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SETTLING THE REMAINING PROGRAMMES

Just in case you do need to circulate a position paper ag
Star Chamber quickly, it may help if I record the followin%\wﬁic
the Chancellor had on the draft attached to your minute of

14 October:

£y - in paragraph 1(ii) amend the sentence to read
"... continues to decline steadily as a percentage of GDP

over the three survey years ...";

(ii) amend paragraph 2 to read "... but given the economic
situation and market sensitivities we should certainly

aim to stay within the existing planning total for
1989-90, while for 1990-91, the second year of the
survey, we need to hold the increase in the planning
total to very much less than the £4% billion we announced

for the comparable year after the 1987 Survey."

A C S ALLAN
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EFFECT OF AGREED REVISIONS TO ECONOMIC ASSUMPTIONS

Table 1 below is a revised version of the Table I sent up last
night. It shows our best guess as to the effects of the economic
assumptions agreed at the meeting held by the Chancellor this
morning.

21 The economic assumptions are as in Table 2. I have assumed,
for the moment, unemployment at 1.9 million.

3. The assumptions will go out to departments as soon as
possible. In the case of DSS, that means as soon as the remaining
issues are resolved. Departments will then calculate the
expenditure implications. In the meantime, we have made what
guesses we can using ready reckoners. There is, I am afraid,
quite a margin of error around our guesses.

4. In the case of the GDP deflator, there is a margin of error
around the estimate of the effect on Housing Benefit; but, more
importantly, it is not yet clear to what extent we will reopen
settlements already reached. DM, "BTPY,  HE2, .and AEP. ‘will " be
offering advice in the next day about how to handle MOD, DH, DES,
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nd ODA respectively. I assume that we will not need to give MOD

‘ny compensation. The £120 million for health in Table 1 implies

only £100 million for DH, with the remaining £20 million being
territorial consequences.

5. The figures for the territories in block 3 of Table 1 assume
that you concede:

Territory 1989-90 1990-91 1991-92
Wales 85 72 65
Scotland 85 7.2 65
Northern Ireland 40 il 30

The figures in Annex B to Alan White's submission of yesterday are
more optimistic by £25 million a year. The allowance of
€50 million for DTp includes territorial consequences, and
therefore implies a concession to DTp itself of only about £40
million a year. The social security offset assumes a concession
on family credit.

6. There remains a small addition to the planning total in -

1989-90. Even if all the settlements turned out exactly as in
Table 1, there would still be a margin of error of a few 10s of
million of £s around this figure. But there is scope to reduce it
further if necessary. We might do better on the territories or on
DTp. We could reduce the first year figure for our net
contribution to the EC. Or we could cut £100 million by reducing
the unemployment assumption to 1.85 million; or £150 million by
declaring the Rover receipt from BAe.

5 The addition to the planning total in 1990-91 looks like
being within £3.5 billion. The margin for error on this figure is
of course even bigger.

8. Table 3 shows the implications of these figures for growth
rates and the GGE ratios.
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.. The Table shows a fall in the planning total and in GGE 1in
real terms between 1987-88 and 1988-89. It also shows that the
growth of GGE in real terms between 1987-88 and 1991-92 averages
1% per cent - the same figure as projected in the last White Paper
for the period from 1986-87 to 1990-91. The real growth rate of
the planning total over the Survey period is 3.7 per cent, well in
excess of the growth of the economy. But the growth of GGE over

the same period is 1.8 per cent. 17(‘,/,7_,/
e/) 5.8
340l The ratios show up the problems of supccess in holding the

1989-90 planning total. I have used debt ihterest figures derived
by assuming a PSDR of £10 billion in 1988-89 and 1989-90, and zero
thereafter. On these figures the ratios would round to 39%/39%/39
per cent, or even to 39% per cent in all years.

11, It would be nice to have a bigger fall over the Survey
period. That means:

(a) it would be helpful if the 1989-90 figure rounded to
39% per cent. That requires some combination of changes to
the money GDP figure (eg "rounding" down to £504 billion)
and of changes to the debt interest or other national
accounts adjustments figures.

(b) we cannot afford to see a decline between 1989-90 and
1991-92 in the debt interest figures of less than about the

£1.3 billion shown in this Table.

124 But a more thorough submission on the debt interest problem
will come up in the next few days.

it

J MACAUSLAN
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SECRET
v TABLE 1
POSSIB‘CHANGES TO SCORECARD
1 Scorecard:
additions to
planning total + 110 + 2850 [+ 7030]

2 Economic assumptions

GDP deflator

sred 70/ 7{) &0 Lov &'S/OD”/‘XSJ

Laggaitrta 38
DES 220 : = US s Y S
ODA e 5
DSS ; t o ot 5 8
,m' i,’e L EA S 5 o e o
DH (f;og, b 120k Pliffelenis + 120 + 130 + 140
(s rervikeries) ,
Rpi +1% 9/89 2 - + 550 + 770
Rossi +1%% 9/89, +1% 9/90 5
Interest rates +.7320 * 10 -
Unemployment 1.9m - 220 - 230 - 240
4554 +.505 + 720

3 Other programme changes

we,gl,-er./a\;rp—»:cdr»"e N e | SR T

Territories ( - 170 ~ 70 - 35
DTp etc + 90 * 50 o 50
CB/UB - 195 - 15 - 35
Soc Sec offset + 90 + g5 +1 100
Aebnil, w/y/,,tu Belido s =135 p oo g
TOTAL ADDITION TO
PLANNING TOTAL + 35 +3,355 [+7,830]

4 Other possible
programme changes

BAe /Rover - 150
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OCTOW ECONOMIC ASSUMPTIONS

Rpi

Rossi

GDP Deflator

Money GDP

Unemployment

3 month interbank

SECRET
TABLE 2
9/88 9/89 9/90
5.9 5% 4
.9 5 4
1988-89 1989-90 1990-91 1991-92
6% 5 3% 3
469 505 535 565
5 o 1.9 1.9 1.9
e
10% i vl i 9% 9
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SUR OUTCOME: MAIN CASE Ck' %
b W

SECRET

1988-89  1989-90  1990-91  1991-92

Planning total

Additions (Em) % 40 3,355 7,830

Real growth (%)

over previous year 1\\ = 0.6 ¢ 3.8 3u?
\\\_/"
over 1987-88 2.6
1988-89 3e7]
GGE
As % of GDP 39.87 3953 392 39043
rounding to 40/39% 39% 39% 39%/39

Real growth (%)

over previous year 0.4 2 5 231 2.4

over 1987-88 1.5

over 1988-89 1«9
Assumptions

(£ billion)

Other national accounts

adjustments 9.6 3.3 9.2 3.7
Debt interest 176 b7 | 16 15.8
Reserves 345 7550 1055
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AUTUMN STATEMENT: ORAL STATEMENT W( ¢ v

I attach the first draft of your oral statement p‘

2. It follows the same structure as last year's. includes a

v
v

(\

paragraph on funding with a reference to the reverse gllt auction.

3. In 1986 when your oral statement was on the same day as
Cabinet, you justified it in terms of the fact that the House would
not be sitting on the following Tuesday (Hansard extract attached).
I have not attempted to offer a justification this time because I
think you will probably be able to get away without it.

e v b veallyy reed Bo otarct
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AUTUMN STATEMENT: ORAL STATEMENT

With permission, Mr Speaker, I should like to make a statement.

2.5 Cabinet today agreed the Government's public expenditure plans
for the next three years. I am Lherefore able to make my
traditional Autumn Statement to the House this afternoon covering
three elements: the Government's outline public expenditure plans
for the next three years and the expected outturn for this year;
proposals for national insurance contributions next year; and the
forecast of economic prospects for 1989 required by the 1975

Industry Act.

3 The main public expenditure figures together with the full text
of the economic forecast 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 in the printed

Autumn Statement which will be published next Tuesday.

Public Finances 1988-89

4. I turn first to the expected outturn for the current financial

year, 1988-89.

5. The public expenditure planning total now 1looks 1likely to
amount to E[%54] billion, or about £[3] billion less than was
allowed for iﬁ‘lgst yearfs Public Expenditure White Paper. About

half the shortfall is accounted for by higher receipts, from the
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privatisation programme and bf‘local authorities and new towns. The
balance of the shortfall- is attributable to lower spending on
programmes, particularly social security, reflecting the sharp fall
in unemployment. 1 %ﬁ?«ii
/ g . \

6. General government expéﬁditure is also likely to be less than
expected in the White Paper) Together with the strong growth of the
economy this year, th;ér means that the ratio of /expenditure

4 A
excluding privatisatiog/proceeds to gross domestic produét will be f$ﬂfq
below 40 per cent /}or the first time in over two decades./—fzﬁzgvzgyyw
down nearly 7 percentage points since 1982-83, the largest and
longest sustained fall since the wartime economy was unwound. This

Government has firmly reversed &5 what once seemed like _] the ,
Ao e of Naa el : \ ! y
irresistible growth of the state's spending of the public's money.

E

7. On the feceipts side, total government revenues are likely to
exceed the Budget forecast by almost £4 billion. This is primarily
the result of higher than forecast economic growth. VAT and income

tax have in particular been more buoyant than expected.

8. At the time of the Budget I set a Public Sector Debt Repayment
- or PSDR - for 1988-89 of £3 billion, equivalent to % per cent of
GDP. As a result of higher government revenues and lower than
expected public expenditure I now expect the PSDR this year to be
£10 billion, equivalent to 2% per cent of GDP. Even when it is
adjusted to remove the effects of privatisation proceeds, there is
likely to be a substantial budget surplus of £4 billion making this
year only the second since the beginning of the 1950s when an

. equivalent surplus has been achieved.
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- $ Some people have been saying that developments in the economy
this year show that the tax reductions I announced in my Budget were
too great. | I find this view impossible to understand in the 1light

expecting for the year as a whole.

10. A PSDR of the size now expected has clear implications for the
authorities' operations in the gilts market. I remain firmly
committed to funding fully the net total of maturing debt, the

public sector borrowing requirement and any underlying change in our

foreign exchange reserves, as I made clear at Budget time. But when

the PSBR is in fact a very large PSDR, we no longer have to sg;i
gilts. We actually need to buy them in - and on a substantial
scale. [To assist 1in this process of redeeming debt, the Bank of
England will be adding a new weapon to their funding armoury - the
reverse gilt auction - for wuse if necessary. They will be

announcing details in due course. ]

Expenditure Plans 1989-90 to 1991-92

11. I turn now to the public expenditure plans for the next three

years.

12. In July, Cabinet set itself the objective of keeping as close
as possible to the existing planning totals and of ensuring ;hat
public spending as a proportion of national income continued to fall
from the leyel alrgady reached. The plans..that* I -am .about," ko

announce secure—-those objectives.
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13. The planning total for 1989-90 will be £[167] billion, that is
unchanged from the previous plans. The planning totals for 1990-91
will be £[179%] billion, an increase of £[3%] billion on last year's

plans and that for 1991-92 will be set at £[191%] billion.

) g {
H / 1

N / F
L€ T & \

14. These totals include the same profile for the Resefves as in
i the previous plans, £3% billion for the first year, rising to £10%
i billion in the third. The planning totals also incorporate an

estimate for privatisation proceeds of £5 billion a year, unchanged

Bl D

{ A f 15. Between 1978-79 and 1987-88 public spending has grown by 1.6 \ﬁm
«:iﬁé;per cent a year; compared“with 2.9 per cent in the decade before \gnu

< \ N
Decade] | \ WV

|\
pm:ﬁg \{Q

from the last White Paper.

that. In the succeeding €9ui years, that is thei;urrent year plué]
the three survey years, public spending will grow in real terms by o

»
1% per cent, well within the prospective growth of the economy as a afE

whole. | This maintains the steady rate of growth projected in the 2@?

last White Paper. In consequence public spending will continue to

decline as a proportion of national income, reaching 39 per cent by

\

1991592, the lowestkince the mid-1960%. ,¥HL~V'

e

Y

%

16. Despite holding total spending for next year within the
previously announced totals, the government has been able to provide
substantial additional resources for a number of priority
programmes. In each case the figures I am about to give represent
increases over the plans published in the 1last Public Expenditure

White Paper.



SECRET AND PERSONAL

17. First, health. An extra £1.2-billion is being provided for the
National Health Service in England;iﬁ 1989-90 and an extra £1.4
billion in the following year. fbn top of that, the Health Service
will benefit from an extra £150 million in 1989-90 and £300 million
in the following year from a new round of cost improvement
programmes; and an extra £100 million a year from sales of surplus

oo MELoNAMt pd

land. In addition, following a report from the Government Actuary/

"whichfis'being,published today, employers' superannuation contribu-

tions will be reduced, which will save the Health Service nearly
£300 million a year. Taken together, these sums of £1% billion in
1989-90 and over £2 billion in the following year represent the
largest increase in resources ever made available to the Health

Service.

18. Second, law and order. An extra £285 million has been made
available in 1989-90 and £310 million in 1990-91, principally for a
further expansion in the prison bgilding programme. ‘Bereen§1987—8§:;fgw/
and 1991-92 this will provide”6§e£ 3,000 extra éiécéé.  Provision
for 1local authority spending on the police has also been increased

by over £250 million.

19. Third, housing. Gross provision for housing investment is
being increased by over £400 million a year. Total public sector
investment, mostly on renovation and new building, will now bém

running at about £4% billion a year.

20, Pourth, transport. An extra £[225] million is being made
available next year for motorway and trunk road construction and
repair and for bridge strengthening and an extra £[280] million in

the following year.
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21. Fifth, spending on defence is to be increased by £100 million

in 1989-90 and £500 million in 1990-91.

22. . 8ixth, . social security. Large increases are expected in
| . spending on benefits, particularly for the disabled, and special
assistance for poorer families is being significantly‘improved.
These increases are partly offset by the fall in unemployment and
the decision not to uprate child benefit, leaving the social
security programme broadly unchanged in 1989-90 but around [£1.2

billion] higher than planned in 1990-91.

o )
ad
A |

L P L | s ,-lf.l'_ o
23. /| As announced last year, the Government has examined ) its
priorities for science and technologyfih the context of this year's
Public Expenditure Survey. 'In areas of low ériority, including near
market R&D,;ﬁublic suppogt will be reduced. There will be savings
over the Survey period as a yhole within the Energy, Agriculture and
Trade & Industry programmes. Tﬂéré‘wili, however, be1uéubstantially
larger additions to DES spending on science aﬁd technology,
amounting to at least £120 mill%on a year. Among other things this
will allow an increase of 20 per cent 1in expenditure on basic

f

science between this year and next.

24. | Taking account of other programmes as well as those I have
mentioned, | additions to planned capital spending, for the public

sector as a whole are likely to amount to some £ billion next

7\
year. [Sentences on main increases.] o h

25. That the Government has been able to strengthen its priority
programmes while holding to baseline in the first year is{ in large

measure, | a reflection of the success of its policies. The large

el
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reduction in unemployment has made possible savings on social
security and also on employment and training measures; the success
of the Right to Buy policy and the Government's efforts to encourage

local authorities to sell surplus assets havq{moblllsed substantlall
additional capital receipts; its efforts to bring greater financial
discipline to the Common Agricultural Policy have heipéd pfbdﬁce/
savings; the improved trading results of the nationalised
industries have reduced their call on the Exchequer. Finally, the
achievement of a large budgetary surplus is reducing the cost of

servicing the national debt. All this has made room for spending on

other programmes.

26. The details of these and other changes are prov1ded TR the
material in the Vote Office. Further[informatlon will be éontalned
in the printed Autumn Statement next week. As indicated in the
White Paper on "Financial Reporting to Parliament" (Cm 375) the
section on public spending in the printed Autumn Statement will be
expanded so that it includes nearly all the information on the
general picture previously found in Chapter 1 of the Public
Expégg;g;;é White Paper. The role of the latter, which will appear
early in the New Year, will be principally to elaborate the
information on departmental programmes. Rather than one large volume
covering all departments, it is proposed to make each departmental
chapter available separately. This will not only provide a stepping
stone to the eventual production of departmental reports, a
development which a number of Select Committees have promoted, but

will also benefit those whose interest is confined to a particular

programme.
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National Insurance Contributions

27. I turn now 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 statement on benefits which my Rt Hon Friend the Secretary of

State for Social Security made on 27 October.

28. The lower earnings limit will be increased next April to £43 a
week, in line with the single person's pension, and the upper
earnings limit will be raised to £325 a week. The 1limits for the
reduced rate bands will also be increased to £[75] a week and £[110]
a week respectively. The upper limit for the 9 per cent rate for

employers will be raised to £[160] a week.

29. In recent years, we have 'pursued a consistent policy ofr
steadily reduciﬁg the Treasury Supplement, the taxpayer's contribu-
tion to the National Insurance Fund. This currently stands at 5 per
cent. We now propose to carry this policy forward to its logical
conclusion and to abolish the Supplement, subject to Parliament
approving the necessary provisions in the Social Security Bill which
my Rt Hon Friend will be placing before the House in the forthcoming
Session. However, in view of the healthy state of the National
Insurance Fund, this decision will not require any change in
contribution rates. Thus, the main Class I contribution rates will
once again be:iﬁﬂchanged at 9 per cent for employees and 10.45 per

cent for employérs.
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The Industry Act Forecast : N

1T

30. PFinally I turn to the Industry Act Forecast. Gfo&fh in
domestic spending this year has significantly exceeded my
expectations at budget time, and indeed the expectations of nearly
everyone else. It would be quite wrong to play down the size of

this under prediction, and I do not seek to do so. And indeed it is

little comfort that so many others made similar errors.

31. I have taken the necessary steps to counter the adverse effects
of this higher spending by substantially raising interest rates.
This will in time 1lead to the necessary correction. In 1988,
however, this strength of domestic spending has had important
consequences for economic growth, inflation and the balance of

payments and I will deal with these in turn.

32. Growth of GDP this year is likely to turn out at 4% per cent,
compared with the 3 per cent I expected at the time of the Budget.
This implies growth of the non-oil economy of 5 per cent, a growth
rate not achieved for fifteen years. 1Indeed the seven years to 1988
will turn out to be [one of] the most [satisfactory] seven year
period(s) with high growth at a steady rate since the war. [This
may not be true: we are checking.]

33. This strong growth performance has enabled unemployment to
continue to fall rapidly. Since mid-1986 unemployment has fallen by
just under a million, or 3% per cent of the labour force. No other

major country has a comparable record over this period.
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34. Higher spending and output this year have had an unwelcome
effect on inflation which has been edging up. As far as the RPI is
concerned this rise in inflation has been artificially increased by
the effect of higher interest rates, which are essential to reduce
inflation. [Few other countries measure consumer price inflation in
this misleading way.] RPI inflation is likely to be just over 6 per

cent in the fourth quarter of this year.

35. The faster than expected domestic spending has contributed also
to a very large rise in the volume of imports, which was 13 per cent
higher than a year ago in the third quarter of this year. Thus
while exports have broadly maintained their share of world trade the
current account deficit has turned out to be a good deal larger than
expected. I expect the deficit to be £13 billion this year,

equivalent to 2% per cent of GDP.

36. Economic forecasting is particularly difficult in current
circumstances. Activity and inflation have been higher than
expected this year: at the same time I have tightened monetary
conditions significantly and the effects of that tightening have not
yet been recorded. It 1is always especially difficult to predict

turning points.

37. The economy is forecast to grow by 3 per cent in 1989. As
production of North Sea oil will be declining this implies growth of
3% per cent for the non-oil economy. I expect the growth of
consumers' expenditure to be a good deal lower than this year at 3

per cent. The personal sector has borrowed heavily in recent years



SECRET AND PERSONAL

and there are already some signs that the current high level of
interest rates is leading to more cautious behaviour. In these

circumstances I expect the savings ratio to begin to recover.

38. The welcome boom in business investment, which has such
important and beneficial implications for the supply potential of
the economy, should continue. But I expect a much smaller year on
year growth in business investment in 1989 of 7 per cent, down from
13 per cent in 1988. Total domestic demand should rise at about [2%

to 3] per cent, about half of the growth in the current year.

39. While there could well be some further rise in inflation in the
first half of next year, I expect it to be (firmly) on a downward
trend in the second half of the year and to reach 5 per cent by the

fourth quarter.

40. I have already made clear that the current account of the
balance of payments is likely to be one of the 1last indicators to
adjust to the tightening of monetary policy. My forecast is for a
deficit of £12 billion in 1989, but the deficit should be declining

during the year.

41. Thus the economy will be entering a new phase of somewhat
slower growth over the next twelve months or so. This will bring
with it a reversal of the recent upward movement in inflation and in

due course the current account deficit will also decline.
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Conclusion

42. The Government's sound financial policies are playing an
important role in maintaining the economy on a stable course. The
increases in interest rates in the summer were essential to keep
inflation under control. The public finances are in a very strong
position, and the expenditure plans I have just announced will keep

them that way.
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SCORECARD 21 OCTOBER

Table 1 below is the revised scorecard. Table 2 shows the changes
since the 14 October scorecard. Table 3 shows the bottom line.

25 This latest scorecard includes the Social Security deal; the
offers to Wales, Scotland and Northern Ireland; the deal with
Transport including slightly higher VAT consequentials than
expected; the increase expected for the Treasury; and the offers
you have made in the last 24 hours to Education, Aid and Health.
(On health, the £85 million offer is offset by a slight
improvement in the final figure for clinical regrading. On aid,
an estimating change on ODA superannuation has also been
included). Territorial effects are included when appropriate.

3. The scorecard does not include the effects of the revised
assumptions for the GDP deflator on housing benefit, or of the
revised assumptions for the RPI and Rossi, interest rates and
unemployment. Our best guess as to the effects of these 1is set

out in Table 3.



X

SECRET AND PERSONAL

4, The effects of the revised assumptions for the Chancellor's
Departments are already in the scorecard, and are therefore in
Table 1 but not in Table 3. They comprise the effect of the new
RPI assumption on civil superannuation (about £7 million a year,
we gquess); and the effect of new interest rates on LAPR/MIRAS
(about £22 million in 1989-90). (Table 2 shows a relsction for the
Chancellor's departments because our estimate last week of the
effect of the assumptions was too pessimistic).

5. At the time of writing, we had not heard that Mr King had
confirmed his settlement; whether Mr Walker would ask for the flow
through of his extra £8 million in 1989-90 for the 1later years;
nor that Mr Baker, Mr Unwin and the Lord Chancellor have accepted
their deals.OFTEL and the Treasury remain to be settled.

6. In addition, there remains uncertainty about the effect of
the economic assumptions, and of the overseas price movements on
FCO. The normal process of checking figures with divisions and
departments 1is already encouraging a number of discrepancies -
some helpful, some not - to crawl out of the woodwork. But all of
these problems should have been resolved by Tuesday at the latest.

L In the meantime, Table 4 shows the implications of the
possible outcome of the Survey.

8. It looks as if it should be possible to balance the books
such that there is no addition to the planning total in 1989-90.
The addition in 1990-91 looks like being under £3.5 billion.

G The real growth rates of the planning total and of GGE look
almost exactly the same as in Table 3 to my note of 19 October.
Again, the GGE ratio runs some risk of stagnating at 39% per cent
through the period. But some judicious rounding should allow us

to show 39%/39%/39 per cent.

10. We will put up a submission on Wednesday about balancing the
books - covering the Reserve, debt interest, other national
accounts adjustments, the exact run of the money GDP figures, and
any necessary adjustments to eg EC contributions. This will also
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recommend final decisions on the unemployment assumption. And it
will cover the GGE ratios. The decision on scoring the BAe
payment for Rover will need to be taken on Monday.

¢

&,

J MACAUSLAN



SECRET Date of last update: 21/10/88

SUMMARY SCORECARD
l ABLE ’ (tmillion)

1989-90 | 1989-90  1989-90  1989-90 | i 1990-91  1990-91  1990-91 | 41:1991=92" 1991=90:5:1991-02
BASELINE | DEPT FORECAST HMT | BASELINE | DEPT FORECAST HMT | BASELINE | DEPT FORECAST HMT
| POSITION OUTCOME POSITION | | POSITION OUTCOME POSITION | i POSITION OUTCOME POSITION

Ministry of Defence 19,969.0 | 100.0 100.0 100.0 | 20,575.0 | 500.0 500.0 500.0:1.21,075.0 | 900.0 900.0 900.0
FCO - Diplomatic, Information, Culture 76350 20.9 20.9 20.9 | 761,03 42,2 4252 §2.2.1 78G.0 | 45.9 45.9 45.9
FCO - Overseas Development Administration 155050 -} 35.0 35.0 35 0 5540 76.0 76.0 76:00. 04155900 102.0 102.0 102.0
European Communities 1,470.0%! 500.0 500.0 5000 3200 630.0 630.0 63008 1,353.:0" | 230.0 230.0 230.0
Intervention Board for Agricultural Produce 1,690.0 | -421.1 -421.1 -421.1 | 1,845.0 | -395.8 -395.8 -395.8 | 1,891.0 | -268.4 -268.4 -268.4
Ministry of Agriculture, Fisheries and Food 786.0 | 14.5 14.5 14.5 | 801.0 | 8.7 8.7 85T 821.0 | 5.0 5.0 5.0
Forestry Commission 66.0 | 8.6 8.6 8.6 | 65.0 | 11.9 11.9 149 67.0 | 13.6 13.6 13.6
Department of Trade and Industry 1,28240% 63.8 63.8 638 T el 2220 79.2 79.2 90 e 25 2 -71.7 -71.7 -71.7
Export Credits Guarantee Department 128.6 | 6.8 6.8 6.8 | 95:9 3.6 8.6 &6 9751 -38.1 ~38.1 -38.1
Department of Energy : 309.0 35.6 35.6 35.6 | 31650 6.7 6.7 Gy 323405 -70.9 -70.9 -70.9
Department of Employment 4,185.0 ; -200.0 -200.0 -200.0 | 4,241.0 } -300.0 -300.0 -300.0 | 4,347.0 , -400.0 -400.0 -400.0
Department of Transport 2,264.0 | 324.2 324.2 324219252990 ) 397.9 397.9 97 922357, 0} 405.5 405.5 405.5
DOE - Housing 2,378,011 =17283:25 =1,28352 ~14,283.2 .1 2,399:0 - £=991.5 -991.5 -991.5 | 2,459.0 } -702.2 -702.2 -702.2
DOE - Other Environmental Services 904.0 | 75.0 75.0 75504 935.0 | -76.0 -76.0 -76.0 | 958.0 | -67.0 -67.0 -67.0
Home 0ffice 1,382.0 | 266.1 246.1 246.1 | 1,415.0 | 353:9 353.9 3539 154500 3237 323.7 323,17
Legal departments 1,046.0 | 34.9 34.9 34,90 107505 633 63.3 orm s DAL 108.4 108.4 108.4
Department of Education and Science 5515601 2 3654 363.1 3680l 4= 5529840 ! 403.6 403.6 403.6 | 5,425.0 | 368.3 368.3 368.3
Office of Arts and Libraries 454.0 | 6.1 4.1 el 471.0 | 1.6 1.6 1.6 | 483.0 | 25.4 20.4 P34
Department of Health 18,559.0 | 1,256.0 1,256.0 1,256.0 | 19,445.0 | 1,477.0 1,477.0 1,477.0 | 19,931.0 | 1,896.0 1,896.0 1,896.0
Department of Social Security 50,889.0 | 72.4 72.4 72040 53, 347,001 4, 330.9: 1 BB0I9 1 a330 9 | 54e 681 0 50183.2 13518812 S RdLY
Scotland 5.033:00 1 213.4 213.4 243561 55:206: 05 259.0 259.0 259,04 5,336.0") 342.1 342.1 342.1
Wales 2, 1000+ 172.2 172.2 17270 5142,169. 0% 178.9 178.9 178.9°11:2:223:0° 206.2 206.2 206.2
Northern Ireland bR 114.7 114.7 P08, 755,508, 0% 135.6 135.6 135.6 | 5,645.0 | 199.6 199.6 199.6
Chancellor’s Departments 4,019.0 | 52.9 51.7 50,71 k162307 95.0 93.6 90.1 | 4,268.0 196.9 193.9 189.2
Other Departments 397.0 | 2537 253 o 415.0 | 30¢1 3541 Lk §25.0°1 132 182 73.:2
DOE - Property Services Agency -163.0 | 27.6 27.6 27.6 1 -162.0 16.1 16.1 16.1 | -166.0 | -29.0 -29.0 -29.0
Nationalised Industries P14 00 524705 -170.5 -170.5 | -274.0 | -271.8 -271.8 Co7AL UM 280 0 <8402 -440.2 -440.2
Privatisation EFLS ; 166.8 166.8 166.8 | i 259.4 259.4 259.4 | i 1813490 BT 9 R 1 3N
Local Authority Relevant 33,520.0 | 1,653.0 1,653.0 1,653.0 | 34,517.0 | 1,984.0 1,984.0 1,984.0 | 35,380.0 LR 21T 0 2 20 TR0 AN

| 1 1 ] 1

| i ! 1 ]

Adjustment | | i i |
TOTAL ADDITIONS TO PROGRAMMES 165,126.0 | 3,627.5 3,626.3 3,625.3 {170,692.0 | 6,462.5 6,461.1 6,457.6 1174,918.0 } 10,710.4 10,702.4 10,690.7

W5 —ﬁ-;‘?“'\




TABLE L SECRET 21/10/88

SUMMARY OF CHANGES IN FORECAST OUTCOME
SINCE LAST SCORECARD

' 1989-90 | 1990-91 1991-92 |
ICHANGE IN |CHANGE IN |CHANGE IN |
! FORECAST | FORECAST | FORECAST |
: i i

1

OUTCOME QUTCOME OUTCOME

Ministry of Defence

FCO - Diplomatic, Information, Culture

FCO - Overseas Development Administration

European Communities

Intervention Board for Agricultural Produce

Ministry of Agriculture, Fisheries and Food

Forestry Commission

Department of Trade and Industry

Export Credits Guarantee Department

Department of Energy

Department of Employment

Department of Transport

DOE - Housing

DOE - Other Environmental Services
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Department of Education and Science
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SECRET
TABLE 3

POSSIBLE CHANGES TO 21 OCTOBER SCORECARD

1989-90 1990-91 1991-92
Scorecard:
Additions to planning total 4 126 +2,961 +7 ,202
Economic assumptions
GDP deflator (social security) + 27 * 28 : 30
Rpi/Rossi (social security) - +' 565 +. 790
Unemployment (1.9m) - 225 - 235 - 245

(social security)

Interest rates b 95 # 5 -

- 103 + 363 A 578
Resulting addition to
planning total ok 23 +3,325 +7,780
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gepl.ip/tables/survey 2 3

SURVEY OUTCOME

1988-89

Planning total

Additions (£m)

Real growth (%)
over previous year - 0.6

over 1987-88
1988-89

GGE

As % of GDP 39:87
rounding to 40/39%

Real growth (%)
over previous year w)e.3

over 1987-88
over 1988-89

Assumptions

(€:bill ion)

Other national accounts

adjustments 9.6
Debt interest 17...7
Reserves

SECRET

1989-90

3.

39.

39

1.

3

TABLE 4
1990-91 1991-92
3,350 7,800
3.8 3,7
39.2 39.13
39% 39%/39
2.1 2.4
1.3
1.8
9.2 8.7
16 1508
7.0 10.5
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cc Chief Secretary
Sir Peter Middleton
Mr Anson
4 AR Sir Terence Burns
\VJ> (A : . Mr Turnbull
| ; Mr Sedgwick
P ¥ Mrs Butler
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S nAes Mr Gieve
j}' wot ;Eﬁ Mr Franklin
: \} 4 Miss Simpson
. _ ,uh ”’1hk< Miss Walker
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£ fﬁi» Mr Tyrie
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0 M

DEBT INTEREST L

I attach three alternative medium-term projections of debt
interest, together with the MTFS numbers. They are consistent with
the decisions you made on 19 October about the numbers for the
Industry Act Forecast and the economic assumptions for later years.
The GGE/GDP ratios associated with them are consistent with the
planning totals in today's scorecard.

2. The three variants differ only in the last two years. If we
adopted the wusual Autumn Statement convention (from which we
departed last year) of assuming that the PSDR returns to the MTFS
path in the years beyond the Industry Act Forecast, gross dcbt
interest 1is estimated to fall to £15.8 billion. If, on the other
hand, we assumed that the PSDR stays at £10 billion in the last two
years, gross debt interest would fall to £14.7 billion. The third
variant merely holds gross debt interest payments constant in
nominal terms; by coincidence this produces figures which are the
same as in the MTFS as a per cent of GDP.

3 The stylised projection which I mentioned as a possibility at
your meeting on 19 October, namely a percentage of money GDP which
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.declines at the same rate as in the MTFS, is of 1little interest.
Since the current projection of gross debt interest in 1989-90 is
the same as in the MTFS, the stylised path would produce more or
less the same debt interest payments as in the MTFS. If we are
going to use these numbers we might as well describe them straight-
forwardly as the MTFS numbers.

4. The table also shows the effect on the GGE ratio of the various
debt interest paths when superimposed on GEP's latest scorecard.
The constant nominal path leads to a rise in the ratio in 1990-91,
with no progress in 1991-92. The previous MTFS figures show a flat
path. Either of the variants based on assumptions about the PSDR
would show a falling path. (In the case of the usual Autumn
Statement convention, it should be possible, if you wanted, to show
a rounded ratio of 39% per cent in 1989-90.)

5. The difficulty with assuming a PSDR of £10 billion all the way
through is that (if we were forced to admit that was the assumption)
we could be drawn into a debate as to why we were changing the MTFS
now - something we have said we never do in the Autumn. There is
also the risk of having to raise the GGE ratio at Budget time if the
new MTFS shows a smaller PSDR.

6. We are not seeking decisions about the debt interest path now.
GEP propose to put up a submission on Wednesday necxt week, for
decisions on Thursday, when they have what they hope will be the
final expenditure numbers. The debt interest path can then be
considered alongside the proposals for the Reserves.

(o4

J ODLING-SMEE
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. £ billion 1987-88 1988-89 1989-90 1990-91 1991-92
1988 MTFS
PSDR 3 3 0 0 0
Gross debt interest 37.9 17.5 2 by 9 16.9 16.4
(% of money GDP) (4.1) (3.8) {345) {32} (3.0)
GGE/GDP ratio (%)(1) 39.3 39.3 39.2

Usual AS convention

PSDR 3«5 10 10 0 0

Gross debt interest 1755 17 &7 1 Ty % 16.0 15.8
(% of money GDP) (4:1) (3.8) {3.4) (3.0) (2.8)

GGE/GDP ratio (%) 39.9 39.3 39 .2 39.1

e/ S 29
Alternative PSDR path

PSDR IS 10 10 10 10
Gross debt interest 17755 3 L7 17.1 Y50, 14.7
(% of money GDP) (4.1) (3.8) (3.4) (2:.9) (2.6)
GGE/GDP ratio (%) 39.9 39.3 39.1 38.9
29 M? 2 ¢ 2 :
Constant nominal debt interest
Gross debt interest ¥7.5 17.7 3771 }7:1 175l
(% of money GDP) (4.1) (3.8) (3.4) (3:2) (3.0)
GGE/GDP ratio (%) 39.9 39.3 39.4 39.4
Memo: Money GDP 424 469 505 536 565

(l)Based on current planning total and GDP projections, not those
in MTFS
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FROM: A C S ALLAN
DATE: 24 October 1988 .
Z /f}t-w_/‘

cc PS/Chief Secretary

Sir P Middleton
Sir T Burns
Mr Anson

Mr Sedgwick
Mr Turnbull
Mrs Butler
Mr S Davis
Mr Gieve

Mr MacAuslan
Mr Mowl

Mr Franklin
Miss Simpson
Miss Walker

Mr Call
Mr Tyrie
DEBT INTEREST
The Chancellor was grateful for your minute of 21 October. He

will Dbe taking a decision about the debt interest path on the

basis of GEgs submission on Wednesday on the final expenditure

numbers.

A C S ALLAN
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,I
ces Chief Secretary +1

Sir P Middleton
Mr Anson

Sir T Burns
Mr Monck
Mr Phillips
Mr Luce
Mr Odling-Smee
Mr Sedgwick
Mr Turnbull
. j i:) gfybﬁ‘ Mrs R Butler
5 e MVE T /\ Mr Gieve
/V L{/)O\_.Qfm"\’ ég}‘, ne_r> : ; ’ ¥ v. e I ;gu";}; Mr Mowl
§ !¢. I A Mr Pickford
. J Mr Richardson
¢, 2 | Miss Simpson
{uzgiddvﬂ \Wygfk Miss Walker
['| LX Mr Call
v o Mr Tyrie
Mrs Crane

7 [V

AUTUMN STATEMENT: WRITTEN STATEMENT, CHAPTER 1

I attach a first draft of chapter 1 of the written statement. The
timetable requires that the chapter be sent to the printers by 6 pm
on Thursday 27 October. I would therefore be most grateful for any
comments on the draft by 11 am on Thursday. I gather that there is
a slot for a meeting, if necessary, on Wednesday morning.

2. The draft follows the structure of the mock-up approved by the

Chief Secretary in July.
s

[;/l/l,ﬂ( Yon !j



ki The figures are not yet final, and the charts and most of the
tables have not yet been updated. The figures are being finalised
today in consultation with divisions and departments. For
publication, departmental figures will be rounded to the nearest
£10 million (except for social security, which will be rounded to
the nearest £100 million).

4. The passages for individual departments have been cleared with
divisions and departments. But we will be sending the paragraphs
round divisions again for a final check. Some of the paragraphs are
a good deal more tentative than others. For instance, the paragraph
on debt interest (1.69) and references to the outturn year (1.07 and
1.16) will need to be settled in the light of decisions you take on
the submission we intend to put up tomorrow.

8 The draft shows roughly where the charts and tables will come.

But the exact placing will depend on how the text falls across pages
when printed.

J MACAUSLAN



E;ﬁ‘ﬁl years, it is expected to continue to fall

ublic expenditure plans

Main points

government spendi as a proportion of

1.01 In the current/year,
national income w fall below 40 per ce

during—-the—last 20 years. The proportion—will have fallen by |,
7 percentage points since 1982-83 Over the next three

éeve&—s*nee—&&éé-ﬁ*‘ :: )
Oj }
n rad J«’V\Aj‘) niek A Uj% MY o\ -)AL"S‘"
" 1.02 \ Fhe plans ﬂ;Z&;geveggpeﬁgzspeﬁgrngfgyuu&d allow groéiﬁﬂziqu——’
:ea4—$eamagmﬁduheveruge—ef§abo 1% per cent a year from 1987-8849

This maintains the ai-iy rate of growth projected in the last

e R

public expenditure White Paper, Cm 288. m

1.03 The public expenditure planning total for 1989-90 has been

maintained at £167.1 billion, unchanged from previous plans. The
O LW )

planning total for 1990-91 has been set at £167.1 billion, [ £3

a§>\aA/ billion on previous plans; and that for 1991-92 at £176.1 611110n.

hese totals include Reservesgee—mee%—uaieieseea——ioqutrememtzg of

:ﬁ 4 £3.5 billion, £7 billion and £10.5 billion respectively.

1.04 Compared with the plans published in Cm 288, Cﬁ:;q/fé;ources
have been provided to meet the Government's prlorltleﬂL “These

Lwdkiwﬁ} ise&udai}bealth, law and order, defence and roads. Provision for

}local authority current spending and the UK's net contribution to

syoniney & 5 A : :
! / the European Communities is also higher.

1.05 Extra provision of about £1% billion in 1989-90 and 1990-91
has been made for capital spending, including increases for the
nationalised industries and for housing, roads, prisons and

health. vl ! W ) ﬁra.{)L); j'le/)wt.g) | ]S NTs ?
1.06 The fall in unemployment makes savings possible on social

security and employment and training programmes, and lower

Government borrowing reduces the burden of debt interest. These,

together with lower costs of agricultural support and higher

housing receipts, and continuing improvements in value for money,

help to make room for the increases for priority programmes while

still allowing government spending to decline C;%Z proport10n(§.6?
national income. as a
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1.07 The latest forecast of the planning total in the current
year, 1988-89, is [£153.6(billion, ( £3. 3/b11110n lower| than the

plans in Cm 288. /Yn» N?Iv &Zﬁ 1$3-8 a

- ju/[w Z1iel
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1.10 This objective is exprgssed in terms of general government
expenditure (GGE) as a ;]@ioss Domestic Product (GDP). GGE
is a comprehensive measure of the amount which has to be raised by
taxation or borrowin to finance the combined spending of central
and local governmen§)including debt interest. It is the main
expenditure aggregate used iI';the formulation of macro-economic

policy anq?in the MTFS. 4__,.—{5::::::j>
L\M(v(v

1.11 For the purposes of planning and control, the Government
uses the public expenditure planning total. By controlling
expenditure within these cash plans, the Government seeks to
achieve its wider medium term objective specified in terms of GGE.

1.12 The planning total is built up from control totals set
1 3 :

for 1n 1v1d al dep tme tal programmes. §2ﬁ3%3§£2225n GE n
o z ‘J; ey R 4m-a; nnl .(*?%‘L

x.x.\"\._ = - u S

MIM OM—Ge% 3 =Py i -8 AT TOWE

exeluding Cdebt interest. The planning total and the departmental
plans within it are set in cash, as are the various control totals

for 1989-90 which are derived from it, such as Supply Estimates,
cash limits, running costs limits and external financing limits of

public corporations.
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ernment expenditure to GDP has been

Table 1.1

Trends in public spending

113 The ratio of general go

falling since 1982-83 an the plans set out in this Autumn

hat this downward trend continues. This is

Excluding privatisation proceeds the ratio

has declined—from a peak of nearly 47 per cent in 1982-83 to just

er cent in 1988- 89‘gnd is expected to decline further £8;}
4

just under 39)per cent in 1991 924 ('7e lowest level since 1966-67

Statement will ensure

‘ga_
1.14 <;S?art 1.2 )shows the trend of public spending in real terms.
Between—197 and 1987-88, the average real growth in general
government expenditure excluding privatisation proceeds was around
1% per cent, compared with nearly 3 per cent in the decade before
that. In the four years from 1987-88 to 1991-92, the rate of
growth is expected to average 1% per cent a yeaim: i i

projected inyCm 288.

The planning total

1.15 The planning totale)and the differences between the planning
total and general government expenditure are shown in Table 1.2.
The main difference between the two aggregates is debt interest
(see paragraph 1.69). Table 1.3 shows how the new plans compare

with plans published in previous years.

Chart:id-2
Table 1.2
Table 1.3

1988-89 outturn

turn for the planning total in 1988-89 is
pbillion below the plans in Cm 288. A

[£163.6] billion, [£3:3]
itions have been made to programmes during the
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current year, includingwthJ;anrease of over £1 billion in health
expenditure. These have been offset by higher privatisation

proceeds, hiqher than e_ngted_105al authorities’ and new townaD
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receipts (eueeedangv ani .k % authority capital
expendlture), and lower social security egggiaﬁfépe resulting from

the fall in unemployment.

The new plans

1.17 Table 1.4 sets out the revised spending plans and the
changes since the public expenditure White Paper for each
departmental programme, including associated expenditure by local
authorities and public corporations. The following paragraphs
briefly describe the new plans.

1.18 There have been substantial increases in provision foré;inéﬂ
priority programmes. Within an unchanged planning total for
1989-90, for example, £[1.2] billion extra has been allocated to
the National Health Service in England, £[295] million to law and
order and £[225] millio X i
additions have been made t@‘%ﬁz&‘ %‘j —bure * The”H'
plans provide for major investment programmes hﬁaéﬂﬁiﬁ%igionalised
industries remaining in the public sector; but alsof%akgfi;zgéuaé}

in 1991-92 in particular, o  the 1loss of the substantial net
repayments of external finance from the electricity and water
industries following privatisation. In addition, the plans for
each year contain higher provision for local authority current

expenditure, and substantial Reserves.

1.19 It is possible to accommodate these increases and to
maintain a declining trend for public expenditure as a proportion

of national income, because of reductions elsewhere. These
2T D
reductions stem/from' in partlcular,[the improved performance of

the economy, and continuing improvements in value for money.

. . .
eSS ts - O O e OMMoOT OO 3 = O T e e s 8 =W =

agri cural marke pport.. Falling unemployment reduces the
rate of growth of social security expenditure, and makes savings
possible on employment and trainiﬁg programmes. In addition, the

M}f Sle

L
/



nationalised industries have continued to strengthen their
businesses and reduce the burden they place on tax payers; and the
success of the Government's Right to Buy paiicy for 1local
authority housing allows a reduction in net public expenditure
provision to be combined with increased gross expenditure on

L &
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Table 1.4 Covonned & s 4 e,
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1.20 The Government's aims for defence are to ensure the security
of the nation and maintain its freedom, in particular by
maintaining the effectiveness of its contribution to the NATO
alliance. Provision for defence 1is being increased by about
€[ ] million in 1989-90 to some £ ]billion, and will rise to
about. - £} billion in 1991-92; Zé;anned provision for 1991-92 is
nearly treble in cash terms provision in 1978-79. :i:{

1.21 The UK's defence capabilities will continue to benefit from
the substantial real increase in provision since 1978-79.
Equipment orders since 1979 have included 64 major ships, 7
regiments of Challenger tanks and over 500 aircraft for the Royal

Air Force.

1.22 A wide range of measures have been implemented to improve
efficiency and value for money, particularly through improved
procurement practices, and the contracting out of support services
to the private sector which has led to a reduction of over 13,000
posts since 1979 and an annual saving of some £50 million[?ompared
with the in-house provision of the services Service manpower
resources continue to be switched from the support area to front-
line tasks.

1.23 Further improvements are planned [jhrough a co-ordinated
program@éjto achieve specified efficiency improvement targets over
three years to 1990-91. This is being dovetailed with the
Department's New Management Strategy, described in Chapter Five of
the 1988 Statement on the Defence Estimates.

housing by 1local and central government. Finally, iii;::)
) . . . . . e



Foreign and Commonwealth Office (Diplomatic Wing) (/V?w &&%i)
v :

1.24 The FCO is responsible for the overseas representation of UK
interests. It maintains for this purpose 208 overseas Posts -
including delegations to international organisations, covering 165
countries. /The main duties of the Diplomatic Service are in the
political, economic, information, consular, entry clearance and
aid administration fieldgé} The Diplomatic Wing also administers

some programme expenditure - scholarships, information services
and military training - and provides subscriptions to
international organisations, and grants to non-governmental

organisations and to the British Council and the BBC External

Services.

1.25 Increases have been agreed for an expanded programme of
scholarships and training of overseas students, for the BBC
external services and for the running costs of the diplomatic
service, offset by a reduction in the estimated cost of overseas
operations [aﬁe to expected movements in overseas prices and

exchange rates.!

Overseas Development Administration

1.26 The net aid programme in 9%?;90 is now set at
NC A/ AN S
£1,430 million. The iaefeases;réb esent growth of almost 18 per

cent by 1991-92 over previously published plans for 1988-89,
/frl_zglgnificantly faster than projections of general inflatigé] The
increases include provision for the full costs of the United
Kingdom's interest subsidy contribution to the IMF Enhanced
Structural Adjustment Facility (ESAF), the expected costs of the
recently agreed programme to alleviate the burden of debt on the

' poorest sub-Saharan African countries, and additions to bilateral
aid. Provision is also made for war service credit for former

colonial servants.
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1.27 About 60 per cent of the programme is spent on bilateral
aid, including both financial aid and technical cooperation, to
over 120 countries. Over three quarters of this goes to countries
with an annual income per head of under $800, many of which are in
the Commonwealth. The main focus is on long term development, but
emergency relief, including food aid for countries suffering from
famine, is also provided. Approximately 40 per cent of the
programme is provided as multilateral aid through channels such
as the World Bank Group, the European Community and various United
Nations agencies. Increasingly, efforts focus on assisting
developing countries, particularly in sub-Saharan Africa, to
undertake economic policy reforms to provide for sustainable
growth.

European Communities

.28 The increase in the projection of the United Kingdom's net
payments to Community institutions reflects the effects of the

l agreement reached at the Brussels European Council in February on
@ the future financing of the Community, higher VAT contributions
(reflecting the growth of the economy), higher customs duties

(resulting from higher imports from third countries) and a lowenr”

share of receipts.
MAFF

1.29 Spending on agriculture is largely determined by the Common
Agricultural Policy (CAP) of the European Community. The
Government's objective in Community negotiations is to bring
spending under control while continuing to foster an efficient and
competitive agricultural industry, taking account of the interests
of producers, consumers and the rural economy and environment.

1.30 Provision for market support has been reduced as a result of
progress in reforming the CAP, as well as in the short term the
expected effgcgimlgg agricultural prices of the drought in North
America and , lower| than expected 1988 harvest in the United

Kingdom. There are also savings reflecting lower than expected



take up of capital grants under the Agricultural Improvement
Scheme; ZER decision to:]increaseJ revenue from th chargeable
advisory services j and &he policy of'jreduq@ngj Government
expenditure on near market R&D in favour of higher priority work
within the science and technology area. These reductions are
partly offset by increased spending on flood prevention and on
forestry Z}Eo compensate for the withdrawal of tax relief in the
1988 Budget

Trade and Industry /Q(Fj &Vﬁﬁﬁaj

1.31 The Department's main objective is to encourage enterprise
and wealth creation. Expendlture on bu91ness development under
the Enterprise Initiative is pro;ected to build up. reachlng
£160 million by 1991-92. The new plans reflect the prlvatlsatlon
of British Steel and further privatisation of shipbuilding.
fmApart from thlS “there have been increases in planned provision for
'Mreglonal a551stance, resulting from an 1ncreaee in applications
for Regional Development Grant| prlor to tﬁelécheme s closure and
for various other items of expendlture, 1nclud1ng the Shipbuilding
Intervention Fund and capital works required for the relocation of
elements of thefpepaptment's activities away from London. Planned
spending falls in 1991-92 principally because of the ending of
current launch aid commitments.

Export Credit Guarantee Department

1.32 The Department aims to support UK exports by providing
credit insurance facilities. 1In order to match the support given
by major trading nations to their exporters, ECGD supports the
provision of export finance at fixed rates of interest. These
give rise to interest support costs, comprlslng the difference
between the fixed rate offered to exporters and the cost of funds
to the banks as providers of the finance. The changes to the
plans reflect the latest estimates of the cost of interest support
and tender to contract cover.
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Enerqgy

1.33 The plans for 1989-90 and 1990-91 reflect modest net
reductions in the energy nationalised industries' external finance
requirements. The reductions for 1991-92 take account of the
prlvaylsatlon of the electricity industry, which will result in
the transfer of the substantial net repayments of external finance
out of the public expenditure figures. The changes in the
departmental programme reflect the decision previously announced
on the reduction in the fast reactor programme; there are also
increases in provision for work on handling nuclear waste, offset

by reductions in other areas of nuclear R&D expenditure.

Employment

1.34 Most of the Department's expenditure is on programmes to
help young people and the unemployed to find work through training
and in other ways. Some reductions in planned expenditure have
been made to take account of the substantial and continuing fall
in unemployment, but in real terms expenditure will still be about
60 per cent higher in 1989-90 than in 1978-79. The new plans
include provision of £1.4 billion a year for the new Employment
Training Scheme and around £1 billion a year for the Youth
Training Scheme. There is also increased provision for running
costs, including measures to achieve better targeting of help for
the unemployed.

Trans Qort

1.35 The Government's aims are to increase efficiency and reduce
unit costs of transport in both the public and private sectors, to
protect and improve safety, to conserve the environment, and to
advance UK transport interests abroad. The programme is
concentrated on national and local roads, and on other transport
infrastructure. Increases of over £100 million in 1989-90 and
£140 million in 1990-91 have been allocated to build new trunk
roads and motorways. The Government S, commitment to build 450
miles of new road by 1989-90) lS expected to be met. Starts are
planned for over 40 schemes in 1989 90 which will add more than
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200 miles of new road. Schemes on average produce time savings
and safety benefits worth double their cost. Increéses of £66
million in 1989-90 and £70 million in 1990-91 have been allocated
to trunk road maintenance to meet the Government's target of
removing the maintenance backlog by 1992. Nearly £50 million
extra has been provided for bridge strengthening in 1989-90.

1.36 Capital provision for new local authority roads has also
been increased, as has provision for public transport and airport
facilities.

1.37 The departmental totals also include the external financing
requirements of British Rail, London Regional Transport and the
Civil Aviation Authority. For all three industries, the plans
include substantial increases in provision for investment. The
plans for British Rail include investment in quality of service
improvements on Network South East and preparations for Channel
Tunnel Services. Increases in investment by London Regional
Transport are planned to help deal with congestion, and plans for
the Civil Aviation Authority reflect the acceleration of
investment to enhance the capacity of air traffic control.

Housing

1.38 Most investment in housing is by the private sector.
Nevertheless, provision for gross capital investment by the public
sector has been set at over £4 billion a year: an increase for
1989-90 of over £450 million on previous plans and for 1990-91 of
over £350 million. Plans include increased spending by the
Housing Corporation on new homes for rent, and by local
authorities on renovation of their own stock through Estate
Action.

1.39 The increase in gross provision is more than offset by
higher forecasts of local authority receipts from council house
sales to tenants under the Government's successful Right to Buy
policy. Receipts are forecast at around £3% billion a year, an
increase in 1989-90 of/over 80 per cent on previous forecastizz
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Other Environmental Services

1.40 This programme covers a wide range of urban, environmental
and recreational services. Part of this spending is undertaken by
local authorities according to local priorities. The programme
also include spending by public corporations and other sponsored
bodies, nationalised industries, and by the Department of the
Environment on administration and research.
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1.40A Additional provision is included for 1local authorities to
meet the capital costs of preparing for the introduction of the
Community Charge. Extra provision has been made for Urban
Development Corporations and for City Grant and also for
environmental research. The figures also reflect the effects of
privatising the Water Industry in 1989-90 and setting up the
National Rivers Authority. Increases in gross spending are
offset, in part in 1989-90 and fully in 1990-91, by higher local
authority and new town receipts.

Home Office /aws:IIEG}{;

1.41 The Government's main aim is to sustain the rule of 1law by
preventing crime, securing conviction of the guilty and giving
proper effect to the sentences or orders imposed by the courts.  An
extra £260 million has been provided for central governmenfﬁin
1989-90, with £370 million in 1990-91, principally for a further
expansion of the prison building programme. This will provide an
extra 3,150 places between 1988-89 and 1991-92 in 5 new prisons
and in extra accommodation at existing prisons. In addition, the
Government published in July a consultation paper on the
development of measures to extend alternatives to custody (Cm
424). Provision for local authority expenditure, largely for the
police, has also been substantially increased (by £350 million in

(1989-90).

Legal departments

1.42 Spending on legal aid is expected to increase, and
additional resources have been provided for this and for court
building and handling of court business. Planned spending on the
Crown Prosecution Service and the Serious Fraud Office has also

been increased.

Education and Science

1.43 Total spending of aqgut £19.6 billion is planned for
(VP § ) S
1989-90, most of 1t; by local authorities. 1In the schools,fthe

level of! expenditure per pupil has risen by some 30 per cent in

i



real terms since the beginning of the decade. The Government's
education reforms will help to ensure that full value is obtained
for this expenditure. Increased allocations for local authority
capital spending on schools will allow a continued programme of
school improvements.

1.44 Participation in higher education is expected to go on
rising from its present peak level. The number of first degrees
awarded is now expected to be around 135,000 by 1990, more than 25

per cent up on a decade earlier. Additions have been made to
put the polytechnics and colleges on a sound footing for their new
independent status, and for universities. Substantial extra

spending on basic science is planned, (see paragraph l.ﬁA).
Jo

Arts and Libraries

1.45 The Government's policy of encouraging greater private
sector sponsorship of the arts has achieved substantial results.
The 3 year expenditure plan has been rolled forward, with
additions in 1991-92 for incentive funding. There is extra
provision for the British Library's new building project.
Increased provision has also been made for 1local authority
expenditure on museums, galleries and libraries.

Health

1.46 An increase of £1.5 billion has been made over the previous
plans for the NHS and personal social services in England in
1989-90, with additions of £1.7 billion in 1990-91. As a result
total spending on health and personal social services in England
is planned to rise from £21.7 billion in 1988-89 to £23.2 billion
in 1989-90, and £25.4 billion in 1991-92. Current expenditure on
hospital and community health services will be £13.5 billion in
1989-90, £14.2 billion in 1990-91 and £14.6 billion in 1991-92.
Health authorities will also have available extra cash released by
a new round of cost improvement programmes and income generation
schemes. The Government is also implementing a recommendation by
the Government Actuary that employer contributions to the NHS
superannuation scheme in England and Wales should be reduced from
7% per cent to 4 per cent. Taking all these factors into
account, the current resources available to health authorities
will be about 5 per cent more in real terms in 1989-90 than in

1988-89.



1.47 The increase next year will allow health authorities to
expand services significantly, while keeping their income and
expenditure in balance. Full provision has been made for the
costs of the 1988 pay review body awards and the nurses' clinical
grading review. Increases have also been made on account of
rising costs associated with AIDS and for the introduction of new
nurse training courses following the Government's response to the
'Project 2000' proposals.

1.48 Hospital capital expenditure plans have been increased by
£66 million next year. After allowing for higher forecast
receipts from sales of surplus land, health authorities will have
16 per cent more resources for capital spending in 1989-90 than
previously provided for.

1.49 Provision for the Family Practitioner Service allows for
higher forecast demand and for further service improvements.
There is also increased provision for local authority spending on
personal social services.

Social Security

1.50 The new plans reflect the latest estimate of benefit
expenditure over the Survey period. They take account of the
statement on benefits by the Secretary of State on
27 October 1988. As he said, benefit rates in April 1989 are Lthe
higner of thosg&gafgﬁlated directly from the publlshed increase in
the RPI for the year to September 1988 (5.9 per cent)Land“ef-thasev
derived from a recalculation to take account of the RPI error
discovered in November 1987,22¢he plans also provide for further
upratings of benefits in April 1990 and April 1991. For the
purpose of these estimates, the RPI is assumed to rise by 5% per
cent in the year to September 1989 (for the upratings in April
1990) and by 4 per cent in the year to September 1990 .(for the
upratings in April 1991). The number of unemployed (GB, excluding
school leavers etc) is assumed to average 2.1 million in 1988-89
and 1.9 million in 1989-90, 1990-91, and 1991-92.
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1.51 Provision is included for the extra cost OFf speCLal
assistance to low income families; changes to houSLng beneflt- and
help for income support claimants towards the average 20 per cent
payments of rates (in England and Wales in 1989-90) and community

charge. The estimated cost of disability benefits has also
increased substantially (mainly reflecting expected higher
take-up) . These increases are partly offset by the effect of the

fall in unemployment (including the tightening up of the benefit
in April 1989, leaving the programme broadly unchang;h in 1989-90
compared with provision in Cm 288, but around £1,700 million
higher in 1990-91.

Scotland, Wales and Northern Ireland

1.52 The net changes in these programmes mainly reflect the
effects of changes in comparable programmes in England. They also
reflect special additions in respect of the recent ECJ rullné\on

VAT, and to take account of the impact of buoyant Engllsh housing
receipts on the territorial blocks in this, the last Survey under

the present local authority capital control system. The
Secretaries of State will allocate this expenditure taking account
of local factors. The allocation between central Government,

local authorities, and public corporations is based on previous
patterns of expenditure and may be varied except in the case of
local authority relevant expenditure in 1989-90, where the
provision for Scotland and Wales is as announced in July in the
RSG settlement for that year. For the later years the Scottish
and Welsh local authority relevant figures reflect changes in the
comparable totals for England.

Chancellor's departments

]

A
' O/

1.53ZZMost of the increase for Inland Revenue is to provide for
the introduction of 1Independent Taxation and to enable the
continuation of the development of the Revenue's successful
computer systems. The increase required is offset by substantial
efficiency savings. The growth in the Cus?oms provision is to
meet the growth in forecast workload but subsumes cumulative
efficiency savings of about 2% per cent a year.
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Other departments

1.54 This item covers a miscellany of minor departments and
programmes. The increase in provision in 1991-92 reflects in
particular expenditure by the Office of Population Censuses and
Surveys on the 1991 Census.

Local Authorities

Current

1.55 Local authorities public expenditure'which is alsbg relevant
for Aggregate Exchequer Grant accounts for over three qﬁarters of
total local authority spending in Great Britain. Authorities have
budgeted to exceed provision for this spending in the 1989 public

3 5 e 2 S p——
expenditure White Paper by £1.2 billion in 1988-89. ~From the

estimated outturn for 1988-89, provision for the three forward
years shows annual increases of 4.7 per cent, 3.8 per cent and 3.0
per centf. The allocation to services 1is based broadly on
authorities' budgets for 1988-89.

1.56 Aggregate Exchequer Grant to local authorities for 1989-90
has been set at £17.4 billion, as the Secretaries of State for the
Environment, Scotland and Wales announced in July 1989.

1.57 Local authorities' other current expenditure consists
largely of Housing Benefit and Student Awards which are supported
by specific grants from central Government.

1.58 The plans reflect estimates of the costs of Housing Benefit.
They take into account the proposed changes in benefit entitlement
announced by the Secretary of State for Social Service on
27 October.

Capital

1.59 Local authority gross capital spending in Great Britain in
1988-89 is forecast to be £8.1 billion. After allowing for
capital receipts, the net cost of programmes is forecast to be
£4.7 billion. gt S sy ’
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1.60 Gross provision for spending in 1989-90 has been increased
by £0.6 billion to £7.4 billion and gross provision of £6.8
billion has been made for both 1990-91 and 1991-92. Within this
provision the amount issued as allocations will take account of
expected use by local authorities of the increased spending power
available to them from other sources notably capital receipts.

1.61 For the main 1local authority capital block in England,
allocations of £2.5 billion will be issued in 1989-90. Of the
total, housing authorities will receive £1.1 billion. Other
Services allocations include £135 million to allow for the costs
of implementing the Community Charge.

Nationalised Industries

1.62 The estimated outturn for nationalised industries' external
finance for 1988-89 is £400 million, £290 million lower than the
plans in last year's White Paper. The decrease reflects a number
of changes, notably lower than expected external financing
requirements for British Rail and British Steel.

1.63 External financing limits (EFLs) for the nationalised
industries in 1988-89 are listed in Table 1.5. Investment plans
have been substantially increased, partlcularly in the water and
transport indus?;;gﬁam F}nvestment plans iq\ 1989 90 Lhave beenJ
increased” by over £650 million. Over the period 1988-89 to
1991-92, investment by those industries remaining in the public
sector throughout the period is expected to increase by over £500

million (about 30%).

1.64 Despite the substantial level of investment planned, total
provision for nationalised industries EFLs is expected to decline
in 1989-90 and 1990-91, with net repayments of debt overall in
these two years (Table 1.9). Total provision increases in
1991-92, as a result of the loss, due to privatisation, of the
substantial negative external finance of the electricity industry.
However, the trend excludlng(frlvatlsatlonfremalns downward (see

footnote to Table 1.9). ~ +H \ ;
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1.65 This .trend is in line with the Government's objective of
minimising the burden which the industries place on the taxpayer,
and strengthening them as businesses earning an adequate rate of
return. External finance for nationalised industries has already
been significantly reduced, from nearly £3 billion in 1979-80 to
an estimated £400 million in 1988-89. The Government will
continue to require improvements in the industries' profitability
and further progress in reducing costs and increasing productivity
by setting demanding financial targets and performance aims.

Table 1.5

Other public corporations

1.66 Provision is included under this heading for a large number
of public corporations including Urban Development Corporations
(UDCs), the Scottish and Welsh Development Agencies, the Northern
Ireland Electricity Service, new towns and the Northern Ireland R
Housing Executive. Substantial increases to provision have been
made for UDCs. These are more than offset in 1989-90 by an
increased estimate of receipts by new towns.

Privatisation

1.67 The estimate of net proceeds for 1988-89 from the
privatisation programme is £6 billion. The estimate of net
proceeds is £5 billion for 1989-90 and 1990-91, as in the public
expenditure White Paper. These proceeds are netted off the
planning total and general government expenditure. However, in
order to show the underlying trends in, e&pendlture more clearly,
Charts 1.1 and 1.2 show growth rates| and ratios to national income
both including and excluding prlvatlsatlon proceeds.

Reserves

1.68 The plans include Reserves of £3.5 billion in 1989-90, £7
billion in 1990-91 and £10.5 billion in 1991-92. These will be
available to meet unforeseen requirements.



Debt interest
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1.69 General government gross debt interest is assumed to fall
from about £17% billion in 1988-89 to about £16 billion in 199}%%2 ]
(see Table 1.6). 1Partly as a result of theyfreductLOn in~
government borrowing in recent years, debt interest has declined
as a proportion of GDP from 5% per cent in 1981-82 to about 4% per

cent in 1988-89 and is projected to fall to x per cent by 1991-92.

IS
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Table 1.6

Science and Technology

1.70 The science and technology expenditure of Departmental
programmes has been reviewed in the Survey, following the
arrangements described in "Civil Research and Development",
Cm 185. The new plans reflect a reallocation of resources away
from lower priority items - such as near market research in the
agricultural, industrial and energy programmes - and towards
increased funding of basic and long term strategic research by the
universities and Research Councils. Overall an extra £220 million
a year has been added to planned spending on science and
technology in 1989-90 and 1990-91, including an extra £95 million
for the DES science budget for 1989-90. This represents an
increase for 1989-90 over 1988-89 of £120 million, or X&G/ per
cent.

Capital spending

1.71 Extra provision of about £x billion in 1989-90 and £y
billion in 1990-91 has been made for capital spending. This
includes large increases for investment in hospitals, housing,
prisons, and roads. In addition, there is provision for increased
investment by the nationalised industries, including on
anti-pollution measures by the water authorities and on safety
measures by London Regional Transport.



Value for Money

1.72 The Government continues to attach high priority to getting
better value for money from all public expenditure. The
improvements in public services which can be delivered by the new
public expenditure plans described above will be increased by
continuing improvements in value for money. The public
expenditure White Paper, to be published early in 1989, will
include information on the output and performance of each
departmental programme, including details of performance against
specific targets.

1.73 In 1988-89 departments aim to achieve value for money
improvements in purchasing and supply totalling some £337 million.
At the same time efficiency scruytinies are saving some £325
million a year), while market” testing is now saving some
£40 million a year on activities previously handled by the civil
service. In February 1988 the Government announced that it had
accepted the main recommendations in the Efficiency Unit's ' report
"Improving Management in Government: The Next Steps". The
progressive programme to create agencies to carry out the
executive functions of Government will lead to further

improvements in civil service efficiency.

1.74 The Government will continue to encourage improvements in
value for money elsewhere in the public sector. This is already
producing results and pointing the way to achieving more. For
example, in the National Health Service cost improvement
programmes are expected to yield over £700 million in EnglandF“By
the end ofohe current financial year. In the local authorities,
E?he Audit Commission have identifiegi;gnnual value for money
improvements of £219 million a yearlwhichfhave been[échieved;wand
?Sggﬁyggr achieving a further £ billion. {Xéhievemegt of ﬁheséj
wilY be encouraged by the present reform of local government
“finance and by measures in the Local Government Act 1988 to widen
the scope of competitive tendering. In the nationalised
industries since 1979-80 average productivity has improved more
than twice as fast as estimated productivity growth in the economy
as a whole.
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Departmental plans b ending authority
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1.75 Tables[/1.7 to 1.9 show the new plans broken down [éﬁh—iﬂﬁg&j
spending byithree spending authorities: central government, local
authorities and public corporations (including nationalised
industries). Tables 1.10 and 1.11 show expenditure by department,

from 1978-79 to 1991-92, in cash and real terms.
Changes in the presentation of public spending plans

1.76 Two new developments have been announced over the past year.
First, in-a White Paper published in May 1988 "Financial Reporting
to Parliament?me 375). the Government put forward proposals for
restructuring “the Autumn Statement aﬁf l&? Expenditure White
Paper. This Autumn Statement~has-been—eﬁgandedﬁgza—duuﬁr—iﬂr;now
contains most of the general information on the Government's

spending plans previously contained in Chapter 1 of the Public
Expenditure White Paper (PEWP).

1.77 The White Paper will be publlshed in January and/ézg role
will be principally to spell out the details of individual
departmental progrgmmes. .. The ‘1nd;v;dual chapters will begbound
seperate&yn! ThlS will prov1he a stépping stone to the eventual
productlon of departmental reports to replace the White Paper and -
mwill=aktse enable those interested in a particular department to
obtain only that ehapter, V0Wwit.

1.78 Secondly, a White Paper published in July 1988 ("A New
Public Expenditure Planning Total", Cm 441) proposed a new
definition of the Planning Total, including only those elements of

spending for which central government is responsible, and
excluding that expenditure which local authorities finance or
determine for themselves. The new planning total is to be

introduced in the 1989 public expenditure Survey and will first
appear in the 1989 Autumn Statement.

Pables 17 to-Eall
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Table 1.1 General government expenditure, excluding privatisation proceeds,
as a percentage of GDP; plans and outturn

per cent

1983-84  1984-85 1985-86  1986-87 1987-88  1988-89  1989-90 1990-91  1991-92

Narch 1984 FSBR (1) 46 45 44 43

Narch 1985 FSBR (1) 46 16, 15%. 44 43 outturn ané

----------------------------- estimated cutturn

January 1986 PEWP

(Cmnd 9702) 164, 46%. 15 44 43 0274,

January 1987 PEWP :

(Cn 56) 16, 16%, 4% ua 4 Q% 0%

January 1988 PEWP :

(Cn 288) 46 46%, s 4 127 12 1% 5 L

This Autumn Statement 5% 6%, 1% D% e 9%, 39 ¥%  u¥%

(1) Financial Statement and Budget Report.

.



Table 1.2 Public expenditure totals

1986-87 1987=88 149.88=89 1:989-90 1'990-91 3994 =92

outturn outturn estimated plans plans plans
outturn
Central government (1) 10a% 109.4 41 550 1234 1309 136:5
Local authorities (1) 2.8 0 40.7 43 2 44.1 45.7 4743
Public corporations 1o 058 150 0:s:9 0.8 22
Reserve 355 7210 0.5
Privatisation proceeds ~4..5 b D 6.0 ISR, =h 40 =B
Adjustment (2) 0% 3
Planning total 1393 1ABL T 5356 1.6/ 5 9.5 19817
General government gross
debt interest(3) 1 6 a5 LT, 1750 1.6 :+0 X6 0
Other national accounts 7 &b 8E 2 9.4 9.0 9.0 9.0
adjustments (3)
General government
. expenditure 164.4 157155 180.6 193.5 204.7 216...2
(1) Central and local government finance (2) An adjustment for the difference
for public corporations is included in between the Treasury's overall view of
the public corporations line. likely outturn for 1988-89 and the sum

of the other items shown.
(3) 1989-90, 1990-91 and 1991-92 figures
are rounded to the nearest £1 billion.



Table 1.3 Public expenditure planning total(l); plans and outturn

£ billion
1983-84  1984-85 1985-86  1986-87  1987-88  1988-89  1989-90  1990-91  1991-92
Karch 1982 White Paper
{Cond 8494) (2) 120.8 127.8
February 1983 White Paper- .. "% o fe O T e mT EEER UL R e e
{Cnnd 8789) 119.1 126.6 132.4 plans
February 1984 White Paper outturn and estimated outturn
(Cund 9143) 120.5 126.6 132.2 136.8
January 1985 White Paper
{Cmnd 9428) 120.4 128.3 132.2 136.9 141.7
January 1986 White Paper
(Cond 9702) (2) 120.4 129.7 134.3 139.2 144.0 148.8
January 1987 White Paper
(Cn 56) 120.4 129.4 133.7 140.5 148.7 154.3 161.5
Jan 1988 White Paper
(Cn 288) 120.4 129.9 133.8 139.3 147.4 156.9 167.1 176.1
This Autumn Statement 120.4 129.9 133.8 139.3 145.7 153.6 167.1 179.5 191.7

(1) Public expenditure planning total on current definitions.
(2) Including changes announced in the March Budget Statement.

o8 \M‘- Jebit
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TABLE 1.4; PUBLIC EXPENDITURE (1] £ million

____________________________________________________ b B B S s BT S P O B R B i e o SR s s i e S i A\
' i i i Changes from
' Latest estimates of outturn 1| New plans 1 January 1988 White Paper (2) m
1 It 1
] i [

' 1987-8% | 1988-89 | CHANGE |} 1989-90 | 1990-91 | 1991-92 i} 1988-89 | 1989-90 , 1990-91 |
! OUTTURN IESTIMATED 1987-88 TQ;: PLANS | PLANS | PLANS || H | g
i ! OUTTURN | 1988-89 |, ' i i | i |
; Z i ! | it ; i i
Ministry of Defence | 18,862,2 1 19,300.0 ¢ 437 8741 20,098:2.57 20 188 83120.002:8 |} 790 | 129.8: | 564.2 |
£C0 - Diplomatic wing y 659.8 g i 1 9.2 4., 76765 808.0 | 869.5 || 2D 2620 | 48.1 |
FLO - Overseas Development Administration G R B T B 1868 b 50, 53800 ST 6265 LG il 5 58.8 3304 785
furopean Communities L Slabb3, BEY CUEYT 8 T O W I B LR R e R e o Ll 150.0 | 500.0 | 630.0 |
Ministry of Agriculture, Fisheries and Food (3} | 1,976.2 1 1,863.0 ¢ -113.2:)) 1,946.7 | 2,156.4 | 2,352.1 |, -349.0 , -381.3 1 -340.7 |
Department of Trade anao Industry ; 728,08 | =1:705.0 1 e D R B Gl R TSR e 8 B P £5850 3 164.3 | 195581
Export Credits Guarantee Department : 150,85 15 -60.8 1| 1850 99.6 | 6025 -61.0 | 6.8 | 3.6 )
Oepartient of tnergy ' 2180 Gy SRR G T 626.4 || 95.0 | -63.2 | -99.4 |
Department of Employment e e R 1 2.3 6083 e U3 DAY e 2117 1 =980T 52970
Department of Transport 658640 T, 818 0 AT TR I L E R S L I BT R T I -334.0 202 .7 328555
BOE - Housing A e I i e R B AR 0 8 1 S e R R T e oy e i BB
OOE - other envirconmental services O S R B A A R e S Y G R S e O T 1 525 0= 478.4 438.4
Home O0ffice | 570 e 16,2790 577 F2N 6, 87005, 18920 S 36 T 2210 4 588.1 | 730.9
Leqal cepartments 14) : AR 9550 ) 167 L0790 Sl ABR 6 my L2k -19.0 | 3825 3
Department of Education and Science B s 1 e R 1,358,901 1957055 0 90,2392 2057789 469.0 | 866.6 | 998.0 |
(ftice of Arts and Libraries i 888.8 | 981.0 99N 97640 0 IHR0BCE R L 05 2 68.0 | 21 2736 4
Department of Health T L [ B A 90925 28,588 DA 2 at e eSS a TR L L 055,81 1655000 1L 69%.0
Department of Social Security A6;249. 3 76000 4 4,350 700 50,9700, 1555, 261 . 87686655 |1 - -859.0 ¢ ¢ <12009 1 51,6875
Scotiand v~ 8B87=0 Y T8 20T 30 1o 8,990 55he 1000 6 e granEEgT | 214.0 | 381.5 | 61425 4
Wales 5. 3305 359600 26587 U1 3 80360 3 a00 e w067 9 g 165,07 2528 260.0 |
Northern Irelanc P4, 925 .90 LSRG 2398l 1B iSEe | B2l 5 R5 8 | 240 132.6 | 1514 |
Chancellor’s departments L5 e 3668, 0 o o e o R e T R N A Lo T TR -128.0 | 34,8 903
Cther departments : 295.8 | 362.0 | Bb0LA 301.0 | So8 3291711 1064.0 | 68.2 | 73:9ut
Reserye ; : 00§ 0.0 ;;, 3,500.0 , 7,000.0 } 10,500.0 ) -3,500.0 { -3,500.0 | -3,500.0 )
Privatisation proceeds ! -5,160.5 ! -6,000.0 ; -839.5 || -5,000.0 | -5,000.0 { -5,000.0 {, -1,000.0 . gEo 0.0 |
Adiustment (5) . : S21E 05 800" ; 9204 i 2L i
FLANNING TOTAL G5, 7603 1453, 566000 7,825, 7 1 1166,952, 2 11795889 Ta 91,5750 =3,302.0 1 o =181, 70352220 1
General government oross debt interest ! | 17,600.0 | 47,1000 416,000,085 15, 80050 | | |
Gther national accounts adjustments ! L8, 40000 {21, 100.0 419300, 0. 0, 20050 =800 it 130050 ; {



(1) The rounding and other conventions used in this table and Tables 1.7, 1.8 and 1.9 are as follows: plan figures are rounded to the nearest £10 mil

except for social security (in this table and Tabie 1.7), the planning and spending autnority totals (except public corporations) and generai gover

expenditure which are rounded to the nearest £100 million. In the case of general government expenditure, this does not imply accuracy to this de
Debt interest and other national accounts adjustments for future years are rounded to the nearest £ billion, Qutturn figures for 1988-89 have also
rounded to reflect their provisional nature. The changes and totals are based on the unrounded figures. They may therefore differ from the change

sums of the rounded figures. In this and Tables 1.7, 1.8 and 1.9 some figures may be subject to detailed technical amendment before the publicatio
the 1989 puyblic expenditure White Paper

(2) ‘Plans as set out in the last public eypendilure White Paper (Cm 288) adjusted for minor changes of clessification and allocation.

{3} Includee Intervention 3oard for Agricultural Produce and Forestry Commission.

{4} Legal departments comprise: the Lord Chancellor’s Department, the Northern Ireland Court Service, the Crown Prosecution Service, the Serious Fr
Office and the (rown Office.

{57 An adjustment for the difference between the sssessment of the likeixely outturn for 1988-89 and the sum of th: other items shown.



’/1 munro.la.2.25.10
CONFIDENTIAL

Taktz (.5
EXTERNAL FINANCING‘LIHITS FOR THE NATIONALISED INDUSTRIES 1989-90

¢millionl

British Coal 560
British Railways Board 440
British Shipbuilders -1
British Waterways Board 48
Civil Aviation Authority 47
Electricity (England and Wales) -1300
Electricity (Scotland)2 -60
London Regional Transport 287
Post Office -91
Scottish Transport Group -5
Water (England and Wales)3 40
TOTAL -34
1

Figures are shown rounded to the nearest £1 million.

2 From April 1989, the Scottish Electricity Boards will enter a
revised trading relationship in preparation for privatisation.
Separate EFLs for the two Boards will be determined when the new
arrangements are established.

: Allowance for external financing for the Regional Water
Authorities. Figures will depend on the actual timing of - the
establishment of the National Rivers Authority (see paragraph
1.36) and privatisation during 1989-90.
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Table 1.6 General Government Debt Interest

£ billion
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92
outturn outturn estimated projections projections projections
outturn
General government gross
debt interest (1) 1746 167 170557 [17.1] [16.0] [LS5.81)
General government interest
and dividend receipts 6.0 6.0 6.3 [6.4] [6.4] [ 65454
General government net debt
interest 11.6 11556 11.4 [10.7] [9+7]) [9.3]
General government gross
debt interest as a 4% 4% 3 3/4 [3%] (3] [2.3/4]
percentage of GDP
General government net debt
interest as a percentage
of GDP 3 2 3/4 2% [2] [1 3/4] (1 3/4]
(1)0f which: Servicing of indexed
securities (gilts plus national 1.1 I3 [1.4] %9 (2.2 525594

savings)
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TABLE 1.7: CENTRAL GOVERNMENT SPENDING (1) £ million

i Change from
New plans : January 1988 White Paper(1)

1987 28 | 1988-83 CHANGE i 1989-90 | 1990-91 | 1991-92 || :988-89

1 1 1
1 1 1
i OUTTURN [ESTIMATED 1287-88 1O} PLANS | PLANS |  PLANS | i : /
' | OUTTURN 1988-89 |1 i : i | : i
Ministry of Defence i 18,862.2 119, 300.0 437585120, 098,72 oGR8 00 gy 79.0 | 129.8: 564.2 |
FCO - Diplomatic wing ' 559.8 | 751.0 1 ik o 767.6 | 808.0 | 849.5 1 2750 26,0 68.1 |
FCO - Overseas Development Administration i LSS T e Wy R SR CE G e ot A T R 4530 Yl L5
Furopean Communities (5 660 A FaULD T TS 8 TRE 7 1R e 580 g L 180407 500.0 | 630.0 |
Ministry of Agricuiture, Fisheries ang food | 1,795.3 | 1,654.0 |  -141.3 '' 1,707.0 VLR OR e R 2098 ot e 3 SN 307 g i L350 s
Department of Trace ana industry i $99067 = SR N ¢ S B D SR R T B U IR 5570 #3Dis 81.2
Export Credits Guarantee Department i 150.8 | 90.0:% -61.0 |} 1352403 99.6 | 59514 -61.0 | 6.8 | 6
Department of Eneray e SRR S TR S { T e L S el T S R 15.0 ! 3.8 v o
Department of Employment i i 182 37986.0 20315 136 03,9536 w3 BBR 9 ok 300k P 1950 T S900:0 ¢ =300.0 |
hepartment of Transport AP aRs s e U G S T LN I BRI Dy IS IRy A S -27.0 | 289.2 | 350,94
DOE - Housing f d Sl A ETIRE e 5 R R 0, R C i 7 ) L T R 65.0 | oo 156.2
GOE - other environmental services : 46750 506.0 38.°5 % | 646.0 | 567.5 | 6701 | 18.0 | 1885+ 196.3 |
Home Office ' 991295 108 20 186,70 v 1360 ¢ 1 568G i Reoue 32,04 25756, 366.3 |
Legs) departments ! 79345 95540, | Lol oees Lo DO S ALER SasheR i o/ it 6! -19.0 | 3850 plla
Department ot Education and Science \ 2698 eIt 276,30 0 027906 6 899 S s R T ! 3.0 268.7 | 282.0 |
Office of Arts and Libraries SR R Slondl il DL38EIG. I T80T 0 RD, § ot 3.0 4 4.1 4 1560
Department of Healith (21 BI6EGn8Y LB IRETN e ) (L 19, 720 3% 20805 Bk i0l IR 7 il 83600 2424 7505 641, 468, 0 -1
Department of Social Security V62,8020 13628, 0w 1 108,78 e 355 0t S0 6450 1193, 18059 | -824.0-5  -508.6"1 “1,098.9 |
Scotland (2) i 86580010 35805, 05 BUb U it 3,826 kN5 3 L HED N9 g 110 100.1 | 185.0 |
Wales (2) et 588 7l AT U75:3 i o i h 78580 8089 T e g0t it 49.0 | 1641.0 | 15072 |
Northern Ireland (2] e 39799 .6 T 0610 26156 = 45080 3 861 A0 T ;62600 1 6300 1063 4 1198
Chancellor's departments o 3,638 4 L 3,673000! 23006 i 09059 & 4000 | MEIEEgRL gt C Lq30 34.8 | 90.3 |
Other departments i 295.8 | 362.0 | 665273 301.0 325,20 82901 18505 68.2 | 739 |
TOTAl 1109,379.8 1114,968.0 | 5,588.0 {1123,423.6 1130,922.6 1136,563.8 '! 6BTal= S 2Bk =B 3918

(1) See footnotes to Table 1.4. Figures exclude finance for public corporations.

{2) See paragraph 1



TABLE 1.8: LOCAL AUTHORITY SPENDING (1) £ million

Change from

. Latest estimates of outturn i January 1988 White Paper

1 t

i ¥

. 1987-88 . 1988-89 | CHANGE [} 1989-90 | 1990-91 | 1991-92 I 1988-89 | 1989-90 | 1990-91

i OUTTURN [ESTIMATED ;1987-88 TOi: PLANS | PLANS | PLANS 1) i !

: i OUTTURN | 1988-89 | | i i i i
— ! i ' i ; i i l i
Ministry of Agriculture, fisheries and Food | 179, 35 189.0 | Gugreis 22085 226890 2550 | -11.0 | 1550 15.8
Department of Trade and Industry i 86.3 | 96.0 | TR 104.8 | 073 LR 5.0 10.04 10.0
Department of Employment } 126,75 138008 TS 138.8 | L3 6l A 7A0 e 285 3.0
vepartment of Transport ¢ 2553005, 2 658, 0.5 7y R L L LG S SO S s e -91.0 | 27,40 22.0
DOt - Housing i 17006355 82508 =63 L3724 B85 399 L 955,00 =1,226.0° ) =1,083.:0
ODE - Other environmenta!l services 3,229 8shen 5.872.0 | 6422 (1573, T063 o TS BOALSe T L3y 176 6% 500.0 | 285.0 | 119.7
Home Office A1 N N T 6213 Fir s BkeES 5;630.8 ¢« 5,;804.4 1) 197.0 33055+ 364.6
Jepartment of Education and Science be 1438700 15, @800 b 158206 110, 2918 515 458880 el S16 =310, 9 | 438.0 | 597.7 | 716.0
Office of Arts and Libraries i S19297 4 561.0 Gl 5371 55580 41 57481 64.0 | 25004 26.0
Department of health § 35049 51831343, 04 293, 5. ¢ = 8,4380 5 3 3hTL 85,6589 1) 219.0 | 208.0 | 231.0
Department of Social Security U3 0T 8T 2459 630 s sy B B olbe -34.0 | 387l 588.6
Secotiand (2] {2587 N 6 8T8 320 B 805 S S RGN R 0 0 166.0 | 266.6 | 238.8
Wales (2) PSR L 7800 T 66.0 1+ <1330 Rl 00 AL 958. bt 970 § 108.4 | 118.5
Northern Ireland (2] i 781.6 326.0 | 42l v 863.1 | el 917.9 || 100 4 18.9 | 22,7

| i | P ) i " ' |
TOTAL P40, 700.9 5063, 202. 000 205000 146, 135, 2 ES 899560 4, 315 b 6030 1GE1051 391 14393, 7
of which:- I : v: ' : :: : :
Relevant expenditure (2) | 31,985.3 | 34,448.0 LG A R L e BT o i 5 o 3 O Ry (ST A S S 7
Other current b 55 07 Bl 2573600 2984 il bl B3N RSO T R05R ] =390 4 C 30,2 L BEYLL
Capital v 3668 Ty 854250 b R RN GTE & (e S S L e R -566.0 | -1,114.7 | -1,232.9

(1) See footnotes to Table 1.4. Figures exciude finance to public corporations.
(2) See paragraph 1.

{3) Public expenditure relevant for Aggregate Exchequer Grant.



TABLE 1.9: PUBLIC CORPORATIONS (1) (2) £ million

]
| | ; Changes from .
| Latest estimates of outturn | New plans i January 1988 White Paper |
] ) | 4 i
] 1 I8 1
e s B e 2 e L LB i il S M SRR L il iy sy it iy i s il S s
I 1987-88 | 1988-8§9 | CHANGE |, 1989-90 | 1990-91 | 1991-9Z || 1988-89 | 1989-90 , 1990-91 |
| OUTTURN [ESTIMATED ;1987-88 TO{, PLANS | PLANS | PLANS ! | i ;
i ; OUTTURN | 1988-89 || i i | ' p
! ' ! i i ] ' \
E E E :; 0.8 ; 0.0 5 0.0 ‘: ' ' |
FCO - Overseas Development Administration ! = (e 3.0 4. 5% 280 D 4 28t | 13.6 0.0 0.0
Ministry of Agriculture, Fisheries and Food | e8| 20.8 % 180 i 19.0 | a5 25eh e Bl {Fhed 256
Department of Trade and Industry o =050E8 b - =27 45800 -76.9 | -47.6 | -76.1 '} -106.0 | 80.8 | 10¢. 1
Department of Energy g 1S R B A BB i s A38R b G 26631 il -95.0 ! -77.0
Department of Employment ! 59 WA a2 A 0.6 0.6 Db 0.0 8.0 BB
Department of Transport : 682.5 | 825.0 AR 82532 836, S 807 9 e 2)6. 0 55 S
DOE - Housing | -10.4 ! -64 D | Bl =90y s, 69.8 11 -77.0 -92.1 52
DOE - Other environmental services : -57.3 | Tl File il 8555 209.9 | AT A 7.0 .8 24
Department of Health ! el 10.0 | =24 i VY DB 0.0 D0 0
Scotland (3) R v e T | SATEREER 8 T NG T R ) e S TR T 63.0 ! 6.8 -9.3
Wales (3) : T Sl 2 050 2 e PNl S S SR 050 | S 3ot | -8.7 .
Northern Ireland (3) PRS- Bl ORI gl 0 P e SISO S i S (e N R ) Aot 8.9
Chancellor’s departments ! 6.9 5.0 LR i ~6. 95 =50 e 2.0 9.0 0.6
i : ! 2 1 icE {; 0! Qe : 20
TOTAL (4) LT e o LR R R B ST ST i S AT A445.7 | S
of which:- i : f & f i
Nationalised industries » : 267.9 | 39¢6.0 | 1281 =33, 000 396 15 G838 4 22910 0.5 | ek kel 2
Other public corporations } 55258 639.0 | 3625 i 927.9 RN S A A e R 4G9 Y 16.5 |

(1) See footnotes to table 1.4.

(2) For nationalised industries and most public corporations the planning total includes tneir external finmance, ror nationalised industries’
external financing limits for 1989-90, see Table 1.5

(3) See paragraph 1.
(4) For nationalised industries to be privatised, provision is included as follows: British Steel until 1988-89; Water (England and Wales) until 1987 -70
Electricity (England, Wales and Scotland) until 1990-91. Precise external financing requirements will depend on the timing of reorganisation ard

privatisations. Excluding these industries throughout, figures for the remaining industries are:

1,660.0 1,660.0 0.0 1,290.0 1,130.0 980.0 -30.0 -160.0 -240.8




Table 1.10 Public expenditure by department, 1978-79 to 1991-92(1)

1978-19
outturn

1982-83
outturn

1983-84
outturn

1984-85
outturn

1985-86
outturn

1986-81
outturn

1987-88
outturn

1988-89
estinated
outturn

Ninistry of Defence
FCO - Diplomatic wing

FCO - Overseas Development Administration

European Comaunities

Ninistry of Agriculture, Fisheries
and Food(d)

Department of Trade and Industry

Export Credits Guarantee Department

Department of Energy

Departaent of Employment

Departaent of Transport

DOE - Housing

DOE - Other environmental services

Home 0ffice

Legal departments(l)

Departaent of Education and Science

cffice of Arts and Libraries

Departaent of Health

Department of Social Security

Scotiand

Wales

Northern Ireland

Crancellor's departments

Otner departments

Keserve

Privatisation proceeds

Adjustment (4

eneral government gross debt interest
ther national accounts adjustments
eneral government expenditure

General government expenditure
{excluding privatisation proceeds

- as a percentage of GDP

G
a
6
.

(1) See fcotnote (2 to Table 1.4
13+ See footnote (4) to Table 1.4.
{3} See foornote (5) to Table 1.4
14} See footnote (7} to Table 1.4
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plans plans plars
20.1 1.1 2.0
0.8 0.8 0.8
1 1.6 1.7
2.0 1.9 1.6
1.9 p s 2.4
1.4 1 1l
0.1 0.1 0.1
-0.2 #0%5 0.%
i.1 i.1 4.1
5.4 55 Bl
11 2.0 2.4
4.5 [ 4.9
6.9 1.2 1.4
1l 1.2 13
19.6 20.2 20.8
1.0 1.0 Bl
2.1 2.4 25.4
51.0 55.2 58.6
9.0 9.2 3.t
3.8 3.9 4.0
geh bl 5.¢
4.1 4. 4k
0.3 0.3 0.3
335 1.0 10.5
S50 -5.0 =50
167.1 179.5 91.7
17.0 16.0 16.0
3.0 9.0 L¥
191.5 204.7 216.2
138.5 209.7 21.2
19 6% 18
509 540 569
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Table 1.11 Public expenditure in real terms(l) by department, 1978-79 to 1991-92(2

Ninistry of Defence

FCO - Diplomatic wing

FCO - Overseas Development Administration

European Communities

Ninistry of Agriculture, Fisheries
and Food(3)

Departaent of Trade and Industry

Expert Credits Guarantee Department

Departeent of Energy

Departaent of Employment

Department of Transport

J0E - Housing

DOE - Otrer environmental services

Home Office

Legal departments(d

Departaent of Education and Science

Office of Atts and Libraries

Departaent of Health

Department of Social Security

Scotland

Wales

Northern Ireland

Chancellor's departments

Other departments

Reserve

Privatisation proceeds

Adjustaent(5)

1978-79 1982-83 1933-84 19
outturn outturn ouzturn ou
15.4 18.1 18.7
0.6 0.6 0.6
1.6 153 1.4
1.5 0.7 1.0

© e oo L N O L e e — LN R € s
JoR

G e 0 ED PO ) O O S LN W L Y L €5 s o

s s
[

—
IO O B3 D e —3 00 fO LN © Oh 60 RO LN o o o5 e

OO © w60 © —3 B) I WO L OO O L s RO <3 -3 O
B T R L R B

84-35 1985-86 1986-87 1987-88
tturn outturn outturn outturn
19.7 19.5 19.1 18.9
0.7 0.7 0.7 0.7
1.4 14 1.4 1.3
1=t 0.9 1l 11

o

-
63 © =3 k4 bO —3 1= 00 © O L) LN —1 o O © O oo

R
© o Em OO OO DO D LN s L E e O RO

-
BO o 00 B9 I OO W WO LN I B D WO = B o B WO
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O o o U Ce OO D IO L B e L © O O B
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1988-89 1569-30 1990-91  1991-92

estinated plans plans planms
outturn

18.2 18.0 18.3 18.5

0.7 0.7 0.7 0.7

1.4 14 1.4 1.4

0.9 1.8 130 1.3

1.8 1.7 1 2.0

1.6 bk Led 1.2

0.1 0.1 0.1 0.1

0.2 =0k 0.4 0.3

38 3.1 5 3

4.5 4.8 .8 4.8

13 1.5 1.8 2.8

L B0 4.0 1.9 3.4

L) 6.2 6.2 6.2

0.9 1.0 1.0 1.0

17.4 1% 1748 §7.5

0.9 0.9 0.9 0.9

20.5 20.8 7ok 1.3

44.8 45.7 47.8 45.3

8.2 8.1 8.0 8.2

id 34 3 3.4

4.9 4.9 4.9 4.9

3.5 5 | 34 3.8

0.3 0.3 0.3 0.3

L1 6.1 8.8

4.5 -4.3 4.2

General government expenditure
General goverament expenditure
(excluding privatisation proceeds
GDP deflator
(% increase on previous year)

{2) See footnote (2) to Table 1.4.
3} See footncte (4; to Table 1.4
i4; See footnote (5) to Tanle 1.4
{5) see footnote (7) to Table !.4.

{1} Casn fiqures adjusted to 1987-88 price levels by excluding

-0.6 -1.4 o =29 -4.7
1349 W0 145.0 148.9 145.6 146.7
183.8 167.0 169.2 172.1 172.1 173.1
183.¢ 167.6 17¢.5 175.2 175.0 177.8
ik 4.6 5.1 5.4 33

the effect of general intlation as measured by the GDP deflator.

170.0 113.4 m.3 1818
175.7 171.9 1816 186.0
6% 5 14 3

Y
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From: J ODLING-SMEE
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PRINCIPAL PRIVATE SECRETARY

cc PS/Chief Secretary
Sir Peter Middleton
Mr Anson
Sir Terence Burns
Mr Sedgwick
Mr Turnbull
Mr MacAuslan
Miss Simpson
Mr Call
Mr Tyrie

AUTUMN STATEMENT: ORAL STATEMENT

I attach a revised version of the Oral Statement which I sent
on 21 October. It incorporates a number of minor changes indicated
by sidelines, but does not attempt to take account of the Chief

Secretary's proposals. You were hoping that the Chancellor would

work from this version.

Ov4

J ODLING-SMEE



oralstate
v : SECRET AND PERSONAL

"} AUTUMN STATEMENT: ORAL STATEMENT
With permission, Mr Speaker, I should like to make a statement.

2 5 Cabinet today agreed the Government's public expenditure plans

for the next three years. I am therefore able to make my

trgdifional Autumn Statement to the House this afternoon covering,

three elements: the Government's outline public expenditure plans
for the next three years and the expected outturn for this year;
proposals for national insurance contributions next year; and the
forecast of economic prospects for 1989 required by the 1975

Industry Act.

34 The main public expenditure figures together with the full text
of the economic forecast 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 in the printed

Autumn Statement which will be published next Tuesday.

Public Finances 1988-89

4. I turn first to the expected outturn for the current financial

year, 1988-89.

5. The public expenditure planning total now looks 1likely to

amount to £[154] billion, or about £[3] billion less than was
e

allowed for inLlast year's Public Expenditure White Paper. About

half the shortfall is accounted for by higher receipts, from the



%ibalance ~of the shortfall is attributable to lower spending on
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privatisation programme and by local authorities and new towns. The

programmes, particularly social security, reflectinbrfhe sharp fall

(%

in unemployment.

6. Public spending as measured by general government expenditure
is also likely to be 1less than expected in the White Paper.
Together with the strong growth of the economy this year, this means
that the ratio of‘expenditure excluding privatisation proceeds to
jé;éss’ &SméStiéi;rbdﬁctVQiil‘be below 40 per cent for the first time
in over two decades. It is down nearly 7 percentage points since

1982-83, the largest and longest sustained fall since the wartime

| economy was unwound. This has [firmly] reversed what once seemed

(s

like the irresistible growth of the state's spending of the public's

money.

e On the receipts side, total government revenues are likely to
exceed the Budget forecast by almost £4 billion. This is primarily
the result of higher than forecast economic growth. VAT and income

tax have in particular been more buoyant than expected.

8. At the time of the Budget,I set a Public Sector Debt Repayment
- or PSDR - for 1988-89 of £3 billion, equivalent to % per cent of
GDP. As a result of higher government revenues and lower than

expected public expenditure I now expect the PSDR this year to be

| £10 billion, equivalent to 2% per cent of GDP. Even when(it is

adjusted to remove the effects of privatisation proceeds, there is
likely to be a substantial budget surplus of £4 billion making this
year only the second since the beginning of the 1950s when an

equivalent surplus has been achieved.
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9. Some people have been saying that developments in the economy
this year show that the tax reductions I announced in my Budget were
too great. I find this view impossible to understand in the light
oﬁ’?he very high levels of tax receipts and debt repayment I am

; ]
expecting for the year as a wholey. o VA — W

10. A PSDR of the size now expected has clear implications for the
authorities' operations in the gilts market. I remain firmly
committed to funding fully the net total of maturing debt, the
public sector borrowing requirement and any underlying change in our
foreign exchange reserves, as I made clear at Budget time. But when
the'PSBR is in fact a very large PSDR, we no longer have to’ sell
gilts;“ We actually need to buy them in - and on a substantial
scale. [To assist in this process of redeeming debt, the Bank of
England will be adding a new weapon to their funding armoury - the
reverse gilt auction - for use if necessary. They will be

announcing details in due course.]

Expenditure Plans 1989-90 to 1991-92

11. I turn now to the public expenditure plans for the next three

years.

12. 1In July, Cabinet set itself the objective of keeping as close

as possible to the existing planning totals and of ensuring that

public spending as a proportion of national income continued to fall

from the 1level already reached. The plans that I am about to
i =

e ©
announce secure those ob jeclives.

[~
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et si~ged ~F Z£167. 1 b,
13. The planning total for 1989-90 will be £[167] billion,—that _is

unchanged from - the previous—planss The planning tota%g’for 1990-91
will be £[179%] billion, an increase of £[3%] billion on last year's

plans and that for 1991-92 will be set at £[191%] billion.

14. These totals include the sameﬁprofile for the Reserves as in
the previous plans, £3% billion for the first year, rising to £10%
billion in the third. The planning totals also incorporate an
estimate for privatisation proceeds of £5 billion a year, unchanged

from the last White Paper.

15. Between 1978-79 and 1987-88 public spending has grown by 1.6
per cent a year, compared with 2.9 per cent in the decade before

el :
that. In the succeeding four years, that is the current year plus

L OW oW AAQR

the three survey years, public spending will grow in real termsZLby
1% per cent, well within the prospective growth of the economy as a
whole. This maintains the steady rate of growth projected in the
last White Paper. In consequence public spending will continue to

decline as a proportion of national income, reaching 39 per cent by

1991-92, the lowest since the mid-1960s.

16. Despite holding\|the planning total for next year within the
Nwse nenplans enable o iy pyvovide subshunhal
previously announced totals, the government has been able to provide 2

substantial additional resources for a number of priority
programmes. In each case the figures I am about to give represent
increases over the plans published in the last Public Expenditure |

i
White Paper. ’

ad i howa )
resomyzeo v
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17. First, health. An extra £1.2 billion is being provided for the
National Health Service in Englandw’in 1989-90 and an extra £1.4
billion in the following year: Joﬁ tdp of‘that, the Health Service
will benefit from an extra £150 million in 1989-90 and £300 million
in the following year from a new round of cost improvement
programmes; and an extra £100 million a year from sales of surplus
land. In addition, following a report from the Government Actuary
which is being published today, employers' superannuation contribu-
tions will be reduced, which will save the Health Service nearly
£300 million a year. Taken together, these sums of £1% bllllgﬁ,?gyr‘
1989-90 and over £2 billion in the following year represent‘l}he
largest increase 1in resources ever made available to the Health
Service.

t240
18. Second, law and order. An extra E;BB' million has been made

1370
available in 1989-90 and £330 million in 1990-91, principally for a
further expansion in the prison building programme. Between 1987-88
and 1991-92 this will provide over 3,000 extra places. Provision

for local authority spending on the police has also been increased

by over £250 million.

19.  Third, - housing. Gross provision for housing investment is
being increased by over £400 million a year. Total public sector
investment, mostly on renovation and new building, will—now be
running at about £4% billion a year.
220

20. Fourth, transport. An extra £L2%§ﬁ million is being made
available next year for motorway and trunk road construction and
repair and for bridge strengthening and an extra £l;20T million in

the following year. 250
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21. Fifth, spending on defence is to be increased by £100 million

in 1989-90 and £500 million in 1990-91.

227 Sixth;  social . Becurity. Large increases are expected in
spending on benefits, particularly for the disabled, and special
assistance for poorer families 1is being significantly improved.
These increases are partly offset by the fall in unemployment and
the decision not to wuprate child benefit, 1leaving the social
security programme broadly unchanged in 1989-90 but around [£1.2

billion] higher than planned in 1990-91.

23. As announced last year, the Government has examined its
priorities for science and technology in the context of this year's
Public Expenditure Survey. In areas of low priority, including near
market research, public support will be reduced. There will be
savings over the Survey period as a whole within the Energy,
Agriculture and Trade & Industry programmes. There will, however,
be substantially larger additions to DES spending on science and
technology, amounting to at least £120 million a year. Among other
things this will allow increases of 16 per cent in the science
budget and 20 per cent in spending on basic science between this

year and next.

24. Taking account of other programmes as well as those I have
mentioned, additions to planned capital spending, for the public
sector as a whole are likely to amount to some £ billion next

year. [Sentences on main increases.]

|

See onvver
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25. That the Government has been able to strengthen its priority

programmes while holding to baseline in the first year is, in large

measure, a reflection of the success of its policies. The large
./t reduction in unemployment has made possible savings on social
security and also on employment/ and training;méasures; the success
of the Right to Buy policy and the Government's efforts to encourage
local authorities to sell surplus assets have mobilised substantial
additional capital receipts; its efforts to bring greater financial
discipline to the Common Agricultural Policy have helped produce
savings; the improved trading results of the nationalised
industries have reduced their call on the Exchequer. Finally, the
achievement of a large budgetary surplus is reducing the cost of
servicing the national debt. : :
1 AT 1s withh EST§ amemndwena
s pm'”f’??.
26. The details of these and other changes are provided in the

material in the Vote Office. Further information will be‘kcontained

in the printed Autumn Statement next week. rgs indicated in the
/v White Paper on "Financial Reporting to Parli;ﬁent" (Cm 375) the
ﬁTtS section on public spending in the printed Autumn Statement will be
hﬁ??y expanded so that it includes nearly all the information on the
d@k*C general picture previously found in Chapter 1 of the Public
s (47 Expenditure White Paper. The role of the latter, which will appear
gb‘“‘j‘ﬂe%early in the New Year, will be principally to elaborate the
information on departmental programmes. Rather than one large volume
covering all departments, it is proposed to make each departmental

' chapter available separately. This will not only provide a stepping

| stone to the eventual production of departmental reports, a
development which a number of Select Committees have promoted, but

will also benefit those whose interest is confined to a particular

programme.
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National Insurance Contributions

27. I turn now 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 statement on benefits which my Rt Hon Friend the Secretary of

State for Social Security made on 27 October.

28. The lower earnings limit will be increased next April to £43 a
week, in line with the single person's pension, and the upper
earnings 1limit will be raised to £325 a week. The limits for the
reduced rate bands will also be increased to £[75] a week and £[110]
a week respectively. The upper limit for the 9 per cent rate for

employers will be raised to £[160] a week.

29. 1In recent years, we have fpuréued a. consistent policy of f
steadily reducihé the Treasury Sﬁbplement, the taxpayer's contribu-
tion to the National Insurance Fund. This currently stands at 5 per
cent. We now propose to carry this policy forward to its logical
conclusion and to abolish the Supplement, subject to Parliament
approving the necessary provisions in the Social Security Bill which
my Rt Hon Friend will be placing before the House in the forthcoming
Session. However, in view of the healthy state of the National
Insurance Fund, this decision will not require any change in

contribution rates. Thus, the main Class I contribution rates will

‘once again be unchanged at 9 per cent for employees and 10.45 per

cent tor employers.
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The Industry Act Forecast

30. Finally I turn to the Industry Act Forecast. Growth in
domestic spending this year has significantly exceeded my
expectations at budget time, and indeed the expectations of nearly
everyone else. It would be quite wrong to play down the size of
this under prediction, and I do not seek to do so. And indeed it is

little comfort that so many others made similar errors.

31. I have taken the necessary steps to counter the adverse effects
of this higher spending by substantially raising interest rates.
This will in time 1lead to the necessary correction. In 1988,
however, this strength of domestic spending has had important
consequences for economic growth, inflation and the balance of

payments and I will deal with these in turn.

32. Growth of GDP this year is likely to turn out at 4% per cent,
compared with the 3 per cent I expected at the time of the Budget.
This implies growth of the non-oil economy of 5 per cent, a growth
rate not achieved for fifteen years. 1Indeed the seven years to 1988
will turn out to be [one of] the most [satisfactory] seven year
period(s) with high growth at a steady rate since the war. [This

may not be true: we are checking. ]

33. This strong growth performance has enabled unemployment to
continue to fall rapidly. Since mid-1986 unemployment has fallen by
just under a million, or 3% per cent of the labour force. No other

major country has a comparable record over this period.
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34. Higher spending and output this year have had an unwelcome
effect on inflation which has been edging up. As far as the RPI is
concerned this rise in inflation has been artificially increased by
the effect of higher interest rates, which are essential to reduce
inflation. [Few other countries measure consumer price inflation in
this misleading way.] RPI inflation is likely to be just over 6 per

cent in the fourth quarter of this year.

35. The faster than expected domestic spending has contributed also
to a very large rise in the volume of imports, which was 13 per cent
higher than a year ago in the third quarter of this year. Thus
while exports have broadly maintained their share of world trade the
current account deficit has turned out to be a good deal larger than
expected. I expect the deficit to be £13 billion this year,

equivalent to 2% per cent of GDP.

36. Economic forecasting is particularly difficult in current
circumstances. Activity and inflation have been higher than
expected this year: at the same time I have tightened monetary
conditions significantly and the effects of that tightening have not
yet been recorded. It is always especially difficult to predict

turning points.

37. The economy is forecast to grow by 3 per cent in 1989. As
production of North Sea o0il will be declining this implies growth of
3% per cent for the non-oil economy. I expect the growth of
consumers' expenditure to be a good deal lower than this year at 3%

per cent. The personal sector has borrowed heavily in recent years
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and there are already some signs that the current high level of
interest rates is leading to more cautious behaviour. In these

circumstances I expect the savings ratio to begin to recover.

38. The welcome boom in business investment, which has such
important and beneficial implications for the supply potential of
the economy, should continue. But I expect a much smaller year on
year growth in business investment in 1989 of 7 per cent, down from
13 per cent in 1988. Total domestic demand should rise at about

l 3 per cent, half of the growth in the current year.

39. While there could well be some further rise in inflation in the
first half of next year, I expect it to be (firmly) on a downward
trend in the second half of the year and to reach 5 per cent by the

fourth quarter.

40. I have already made clear that the current account of the
balance of payments is likely to be one of the last indicators to
adjust to the tightening of monetary policy. My forecast is for a
deficit of £11 billion in 1989, but the deficit should be declining

during the year.

41. Thus the economy will be entering a new phase of somewhat
slower growth over the next twelve months or so. This will bring
with it a reversal of the recent upward movement in inflation and in

due course the current account deficit will also decline.
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Conclusion

42. The Government's sound financial policies are playing an
important role in maintaining the economy on a stable course. The
increases in interest rates 1in the summer were essential to keep
inflation under control. The public finances are in a very strong
position, and the expenditure plans I have just announced will keep
them that way.
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submission examines the variables still to be settled and
recommendations on the figures for the planning total, GGE

and the path for the GGE/GDP ratio that we present in the Autumn

State

ment. To do this we need to settle:

- Reserves

- Debt Interest

- Other national accounts adjustments
- Money GDP

- The 1988-89 outturn

We suggest several objectives:

sy to show a planning total at baseline in 1989-90 and an
increase below £3% billion in 1990-91;

ii. to keep the rate of growth  of GGE excluding
privatisation proceeds at no more than 1% per cent per annum.
To do this we need to use 1987-88 as the base, scoring the
current year as part of the period. This is the same
convention as last year. It also makes sense given the
uncertainty surrounding the 1988-89 outturn;
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iii. to show as large a decline in the ratio after 1988-89 as
possible;

iv. all this is constrained by the need to set Reserves
which will be adequate in 1989-90 and which give us a
fighting chance of holding to baseline in the next Survey.

34 The starting point is the additions to programmes shown by
the GEP scorecard, following final checking and incorporation of
the effects of revised economic assumptions. These now stand at:

+3:5 +6.8 +11.2
Reserves

4. After two years of underspend, it could be argued that a

starting Reserve of less than £3.5 billion was justified. But the
oA 1 o e R Ty t is unlikely to b ted and the high

JA I ployment is unlikely to be repeate an e igher

level of local authority receipts has already been built into the

= plans. Also a Reserve below £3.5 billion would show a cut in the

planning total. The economic forecast pointed to the need for a

higher Reserve. It showed the planning total with a Reserve of

£3.5 billion being overshot by £1.7 billion. About £1 billion of

this gap is likely in practice to be met by over fulfilment of the

privatisation programme. Also the overspend on cash limited

programmes such as health and defence may not be quite as large as

the forecasters project. We conclude, therefore, that a Reserve

of £3.5 billion should be set for year 1.

5., The remaining issue is the size of steps in the remaining two
years which determine how much is available for distribution to
programmes in the next Survey. This year £3.5 billion proved (to
our surprise) to be adequate but the forecasters, though in a
framework with much greater inflation, think a Reserve much larger
than £7 billion would be needed to avoid raising the planning
total in the next Survey. One possibility would be £3.5/7.5/
11.5 billion, ie steps of £4 billion. There are disadvantages,
however, in setting Reserves too high. The ratio would show no
fall ﬁgter 1989-90. They also signal to the outside world that we
do not believe our inflation assumptions.
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6. The arguments, theretore, point to repeating the £3.5/7.0/
10.5 billion pattern of the last Survey, subject to producing a
satisfactory outcome overall - see below.

The 1988-89 Outturn

yw\w) _
\ kpﬁ' ﬁ&“? Mr Richardson's submission of 24 October recommended
¥; | publishing an outturn for the planning total of £153.6 billion, an

vpﬂ underspend of £3.3 billion. You asked us to consider showing a
Hyy v bwn longfall of £500 million rather than £320 million and

underspending of £3.1 billion. As set out in Mr Richardson's
'? ;29/ minute, we already face some difficulty in explaining this
k}/”l ¢ adjustment as there is no factor of any size we can refer to other

ng than Shorts, which we do not want to reveal. To say that we have
\; \yd/ provided for a large commercially sensitive transaction which we
aY cannot name would set off all sorts of speculation.

It has become clear in the last few days that the outturn for

Q;P o¥ the GGE/GDP ratio in 1988-89 will fall below 40 per cent. This

WK reflects both lower expenditure and higher money GDP. The choice
v>\/V”lies between rounding to 39% and 39% per cent.

}¥¢\Nr 5: You have a choice:

Qv - showing the largest possible fall in 1988-89, with a
} J v smaller fall over the Survey period; or

0 1Ug - a smaller fall in 1988-89 but a larger fall over the
Survey.

Our preference is for the latter since it will still allow you to
claim an outturn below 40 per cent.

10. The unvarnished figures are in tact marginally closer to
39% per cent and your proposal would move us in the right
direction back towards 39% per cent. By pulling and pushing the
I:agam, national accounts adjustments we can get the figures round to
(Rat il 39% per cent without pushing up longfall. But 40 per cent is out
1a belter | of reach. would you be content therefore to retain £153.6 billion
s do liwa|as the outturn with a longfall of £330 million?
nromg i Te
NAA o
M Ton~bult

frapres . \la -
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Debt interest

11. . The last variable of significance is debt interest.
Mr Odling-Smee's minute of 21 October set out a number of
variants. Table 1 wupdates the results. Constant nominal debt
interest can be rejected as producing a rising trend for the GGE/
GDP ratio. Assuming the PSDR constant at the 1988-89 proportion
of GDP for all years produces the strongest downward path. We do
not recommend it as it is inconsistent with our claim that we do
not revise the MTFS mid-year. If also carries the risk of having
to be revised upwards in the Budget.

12. The choice 1is between the figures in the MTFS, which were
published as £17 billion and £16 billion in the last two years;
or continuing with the usual Autumn Statement convention that the
PSDR next year is the same proportion of GDP as this year and zero
thereafter. The existing MTFS figures produce a slightly more
pleasing path, as there is a fall in the last year, whereas the
Autumn Statement convention falls further earlier but shows a
plateau.

13. We can, however, with a 1little juggling of the figures
'reproduce the 39%/39/39/38% line using the Autumn Statement
convention. (This would involve pumping up the national accounts
adjustment marginally and setting debt interest at £16.2 billion
which would still be published as £16 billion.) Our preference is
for this solution. It produces a real terms growth rate, over the
four years from 1987-88 to 1991-92 of 1.28 per cent, which rounds
satisfactorily to 1% per cent.

Conclusions

14. We recommend presenting the following:
i. 1988-89 oullurn for the planning total at
£153.6 billion with adjustments at £330 million. The GGE/GDP

ratio is 39% per cent.

idl Reserves of £3.5/7.0/10.5 billion.



SECRET AND PERSONAL

443 Planning totals of £167.1 billion in 1989-90,
ie baseline; £179.4 billion in 1990-91 ie plus £3.3 billion;
and £191.6 billion in 1991-92.

iv. National accounts adjustments of £9.6/9.3/9.3/
8.8 billion, rounded in the three Survey years to 9.5/9.5/9..

V. Gross government debt interest at £17.7/16.9/16.2/
15.6 billion, rounded in the three Survey years to 17/16/
15.5. The underlying assumption is that the PSDR in 1989-90
is the same proportion of GDP as in 1988-89, thereafter zero.
vi. A path for the GGE/GDP ratio of 39%/39/39/38%.

vii. Money GDP figures of 471/509/540/570.

The detailed figures are set out in the Table 2.

g V}‘m AT

0] ¢) A TURNBULL
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TABLE 1

1987-88 1988-89 1989-90 1990-91 1991-92

1988 MTFS

PSDR 3 3 0 0 0

Gross debt interest 17.5 17.5 1741 16.9 16.4
(% of money GDP) (4.1) s 1) (3.4) (3:1) {Z:9)

GGE/GDP ratio (%) (1) 39.62 39.98 39.00 38.90

Rounded to 39% 39 39 39

Usual AS convention

PSDR 335 10 1kl ‘7.1 0 5 0
Gross debt interest Ty sl 177 ’;649 16.2( ) 15156
(% of money GDP) (4.1) (3:8) (3.4) {309 (2.8)
GGE/GDP ratio (%) 39.66 38.94 38.87 38.76
Rounded to 39% 39 39 38%

Alternative PSDR path

PSDR 3.8 10 i 12 12
Gross debt interest 157005 1757 16.9 15 .7 14.4
(% of money GDP) (4.1) (3.8) (3.3) (2-9) (:2 56)
GGE/GDP ratio (%) 39.66 38.94 38.78 38.55
Rounded to 39% 39 38% 38%

Constant nominal debt interest

Gross debt interest 17.5 1757 17 -l 15730 174
(% of money GDP) (4.1) (3.8) (3.3) (3.23 (3.0)
GGE/GDP ratio (%) 39.66 39.98 39.04 39.02
Rounded to 39% 39 39 39
Memo: Money GDP 424 471 509 540 570

(1) Based on current planning total and GDP projections, not those in
MTFS \

(2) before adjustment producing 38% per cent for the ratio - see
paragraph ¢ of minute
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Planning total baseline
Addition to programmes
starting Reserves

new Reserves

New Planning Total
Gross debt interest

National accounts
adjustments

GGE

Privatisation
proceeds

GGE ex pp

Real terms growth rate
Money GDP

GGE/GDP ratio

GGE/GDP rounded
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TABLE 2

Pl mf i

1988-89  1989-90  1990-91  1991-92
156.9 167.1 1951 183.8
3 <
0.2 ot 6.8 142 A
-3.5 47.0 ~10.5 -14.0 ;
2 3.5 7.0 10.5
153.6 167.1 179.4 191.6
7.7 16.9 16.2 15.6
9. 9 9.3 8.8
~— ‘/, (
180.9 X(/198.3 )" 205.0  216.0 Ut .
6D -5.0 -5.0 ~5.0
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AUTUMN STATEMENT BRIEFING

We are in the process of assembling the Autumn Statement brief,
and hope to circulate a full version in draft tomorrow night to
Ministers for comment. A full list of the briefs is attached.

2. There are a number of key strategy briefs. I attach a copy
of briefs:

Al Strateqy

Bl Industry Act forecast

Cl Fiscal policy: 1988-89 to 1991-92

El Public expenditure: 1988-89

E2 Public expenditure: 1989-90 to 1991-92.

These drafts are still being worked on by Divisions and EB, and
there may be inconsistencies between them. Also the numbers are
in maﬁy cases not finalised vyet. Nevertheless we would be
grateful for any comments before they go to Ministers.

< I8 Given the extremely tight timetable we are operating under,
in order to incorporate changes in the versions submitted tomorrow
night we must have urgent comments as early as possible tomorrow
(Thursday), and no later than lunchtime. Less pressing comments
can be incorporated over the weekend.

Mgk (el

S J PICKFORD




1988 AUTUMN STATEMENT

Al
A2

Bl
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Al STRATEGY

Factual

(1) Objectives of Government's economic policy unchanged:

- to defeat inflation;
- to encourage enterprise and initiative, which will continue to
generate sustained economic growth and increased employment;

{11) No change in conduct of policy. Fiscal stance set once a year in the
Budget - within year interest rate changed to keep monetary conditions on
track.

(iii) Prospects for growth:

-~ 4% per cent growth in 1988 (5 per cent non-o0il), but more sustainable
growth of 3 per cent in 1989;

- continuing boom in business investment, growing at 13 per cent in
1988 and 7 per cent in 1989 - still very respectable by historical
standards;

- consumers' expenditure expected to slow down from 5% per cent in 1988
to 3% per cent in 1989;

- good prospects for further fall in unemployment over next year,
though more slowly than % million fall in last 12 months.

(iv) Policy already tightened to ensure inflation resumes downward trend and

(v)

current account deficit declines. Interest rates raised by 4% points
since June:

- inflation forecast at 6% per cent in 1988Q4, and to be on firm

downward trend in second half of 1989, to reach 5 per cent by 1989Q4;

- current account deficit likely to be slowest indicator to respond to
tightening. Deficit forecast at £13 billion in 1988 (3 per cent of
GDP), and £12 billion in 1989, though declining through the year.

Revised assessment of fiscal position in 1988-89:

- PSDR of £10 billion (2% per cent of GDP), £7 billion higher than
forecast at Budget time. Even excluding privatisation proceeds, a
PSDR of £4 billionm.

- General government receipts likely to exceed Budget forecast by
£4 billion, primarily result of higher than forecast economic growth.

- Planning total in 1988-89 about £3 billion lower than in 1988 PEWP,
reflecting both higher privatisation and right-to-buy receipts and
lower spending on programmes because of falling unemployment.

e



(vi)

(vii)
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Planning total unchanged in 1989-90 from 1988 PEWP, £3% billion higher in
1990-91. Within those totals significant shift. Priority programmes

increased:

- health

- law and order

- housing

- transport

-~ defence

- social security
- basic science

Increases made possible because resources released through success__of
Government's policies:

- falling unemployment

- greater privatisation and right-to-buy receipts
- greater financial discipline for CAP

- improved nationalised industry performance

- lower debt interest payments

Real growth of GGE (excluding privatisation proceeds) averaging [1%] per
cent a year in 1988-89 to 1991-92. Compares with nearly 3 per cent in
decade before 1978-79, and 1.6 per cent in 1978-79 to 1987-88.

Declining ratio of GGE to GDP: below 40 per cent (excluding privatisation
proceeds) in 1989-90; and reaching 39 per cent by 1991-92.

Positive

(1)

LX)

(iii)

Good prospects for sustained growth and falling unemployment reflecting
success of Government's policies to encourage supply side:

well into eighth successive year of growth :seven years to 1988

[ R e B . .

- public finances sound and strong;

- unemployment fallen in last 12 months by % million.

Defeating inflation remains prime Government objective:

- policies tightened at first sign of upturn in inflation;

- inflation expected to resume downward trend [in mid-1989];

Success of Government's policies directly responsible for:

- higher Government receipts despite Budget cuts in tax rates;

- increased public spending in priority areas;
and

- higher public sector debt repayment.



(iv)

(v)

(vi)

(vii)
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PSDR of £10 billion (2% per cent of GDP) in 1988-89. A surplus even
excluding privatisation proceeds, for only the second time since the
beginning of the 1950s.

Firm control of public spending in past has produced current successful
economy . Now allowing higher public spending in priority areas, within
overall constraint that public spending grows more slowly than whole
economy. Continuing firm control essential to maintain progress.

Declining ratio of GGE to GDP (excluding privatisation proceeds):

- now on lower path than implied in 1988 PEWP; growth in expenditure
well within prospective growth of economy as a whole;

- 39 per cent ratio in 1991-92 will be lowest since [1966-67].
Capital spending planned to increase by [£3 billion] (gross) in both

1989-90 and 1990-91: hospitals, housing, prisons, roads, safety measures
for London Transport, anti-pollution measures by Water Authorities.

Defensive

(1)

(ii)

{1d.1)

Inflation accelerating? RPI inflation (whether including or excluding
mortgage interest payments) forecast to peak in [mid-1989] before turning
down again. Expected to be around 5 per cent by end-1989. Firm action
already taken to keep inflation under control.

Balance of payments crisis now upon us?

- No hint of balance of payments crisis. Current account deficit
forecast at 3 per cent in 1988 and 2% per cent in 1989. Slowest
indicator to respond to recent tightening;

- Deficit entirely private sector phenomenon. Reflects rapid rise in
investment and increased individual wealth combined with confidence
to spend it.

- Present deficit financing high investment spending by private sector,
contrary to period of 1960s and 1970s when current account deficit
financed public sector deficit. Private investment adding to
productive capacity which will boost exports and displace imports in
future.

- Government has taken appropriate action and deficit will correct
itself in time. No cause for concern provided firm financial
framework in place, as it is. Meanwhile, general strength of economy
and high level of overseas assets mean no problems in financing
temporary deficit.

Growth based on consumer boom? No. Temporary period of excessive growth
in consumer demand, but fixed investment this year growing twice as fast.
Reflecting improved profitability and confidence of British industry. 1In
1988 investment forecast to grow by 12 per cent as against consumption
growth of 5% per cent. Consumption forecast to slow down to 3% per cent
in 1989.




(iv)

(v)

(vi)

(vii)

(viii)

(ixi)

(x)
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Growth forecast to slow sharply in 19897

- Growth in 1988 well above trend, so want to see return to more
sustainable rate. Policy already tightened in order to achieve that.

- Forecast shows growth decelerating from 5% per cent in 1988 to 3 per
cent in 1989 - still perfectly respectable growth rate and same as
average for last eight years.

Interest rate rises _too little, too_late? Government acted promptly to
tighten policy. Full effects will take some time to come through. Lower
mortgage commitments figures in August and September now feeding through
into lower mortgage lending. No one claims similar policy tightening in
US or Germany ineffective.

Interest rate rises crippling industry, home buyers?

- Need to control inflation paramount.

- Industry performing very well and will continue to do so. Investment
intentions remain strong. Far more to fear from resurgence of
inflation. 1 per cent increase in interest rates, even if sustained
for whole year, increases costs by far less than 1 per cent increase
in wage settlements.

- Awvare mortgage increases cause problems for number of people and
regret that. But in long term, keeping inflation under control far
more important to public than fluctuations in mortgage rate.

1988-89 fiscal stance too tight? No

- Higher PSDR forecast (in cash terms and as percentage of GDP) than at
Budget time largely result of higher growth, producing higher
revenue.

- Money GDP growth up over 3 percentage points on FSBR forecast, just
under half the result of higher real GDP growth,and the rest higher
inflation.

No longer aiming at either PSDR/GDP ratio of 1 per cent or balanced
budget? - Balanced budget shown for future years in 1988 MTFS but
acknowledged may be fluctuations in short term. MTFS not reviewed in
autumn but PSDR path for medium term will be published in 1989 MTFS as
usual and PSDR for 1989-90 will be set out in 1989 Budget in light of
prevailing circumstances then.

Buoyant revenue indicates more tax cuts on the way? Much too early to
say. Wait for Budget. Government committed to reducing tax, but only
when prudent to do so. Chancellor already said intends substantial
surplus in 1989-90.

Fiscal stance too loose/Budget tax cuts irresponsible? No.

- Budget boosted supply, not demand - supply-side benefits will
improve output and trade performance in long term.
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- Fiscal policy still tight; PSDR of £10 billion forecast - £7 billion
higher than in Budget.

- And Government has kept public spending under control. GGE fallen
as percentage of GDP from peak in 1982-83 and set to continue falling
through survey period. Hardly an irresponsible stimulus to demand.

(x1) Why increase planning total in 1990-91? Strength of economy and public
finances have made possible some additions to expenditure, especially for
priority programmes. But increase in planning total still gives lower

GGE/GDP ratio than implied by 1988 PEWP plans, and real growth rate over
survey period unchanged.

(xii) Underspend in 1988-89/higher tax revenues/falling ratio of GGE to GDP
should mean more money available for programmes?

- Higher real growth in 1988-89 has permitted higher spending on
priority areas, while ratio of public spending to GDP has fallen.

- No intention of letting up~5£a prudent fiscal policy and firm control
of expenditure which have brought about current strength of economy.

- No question of spending up to level implied by any particular ratio,
or using up all available revenues.

(xiii) Expenditure falling in real terms in 1988-897

- Underspend on planning total result of success of Government's
policies: lower growth in social security  payments because
unemployment falling; lower IBAP payments because CAP finances. under
better control; higher privatisation and right-to-buy receipts.

- Nevertheless been able to increase spending on priority programmes:
health (for nurses' pay), education.

(xiv) Real cuts in benefits to finance tax cuts for rich? Nonsense.

- Spending on social security up 40 per cent in real terms since
Government took office and planned to increase further [ ] per
cent in real terms by 1991-92.

- Lowver tax rates improve incentives and so boost wealth and job
creation to benefit of all. Consistent theme of policy since 1979.
Has contributed to far higher increase in real take-home pay at all
earnings levels than under last labour government.

Contact point: S J Pickford (270 4549)
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Bl INDUSTRY ACT FORECAST OF UK ECONOMY

Other relevant briefs: BBl UK economy: recent developments
BB2 World economy and international comparisons
BB3 Balance of payments, oil and competitiveness
BB4 Manufacturing and Industry
Cl Fiscal policy: 1988-89 to 1991-92
c2 Revenue Prospects
C3  Monetary Policy
CC3 1Interest and exchange rates

Factual

1) Short term forecast to end 1989 in Chapter 2 of Autumn Statement
(AS) meets Industry Act 1975 requirement that Government publish two
economic forecasts a year.

(ii) - For main points of AS forecasts, see table 1 at Annex.
- For comparisons with recent official forecasts, see table 2
at Annex.
(i1 Activity
percentage changes on year earlier

(a) Output: Outturn Forecast Forecast

1987 1988 1989
GDP (average measure) 4 4% 3
GDP (A) excluding oil 4% 5 3%
Manufacturing output 6 7 4

NB: Rounded to nearest % per cent

(b) Expenditure components:

Consumers' expenditure 5 5% 3%

General government consumption 1 £ -%

Total fixed investment 5% 152 5%

Total domestic demand 4% 6 3

Exports of goods and services* 5% (6%) ) Sx= (7
Imports of goods and services¥* 7%:.15(8) 12 * (23) 4y (4%)

* Figures for non-oil goods and services in brackets

NB: Rounded to nearest % per cent.

(iv) Inconsistencies in national accounts: In year to first half of

1988 expenditure measure of GDP rose 2% per cent, compared with 4% per cent
for income measure and 6 per cent for output measure. Output measure most
reliable for periods up to a year. Expenditure and, consequently, average
measure probably understating growth. Forecast makes allowance for further
rise in average relative to expenditure measure inP989, though much less
than in 1988.
- Bl1.1 -
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(v) Forecast implies following percentage increases in real GDP
(average annual increases in brackets)
1988 1989
From 1979H1 peak [20 (2)] [23 (2)]
From 1981H1 trough [24 (3)] [2746:503) ]
From 1983H1 [18 (3%)] [21% (3%)]
(vi) RPI inflation
percentage changes on year earlier
Veight Outturn Forecast Forecast
in 1988 1987Q4 1988Q4 1989Q4
Food 16% 3% 3% 4
Nationalised industries 5% 2% % 6%
Housing 15% 7 16 8
Other 63 3% 5% 4
Total 100 4 6% 5
NB: Rounded to nearest % per cent.
(vii) Earnings: Underlying increase up from 8% percent at start of year
to 9% per cent in August.
(viii) Unit labour costs growth kept down by rapid growth of

productivity. But forecast to rise in 1988, by a little more than average in
other major industrialised countries.

(ix) Unemployment should continue to fall over next year, though
probably at slower rate than recently.

(x) Balance of payments: Current account deficit of £13 billion
forecast in 1988 (3 per cent of GDP), falling to £11 billion in 1989,
following deficit of £2% billion in 1987. Deficit greater than expected at
Budget time mainly due to stronger than expected growth in domestic demand.

(x1i) North Sea o0il prices and exchange rate assumed to remain close to
recent levels.

(xii) Vorld economy: GNP growth in major industrialised economies
likely to ease slightly to 3 per cent in 1989, after 4 per cent growth in
1988. VWorld trade in manufactures likely to grow by about 8% per cent in
1988 and by 7% per cent in 1989. (See also BB2.)

(xiii) PSBR: See Cl.

- Bl.2 -
wpu
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(xiv) Comparison with independent forecasts:
percentage increase on Autumn Average of
year earlier Statement independent forecasts
1988 1989 1988 1989
GDP 4 3 3l 2.4
Consumers' expenditure 5% 3% 5.4 3.0
Fixed investment 12 5% 9.7 -3
Exports of goods and services 1% 5% 37 4.6
Imports of goods and services 12 b 9.8 556
RPI inflation (Q4) 6% S5 5.6 5.1
Current accouwnt (£ billdom) .. W0 fi . " B L Taten s i e
~FSEE— =13 =11 -10.7  -10.6
PSDR (£ billion, financial
years) 10 not published 6.7 6.0%
* PSDR figures for 1989-90 published by independent forecasters
reflect various assumptions about tax changes in the Budget.
Positive
(1) Average annual growth of 3 per cent in 8 years to 1989 if forecast

correct, compared with 2 per cent annual growth in 1970s. Six years to 1987
already longest period of steady growth at satisfactory 3 per cent rate
since War.

(ii) GDP growth likely to moderate to around 3 per cent in 1989,close
to average between 1981 and 1987.

(iii) Non-0il economy forecast to grow by 5 per cent in 1988 and 3% per
cent in 1989. As in 1987, faster growth in manufacturing output (up
7 percent in 1988 and 4% per cent in 1989) than non-oil GDP.

(iv) Growth well balanced: 1989 forecast to be year of balanced growth
with consumer spending, exports and fixed investment all expected to
increase by 3 per cent or more.

- B1.3 -
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(v) 1988 and 1989 forecast to see substantial increases in fixed
investment:
£ billion percentage change
at 1985 prices on year earlier
1988 1989
Business investment(l) [ ] 13% 7
of which: (i) non-oil business [ ] 13% 6%
(ii) m?g?facturing [ ] 18 10
Private dwellings [ ] 33 2
General government [ ] -1% 6%
Total fixed investment 64.2 12 5%
(1) Includes investment by public corporations.
(2) Includes net  purchase of land and existing buildings by

persons,companies and public corporations, other than purchases of
council houses.

(vi) Forecast shows contribution to growth from stockbuilding remaining
modest. Contribution much less volatile than in 1960s and 1970s.

(vii) Non-o0il exports of goods forecast to rise 8 per cent in 1989. UK
manufacturers share of growing world export markets expected to remain close
to average level since early 1980s.

(viii) Healthy growth of manufacturing productivity is limiting unit
labour cost increases in 1988.

(ix) Unemployment should continue to fall over year ahead.

Defensive

(i) Growth in 1988 excessive. Strong productivity and business

investment growth giving boost to potential supply. But growth clearly
temporarily above trend - forecast to moderate in 1989.

(ii) Sharp slowdown in activity through 1989? Growth during 1988 above
trend. Thus not surprising if some moderation in 1989. But despite this
non-oil economy forecast to grow 3% per cent in 1989.

(d°345) Deceleration in manufacturing output growth: But manufacturing
forecast to see eighth successive year of expansion in 1989; record not seen
since before first oil price shock. Manufacturing output expected to rise
faster than non-oil GDP in 1988 and 1989, as it did in 1987.

(iv) Projected slowdown in consumption growth unlikely. Already clear
signs of housing market cooling down, especially in London and South East.
This, and high levels of debt-income ratio, should discourage further rapid
accumulation of debt by households. Also, households now net payers of
interest, so rise in interest rates should reduce personal disposable income

directly.

w Bk 5
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(v) Economy overheating?

- Supply-side improvements since 1970s allow firms to operate
more efficiently at higher levels of capacity utilisation.

- CBI's latest quarterly Survey (October) found little evidence
of widespread overheating.

- Foundations for continued supply flexibility reinforced by
strong growth in fixed investment. Business investment set
to rise by 12 per cent in 1988.

(See also BBl.)

(vi) Growth based on consumer boom financed by tax cuts. No. Forecast
shows fixed investment growing twice as fast as consumer spending in 1988.
Balanced growth forecast for 1989, with consumer spending, investment and
exports all expected to rise by 3 per cent or more. Reflects improved
profitability of British industry, together with success of exporters in
taking advantage of expanding world markets.

(vii) Current balance deficits in 1988 and 1989: See BB3.

(viii) Unemployment forecast: Not practice of this or previous
Governments to give precise forecast for unemployment. Unemployment should
continue to fall over next year, though more slowly than over past year.
Excessive pay settlements could threaten further progress.

(ix) Forecast shows deteriorating labour cost competitiveness in 1988
and 1989. Only goes to highlight danger of excessive pay settlements. Even
so, non-oil exports of goods forecast to rise 8 per cent in 1989,
maintaining UK share of expanding world markets at close to level since

early 1980s.

(x) Inflation on wupward trend. Total RPI inflation and inflation
excluding mortgage interest payments likely to peak in early to mid 1989
before falling back to around 5 per cent by end 1989. Reflects firm action
already taken to ensure inflationary pressures remain under control.

(xi) 0il price assumption: Considerable uncertainty about oil prices.
But assumption that price remains close to recent levels realistic and

prudent. (See also (BB3).

(xii) FSBR forecast seriously wrong - demand, current account deficit,
inflation, PSDR all higher than expected. Treasury, like all forecasters,
did not anticipate exceptional strength of economy this year. As Chancellor
has said, can have too much of a good thing. By raising interest rates, has
already taken necessary action to damp down demand growth and contain
inflationary pressures.

(xiii) Forecast error led to Budget misjudgement - tax cuts were a
mistake. No. Purpose of tax reforming Budget was to achieve further
lasting improvement in supply side performance. Fiscal policy is

unequivocally tight, with PSDR likely to be £10 billion in 1988-89.

- B1.5 -
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(xiv) Forecast errors the result of disarray in statistics.
Inconsistencies in statistics clearly make forecasting difficult. But no
reason to suppose this explains failure of all forecasters to anticipate
strength of economy this year. Government has set up review of economic
statistics. CSO Blue Book press notice (9 September) announced exercise to
produce balanced set of accounts, to be completed within six months. Hoped
that these would inform debate but no intention that they replace existing
accounts.

Contact point: D Owen (EAl) 270 5388

- Bl1.6 -
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TABLE 1

ECONOMIC PROSPECTS:

until [

SECRET

] November 1988

then UNCLASSIFIED

Bl

SUMMARY

Per cent changes on a year earlier unless otherwise stated

GDP and domestic demand at
constant prices

Dom
of

estic demand
which:

Consumers' expenditure

General government
consumption

Fixed investment

Change in stockbuilding
(as a percentage of GDP)

Exports of goods and services

Imp
Gro

Man

orts of goods and services
ss domestic product

ufacturing output

Balance of payments current

account (£ billion)
Inflation
Retail price index (Q4 on Q&)

GDP
pPr

deflator at market
ices (financial year)

Money GDP at market prices
(financial year)

£:b

illion

e pts

/X; PSDR (financial year)

r~w)
(— a

X

billion

s a per cent of GDP

1987

Sk
7%

4

6

<2k

5%

10

424

3%
%

Average errors

Forecast from pas
1988 1989 forecasts
6 3 1
5% 3% 1%
% -% %
12 5% 2%
0 0 %
1% 5% 2%
12 4% 2%
4 3 %
7 4% 2
-13 -11 4%
6% 5 13
6% 5 1%
13 8 1%
471 510
10 3
2% %

The errors relate to the average differences (on either side of the
central figure) between Autumn Industry Act forecasts and outturn
over the last ten years and apply to the forecasts for 1989, except
for the PSDR where they apply to the forecasts for 1988-89.

rce: Autumn Statement, t

Sou

vpu

able 2.12.
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TABLE 2
Comparisons of official forecasts
(a) Output (Non-oil in brackets)
per cent change on year earlier
1987 1988 1989
GDP
- 1987 Autumn Statement 4 (4%) 2% (3) not app
X - 1988 FSBR 4% (5) 3°1(3%) 2% (3)H
- 1988 Autumn Statement & (s) 4% (5) 3 3%
Manufacturing output 1987 1988 1989
- 1987 Autumn Statement 5 3% not app
- 1988 FSBR 5% 5 3%%*
- 1988 Autumn Statement 6 7 43
* 1989H1 only
(b) Inflation per cent change on year earlier
RPI 1987Q4 1988Q4 1989Q2 1989Q4
- 1987 Autumn Statement 4 b not app not app
- 1988 FSBR 4 4 4 not app
- 1988 Autumn Statement 4 6% not app 5
GDP deflator 1987-88 1988-89 1989-90 1990-91
- 1987 Autumn Statement 4% 4% 3%%* 3%
- 1988 FSBR 5 b 4% 3%*
: 2 VA%
X 1988 Autumn Statement 5% 6% 5 1351

* assumption

)Xf _{31988-AS—figures—to=be—added}—

- B1.8 -
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Cl1 FISCAL POLICY 1988-89 TO 1991-92
Other relevant briefs: C2 Revenue Prospects
C3  Monetary Policy
CCl _Public sector borrowing:—
(}historical statistics and international
comparisons
Factual
(i) PSDR for 1988-89 forecast around £10 billion, 2% per cent of GDP,

compared with of £3.2 billion in FSBR. No other revision of PSDR/PSBR
forecast on this scale between FSBR and Autumn Statement during 1980s.

(1) ,PSDR excluding privatisation proceeds for 1988-89 forecast at
around £d% billion, 1 per cent of GDP.

(iii) Margin of error: Average absolute error on current year PSDR
forecast made in autumn over last 12 years around 0.6 per cent of GDP,
equivalent to about £3 billion at current level of GDP.

(iv) General government receipts in 1988-89: Almost £4 billion higher
than FSBR forecast. (See C2.)

(v) General government expenditure (GGE) in 1988-89: Over £2 billion
lower than FSBR forecast; £1 billion of this reduction due to higher
privatisation proceeds. (See El.)

(vi) Public corporations' market and overseas debt repayment (PCMOD) in
1988-89: £0.8 billion higher than FSBR forecast.

(vii) Comparison of forecasts
£ billion
1987-88 1988-89
FSBR AS
Outturn forecast forecast
General government expenditure 171.6 182.9 180.6
General government receipts 1736 184.9 188.7
of which:
North Sea revenues 4.7 3143 3.4
General government debt
repayment 2.1 2.0 8l
PCMOD* * 1756 102 2.0
PSDR 337(L)* 3.2(3%)* 10.2(2%) *
PSDR excluding privatisation =1.3(-%)* -1.8(-%)* 4 2 (Ly%®
proceeds

Figures do not necessarily sum to totals because of rounding.
* Figures in brackets are as percentage of GDP.

*% Public corporations' market and overseas debt repayment.

- Cl.1 -
wpu



SECRET
. until [November 1988]
then UNCLASSIFIED

Ccl1
(viii) Changes to estimates of public sector expenditure, receipts and
borrowing since Budget

£ billion
1987-88 1988-89
Expenditure
General government -0.2 -2.3
PCMOD +0.4 +0.8
Total Expenditure -0.6 -3.1
Receipts
Taxes and NICs +0.7 +3.6
Other -0.9 +0.2
Total Receipts -0.2 +3..8
PSDR +0.6 +7.0
Figures do not necessarily sum to totals because of rounding.
For details, see Annex.
(ix) PSDR outturn in first 6 months of financial year
£ billion
1987-88 1988-89
PSDR -1.9 37
PSDR excluding privatisation -5.8 -1.2
proceeds

(x) No PSDR forecast for 1989-90: Forecast of economic prospects for

1989 in Chapter 1 of Autumn Statement constructed on assumption that PSDR in
1989-90 will be same as forecast outturn for 1988-89.

(x1) MTFS path for PSDR published at Budget time: MTFS path for PSDR
will be reviewed at time of 1989 Budget in normal way.

(xii) 1988 MTFS justification of balanced budget rule: "a prudent and
cautious level.... it also provides a clear and simple rule, with a good

historical pedigree."

(xidi) Chancellor indicated in Mansion House speech (20 October) that he
intended to see a "substantial surplus" in 1989-90.

- Cl1.2 -
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(xiv) Fiscal projections: Full fiscal projections only published at
Budget time. Autumn Statement contains public expenditure plans to 1991-92,
but no revenue or PSDR projections beyond 1988-89, and hence no projections
for fiscal adjustment.

(xv) GGE projections to 1991-92
1987-88  1988-89 1989-90 1990-91 1991-92
GGE excluding £ billion 17155 180.9 193.3 205.0 216.1
privatisation per cent of 40% 38% 38 38 38
proceeds GDP
GGE £ billion 1767 186.9 198.3 210.0 22151
per cent of 41% 39% 39 39 38%
GDP

(See also [E2])

(xvi) Path for money GDP growth, real GDP growth and inflation

percentage growth over previous financial year
1987-88  1988-89 1989-90 1990-91  1991-92

Bowd —>Money GDP

0 FSBR 9% 7% 6% 6 5%
Autumn Statement 10 10% 8 6% Sk*
:
63&? —>Real GDP
FSBR 4 3 2% 2% 2%
¥ Autumn Statement 4&(“; 4k % 24%% 2%% 2%%
ggtﬁx-:bGDP Deflator
FSBR 5 4k 4 3% 3
Autumn Statement 5% 6% 5 3%%* 3%

* Money GDP growth path (and real GDP growth and GDP deflator components)
for 1990-91 and 1991-92 remain as set out in MTFS at Budget time.

*% Financial year real GDP figures not published but can be inferred
approximately from money GDP and GDP deflator figures.

(xvii) Key PSDR components: See Annex.
Positive
(i) 1988-89 PSDR forecast to be about £10 billion (2% per cent of

GDP), almost £7% billion higher than forecast at Budget time. Never repaid

\(\ debt on this scale in any year since beginning of 1950s. —(Existing-date—on—
/ - PEBR—gocs—back—£o—310523-

(ii) 1988-89 only third year with net debt repayment since early 1950s:
(other years were 1987-88 and 1969-70). (See also CCl.)

(iii) 1988-89 PSDR excluding privatisation proceeds forecast to be 1 per
cent of GDP. Only other year since beginning of 1950s with net debt
- Cl1.3 -
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repayment after excluding privatisation proceeds was 1969-70 (PSDR of 1% per
cent of GDP).

(iv) For first 6 months of 1988-89, PSDR excluding privatisation
proceeds £4% billion higher than for corresponding period in 1987-88.

(v) GGE as proportion of GDP in 1988-89 lower than forecast at Budget
time both including and excluding privatisation proceeds. Continues
downward trend begun in 1982-83. Ratio excluding privatisation proceeds
will be below 40 per cent for first time in over two decades, having fallen
nearly 7 percentage points since 1982-83 - largest and longest sustained

fall since war time economy myfmdi_ (See also [EA!].)

(vi) GGE projections to 1991-92 (including or excluding privatisation
proceeds) show further reduction as proportion of GDP. (See also [E2Z].)

(vii) General government receipts for 1988-89 now forecast mnearly £4
billion higher than 1988 FSBR, with non-oil receipts also up by nearly £4
billion. (See also C2, Bl.)

(viii) International comparisons: Treasury forecast suggests UK general
government financial surplus in 1988. All other major industrial countries
still running fiscal deficits, with possible exception of Japan which is
close to balance. (See also CCl).

Defensive WJGTE To WP, Prepse  Reofdel iv NumeRica oRDdef
Defensive || .

(ﬂ%) Why such big increase in 1988-89 PSDR forecast? To large extent,
PSDR forecast higher because economy growing faster, and inflation higher
than expected at Budget time, so tax revenues higher and expenditure lower.
Also privatisation proceeds higher.

L
(x) PSDR forecast for 1988-89 still too low: Substantial wupward
revision (over £7 billion) to 1988 FSBR forecast. Of course, outturn could
be higher - or lower. Average error estimated on past experience at
+£3 billion for current forecast.

A
(xif) Government deliberately published pessimistic forecast for 1988-89

PSDR at Budget time. No. Budget forecast was best estimate at time. In
event, economy been growing faster than expected and inflation higher,
leading to higher tax revenues and lower expenditure.

j;ii#{}v) Current account deficit requires tighter fiscal policy?

- Fiscal policy already tight: budget in surplus.
- Current account deficit entirely private sector phenomenon.

- Slowing of domestic demand growth and increase in capacity
implied by this year's investment boom will help to bring the
current account back towards balance over the medium term.

- Experience of 1960s and 1970s illustrates futility and
dangers in attempting fiscal fine-tuning to offset short term
swings in private sector spending.

- Cl.4 -
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(i) Budget tax cuts adding to domestic demand and irresponsible?
Budget boosted supply, not demand. Despite longer term commitment,

Government did not plan in Budget for reduced tax burden (ratio of tax

X receipts to GDP) for 1988-89. Nonsense to argue fiscal policy too loose/:
debt repayment as percentage of GDP now forecast to be even higher than
expected at Budget time.

(ii) Tax burden now shown as falling, so Budget did after all
contribute to stimulating domestic demand? Latest revenue and GDP forecasts
imply small fall ([%] percentage point) in non oil tax burden in 1988-89;
but an even bigger downward revision to the GGE/GDP ratio forecast. So
argument that Budget not stimulative holds even more strongly.

¢ii1) Excessive reliance on monetary policy - need for fiscal tightening
now? Task of fiscal policy is to buttress monetary policy, with expenditure
and tax decisions taken in medium term context. Fiscal policy already tight
by any standards. Notion that fiscal policy could or should be used to
fine-tune demand is to hark back to failures of 1960s and 1970s. Chancellor
reiterated (interview, Radio 4, "World at One", 25 August) intention to

< stick to rule of having one budget a year in Spring. , jbb of
ensuring monetary conditions remain on track must fall to short term
interest rates. (See also [C3].)

NG (i%) Inflation forecast for 1989-90 indicates overall stance of policy
too loose? With hindsight, clear that monetary conditions not tight enough
earlier this year, but required tightening has already taken place.
Inevitably, takes time for this to be reflected in inflation outturn.

‘)( LVTIXLY) Higher revenues would permit higher expenditure growth.
- Continued restraint in public spending vital element of
economic success.
bahxnczd.bmuigwt
)X( - Falling ratio of GGE to GDP essential to enable[}ew—éeveé——&ﬂ%
beesewing to be combined with reduction in tax, so improving
motivation and efficiency and creating more job
opportunities.
X (wiy (xv\ Scope for future tax cuts?

- Wait for Budget.

- Autumn Statement not time to provide new projection of fiscal
adjustment or indication of scope for action in Budget (see
below) .

X bw@§&yi%7’ Why no fiscal adjustment published?

- Publication in Autumn Statement discontinued after 1984.

- Autumn Statement contains outline of future spending plans
and conditional forecast of economic prospects. Not intended
as restatement of MTFS which is reviewed only at Budget time.

- C1.5 -
wpu



SECRET
‘ until [November 1988]
then UNCLASSIFIED

Cl

- In these circumstances, calculation of fiscal adjustment
would be pure arithmetic and impart no genuine new
information. So misleading to publish as if did.

Q%v&)(giii7 Buoyant revenue indicates massive fiscal adjustments in prospect.

Invalid inference. Scope for fiscal adjustment can only be assessed in full

X context of Budget. Government committed to reducing tax burden, but onlz,/
when prudent to do so. Government also favours gradualist approach.

[;wa3 (e Buoyant revenue indicates Chancellor can repeat hat-trick with
public finances in 1989 Budget. Much too early to say. Wait for Budget.
But Chancellor has indicated that he intends to see a substantial surplus in
1989-90.

(xxy Ly Government favouring public spending over cuts in tax burden?
Expenditure plans show further decline in GGE/GDP ratio, including or
excluding privatisation proceeds. In context of balanced budget this means
tax burden reduction over medium term.

(vi) Lxdy” Money GDP path higher than in MTFS: FSBR forecast, like other
forecasts made at the time, understated buoyancy of demand and consequent
inflationary pressures. Hence upward revision to money GDP growth figures
for 1988-89 and 1989-90. MTFS path for money GDP growth in later years not
reviewed in Autumn.

—~

(f(@) (i Forecast implies large PSDR for 1989-90 compared with balanced
budget in MTFS?

- PSDR for 1989-90 will be set at Budget time in accordance
with 1989 MTFS.

- But assumption always required to construct Industry Act
forecast for following year.

- Assuming same PSDR in 1989-90 as in 1988-89 is same
convention as before.

(vgg (xdedt)™ Money GDP growth and PSDR forecasts imply change to MTFS and
fiscal stance?

- MTFS updated at Budget time, not in Autumn Statement.

- MTFS designed to bring inflation down further over period of
years. Always allowed for short term fluctuations. No
change in primary objective of price stability.

- By raising interest rates Government already taken resolute
action to bring monetary conditions back on track. Will take
whatever tfurther action proves necessary. Forecast shows

i S e o >Pinflation coming down in 1989-90.

'Vwmmﬂé - Fiscal stance over medium term set in accordance with MTFS
and hence reviewed only at Budget time. PSDR path for medium
term will be published in 1989 MTFS as usual, and PSDR for
1989-90 will be set in 1989 Budget in light of prevailing

circumstances.

- Cl.6 -
wpu



(vi)  (xivy
reduction
of policy.

(X)) ey

SECRET
until [November 1988]
then UNCLASSIFIED

Cl

Government abandoned commitment to MTFS? Not at all. Medium term

in money GDP growth and hence inflation is still prime objective

Government abandoned commitment to eventual price stability? Price

stability remains ultimate objective of MTFS.

(XXL) (vt T

(<) (ewity

Not

PSFD better measure of fiscal stance than PSDR?

No single best measure of fiscal stance but PSDR much less
prone to error than PSFD and information more timely.

Changes in composition of PSDR (eg privatisation proceeds)
and state of economy taken into account in setting PSDR at
Budget time.

PSFD also expected to show surplus in 1988-89.

Why is tax burden forecast for 1988-89 lower than at Budget time?

surprising. Some of extra tax revenue generated by higher money GDP

growth will not be paid until later financial years (eg corporation tax).

Contact point: C M Kelly (MP1) 270 5508

\\~ 4 > FiSCQQ stance toe C;{kk A W%S—g?7 No . Hg,plr PSDR &wﬁéqg%
NN ZM }WT.Uuttj,q_ \.Mn)\,s A (“ 2 K"'{ e us t\

wpu
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KEY PSDR COMPONENTS*
ANNEX
£ billion
1987-88 1988-89
FSBR outturn change FSBR AS change

Planning total

(o/w: privatisation 146.0 145.:.7 -0.3 156.8 153% -3

proceeds)
Interest payments 16.3 16.0 -0.4 16.3 15% -%
Plus PCMOD** 1.2 1.6 +0.4 1.2 2 +1
Other adjustments 8.3 8.3 0 8.6 9% +%
General govt. exp 171.8 1716 -0.2 182.9 180% -2%
North Sea revenues 4.7 Gl 0 3:3 3% 0
Non-NS taxes 127.6 128.0 +0.4 1385 141% +2%
Nat. Ins.
Contributions 28.7 28.9 +0.2 31+6 32% +1
Interest and other
receipts Lo 7 120 -0.7 120 12% 3
General govt.

receipts 173%7 173 .6 -0.1 184.9 188% +4
GGDR 1.9 2.0 +075: 2.0 8 +6
Plus PCMOD** 1.2 136 +0.4 1.2 2 il
PSDR 3.1 317 +0.6 3.2 10 +7
PSDR as per cent of | :
GDP % 1 e % 2% +1%

* All £ figures rounded to nearest £100 million for 1987-88 outturn and FSBR

and to nearest £% billion for Autumn Statement forecast.

of GDP rounded to nearest % per cent.

Figures do

totals, either down or across, because of rounding.

not necessarily

*%*Public corporations' market and overseas debt repayment.

vpu
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El PUBLIC EXPENDITURE 1988-89

Detailed questions on programmes to individual Departments

Other relevant briefs: Cl Fiscal policy 1988-89 to 1991-92
E2 Public expenditure 1989-90 to 1991-92
E3 Public expenditure: historical statistics,
plans and international comparisons
EE29 Debt interest and other national accounts

adjustments
Factual
(i) Prospective outturn for 1988-89 planning total

- [£153.6] billion (although estimate still wuncertain).
Includes implications of winter Supplementaries and claims
expected later.

- Represents underspend of [£3.3] billion on 1988 PEWP and FSBR
plans of [£156.9] billion (adjusted for classification
changes).

(ii) Main reasons for underspend

- increased privatisation proceeds £1.0 billion

- lower Social Security payments due to fall in wunemployment
£0.9 billion

- higher net receipts from local authorities and New Towns
£0.7 billion

- revised expenditure forecast for Intervention Board for
Agricultural Produce £0.3 billion

- improved nationalised industry performance £0.3 billion.

(ai1) Comparison of 1988-89 planning total outturn with 1988 PEWP plans

[see table 1.3 of Autumn Statement]
Main increases

- DH Health and Personal Social Services (mainly reflecting NHS
pay settlement); (£1.1 billion)

- DES (£0.5 billion) and DOE Other Environmental Services
(£0.5 billion) reflecting LA overspending;

- DTI (largely payment to Rover); (£0.5 billion)

- E1.1 -
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Intervention Board for Agricultural Produce (reflecting
effects of US drought and UK harvest) (£0.3 billion);

LA capital (net) (reflecting higher gross spending offset by
even higher receipts) (£0.6 billion);

Privatisation proceeds (£1.0 billion);

DSS Social Security (reflecting lower unemployment);
(£0.9 billion)

(iv) Reserve

Reserve in 1988 PEWP plans £3.5 billion

Agreed claims amount to over £2.0 billion. Offset by higher
receipts than forecast and underspending elsewhere

(v) Main claims on Reserve
£ million
End-year flexibility 770
Local authority relevant 1200
Local authority capital (gross) 1140
NHS and FPS pay review 890
Assistance to Rover Group 550
(vi) Main benefits to the Reserve
£ million
Privatisation proceeds 1,000
Extra capital receipts:
LA capital receipts 1720
New Towns capital receipts 120
Net improvement in nationalised industries
(mainly Steel and Rail) 290

Reserve will also benefit from forecast underspending (eg on social security
£900 million and IBAP £300 million.)

wpu
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(vii) General government expenditure (GGE) excluding privatisation
proceeds.
1988-89
(£ billion)
PEWP AS
(as published)
1987-88

Planning total (excl pp) 150.9 161.8 [159.6]

Debt interest 7.5 18.0 £17 .71

Other adjustments 8.2 8.0 [9.6]

Total GGE 176.7 189.0 [186.9]
(viii) GGE (excluding privatisation proceeds) as percentage of GDP

estimated [39%] per cent in 1988-89. Compares 42 per cent forecast in PEWP;
[41%] per cent in 1987-88.

Positive

(i) Prospective outturn for planning total is [£153.6] billion,
[£3.3] billion less than plans (adjusted for classification changes).

(129 GGE (excluding privatisation proceeds) as percentage of GDP at
lowest level since [mid 1960s]. Estimated [39%] per cent in 1988-89.

Fallen from 45% per cent in 1983-84 and [41%] per cent in 1987-88.

(iii) Real terms decrease in planning total and GGE (1988-89 over
1987-88): GGE (excluding privatisation proceeds) [0.6] per cent lower than
1987-88; planning total [0.5] per cent lower.

(iv) Underspend helped by continued strength of the economy. Lower
unemployment £1.1 billion; £0.7 billion from higher net capital receipts of
local authorities and New Towns; £0.3 billion from better results of
nationalised industries. (Also £1 billion from more successful

privatisation proceeds).

Defensive

(1) Details of Departmental spending (estimated outturn and Reserve
claims): Refer to Departments.

(ii) If underspending, why, not spend more elsewhere? Tight control
of expenditure cornerstone of economic policy. No relaxation now. Outturn
still wuncertain. Undershoot on planning total substantially result of
increased receipts.

(1ii) What is "Adjustment" in Autumn Statement Table 1.3? "Adjustment"
£[300] million shows difference between assessment of likely outturn for
1988-89 and sum of other items shown. Sum of differences of judgement.
Adjustment regularly included in AS and PEWP tables.

- E1.3 -
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(iv) Implications for PSBR/PSDR? See [Cl]
(v) Vinter Supplementaries: To be presented to Parliament this month,
as usual. Planning total outturn allows for expected claims on Reserve.
(vi) Government unnecessarily miserly with expenditure this year? Over

£2 billion of Reserve claims agreed, including extra £0.9 billion for NHS
and FPS pay. Offset by higher receipts (privatisation proceeds, LA capital,
New Towns) and effects of economic success (lower unemployment, better

performance of nationalised industries).

(vii) Underspend looks implausible?

Best estimate at present. Naturally still uncertain.

(viii) Why not allocate more to programmes instead of Reserve?

Reserve needed for unforeseen contingencies. Essential part of prudent
expenditure control. Agreed claims on Reserve in 1988-89 already exceed
£2 billion.

(ix) Always overspend on same programmes?

Not true. Underspending this year on social security and NI EFLs. NHS
addition reflects continuing priority for health. Problem with local
authorities addressed in Government's plans for local authority finance.

(x) Government covertly planning for real falls in GGE?

No. Over £2 billion added to programmes in both 1987-88 and 1988-89.
Offset by higher than anticipated receipts, underspending, and lower debt
interest.

(x1i) Why plans ([£156.9]1 billion) different from PEWP

([£156.8] billion)?
Standard practice to update plans to reflect minor adjustments of

classification and allocation.

Contact point: P Pegler (GEP2) 270 5531

- El.4 -
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.2 PUBLIC EXPENDITURE: 1989-90 TO 1991-92
Detailed questions on programmes to individual Departments.
[See also Fiscal policy: 1988-89 to 1991-92° (Brief Cl1l), Public  expenditure:

1988-89 (E1), Public expenditure:  historical statistics, plans and
international comparisons (E3) and briefs in Section EE]

Factual
1) Planning totals
£ billion
1989-90 1990-91 1991-92
1988 PEWP 1671 17,615 not app
Survey changes Nil +3.4 not app
Revised planning total 167.1 17955 191 5
Notes: (1) Government sets planning totals for purpose of planning and
controlling public expenditure; by holding to planning totals
Government seeks to achieve wider objective of reducing
general government expenditure (GGE) as a proportion of GDP.
(2) New plans,especially for 1991-92, reflect loss of negative
EFLs of industries being privatised (see EE24), notably
electricity and water.
(ii) Growth in public spending: longer term trends

Average annual percentage change in real terms

1968-69 1978-79 1987-88
to to to
1978-79 1987-88 1991-92
GGE (excluding privatisation
proceeds) +2.9 +1:56 +3:.3
GGE (including privatisation
proceeds) +2.9 A2 +1115
Planning total (including
privatisation proceeds) +2.9 +0.9 +2.6
Note: GGE (excluding privatisation proceeds) provides best measure of

underlying trend of public spending and is measure to use when quoting real
terms growth rate and ratios to GDP (because includes debt interest which is
also financed from taxation but excludes privatisation proceeds).

Vg I
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(Ziisy Growth in public spending: 1987-88 to 1991-92
Per cent change in real terms Average
on year earlier 1987-88
to
1988-89 1989-90 1990-91 1991-92 1991-92
GGE (excluding
privatisation proceeds) -0.6 +1-53 +2.51 +2.4 +1%3
GGE (including
privatisation proceeds) -0.9 +2.0 +2.2 +2.5 +1.5
Planning total (including
privatisation proceeds) -0.8 +3.6 +3.8 +307 +2.6
(iv) GGE (excluding privatisation proceeds) as percentage of GDP
1966-67 38%
1969-70 40
1975-76 48% (post-war peak)
1978-79 43%
1982-83 46% (peak under this Government)
1986-87 b4
1987-88 41%
PEWP 1988 FSBR 1988 _AS 1988
1988-89 42 41% ' jsoy
1989-90 41% 40% {39%]1
1990-91 41% 40 {39%}
1991-92 not app not app k399
g 2

(See also E3.)

(v) Reserves
£ billion
1989-90 3.5
1990-91 70
1991-92 105

(For details of Reserves in previous plans, see Annex 2.)

- E2.2 -
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) Main changes to Departments' cash plans since 1988 PEWP
£ million, cash terms
1989-90 1990-91
Increases
Central government:
Health* +1,170 +1,390 Service improvement, pay and
capital spending
Defence +100 +500
Transport* +250 +290 Road building programme
Home Office* +260 +370 Increased prison building
Education* +260 +280 Polytechnics, universities and
basic science
Local authorities:
=1 \)‘-’\ >0
Relevant R +x°
B
Decreases ‘ oy
IBAP -420 -400 Lower cost of CAP market
support
Employment -200 -300 Lower unemployment
DOE Housing#* -1,285 -990 Higher capital receipts
Note: Additions to programmes marked with an asterisk in general relate to

England only. A breakdown of the additions to the territorial programmes
will be given in the 1989 PEWP.

(See Annex 1 and individual briefs in section EE for further details.)

(vii) Economic assumptions: Inflation assumptions higher, unemployment
assumptions lower. See Annex 3.

(viii) Debt interest: See EE29.
Positive
(1) Firm control of public expenditure in past has helped produce

present successful economy. Autumn Statement shows Government will maintain
that control in future; plans allow real growth of about 1% per cent a year.

(ii) Planning total for 1989-90 unchanged First time for four years
that planning total for year ahead has been held at level published in
previous PEWP. Demonstrates Government's firm control of expenditure.

(114 Ratio of public spending to GDP reduced

- Ratio has fallen by about 7 percentage points since 1982-83.

- E2.3 -
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- Now planned to follow lower path than in 1988 PEWP or FSBR.
Ratios for all three years lower.

- 40 per cent ratio in 1988-89 will be lowest since 1969-70.
- 39 per cent ratio in 1991-92 will be lowest since 1966-67.

- Continuing decline reduces burden of public sector on

taxpayer.
(iv) Real growth in GGE (excluding privatisation proceeds)
decelerating - to average 1% per cent a year in four years 1987-88 to 1991-

92, compared with 1.6 per cent from 1978-79 to 1987-88 and almost 3 per cent
a year over decade to 1978-79.

(v) Have increased spending on priority programmes. Compared with
plans in last PEWP, extra resources allocated to health, education, basic
science, law and order, defence and roads.

(vi) Have- increased provision for public sector capital spending by
over £3 billion a year in 1989-90 and 1990-91 including large increases for
nationalised industries, housing, education, health capital, roads and

prisons (see EE28).

(vii) Offsetting reductions in public expenditure plans reflect success
of policy in other areas

- Sound financial policy has 1led to reduced burden of debt
interest

- Progress in reforming CAP has contributed to lower
agricultural support

- Falling unemployment has meant savings on social security and
employment programmes

- Nationalised industries' improved performance has reduced
demands on taxpayer

- Value for money improvements produce large savings,

eg £HOOmEENGH—a—year—in NHS (England) cost improvement
programmes 4 “xpeetod o @ld Fpnr miilion e b, oo S
Ll (ROt :’ 1IN AN ex i-“"./.'\."' cMags e

- Success of council house sales under Government's right-to-
buy policy has helped pay for more capital spending on
housing by local authorities.

(viii) Labour Party's spending record

- Explosion of public spending in 1974-75 at unsustainable rate
led country into arms of IMF and subsequent cuts.

- Between 1973-74 and 1978-79 total capital spending down over
20 per cent in real terms; NHS capital down 30 per cent;
motorways and trunk roads capital down 40 per cent.

- E2.4 -
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iix) This Government's spending record
- Unlike stop-go under Labour, increases in public spending
have been brought down to rate economy can afford.
- Result 1is that increases have been steady and sustained: GGE

(excluding privatisation proceeds) in 1991-92 planned to be
20 per cent higher in real terms than in 1978-79.

. iy - Capital spendlng broadly maintained in real terms (see EE28).
}fl(/((‘ '\({7) D_f:)
y Defensive
(1) Why increase in 1990-91 planning total? Strength of economy and
public finances have made possible some additions to expenditure, especially
for priority programmes. But increase in planning total consistent with

lower ratio of public spending to GDP than implied by 1988 PEWP plans. Real
growth rate over survey period same as projected at end of last Survey.

(ii) Should spend more on vital public services - room within growing
GDP?

- Higher real growth in 1988-89 has permitted higher spending
on priority areas, while ratio of public spending to GDP has

fallen.
- But prudent fiscal policy and firm control of expenditure
have brought about current strength of economy.
/W\ - No question of spending up to level implied by any particular
\ ratio.
(111) Public spending has been cut in real terms compared to levels in

1988 PEWP? Demonstrates Government's grip over public expenditure. Have
nevertheless been able to increase spending on priority programmes because
success of Government policies has permitted offsetting reductions
elsewhere, eg debt interest, unemployment benefit, agricultural support,
council house sales.

(iv) Extra spending possible given buoyant tax revenues? Quite wrong
to adjust spending to use up whatever revenues happen to arise in any
particular year. Would be disruptive to programmes and harmful to economy.

(v) Concentration on GGE/GDP ratio implies accommodating higher
inflation or boosting spending when economy buoyant? No.

- Ratio reduced below 1988 PEWP path. Implies spending in real
terms adjusted by less than real terms GDP.

\ - No automatic adjustment for inflation.

(vi) Government prefers tax cuts to increased spending? No conflict
between cutting tax rates and increasing spending, as record shows.
Reducing tax rates encourages enterprise and initiative, in turn improving
growth and hence resources available for priority services. Over time,
lower tax rates mean more revenue, not less.
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(vii) Rise in money GDP has enabled Government to relax spending
control? No.

- Have stuck to 1989-90 planning total.

- Public finances now sufficiently strong to permit some
increase in spending where merited. But public spending must
still account for declining share of national income.

- Government maintaining firm control over total public
spending. Has necessitated difficult decisionms.

(viii) Principle of cash planning clearly abandoned? No.

- Public expenditure still planned in cash. Survey conducted
in cash terms and cash plans for first year become cash
limits. Procedure still strictly enforced.

- No Department entitled to increase in overall provision for
its programme because of inflation. All additions must be
argued for.

(ix) Emphasis on GGE deliberate attempt to divert attention from faster
growing planning total? Emphasis on GGE not new. MTFS focuses on GGE,
since includes debt interest which also has to be financed by taxation.
Sensible to concentrate on same measure in public expenditure context too.

(x) Why is growth in planning total so much higher than for GGE?
Higher figures for later years reflect prudent Reserves in face of
uncertainties. But Government will, as usual, review totals in next Survey
in 1light of position then. Debt interest (in GGE but not planning total)
falling due to sound financial policies. Loss of negative EFLs of
electricity and water increases planning total in last year; if all
industries to be privatised are excluded, growth of planning total averages
x per cent in real terms between 1987-88 and 1991-92.

(xi) Planning total in 1989-90 only maintained thanks to higher capital
receipts? Receipts largely reflect success of Government's right-to-buy
policy. Quite proper to score in planning total: counterpart to investment
- which also scores - in housing. Benefit simply reflects Government policy
bearing fruit. [IF PRESSED: Even if capital receipts excluded, GGE

(excluding privatisation proceeds) would show steady downward trend as share
of GDP and planned growth 1987-88 to 1991-92 remains about 1% per cent.]

(xdii) Only tiny fall in GGE/GDP ratio after 1989-90? All ratios well
below PEWP plans. Ratio in 1991-92 projected to be some 2% percentage points
below that of last outturn year (1987-88).

(xddd) Plans always unrealistic compared to outturn? No. Outturn on
planning total below final plan figure in 1979-80, 1981-82, 1982-83 and
1987-88 and forecast to be below in 1988-89 (see El). So counting this
year, 5 undershoots and 5 overshoots in past decade.

- E2.6 -
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E2
Xiv) What happened to revenue determines expenditure? Never meant to

mean spending increases to use up whatever revenue available. Revenue
determines in sense of constrains.

(xv) Did Star Chamber meet? Was set up as usual and considered report
from Chief Secretary on his bilateral discussions. But in event, did not
prove necessary to refer any programmes to it.

(xvi) Government cutting benefits to poor and child benefit to pay for
tax cuts for rich? Nonsense.

- Spending on social security up 40 per cent in real terms |n
since Government took office and planned to increase further
per cent in real terms by 1991-92. (See EE1l7.) e

i P INSERT FRomMm BELOL/ e

- ‘Tower tax rates improve incentives and so boost wealth and
job creation to benefit of all. Consistent theme of policy

since 1979, has contributed to far higher increase in real
take-home pay at all earnings levels than under last labour
government.

(xvii) Level of Reserves: Set at same level as last year. Experience

suggests large Reserves prudent to meet unforeseen requirements. Government
criticised in past for setting reserve too low. [IF PRESSED: No implication
that Treasury expects Departments to overspend or inflation to exceed
assumptions. ]

(xviii) Not enough spent on capital and infrastructure? See EE28.

6§ix) Why~ no information on running costs in expanded-Autumn Statement?
= ey ==,

[To\be completed}—

Contact point: Miss S P B Walker (GEP1l) 270 5522.
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SECRET AND PERSONAL
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E2

ANNEX 1

PUBLIC EXPENDITURE PLANS: CHANGES FROM 1988 PEWP AND SINCE 1978-79 ANALYSED
BY DEPARTMENT AND BY SPENDING AUTHORITY

1989-90 1990-91 Real terms Real terms
cash change cash change percentage percentage
from 1988 from 1988 change change

PEWP PEWP 1978-79 1987-88
(£ million) (£ million) to 1987-88 to 1991-92

Department

(0 TR A L A

Defence

FCO-Diplomatic Wing

FCO-0DA

European Communities

MAFF
DTI
ECGD

Energy

(3)
(3)

Employment

Transport

DOE-Housing (3)
DOE-Other

Home Office

Legal Departments

Education and Science

Arts

Health

and Libraries

Social S?Eyrity

Scotl
Wales

t3¢

Northern Ireland(z)

Chancellor's Depts
~ap _.=Other Departments
‘)-E/' “Spending authority

D0 »}.\ —

' ! / Central government

LA relevant
LA total : . S e L s sy el

Nationalised<— o S i g 1(3)
“Industries

Notes
(1)

(2)

wpu

In final column the 1987-88 figures include allocation to programmes of
that year's Reserve, whereas 1991-92 figures are before allocation of

Reserve of £10.5 billion.

Changes to territorial programmes mainly reflect changes in comparable
programmes in England. A breakdown of territorial programmes by
function will be given in the 1989 PEWP.

- E2.8 - //Tg%bh, P ;

R

(1)



wpu

SECRET AND PERSONAL
until November 1988
then UNCLASSIFIED

E2
Figure affected by 1loss of negative EFLs due to privatisations.
Excluding industries to be privatised, real terms percentage change

from 1987-88 to 1991-92 would be: DTI x percent, Energy x percent, DOE
Other x percent, Nationalised industries x per cent.

- E2.9 -



SECRET AND PERSONAL
until November 1988
then UNCLASSIFIED
E2

ANNEX 1 (cont)

PUBLIC EXPENDITURE PLANS: NEW PLANS ANALYSED BY DEPARTMENT

Percenta%f)cash change on previous year
1989-90 1990-91 1991-92

Defence
FCO-Diplomatic Wing
FCO-0DA
European Communities

MAF%Z)

DTI

ECGD
Energy

(2)

Employment
Transport
DOE-Housi
DOE_Other 2)

Home Office

Legal Departments
Education and Science
Arts and Libraries
Health

Social Security
Scotland

Wales

Northern Ireland
Chancellor's Departments
Other Departments

Total Departmental programmes

(2)

(Projected rise in GDP deflator)

Notes

(1)

(2)

wpu

Implied 1988-89 figures are current expected outturn including
allocation to programmes of Reserves. 1989-90 and subsequent figures
are before allocation of Reserves of £3.5 billion, £7 billion and
£10.5 billion respectively.

See note 3 to previous table. Excluding industries to be privatised,
percentage cash changes would be:

1989-90 1990-91 1991-92
DTI
Energy
DOE Other
Total
- E2.10 -
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. SECRET AND PERSONAL
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E2
ANNEX 2
RESERVES
£ billion
1989-90 1990-91 1991-92
1988 Autumn Statement 3.5 7 1055

Per cent of planning total

Compares with Year 1 Year 2 Year 3
1988 PEWP 345 7.0 10.5
1987 PEWP 3.5 S 7.5
1986 PEWP 4.5 625 8.0
1985 PEWP 3.0 4.0 S
1984 PEWP 2575 3.75 475

(NB Reserves in 1986 PEWP high to reflect exceptional decision to project LA
current spending at constant cash levels.)

- E2.11 -
wpu
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E2
ANNEX 3

ECONOMIC ASSUMPTIONS
1988-89 1989-90 1990-91 1991-92

1988 1988 1988 |1988 1988 1988 |1988 1988 1988 |1988 1988

PEWP FSBR AS |PEWP FSBR AS PEWP FSBR AS PEWP FSBR
I
Unemployment | |
(GB narrow, 26 ot 215032 674 ot a1 Y 276 denot V<9t "not?'r ‘nok
millions) app | app | app app  app
|
GDP deflator |
(per cent) b b 6% 13% 4 - 3% 3% | ‘ot 3
I l | app
September 1988 'September 1989
to to
September 1989 September 1990
1988 1988 1988 1988
PEWP AS PEWP AS
RPI (per cent) 3% ‘ 5% not app 4
(See also D1, EE17.)
- E2.12 -
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SECRET AND PERSONAL
SCORECARD
COPY NO:AFOF: 24

FROM: J MACAUSLAN
DATE: 26 OCTOBER 1988

CHIEF SECRETARY +1 ces Chancellor +1

Sir P Middleton
Mr Anson

Sir T Burns

Mr Monck

Mr Phillips

Mr Luce

Mr Odling-Smee
Mr Sedgwick

Mr Turnbull
Mrs Butler

Mr Gieve

Mr Mowl

Mr Pickford

Mr Richardson
Miss Simpson
Miss Walker

Mr Call

Mr Tyrie

PUBLIC EXPENDITURE CABINET: 1 NOVEMBER

I attach:

(a) a draft of your paper for Cabinet, along with an Annex
describing the settlements reached.

(b) a draft speaking note for you to use at Cabinet.
(c) a draft speaking note for the Chancellor.

(d) the core of the briefing we expect to offer you.
This material is submitted today for:

{1) comments on the Cabinet paper. I will submit a
redraft tomorrow. The redraft will reflect (a) comments
from you and the Chancellor, (b) decisions on Mr Turnbull's
submission of today on fine-tuning the Survey numbers, and
(c) the effect of decisions on community charge
compensation. The paper needs to go to No 10 for approval
tomorrow (Thursday) and to the Cabinet Office on Friday (or

conceivably Monday).



(ii) a decision whether the Cabinet paper should be
circulated on Friday or Monday. I recommend the latter, to
minimise the risk of leaks; even though the paper does not
mention the new planning totals, it gives figures which
virtually give the game away.

(iii) any views you want us to take into account in
finalising the speaking notes and briefing. We will then
resubmit full (and I hope final) versions on Friday.

4. Your paper and the speaking notes are on the basis adopted
last year that you report the additions to programmes, leaving the
Chancellor to propose numbers for privatisation proceeds, the
Reserves, and the new planning totals.

) The speaking note for the Chancellor will be accompanied by
a single sheet summary of the forecast.

6. I have attached to the speaking note a mock-up of a sheet
which the Chancellor may want to distribute as he explains the
planning total arithmetic. (The figures on this sheet will need
revision in the 1light of decisions you and the Chancellor make
tonight on the final Survey numbers). Last year, I gather that
the Chancellor decided not to use this sheet. It would, of
course, be possible to decide to use one of the Tables on the
sheet but not the other.

Tize The briefing has (in square brackets) a passage on the
deferment of the imposition of VAT on new construction. No
decision to defer has yet been taken. The only reason to decide
now would be to be able to use the point made in the brief — that
the Treasury has stuck to the cash plans, in spite of a windfall
for departments; therefore departments should do likewise, and
absorb high inflation. I will remove the point if you and the
Chancellor are clear that you do not want to play the issue that

7%

J MACAUSLAN

way.
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SECRET

THIS DOCUMENT IS THE PROPERTY OF HER MAJESTY'S GOVERNMENT

C(88)
[ October] 1988 Copy No

CABINET
1988 PUBLIC EXPENDITURE SURVEY
Memorandum by the Chief Secretary, HM Treasury
At its meeting in July, Cabinet set itself the objectives of
keeping as close as possible to the existing planning totals, and
of ensuring that public spending as a proportion of national
income continued to fall over the three Survey years from the

level already reached.

Report on the Bilaterals

2 I have conducted bilateral discussions with colleagues
against that background. The starting point was that Cabinet had
agreed in July to add £1.6% billion to provision for local
authority current expenditure in 1989-90. Subsequently, figures
were agreed for the later two years, leading to additions of:

(£ billion)
1989-90 1990-91 1991-92

13 2.0 g gl

In addition, I had to take into account the effects on expenditure
in the Survey years of previous decisions on the 1988 health
Review Body awards, and on changes to the new social security
regime, as well as the effects of new forecasts for .our net
payments to the EC. I was faced with substantial further
additional bids on the remaining programmes, so that the total
additions sought amounted to:

8.7 1352 18.7



In the course of bilateral discussions, additions to programmes
have been agreed of about ; these amounts:

3.5 6.8 1d.3

33 Details of the settlements are at Annex A. These included
some large increases that were unavoidable (eg estimating changes
on social security) as well as the increases that were already
committed. But there are also substantial discretionary increases
in priority services. It has been possible to agree such
increases only because of reductions elsewhere due to the success
of the Government's policies in reducing unemployment, encouraging
Right to Buy sales of 1local authority housing, restraining
expenditure under the Common Agricultural Policy, and continuing
to improve the performance of the nationalised industries. In
addition the Government's sound fiscal policy has reduced the
burden of debt interest.

4. At Cabinet the Chancellor will set out the level of Reserves
which he believes will be required, and, in the light of this, he
will then put proposals to colleagues on the increased planning
totals to be adopted for the next three years.

Running Costs and Manpower

By Cabinet agreed the aim of keeping the running costs share of
total expenditure roughly constant, and of making further progress
with the policy introduced last year of concluding three-year
running costs settlements reflecting plans to secure progressive
efficiency gains over the Survey period.

6. I have reached three-year settlements with colleagues for
most Ministerial departments, and have discussed with others the
improvements needed for such settlements in the next Survey.

y & The settlements imply a growth rate for running costs over
the survey period as a whole within the new growth rate for the
planning total overall. For 1989-90 however, next January's White



Paper will show total running cost provision over 7%% higher in
cash than in 1988-89. This is a higher increase for the first
year than in any recent White Paper. The White Paper will also
show a rise of 11,000 in manpower from an estimated outturn this
year ofpfome 580,000 million to a planned manpower level of
591,00%-1990-91.

8. This outcome on running costs is at the upper limit of
consistency with our manifesto commitments to improve services and
constrain costs. I hope colleagues will agree that three year
settlements up to 1991-92 should not be further increased except
where significant and essential developments make minor
adjustments necessary in future Surveys; that planned efficiency
gains should be monitored and delivered through regular management
processes and improved upon wherever possible (eg on charge to
agency status); and that new commitments pushing up Civil Service
costs and manpower should be avoided.

Science and technology

9= The bilateral discussions on Science and Technology
reflected the objectives agreed earlier by E(ST). Useful
reductions over the Survey period were agreed in areas of low
priority, including near market research, within the Energy,

Agriculture, Trade and Industry programmes. But these were
considerably smaller than the additions to DES spending on Science
and Technology, which amount to at least £120 million a year. it

is essential to find further significant savings in the 1989
Survey from both DTI and Agriculture programmes. In the meantime
we can present very positively the changes we have made this year,
including the increase of 20 per cent in expenditure on basic

science between this year and next.

1988-89 outturn

10% The estimated outturn for the planning total in 1988-89 is
[£153.6] billion, [£3.3] billion below the plans in Cm 288. A
number of additions have been made to programmes during the
current year, including the increase of over £1 billion in health



expenditure. These have been offset by higher privatisation
proceeds, higher than expected local authorities and new towns
receipts (exceeding the overspend on local authority capital
expenditure), and lower social security expenditure resulting from

the fall in unemployment.

Conclusions

11. I invite colleagues:

(a) to endorse the agreements I have reached on individual

programmes ;

(b) to note and endorse the conclusions on running costs

in paragraphs 6-8 above;

(c) to note the estimated outturn for 1988-89.

[JM]



‘epl.ip/jm/bids ANNEX A
SECRET AND PERSONAL

SUMMARY OF AGREED PROGRAMMES

CMO UNTIL 31/12/1988

£ million
1989-90 1990-91 1991-92

Defence + 160! + 610 + 10284

The additions recognise the pressure on the programme and result in a
real increase in expenditure over the period 1988-89 to 1991-92.

FCO (diplomatic wing) + 26 + 48 + o1:]

Increases for scholarships and exchanges, running costs, BBC External
services grant, security measures and new technology are offset in
part by favourable overseas price movements and savings on broadcast
relay stations.

ODA + 33 gt 76 + 101

For the aid programme, the increases provide for the expected costs of
the sub-Saharan debt initiative, and for the UK's contribution to the
IMF ESAF; the settlement also provides additions to bilateral aid
including ATP soft loans. On superannuation, provision is made for
war service credit for former colonial servants.

EC Contributions + 500 + 630 230

The sharp increase in the net contributions in 1989-90 and 1990-91 is
a result of the Brussels agreement on the future financing of the
Community, the buoyancy of imports, (which has led to an upwards
revision of customs duties payable to the Community), more recent
forecasts of consumers expenditure and GNP (resulting in higher VAT
and GNP linked payments) and a very low forecast share of receipts
from the Community budget.



. SECRET AND PERSONAL

IBAP - 421 - 396 - 268

The reductions are due to revised forecasts of the impact of CAP
reform measures, of the size of UK harvests and (in 1989-90) of the
effect of the American drought on world agricultural prices. The
projections make some allowance for future devaluation of the Green
Pound.

Other agriculture + 14 a5 8 + 5

Increases for running costs, flood prevention, and other programmes
are offset in part by estimating and policy reductions in capital
grants, and by savings from increased funding by industry of: R sandiaD
and ADAS.

Forestry + 9 + 002 o 14

Increases mainly reflect higher planting grants following the removal
of tax relief in the 1988 Budget. Forestry Commission disposals
programme has been increased and will be subject to a policy review.

DTI + 72 + 79 - 72

There are increases on: Regional Development Grants resulting from a
surge in applications prior to closure of the scheme; Shipbuilding
Intervention Fund Support; and for running costs and major works
(mainly reflecting relocation plans). These increases are offset in
part by reductions on support for innovation, and there is a reduced
requirement in 1991-92 resulting from the run down of existing launch
aid commitments.

ECGD + 56 + 27 - 34
Increased provision in the first two years on the interest rate

support programme because of higher interest rate assumptions. Lower
provision in the third year with a lower interest rate assumption.



. SECRET AND PERSONAL

Enerqgy o 34 - 16 - 93

The changes result mainly from decisions on nuclear R&D programmes,
notably to run down the fast reactor and fusion programmes, which
generate redundancy and restructuring costs as well as savings.
Further estimating savings arise on the Redundant Mineworkers Payments
Scheme.

Employment - 205 - 305 - 405

Savings result from the rapid fall in unemployment and from the
declining number of school leavers.

Transport + 324 +..398 + 406

The increases are primarily (285/346/362) for the new construction and
maintenance of national roads and bridges, reflecting increased
construction prices, continuing traffic growth and the extension of
VAT to new construction work. There are also smaller increases for
local authority capital (mainly roads and airports), and for the
Department's running costs.

Environment - 1209 - 1073 - 799

Increased projections of receipts will yield some £4 billion over the
three years. There are additions to gross capital spending on
housing, of around £400 million a year and for the Urban block, and
for the costs of preparation for the Community Charge.

PSA + 28 + 16 - 29

A combination of higher receipts from disposals and net rents and
modest additions to the net baseline in 1989-90 and 1990-91 will
enable the PSA to meet foreseeable requirements for major works, to
continue to reduce the maintenance backlog and to invest in improved
management structures, working towards full payment and untying in
1990 and Trading Fund status by 1993.
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Home Office + 246 + 354 + - 324

There are increases for prison building and prison manpower, and
smaller increases for a range of non-prisons spending, partly offset
by higher local authority capital receipts and other savings.

Lord Chancellor's Department
and other legal + 34 Sz 61 + . 1106

There are increases for legal aid, running costs, and court building;
for the Serious Fraud Office; and for the Crown Prosecution Service,
particularly in 1991-92.

Education + .5 363 + 405 +: %370

The agreed additions provide for a real increase of some 10 per cent
in the Science budget between 1988-89 and 1989-90; put the
polytechnics and colleges on a sound footing for their new,
independent status; allow the value of student awards to be
maintained; and provide for £352 million capital allocations for local
education authorities in England which will allow a continued
programme of school improvements.

Arts and Libraries -+ 4 + 2 + 20

The settlement rolls forward the three-year programme agreed in the
1987 survey (with increases in the new third year, for example for
incentive funding); and provides for the construction programme for
the British Library, St Pancras project.

Health and Personal Social Services + 1256 + 1477 + 1896

Increases reflect the knock-on costs of this year's Review Body
awards, the effect of demographic and other developments on hospital
activity and demand in the Family Practitioner Services, the growing
cost of AIDS, and increased provision for capital expenditure on
equipment and maintenance. The 1likely costs of Whitley pay
settlements are included in the settlement. There are offsetting
savings from efficiency improvements and from a reduction in
employers' superannuation contributions.
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Social Security - 162 +.1621 . 36129

The reduction below baseline in 1989-90 is largely because of the fall
in unemployment, which saves over £1% billion a year compared with the
last published plans. However, in 1989-90 this reduction is broadly
offset by the net impact of estimating changes and higher than
expected inflation and increased provision for housing benefit because
of higher rents. These three factors increase in importance in the
later Survey years and more than offset the continuing effect of lower
unemployment. The main estimating increases are for the disability
benefits. The increased provision takes account of extra help towards
the average 20 per cent payment of community charge, the housing
benefit concessions of last April and special assistance to low income
families. To offset this, the Secretary of State has frozen child
benefit and found savings from changes to the rules on benefits to the
unemployed and, subject to the agreement of colleagues, from
recovering benefits from tort damages awards.

Territorial Departments

Scotland +171 +254 +348
Wales +177 +180 +202
Northern Ireland +136 +185 +272

The settlements for Scotland, Wales and Northern Ireland reflect
broadly the normal working of the territorial block formula. They
also reflect special additions made in respect of the recent ECJ
ruling on VAT on new construction, and to take account of the impact
of buoyant English local authority housing receipts on the territorial
blocks in this, the last Survey under the present local authority
capital control system.

Customs and Excise +-16 + 29 +.159

The additions provide for the costs of increasing workloads, net of
cumulative efficiency savings of about 2% per cent a year, and for the
funding of an approved major computer project for the handling of
import and export freight.
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Inland Revenue + 48 + iG] + 66

Increases provide for the introduction of Independent Taxation. There
are partial offsets from reductions in forecast costs of life
assurance premium relief and mortgage interest rate relief to
non-taxpayers.

Nationalised industries - 4 - 1:3 + 1373

Cabinet's remit to keep total provision to baseline or less is
fulfilled in years 1 and 2. The whole of the additional provision in
year 3 is accounted for by the 1loss of electricity industry's
substantial negative EFLs after privatisation. Settlement provides
for increased capital investment in water industry to meet EC and
domestic requirement, partially offset by price increases of’ 4958 ' per
cent. Large increases in London Regional Transport (LRT) to finance
investment more than offset by reductions from baseline in other
transport industries. LRT fares will rise by about 12 per cent and
British Rail fares by 9.4 per cent. Electricity prices will rise
around 6 per cent in 1989-90.

Local authority relevant +1,715 +1,968 +2,196

Ministers agreed in July to make provision for relevant public
expenditure in 1989-90 by local authorities in Great Britain which
implies substantial increases over baseline. Figures for later years
are broadly the same in real terms as the provision - agreed . for
1989-90.
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SECRET

DRAFT SPEAKING NOTE FOR CHIEF SECRETARY AT PUBLIC EXPENDITURE
CABINET

In July, Cabinet asked me to conduct bilateral discussions with
colleagues. My memorandum sets out the results. I am pleased to
report that I have now reached agreement with all colleagues. I
would like to thank them for the very helpful and constructive
approach they adopted in our discussions. Although it was not
necessary in the event to call on the help of the Secretary of
State for Energy's Group to recommend settlements on programmes, I
am grateful to him and the Group for reserving time to help if
necessary.

2 Cabinet asked me in July to hold bilateral discussions with
the objective of keeping as close as possible to the existing
planning totals and of ensuring that public spending as a
proportion of national income continues to fall over the three
Survey years from the level already reached.

K This was a demanding objective:

- in July we agreed to increase provision for local
authority relevant current expenditure in 1989-90 by £1656/.7

45 #illion. We have subsequently agreed larger increases for
the two later years.

- we had already agreed that the 1988 health Review Body
awards should be financed from the Reserve for 1988-89, with
inevitable knock-on effects for the Survey. We had also
agreed in April to changes to social security rules. And
there was a higher forecast for our net contribution to the
EC.

- in addition, colleagues put in large bids. The total,
including these previous commitments, amounted to about
£9 billion in 1989-90, £13 billion in 1990-91, and
£19 billion in 1991-92.

The prospect of achieving the Cabinet's remit looked, I must
admit, bleak.



4. But in the course of bilateral discussion, and with the
constructive help of colleagues, those bids have been scaled down
by about half. The details of the settlements reached are at
Annex A to my memorandum.

5 We have also been able to make substantial discretionary
increases in priority services:

- an extra £1.2 billion is being provided for the NHS in
England in 1989-90, and £1.4 billion in the following year.
These are record additions. On top of them, the NHS will
benefit from the additional resources generated by the cost
improvement programmes and land sales, and from the
reduction in employers' superannuation contributions, worth
nearly £300 million a year.

- on law and order, there is an extra £280 million in 1989-
-90 and £415 million in 1990-91, mainly for extra prison
building. There is also more for the police.

- gross provision for housing investment is up by over
£400 million a year.

- on transport, there is an extra £325 million in 1989-90,
rising to £400 million in 1991-92, mainly for national and
local roads and other local transport facilities

- provision for education has been raised by £360 million
in 1989-90. This includes extra money for basic science,
for which provision increases by £120 million (20 per cent)
between 1988-89 and 1989-90.

- Defence spending is to be increased by £160 million in
1989-90 and over £600 million in 1990-91.

- Nationalised industry investment is up by over
£650 million.

- there are in addition increases for the territories.




All of these additions, along with the other additions agreed and
irresistible estimating changes, total about £5.5 billion in
1989-90.

6. We have been able to agree such increases as a result, in
large measure, of reductions elsewhere due to the success of the
Government's policies:

- economic success has meant a large reduction in
unemployment, with savings of £1% billion in 1989-90 on
social security, and further savings on employment

programmes.

- our efforts to encourage 1local authorities to sell
surplus assets and the success of the Right to Buy policy
have mobilised substantial additional capital receipts.

- efforts to bring greater financial discipline to the
Common Agricultural Policy have helped produce savings.

- the improved trading results of the nationalised
industries have reduced their call on the Exchequer.

- the Government's sound fiscal policy has reduced burden
of debt interest.

7L In spite of the extra room these reductions have offered,
holding these increases to tolerable levels has involved some
difficult policy decisions. Every department has had to face a
squeeze, and there are some painful measures. The annex to my
paper mentions the most important of these. The outcome has been
that the total additions to programmes amount to £3% billion in
1989-90 and £6.8 billion in 1990-91.

8. On Science and Technology the reductions in areas of low
priority were less than half the additions to DES spending, which
amount to at least £120 million a year. We must therefore find
further significant savings next year from the DTI and Agriculture
programmes. In the meantime we have a good story to tell,
especially the 20 per cent increase in expenditure on basic
science between this year and next.



9. In our July discussion a number of colleagues showed concern
about running costs. Settlements should enable Ministers to
deliver essential policies; but also keep up pressure for
increased efficiency, to offset some of the cost pressures that
the Government is facing. The overall running costs increase
between this year and next is, at over 7% per cent, higher than
the comparable increases in recent years. It is important that we
should watch the trend carefully for the remainder of this
Parliament; and in particular that the three-year settlements I
have now reached with most colleagues should hold unless there are
really significant and essential developments which could justify
some minor adjustment in future Surveys. If we can achieve that,
the cost trend over this Parliament as a whole should be
defensible.

305 It is also important that the efficiency gains promised in
three-year management plans should be carefully monitored and
delivered, and wherever possible improved upon. I intend in
future Surveys to take stock jointly with individual colleagues of
their departments' actual achievements in improving efficiency as
well as their future plans.

115 The estimated outturn for the planning total in the current
year is [£153.6 billion], [£3.3] billion below plan. Though a
number of in-year programme additions have been made (notably over
£1 billion for health expenditure), they have been offset by extra

receipts (privatisation proceeds and LA receipts) and by
underspending - mainly on social security due to lower
unemployment.

12. In the light of these comments, and the other information in

the memorandum, I invite colleagues to endorse my proposals.
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CHANCELLOR'S SPEAKING NOTE FOR CABINET

Congratulate CST.

r Thank colleagues.
3is July Cabinet in middle of period of gradually tightening
monetary policy. Essential response to signs of growing

inflationary pressures.

4. Latest forecast shows up errors in Budget forecast [FSBR and
AS forecast summary tables attached]. Failed to appreciate
strength of growth of output and, especially, domestic demand.
Hence under-estimated inflation, government revenues and PSDR, and
current account deficit. Strength of investment augurs well for
future growth. Otherwise too much of a good thing.

L5} Only isolated signs so far of benefits of tighter monetary
policy (house prices, mortgages, retail sales). But expect slow
down next year. Inflation wusually lags after output. After

continuing to rise for a few more months, should fall again after

middle of year.

6. Need to keep interest rates high for some time. Need to
support this - and retain market confidence - with firm
expenditure control. Excellent that overall additions to

programmes kept to reasonable level while finding room for
additions to priority programmes.

y & In order to derive planning totals from the overall
additions to programmes, need to consider privatisation proceeds
and reserves. Propose to leave planning figure for privatisation

programme unchanged at £5 billion a year.

- $9 Can already foresee substantial pressures on Reserves next
year and in future. Eg on local authority current and capital.
Propose to maintain Reserves of same levels as agreed last year:
£3% billion for 1989-90; twice that, £7 billion, for 1990-91; and
three times that - £10% billion - for 1991-92.



9. For 1989-90 Reserve was set in last year's Survey at £7
billion. 1989-90 was then middle of year of that Survey. Now first
year. Can therefore reduce Reserve for that year to £3% billion,
and distribute balance to programmes. Result [see table I have
distributed]: we can hold to published planning total for 1989-90.

10. For 1990-91 we will add some £6.8 billion to programmes as a
result of the Survey; but reducing the Reserve to £7 billion means
that planning total E3.€ billion above published plans.

11 Planning totals for all three years of the Survey will then
be £167.1 billion; £179.4 billion; and £191.6 billion.

12 Meets the objective Cabinet set itself in July of keeping as
close as possible to existing planning totals. Maintains a
declining path for the GDP ratios.

13, This year (1988-89) 39% per cent (ex pp: cf 42 per cent in
PEWP and 41% per cent in FSBR). Three Survey years: 39 per cent;
39 per cent; 38% per cent. Lowest levels since 1966-67.

14. Growth of planning total over the three years rather too
high for comfort, but offset by decline in debt interest (thanks
to public sector debt repayments); thus real growth of GGE from
1987-88 to 1991-92 is 1% per cent a year (same as in plans last
year) .

5. In many ways a satisfactory outcome. I hope will improve
upon market expectations. Also shifts balance of spending: less
dictated by circumstances, more on priority programmes. But at
absolute limit of what we can afford since allows only modest
continuing decline in GGE ratios. At time when seeking to
restrict growth of private sector spending, must not loosen
restraint on public sector spending.

16. [National insurance contributions. ST to provide. ]



175 Procedure. Cannot have printed document ready before the
weekend. So will be published on Tuesday of next week. Longer
than usual gap between now and then because of need to bring
forward this meeting. So I propose to make Oral Statement this
afternoon. Accompanied by Treasury Press Notices (on economic
forecast, and figuring for Survey outcome). Arrangements have
been made to coordinate these with the release of Departmental

Press Notices.
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TABLE 1: SURVEY OUTCOME

1989-90 1990-91 1991-92

1s Baseline

(a) Departmental programmes 6553 170.7 174.9
less (b) Privatisation proceeds - 5.0 - 5.0 - 5.0
plus (c) Reserves + 7.0 +10.5 -
equals (d) Planning Total =167.1 =176.2 -
2. Additions to programmes F.5 6.8 13 +:3
3. New Reserves required 3.5 7.0 10.5
4. Scope to draw down Reserves (1lc-3) v k. £ -
3 Increase in planning totals (2-4) - 3.3 -
6. New planning totals 167.1 179.4 191.6

(1d+5)

K For 1991-92 there was an unpublished baseline for programmes, but

no figures for Reserves or the planning total have been formally
agreed. Only new levels for these will be published.

TABLE 2: PUBLIC EXPENDITURE TRENDS

£ billion
1987-88 1988-89 1989-90 1990-91 1991-92

Planning total 145.7 153.6 167.1 179.4 191.6
Add back privatisation

proceeds 5.2 6.0 5.0 540 5.0
Add debt interest 1753 17 ot 7.1 16.0 15.8

Add national accounts
adjustments 8is2 9.4 943 9% 2 8.7

equals General government
expenditure (excl

priv proceeds) 176.7 186.7 198.5 209.7 22151
Planning total
$ change real terms 145 - 0.8 3.6 3.8 37
GGE (excl priv proceeds)
% change real terms 0.6 - 0.6 133 2.1 2.4
GGE (excl priv proceeds) {
% of GDP %% 39% 39& 39 38%

cf last PEWP (42%) (42) (42%) (41%) (-)
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With Autumn Statement showing higher inflation and further large
current account deficit next year, more than ever essential to
restrain expenditure if market confidence is to be retained.
Expenditure planning is in cash, not volume. Colleagues have been
able to negotiate against an emerging picture on inflation.
Reported higher assumptions in July. Settlements reached in
knowledge of many of factors leading to higher inflation
assumptions: of which, a large part due to investment prices - eg
in construction industry: again, a reason for restraint to avoid
fuelling overheating.

If Minister x seeks to hold up agreement until given adjustment to

his programme

Expenditure plans are in cash, not volume. Control totals  are
there to be held to. Cannot reopen plans at this stage.
Essential that we present to public the plans outlined.
Consequences of not agreeing today very serious indeed.éyf[If
pressed: Cannot give any commitment to agreeing claims on Reserve
but if any colleague finds his programme in serious political
difficulty, naturally prepared to re-examine position]. /ﬁSee also
brief on Defence)./V [If decision taken by then: deferment by 4
months of imposition of VAT on new construction means windfall
gain to many departments (especially BESy “HO, ‘D¥p and
territories); total windfall amounts to some [£80] million in
1989-90. Treasury has not tried to claw back, since believes in
cash planning. Likewise, departments should absorb other price
changes].

Kenneth Baker gets an inflation adjustment for student awards, why

should not we?

[Mr Baker's letter of 17 October to Mr Ridley, copied to
territorial ministers, said "I have ... settled provision for
student awards with John Major on the basis that ... will be
uprated in line with the GDP deflator"._J



Simply reflects one effect of settlement reached with Secretary of
State; does not represent any shift away from cash planning.

[If pressed: was this year crucial to show that awards are broadly
maintaining real value, since we are not specifically reimbursing
cost of community charge. Plans are in cash [see answer above]

Growth in GDP means we should be spending more, and can do within

ratios

Cabinet agreed to keep as close as possible to cash planning
totals. That's what markets will focus on. Exceptional growth
this year means large step down in ratio in 1988-89. Settlements
consistent with Cabinet remit of continued decline - although only
just. Any higher spending would have meant failure to meet
Cabinet remit. Economically wrong to expand public spending
further at present time. Would jeopardise economic success, and
make it harder to meet priority needs as handsomely as we have
this year.

Current year outturn means lower Reserves needed?

[See also brief number 3]

No. Current year benefits from

- higher privatisation proceeds: may not be repeated;

- social security undershoot: reflects in part introduction
of new regime in April, an effect which may not persist;

- higher capital receipts (RTB and New Towns): already
taken into account in Survey for future years; and

- capital wunderspending eligible for end year flexibility
Severe risks next year: of overspend on local authority current
and capital; EYF 1liability; EC contributions. Essential to
maintain prudent Reserves. Chancellor has proposed maintaining at

same level as in last Survey.

Current year outturn means room to spend more this year?

Extra privatisation proceeds and capital receipts no reason for
spending spree. Control of public expenditure must continue to be
and seen to be firm. [But willing to consider bringing
expenditure forward to 1988-89 where offset by reductions in later

years. ]



New Planning Total means smaller Reserve needed in Survey period?

Still operating with existing planning total, so must show
Reserves which commentators will see as credible in that
framework.

Sticking to planning total in 1989-90 a fake: simply due to
capital receipts?

Receipts are very substantial benefit to planning total. Reflect
success of Government's RTB policy. Quite proper to score in
planning total: counterpart to investment - which also scores - in
housing. Benefit is another reflection of Government policy
bearing fruit. In any case trend growth rate over Survey period
not significantly affected if one took out receipts.

Increase in S&T envelope too big/too small?

[Science and Technology Provision (£m)

1988-89 1989-90 1990-91 1991-92

Total civil S&T 2,870 2,970 2,965 2,905
Total excl launch aid 2,670 2,840 2,890 2,930
Basic science 605 730 745 760

See also brief 5]

Increase for DES to maintain our national scientific commitment,
and allow continued reshaping of the science base, selective
re-equipment and important new research. Not possible to offset
all of this in this Survey from savings in low priority areas. We
shall need to secure further savings from DTI and Agriculture next
year. Represents substantial increase in basic science, which we
can present very positively. 20 per cent increase 1989-90 over
1988-89. [If pressed: E(ST) agreed we should reallocate sums from

low priority to high priority areas, keeping within overall sums
for S and T already in baseline. Cannot go any further beyond
that decision].



Total civil science falling by end of Survey period

Excluding Launch Aid, the total rises each year. Right to exclude
Launch Aid which distorts the profile of the totals: not a
continuing programme and contractual payments end in 1990-91.
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PUBLIC EXPENDITURE 1988-89 BC- ¥ 3

FPactual

(1)

(ii)

Prospective outturn for 1988-89 planning total

Main

[£153.6] billion (although estimate still wuncertain).
Includes implications of Winter Supplementaries and
claims expected later.

Represents underspend of [£3.3] billion on PEWP and FSBR
plans of [£156.9] billion (adjusted for classification

changes) .

reasons for underspend

Increased privatisation proceeds £1.0 billion;

Lower Social Security payments due to fall in
unemployment £0.9 billion;

Higher net receipts from local authorities and New Towns
£0.7 billion;

Revised expenditure forecasts for Intervention Board for
Agricultural Produce £0.3 billion;

Improved nationalised industry performance £0.3. HBillion,

(iii) Reserve

Reserve in 1988 PEWP plans £3.5 billion.

Agreed claims amount to over £2.0 billion. Offset by
higher capital receipts than forecast and underspending

elsewhere.



(iv) Main claims on Reserve

£f million

End-year flexibility 770
Local authority relevant 1200
Local authority capital (gross) 1140
NHS and FPS pay review 890
Assistance to Rover Group 550

(v) Main benefits to the Reserve

£f million

Privatisation proceeds 1,000
Extra capital receipts:
LA capital receipts 1720
New Towns capital receipts 120
Net improvement in Nationalised
industries (mainly Steel and Rail) 290

Reserve will also benefit from forecast underspending (eg social

security and IBAP)

(vi) General government expenditure (GGE) excluding privatisation

proceeds.
1987-88 1988-89
£ billion
PEWP AS
(as published)
Planning total (excl pp) 150.9 161.8 [159::67
Debt interest 275 18.0 (L7
Other adjustments 82 8.0 [9.6]
Total GGE 176.7 189.0 186.9

(vii) GGE (excluding privatisation proceeds) as percentage of GDP
estimated [39%] per cent in 1988-89. Compares with [41%] per cent

in 1987-88.

Positive

(i) GGE _(excluding privatisation proceeds) as percentage of GDP
at lowest level since [mid 1960s]. Estimated [39%] per cent in
1988-89. Fallen from 45% per cent in 1983-84 and [41%] per cent

in 1987-88.




(ii) Underspend helped by continued strength of the economy. Lower

unemployment £1.1 billion; £0.7 billion from higher net capital
receipts of local authorities and new towns; £0.3 billion net from
better results of nationalised industries. (Also £1 billion extra
from privatisation proceeds.)

Defensive

(i) If underspending why not spend more elsewhere? Tight control

of expenditure cornerstone of economic policy. No relaxation now.
Qutturn still uncertain. Undershoot on planning total
substantially result of increased receipts. Some underspending
eligible for end year flexibility.

(ii) What is “"Adjustment"” in Autumn Statement Table 15332
"Adjustment" £[300] million shows difference between assessment of
likely outturn for 1988-89 and sum of other items shown. Sum of
differences of judgement. Adjustment regularly included in AS and
PEWP tables.

(iii) Government unnecessarily miserly with expenditure this year?
Over £2 billion of Reserve claims agreed, including extra £0.9
billdion » for *NHS- and . FBS: pay. Offset by higher receipts
(privatisation proceeds, LA capital, New Towns) and effects of

economic success (lower unemployment, better performance of

nationalised industries).

(iv) Why not allocate more to programmes instead of Reserve?

Reserve needed for unforeseen contingencies. Essential part of
prudent expenditure control. Agreed claims on Reserve in 1988-89

already exceed £2 billion.

(v) Government currently planning for real falls in GGE? No.
Over £2 billion added to programmes in both 1987-88 and 1988-89.
Offset by higher than anticipated receipts and lower debt

interest.
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CONFIDENTIAL
RUNNING COSTS SUPPLEMENTARIES @m}j{ L
New Baseline
1. Current baseline (after classificiation changes) and

provisional outcome (with percentage increases over previous year)

ares=

£m
1989-90 1990-91 1991-92

Baseline* 13,456 1.8y 13,847 (299 1. 14,192 (2v5)
Provisional Outcome 14,227 (7.6) 14,882 (4.6) 15,503 (4.2)

* later years held down artificially low in 1987 Survey

Rate of Increase 1989-90 over 1988-89

2. Now likely to be some 7.6% - ie 2.5% in real terms. Higher
increase than in recent years (figures of 4.5% and 5.7% were
quoted in the 1987 and 1988 White Paper respectively). At July

Cabinet several colleagues expressed anxieties about running cost
pressures. Settlements aim to maintain pressure for improved
efficiency whilst enabling Ministers to deliver essential
policies. Specific factors influencing totals include:-

a. significant increases in accommodation costs

b more realistic departmental pay assumptions [mainly
around 6-6.5% , but unwise to give any figure in
Cabinet]

c increase in planned manpower levels in first two

years of some 3,000

d. modest extra provision for some departments either
offset in PES terms by extra receipts or for
assistance with relocation expenditure.

Consistency with Planning Total Growth

35 The planning total figures are (rate of growth in brackets):

£m

1988-89  1989-90 1990-91 1991-92
153,600 167,100 (8.8%) 179,600 (7.5%) 191,700 (6.7%)
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Provisional running costs growth is well within planning total
growth (thereby meeting unpublished objective). Ratio of running
costs to the planning total reduces from some 8.6% in 1988-89 to
8.1% by 1991-92, although bids in later Surveys may reduce this
descrease.

Three-Year Settlements

4. Three year settlements reached with 30 departments (the
majority). These should be held, barring significant and
essential new developments. Of major departments only MOD,
Health, DOE and PSA held to one year settlement. Later years'

figures more realistic than even before.
Extra Receipts Generation/Relocation Assistance

515 6 departments have opted for increases to their gross running
costs totalling some £2.0 million on the promise of generating at
least that much in extra receipts under the scheme approved by
July Cabinet. In addition some departments have been granted
modest assistance over the initial costs of relocation promising
substantial benefits in later years. [The Paymaster General will
report more fully on departments' relocation plans and progress in
the early part of the next year].

What is implied for Civil Service Pay?

6. Departments have made own assumptions about likely paybill
increases. Major developments in Civil Service pay will be
subject to discussion with colleagues in the normal way.

Large Settlements for individual departments?

e As usual, the large manpower-intensive departments - MOD,
Employment, HO, Social Security, Inland Revenue - take the lion's

share of extra cash.
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Chancellor's Departments

8. Rate of increase for year 1 averages at 7.79%, boosted by
8.5%8/average increase for C&E and IR (see separate brief).

Below-average Settlements

. 3 Amongst major departments, only Scottish Office have settled
(at 5.38%) significantly below average, thanks to well-constructed
management plan.

Manpower

10. Current baseline and provisional outcome are:

1988-89 1989-90 1990-91 1991-92
Baseline 591,400 587,300 587,700 587,900
Provisional
Outcome 577,000%* 590,900 591,000 589,000

*Staff in post 1 July

11. Several reductions, but offset by larger increases in Prisons
and Land Registry.
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BRIEF 6
CAPITAL AND INFRASTRUCTURE SPENDING

£ million

1989-90 1990-91 1991-92
Additions to plans 3,100 2,900 {25
- of which due to VAT
on new construction 250 320 340

Main Changes (excluding additions for VAT)

Prisons capital: 124/174/96 and agreement to 3,150 extra places by
1993. Also 19/22/21 for court building.

DOE Housing (gross): 441/339/415 of which LA spending 395/150/-59.
Within these totals, LA renovation 185/5/-81, LA new housing
provision 144/114/39, Housing Corporation 40/186/457.

NHS capital: 168/188/[ ] Biggest building programme in NHS
history: over 500 major schemes underway in England with total
value of £4 billion.

National roads: 111/151/154 on new road construction, 66/70/70 on
structural maintenance and 48/39/36 on bridges. 35/47/33 increase
in LA capital for local roads, Manchester LRT. Also extra
provision for local airports.

Schools capital: [ ]

Sensitive policy points

Massive reduction in net provision for housing? Reflects success
of Government's right-to-buy policy. Important point is that gross
spending - better measure of new assets created - is up. Plans
provide for nearly £13 billion gross spending over 3 Survey years.
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Points for Cabinet discussion

Not enough spending on capital/infrastructure? Gross public sector
capital spending in 1987-88 broadly same in real terms as in 1978-
79, despite deliberate policy of reducing state's role in
providing new housing. In other areas, eg national roads and NHS
capital, very substantial real increases. Survey builds on that
record. By 1991-92 extra £[ ] billion will take public capital
spending [ ] per cent higher than 1978-79 in real terms.

Public sector capital spending falling as share of GDP? Yes, but
so is total public spending. Frees private sector for greater
role.

Capital spending to decline in real terms despite additions? No.
Spending planned to be higher in real terms in 1989-90 than both
1978-79 and 1987-88.



