Overseas Aid. Increases in aid are planned to maintain
the overseas aid programme to 1989-90 at the same real terms
level as 1986-7. The UK aid programme is substantial, the
sixth largest among Western donors and the third largest

in the EEC.

Aid is important. Perhaps equally crucial, in alleviating
the [0
problems of developing countries isj] direct investment. This

rose from £980 million in 1983 to over £2% billion in 1985.

10. Energy. Provision is down by £140 million made possible
by the ending of the "coal buying scheme", which was
encouraging industries to switch to coal-firing energy
generation. The electricity industnféﬁ‘?forecast to make
a record profit in 198617. Electricity prices are down 10%
in real terms since the 1983 election, contrasting with

a real term increase of 27% during the 1last Labour



administration.

i o Agriculfuré. The SUbstantiai spénding progranmme in
1987-88 and the two foilowing years demonstrates the
Government's full commitment to British agriculture. Provision
will be increased for flood defences to help meet the costs
urgently needed to strengthen the sea defences in East Anglia,

and the rebuilding of the sea wall at Seaford.

12. Arts and Libraries. The provision for 1987-8 represents
a 16% increase in real terms on 1978-79. This more than
fulfills the Government's 1983 manifesto pledge to keep
up the level of support. Even after the deduction of
additional post-abolition central funding central Government
provision will be 7% higher in real terms over the life

time of this Parliament.

Radical and generous changes to charitable giving were
announced in the last Budget. These will greatly benefit
the arts world, as does the Business Sponsorship Incentive
Scheme, which has generated £10.5 million since the Government

launched it in 1984.

13. Nationalised Industries. Nationalised industry financing
requirements are planned to decline progressively over the
survey period. They have already declined from £3.2 billion

in 1981-82 to £560 million in 1986-87.

l4. TLocal Authorities. Grant in 1987-88 is £1.5 billion

higher than in 1986-87. This recognises the growth in 1local



authority budgets, plus the addition for teachers' pay,

and is between % and 1% above general inflation.

This generous provision should keep average rate rises low,
between 2 and 4%, on average, if 1local authorities spend

in line with plans.

Gross capital provision is being increased by £750 million
in Great Britain in 1987-88. Extra receipts of around £350
million will also increase the room for gross spending in
1988-89. These plans fully allow for the expected use of

spending power from capital receipts.

15. European Community payments. The Fontainebleau system
is now working as planned and producing larger abatements.
The 1986 abatement is £1,250 million, the largest ever
received. The 1987 abatement in the draft Community Budget
is £1,125 million, but the EC's Budget Council has recognised

that this figure will have to be corrected upwards.



The Labour Party

What they did last time

In their first year of office Labour increased spending
by X and borrowing by Y. The consequences are well known.

Labour were forced into the hands of the IMF. In 1975-6

“ \las-6 Tyeny
the ratio of the PSBR to GDP (at—9%%)” would im@&y—%héZESBR-

Sk o PIBR

L for the current financial year of over £35 billion.

2. Profligacy on this scale forced the Labour Party into
a savage reversal of their spending plans. Even by 1978-9
Labour had still not recovered from these cuts. The damage
was particularly severe 1in capital spending, and contrasts
sharply with the record of the Conservative Government. e
oaloms—ect—prpetb ettt — N
\V h}
w . P
\// }‘

\J

Capital Spending

Real Terms percentage increases

(1984-85=100)
1978-79 over  1985-86 over
1973-74 \;97Qf79
Total capital (gross) —~20 { 0
Health capital ~31 28
Road (capital and current,
central and local government) ~36 +10

This was the 1legacy of Labour's tenure, roads unbuilt,



What they say they will do

3. Labour spending spokesmen have committed the Labour
Party to a spending spree rather more profligate than they
MBw and 19 FOs
implemented in their first years of officel . The Chief
Secretary costed these in February at £24 billion. By July
the cost had risen to £28 billion, if a further £7 billion

of pledges by Michael Meacher is excluded.

4, Since July the Labour have made a number of further
pledges which add about another £8 billion to the £28 billion

figure.

55 From time to time the Labour Party try to give the
impression that they have 1learnt the lessons of the past.

For instance Mr Kinnock has said:

"We are not going to be able to say 'yes' to everything.
It is no good there being a galaxy of promises which

prevents us from being able to fulfill hardly any

{ et e rel el R B
in Tribune Roy Hattersley called for "a massive boost

of them." (Guardian 20 March 1984).2Fy contrast writing

in demand" because "there has to be reflation in the
sense that there is a shortage of demand." (Tribune,

10 May 1985).

6. Labour spokesmen have openly admitted that keeping
track of the cost of pledges is not a high priority. For
example John Smith said "I am not sure that it's important
to cost everything in detail." (Tribunée 8 Neveémber 1985).

Since the Chief Secretary added up the cost of Labour's



N

‘ policies th€y have responded by implying that some of them
may be deferred, but Labour spokesmen have fallen short
of saying that they would not be implemented in the lifetime

of a Parliament.

7 Clearly Labour hope to "buy votes" oa—a—massive—scale—

with these huge and unsustainable policies, to—a wide—range.

of _interest—groups. This 1is particularly reprehensible on

the social services field where vulnerable groups have false

hopes held out to them.

8- Since Labour are committed not to increase the basic
rate, increased spending would have to be financed out of
higher income tax rates, indirect taxation and borrowing.
For illustration, if £28 billion were raised from VAT alone,
on ready reckoner arithmetic, this would imply a rate of
at least 43%. If the basic rate were raised, this would
imply an increase for the ordinary taxpayer to 53p in the

pound.



FROM: A P HUDSON
DATE: 4 November 1986

PS/CHIEF SECRETARY cc Mr Culpin
Miss O'Mara
Mr Cropper
Mr Tyrie
Mr Ross Goobey

AUTUMN STATEMENT: BACKBENCH BRIEF

The Chancellor has seen the draft attached to Mr Tyrie's 3 November

minute.

2 He would be grateful if the Chief Secretary could go over the
brief in detail.

¥ The Chancellor does not think a section on NICs is needed.
However, given the row about the RSG, the brief should point out
the size of the increase in aggregate exchequer grant, both in
absolute and percentage terms (using GB figures). He thinks it is
the biggest increase since the Government took office.

4. He agrees that paragraph 4 of the key points should be
expanded, with figures. I attach a table supplied by EB for the

Chancellor's speech in the Economic Debate.

5 The Chancellor has some drafting comments, which I have marked
on the attached copy.

A P HUDSON



MR DENNIS CANAVAN

SUPPLEMENTARIES
FACTUAL
(1) Growth: Governments compared
1973 1979
to to
1979 1986H1
GDP(A) e - 1%
GDP(A), excluding oil ] 1%

(1%) Growth: recoveries compared

GDP and components (1980 prices)

annualised percentage increases

Recoveries
1975H2 1981H1
to to
1979H1 1986H1
'_,_—JED Consumers' expenditure 3 2%
General government expenditure 1 1
—_—) Fixed investment 1% 43
Exports of goods and services 5% 3%
Imports of goods and services 4x 6%

Contribution of North Sea oil
to GDP growth 1% X

GDP(A) 3 2%
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FROM: A G TYRIE
DATE: 3 NOVEMBER 1986

CHANCELLOR cc Chief Secretary
Mr Hudson
Mr Cropper
Mr Ross Goobey

AUTUMN STATEMENT BACKBENCH BRIEF

I attach a second draft of the Backbench brief for the Autumn
Statement, incorporating comments from this morning's meeting.
The section on Labour can be added later. I have not vyet
tackled the section on spending in individual areas which

will be added in an Annex.

28 Other points:
= Tﬁe conclusion will need an extra few lines.
- Do you want anything on NICs?

- You may want point 4 of key points to be expanded.

A

A G TYRIE
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Key points
Public spending
1. Public spending is set to decline as a proportion of
national output for the fourth successive year. Thisg  ‘is

the case even when privatisation proceeds are excluded. The
Autumn Statement reflects the Government's determination
to ensure that this trend continues, and that public spending

continues to decline as a percentage of GDP.

e Within this overall constraint, the Government has
felt it right to addew—am increase < the previously announced

planning totals for 1987-88 and 1988-89; enabling more to

be spent on priority areas; including education; health;
housing, law and order,and roads.

The economy

B The economy is in its sixth year of steady growth and

heading for its seventh, while inflation stays at the lowest
; Grwth
level since the 1960s. -6xan®ts should be faster next year

than this, with manufacturing output increasing by 4%.

4. In this upswing consumption and investment have kept

pace with one another, a sharp contrast with the weaker



. upswing under Labour in which increases in investment lagged

well behind consumption.

Fiscal policy

5 The Government's fiscal stance will remain as set out
in the MTFS published in the Budget. There can be no question
X of permitting .projectsd increases 1in public expenditure
to undermine the prudence of the Government's overall fiscal

stance.

Labour's plans

6. The Government's financial prudence contrasts with
x the profligacy of Labour's sperdimg-plans to increase spending
by at least £28 billion. Such financial recklessness would
probably force a repetition of their humiliating rescue
by the IMF followed by drastic cuts in capital spending.

The last Labour Government cut road building by 36% and

hospital building by 31% during their five years in Offiiiaﬁﬁj/

«

NEW PAGE

Strategy on public expenditure

i The Autumn Statement sets out the Government's plans
for ensuring that public spending continues to decline as

e a percentage of GDP. By 1989-90, the—third yearof—the—survey,

x  ~—a+t—%% spending will be atz}ts lowest level as a proportion
s 7

x of GDP since the early l970i: This steady decline will further

reduce the burden of the State on the private sector.

8. Within this constraint the Government has felt it right

to permit an increase in the previously announced planning



. totals for 1987-88 of £X billion, and for 1988-89 of £Y
billion.
93 Public spending has been increased in priority areas.

Education will benefit from the increased provision contained

;-wd.H y within 1local authority current spending, There will also
includes an exlie e : L 3 » e
Eore) beLEGO million for universities in 1987-88 and £70 million
foatien by o\ o0 Tofineen.

ind condalioms 10. Health service provision will be increased by £310
million in 1987-88 with further increases in subsequent
years. The Health Service has already benefited from resources
made available from greater efficiency. The combination
of increased efficiency and increased provision will enable
g the Health Service to meet ea;eing~ demands and to improve
services.
aleo [L”J \iaj
A, Ll. . “Housing will‘vbenefit.A/&kmsing investment will Dbe
increased ‘by £225 million - in . 1987-88, "in. addition +to  the

benefits from substantially higher receipts from Council

house sales. These funds will sustain the rising level of

v spending on renovation and improvement:@ ard—alse—preovide-
.
{,Lm\;\uaha be

more funds for housing associations.

Value for money

12. Getting better value for money from a given level
of expenditure has made its contribution. We now have 80,000
fewer civil servants, 500 fewer quangos and savings of many

hundreds of millions of pounds from competitive tendering,



efficieny scrutinies, and cash released from NHS cost
improvement programmes. There is more to come. More value
for money savings have already been identified in the Civil
Service, up to £800 million a year from defence procurement
X and over £1 billion a year pinpointed from Eg;i Audit

Commission reports on local authorities.

Privatisation

12. Planned proceeds from privatisation for 1987-88 and
1988-89 have been increased slightly from £4.75 billion
té £5 billion. The achievements of the privatisation programme
are well known. One fifth of the State owned commercial
sector inherited in 1979 has been transferred to the private
sector. Further important sales are planned, notably British
Gas and British Airways. The benfits of privatisation and
increased efficiency, more freedom from political and
bureaucratic interference, and more incentives for management

and employees alike, have been enormous.

The planning total for 1986-7

13. ~Fhe—EChancelleor—antieipates—that “The planning total

o te be abrunt wndov
o for 1986-87, wi Ely billion, (a little %er 1% more
than the White Paper figure. This 1is mainly because local

authority current spending is up 8%, far more than provided

for. However &he overall expenditure—everrun—is—Iikely—to—

|

e 3 A K . T - | o
/’b_& reduced b‘l’ two—trtems—outsTue—thre —pranming +totat debt

S borrowings of  nationalised—
2 e oo on, the 4 5@%@@@%%@7%%
I P SR . /
E(rw‘;; w“tcfmwjvuw Mb/m% bl £ Wik et Byscaat
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F#ndustries—These are likely te—Ffatll LI billion Short of -

North Sea o0il, revenues and the PSBR

18 North Sea o0il revenues will be £1 billion lower than
envisaged at the time of the Budget but this will be more
than offset by the buoyancy of non oil revenues, in particular
VAT and Corporation Tax, which are 1likely to exceed the

Budget forecast by £l% billion, leaving an overall revenue

overrun of about £% billion. This is the same as the projected -

expenditure overrun.

16. Public borrowing remains on track withima—firm—financial-

—framewerk. The forecast PSBR of £7% billion is up £% billion
on the Budget forecast. The small increase is a consequence
of a change in the arrangements for repayment to the oil
companies of advanced petroleum revenue tax. Given the current
difficulties of the offshore supply industry the Government
has decided to accelerate these repayments, at a cost of
about £300 million, carefully targetted to independent

wheoz cash Flow hos h
companies whieh—trave been badly affected.

16. The PSBR is staying virtually unchanrged despite a massive
: fom Fllbn @ i985-86 b o firecast Flk Wl n lasc 87,

"drop in-o0ll revenues,k It is a remarkable achievement that

this masstvedTOP has been absorbed with so little difficulty.

Last year—oit—Tevenues WwWere tll Dbitiien—This year they
—are—amnmticipated—to—be—§$45Piiiien—{(Check)
Growth

19. Growth is 1likely to be 2%% this year, compared with

By



. the Budget forecast of 3%, the main reason being the cut-back
in spending by OPEC and !other primary producers affected
% by the sharp fall in guality prices. Next year the economy
is likely to grow faster, at about 3%, taking Britain into

its seventh consecutive year of growth at about this rate.

Balance of payments

18. 1985 saw a surplus in the balance of payments of £X

billion making a cumulative surplus for the past six years

of £W 1986 the current account is fo@

to be in broad balance

2.0% However, the spending cut-back by OPEC, combined with
the halving in the value of Britain's o0il exports, has led
to a deterioration in the current account of balance of
payments. j It will inevitably take time for the benefits
in higher non o0il exports and reduced import penetration
to be fully reflected in the current account. This means

we can expect the current account to go into deficit next

year for—the—$first time-—since-1979; by about £1% billion.

2¥. Meanwhile, export volumes are picking up after a flat
period at the beginning of 1986. In non o0il terms export
volumes rose by 2%% in the third quarter of 1986 on the
previous quarter - this is an all time high. Exports are

L expected to rise again in 1987C %Mj.

22. Net overseas assets stood at £80 billion at the end
of last year, giving an annual return of over £4 billion.

We are now reaping the benefits of the abolition of exchange



controls and prudent investment of North Sea 0il revenues.

Inflation

23. Inflation in recent months has been at its lowest level
for almost 20 years. It is now back to the average of the
[1950s and] 1960s. The forecast shows a small rise in recorded
inflation, to 3%% in the fourth guarter . .of 1987, This is
largely due to the effect on the RPI of the £z;$;g—ef-mortgage
rate change?ﬂ The Government's commitment to squeeze out

inflation by a policy of sound money remains undiminished.

Employment

24. The prospect of faster growth for next year comes at
a time when unemployment already appears to have stopped
rising. With economic activity picking up and the growth
in the labour force slowing the prespects. “for saiw fall Shan
unemployment are more promising than at any previous time
this decade. At the same time employment has been rising
continuously since before the 1last election - the longest
period of sustained employment growth for nearly 30 vyears.
Only an even more rapid rise in the labour force has kept

unemployment stubbornly high.

Prospects for industry

25. The prosects for industry are also good. Manufacturing
output is forecast to grow particularly well in 1987, at
4%, the biggest rise since X. Manufacturing output has
now risen 10% since the June 1983 election. Over the past

5 years manufacturing has held its market share and kept



pace with world output better than at any period in recent

history.

26. Company profitability is at the highest level for over
20 years. The net growth of new businesses between 1983
and 1985 averaged 550 a week. Last year new company

registrations were up 7%, reaching a record level.

27. The Government's policies are bringing results. The
British economy is now enjoying sustained growth with low
inflation and steadily rising living standards, the
combination that has eluded successive governments for a

generation.



MR DENNIS CANAVAN

SUPPLEMENTARIES
FACTUAL
(1) Growth: Governments compared
1973 1979
to to
1979 1986H1
GDP(A) = 1% 1%
GDP(A), excluding oil 7 1%

(11) Growth: recoveries compared

GDP and components (1980 prices)

annualised percentage increases

Recoveries
1975H2 1981H1
to to
1979H1 1986H1
,_,_—339 Consumers' expenditure 3 2%
vGeneral government expenditure 1 18
) Fixed investment % 43
Exports of goods and services 5% 3%
Imports of goods and services 43 6%

Contribution of North Sea oil
to GDP growth 1% X

GDP(A) 3 2%
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Mr Hudson
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Mr Ross Goobey

AUTUMN STATEMENT BACKBENCH BRIEF

I attach a second draft of the Backbench brief for the Autumn
Statement, incorporating comments from this morning's meeting.
The section on Labour can be added later. I have not yet
tackled the section on spending in individual areas which
will be added in an Annex.
2. Other points:

- The conclusion will need an extra few lines.

- Do you want anything on NICs?

- You may want point 4 of key points to be expanded.

ACK

A G TYRIE
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Key points
Public spending
1k Public spending is set to decline as a proportion of
national output for the fourth successive year. This is

the case even when privatisation proceeds are excluded. The
Autumn Statement reflects the Government's determination
to ensure that this trend continues, and that public spending

continues to decline as a percentage of GDP.

2. Within this overall constraint, the Government has
felt it right to allew—amr increase <m the previously announced
planning totals for 1987-88 and 1988-89; enabling more to
be spent on priority areas, including education, health,

housing, law and order,and roads.

The economy

3% The economy is in its sixth year of steady growth and
heading for its seventh, while inflation stays at the lowest
level since the 1960s. +«6xants should be faster next year

than this, with manufacturing output increasing by 4%.

4. In this upswing consumption and investment have kept

pace with one another, a sharp contrast with the weaker



upswing under Labour in which increases in investment lagged

well behind consumption.

Fiscal policy

5. The Government's fiscal stance will remain as set out
in the MTFS published in the Budget. There can be no question
X of permitting .projected increases in public expenditure
to undermine the prudence of the Government's overall fiscal

stance.

Labour's plans

6. The Government's financial prudence contrasts with
x the profligacy of Labour's sperding-plans to increase spending
by at least £28 billion. Such financial recklessness would
probably force a repetition of their humiliating rescue
by the IMF followed by drastic cuts in capital spending.

The last Labour Government cut road building by 36% and

hospital building by 31% during their five years in offiiiéﬁjj;’

¢

JEeW PAGE

Strategy on public expenditure

7i The Autumn Statement sets out the Government's plans
for ensuring that public spending continues to decline as

e a percentage of GDP. By 1989-90, the—thirdyear of—the—surveyr

< —at—X%% spending will be at%}ts lowest level as a proportion

x of GDP since the early 19703: This steady decline will further

reduce the burden of the State on the private sector.

8. Within this constraint the Government has felt it right

to permit an increase in the previously announced planning



' totals for 1987-88 of £X billion, and for 1988-89 of £Y
billion.
9. Public spending has been increased in priority areas.

Education will benefit from the increased provision contained

;-ud.H : within local authority current spending, There will also
v b“”%%% million for universities in 1987-88 and £70 million
"‘I !lz“éz" A e L i 1
mﬁv in 1988-89.

wnd covdalions 10. Health service provision will be increased by £310
million in 1987-88 with further increases in subsequent
years. The Health Service has already benefited from resources
made available from greater efficiency. The combination
of increased efficiency and increased provision will enable
' g the Health Service to meet oaéeing* demands and to improve
services.
alao [L”A ‘iaj
Lv l1. Housing willtvbenefit.A/&kmsing investment will be
increased by £225 million in 1987-88, in addition to the

benefits from substantially higher receipts from Council

house sales. These funds will sustain the rising 1level of

Y spending on renovation and improvement:@ ard—alse—previde-
/
W\;\Mw\ao be

Lmore funds for housing associations.

Value for money

12. Getting better value for money from a given level
of expenditure has made its contribution. We now have 80,000
fewer civil servants, 500 fewer quangos and savings of many

hundreds of millions of pounds from competitive tendering,



efficieny scrutinies, and cash released from NHS cost
improvement programmes. There is more to come. More value
for money savings have already been identified in the Civil
Service, up to £800 million a year from defence procurement
X and over £1 billion a year pinpointed from fti& Audit

Commission reports on local authorities.

Privatisation

12. Planned proceeds from privatisation for 1987-88 and
1988-89 have been increased slightly from £4.75 billion
té £5 billion. The achievements of the privatisation programme
are well known. One fifth of the State owned commercial
sector inherited in 1979 has been transferred to the private
sector. Further important sales are planned, notably British
Gas and British Airways. The benfits of privatisation and
increased efficiency, more freedom from political and
bureaucratic interference, and more incentives for management

and employees alike, have been enormous.

The planning total for 1986-7

13. ~Fhe—Chancelleor—antieipates—that “fhe planning total

v V. to be abput whdor
% for 1986-87 i £lﬁ_ billion, (a little -e¥er l%} more
than the White Paper figure. This is mainly because local

authority current spending is up 8%, far more than provided

for. However &he overall expenditure —everrun—is—tikely—to—

S LEE P 1 3 -4
be reduced—by—two—items—outside the plannming total debt

interest —and—the—overseas borrowings of nationalised—
. - Hhoe Loma on, bhe Bt 5l wnich Vi oubide bhe plannag blak, the
E’;W”ﬁf \,fdwtcfmdv;,bw ‘wibreol, mwybp,ﬁaw A whak was frecact
Ol Skiliment, ] qude to oub FE L bn .




#ndustries, —These are likety—te—Ffalt—£El _billion short of -

North Sea o0il, revenues and the PSBR

14. North Sea o0il revenues will be £1 billion lower than
envisaged at the time of the Budget but this will be more
than offset by the buoyancy of non oil revenues, in particular
VAT and Corporation Tax, which are 1likely to exceed the
Budget forecast by £1% billion, leaving an overall revenue
overrun of about £% billion. This is the same as the projected:

expenditure overrun.

16. Public borrowing remains on track withima—firmfinanecial—
~framework. The forecast PSBR of £7% billion is up £% billion
on the Budget forecast. The small increase is a consequence
of a change in the arrangements for repayment to the oil
companies of advanced petroleum revenue tax. Given the current
difficulties of the offshore supply industry the Government
has decided to accelerate these repayments, at a cost of
about £300 million, carefully targetted to independent

wheoz cash Hlow hos 18
companies whieh—tave been badly affected.

3 . . MM .
16. The PSBR is staying virtually unchanged despite a massive Z
' frrm Fllbn 4 [485-86 b o firecnst Eli hllon n lasc-87
A{drop Ins-oisl revenues,k It is a remarkable achievement that

this masstve—dTOp has been absorbed with so little difficulty.

Tast year—oitt—Trevenues Were t£l1l bpittieon—This year they

L

s

. . e it 14 e hah]

Growth

1. Growth is 1likely to be 2%% this year, compared with



the Budget forecast of 3%, the main reason being the cut-back
in spending by OPEC and other primary producers affected
@ by the sharp fall in guality prices. Next year the economy
is likely to grow faster, at about 3%, taking Britain into

its seventh consecutive year of growth at about this rate.

Balance of payments

18. 1985 saw a surplus in the balance of payments of £X

billion making a cumulative surplus for the past six years

oL £X billiwor 1986 the current account 1is fo@

to be in broad balance

20. However, the spending cut-back by OPEC, combined with
the halving ih the value of Britain's o0il exports, has led
to a deterioration in the current account of balance of
payments. ; It will inevitably take time for the benefits
in higher non o0il exports and reduced import penetration
to be fully reflected in the current account. This means
we can expect the current account to go into deficit next

year for—the—first time since-1979; by about £1% billion.

2¥. Meanwhile, export volumes are picking up after a flat
period at the beginning of 1986. In non oil terms export
volumes rose by 2%% in the third quarter of 1986 on the
previous quarter - this is an all time high. Exports are

L, expected to rise again in 1987[.@5M“WTJ.

22. Net overseas assets stood at £80 billion at the end
of last year, giving an annual return of over £4 billion.

We are now reaping the benefits of the abolition of exchange



controls and prudent investment of North Sea 0il revenues.

Inflation

23. Inflation in recent months has been at its lowest level
for almost 20 years. It is now back to the average of the
[1950s and] 1960s. The forecast shows a small rise in recorded
inflation, to 3%% in the fourth quarter of 1987. This is
largely due to the effect on the RPI of the gz;g;gqef-mortgage
rate change;ﬂ The Government's commitment to squeeze out

inflation by a policy of sound money remains undiminished.

Employment

24, The prospect of faster growth for next year comes at
a time when unemployment already appears to have stopped
rising. With economic activity picking up and the growth
in the labour force slowing the prospects for a fall in
unemployment are more promising than at any previous time
this decade. At the same time employment has been rising
continuously since before the last election - the longest
period of sustained employment growth for nearly 30 years.
Only an even more rapid rise in the labour force has kept

unemployment stubbornly high.

Prospects for industry

25. The prosects for industry are also good. Manufacturing
output is forecast to grow particularly well in 1987, at
4%, the biggest rise since X. Manufacturing output has
now risen 10% since the June 1983 election. Over the past

5 years manufacturing has held its market share and kept



pace with world output better than at any period in recent

history.

26. Company profitability is at the highest level for over
20 years. The net growth of new businesses between 1983
and 1985 averaged 550 a week. Last year new company

registrations were up 7%, reaching a record level.

27. The Government's policies are bringing results. The
British economy is now enjoying sustained growth with low
inflation and steadily rising living standards, the
combinatiop that has eluded successive governments for a

generation.
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AUTUMN STATEMENT: BACKBENCH BRIEF

I have seen your second draft.

2

made

38

You will no doubt be taking into account some of the comments

at this morning's meeting, viz

para 3, delete "And heading for its seventh"?

para 15, instead of the "consequence of a change ..." reference
to APRT, the sentence might now read "This takes into account
the change in the arrangements ..."

para 24, delete "At any previous time this decade"

In para 25, line 4, the "now" risen seems a little ambiguous.

Is it "already"?

4 Also in para 25, 1line 5, should it not read "manufacturing
exports have held their market share ..."?

55 Para 3, line 3, for "grants" read "growth".

6is Para 9 will have to await the final draft of the Statement.

mﬁz\

A ROSS GOOBEY
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} Sir Peter Middleton
v'2¢§JJL~ Mr. Turnbull
f(' P ? Mr. Scholar

Mr. Culpin

Miss O'Mara
} é}{Sm Mrs. Dunn
SeSVD

/
ORAL AUTUMN STATEMENT: SUMMARY EXPENDITURE TABLE

I see the point of the suggestion in Mr. Culpin's minute

of 3rd November that we should show percentage changes between

years. But this would not only be an innovation - which

I am rather reluctant to provide since we are subjecting

people to unusual procedures in other ways: it would also

raise some awkward questions.

2% In cash terms, I imagine that the only significant
reduction in 1987-88 would be the trade and industry

programme: there would also be a reduction in the net housing

programme in 1988-89 and a small one in transport.

3% In real terms, the figures are given in brief G2 and
. these will also raise some awkward questions - reductions
| not only in the defence and trade and industry programmes
\ but also in home office and employment in 1987-88. In

i 1988-89 there are real reductions in trade and industry,
|

defence, transport, home office and net housing.

} 4, On either basis, these figures raise awkward questions
land I do not think it is worth raising them in order to /-
| show some minus figures in the overall table. VA%A?

¥ o g LR e
O tzeee.

> { F. E. R. BUTLER
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RECORD OF A MEETING IN THE CHANCELLOR'S ROOM, HM TREASURY

AT 9.00 AM ON TUESDAY, 4 NOVEMBER 1986

Present: Chancellor
Sir P Middleton
Sir T Burns
Mr F E R Butler
Mr Scholar
Mr Sedgwick
Mr Turnbull
Mr Culpin
Miss O'Mara
Miss Evans
Mr Ross Goobey
Mr Tyrie

ORAL AUTUMN STATEMENT

The Chancellor said the main issue for discussion was the paragraph

in the draft which said that the Government's fiscal stance would

M~

:
emaln as set ou

t in the MTFS publi
felt that the markets would almost certainly draw alarmist
conclusions from the increases in the planning totals and would in
particular predict a 1large PSBR increase next vyear. It was
therefore vital to provide a firm re-statement of the Government's
policy. He had come to the conclusion that simply to say that the
Government would continue to follow a prudent course would not be
sufficient; something firmer was needed. Hence the paragraph under
discussion. People would no doubt ask exactly what was meant, and
in that case we should confirm that it meant that the intention was

to hold the PSBR at 13 per cent of GDP in next year's Budget.

2 Sir P Middleton said he was extremely concerned about the

draft paragraph. We had maintained a consistent line of saying
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that fiscal policy should be set in the Budget, and there was no
case for departing from that now. The forecast raised issues of
whether a further tightening of fiscal policy might be appropriate
in the Budget, and it would not be right to pre-empt discussion of
that by fixing the PSBR now.

3 Sir T Burns said that much of the problems arose because at

Budget time we had decided to present figures for expenditure which
were consistent with the planning totals, and had therefore had to
shade down revenue projections. There was thus much more revenue
buoyancy than the markets realised. This would be difficult to put
across. Another point was that we had successfully fought off
proposals for making the Autumn Statement a Green Budget, and that
whole issue would be thrown open again if we now fixed the PSBR -
including the issue of why we were not presenting revenue figures
alongside the expenditure numbers. He also thought there were
difficulties over equating the fiscal stance with the PSBR.

4, The Chancellor felt that these points did not take account of

the special circumstances of this vyear. We were making major
additions to the planning totals and it was necessary to make it
clear that this would not lead to an increase in borrowing. He
thought alternative formulations such as pointing to buoyant
revenues or saying that the extra expenditure reduced the scope for
tax cuts could both have disastrous market effects: they would be
taken as confirming market worries that the Government was set on a

pre-election spree.

B Sir P Middleton said he remained concerned that the

formulation would tie the Government's hands if it decided that a

tighter fiscal policy was needed. The Chancellor thought that in

those circumstances there would be no market problems in setting
the PSBR below the MTFS numbers. What the market now feared was a
higher PSBR. He thought it was essential to give some anchor to
policy: problems over pegging the exchange rate were well known;
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so were the problems over making a commitment to reduce broad money
growth; commitments about MO did not seem to satisfy the market; we

were therefore driven ineluctably to a PSBR commitment.

6. Sir T Burns was also concerned that there might be

circumstances in which we would want for valid reasons to increase
the PSBR - for example if the o0il price collapsed again. The
Chancellor thought this could be handled perfectly readily if

circumstances changed to that extent.

7 The Chancellor said he would reflect further on two possible

formulations: the first as in the existing draft; the second on
the lines that the Government's fiscal stance had been set out in
the MTFS and "there would be no relaxation of that stance”. He
would also want to consider removing the reference to "either next

year or subsequently" in the paragraph before.
8- The meeting also discussed various other points:
(1) The Chancellor asked what the latest view on the PSBR

was. Could it now be put at £7bn after the APRT change?
Mr Sedgwick said he thouyght Lhe latest information

becoming available might well justify this. He would

investigate further.

(ii) The Chancellor wondered whether there might be advantage

in going back to reserves of 3/53%/8; this would make the
increase in the planning total in 1987-88 £4bn not £43bn.
Mr Butler did not think this would help - and £3 billion
in 1987-88 would be regarded as inadequate and £8 billion
in 1989-90 would increase the rate of growth of public

expenditure over the period as a whole. The Chancellor

agreed that we should stick with reserves of 33/53%/7%.



(iii)

(iv)

(v)

(vi)

SECRET

After some discussion it was agreed to take out the
reference to the reserves being larger than in any

previous survey with the exception of last year's.

The Chancellor asked for a sentence to be added on the

increase in grant to local authorities.

The Chancellor noted that the sentence on the special

importance of OPEC markets to the UK had been drawn from
the Industry Act Forecast. If it was not justified, the
thought needed to be removed from both places.

There was some discussion about how many years of steady
growth at about 3 per cent we could claim. It was agreed
that the formulation should be changed to "the sixth
successive year of steady growth at an average of nearly
3.pericent®.

9. The Chancellor said he would be circulating a revised draft

later that day.

ACh

A C S ALLAN

Distribution

10 November 1986

Those present

Mr Cropper

(note: not distributed until 10 November)
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AUTUMN STATEMENT

With reference paragraph 4 of Miss Rutter's note of 3 November,
the decisions about the EPA/NHS allocation (ie the attribution of
national insurance contribution income between the redundancy
fund, the national health service and the national insurance fund)
will be included in a written PQ which Mr Fowler will answer on 6
November. The PQ will give the wusual further details of the

national insurance changes.

& e

MISS G M NOBLE
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I attach the revised draft of the Oral Statement.

2. I should be grateful for any comments as soon as possible.

A C S ALLAN
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With permission, Mr Speaker, I should like to make a

statement.

Cabinet today agreed the Government's public expenditure

plans for the next three years.

In the normal course of events that would be followed by
the publication of the printed Autumn Statement,
accompanied by an Oral Statement to the House, next

Tuesday.
For obvious reasons that is not possible this year.

So while the Autumn Statement will be printed in the
normal way and presented to Parliament as soon as the
House reassembles next Wednesday, I thought it would be
for the convenience of the House if I made my Oral

Statement today.

This will cover all three of the key elements in the
printed Statement: the Government's outline public
expenditure plans for each of the next three years and
the expected outturn for this year; proposals for next
year's national insurance contributions, and the
forecast of the economic prospects for 1987 required by

the 1975 Industry Act.

The full text of the economic forecast, together with the
public expenditure figures and the rest of the

information customarily published with this Statement



-

will be available from the Vote Office as soon as I have

sat down.

They will also appear on the printed Autumn Statement to

be published next week.

I turn first to the outturn for the current financial

year, 1986-87.

The public expenditure planning total now looks likely to

amount to almost £1403bn - £1ibn, or a little less than 1
e

per cent, about what was allowed for in this vyear's

Public Expenditure White Paper.

The main reason for this excess is an 8 per cent rise in
the current spending of local authorities - far more than

was provided for.

However, other items on the expenditure side which lie
cutside the planning total, the largest of which is debt
interest)are likely to fall short of what was forecast at

the time of the Budget, thus reducing the total overrun

on the expenditure side to about £3bn.

On the receipts side, the North Sea tax take is likely to
be even lower, by about £lbn, than I envisaged at the
time of the Budget, largely because for a long period the
0il price has been below the $15 a barrel level on which

the Budget arithmetic was explicitly based.

»J



This shortfall, however, is more than offset by the
continuing buoyancy of non-oil tax revenues, in

particular VAT and Corporation Tax.

Non-o0il revenues now look likely to exceed the Budget

forecast by £2bn.

This would imply a net overrun on the receipts side of
about £1bn, rather more than that on the expenditure

side.

At the same time I have one change on the North Sea

fiscal regime to announce.

The collapse of the o0il price has led to a sharp cutback
in investment activity in the North Sea, with inevitable
consequences for the UK offshore supplies industry both

in Scotland and the North East of England.

Against this background the Government is conducting a
review of the North Sea fiscal regime, and I shall be
announcing my conclusions in the light of that review in

the Budget.

But given the current difficulties of the offshore
supplies industry, there is one change I believe it right

to make without further delay.

I propose, on a carefully targeted basis, to accelerate

the arrangements for the repayment to the 0il companies



of Advance Petroleum Revenue Tax due to them.

The details of this change, which will require
legislation early in the new Session of Parliament, are
set out in a Press Notice the Inland Revenue will be

issuing as soon as I have sat down.

The new arrangements will have a revenue cost this
financial year of some £300m, which will be fully

recouped over the next three years.

Taking this into account, the Public Sector Borrowing
Requirement for the current year is still forecast to be

about £7bn, the figure I set in the Budget.

I turn now to the public expenditure plans for the next

three years.

This vyear, for the fourth successive year, public
spending, both before and after deducting the proceeds of
privatisation, 1is set to decline as a proportion of

national output.

The Government is determined to ensure that this trend
continues: to see to it that total public spending, even
without taking account of privatisation proceeds,

continues to decline as a percentage of GDP.

The plans I am about to announce for the next three years

secure that objective.



Indeed, by the end of the period the ratio is planned to
be back to the level of the early seventies.

But within this overall constraint,Ain the context of its
policy priorities, the Government has felt it right to
allow an increase in the previously announced planning

totals for 1987-88 and 1988-89.

Compared with the prospective outturn for the current
year, we are now planning for an average growth of public
spending of about 1% per cent a year in real terms, well

within the prospective growth of the economy as a whole.

The new planning totals have thus been set at £148ibn for
1987-88 and £154ibn in 1988-89, an increase of £43bn and

£5ibn respectively.
For 1989-90 the planning total has been set at £161ibn.

As usual, these totals incorporate estimates for the

proceeds of privatisation.

Last year I increased the estimate of these proceeds very
substantially to £4ibn in each of the three Survey years,

a figure which I expect to be duly achieved this year.

Although the privatisation programme is now moving ahead
more strongly than ever before, I have decided to make

only a modest further addition to this estimate, bringing



it to £5bn in each of the next three years.

The new planning totals also contain substantial
reserves, rising from £33bn in 1987-88 to £7ibn in

1989-90.

The public expenditure increases I have announced allow
us to make realistic provision both for local authority
current expenditure, over which the Government has no
direct control, and for demand-led programmes such as
social security, while still leaving scope for increased
spending on services to which the Government attaches

particular priority.

But before referring to some of the more important

changes, let me make one thing absolutely clear.

There can be no question of allowing the projected
increases in public expenditure over the next two years
to undermine the prudence of the Government's overall
fiscal stance.

leen
The Government's fiscal stanceAasAset out in the medium-
term financial strategy published at the time of this

year's Budget.
There will be no relaxation of that stance.

Within the totality of public expenditure, the largest

increase is for the 1local authorities, whose current



spending next year is now put at £4bn above the previous

provision.

This in part reflects the fact that the previous plans
simply carried forward the same level of cash spending as

in 1986-87.

At the same time, we are increasing next year's Aggregate
Exchequer Grant - the contribution that taxpayers make
to local government spending - by 9 per cent over this

year's_gettlement; a rise of almost £13bn.

These substantial sums demonstrate the priority the
Government is giving to education, which, including the
new proposals on pay and conditions of service for
teachers announced last week, accounts for about half the

increase in provision.

A further major portion of the increase is for the

police.

On top of the increased provision for the cost of
education in schools, which is contained within 1local
authority current spending, there will be additional
provision for the universities of £60m in 1987-88 and

£70m in 1988-89.

Spending on the health and personal social services will

be substantially increased.

For the National Health Service alone, the increases in



England amount to some £300m a year.

Combined with the additional resources increasingly
being generated by greater efficiency, this will not only
enable the Health Service to cope with a growing number

of patients but will allow it to improve services.

Housing investment will be increased by £225m in 1987-88

over the expected outturn for 1986-87.

This will sustain the rising trend of spending on local
authority renovation and improvements and provide

additional resources for the housing associations.

In the light of this year's experience, £13bn has been
added to next year's provision for social security, most
of which represents a greater expected take-up of

existing means-tested benefits.

Provision for roads is being increased by £65m next year
and £75m the year after, mostly for 1local authority

roads.

For defence, the provision remains as planned in the last
White Paper after allowing for minor changes, including a
reduction in the estimated cost of the Falklands

deployment.

The defence programme will continue to benefit from the

substantial real growth in previous years and the wide-



ranging action to improve efficiency and value for money.

Taking all programmes together, capital expenditure has
been increased by almost £lbn in 1987-88, of which about

two-thirds is local authority spending.

Further details of these and other changes will be
contained in the printed Autumn Statement which will be

published as soon as the House returns next week.

In addition, full details, together with information on
running costs and manpower, will be given in the public

expenditure White Paper early in the New Year.
I now turn to National Insurance contributions.

The Government have conducted the usual Autumn review of
contributions in the light of advice from the Government
Actuary on the prospective income and expenditure of the

[ 1 .
nacidnaaux insur

ance fund, and taking account of the
benefit uprating which my Rt Hon Friend the Secretary of

State for Social Services announced on 22 October.

The lower earnings limit will be increased next April to
£39 a week, in line with the single person's pension, and
the upper earnings limit will be similarly raised to £295

a week.

The limits for the reduced rate bands which I announced

in last year's Budget will also be increased again in



April, but by proportionately larger amounts.

The upper limit for the 5 per cent and 7 per cent bands
will be raised to £65 a week and £100 a week
respectively, and the upper limit for the 9 per cent rate

for employers will be raised to £150 a week.

The taxpayer's contribution to the National Insurance
Fund 7Ehe so-called Treasury Supplement - will be reduced
by 2 per cent to 7 per cent, but this will not require any

change in contribution rates.

Thus the main Class I contribution rates will once again
remain unchanged at 9 per cent for employees and 10.45

per cent for employers.
Finally, I ‘turn to the Industry Act Forecast.

Both growth and inflation have turned out to be slightly
lower this year than I envisaged at the time of the

Budget.

Growth now looks like turning out at 23 per cent, against
a Budget forecast of 3 per cent, and inflation in the
fourth quarter of this year is likely to be 3% per cent,

against the Budget forecast of 3% per cent.

The principal reason for this slower growth has been the
disappointing performance of exports, which were hard hit

by the cutback in spending by OPEC and other primary



producers affected by the sharp fall in commodity prices

in general and the o0il price in particular.

Combined with a halving in the value of our own oil
exports, this has meant a significant deterioration in
the current account of the balance of payments, from a
surplus of some £33bn in 1985 - and a cumulative surplus
of £21bn over the six years from 1980 to 1985 inclusive -

to a forecast of broad balance for 1986.

Looking ahead to 1987 the prospects are generally

encouraging.

While the necessary adjustment of the exchange rate to
the o0il price collapse has now taken place, it will
inevitably take time before the full benefits come
through in higher non-oil exports and reduced import

penetration at home.

This means we can expect the current account of the
balance of payments to go into deficit next year, for the

first time since 1979, to the tune of some £1ibn.

Even so, non-oil exports are forecast to rise next year
by 5% per cent, compared with an increase of only 1 per
cent this year, with manufacturing output, in

consequence, up by 4 per cent.

And with domestic demand continuing to expand at the same

rate as this year, the economy overall is likely to grow

/i



by a further 3 per cent next year - the sixth successive

year of growth at 3 per cent or thereabouts.

Recorded inflation is likely to edge up a little, to 332

per cent in the Fourth Quarter of 1987.

This is almost entirely due to the effect on the RPI 'of

the timing of mortgage rate changes.

The Government's commitment to a monetary policy that

will squeeze out inflation remains unabated.

Meanwhile the 1likelihood of faster growth next vyear,
coming at a time when unemployment already appears to
have stopped rising, suggests that the prospects for some

fall in unemployment are now more promising.

But this promise could still be frustrated by

excessive pay settlements.

Mr Speaker, the strategy we have followed since 1979 has
brought inflation down to the 1lowest 1level for two
decades, combined with sustained growth and steadily

rising living standards.

This is a combination that has eluded successive

Governments for a generation.

We have brought it about by the determined pursuit of

free markets and sound money.

And that is what we will stick to.

Z
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CONFIDENTIAL

FROM: B O DYER
DATE: 4 November 1986

01-233 4749

CHANCELLOR cc Mr Scholar

AUTUMN STATEMENT

Ministers of the Crown neither require the permission of the
Speaker nor the leave of the House to make a Statement. But
prior notice of a Statement must be given to the Speaker.
Courtesy and convention dictate that this is forthcoming by
12 noon, for the Speaker's daily conference with the Clerks
at the Table.

2. To observe the proprieties, I propose, if you agree,
to simply warn the Speaker's secretary at 1ll.55am on 6 November
that we may have a Statement that day; and undertake to confirm
one way or the other, together with its nature, at 1lpm (ie

after Cabinet)?

ST At the same time, may I also alert the Deliverer of the
Vote, on a personal and confidential basis, that the Treasury
might be depositing papers later in the day that could be
of interest to Membecrs participating in the Opposition inspired

'Economic' debate?

JO /- ;Y}‘\ B O DYER
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CONFIDENTIAL .Zé\)(/

‘ FROM: B T GILMORE

DATE : 4 November 1986

" 'MR TURNBULL cc Mr Burr

Mr Gray
Mr Revol
Mr Hu@z6§3// f1
Mr Russell 4

Mr Sutton
Mr A Williams

AUTUMN STATEMENT: ORAL

In the version attached to your minute of 3 November to Mr Hudson,
the phrase "Spending on roads" should be changed to "Provision

for roads" for the usual LA capital reasons.

2 With this change, I have cleared that version, including
the 1layout of the accompanying table, with the Home Office,
Transport and (for good measure) LCD and CPS. Mr Burr is dealing

with DES and OAL. =

1

B T GILMORE





