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AUTUMN STATEMENT BRIEFING 

I attach a set of draft Autumn Statement briefs. Not included in 

this set are A2: Summary of main points (which will pick out the 

key facts from other briefs when they are finalised) and EE8: 

Employment (which is still being cleared with Mr Fowler). We are 

also considering with GEP whether to include a separate brief on 

capital receipts. 

The briefs are in near final form, but in many cases they do 

not yet reflect the final numbers. We will be correcting them 

(where necessary) when the numbers are firm. 

You do not need to look at all the briefs. The main policy 

issues are addressed in: 

Al Strategy 

Bl 	Industry Act Forecast 

Cl 	Fiscal policy 

C3 Monetary policy 

El 	Public expenditure: 1988-89 

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

a•AJ 11"- • 



SECRET AND PERSONAL 

4. 	Because of the tight timetable we are working to, we have to 

ask for comments to reach us by close of play tomorrow (Friday). 

The revised brief will then be circulated in final form before the 

Oral Statement. 

SccL 

S J PICKFORD 

2 
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1988 AUTUMN STATEMENT 

CONFIDENTIAL 

MAIN BRIEF 

A 	STRATEGY AND KEY POINTS 

Al 	Strategy 

A2 	Summary of main points 

ECONOMIC BACKGROUND 

B1 	Industry Act forecast of the UK economy 

FISCAL AND MONETARY POLICY 

Cl 	Fiscal policy 

C2 	Revenue prospects: 1988-89 

C3 	Monetary policy 

NATIONAL INSURANCE 

D1 	National insurance contributions 

PUBLIC EXPENDITURE: GENERAL 

El 	Public expenditure: 1988-89 

E2 	Public expenditure: 1989-90 to 1991-92 

E3 	Public expenditure: historical statistics plans and international 

comparisons 

SUPPLEMENTARY BRIEF 

BB 	ECONOMIC BACKGROUND 

BB1 	UK economy: recent developments 

BB2 	World economy and international comparisons 

BB3 	Balance of payments, oil and competitiveness 

BB4 	Manufacturing industry in UK 



CONFIDENTIAL 

0 CC 	FISCAL AND MONETARY POLICY 

CC1 	Public sector borrowing: historical statistics and international 

comparisons 

CC2 	Tax ready reckoner 

CC3 	Interest and exchange rates 

EE 	PUBLIC EXPENDITURE: SPECIFIC BRIEFS 

EE1 	Defence 

EE2 	Overseas Development Administration and Foreign and Commonwealth Office 

(Diplomatic Wing) 

EE3 	Net payments to European Community Institutions forestry 

EE5 	Trade and Industry 

EE6 	Exports Credits Guarantee Department 

EE7 	Energy 

EE8 	Employment 

EE9 	Transport 

EE10 	Housing (England) 

EEll 	Other environmental services, including inner cities 

EE12 	Home Office 

EE13 	Lord Chancellor's Department and Legal Departments 

EE14 	Education and Science 

EE15 	Arts and Libraries 

EE16 	Health and Personal Social Services 

EE17 	Social security 

EE18 	Other Departments 

EE19 	Scotland, Wales, Northern Ireland 

EE20 	Chancellor's Departments 

EE21 	Departmental running costs 

EE22 	Value for money 

EE23 	Nationalised industries 

EE24 	Privatisation 

EE25 	Science and Technology 

EE26 	Local authority current 

EE27 	Local authority capital 

EE28 	Infrastructure and other public sector capital 

EE29 	Debt interest and other national accounts adjustments 
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PUBLIC EXPENDITURE CABINET: REVISED CABINET PAPER 

I attach a revised draft of your paper for Cabinet, along with an 

Annex describing the settlements reached. 	These reflect your 

comments, and those of the Chancellor. 

The next step would be for Carys Evans to send it across to 

Paul Gray, if possible this evening, for clearance with the Prime 

Minister. 

We should then get it to the Cabinet Office tomorrow. 	But 

you may want to ask that it should only go out on the first run on 

Monday morning. 

Mr Burr showed his redraft of the paragraph in the Annex on 

DE to DE officials. They raised no objection, but are showing it 

to Mr Fowler. There could be some comeback in the morning. 

I will submit the briefing package, including the speaking 

notes, tomorrow. 

J MACAUSLAN ANIMOOMOW0°' 
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CABINET 

1988 PUBLIC EXPENDITURE SURVEY 

Memorandum by the Chief Secretary, HM Treasury 

At its meeting in July, Cabinet set 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 £1.7 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  

	

1.7 
	

2.0 	2.2 

In addition, further expenditure in the Survey years was committed 
as a result of previous decisions on the 1988 health Review Body 

awards, and on changes to the new social security regime. 	There 

were also increases necessary to meet new forecasts of our net 

payments to the EC. These three items amounted in total to a 

further £1.4 billion, £1.6 billion, and £1.2 billion in the three 

Survey years. Apart from these items of agreed additional 

expenditure, I was also faced with substantial additional bids on 
a large number of programmes, so that the total additions sought 

amounted to:- 

	

8.7 
	

13.2 	18.7 

0001MOr 



In the course of bilateral discussions, additions to programmes 

have been agreed of about half these amounts: 

3.5 
	

6.8 	11.3 

I am grateful to colleagues for the reductions in their bids and 

the savings that they have agreed to provide. 

Details of the settlements are at Annex A. These include 

large additions that were unavoidable (eg estimating changes on 

social security) as well as those increases that were already 

committed. But in addition to these, we have been able to agree 

substantial discretionary increases in priority services. These 

increases have been made possible by savings arising from the 
success of our policies in reducing unemployment, encouraging 

Right to Buy, restraining expenditure under the Common 
Agricultural Policy, and continuing to improve the performance of 

the nationalised industries. The Government's sound fiscal policy 

has also reduced the burden of debt interest. 

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 planning totals to be 

adopted for the next three years. 

Capital Spending 
Irn,S 

The new plans include extra provision for capital investment 

amounting to some £21/2  billion in b h 1989-90 and 19 	. This 

includes increases for housing, hospitals, and prison and road 

building. 	It also includes additional investment by the water 

authorities on anti-pollution measures; by British Rail on service 

improvements; and by LRT and CAA on safety measures. 

Science and Technology 

The bilateral discussions on science and technology 

reflected the objectives agreed earlier by E(ST). I have agreed 

additions to DES spending on science and technology which amount 

to at least £120 million a year. This expenditure is partially 
offset by savings in areas of lesser priority within the Energy, 

Agriculture, and Trade and Industry programmes. 



rofrA 
r 76), ta 

sL 	4ketit) Ailing costs and manpower 
The settlements are within the agreed objective of keeping 

the running costs share of the planning total roughly constant, 
though next January's White Paper will show a higher increase in 

1989-90 than in previous years, and a manpower increase of 11,000 

j(Ae )/ 	kytb 
1/47 

/ we need to ensure that our record on Civil Service costs and 

size remains defensible over the Parliament. To this end it is 

helpful that most colleagues have now agreed three year cash 

settlements that are only to be reopened where significant and 

essential developments make adjustments necessary. 	I hope to 

over present levels to a planned 591,000 in 1990-91. 

reach similar agreements with 

next year's Survey. 

1988-89 outturn 

all remaining departments during 

lei>k 4A-1C1-  ; 	1-/-111  

The estimated outturn for the planning total in 1988-89 is 

£153.6 billion, £3.3 billion below the plans in the last Public 

Expenditure White Paper. A number of additions have already been 

made to programmes during the current year, including the increase 

of over £1 billion in health expenditure. 	These increases 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  

I invite colleagues: 

to endorse the agreements I have reached on individual 

programmes; 

to endorse the conclusions on running costs in 

paragraphs 7-8 above; 

to note the estimated outturn for 1988-89. 

JOHN MAJOR 



• 
'SECRET AND PERSONAL 

ANNEX A 
CM0 UNTIL 31/12/1988 

SUMMARY OF AGREED PROGRAMMES 

1988 SURVEY OUTCOME: 	ADDITIONS TO BASELINE 

=1.. 

1989-90 

Emillion 

1990-91 	1991-92 

Ministry of Defence 161 610 1,024 

FCO - Diplomatic, 	Information, 	Culture 
26 48 71 

_ 	FCO - Overseas Development Administration 33 76 101 

European Communities 
500 630 230 

Intervention Board for Agricultural 	Produce -421 -396 -268 

Ministry of Agriculture. 	Fisheries and Food 14 8 5 

Forestry Commission 
9 12 14 

Department of Trade and Industry 
72 79 -72 

Export Credits Guarantee Department 56 27 -34 

Department of Energy 
34 -16 -93 

Department of Employment 
-205 305 -405 

Department of 	Transport 
32c 398 406 

DOE - Housing 
-1,284 1,002 -734 

DOE - Other Environmental Services 75 -71 -64 

Home Office 
246 354 324 

Legal departments 
34 61 106 

Department of Education and Science 363 405 370 

Office of Arts and Libraries 
4 2 20 

Department of 	Health 
1,256 1,477 1,896 

Department 	of 	Social 	SecuritY 

Scotland 

-157 
,,, ,,,. 

1,626 

254 

3,685 

348 

Wales 
1/7 180 202 

Northern Ireland 
 185 270 

Chancellor's Departments 35 9C 193 

Other Departments 
39 56 100 

DOE 	- Property Services Agency 
2! 16 -25 

Nationalised Industries 
-17: -272 -440 

Privatisation EFLS 
:07 259 1,814 

Local Authority Relevant 1,715 1,968 2,196 

TOTAL ADDITIONS TO PROGRAMMES 3.498 6.812 11,258 

m., 4410044m44.—sr,7o40.4 
• 
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SUNK?N OF AGREED PROGRAMMES  
CM0 UNTIL 31/12/1988 

£ million 

1989-90 	1990-91 	1991-92  

Defence 	 + 161 	+ 610 	+ 1024 

The additions recognise the pressure on the programme and, on the 
basis of current inflation forecasts, result in a real increase in 

expenditure over the period 1988-89 to 1991-92. The additions 
represent a firm three year agreement that will only be reopened in 

agreed exceptional circumstances. 

FCO (diplomatic wing) 
	 + 	26 	48 	+ 	71 

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 	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 White Paper figures were necessarily based on the artificial 

assumption that the EC 1.4% VAT contribution would be maintained. The 

new figures reflect the effect of the new arrangements for the 

financing of the Community, and other factors such as the increased 

import duties paid to the Community as a result of the buoyancy of UK 

exports. 
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• 
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 allowance for future devaluation of the Green Pound. 

Other agriculture 14 + 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 and D 

and ADAS. 

Forestry 9 + 12 	+ 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 in provision for Regional Development Grants as a 

result of 	a surge in applications before closure of the scheme; for 

Shipbuilding Intervention Fund Support; and for relocation plans. The 

reduced requirement in 1991-92 results from the run down of existing 

launch aid commitments. 

ECGD 56 + 27 	34 

  

The changes reflect new economic asssumptions. 

Energy 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. In the two later years the reductions also reflect the 

transfer of nuclear safety research to HSC/HSE. 

- 
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Employment - 205 - 305 - 405 

Savings result from the 
declining number of school 
savings to be made on the 
the Government's guarantee. 
adult training expenditure, 

billion programme. There is 

administration. 

rapid fall in unemployment and from the 

leavers. This has enabled substantial 
Youth Training Scheme, while still meeting 
A reduction has also been possible in 

tffough Employment Training remains a £1.4 

increased provision for stricter benefit 

ec41/,jel 	6A  

Transport + 324 + 398 + 406 

  

The increases are primarily for 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 roads and 

airports. 

Environment  - 1208 	- 1071 	- 799 

   

Increased projections of receipts from council house and other sales 

will yield some £4 billion over the three years. There are additions 
to gross capital spending on housing, of around £450 million a year. 

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. There are also additions 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. 

--A.,woam000i00000004*W*000*Aogaw*c,, 
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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 a number of other 

savings measures. 

Lord Chancellor's Department 

and other legal  34 + 61 + 106 

   

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 363 + 405 + 370 

  

The agreed additions provide for an increase of some 16 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 
sufficient capital allocations to allow local education authorities 

in England to continue a 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 

The settlement represents the largest increase ever made available for 

the NHS. It provides for the increased salary costs resulting from the 

nurses' grading review and the 1988 Review Body pay awards. It also 

provides resources for service growth and to correct health 

authorities' accumulated revenue deficits. Provision has also been 

made to meet forthcoming Whitley pay settlements, the growing cost of 

AIDS treatment, and increased capital spending. Health authorities 

will also benefit from new cost inmprovement programmes and a 

reduction (of £277 million) in employers superannuation 

contributions, bringing the total extra resources for the NHS in 

England alone to £1% billion in 1989-90 and over £2 billion in 1990-94 
).1010MOWWW 
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Social Security - 158 	+ 1626 	+ 3685 

  

Lower unemployment has led to considerable savings on this programme, 

amounting to over £111 billion in 1989-90. This saving has been offset 

in 1989-90 by increases elsewhere, notably a large rise in the 

estimated cost of disability benefits. In the later years these 

increases greatly exceed the savings from lower unemployment. Child 

benefit has been frozen as last year, and more help has been provided 

for poorer families. 

Territorial Departments 

Scotland 

Wales 

Northern Ireland 

+168 +254 +348 

+177 +180 +202 

+136 +185 +269 

The settlements for Scotland, Wales and Northern Ireland reflect 

broadly the normal working of the territorial block formula. They 

also include sums for regional development outside the blocks and 

special additions made in respect of the recent ECJ ruling on VAT. 

Customs and Excise 	 + 16 +29 	+59 

   

The additions provide for the costs of increasing workloads, net of 

cumulative efficiency savings of about 21/2  per cent a year, and for the 

funding of an approved major computer project for the handling of 

import and export freight. 

Inland Revenue 	 + 48 + 61 	+ 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. 
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Nationalised industries  4 - 13 +1373 

  

Cabinet's remit to keep total nationalised industry 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 loss of 

electricity industry's substantial negative EFLs after privatisation. 

Settlement provides for increased capital investment in water industry 

to meet EC and domestic requirements, partially offset by price 

increases of 9.8 per cent. 	Large increases in London Regional 

Transport (LRT) to finance investment are 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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FINALISING THE FINALISING 

You asked whether it would be possible to show the GGE/GDP ratio 

in 1989-90 as 391/4  per cent. We have found a way of doing this: 

show money GDP figures as 471/508/539/569, ie £1 billion 

off in all three future years. We do not need to disturb the 

1988-89 figures at the rounded level. We would still show 

the increase in money GDP as increasing by 8 per cent next 

year; 

to 	produce 	391/4  per 	cent 	we need GGE excluding 

privatisation proceeds at £198.7 billion. 	This requires 

about £150 million extra on national accounts adjustments and 

£300 million extra on debt interest. The latter, unrounded, 

becomes £17.2 billion rather than £16.9 billion. The rounded 

figures remain at £9.5 billion and £17 billion. 

J\4 
A TURNBULL 
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FILE BRIEFS\CHELEAS UPDATED 
GGE 	Planning 

Total 

27.10.88 
Privat 
Proceeds 

llam 
GDP Deflator GGE/GDP REAL PT GGE 	excl 	Plan tot PT 	exc 	p.p 

Priv proc exc p.proc 	real 
GGE ex 
P.P /GDP 

GGE 
REAL 

GGE 	ex 	p.p 
REAL 

1963-64 11.3 9.9 0.0 31.4 0.12287 36.25 80.6 11.3 9.9 80.6 36.25 92.3 92.3 

1964-65 12.3 10.8 0.0 34.1 0.12856 36.00 84.1 12.3 10.8 84.1 36.00 95,3 95.3 

1965-66 13.6 12.0 0.0 36.6 0.14054 37.25 85.6 13.6 12.0 85.6 37.25 96.8 96.8 

1966-67 15.1 13.3 0.0 38.8 0.14645 38.75 91.0 15.1 13.3 91.0 38,75 102.8 102.8 

1967-68 17.5 15.5 0.0 41.2 0.15112 42.25 102.8 17.5 15.5 102.8 42.25 115.5 115.5 

1968-69 18.2 16.1 0.0 44.6 0.15827 41.00 102.0 18.2 16.1 102.0 41.00 115.2.  115.2 

7969-70 19.3 17.0 0.0 48.0 0.16715 40.25 101.9 19.3 17.0 101. 40.25 115.6 115.6 

1970-71 21.6 19.1 0.0 53.1 0.18034 40.75 105.7 21.6 19.1 105.7 40.75 119.8 119.8 

1971-72 24.4 21.4 0.0 59.2 0.19766 41.25 108.5 24.4 21.4 108.5 41 	25 123.3 123.3 

1972-73 27,6 24.8 0.0 67.5 0.21272 41.00 116.6 27.6 24.8 116.6 41.00 129.9 129.9 

1973-74 32.0 29.3 0.0 74.8 0.22759 42.75 128.6 32.0 29.3 128.6 42.75 140.5 140.5 

1974-75 42.9 39.3 0,0 89.1 0.27199 48.25 144.6 42.9 39.3 144,6 48.25 157.6 157.6 

1975-76 53.8 48.8 0.0 110.8 0.34177 48.50 142.9 57.8 48.8 142.9 48.50 157.5 157.5 
1976-77 59.6 54.4 0.0 129.4 0.38669 46.00 140.8 59.8 54.4 140.8 46.00 154.1 154_1 

1977-78 63.9 56.8 0,5 150.8 0.44024 42.25 129.1 64.4 57.4 130.3 62.75 14.5.2 146.3 

1978-79 75.0 65.7 0.0 173.0 0.48735 43.25 134.9 75.0 43.25 153.8 153.8 

1979-80 89.9 77.6 0.4 207.7 0.56955 43.25 136.2 90.3 (;:70 113346:: 43.50 i502.9 158.6 

1980-81 108.6 92.7 0.4 236.6 0.67460 46.00 137.4 109.0 93.1 138.0 46.00 160.9 161.5 

1981-82 120.5 104.0 0.5 259.8 0.74104 46,50 140.4 121.0 104.5 141.0 46.50 162.6 167,.3 

1982-83 132.6 113.6 0.5 284.7 0.79398 46.50 143.0 133.1 114.1 143.7 46.75 167.0 167.6 

1983-84 140.4 120.4 1.1 308.6 0.83014 45.50 145.0 141.6 121.5 146.4 45.75 169.2 170.5 

1984-85 150.6 129.9 2.2 330.5 0.87214 45.50 148.9 152.8 132.0 151.4 46.25 172.7  175.2 

1985-86 158.2 131.8 2.7 361.1 0.91922 43.75 145.6 160.9 136.5 148.5 44.10 175.0 

1986-87 164.4 139,3 4.5 385.7 0.94988 42.75 146.7 168.9 143.8 151.4 43.75 177.8 

1987-88 171.5 145.7 5.2 424.5 1.00000 40.50 145.7 176.7 150.9 150.9 SL 1 176.7 

1988-89 180.9 153.6 6.0 470.7 1.06250 38.50 144.6 186.9 159.6 150.2 39.75 1701,2 175,9 

1989-90 193.7 167.1 5.0 507.8 1,11562 38.25 149.7 198.7 172.1 154.2 39.25 173.6 178.1 

1990-91 205.0 179.4 5.0 538.7 1015467 38.00 155.4 210.0 184.4 159.7 39.00 177.5 181.8 

1991-92 216.0 191.6 5.0 568.7 1.18931 38.00 161.1 221.0 196.6 165.3 38.75 181.6 185.8 

ANNUAL AVERAGE PERCENTAGE CHANGES 
REAL PT REAL PT 

ex 	p.P 

REAL GGE REAL GGE 
ex 	P.P 

196 	TO 	1978-79 2.8 2.8 2.9 2.9 

197 	to 1982-83 1.5 1.6 2.1 2,2 

1982-83 to 1987-88 0.4 1.0 0.5 1.1 

1987-88 to 1991-92 2.5 2.3 1.4 1,3 

1988-89 to 1991-92 3.7 3,2 2.2 1.8 

1978-79 to 	1987-88 0.9 1.3 1.2 1.6 
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AUTUMN STATEMENT: ORAL STATEMENT 

The Chancellor was grateful for the draft oral statement attached 

to Mr Odling-Smee's 21 October minute. 

2. 	The Chancellor has recast this somewhat, and I attach the 

revised draft. He will be doing more work on it during the 

weekend. 	Please could I have comments, including all blanks 

filled and square brackets removed by 5.00pm tomorrow (Friday 28). 

A P HUDSON 



ps4/2H 

SECRET 

AUTUMN STATEMENT 1988: ORAL STATEMENT: 

FOURTH DRAFT 

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

statement. 

Cabinet today agreed the Government's public 

expenditure plans for the next three years. 	I can 

therefore set out for the House this afternoon the public 

expenditure plans for the next three years, and the 

expected outturn for this year; proposals for national 

insurance contributions; and the forecast of economic 

prospects for 1989 required by the 1975 Industry Act. 

The main public expenditure figures, together with 

the full text of the economic forecast, 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 

I turn first to the expected outturn for the current 

financial year, 1988-89. 

• 



The public expenditure planning total now looks 

likely to amount to £[154] billion, around [E3] billion 

less than was allowed for in the last Public Expenditure 

White Paper. This means, in effect, that less than 

£1 billion of the Reserve of £31 billion will be needed. 

We have seen both higher receipts, from the privatisation 

programme and from local authorities and new towns, and 

lower spending on programmes, reflecting, in particular, 

the sharp fall in unemployment. 

[Public spending as measured by general government 

expenditure is also likely to be less than expected in 

the White Paper.] Together with the strong growth of the 

economy this year, this means that, excluding 

privatisation proceeds, the share of gross domestic 

product going in public expenditure will be below 40 per 

cent - the first time this has happened for over 20 years 

[since 1966-67]. 	Since 1982-83, this ratio has fallen 

nearly 7 percentage points, the largest and longest 

sustained fall since the wartime economy was unwound. 

Not so long ago, the share of national income spent 

by the State seemed set to rise inexorably. Now, it is 

on a firm downward trend. 

On the receipts side, total Government revenues are 

likely to exceed the Budget forecast by almost 

£4 billion. 	This is mainly the result of stronger 

economic growth. 	Both income tax and VAT have been 

particularly buoyant. 



In the Budget, I set a Public Sector Debt 

Repayment - or PSDR - for 1988-89 of £3 billion, 

equivalent to I  per cent of GDP. With higher Government 

revenues and lower than expected public expenditure, I 

now expect this year's PSDR to be £10 billion, equivalent 

to 21 per cent of GDP. 

This is the second successive year of surplus, 

something that has not been achieved since [when?]. Even 

without privatisation proceeds, the Budget is set to be 

in substantial surplus, by around E4 billion, [for only 

the second time since the beginning of the 1950s.] No 

other major industrial country has such sound public 

finances. 

A debt repayment of the size now expected has clear 

implications for the operations of the authorities in the 

gilts market. My objective remains the same as it has 

been for some years now: to neutralise the impact of the 

public sector on the monetary system, and to do no more 

and no less. 	With a very large debt repayment, this 

means that we no longer have to make net sales of gilts, 

[though there may be sales from time to time to improve 

the quality of the outstanding debt, and reduce the cost 

of servicing it.] But overall, we need to buy gilts in - 

and on a substantial scale. [I therefore need to amend 

slightly the announcement I made last month that there 

would be no more gilt auctions for the foreseeable 

future. The Bank of England will be holding an auction 



soon - but it will be a reverse auction, at which the 

Bank will invite tenders of stock for redemption. This 

will be a new weapon in the Bank's armoury and - like the 

Budget surplus - unique. The Bank will be announcing the 

details in due course, and I shall, naturally, make sure 

the information is available to the House.] 

Public expenditure plans 1989-90 to 1991-92 

I turn now to the public expenditure plans for the 

next three years. 

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 share 

of national income continued to fall from its present 

level. The plans that I am about to announce meet both 

of those objectives. 

For 1989-90, there will be no change at all to the 

existing planning total of £167.1 billion. For 1990-91, 

the planning total will be [£179.5 billion], an increase 

of [£31 billion] on last year's plans. 	The planning 

total for 1991-92 will be set at [E191.5 billion]. 

These totals include the same prudent levels of 

reserves as in last year's plans; that is £31 billion for 

the first year, rising to £101 billion in the third. 

They also incorporate an estimate for privatisation 

proceeds of £5 billion a year, unchanged from the last 

White Paper. 



111 	16. Over the past ten years, public spending has grown 

by [just over 11] per cent a year, compared with [nearly 

3] per cent in the previous 10 years. In the succeeding 

three years, that is the three survey years, public 

spending is planned to grow in real terms by li per cent 

on average, well within the prospective growth of the 

economy as a whole. Public spending, excluding 

privatisation proceeds, will thus continue to decline 

slightly as a proportion of national income. 

But since national income has grown strongly and 

steadily, this means that we can meet our overall 

objective while still providing substantial resources 

for the Government's priority programmes. 	Indeed, our 

scope for doing this is further increased by the falling 

burden of debt interest as a result of the Government's 

debt repayments. This means that whereas total spending 

is planned to grow by 1.1 per cent a year, spending on 

programmes is planned to grow by [double] that, at 

[21] per cent a year. 	Thus, within the unchanged 

planning total for next year, these will be substantial 

additional resources for the Government's most important 

priorities. 

First, health. 	An extra Eli billion is being 

provided for the National Health Service in England alone 

in 1989-90, with a further Ell billion the following 

year. 	[There will be corresponding increases in 

Scotland, Wales, and Northern Ireland.] On top of that, 



the Health Service will benefit from an extra 

£150 million in 1989-90, and £300 million 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 contributions will be reduced, 

which will save the Health Service nearly £300 million a 

year. 	[Need to redraft to make clear that this is GA's 

recommendation.] So in total, we are providing an extra 

£11 billion for the Health Service next year, and an 

extra £2 billion the following year. 	These are by far 

the largest increases ever provided. 

Second, roads. 	An extra £220 million is being 

provided next year for building and repairing motorways 

and trunk roads, and for strengthening bridges, with a 

further £260 million the following year. 

Third, housing. Gross provision for public sectoL 

housing investment is being increased by over 

£400 million a year. 	But thanks to the success of the 

Government's right to buy policy, this is more than 

financed by extra receipts. 

Fourth, law and order. An extra £290 million has 

been made available in 1989-90 and £430 million in 

1990-91, principally for a further expansion in the 

prison building programme. This will provide a further 



III 	3,000 places by 1991-92. Provision for local authority 
spending on the police has also been increased by over 

£250 million. 

Defence spending is to be increased by £150 million 

in 1989-90 and £600 million in 1990-91. 	[The plans here 

represent a firm, three-year settlement, which provides 

sufficient resources to meet our defence commitments, and 

enables the Ministry of Defence to plan well ahead in the 

certainty that these resources will be available.] 

On social security, falling unemployment has saved 

well over £11 billion in each of the next three years. 

But substantial increases in other benefits, 

particularly for the disabled, mean' that the social 

security programme will be broadly unchanged in 1989-90, 

and around [£1.7 billion] higher than previously planned 

in 1990-91. 

[Overall spending on science and technology has been 

increased substantially. Within that total, resources 

have been concentrated on areas where the Government has 

a particular role to play, rather than those where 

research is better done in the private sector. Provision 

for spending on science and technology by the Department 

of Education and Science has thus been increased by 

£120 million a year, with the science budget up by 16 per 

cent:I) 
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24. [The new plans contain an overall increase of 

Ex million in capital spending. 	This includes extra 

investment in hospitals, housing, prisons, and roads. In 

addition, there is provision for higher investment by the 

nationalised industries, including anti-pollution 

measures by the Water Authories. We have also provided 

fully for all the new safety measures identified by 

London Regional Transport following the King's Cross 

disaster.] 

The details of these and other changes are provided 

in the material in the Vote Office. More details will be 

published in the printed Autumn Statement next week. 

[Passage on the replacements for the PEWP deleted at the 

Chief Secretary's suggestion. 	He thinks this material 

could go in a Press Release to accompany the printed 

Autumn Statement.] 

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. 

The lower earnings limit will be increased next 

April to E43 a week, in line with the single person's 



pension, and the upper earnings limit 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 E[160] a week. 

Over recent years, there has been a steady reduction 

in the Treasury Supplement, the taxpayer's contribution 

to the National Insurance Fund. From X% in 1979 it now 

stands at 5 per cent. My RHF and I now propose to carry 

this policy forward to its logical conclusion and to 

abolish the Supplement. The necessary legislation will 

be introduced early in the new 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 remain unchanged at 9 per cent 

for employees and 10.45 per cent for employers. 

Industry Act Forecast 

Finally, I turn to the Industry Act Forecast. 

Growth this year looks to be turning out at 41 per 

cent. Investment has been particularly strong, growing 

twice as fast as consumption, with manufacturing 

investment showing [the biggest rise of all, at A per 

cent.] 



S 
	

32. This performance is well ahead of that expected 

earlier this year. The continuing vigour of the British 

economy, now in its eighth successive year of growth, is 

testimony to the transformation that has taken place in 

the supply side of the economy. 

The seven years to 1988 are set to be the steadiest 

period of growth since the War, at an average rate of 

[well over] 3 per cent that has rarely been equalled in 

that time. 

As a result, unemployment has been falling rapidly. 

Since the middle of 1986, unemployment has fallen by very 

nearly one million - the fastest fall on record, and 

faster than in any other major country. 

Inflation, as measured by the retail price index, is 

likely to be a littleover 6 per cent in the fourth 

quarter of this year. Most of the rise in inflation 

reflects the impact of higher interest rates: these are 

essential to get inflation firmly back on a downward 

trend. Excluding mortgage interest payments, the RPI in 

the fourth quarter will be around 5 per cent. 

Exports have continued to perform well, with 

manufactured exports, up 71 per cent over the past year. 

The UK's volume share of world trade has remained steady 

after decades of decline and indeed has risen slightly 

over the past two years. With investment booming, and 



411 	consumer spending increasing fast, imports have risen 

rapidly, by 13 per cent in the year to the third quarter, 

and this has contributed to a substantial rise in the 

current account deficit. 	I now expect this to be 

£13 billion this year, equivalent to 21 per cent of GDP. 

Looking ahead to 1989, [the impact of higher 

interest rates/k,  have already had an effect on the housing 

market, will extend more widely.] 	I expect domestic 

demand to grow at 3 per cent next year, about half this 

year's rate. 	Consumer spending should rise by 31 per 

cent, though slowing sharply in the course of the year. 

Business investment, however, is set to continue to grow 

strongly at 7 per cent. 

The economy as a whole is forecast to grow by 3 per 

cent next year, with the non-oil economy, which is 

particularly important for employment prospects, up 

31 per cent. Unemployment should continue to fall. 

While there is likely to be some further rise in 

inflation between now and the first half of next year, I 

expect inflation to be firmly on a downward trend in the 

second half; 	it is forecast to be 5 per cent by the 

fourth quarter. The defeat of inflation will remain the 

top priority in economic policy, as it has done since 

1979. 



The current account deficit is likely to be around 

Ell billion in 1989, though it should be on a downward 

trend by the end of the year. 

Thus growth in 1989 will be slightly below the trend 

of recent years, after two years which have been well 

above. 	[Is 31 per cent growth for non-oil GDP actually 

below trend? If not, rephrase.] This slowdown is 

entirely desirable, and indeed necessary, given the 

cardinal importance of keeping on top of inflation. And 

it is a testimony to the improvement in the supply side 

of the economy that such a slowdown brings us to a growth 

rate only achieved [twice] in the whole of the 1970s. 

Peroration 

Mr Speaker, the prospect for next year is for 

further growth, with inflation coming down. The public 

finances are in substantial surplus, with public spending 

increasing on priorities, while falling as a share of 

GDP. 

That excellent prospect is the result of the 

policies this Government has pursued for over nine years 

now. And those are the policies we shall stick to. 



CHANCELLOR OF THE EXCHEQUER+1 

re 

0 	 SECRET AND PERSONAL 
11 

411 	 SCORECARD 
COPY No 	OF 24 COPIES 

FROM: A TURNBULL 
DATE: 27 OCTOBER 1988 

cc 	Chief Secretary+1 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Phillips 
Mr Monck 
Mr Luce 
Mr Odling-Smee 
Mr Sedgwick 
Mr MacAuslan 
Mrs Butler 
Mr Richardson 
Mr Hans ford 
Mr Mowl 
Mr Gieve 
Mr Pickford 
Miss Walker 
Mr Call 
Mr Tyrie 

FINALISING THE FINALISING 

You asked whether it would be possible to show the GGE/GDP ratio 

in 1989-90 as 394 per cent. We have found a way of doing this: 

show money GDP figures as 471/908/539/569, ie El billion 

off in all three future years. We do not need to disturb the 

1988-89 figures at the rounded level. We would still show 

CLe increase in7money GDP as increasing by 8 per cent next 
year; 

to 	produce 	391/4  per 	cent 	we need GGE excluding 

privatisation proceeds at £198.7 billion. 	This requires 

about £/50 million extra on national accounts adjustments and 

£300 million extra on debt interest. The latter, unrounded, 

becomes £17.2 billion rather than £16.9 billion. The rounded 

figures remain at £9.5 billion and £17 billion. 
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1963-64 	11.3 	9.9 

1964-65 	12.3 	10.8 
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1970-71 	21.6 	19.1 
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1990-91 	205.0 	179.4 
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FINALISING THE FINALISING 

The Chancellor was most grateful for your minute of 27 October and 

congratulates you on your solution for the GGE/GDP ratio in 

1989-90. He is content with what you propose. 

2. 	He did query why the increase in money GDP next year remained 

at 8 per cent even though the change in the rounded figures seemed 

to indicate an increase of 73/4 per cent. 	You explained to me 

that the increase was calculated on the unrounded numbers. 

ACSALLA/4 
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FINALISING THE SURVEY 

The Chancellor was grateful for your minute of 26 October. 	He 

feels this is a very good outcome. However it would be a pity to 

spoil it by failing to secure 391/4  per cent in 1989-90. 	He 

believes this can most readily be achieved by: 

shaving £1 billion off money GDP in 1988-89 and 1989-90 

(to become 470 and 508); and 

adding £1/2  billion to the total of debt interest and NAA 

in 1989-90 to produce GGE excluding privatisation 

proceeds of 198.8. 

3. 	He is otherwise content. 

KcA7 
AC S ALLAN 
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AUTUMN STATEMENT: WRITTEN STATEMENT, CHAPTER 1 

The Chancellor was grateful for your minute of  25 October. 	I 

attach a copy of paragraphs 1.01 to 1.19 and 1.75 to 1.78 

inclusive. The Chief Secretary will be letting you have comments 

on paragraphs 1.20 to 1.74 separately. 

2. 	On the charts and tables, the Chancellor had the following 

comments: 

charts 1.1 and 1.2 should have their outer frames deleted 

and should be redrawn in the same sLyle  as agreed for 

Chapter 2; 

chart 1.1 should extend back to 1963-64; 

the 0%, 1%, 2% and 3% gradients in chart 1.2 should be 

omitted. And the Chancellor was not convinced that the 

line excluding privatisation proceeds was correct; 	he 
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drew his ownversion (attached) which shows a rather 

different profile; 

omit tables 1.1 and 1.3; 

in table 1.4, the Departmental names should appear again 

at the extreme right; 

in table 1.6, is the significance of the footnote on the 

cost of servicing indexed securities explained anywhere? 

If not, it should be omitted; 

why have tables 2.1 and 2.2 from last year's Autumn 

Statement been omitted? They should be included, and can 

replace the present tables 1.1 and 1.3. 

AC S ALLAN 
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Oublic expenditure plans 

Main points 

1.01 In the current year, government spend'..  . • .  .ortion of 

natiorrn.income-ithiga-1 fall below 40 per cen 

4a14.0g-t.hemIax4 20 years. The proportion will have fallen by , 

7 percentage points since 1982-8a Over the next three 

years, it is expected to continue to fal 	Es-a-Paling *ke 

(t-#98.41740 
1.02 the plans for gef*oLaftment-afaadloal-oitettl-d allow growth inA 

rilQ44*.roms=e4-tE.averagOof about 14 per cent a year from 1987-8 

This maintains the rimiwNmq rate of growth projected in the last 

public expenditure White Paper, Cm 288. 	 lt Mg I -4 f z 

lcxyba_a_1.44Aft174.1944m410g 

bi red) - -)yv, 	 ire /u1-01 itv-ce yi-Ad 

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

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

planning total for 1990-91 has been set at £167.1 billion, -lag £315 
	 billion on previous plans; and that for 1991-92 at £176.1 billion. 

(4:1:144:-these totals include Reservesge-mo rtleffierre of 

 	£3.5 billion, £7 billion and £10.5 billion respectively. 

blArtir 
1.04 Compared with the plans published in Cm 288, QINAwe  resou ces zli4  
ave been provided to meet the Government's priorities 

11K 
e health, law and order, defence and roads. Provision for 

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

the European Communities is also higher. 

1.05 	Extra provision of about £11/2  billion in 1989-90 and 1990-91 

has been made for capital spending, including increases for time 

health 3 a5w01.0414.444411 ) /U$.) am4,1  

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 

(1-27  
still allowing government spending to decline 4lor proportion 4-104 

(46 a 
national income. 
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11.07 The latest forecast of the planning total in the current 

year, 1988-89, is £153.6 billion, £3.3 billion lower than the 

plans in Cm 288. 
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Alms and objectives 

1.08 The 	ernment's 	ns for public s ding form 
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1.10 This objective is exp essid in terms of general government 

expenditure (GGE) as a r 	vrGross Domestic Product (GDP). GGE 

is a comprehensive measure of the amount which has to be raised by 
taxation or borrowingito finance the combined spending of central 

and local government,) includingdebt interest. 	It is the main 

expenditure aggregate used 44tisr' the formulation of macro-economic 

policy and in the MTFS. 

1.11 For the purposes of planning and control,A  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. 

a iwAirti et 
) 4  

ML 

f1"141., 
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1.12 The planning total is built up from t co trol totals set 

for individual departmental programmes. It 	 GGE in 

-TrywhiftdriftgAdebt 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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Chart 1.1 

Table 1.1 

Trends in public spending 

rectrzu-' 

1.13 The ratio of general government expenditure to GDP has been 

falling since 1982-83 and the plans set out in this Autumn 
Statement will ensure that this downward trend continues. This is 

shown in Jhart 111) Excluding privatisation proceeds the ratio 

has declined from a peak of nearly 47 per cent in 1982-83 to just 
under 40 per cent in 1988-89and is expected to decline further to 

just under 39 per cent in 1991-92,0-1e7owest level since 1966-67. 

C 

1.14 Chart 13shows the trend of public spending in real terms. 

Between 1978-79 and 1987-88, the average real growth in general 
government expenditure excluding privatisation proceeds was around 

11/2  per cent, compared with nearly 3 per cent in the decade before 

that. 	In the four years from 1987-88 to 1991-92, the ate f 
growth is expected to average 11/4  per cent a year,

JA  
Cf\4h7.7- -treeetirttetepa6 

t,he-ript-e-a431-isaat---lerewtr-h projecLed inf 288. 

The planning total 
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1.15 The planning totals)and the differences between the planning 

total and general government expenditure are shown in Table 1.2. 

A 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 1.2 

Table 1.2 

Table 1.3 

1988-89 outturn 

1.16 The estimated outturn for the planning total in 1988-89 is 

[E153.6] billion, [£3.3] billion below the plans in Cm 288. 	A 

number of additions have been made to programmes during the 



eurrent year, 
expenditure. 

proceeds, hig 

receipts ( 
expenditure), 

in particular 
of national income, 

reductions stem 

of reductions elsewhere. These 
the improved performance of 

because 

economy, and continuing improvements in value for money 

cun 
including *jai increase of over El billion in health 
These have been offset by higher privatisation 

er than,expaty local authorities and new towns 
m.orct0.70141 

A the overspend on loc 1 authority capital 

and lower social security 	 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 followin paragraphs 

briefly describe the new plans. 

1.18 There have been substantial increases in provision forg.94 

priority programmes. Within an unchanged planning total for 
1989-90, for example, £[1.2] billion extra has been allocated to 

.0t0,14/ 	
the National Health Service in England, E[295] million to law and / 
order and £(225] million to roads in England. Apr 	] 

1\1E1 	
additions have been made to the.te-r-r4dbectiga1 bk?ck budgets 

Jjt p1ans provide for major investment programines, bie 
 

nAtLised 

industries remaining in the public sector; but also ta4c 	unt, 
in 1991-92 in particular, 643 the loss 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 

,agrirtritttra1siarke4--eiatirmit2 Falling unemployment reduces the 

rate of growth of social security expenditure, and makes savings . 

possible on employment and training programmes. In addition, the 

St-e0-44.-.0)  

The 



eationalised 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 policy for local 

authority housing allows a reduction in net public expenditure 

provision to be combined with increased gross expenditure on 

housing by local and 

Government 

Table 1.4 

Defence  

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 is being increased by about 

E[ 	million in 1989-90 to some E[ ]billion, and will rise to 

about EJ ] billion in 1991-92. Planned provision for 1991-92 is 

nearly treble in cash terms provision in 1978-79. 

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 compared 

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 through a co-ordinated 

programme to 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. 

central government. Finally, the 
lor •••• • 
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Departmental plans by spending authority 

4,14 
1.75 Tablesui.7 to 1.9 show the new plans broken down 67e ...014-g 

spending byAthree 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" Cm 375) the Government put forward proposals for 
restructuring the Autumn Statement and ub'ic Expenditure White 

Paper. This Autumn Statement 	 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 publishedj in January and its role 

will be principally to spell out the details of individual 

departmental programmes. The individual chapters will be&mad 

separ.,erga,0 This will provide a stepping stone to the eventual 
production of departmental reports to replace the White Paper and 

wiaidemeAeo enable those interested in a particular department to 

obtain only that G4401,110.r. 
 
a/ALMA- 7 

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. 

Tables 1.7 to 1.11 
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With permission, Mr Speaker, I should like to make a 

statement. 

Cabinet today agreed the Government's public 

expenditure plans for the next three years. 	I can 

therefore set out for the House this afternoon the public 

expenditure plans for the next three years, and the 

expected outturn for this year; proposals for national 

insurance contributions; 	and the forecast of economic 

prospects for 1989 required by the 1975 Industry Act. 

The main public expenditure figures, together with 

the full text of the economic forecast, will be available 

from the Vote Office as soon as I have sat down. They 

will also appear in the printed Autumn Statement, which I 

propose to publish next Tuesday. 

Public finances 1988-89 

I turn first to the expected outturn for the current 

financial year, 1988-89. 

The public expenditure planning total now looks 

likely to amount to £1541 billion, around £31 billion 

less than the plans in the last Public Expenditure White 

Paper. This means, in effect, that less than £1 billion 

of the Reserve of £31 billion will be needed. We have 

1 
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seen not only higher receipts, from the privatisation 

programme and from local authorities and new towns, but 

also lower spending on programmes, reflecting, in 

particular, the sharp fall in unemployment. 

Together with the strong growth of the economy this 

year, this means that the share of gross domestic product 

taken up by overall public spending, excluding 

privatisation proceeds, will be below 40 per cent - the 

first time this has happened for over 20 years [since 

1966-67]. 	Since 1982-83, this ratio has fallen by 

7 percentage points, the largest and longest sustained 

fall since the wartime economy was unwound. 

Not so long ago, the share of national income spent 

by the State seemed set to rise inexorably. Now, it is 

on a firm downward trend. 

On the receipts side, total Government revenues are 

likely to exceed the Budget forecast by £31 billion. 

This is mainly the result of stronger economic growth. 

Both income tax and VAT have been particularly buoyant. 

In the Budget, I set a Public Sector Debt 

Repayment - or PSDR - for 1988-89 of £3 billion, 

equivalent to around 1 per cent of GDP. 	With higher 

Government revenues and lower than expected public 

expenditure, I now expect this year's PSDR to be 

£10 billion, equivalent to over 2 per cent of GDP. 
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10. This will be the second successive year of surplus, 

something that has not been achieved since records began 

in the early 1950s. Even without privatisation proceeds, 

the Budget is set to be in surplus, for only the second 

time in that period, by around £4 billion. 	No other 

major economy has such sound public finances. 

fll. A debt repayment of the size now expected has clear 

implications for the operations of the authorities in the 

gilts market. 	My objective remains the same as it has 

been for some years now: to neutralise the impact of the 

public sector on the monetary system, and to do no more 

and no less. 	With a very large debt repayment, this 

means that we no longer have to make net sales of gilts; 

on the contrary, we need to buy them in - and on a 

substantial scale. 

Last month, I said that there would be no more gilt 

auctions for the foreseeable future. I must now qualify 

that. 	The Bank of England will be holding an auction 

soon - but it will be a reverse auction, at which the 

Bank will invite tenders of stock for redemption. This 

will be a new weapon in the Bank's armoury of funding 

techniques. The Bank will be announcing the details in 

due course.] 

Public expenditure plans 1989-90 to 1991-92  

I turn now to the public expenditure plans for the 

next three years. 
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14. In July, Cabinet set itself the objectives of 

keeping as close as possible to the existing planning 

totals, and of ensuring that public spending continued to 

fall as a share of national income. The plans that I am 

about to announce meet both of those objectives. 

For 1989-90, there will be no change at all to the 

existing planning total of £167 billion. 	For 1990-91, 

the planning total will be £1791 billion, an increase of 

£31 billion on last year's plans. The planning total for 

1991-92 will be set at £1911 billion. 

These totals include the same prudent pattern of 

reserves as in last year's plans; that is £31 billion for 

the first year, rising to £101 billion in the third. 

They also incorporate an estimate for privatisation 

proceeds of £5 billion a year, unchanged from the last 

White Paper. 

In the decade before this Government came into 

office, public spending grew by nearly 3 per cent a year 

in real terms. In the nine years we have been in office, 

it has grown by just over 11 per cent a year. In the 

succeeding four years, that is the current year and the 

three Survey years, it is planned to grow by an average 

of 11 per cent a year, well within the prospective growth 

of the economy as a whole. 	Public spending, even 

excluding privatisation proceeds, will thus continue to 

decline as a proportion of national income. 
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Within this framework, however, we are still able to 

increase spending on the Government's priority 

programmes. 	And our scope for doing so is further 

increased by the falling burden of debt interest, that 

results from the sharp reduction in Government borrowing, 

and now from the repayment of debt. 	[This means that 

whereas total spending is planned to grow by li per cent 

year, spending on programmes is planned to grow by 

nearly double that, at 24 per cent a year.) [See 

A Turnbull minute.] 

Thus, there will be substantial additional 

resources for the Government's most important 

priorities. The figures I am about to give all represent 

increases over the plans in the last Public Expenditure 

White Paper. 

First, health. 	An extra £11 billion is being 

provided for the National Health Service in England alone 

in 1989-90, and an extra Ell billion in the following 

year. There will, of course, be corresponding increases 

in resources in Scotland, Wales, and Northern Ireland. 

On top of that, health authorities are expected to 

receive an extra £100 million a year from sales of 

surplus land. Continuing the rate of cost improvement 

savings achieved in recent years will produce an extra 

£150 million in 1989-90 and £300 million the following 

year. And the Government is accepting the recommendation 

of the Government Actuary, in a report published today, 
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that employers' superannuation contributions in England 

and Wales should be reduced, which will save the Health 

Service in England nearly £300 million a year. 

In total, the increases for the Health Service in 

the UK will be over £2 billion in 1989-90 and over 

£21 billion in the following year. These are by far the 

largest increases ever. They mean real growth between 

this year and next of 41 per cent. 

Second, roads. 	An extra £220 million is being 

provided next year for building and repairing motorways 

and trunk roads, and for strengthening bridges, with a 

further £250 million the following year. 

Third, housing. Gross provision for public sector 

housing investment is being increased by over 

£400 million a year. But thanks to the success of the 

Government's right to buy policy, this is more than 

financed by extra receipts. 

Fourth, law and order. 	An extra £240 million has 

been made available in 1989-90 and £370 million in 

1990-91, principally for a further expansion in the 

prison building programme. This will provide a further 

3,000 places by 1991-92. Provision for local authority 

spending on the police has also been increased by 

£240 million. 
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Defence spending is to be increased by £150 million 

110 	in 1989-90 and £600 million in 1990-91. 	These 
significant increases are designed to provide a firm 

framework for the next three years within which our 

defence programme can be planned with confidence. 

On social security, falling unemployment has saved 

more than £11 billion in each of the next three years. 

But substantial increases in planned spending on other 

benefits, particularly for the disabled, means that the 

social security programme will be broadly unchanged in 

1989-90, and around £1.7 billion higher than previously 

planned in 1990-91. 

On science and technology, we have altered the 

balance of public support within an increased total. In 

particular, provision for spending by the Department of 

Education and Science has been increased by £120 million 

a year, with the science budget up by 16 per cent in 

1989-90. This reflects the importance the Government 

attaches to basic and strategic research. 

The new plans contain an overall increase of 

£21 billion in capital spending in 1989-90. 	This 

includes extra investment in hospitals, housing, 

prisons, and roads. 	There is provision for higher 

investment by the nationalised industries, including 

further anti-pollution measures by the Water 

Authorities. We have also provided fully for all the new 

7 
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safety measures identified by London Regional Transport 

following the King's Cross disaster. 

That the Government has been able to strengthen its 

priority programmes while holding to existing plans in 

the first year is, in large measure, a reflection of the 

success of its policies. The improved performance of the 

economy has eased pressures on a number of programmes, 

giving the Government more scope than ever before to 

shift resources where its priorities, rather than 

circumstances, dictate. 

The details of these and other changes are provided 

in the material in the Vote Office. More details will be 

published in the printed Autumn Statement next week. 

National Insurance Contributions  

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. 

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 
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£325 a week. The limits for the reduced rate bands will 

also be increased to £75 a week and £115 a week 

respectively. The upper limit for the 9 per cent rate 

for employers will be raised to £165 a week. 

Over recent years, we have steadily reduced the 

Treasury Supplement, the taxpayer's contribution to the 

National Insurance Fund. 	From 18 per cent in 1979, it 

now stands at 5 per cent. My RHF and I now propose to 

carry this policy forward to its logical conclusion and 

to abolish the Supplement. The necessary legislation 

will be introduced early in the new Session. 

However, because 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 remain unchanged at 9 per cent 

for employees and 10.45 per cent for employers. 

Industry Act Forecast  

Finally, I turn to the Industry Act Forecast. 

Growth this year looks to be turning out at 41 per 

cent. Investment has been particularly strong, growing 

twice as fast as consumption, with manufacturing 

investment showing the biggest rise of all, at 18 per 

cent. 	[Sir T Burns is working on comparisons of 

consumption and investment growth over longer periods.] 

9 
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This performance is well ahead of that expected 

earlier this year. The continuing vigour of the British 

economy is testimony to the transformation that has taken 

place in the supply side of the economy. 

The seven years to 1988 have seen a combination of 

strong and steady growth that has not been matched since 

the War. 	Only three such periods have seen stronger 

growth. Two others have seen steadier - though slower - 

growth. The combination of strong and steady growth is 

unique. 

As a result, unemployment has been falling rapidly. 

Since the middle of 1986, it has fallen by very nearly 

one million - the fastest fall on record, and faster than 

in any other major country. 

Inflation, as measured by the retail price index, is 

likely to be a little over 6 per cent in the fourth 

quarter of this year. 	Part of the rise in inflation 

reflects the impact of higher interest rates: these are 

essential to get inflation firmly back on a downward 

trend. Excluding mortgage interest payments, the RPI in 

the fourth quarter will be around 5 per cent. 

Exports have continued to perform well, with 

manufactured exports up 71 per cent over the past year. 

The UK's volume share of world trade has remained steady 

after decades of decline and indeed has risen slightly 
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over the past two years. With investment booming, and 

consumer spending increasing fast, imports have risen 

rapidly, by 13 per cent in the year to the third quarter, 

and this has contributed to a substantial rise in the 

current account deficit. 	I now expect this to be 

£13 billion this year, equivalent to 21 per cent of GDP. 

Looking ahead to 1989, I expect domestic demand to 

grow at 3 per cent next year, about half this year's 

rate. 	Consumer spending should rise by 31 per cent, 

though slowing sharply in the course of the year. 

Business investment, however, is set to continue to grow 

strongly at 7 per cent. 

The economy as a whole is forecast to grow by 3 per 

cent next year, with the non-oil economy, which is 

particularly important for employment prospects, up 

31 per cent. Unemployment should continue to fall. 

While there is likely to be some further rise in 

inflation between now and the first half of next year, I 

expect inflation to be firmly on a downward trend in the 

second half, reaching 5 per cent by the fourth quarter. 

The defeat of inflation will remain the top priority in 

economic policy, as it has since 1979. 

The current account deficit is likely to be around 

Ell billion in 1989, though it should be on a downward 

trend by the end of the year. 
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46. Thus after two years of rapid expansion, growth in 

1989 will be back in line with the trend of recent years, 

with growth slowing through the year. This slowdown is 

entirely desirable, and indeed necessary, given the 

cardinal importance of keeping on top of inflation. And 

the lasting benefits of supply side improvements mean 

that the slowdown nonetheless brings a rate of growth 

achieved only twice in the whole of the 1970s. 

Peroration 

Mr Speaker, the prospect for next year is for 

further growth, with inflation coming down. The public 

finances are in substantial surplus, with public spending 

increasing on priorities, while falling as a share of 

GDP. 

That excellent prospect is the result of the 

policies this Government has pursued for over nine years 

now. And those are the policies we shall stick to. 
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a draft of a speaking note for the Chancellor to use 

at Cabinet. This has only been marginally changed from the 

version I submitted on Wednesday. I have attached to it the 

summary tables for the IAF for this Autumn Statement, and 

the forecast from the FSBR this year; I also attach a sheet 

which the Chancellor may want to distribute at the Cabinet. 

a(yati of the speaking note for you, again only 

marginally changed, since you mentioned that you were 

working on it. 

the public expenditure briefing for the Cabinet. The 

first sheet in the briefing package is an index. 

3. 	We will make any amendments, or give you any additional 

material, on Monday. 
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CHANCELLOR'S SPEAKING NOTE FOR CABINET 

Congratulate CST. 

Thank colleagues. 

July Cabinet in middle of period of gradually tightening 

monetary policy. 	Essential response to signs of growing 

inflationary pressures. 

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. 

Only isolated signs so far of benefits of tighter monetary 

policy (house prices, mortgages, retail sales). But expect slow 

down next year. 	Inflation usually lags after output. After 

continuing to rise for a few more months, should fall again after 

middle of year. 

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. 

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. 

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: 

£311 billion for 1989-90; twice that, £7 billion, for 1990-91; and 

three times that - £1011 billion - for 1991-92. 



• 
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 £31/2  billion, 

and distribute balance to programmes. Result [see table I have 

distributed]: we can hold to published planning total for 1989-90. 

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 £31/4  billion above published plans. 

Planning totals for all three years of the Survey will then 

be £167.1 billion; £179.4 billion; and £191.6 billion. 

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. 

This year (1988-89) 393/4  per cent (ex pp: cf 42 per cent in 

PEWP and 414 per cent in FSBR). 	Three Survey years: 394 per 

cent; 39 per cent; 383/4  per cent. Lowest levels since 1966-67. 

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 11/4  per cent a year (same as in plans last 

year). 

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. 

National insurance contributions: abolition of Treasury 

supplement. 

• 

• 
• 



• 
• 

17. 	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 13: Economic prospects: summary 

Percentage changes on previous year unless otherwise stated 

Average errors 
Forecast  from past, 

	

1989 	1987 	1988 	 forecasts' 

GDP and domestic demand at 
constant prices 

Domestic demand 
of which: 

41/2  6 3 1 

Consumers' expenditure 5 51/2  A 14 
General government consumption 1 1/2  - 	1/2  4 
Fixed investment 51/2  12 51/2  24 
Change in stockbuilding 
(as a percentage of GDP) 

0 0 0 4 

Exports of goods and services 51/2  lh 51/2  24 
Imports of goods and services 7h 12 41/2  24 

Gross domestic product 4 41/2  3 i 

Manufacturing output 6 7 41/2  2 

Balance of payments current 
account (f billion) 

- 	21/2  -13 -11 44 

Inflation 

Retail price index (Q4 on Q4) 4 64 5 14 

GDP deflator at market 
prices (financial year) 

54 64 5 14 

Money GDP at market 
prices (financial year) 
f billion 

10 

424 

11 

471 

8 

508 

PSDR (financial year) 
f billion 

as a percent of GDP 
311 

3/4  
10 
2 

3 
1/2  

1 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. 
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	 Table 3.12 The prospects: summary 

Forecast 	 Average errors 
from past 

1986 to 1987 	1987 to 1988 	forecasts' 

Output and expenditure at 
per cent changes 

 

percentage 
points 

   

   

constant 1980 prices 
Domestic demand 	 4 	 4 	 1 
of which: 

consumers' expenditure 	 5 	 4 	 1 
general government consumption 	 1 	 1 	 1 
fixed investment 	 31 	 61 	 21 
change in stockbuilding (as per cent of 
level of GDP) 	 0 	 0 	 1 

Exports of goods and services 	 51 	 3 	 2 
Imports of goods and services 	 71 	 61 	 21 
Gross domestic product: total 	 41 	 3 	 -3-4  

manufacturing 	 51 	 5 	 11 

Inflation 
Retail prices index 

1987 Q4 to 1988 Q4 
1988 Q2 to 1989 Q2 

*DP deflator at market prices 

Financial year 1987-88 
Financial year 1988-89 

Money GDP at market prices 

Financial year 1987-88 
Financial year 1988-89 

Balance of payments current account 

1988 
1989 first half (at an annual rate) 

PSBR 

Financial year 1987-88 
Financial year 1988-89 

per cent changes 

4 
	

1 
4 
	

2 

per cent changes on a year earlier 

5 	 1 
41 	 1 

billion2  

424 (91) 	 11 
456 (71) 	 11 

billion 

—4 
	

3 
—4 
	

41 

billion3  

3  (-1) 
3  (-1) 
	

4(1) 

I The errors relate to the average differences (on either side of the central 
figure) between FSBR forecasts and outturrt over the last ten years. 

• 
- 

2Per cent change on previous financial year in brackets; average error 
shown relates to the forecast of the percentage change. 
3Per cent of GDP at market prices shown in brackets. 

32 



SECRET • 
TABLE 1: SURVEY OUTCOME  

1989-90 1990-91 1991-92  

0  1. Baseline 
(a) Departmental programmes 	165.1 	170.6 	174.8*  

	

T1(1:2 	
less 	(b) Privatisation proceeds 	- 5.0 	 - 5.0 
plil (c) Reserves 	 +7.0 	 -  
equals (d) Planning Total 	 167.1 	176.1 	- 

Additions to programmes 	 3.5 	6.8 	11.3 
less 	Scope to draw down Reserve 	 -3.5 	-3.5  
equals Increase in Planning Total 	 0.0 	3.3 

Reserve for new final year 	 10.5 

New planning totals (1+2+3) 	167.1 	179.4 	191.6  

Memo: New Reserves 	 3.5 	7.0 	10.5 

* 	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  

E billion  

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

ill  Planning total 	 145.7 	153.6 	167.1 	179.4 	191.6  

Add back privatisation 
proceeds 	 5.2 	6.0 	5.0 	5.0 	5.0 

Add debt interest 	17.5 	17.7 	17.2 	16.2 	15.6 

Add national accounts 
adjustments 	 8.2 	9.6 	9.4 	9.4 	8.8 

equals General govt 
expenditure (excl 
priv proceeds) 	176.7 	186.9 	198.7 	210.0 	221.0 

Planning total 
% change real terms 	- 0.6 	- 0.8 	3.6 	3.8 	3.7 

GGE (excl priv proceeds) 
% change real terms 	- 0.6 	- 0.4 	1.3 	2.1 	2.2 

GGE (excl priv proceeds) 
% of GDP 	 411/2 	393/4 	391/4 	39 	384 

cf last PEWP 	 (421/2) 	(42) 	(413/4) 	(411/4) 	(-) 

• 
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16. First, hellth. 	An extra Eli billion i 	being 

provided for • V- 	 ,!ealth Service in 	ngland in 

1989-90, ani 	extrl 	billion in the f nl year. 

There will, 	 correspond ii :n --eises in 

Scotland, 	 )n1 ':orthern Ireland. Cr,. tor of that, 

health au- 
	 cr'-  exoected t recelv42, ln extra 

£100 	 rir from sales of sOrrlos land. 

Continuing 	totte.. `r  co5t improvement ;lvinls achieved 

in recent yeAA, 02•M q(c.!ice an extra E150 million in 

1989-90 and in 	 million the following year. To 

addition, the 7o...ern-ent is accepting the recommendation 

of the Government Actuary, in a report published today, 

that NHS employers' superannuation contributions in 

England and Wales should be reduced, which will save the 

Health Service En England alone almo!i £300 million a 

year. 

17. In total, the increases for the Health Service in 

the UK as a whole will be over £2 billion in 1989-90, 

which represents a real increase of 41 per cent on this 

year's outturn, and over £21 billion in the following 

year. 	These are [by fan l the largest increases the 

Health Service has ever receive , not just in cash terms, 

but in real terms, too. 

22. So far as the massive social security budget is 

concerned, lower unemployment has saved more than 

£11 billion in both 1989-90 and 1990-91. But substantial 

increases in planned spending on other benefits, 

particularly for the disabled, mean that the social 

security programme will be only marginally reduced in 

COt"--tze-PeeA 	
19,10-lt 

1989-901 and some £1.7 billion higher rrtsly 

1. 
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CHANCELLOR'S DRAFT 

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

statement. 

Cabinet today agreed the Government's public 

expenditure plans for the next three years. 	I can 

therefore set out for the House this afternoon the public 

expenditure plans for the next three years, and the 

expected outturn for this year; proposals for national 

insurance contributions; 	and the forecast of economic 

prospects for 1989 required by the 1975 Industry Act. 

The main public expenditure figures, together with 

the full text of the economic forecast, 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. 
vvvvN4.A,  

Public expenditure 

I turn first to public expenditure. 

For the current financial year, 1988-89, the public 

expenditure planning total now looks likely to amount to  Solible 
iv 3 

£15&1 billion, or some £3/ billion less than was allowel 

for in in the last Public Expenditure White Paper. In other 

words, only around El billion of the £31 billion reserve 

I provided for is in fact likely to be needed. 



6. 	The main reasons for this shortfallare_ an extra 

privatisation proceeds, grfu)11)C 

as a direct Result of 	sharper 
If/1 -5471"-/ 	ur  

in u emPT5YMent,  and\ 	billion  letAP-Th 

receipts 

prograMme. Ta en together with the strong growth in the 

economy this year, and the containment of debt interest 

now that the Budget is in surplus, this means that total 

public spending this year, even excluding privatisation 

proceeds, will he less than 40 per cent of national 

income - the First time this has happened for over 

20 years. 

El billion in 

dasommftw  almoslIE1 billion 

than expected fall 
l061X',E.? 

right-to-buy 

Not so long ago, the share of national income spent 

by the State seemed to rise inexorably. 	Over the past 

six years, that trend has been decisively reversed. 

Since 1 1B2-83, public expenditure, excluding 

privatisation proceeds, expressed as a share of national 

income has fillan by 7 percentage points - the largest 

and longest sistlinel Fall since the wartime economy was 

unwound. 

Over 	 lecade since this f7overnment first 

took office, 	lq-7 9-79 to 1988-89, public expenditure 

has grown 	 r 	cent a year in real terms. 

This is exa7f-1 	hilf the rate at which it grew over the 

whole of the i--,ediatelv preceding decade. 

2 



Looking ahead, Cabinet agreed in July that public 

spending over the next three years should keep as close 

as possible to the existing planning totals, and should 

continue to fall as a share of national income. 	The 

plans I am about to announce meet both those objectives. 

For 1989-90, the planning total published in the 

last Public Expenditure White Paper was £167 billion. It 

will remain at £167 billion. This important outcome has 

been made possible, despite the many claims for increased 

public spending, by a continuation of two of the factors 

that have contributed to this year's shortfall: benefit 

savings from lower unemployment and increased receipts 

For 1990-91, however, w1-e(these two factors  VW 

persist, the planning total has been set at 

£1791 billion, some £3i billion more than the previously 

published figure. 	For 1991-92, the planning total has 

been set at £1911 billion. 

These totals include the same level of reserves as 

in last year's plans; that is to say £31 billion in the 

first 	year, 	£7 billion 	in 	the 	second 	year, 	and 

£101 billion in the third. 	They also incorporate an 

unchanged estimate of privatisation proceeds of 

£5 billion a year. 

teraretan."Wr  

. 	s  

- 

044 Eit-k 

from council house sales. 



• 
14. Over the three survey years as a whole, thei-ew -

planning totals imply a real growth in spending on 
ii 

ifik.4 	*474' programmes of over 3 per cent a year. 

fall 	burden of debt interest tg2leame:!tion44he 
4,  

dramatic improvement in the Govern ent's finances from 
A 

Budget deficit to Budget surplus. 

spending, excluding privatisation proceeds, will rise by 

less than 2 per cent a year, well within the prospective 

growth of the economy as a whole. In other words, total 

public spending, excluding privatisation proceeds)  will 

continue to decline as a proportion of national income. 

But, at the same time, substantial additional funds 

have been made availahle for the Government's most 

important public expenditure priorities. 	The figures I 

am about to give all represent increases over the plans 

in the last Public Expenditure White Paper. 

First, health. 	An extra Eli billion is being 

provided for the National Health Service in England in 

1989-90, and an extra £11 billion in the following year. 

There will,---0,*--e-e-44-444-, he corresponding increases in 

Scotland, Wales, and Northern Ireland. On top of that, 

health authorities are expected to receive an extra 

£100 million a year 	from sales of surplus land. 

Continuing the rate of cost improvement savings achieved 

in recent years will produce an extra £150 million in 

1989-90 and an extra £300 million the following year. In 

addition, the qovernment is accepting the recommendation 

overall public 



MrR.T00,-
1,/  

of the Government Actuary, in a report published today, 

that NHS employers' superannuation contributions in 

England and Wales should be reduced, which will save the 
- 	A/v(14w 

Health Service 1:4-11—Efref-l-aild--a-lepre—eriffrersa9 £300 million a 

year. 

17. In total, the increases for the Health Service in 

the UK as a whole will be over £2 billion in 1989-90 

&s,pl•-s& - 	 ktm4c. 	 and over £21 billion in I99o— 

-71.ErT1. 	These are /by far/ the 

Tizalth qervice has ever received. 
VA"' 410aft PA"-  -1.1,1 04 

term 

increases the 
d444", 

A  •  e 

0010.4.1-  (r- 
TrinetNA LA_ 

An extra £220 million is being  

provided next year for building and repairing motorways 

and trunk roads, and for strengthening bridges, with a 

further £250 million the following year. 

housing investment is being increased by -Ewer- 0 
.194q- 'to  .Amel 	 Z.311-0 .0.4.14.er- Qv/ 

T-4-043-wil4.1134:1_ 	 --nut thanks tô 1thé success of the 

Government's right to buy policy, this is more than 

financed by extra receipts. 

20. Fourth, law and order. 	An extra £290 million has 

been made available in 1989-90 and £430 million in 

1990-91, principally for a further expansion in the 

prison building Programme. This will provide a further 

Second, roads. 

Third, housing. 

	

	Gross provision for public sector 

vkrerwa- 144  0 



(celul:teel_ 

rv74  r"-/ 

3,000 places by 1991-92. Provision for local authority 

spending on the police has been increased by 

£240 million. 

Defence spending is to be increased by £150 million 

in 1989-90 and £600 million 	in 1990-91. 	These 

significant increases are designed to provide a firm 

framework for the next three years within which our 

defence programme can be planned with confidence. 

So far as the massive social security budget is 

concerned, lower unemployment has saved more than 

Ell billion in both 1989-90 and 1990-91. But substantial 

increases in planned spending on other benefits, 

particularly for the disabled, mean that the social 

security programme will beronly marginally reduced In 

1989-90 	and some £1.7 billion higher -than 	pLeviously 

...paamaeb,4 in 1990-91. 

wtiawdzw.41r4- 
0,4).  

10444, • rg, 

pe-es 

23. On science and technology, we have altered the 

balance of public support within an increased total. In 

particular, provision for spending by the Department of 

Education and Science has been increased by £120 million 
IC 

a year, with the science budget up by 	per cent  immitusba.1. 

+41.1sams  in 1989-90. This reflects the importance the 

Government attaches to basic and strategic research. 

24. The new plans imply an overall increase (-)f 

£241,41_ billion in public sector capital spending in 1989-90. 
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This includes extra investment in hospitals, housing, 

prisons, and roads. 	There is provision for higher 

investment by the nationalised industries, including 

further anti-pollution mema-strnes. by the Water 

Aln proxi.dad _in  fill  Liar_a_.1-1---t-41e. 

7 	 II. 
	 ! 	- 	. 

3 
That the (lovernment has been able to strengthen its 

priority programmes within an unchanged planning total 

for 1989-90 is, in large measure, a reflection of the 

success of its policies. The improved performance of the 

economy has elsed pressures on a number of programmes, 

giving the rlovernment more scope than ever before to 

shift resources where its own priorities, rather than 

circumstances, dictate. 

The details of these and other changes are provided 

in the material in the Tote Office. More details will be 

published in the Printed Autumn Statement next week. 

Authorities. 

neso safet  
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• 	
27. I turn next 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. 

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 upper limits for the 5 per cent and 

7 per cent reduced rate bands will also be increased, to 

£75 a week and £115 a week respectively. The upper limit 

for the 9 per cent rate for employers will be raised to 

£165 a week. 

Over recent years, we have steadily reduced the 

Treasury Supplement, the taxpayer's contribution to the 

National Insurance Fund. 	From 18 per cent in 1979, it 

now stands at 5 per cent. My RHF and I now propose to 

carry this policy to its logical conclusion and to 

abolish the Supplement altogether. The necessary 

legislation will be introduced early in the new Session. 

31. However, because of the healthy state of the 

National Insurance Fund, this decision will not require 
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• any increase in contribution rates. 	Thus, the main 

Class I contribution rates will remain unchanged at 9 per 

cent for employees and 10.45 per cent for employers. 

Finally, I turn to the Industry Act Forecast. 

Growth this year looks to be turning out at 41 per 

cent, compared with the 3 per cent growth I forecast at 

the time of the Budget. 	Investment is particularly 

strong, growing twice as fast as consumption, with 

manufacturing investment exepcted to show the biggest 

34. The continuing vigour of the British economy is 

testimony to the transformation that has taken place in 

the supply side of the economy; a transformation which 

has enabled the seven years to 1988 to record a 

combination of strong and steady growth unmatched since 

the War. 

rise of all, at 18 per cent. Indeed, it is striking that +,,t1 
tie  

investment has groca-4.,twice as fast as consumption over 

the whole of the past five years.' 

As a result, unemployment has been falling rapidly. 

Since the middle of 1986, it has fallen by very nearly 
1 	P‘V 	 L "N'• 	itilikj 

one million - the 	fall on record,/ 	faster than , 
in any other major country. 

 

Inflation, as measured by the retail price index, is 

likely to be a little over 6 per cent in the fourth 



quarter of this year. 	Part of the rise in recorded 

inflation reflects the impact on mortgage payments of the 

higher interest rates needed to tighten monetary policy 

and thus get inflation firmly back on a downward trend. 

Excluding mortgage interest payments, the RPI in the 

fourth quarter is likely to be 4Apund 5 per 
Kr k ) 	

cent, 

v
otrte14,,,,,h tompared with the 4 per cent forecast at the time of the 

Budge4 

Ar 

I\JS 	 of decline s igh y over—ttinaTt 

tv' 6=ei, 	 +tip 14?1..r 	However, with investment booming, and 
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consumer spending increasing fast, imports have grown 

even faster than exports, rising by 13 per cent in the 

year to the third quarter. This has led to substantially 2' 
greater current account deficit than I forecast at the 

time of the Budget. For 1988 as a whole, this now looks 

like turning out at some £13 billion, equivalent to 

2i per cent of GDP. 

38. The stronger than expected economic growth this year 

means that total tax revenues are likely to exceed the 

Budget forecast by £31 billion. Both income tax and VAT 

have been particularly buoyant. 

37. Exports have continued to perform well, with 

manufactured exports up 71 per cent over the past year. 

Over the past seven years, the UK's share of world trade 

eirt in manufactur km. goods has remained steady after decades 



In the Budget, I set a Public Sector Debt 

Repayment - or PSDR - for 1988-89 of £3 billion, 

equivalent to around 1 per cent of GDP. With higher than 

expected Government revenues and lower than expected 

public expenditure, this year's PSDR now looks likely to 

turn out at some £10 billion, equivalent to over 2 per 

cent of GDP. 

This will be the second successive year of debt 

repayment, something that has not been achieved since 

records began in the early 1950s. Moreover, this year, 

the Budget would still be in surplus, by some £4 billion, 

even if there were no privatisation proceeds at all. No 

other major economy has such sound public finances. 

Looking ahead to 1989, the economy is forecast to 

grow by a further 3 per cent, with domestic demand also 

up by 3 per cent. Once again, investment is expected to 

grow considerably faster than consumption, and once again 

unemployment is expected to fall. 

The slower growth forecast for 1989 inevitably 

implies a marked deceleration during the course of the 

year, particularly so far as domestic demand is 

concerned. Thus, comparing the second half of next year 

with the second half for this year, overall growth is 

forecast at 21 per cent, and growth in domestic demand at 

only 11 per cent. 

• 
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amid Vnflation, while it will inevitably continue to 

edge up for some months to come, is forecast to peak at 

some point in the middle of next year before falling back 

again to 5 per cent by the fourth quarter. 

In short, after two years of unexpectedly rapid 

expansion, growth next year is forecast to return to a 

sustainable level, and one which compares well with the 

economic performance of the '70s; while inflation will 

resume its downward path. 	The public finances are in 

substantial surplus and will remain so, with public 

spending on priority programmes continuing to increase, 

while overall public spending continues to fall as a 
e_....iz4,71-q2. ) vvoloilidi91W.W:-  

share of GDP, to a leve not seen for( a quar1er of a 
low 

centur9. 
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transformation those policies have wrought. 

46. The 4000* prospect that lies before us is yet 

further testimony to the success of the policies we have 
4,-7/ e-s,4,1,-‘44. 	41.1)  ) 

been pursuing these past 9t years' and to the ecomi  
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Main points 
1.01 In the current year, and excluding privatisation proceeds government 
spending as a proportion of national income is expected to 	below 40 per 
cent for the first time in over 20 years. The proportion will have fallen by 
some 7 percentage points since 1982-83. Over the next three years, it is 
expected to continue to fall fliglim0. 

1.02 In real terms, the plans for the next three years allow growth in it   
eftgint-abc'tbt 

1.03 The public expenditure planning total for 1989-90 is unchanged from 
previous plans at L167-1 billion. The planning total for 1990-91 has been set 
at L179.4 billion, an increase of L3-3 billion on previous plans; and that for 
1991-92 at £191.6 billion. As last year, these totals include Reserves of 
k3.5 billion, k7 billion and k10.5 billion respectively. 71-1.0,12,...) 	Lh 

it_a4nlita,tfr" fingeh, 	t,s-ariet.e. 	5ptio.4 

1.04 Compared with the plans published in Cm 288, further resources have 
been provided to meet the Government's priorities, including substantial 
additional sums for health, law and order, defence and roads. Provision for 
local authority current spending and the UK's net contribution to the 
European Communities is also higher. 

1.05 Extra provision of about k2 billion in 1989 901(ind 1990 91 has been 
made for capital spending. This inc udes increases for health, roads, housing, 
prisons and the nationalised industries. 

1.0 	he fall in unemployment makes savings possible on social security and 
employment and train.hg programmes, . - 

3,19. 	3Thestolger wit ower costs of 
agricultural suppor5 	igher housing receiptand continuing 
improvements in value or money, help to make room for the increases for 
priority programmes while still ensuring tha 
as a proportion of national income/ 

1.07 The latest forecast of the planning total in the current year, 1988-89, is 
£153.6 billion, L3-3 billion lower than the plans in Cm 288. 

c— 
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Aims and objectives 
1.08 Within the framework of the Medium Term Financial Strategy, the 
Government's overall objective for public expenditure is to hold its rate of 
growth below the growth of the economy as a whole, thus reducing public 
spending as a proportion of national income, while constantly improving 
value for money. Reducing public expenditure as a proportion of national 
income leaves Ø9n1 for reducing taxation when it is prudent to do so/while 
maintaining a strong fiscal position. 

1.09 This objective for public spending is expressed in terms of general 
government expenditure (GGE) as a proportion of Gross Domestic Product 
(GDP). GGE is a comprehensive measure of the amount which has to be 
raised by taxation or borrowing to finance the combined spending of central 
and local government, including debt interest. It is the main expenditure 
aggregate used in the formulation of macro-economic policy and thus in the 
MTFS. 

1.10 For the purposes of planning and control, however, the Government 
uses the public expenditure planning total. By controlling expenditure 
within tl?Osail cash -04al, the Government seeks to achieve its wider medium 
term objective specified in terms of GGE. 

1.11 The planning total is built up from the control totals set for individual 
departmental programmes, together with an unallocated Reserve. It differs 
from GGE in a number of respects, of which ifer.ftf+4•'€W#04 the most 
important is the exclusion of debt interest. The planning total and the 
departmental plans within it are set in cash, as are the various control totals 
6,1989 	90 which are derived from it, such as Supply Estimates, cash limits, 
running costs limits and external financing limits of public corporations. 

Chart 1.1 General government expenditure as a percentage of GDP 

6 
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1 elic expenditure plans 

Table 1.1 Trends in public spending 

General government 
expenditure (excluding 
privatisation proceeds) 

Money 
GDP 
(k 
billion) 

General government 
expenditure (excluding 
privatisation proceeds) 
as a 
percentage of GDP 

Cash 	Real terms(1 ) 
(k billion) 	(k billion) 

1963-64 11.3 87.9 31.4 36+ 
1964-65 12.3 91.7 34.1 36 
1965-66 13.6 96.8 36.6 37+ 
1966-67 15.1 102-8 38.8 38+ 
1967-68 17.5 115.5 41.2 42+ 
1968-69 18.2 115.2 44.6 41 
1969-70 19.3 115.6 48.0 40+ 

1970-71 21.6 119.8 53.1 401 
1971-72 24.4 123.3 59.2 41 
1972-73 27.6 129.9 67.5 41 
1973-74 32.0 140.5 74.8 421 

1974-75 42.9 157.6 89-1 48+ 
1975-76 53.8 157.5 110.8 481 
1976-77 59.6 154.1 129.4 46 
1977-78 64.4 146-3 150.8 42+ 
1978-79 75.0 153.8 173-1 43+ 

1979-80 90.3 158.6 2076. 431 
1980-81 109.0 161.5 236.6 46 
1981-82 121.0 163-3 259.9 461 
1982-83 133.1 167.6 284-6 461 
1983-84 141.6 170.5 308.6 451 
1984-85 152.8 175.2 330.5 46+ 
1985-86 160.9 175.0 361.1 441 
1986-87 168.9 177.8 385.7 431 
1987-88 176.7 176.7 424.5 411 

1988-89 186-9 175.9 471 391 
1989-90 1987. 178.1 508 39+ 
1990-91 210.0 181f 539 39 
1991-92 221.0 185-8 569 381 

0 K 7  Cv‘ik  
P-9  C- 

0 L-01/V'  
svxiib> 

;f1,11a 	ive cf0,1  p t(L'e 

0)4,) 

tRa. 

Trends in public spending 

1.12 The ratio of general government expenditure to GDP has 
since 1982-83 and the plans set out in this Autumn Statement 
thatf]downward trend continues. This is shown in Chart 1.1 an 	a le 
1.1. Excluding privatisation proceeds the ratio has declined from a peak of 
nearly 47 per cent in 1982-83 to just under 40 per cent in 1988-89, the lowest 
level since 1966-67, and is expected to decline further to just under 39 per 

i  air& cent in 1991-92. 	 p/v,  

e v  (tit: Vea-t11)1A 

I Cash figures adjusted to 1987-88 price levels by excluding the effect of general inflation as measured by the 
GDP deflator at market prices. The GDP deflator is assumed to increase by some 61 per cent in 1988-89, and 
by 5,31 and 3 per cent respectively in the years 1989-90 to 1991-92. 
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1 Ptec expenditure plans 

The new plans 
1.15 Table 1.2 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. 

Defence 

1.16 There have been substantial increases in provision foc(priority 
programmes. Within the unchanged planning total for 1989-90, k 11 billion 
extra has been allocated to the National Health Service in England, 
L290 million to law and order and k2Xmil1ion to roads in England. 
Appropriate additions have been made to the block budgets of Scotland/ 
Wales and Northern Ireland jhe plans provide for major investment 
programmes for those nationalised industries remaining in the public sector; 
but also reflect, in 1991-92 in particular, the 1/44/4 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. 

1.17 It is possible to accommodate these increases and to maintain a 
declining trend for public expenditure as a proportion of national income, 
because of savings elsewhere. These savings stem, in particular, from the 
improved performance of the economy, and continuing improvements in 
value for money. Falling unemployment reduces the rate of growth of social 
security expenditure, and makes savings possible on employment and 
training programmesOn addition, the nationalised industries have continued 
to strengthen their banesses and reduce the burden they place on tax 
payers; and the success of the Government's Right to Buy policy for local 
authority housing allows a reduction in net public expenditure provision to 
be combined with increased gross expenditure on housing by local and 
central government. Finally, the Government is now repaying the national 
debt and thus reducing the burden of debt interest. 

1.18 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 
is being increased by about k150 million in 1989-90 to some k20.1 billion, 
and will rise to about k22.1 billion in 1991-92. This budget is expected to 
meet the UK's defence commitments over the next three years. 

1.19 The UK's defence capability 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. 

1.20 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. 
This has led to a reduction of over 13,000 posts since 1979 and an annual 
saving of some k50 million. Service manpower resources continue to be 
switched from support to front-line tasks. Further improvements in 
efficiency are planned to achieve specified targets over the three years to 
1990-91. 

9 



adjustments for future years are rounded to the nearest .--biifien.2-0(),Kiat4n1 
Outturn figures for 1988-89 have also been rounded to reflect their 
provisional nature. The changes and totals are based on the unrounded 

figures. They may therefore differ from the changes and sums of the 
rounded figures. In this and Tables 1.6,1.7 and 1.8 some figures may be 
subject to detailed technical amendment before the publication of the 1989 
public expenditure White Paper. 

171 496 	184 900 	9 400 
0 

1411lic expenditure plans 

Table 1.2 Public expenditure' 

L million 
Latest estimates of outturn 

1987-88 1988-89 Change 
outturn 	estimated 
	

1987-88 to 
outturn 	1988-89 

Ministry of Defence 	 18 853 	19 300 	450 
FCO—Diplomatic wing 
FCO—Overseas Development Administration 

European Communities 
Ministry of Agriculture, Fisheries and Food3  

Department of Trade and Industry 
Export Credits Guarantcc Dcpartment 
Department of Energy 

Department of Employment4  

Department of Transport 
DOE—Housing 
DOE—Other environmental services5  

Home Office 
Legal departments6  
Department of Education and Science 

Office of Arts and Libraries 
Department of Health 
Department of Social Security4  

Scotland 

Wales 
Northern Ireland 

Chancellor's departments 
Other departments 
Reserve 

 

660 
1 303 
1 664 
1 976 

728 

151 
249 

3 915 
4 586 
2 697 
3 640 
5 702 

793 
17 081 

889 
19 716 
46 249 

8 087 
3 330 
4 926 

3 432 
296 

 

750 
1 480 

950 
1 860 
1 700 

110 
220 

4 120 
4 810 
250 
4 380 
6 280 

960 
18 440 

9840 
21 740 
47 600 

8 720 
3 600 
5 160 

3670 
360 

 

90  

180 
710 
110 
980 
40 
10 

210 
230 
640 

740 
5840 
160 

1 360 

0 90 

2 i)20 
1 400 

630 
270 
240 
240 

70 

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

   

      

       

Privatisation proceeds 
Adjustment7  

 

—516p'/ —6000 —840 

0 	330 	330 

 

  

Planning total 

	

145 740 	153 600 	7 800 

General government gross debt interest 

	

17 526 	17 700 	200 

Other national accounts adjustments 

	

8 230 	9 600 	1 400 

General government expenditure 

' The rounding and other conventions used in this table and Tables 1.6, 
1.7 and 1.8 are as follows: plan figures are rounded to the nearest £10 
million, except for social security (in this table and Table 1.6), the 
planning and spending authority totals (except public corporations) and 
general government expenditure which are rounded to the nearest £100 
million. In the case of general government expenditure, this does not 
imply accuracy to this degree. Debt interest and other national accounts 
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New plans 	 Changes from 
January 1988 White Paper2  

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

20 120 	21 180 	22 090 	80 150 	600 	Ministry of Defence 

770 	810 	850 	30 
	

30 	50 	FCO—Diplomatic wing 

	

1 540 	1 630 	1 690 	50 	30 	80 	FCO—Overseas Development  Administration 

	

1 970 	1 950 	1 580 	150 	500 	630 	European Communities  

	

1 950 	2 160 	2 350 	—350 	—380 	—340 	Ministry  of Agriculture, Fisheries and Food3  

	

1 360 	1 340 	1 160 	460 	160 	190 	Department  of Trade and Industry  

	

180 	120 	60 	—20 	60 	30 	Export Credits Guarantee  Department  

	

—250 	—510 	620 	100 	—60 	—100 	Department of Energy  

	

4 020 	3 9F 	3 960 	—  120 	— 250 	— 3AT 	Department  of Employment4  

	

5 360 	5 540 	5 660 	— 330 	240 	330 	Department of  Transport  

	

1 710 	2 040 	280 	—970 	—1290 	—1010 	DOE—Housing  

	

4 480 	4 5g 	
10 

	

400 	520 	480 	*0 	DOE—Other environmental  servicess 

	

6 900 	7 220 	7 390 	230 	610 	7%6 	Home Office  

	

1 080 	1 170 	1 244 	—20 	30 	60 	Legal departments6  

	

19 570 	20 240 	20 7/6 	470 	870 	1 000 	Department of Education  and Science  

	

980 	1 010 	1 050 	70 	30 	30 	Office of Arts and Libraries  

	

23 160 	24 	380 	25 390 	1 060 	1 460 	1 700 	Department of Health 

	

55 300 	58 700 	— 900 	— 100 	1 700 	Department  of Social Security's  y 10 foo  
8 970 	9 140 	9 680 	210 	410 

3 790 	3 900 	4 0# 	140 	240 
1 

5 470 	5 690 	590 	20 	140 

410 	Scotland 
230 Wales 

180 	Northern Ireland 

4 080 	4 280 4 490 	— 130 	40 	90 	Chancellor's departments 

320 	340 	350 	100 70 	70 	Other departments 

3 500 	7 000 	10 500 —3500 —3500 —3500 Reserve 

—5000 —5000 —5000 —1000 Privatisation proceeds 

330 
	

Adjustment7  

167 100 179 400 	191 600 — 3300 3 300 	Planning total 

	

17 000 	16 000 	15 500 	—500 	—700 	—1 300 	General government gross debt interest 

	

9 500 	9 500 	9 000 	1 600 	1 300 	90 0 Other national accounts adjustments 

193 700 205 000 	216 000 — 2200 600 	2 900 	General government expenditure 

2  Plans as set out in the last public expenditure White Paper (Cm 288) adjusted 
for changes of classification and allocation. 
3  Includes Intervention Board for Agricultural Produce and Forestry Commission. 

Takes account of a transfer from Department of Employment to Department of 
Social Security of £50 million in 1989-90 and £80 million in 1990-91 to cover 
certain increased expenditure on administering benefits for the unemployed. 

5  Includes Water Services iffice. 
6  Legal departments comprise: the Lord Chancellor's Department, the 
Northern Ireland Court Service, the Crown Prosecution Service, the 
Serious Fraud Office and the Crown Office. 
7  An adjustment for the difference between the assessment of the likely 
outturn for 1988-89 and the sum of the other items shown. 
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1/ 

Foreign and 1.21 The FCO is responsible for the overseas representation of UK interests. 
Commonwealth Office It maintains 208 overseas Posts-/-including delegations to international 

(Diplomatic Wing) organisations, covering 165 countries. The Diplomatic Wing also administers 
expenditure on scholarships, information services and military training, and 
provides subscriptions to international organisations, and grants to non-
governmental organisations teete4 the British Council and the BBC 
External Services. 

1.22 Increased resouries are being provided for 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 sterling cost of 
overseas operations. 

Overseas Development 1.23 The net aid programme in 1989-90 is now set at k1,430 million. The 
Administration new plans represent growth of almost 18 per cent by 1991-92 over previous 

plans for 1988-89, allowing significant real terms growth. 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, outside the aid programme, to give 
credit for war service in the pensions of former colonial servants. 

1.24 About 60 per cent of the aid programme is spent on bilateral aid, 
including both financial aid and technical co—operation, 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 1.25 The increase in the projection of the United Kingdom's net payments 
to Community institutions reflects revised arrangements for the future 
financing of the Community, higher VAT contributions (reflecting the 

CLN%k, 	 buoyancy of the economy)higher customs duties (resulting from higher 
imports from third countries) 

A3riCAi 	-44A4P 1.26 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 and 
to continue to foster an efficient and competitive agricultural industry, 
taking account of the interests of producers, consumers and the rural 
economy and environment. 

1.27 Provision for market support has been reduced as a result of the 
progress in reforming the CAP, the likely short term effects on agricultural 
prices of the drought in North America and the smaller than expected 1988 
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harvest in the United Kingdom. There are also savings from the lower than 
expected takup of capital grants under the Agricultural Improvement 
Scheme; increased cost recovery from the chargeable advisory services; and 
reduced Government expenditure on near market R&D in favour of higher 
priority science and technology. Provision has been made for increased 
spending on flood prevention and forestry. 

Ykt cti 

Trade and Industry 1.28 The Department's main objective is to encourage enterprise and wealth 
creation. Expenditure on the Enterprise Initiative is expected to build up to 
£160 million by 1991-92. The new plans reflect the privatisation proposals 

t 	/ 
	

ti L,irk,5/ 	for British Steel andkhipbuildingi There are increases in provision for 

, el 	regional assistance, as a result of al frierea5. in applications for Regional 
Development Grant before the scheme's closure. There are further increases 
for the Shipbuilding Intervention Fund and capital works for the relocation 
of some of the Department's activities away from London. Planned spending 
falls in 1991-92 principally because of the ending of launch aid 
commitments. 

Export Credit Guarantee 1.29 The Department aims to support UK exports by providing credit 
Department insurance facilities. In order to match the support given by other major 

trading nations, ECGD supports the provision of export finance at fixed 
rates of interest. These give rise to interest support costs, representing 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 

1/- 	
latest estimates of the cost of interest support andkender to contract cover. 

Energy 1.30 The plans for 1989-90 and 1990-91 provide for net reductions in the 
energy nationalised industries' external finance requirements. The increase in 
1991-92 takes account of the privatisation of the electricity industry, as a 
result of which the substantial net repayments of external finance disappear 
from the public expenditure figures. The changes in the departmental 
programme reflect the reduction in the fast reactor programme; there are 
also increases in provision for handling nuclear waste, offset by reductions in 
other nuclear R&D expenditure. 

Employment 1.31 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 increased provision for running costs, including 
measures to achieve better targeting of help for the unemployed. 

A"--tAk 
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Transport 1.32 The prervernme44'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. Starts are planned for 	40 schemes in 1989-90 which will 

more than 200 miles of new road. creases 1/Lt million in 1989-90 
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and 	Oillioi4 1990-91 kifffe-been-allecatetelAtrunk road maintenance 

+994. Nearly £50 million extra has been provided for bridge strengthening 
in 1989-90. 

1.33 Capital provision for new local authority roads has also been increased, 
as has provision for public transport and airport facilities. 
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1.34 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 

Lloo #4.4.A /I Ork 2,91/ar'i/ }7 increases in provision for investment. The plans for British Rail include/< 

/..)8Y J D) itli'AA II ()'/‘ 	
investment in/quality of service improvements on Network South Eastland 
preparations for Channel Tunnel Services. 444c-Feas.es-421vestment by /1  
London Regional Transport lifekitutpre4 to help deal-With congestion and 
improve safety/ and plans for the Civil Aviation Authority provide for 
accelerated investment to enhance the capacity of air traffic control. 
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1.35 Provision for gross capital investment in public sector housing has been 
set at over £4 billion a year: an increase for 1989-90 of about £450 million 
on previous plans and for 1990-91 of about £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. 

1.36 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-i billion a year, a substantial increase over previous forecasts. 

1.37 The plans include provision for expenditure on inner city regeneration 
and other environmental and recreational services. iffefease4.krovision has --A 
been irtitcht for the Urban Development Corporations, tat Cil-y Grant 014 
&it the ,yountryside, environmental research, and the preservation of historic 
buildings. 

1.38 Additional provision is included for local authorities to meet the capital 
costs of preparing for the introduction of the Community Charge. The 
figures also reflect the effects 	 of 

ry 4n-1989-90-and setting up the National 
Rivers AuthorityZ Increases in gross spending are offset, in part in 1989-90 
and fully in 1990-91, by higher local authority and new town receipts. 

1.39 The Government's main aim is to sustain the rule of law 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 government spending in 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 mi1lioni(1989-90). 
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Education and Science 
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1.40 Spending on gal aid is expected to increase, and additional resources 
have been prov ed for this and also for court building and handling of 
court busine . Planned spending on the Crown Prosecution Service and the 
Serious Fflud Office has also been increased. 

1.41/ Total spending of about k1.9.6 billion is planned for 1989-90, most of 
it 'by local authorities. In the schools, expenditure per pupil has risen by some 

' 30 per cent in 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. 
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Health 

1.42 In higher education, participation is expected to go on rising from its 
present record level. The number of first degrees awarded is expected to be 
around 135,000 in 1990, more than 25 per cent up on a decade earlier. More 
money has been made available for universities and to put the polytechnics 
and colleges on a sound footing for their new independent status. Substantial 
extra spending on the science budget is planned (see paragraph 1.68). 

1.43 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, to 1991-92 and 
there are further increases in incentive funding. There is extra provision for 
the British Library's new building project. Increased provision has also been 
made for local authority expenditure on libraries, museums and galleries. 

1.44 An increase of L1,250 million has been made on the previous plans for 
the NHS in England in 1989-90, with an addition of L1,470 million in 
1990-91. As a result total current expenditure on hospital and community 
health services is planned to rise from k1.2,640 million in 1988-89 to 
L13,500 million in 1989-90, and k14,650 million in 1991-92. Health 
authorities will also have available extra cash released by a new round of cost 
improvement programmes, income generation schemes and by higher 
receipts from land and property sales. 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 74 per cent to 4 per cent. Taking all these factors into account, the 
resources available to the NHVhave been increased by L 1 billion in 1989-
/ Per-heaktrtiterities, current 4--e-seurees:will-be-abetit-5-per-Eent-mare-in 
real-tcr-ms-i44-1-989-90-than-in-1-988-8-94 A 

1.45%44 increase next yeag 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. 

1.46 Gross hospital capital expenditure plans have been increased by 
L170 million next year, so that health authorities will have 16 per cent more 
resources for capital spending in 1989-90 than previously provided for. 

1.; 
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1.47 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 of about 

	

210 million in 1989-90 and 42/0 million in 1990-21,, 	  
/ 	OT V 	 Itri 

1.48 The new plans reflect the latest estimate of benefit expenditure over th 
Surve er  e.  hey imp y an average increase o some per cent a year 
more than the assumed increase  in rices 1. hey ta e account of the sta 	ent 
on benefits by the Secretary of tate on 27 October 1988. As he 	, benefit 
rates in April 1989 are the higher of those calculated 	qfom the 
published increase in the RPI for the year to SeptenTher  1988 (5.9 per cent) 
and of those derived from a recalcula 	-Wo-tek-e-aeeeimit-af-4114-12,-W-- 	 -errort 
discovepgd  in-November-41 e plans also provide for further upratings 
of benefits in _April-1990 and April 1991. For the purpose of these estimates, 

is assumed to rise by 51 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 Apri11991). 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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Chancellor's departments 

Scotland, Wales and 
Northern Ireland 

1.49 Provision is included for the extra cost ofAcpecial assistance to low 
income familiez" changes to housing benefit and to help income support 
claimants meet their average 20 per cent payments of rates (in England and. 
Wales in 1989-90) and community charge. The  t-imeted cost of disability 
benefits has also increased substantially to meet thx-cost of increased take-up. 
These increases are partly offset by the effect of the fall in unemployment 
(including the tightening up of the benefit regime), and the decision not to 
uprate child benefit in April 1989, leaving the programme broadly 
unchanged in 1989-90 compared with provision in Cm 288, but around 
£1,700 million higher in 1990-91. 

1.50 The net changes in these programmes mainly reflect the effects of 
changes in comparable programmes in England. 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. 

1.51 The main changes to spending by the Chancellor's departments are on 
Inland Revenue and Customs running costs. Most of the increase for Inland 
Revenue is to provide for the introduction of Independent Taxation and pip 

the continuatical hrf-thd development of the Revenue's successful 
puter systems. The increase required is offset by substantial efficiency 

savings. The growth in the Customs' provision is to meet the growth in 
forecast workload (particularly to combat drug trafficking) but subsumes 
cumulative efficiency savings of about 21 per cent a year. 

1.52 This includes 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 te.re-t4=1-991-6enstri. 

Other departments 
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Local authorities 
1.53 Local authorities/public expenditure relevant for Aggregate Exchequer 
Grant accounts for over three-quarters of total local authority spending in 
Great Britain. Authorities have budgeted to exceed provision for this 
spending in the 1988 public expenditure White Paper by £1.2 billion in 
1988-89. Provision for the three forward years shows annual increases of 
4. per cent, 34 per cent and 3.0 per cent from the estimated outturn for 
188-8'. The allocation to services is based broadly on authorities' budgets 
for 19811. -89. 

1.54 Aggregate Exchequer Grant to local authoritiexfor 1989-90 has been 
,as the Secretaries of State for the Environment, Scotland 

and Wa1es announced in July 1988. 

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

1.56 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 Services on 27 Octobz 

1.57 Local authority gross capital spending in Great Britain in 1988-89 is 
forecast to be £8.1 billion. After allowing for capital receipts, net spending 
is forecast to be )C/44  billion. 

1.58 Gross provision in 1989-90 has been increased by £0.6 billion to 
L74 billion and gross provision orL6.8 billion has been set for P43411 1990- 
91 and 1991-92. Within this provision the amount issued as allocations will 
take account of the expected use by local authorities of increased spending 
power available to them from other sources, notably capital receipts. 

1.59 For the main local authority capital block in England, allocations of 
L2-5 billion will be issued in 1989-90. Of the total, housing authorities will 
receive k1.1 billion. Other Services allocations include £135 million to 
allow for the costs of implementing the Community Charge. 

Nationalised industries 
1.60 The estimated outturn for nationalised industries' external finance for 
1988-89 is £400 million, ,Z290 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. 

1.61 External financing limits (EFLs) for the nationalised industries in 1989-
90 are listed in Table 1.3. Investment plans have been substantially increased, 
particularly in the water and transport industries: for 1989-90 the increase is 
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 per cent). 

1.62 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 1.8). 
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ii)roavision increase/ in 1991-92 0,g-a-01414,-of the 491,4,-cloe-t44-psis.:4t4etietk of 
the substantial negative external finance of the electricity industry/ However, 
the trend excluding the effects of privatisation remains downwara (see 
footnote to Table 1.8). 

1.63 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 will encourage progress in reducing costs and increasing 
productivity by setting demanding financial targets and performance aims. 

Table 1.3 External financing limits for the nationalised industries 1989-90 
k millionl 

British Coal 560 
British Railways Board 439 
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 —35 

Figures are shown rounded to the nearest LI 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. 

3  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 1.4) and privatisation during 1989-90. 

Other public corporations 
1.64 This includes provision 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 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 
1.65 The estimate of net proceeds for 1988-89 from the privatisation 
programme is £6 billion. The estimate of net proceeds is k5 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 
expenditure more clearly, Charts 1.1 and 1.2 show growth rates and ratios to 
national income both including and excluding privatisation proceeds. 
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Reserves 
1.66 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 
1.67 General government gross debt interest is projected-it-7ra-  from about 
k17Ibillion in 1988-89 to about £15+ billion in 1991-92 (see Table 1.4),._ 
Following the reduction in government borrowing in recent yeareegt 
interest has declined as a proportion of GDP from 5? per cent in 1981-82 to 
about 3* per cent in 1988-89 and is projected to fall further to 2* per cent by 
1991-92. 

Table 1.4 General government debt interest 

affsi kots 	fiteK 

1986-87 
outturn 

1987-88 
outturn 

1988-89 	1989-90 
estimated 	projection 
outturn 

1990-91 
projection 

1991-92 
projection 

k billion 

17-6 17.5 17-7 	d7 16 151 

6.0 6.0 6-4 

11.6 11.6 11.3 10+ 9+ 9 

per cent 

41 41 31 3 21 

3 21 2+ 2 11 1+ 

1.1 1.3 1-6 1-1 1.8 

General government gross 
debt interest' 

General government interest 
and dividend receipts 

General government net debt 
interest 

General government gross 
debt interest as a percentage 
of GDP 

General government net debt 
interest as a percentage of 
GDP 

1 0f which: Servicing of indexed securities 
(gilts plus national savings) 

ji_t  /ki (:,r; -6711,1(7-4,1)..e 	 cz.,-..41- 
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Science and Technology 
1.68 The science and technology expenditure of Departmental programmes 
has been reviewed in the Survey. The new plans reallocate resources towards 
increased funding of basic and long term strategic research by the universities 
and Research Councils. Overall an extra 130 million a year has been added 
to planned spending on civil science and technology in 1989-90Aittei 
lextrais 95-Fa4l44od for the DES science budget.firiekepr-e*ents-inc-Fease,-fe* 
1989-90 0*-1-988-89-ofti-20-rrrilliorr-or-1-6-peatk 
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Capital spending 
1.69 Extra provision of 1, ..et £21- billion has been made for capital spending 
in 1989-90. This includes large increases for investment in hospitals, housing, 
prisons, and roads. In addition, increased investment by the nationalised 
industries includes expenditure on measures by the water authorities to 
combat pollution and by London Regional Transport to improve safety. 

Value for money 
1.70 The Government attaches very high priority to getting better value for 
money from all public expenditure. The improvements in public services 
that will result from the new public expenditure plans described above will 
be increased further 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 Se* departmental 
programmx and will include details of performance against specific targets. 

1.71 Since 1979 efficiency scrutinies have saved over £1.4 billion on a 
cumulative basis. In 1988-89 departments aim to achieve value for money 
improvements in purchasing and supply totalling some k311 million, while 
rittrket testinkis now saving some £40 million a year. 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 twegrzssime programme to create agencies to carry out the 
executive functions of Government will lead to further improvements in 
civil service efficiency. 

1.72 The Government will continue to encourage improvements in value 
for money  L.R4---  'it 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 England by the end of the current financial year. In the local 
authorities, value for money improvements of over £200 million a year 
have been achieved following work by the Audit Commission; and the 
Commission has identified scope for achieving a further Li billion. 
Achievement of these will 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 grown significantly faster than recorded 
productivity growth in the economy as a whole. 

Further information 
1.73 Tables 1.5 to 1.8 show the new plans broken down into spending by 
the three spending authorities: central government, local authorities and 
public corporations (including nationalised industries). Table 1.5 shows in 
addition the differences between the planning total and general government 
expenditure. Tables 1.9 and 1.10 show expenditure by department, from 
1978-79 to 1991-92, in cash and real terms. Table 1.11 shows how the new 
plans compare with plans published in previous years. Table 1.12 shows how 
the ratios of GGE to GDP projected on the basis of the new plans compare 
with those projected in previous plans. 
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Changes in the presentation of public spending plans 
1.74 Two new developments have been announced over the past year. First, 
in a White Paper published in May 1988, "Financial Reporting to 
Parliament" Cm 375, the Government put forward proposals for 
restructuring the Autumn Statement and public expenditure White Paper 
(PEWP). This Autumn Statement accordingly now contains most of the 
general information on the Government's spending plans previously 
contained in Chapter 1 of the PEWP. 

1.75 The 1989 PEWP will be published as usual in January, but its role will 
be principally to spell out the details of individual departmental 
programmes. The individual chapters will be published in separate volumes. 
This will provide a stepping stone to the eventual production of 
departmental reports, which will replace the PEWP. It will also enable those 
interested in a particular department to obtain only that volume. 

1.76 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 themselves. The new planning total is to be 
introduced in the 1989 public expenditure Survey and will first appear in the 
1989 Autumn Statement. 

 

/.1 tt.;, hAt relate  0-g 
Table 1.5 Public expenditure totals 

  

k billion 

1986-87 
outturn 

1987-88 
outturn 

1988-89 
estimated 
outturn 

1989-90 
plans 

1990-91 
plans 

1991-92 
plans 

Central government' 104-7 109.4 115.0 123.5 131.0 136.6 

Local authorities' 38.0 40.7 43.2 44.1 45.f 47.3 

Public corporations 1.1 0.8 1-0 0-9 0.8 2.2 

Reserve 3-5 10.5 

Privatisation proceeds -45 -52 -60 -5.0 -50 -50 

Adjustment2  0.3 

Planning total 139.3 145.7 153.6 1674 179.4 1916. 

General government gross 
debt interest2  

Other national accounts 
adjustments2  

17.6 

7.5 

17.5 

8.2 

17.7 

9-6 

17.0 

9-5 

16.0 

9.5 

15.5 

9.0 

General government 
expenditure 164.4 171.5 180.9 193-7 205-0 216.0 

I Central and local government finance for public corporations is included 
in the public corporations line. 

2See footnotes to able 1.2. 
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Table 1.6 Central government spending 1  

L million 

Latest estimates of outturn New plans Change from 
January 1988 White Paper' 

1987-88 
outturn 

1988-89 
estimated 
outturn 

Change 
1987-88 to 
1988-89 

1989-90 
plans 

1990-91 
plans 

1991-92 
plans 

1988-89 1989-90 1990-91 

Ministry of Defence 18 853 19 300 450 20 120 21 180 22 090 80 150 600 

FCO—Diplomatic wing 660 750 90 770 810 850 30 30 50 

1 304 1 450 150 1 510 1 600 1 660 50 30 80 FCO 	Overseas Development Administration 

European Communities 1 664 950 —710 1 970 1 950 1 580 150 500 630 

Ministry of Agriculture, Fisheries and Food 1 796 1 650 —140 1 710 1 930 2 120 —340 —400 —340 

Department of Trade and Industry 900 1 820 920 1 330 1 280 1 130 560 70 80 

Export Credits Guarantee Department 151 110 —40 180 120 .60 —20 60 30 

Department of Energy 575 530 —50 490 410 360 20 30 —20 

Department of Employment 3 783 3 990 200 3 870 3 810 3 810 —120 —260 —380 

Department of Transport 1 373 1 430 60 1 780 1 880 1 940 —30 290 350 

DOE—Housing 1 301 1 380 80 1 400 1 630 1 920 60 , 	20 160 

DOE—Other environmental services 468 510 40 650 670 670 20 190 200 

Home Office 992 1 150 160 1 430 1 570 1 560 30 260 370 

Legal departments 793 960 160 1 080 1 170 1 240 —20 30 60 

Department of Education and Science 2 694 2 970 280 4 280 4 400 4 460 30 270 280 

Office of Arts and Libraries 369 420 50 440 450 480 0 0 0 

Department of Health 16 654 18 380 1 730 19 720 20 820 21 730 840 1 250 1 470 

Department of Social Security 42 522 43 600 1 100 46 400 50 200 53 200 —800 —500 1 100 

Scotland 2  3 459 3 800 350 3 860 4 060 4 220 110 130 190 

Wales 2  1 539 1 710 180 1 860 1 920 1 980 50 140 140 

Northern Ireland 2  3 799 4 060 260 4 290 4 480 4 660 60 110 140 

Chancellor's departments 3 438 3 670 240 4 090 4 290 4 500 — 130 40 90 

Other departments 296 360 70 320 340 350 100 70 70 

Total 109 380 115 000 5 600 123 500 131 000 136 600 700 2 500 5 400 

I See footnotes to Table 1.2. Figures exclude finance for public corporations. 	 2  See paragraph 1.50. 



Table 1.7 Local authority spending' 

k million 

Latest estimates of outturn New plans Change from 
January 1988 White Paper 

1987-88 
outturn 

1988-89 
estimated 
outturn 

Change 
1987-88 to 
1988-89 

1989-90 
plans 

1990-91 
plans 

1991-92 
plans 

1988-89 1989-90 1990-91 

Ministry of Agriculture, Fisheries and Food 179 190 10 220 230 210 —10 20 20 
Department of Trade and Industry 86 100 10 100 100 100 0 0 10 
Department of Employment 127 140 10 140 140 150 10 0 0 
Department of Transport 2 530 2 560 30 2 750 2 820 2 900 —90 30 20 
DOE—Housing 1 406 730 —670 310 380 390 —960 — 1230 — 1080 
DOE—Other environmental services 3 230 3 870 640 3 750 3 660 3 780 500 280 120 
Home Office 4 710 5 130 420 5 460 5 650 5 830 200 350 390 
Department of Education and Science 14 387 15 470 1 080 15 290 15 840 16 310 440 600 720 
Office of Arts and Libraries 520 560 40 540 560 570 60 20 30 
Department of Health 3 050 3 340 290 3 430 3 550 3 660 220 210 230 
Department of Social Security 3 727 3 970 250 4 630 5 080 5 460 —30 390 590 
Scodand2  4 253 4 580 320 4 760 4 860 5 010 170 260 230 
Wales2  1 714 1 780 70 1 820 1 870 1 930 100 90 100 
Northern Ireland2  782 820 40 870 900 940 0 20 30 

Total 4070! 43 200 2 500 44 100 45 600 47 300 600 1 100 1 400 

of which:— 
Relevant expenditure3  31 985 34 400 2 500 35 200 36 400 37 500 1 200 1 700 2 000 
Other current 5 071 5 400 300 6 100 6 600 7 100 0 400 700 
Capital 3 645 3 400 —200 2 800 2 600 2 700 — 600 — 1 100 — 1 200 

t\.) 
(44 	I  See footnotes to Table 1.2. Figures exclude finance to public corporations. 	 2  See paragraph 1.50. 	 3  Public expenditure relevant for Aggregate Exchequer Grant. 



Table 1.8 Public corporations1:2  

million 

Latest estimates of outturn 

 

New plans Change from 
January 1988 White Paper 

   

1987-88 
outturn 

1988-89 
estimated 
outturn 

Change 1989-90 1990-91 
1987-88 to 	plans 	plans 
1988-89 

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

0 30 	30 	30 	30 30 	0 	0 	0 FCO 	Overseas Development Administration 
Ministry of Agriculture, Fisheries and Food 9 20 	20 	20 	0 0 	0 	0 	-20 
Department of Trade and Industry -258 -210 	50 	-70 	-50 -70 	-110 	80 	100 
Department of Energy -347 -310 	40 	-740 	-920 -270 	80 	-100 	-80 
Department of Employment 5 
Department of Transport 683 820 	140 	830 	840 810 	-220 	-70 	-40 
DOE—Housing -10 -60 	-50 	-10 	20 70 	-80 	-90 	-90 
DOE—Other environmental services -57 10 	60 	80 	210 230 	10 	0 	120 
Department of Health 12 10 	0 	0 	0 0 	0 	0 	0 
Scotland3  375 340 	-40 	350 	220 450 	-60 	20 	-10 
Wales3  78 100 	20 	110 	100 100 	0 	0 	-10 
Northern Ireland3  345 280 	-60 	310 	310 320 	-40 	10 	10 
Chancellor's departments -7 0 	0 	-10 	-10 -10 	0 	0 	0 
Total's 820 1 020 	200 	900 	750 2 200 	-420 	-140 	-10 
of which:— 

Nationalised industries 268 400 	130 	-30 	-420 960 	-290 	0 	-30 
Other public corporations 552 630 	70 	930 	1 170 1 240 	-130 	-140 	20 

'See footnotes to Table 1.2. 

2 For nationalised industries and most public corporations, the 
planning total includes their external finance. For nationalised 
industries' external financing limits for 1989-90, see Table 1.5. 

3  See paragraph 1.50. 

4  For nationalised industries to be privatised, provision is included 
in plans as follows: Water (England and Wales) until 1989-90; 
Electricity (England, Wales and Scotland) until 1990-91. Precise 

external financing requirements will depend on the timing of 
reorganisation and privatisations. Excluding these industries _figures 
for the remaining industries are: 1989-90 L1,280m; 1990-91 
£1,120m;1991-92L980m. 



Ministry of Defence 
FCO-Diplomatic wing 

7-5 	14-4 	15-5 	17.2 	18-0 	18.2 	18.9 	19-3 

0-3 	0-5 	0-5 	0.6 	0-6 	0.6 	0-7 	0.8 

	

20-1 	21-2 	22.1 

	

0-8 	0-8 	0.8 

FCO-Overseas Development 
Administration 	 0-8 	1.0 	12 	1.2 	1-2 	F3 	F3 	1.5 1.5 	1.6 	1-7 

• 

Table 1.9 Public expenditure by department, 1978-79 to 1991-92 1  
£ 	billion 	  
1978-79 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 
outturn 	outturn 	outturn 	outturn 	outturn 	outturn 	outturn 	estimated plans 	plans 	plans 

outturn 

0-8 	0-6 	0-8 	1.0 	0.8 	1-1 	1.7 	1-0 

Ministry of Agriculture, Fisheries and 
Food 1  

A yLim( 
Fetmo---65r 

European Communities 2-0 	1-9 	1-6 

1-9 	2-2 	2-4 0-8 	1-8 	2.0 	2-0 	2-4 	1-8 	2-0 
	

1-9 

Department of Trade and Industry 	1-8 	19 	1-5 	F6 	1.5 	2-1 	0-7 	1-7 

Export Credits Guarantee Department 	0-4 	0.3 	0-3 	0.5 	0-3 	0.3 	0.2 	01 

Department of Energy 	 0-6 	0-9 	11 	2-6 	0-7 	-02 	0-2 	0-2 

Department of Employment 	 11 	2-4 	2-9 	31 	3.4 	3.9 	3.9 	4-1 

Department of Transport 	 2-6 	4-3 	4.3 	4-6 	4-6 	4-7 	4.6 	4-8 

DOE-Housing 	 3.6 	2-7 	3-2 	3-3 	3-0 	2-8 	2-7 	2.1 

DOE-Other environmental services1 	2-3 	3-6 	3.8 	4-0 	3-9 	4-0 	3-6 	4-4 

Home .0ffice 	 1-9 	3-8 	4-1 	4.7 	4.7. 	51 	5.7 	6-3 

Legal departments' 	 0-2 	0-4 	0-4 	0.5 	0-6 	0.7 	0-8 	1.0 

Department of Education and Science 	7.7 	12-7 	13.4 	13.9 	14.4 	15-7 	171 	18.4  

Office of Arts and Libraries 	 0-3 	0-6 	0-6 	0.7 	0-7 	0-8 	0-9 	1-0 

Department of Health 	 7-4 	13-9 	14-7 	15-8 	16-6 	17.9 	19-7 	21-7 

Department of Social Security 	 16-4 	32.5 	35-2 	381 	41.5 	44-4 	46.2 	47-6 

Scotland 	 3.9 	6.5 	6-8 	71 	7-2 	7-7 	81 	8-7 

Wales 	 1-6 	2-5 	2-7 	2-7 	2-8 	3.1 	3.3 	3-6 

Northern Ireland 	 2.2 	3-6 	3.8 	4-1 	4.4 	4-6 	4-9 	5-2 

Chancellor's departments 	 1-4 	2-6 	2-5 	2-6 	2-8 	3-2 	3-4 	3-7 

Other departments 	 0.4 	0-6 	01 	0-2 	0.2 	0.2 	0-3 	0.4 

Reserve 
Privatisation proceeds 	 -0-5 	-1-1 	-2.2 	- 2-7 	- 4.5 	- 	-6.0 

Adjustments 	 0-3 

General government gross debt interest 
Other national accounts adjustments 
General government expenditure  
General government expenditure 

(excluding privatisation proceeds) 

1  See footnotes to Table 1.2. 

75-0 	133-1 	141-6 	152-8 	160-9 	168-9 	176-7 	186-9 

	

1-4 	1.3 	1.2 

	

0-2 	0-1 	0-1 

	

-0-2 	-0.5 	0-6 

	

4-0 	4-0 	4-0 

	

5.4 	5-5 	5.7 

	

1-7 	2-0 	2.4 

	

4.5 	4.5 	4-7 

	

6-9 	7.2 	7.4 

	

1-1 	1-2 	1-2 

	

19-6 	20.2 	20-8 

	

1.0 	1-0 	1.1 

	

23-2 	24-4 	25-4 

	

51.0 	55.3 	58-7 

	

9-0 	9-1 	9-7 

	

3-8 	3-9 	4.0 

	

5-5 	5-7 	5.9 

	

4-1 	4-3 	4-5 

	

0-3 	0.3 	0-3 

	

3.5 	7.0 	10.5 

	

-5-0 	-5-0 	-5-0 

17.0 
9-5 

193-7 

 

16-0 
9.5 

205-0 

 

15-5 
9-0 

216.0 

  

  

198-7 	210-0 	221-0 

Planning total 65-7 	113-6 	120-4 	129-9 	133-8 	139-3 	145-7 	153-6 	1674 	179.4 	191-6 

 

	

7.4 	13.9 	14-5 	16-1 	17-7 
	

17.6 
	

17-5 
	

17-7 

	

1-8 	5-2 	5-5 	4.7 	6-7 
	

7-5 
	

8.2 
	

9-6 

	

75-0 	132-6 	140-4 	150-6 	158-2 
	

164-4 
	

171-5 
	

180-9 



Table 1.10 Public expenditure in real terms' by department, 1978-79 to 1991-922  
k billion (base year 1987-88) 

1978-79 
outurn 

1982-83 
outturn 

1983-84 
outturn 

1984-85 
outturn 

1985-86 
outturn 

1986-87 
outturn 

1987-88 
outturn 

1988-89 
estimated 
outturn 

1989-90 
plans 

1990-91 
plans 

1991-92 
plans 

Ministry of Defence 15.4 18.1 18.6 19.7 19.5 19.1 18.9 18.2 18-0 18.3 18.6 
FCO-Diplomatic wing 0.6 0.6 0.6 0-7 0-7 0.7 0-7 0.7 0.7 0.7 0.7 
FCO-Overseas Development 

Administration 1•6 1.3 1.4 1.4 1-4 1.4 1.3 1.4 1.4 1.4 1.4 
European Communities 15 0-7 1.0 Fl 0.9 1.1 1.7 0.9 1.8 1.7 1.3 
Ministry of Agriculture, Fisheries and 

Food 1-6 2.3 2.4 2-3 2.6 F9 2.0 1.8 1.7 1.9 2.0 
Department of Trade and Industry 3.7 2.4 1.8 1.8 1.7 2.2 0.7 1.6 1.2 1.2 1.0 
Export Credits Guarantee Department 0-7 0.4 0.3 0.6 0-4 0-3 0.2 0.1 0.2 0.1 0.1 
Department of Energy 1-1 1•1 1.3 3.0 0-7 - 0.2 0.2 0.2 - 0-2 -0.4 0.5 
Department of Employment 2-2 3.0 3.5 3.6 3-7 4.1 3.9 3.9 3.6 3.4 3.3 
Department of Transport 5.4 5-5 5.2 5.3 5-0 4.9 4.6 4-5 4-8 4.8 4.8 
DOE-Housing 7.3 3.4 3.8 3-7 3-2 3.0 2.7 1.9 1.5 1.8 2.0 
DOE-Other environmental services 4.6 4.5 4.6 4.5 4-3 4.2 3.6 +1 4.0 3.9 3.9 
Home Office 3.8 4-7 5.0 5.3 5-2 5.4 5.7 5.9 6.2 6.3 6.2 
Legal departments2  0.3 0.5 0-5 0.5 0.6 0.7 0.8 0.9 1.0 1.0 1.0 
Department of Education and Science 15.9 16.0 16.2 16.0 15.7 16.5 171 17.4 17.5 17.5 17-5 
Office of Arts and Libraries 0-7 0.8 0-8 0.8 0.8 0.9 0.9 0.9 0.9 0.9 0.9 
Department of Health 15.2 17.5 17-7 18.1 18.1 18.9 19.7 20.5 20-8 21-1 21.3 
Department of Social security 33.7 40.9 42-4 43-7 45.1 46.8 46.2 4+8 45.7 47.9 49.3 
Scotland 8.0 8.2 

3-2 

8.2 8.2 7-9 81 81 8.2 8-0 7-9 8.1 
Wales 3-2 3-2 3 , 1 3.0 3.2 3.3 3.4 3.4 3.4 3.4 
Northern Ireland 4.4 4-5 4.6 4-7 +8 +8 4.9 4.9 4.9 4.9 5.0 
Chancellor's departments 3.0 3.3 3.0 3-0 31 3.3 3.4 3.5 3.7 3.7 3-8 
Other departments 0.8 0.8 01 0.2 0-2 0.2 0.3 0.3 0.3 0.3 0-3 
Reserve 31 6.1 8-8 
Privatisation proceeds -0•6 -14 -25 -29 -47 -52 -56 -4.5 -4.3 - +2 
Adjustment2  0.3 

Planning total 134.9 143.0 145.0 148.9 145.6 146.7 145.7 144.6 149.7 155.4 16F1 

General government expenditure 153 8 167.0 169 2 172.7 172.1 173.1 171-5 170 2 173.6 177.5 181 6  

185.8 
General government expenditure 

(excluding privatisation proceeds) 153.8 167.6 170-5 175.2 175.0 177.8 176-7 175.9 178.1 181.8 
GDP deflator 

(cY0 increase on previous year) 
(1987-88 = 100) 48.7 

71 
79.4 

+6 
83.0 

5.1 
87.2 

5.4 
91.9 

3.3 
95.0 

5-3 
100.0 

61 
106-2 

5 
111.6 

31 
115-5 

3 
118-9 

'Cash figures adjusted to 1987-88 price levels by excluding the effect of general inflation as measured by the GDP deflator. 	2  See footnotes to Table 1. 
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1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

plans 
outturn and 
estimated outturn 

4)Jk  

CV j  

VM, t  V 

(\rlf  
136.9 	141.7 

144-0 	148-8 

133.8 139.3 	147.4 56.9 -  167-1 	_1761 

671 	179-4 	191.6 133.8 	139.3 	145.7 	153.6 

133.7 	140.5 148-7 154-3 161-5 

132.4 

132.2 	136.8 

134.3 

45 	44 	43 46 March 1984 FSBR1  
43 44 46 	461 	451 March 1985 FSBR 

461 	45 44 43 421 
January 1986 PEWP 	461 
(Cmnd 9702) 

January 1987 PEWP 	461 
(Cm 56) 

January 1988 PEWP 	46 
(Cm 288) 

This Autumn Statement 	451 

'Financial Statement and Budget Report. 

461 	441 	44 	421 	42 	41/ 	411 

461 	44+ 	431 	41+ 	391 	391 	39 	381 

461 	441 	44+ 44 42/ 	42/ 

' 	1 Public expenditure plans 

Table 1.11 Public expenditure planning totall; plans and outturn 

k billion 

1983-84 1984-85 

March 1982 White Paper 
(Cmnd 8494) 

1208. 127.8 

February 1983 White Pape 
(Cmnd 8789) 

119.7 126-6 

February 1984 White Paper 
(Cmnd 9143) 

1205. 126-6 

January 1985 White Paper 
(Cmnd 9428) 

1204. 128.3 

1204 129.7 January 1986 White Paper 
(Cmnd 9702) 

January 1987 White Paper 
(Cm 56) 

1204. 129.9 

January 1988 White Paper 
(Cm 288) 

1204 129.9 

This Autumn Statement 1204. 129.9 

'Public expenditure planning total on current definitions. 

Table 1.12 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 

plans 
outturn and 
estimated outturn 

27 



50 

38 

• 
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Chart 1.1 General government expenditure as a percentage of GDP 
50 

48 

46 

45- 
44 

42 

38 

—44 

— 4) 
42 

36 

I 	11 	1111(1 	I 	I 	I 	I 	I 	441 

65-66 67-68 69-70 71-72 73-74 75-76 77-78 79-80 81-82 ..1Wr4 *5'16 87-88 89-90 91-92 
8)- 4 	 forecast 

36 

35- 

1963-64 

Per cent 

Excluding 
privatisation 
proceeds 

48 

46 

- 

—4o 



Excluding 
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Chart 1.2 General government expenditure in real terms 
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1 Cash figures adjusted-to 1987-88 price levels by excluding 
the effect of general inflation as measured by the GDP deflator 
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1 Viric expenditure plans 

1.13 Chart 1.2 and Table 1.1 show the trend of public spending in real 
terms. Between 1978-79 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 4f6r 

8/ 	)/ 	
years from 198/4 to 1991-92, the rate of growth is expected to average 

3 1 per cent a year, /,i/ 

e4v iviec atyzcz,k_ 
czo ackzi 

Chart 1.2 General government expenditure in real terms 

1988-89 outturn 
1.14 The estimated outtum 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 
an increase of over 4 billion in h,alth expenditure. T ese lifive been offset 
by higher rivatisati n proceedsilligher than expecte ocal 	and 
new 	eceiptsJvhich more than offset the overspend on local aut ority 
-capital expenditur , and lower social security spending resulting from the 
fall in unemployment. -, 

[ 
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