


| CONFIDENTIAL

lilllllIllllIlIIIIIIllllllllflillllllllll!llllllllllllllllilllllINIIIHHIIIIIMflfll!l)mIllllPllllIFJUIINWIINIUIII t
!IIIIIJlll!llllllIlllllllllllllllHlll *

C CHANCEILT.OR "S PAPERS ON
C THRE 1988 PURT.TC
FEXPRENDTTURFE WHITRE PAPER

‘ (PFEWP)

|
|

AL

P



009/3291

CONFIDENTIAL

ROM: JILT. RUTTER
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o PS/Financial Secretary
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vr\ \ ( Sir Peter Middleton
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\ \K'A Mr Monck

’/> Mr Kemp
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V;F‘ EV— Mr R I G Allen
ﬁbJ ’ \ \éAQC“W? Miss O'Mara
. Mr Dyer
U MQ ¢ 71. . MissyEvans
Gw— }ﬁi}&r e Miss Walker

PUBLICATION OF PEWP AND TIMING OF THE AUTUMN STATEMENT DEBATE

At their bilateral on Tuesday the Chancellor asked the
Chief Secretary to establish whether there would be difficulties
for the publication of PEWP in delaying the Autumn Statement debate

until the first week Parliament returns in January.

2 As Mr Turnbull's minute of 25 November (copied to you) shows
there is no real problem in delaying publication of the PEWP until

the following week.

3 OnisEhd B basiis ion feidthe 14 is to be the date for the

Autumn Statement debate, the Chief Secretary would prefer

publication of the PEWP on 19 January 1988. While he notes the

| point that Mr Turnbull makes about the TCSC wanting longer to

/ consider their report on the White Paper, the Chief Secretary

)& " has commented that since we are being helpful in relation to the
debate on the Autumn Statement we could press them to a faster

. timetable for the report on the Public Expenditure White Paper.

|
d;w&v
JILT, RUTTER

Private Secretary
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PUBLIC EXPENDITURE WHITE PAPER

I attach a further draft of Volume I, which we would li&e. to

circulate to Cabinet on Friday.
2 We have amended the text of Chapter 1 to reflect most of
your comments on the earlier draft. In a few cases, however,

we have departed from your suggestions for the following reasons:

Main points paragraph 2. We have redrafted this to make

plain that the cash figures are plans not forecasts but
the real terms increases are not plans in the same sense
but projections (based on the latest projections for the
GDP deflator).

Main points, paragraph 5. We have included this to pick

up the point that reductions in expenditure on debt interest
etc make room for more spending on priority programmes.
We have not wused the ‘'unavoidable'/'desirable' <contrast
from . the draft speech  because classifying programme
expenditure eg on social security or industrial subsidies

into either category could provoke unnecessary contention.

Science and Technology. We have included a short paragraph

on improvements in the White Paper (Paragraph 5) which
refers to S&T and have added a paragraph 89 later on to

Y



make the key points. We would prefer not to include th
as a 'main point'; because we do not wish to focus too
much attention on the figures which are of rather poor
quality.

Paragraph 8. As the table shows the relevant figures are
from the 1986 and 1987 White Papers and the 1985 FSBR.

Spelling this out invites the question ‘'why not the

1985 White Paper?' with the implication that we are hiding
something. In fact the 1985 White Paper did not mention
the ratios at all. We prefer simply to refer to the figures
published in 1985, 1986 and 1987.

Privatisation proceeds. We think the explanation of the

treatment of privatisation proceeds fits better in
paragraph 19 than in paragraph 15.

Social Security, paragraph 66. We have not added the

sentence about an improvement in take-up. Figures in the
Social Security chapter in Volume II show that take-up
has not increased significantly since the early 1980s.

Functional split. We have now expanded this section in
the light of the numbers.

S We have also made a number of amendments in the opening
paragraphs to emphasise the pont that the plans and controls
are set in cash and this process is the means of achieving the
medium-term aim of reducing the ratio of GGE to GDP. This is
intended to help answer the questions raised by Mr Terence Higgins
at the TCSC about the possibility of the 'ratio' approach

undermining cash planning.

4, In other respects the text is not greatly changed from
the version you saw last week, but the tables now reflect the
updated database and so take account of Survey decisions and
a small number of other minor changes since the Autumn Statement.
The figures are still being checked and cleared with departments,
and so are not yet final. Past and future years are not expected

to change in any major respect but problems may arise on the



outturn for 1987-88, on which you will receive a submission
next week. The planning totals and GGE figures are consistent
with the rounded totals published in the Autumn Statement.

5. It is customary to circulate the draft White Paper to Cabinet
at this stage. I understand that your office have agreed with
Sir Robert Armstrong's office that it would be sufficient to
circulate only the expanded Volume I this year and not the
departmental chapters. The attached draft covering letter
therefore explains that only Volume I is being circulated, but
Volume II chapters are available to Ministers on request. It
also asks for agreement to publication on 19 January, the date
you and the Chancellor favour.

6. If you are content, we will provide copies of Volume I

for circulation to Cabinet later this week.

s s

MISS S P B WALKER



DRAFT LETTER FOR PS/CHIEF SECRETARY TO SEND TO

David Norgrove Esq
10 Downing Street

Copied to: Private Secretaries to members of Cabinet
and Mr Luce

Sir Robert Armstrong
PS/IR, PS/C&E

1988 PUBLIC EXPENDITURE WHITE PAPER

The 1988 public expenditure White Paper will give the
details of the Government's éxpenditure plans for the
next three years, filling in the background to the
totals announced by the Chancellor in his Autumn

Statement.

2. I enclose a draft of Volume I. This year the
structure of the White Paper has been changed, so that
all the summary material appears in Volume I and only
the departmental chapters will be in Volume II. We
do not propose to circulate Volume II to Cabinet in
draft, although copies of any of the chapters can be
provided on request. The texts for these chapters
have been agreed with the relevant departments and
proofs of each department's chapter will be sent to

them for checking as soon as they are available.

353 Ag.last ~ year, ¢Ehe  draft iis "being ‘eirculated: at
this stage to allow Ministers more time to comment.
However, this does mean that the figures in the tables
are not yet final - several queries are being pursued

by officials this week. This caveat applies in
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particular to the figures for the estimated outt.
for. 1987~88; Small changes to the text of Chapter 4
will also be necessary to take account of privatisation
proposals. Treasury officials will be in touch with

officials in the relevant departments about this.

4, The Chief Secretary proposes that the White Paper
should be published on 19 January, slightly later than
this year. This avoids a potential clash with the
debate on the Autumn Statement. I would be grateful
if you could confirm that this causes no difficulties.
I will be in touch nearer the time about arrangements

for publicity etc.

g5 In order to meet the printing timetable, it is
necessary to finalise the White Paper Dbefore the
Christmas break. I would be grateful if comments could

be sent to this office by Friday 18 December.
6. I am copying this letter to the Private Secretaries

to other members of Cabinet and Mr Luce, and to

Sir Robert Armstrong.

[J RUTTER]
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FROM: S P JUDGE
DATE: 16 December 1987

MR 'MORTIMER = cc PS/Chancellor (with proof)
Mr Edwards
(KQ&/) Mr Mercer
)//’ . . Mr Bonney
£ 6¢‘./ Mr Addison
i

1968 PEWP: CHAPTER ON NET PAYMENTS TO EUROPEAN COMMUNITY
INSTITUTIONS

’:Thank you very much for your minute of 15 December, and
Mr Addison's of 8 December - both of which the Paymaster General

has now seen.

He is content with your suggested revision to the last sentence

of pardgraph 5 of: the. text,: subjeet i to . adding - "1987% aiter
"December". He has wo §ZUJJR0P commenl’s .

The Paymaster thinks the Chancellor should be aware of this,

but would 1like to assure him that he has been through it

thoroughly.

1S

S P JUDGE
Private Secretary
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FROM: J E MORTIMER
pATE: 15 DECEMBER 1987

Mr Edwards
Mr Mercer
Mr Bonney
Mr Addison

1988 PEWP: CHAPTER ON NET PAYMENTS TO EUROPEAN COMMUNITY

INSTITUTIONS

1 attach a copy of the first proof of the PEWP chapter on the

European Community.

+ A T Lwregret ' that. We  (rwere hot Lable. . t9. . incorpbrate - :the

Paymaster General's comments set out in your note of 4 December
before the text went to the printers. We have, however, marked

up the attached proof so that they can be taken on board at the

next print.

2 The Paymaster General said he was particularly interested
in paragraph 5 of the text. We suggest that the 1last sentence

of the paragraph should be replaced with:

lear after the discussion of these
4 and

ofssthe

"The Prime Minister made C

matters at  the European Council in Copenhagen oOn
1e%3

5 December. that decisions on the future level

Community's oOWwWn resources will be taken only when improved

budget discipline arrangements have been worked out in

) detail”.

4. you will note that, in paragraph 9, Wwe have referted toO
increases in our net payments in 1987-88, 1988-89 and 1989-90

of £520 million, £350 million and £400 million to bring the PEWP



text into line with the figures quoted in the Autumn Statement.
You will recall that the apparent discrepancy with the Autumn

Statement was one of the points picked up by the Paymaster in
the first draft of this chapter. U7 (PS cyf 454( v Ual 2‘//2_,

5., We would be grateful for any further drafting comments within

the next day or two.

e

J E MORTIMER
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.b Net payments to Furcpean Community institutions

Thod - Copy 5

3. Net payments to European
Community institutions

Table 3.1 £ million
(')l 1982-83 1983-84 198485 198586 198687 1987-88 1988—89( 1989-90 1990-91
oufturn oufturn oOufturn outturn  oufturn estimated plans plans plans
outtum
o Gross payments 2,820 3,097 3,611 3,745 5,121 4,881 4,645 5.420
“-2557 kK  Public sector receipts —1308 —189% —1891 -19%6 l2seel —1975| —20357 -2.220
Negotiated refunds =774 -239 - 589
VAT abatements —-823 -—1343 -—1,302| —-1,661 -—15%
Al A Ne payments to Europecan Communiry 737 959 1,131 986 H230:A 1,604 947 1,610
budget
Contributions to reserves and capital of 5 16 21 17 48
the European Investment Bank ;
Grants received from European Coal and —52 —49 —44 —46 =75
Steel Community
Payments to EC budget attributed to the -102 =2 —-134 —141 -116
& (M4 aid programme#*) A
: : Total net payments to European 589 834 974 816 +~HO8MA 1,400
F1I79A Community institutions
&< (excluding overseas ud)f'S()‘f
ste TR i i e e B A
g’(')/\ gl A';ﬂ_&-(‘_?g._‘;:m_vﬂq{llinbﬁtLisw‘)
The United Kingdom's net payments to Em-opan mmunity instito
3.1 are made up of three components: net payments to the Eiropean Comm
budget (excluding the UK's share of the cost of the nunity's overseas aid ==
expenditure, which is included within the aid programme); contributions to the
- capital of the European Investment Bank (EIB), and receipts from the European
Coal and Steel Community (ECSC). The main component is the UK's net payments
to the European Community budget. S
2. The latest estimate of the UK's net payments to European Commmntym
in 198788 is £1,400 million. This figure is projected to fall to £800 millon in -~
&4 1999 -0k 198889 before rising againsto 41,470 million in A988-90'and (1,320 millionin -
. 1990-91. The main reason for the relatively low figure in 1988-89 is that we are -
i 1998 & ©A expecting an exceptionally large abau:ment(of around (1,750 milionin-$9884( .-
a4 -'15 Net payments to European 3. Table 3/presents the latest estimates of the payments wﬂ:eCommun'ty‘ :
Community budget budget on a “payments” basis. It shows the net payments actually made during - -
UK financial years, irrespective of the Community budget to which they relate or
i from which they are financed. Table 3.2, on the other hand, shows pet payments™
9 v on a/bud basis. It shows the UK'’s net contribution in respect of a particular - -

Community budget, regardless of when the payments and receipts actually took -
place. Thus the abatement arising out of the UK s net payments to and receipts from
the Community in 1986 is shown against the net contribution to the 1986 budget,
even though provision for it was contained in the 1987 budget and an additional -
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Net payments to European Community institutions

payment, correcting the 1987 budget figure, is included in the preliminary draft budget
for 1988. Onc line of the table shows the net contribution to the “allocated budget”.
The allocated budget constitutes around 95 per cent of the total budget and includes
nearly all items of expenditure allocated or paid to member states. Fhefinain item

of expenditurg/mwhich-is-not-so-sHeested-is-everseas-sidi Unlike Table 3.1, Table 3.2
takes account of receipts paid direct to the UK private sector as well as those paid

to the public sector.

’*-« % Table3.2 UK contributions and receipts arising out of successive/budgets(’) £ million
A gt 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991
Ay L Ao A& A& AP L@ (estimated) (estimated) (estimated) (estimated) (estimated)

Allocated budget(?)
Gross contmbunion 2,448 2,79 3136 3,645 4,511 5,097 4,562 5,236 5,459 5,745
19%({& Gross receipts 1,307 1,746 1,991 $£90%( 2511 2,449 2,301 2,39 2,461 2,588
g e Net contribution 1,141 1,050 1,145 £738A 2,000 2,648 2,261 2,840 2,998 3,157
Refunds and abatements
Negotated refunds (net) 589 440
VAT abatements 591 1,119 1,256 1,598 1,470 1,836 1,932 2,045
i ~ Net contmibution to
~ allocated budget after
~ Gll ivSAC aund; and abatements 552 610 554 619.4 744 40634 791 1,004 1,066 1,112
~ Net conu'ibud\g& o
~=154{6 ivfg unallocated budget(?) 130 156 155 164 195 186 M9 24 24K 7
it (') This sable is imtended 10 mdicae the met financial obligations on the UK which result ) The allocaed budget inchades all items of expendivare aliocaed or paid so b
ﬁn.am"c;—-n,wu,n&ﬁmﬁmwmumhuumby saics. The main item not inciuded is overseas aid. Figures for UK gress receipts inciude
bmgmgaqdnqjacpxﬁbkdlumu:inmpmq{mmiw.mdhdgm. peyments made direct to the UK private secior as well as those made to the UK public
b trrespective of when receipts and peyments occut/and by showing megoniated refunds sector.
sA ] end VAT abatements agamsi the anmual budget in respect of which they ave paid (C)Mainty the UK's contributionfte the C iry's aid budges.
o Sterling figures have beem comverted from Euvopean currency wmits (ECUs) and-Busopeam
ke wqils gf accomnt wsing ammual average exchange rates. vate of s
inI%7,A [1-142«75‘:5&-‘:—"-Im-lllﬂryr.s.[l-l‘l.!n. : : i
asume Ng Comtideio s of e & 6 Assumptions 4. The projectiony/are-based-on-the-cursens 1-4 per cent VAT ceiling. In accordance %

Fontainebleau abatement

?

e A tmk €

ok & (%% vy\,wé;‘ A

K Gross contributions

y o'

with the agreement on budget discipline of December 1m,thenlzofgrowth h of F
Community expenditure on agricultural market support is projected to grow no -
faster than the rate of growth of the Community's own resources base. ek

5. Proposals by the European Commission for changing the
arrangements, including increasing the ceiling on own reso
discipline more effective, reforming the Common Agricy
the structure of own resources, and changing the UK's’3
are currently under discussion within the ymunity. T
clear after the discussion on these matters at the Earope

29 and 30 June thaybefore the question oflédiﬁb@

considered, agrecment was necessary on effective $nd
Community spending, particularly agricultural §

6. The projections assume the continuation of the Fontai
The UK’s abatement in the 1987 Community budget
million. 'The UK's VAT contributions are being reduced acet
million per month, and our abated VAT rate is 0-83 per cent, compared with 1-35
per cent for Germany and 14 per cent forAll other/member states. The UK’s
abatement in the 1988 preliminary draft budget is 2513 mecu (soine 41,750 miillion),
the largest abatemen d ever. It includesx correction of 244 mecu (170
million) to the abatement made in 1987, reflecting new information on the UK’s
payments to and receipts from the Community in 1986. Our abatements in 1989
and 1990 are expected to be in excess of £1,300 million in each year. ;

7. Tables 3.1 and 3.2 show gross contributions, VATabamumdposnceiptg
as well as net contributions. Under the own resources system, gross contributions -
consist of monthly payments of traditional own resources ultural devies and -
customs duties) and the yield of a notional rate of VAT, which must ngu@al
per cent of a harmonised base agreed in 1977. In 1987, the UK's share of own " ©
resources is expected to be around 20 per cent before taking account of our -~ -
abatement, and 16 per cent after taking it into account. Of this total, our share of ol
VAT own resources payments is likely to be around 20} per cent before abatement ~ o
but only 134 per cent whilst our share of traditional own resources - -
is expected to be around 21 per cent. :




. * Net ;iaymnts to European Community institutions

it . Gross receipts 8. Gross receipts from the Community budget come mainly from the Agricultural
g Guidance and Guarantee Fund, the Social and Regional Development Funds and
) refunds in respect of own resources collection costs. Details of the main components
of expenditure and revenuc in the budget are contained in the Statement on the
1987 Community Budget (Cm 194). Including the amending and supplementary
/ budget agreed in July, the 1987 Community(Bhdget provides for total expenditure
of a little over £25 billion/of which some £16 billion is for agricultural market
support. Expenditure by xc Intervention Board for Agricultural Produce and other
wak SA public authorities in the United Kingdomywhich give/rise to receipts from the
Community budget scores as public expenditure in the departmental programmes
concerned. A summary analysis of United Kingdom receipts is in Table 3.3. In
1987, the UK's share of receipts from the Community budget as a whole is expected
to be around 9 per cent. Table 3.4 gives details of UK receipts analysed by receiving
department and Community fund.

S

Table 3.3  Gross receipts from the Community budget £ million
(6\‘;/@(\/\‘/\ l%}ff& 198/\3-84 19}84——85 1985-86 198687 19187[-;88 1918§‘—89 1382—90 19’92-91
Wi e N T TG

Receipts other than negotiated
refunds and VAT abatements
Agnicultural Guidance and Guarantee

Fund 820(') 1,218(") 1,194 1,281 1,567 1,072 1,105 1,222 1,302
Sodial Fund 160 251 207 161 413 334 383 416 447
Regional Development Fund 137 180 204 283 329 380 373 379 382
Refund of own resources collection
costs 131 133 166 135 168 173 159 181 188
$3ie Other receipts 60 116 120 76 =T34 16 17 23 18
%us7.e  Total 1308 1898 1891 193 @548( 1975 2037 2221 2337
-' Negotiated refunds and sbatements
! Supplementary measures (gross) 774 239 589 i
li 597k VAT abatements 823 1,343 1,302 1,661 4590 1860 - °
!G.\LC' (') The pacsern of agricultural receipes hasussenf1982-83 and 198384 partly reflects am wmeven timing of payments.

—
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. Net payments to European Community institutions

,\’.\’(‘ Table 3.4 Receipts from European Community institutions analysed by department and fund £ million/

i\;.\%_\@ 1&@ 3 198§8: 1;9@5 m m 1987-88 1988-89 12&90 1?&91

Ministry of Agriculture, Fisheries and Food

B EAGGF(")(Gnidanre) 16 44 34 38 26 20
¢ Other receipts :ﬁ : : 3 3 2 1 1 1
Intervention Board for Agricultural Produce
EAGGF (Guaranter) 778 1,134 1,123 1,210 1,441 1,010 1,039 1,151 1,227
EAGGF (Guidance) 7 5 5 1 — —_ — —_ -
Other receipts 17 14 23 19 9 S = = -
Department of Energy
European Regional Development Fund 7 9 7 6 6 6 11 10 10
Other receipts 17 20 16 19 2 4 > 5 5
Department of the Environment
European Regional Development Fund 22 28 23 62 77 97 104 114 120
European Social Fund -_ — e — — —_ —_ —
Home Office
European Soaal Fund 6 1 8 3 =
Department of Employment
European Social Fund 119 210 158 132 355 291 342 375 406
Other receipts : — — — —_ -— —_ — —_—
Department of Trade and Industry
European Regional Development Fund 24 47 61(3) 2 20 25 24 17 16
European Social Fund - 1 2 — 1 : —_ - —
Other receipts - 1 1 1 1 : 1 1 1
Department of Transport
European Regional Development Fund 18 22 28 65 48 72 76 80 81
Other receipts — — — 4 8 3 5 4
Department of Education and Scaience
EAGGF (Guidance) — -
Other receipts 1 1 1 1 1 1 1 2 2
Scotush Office
EAGGF (Guidancr) : 12 21 19 21 20 2 21 2 2
European Regional Development Fund 25 36 46 81 82 80 70 74 74
European Sodal Fund : 1 1 1 3 1 1 1 1
Other receipts : : 3 1 1 2 3 3
Welsh Office
EAGGEF (Guidance) 6 11 10 9 8 10 11 12 12
European Regional Development Fund 23 25 2 29 47 56 40 41 43
European Social Fund — 2 s
Other receipts —_— e —_ 2 - — — —
Northern Ireland Office :
EAGGF (Guidance) 1 3 3 2 1 107712 14 13
European Regional Development Fund 18 13 17 18 23 44 48 43 38 -
European Social Fund 35 38 38 25 54 42 40 40 40
Other receipts —_ 15 14 23 2 5 2 Ly £ Bl
HM Treasury : . =22
Own Resources Refunds 131 133 166 135 168 173 159 181
Miscellaneous receipts 25 65 65 5 k3 s — e
Total receipts from European Community P T
()R Budget A 1308 1,898 1891 1936 24599 1975 2037 2221
! Receipts from the European Coal and
Steel Community
Department of Energy 11 17 5 10 67 54 47 23 24
Department of Employment 1 1 : : s : ] . :
Department of Trade and Industry 40 31 39 36 8 8 3 3 S
Total receipts from European Community o
institutions 1,360 1,947 1935 1,982 2534 2037 < 2087 2247 2364

Exropean A'nnnhsnl Guaraniee 4 and

1Y/
A ({n/\%. Signifies receipts of less tham 4

Apnil 1 -l’lhlarﬁ!”!d[ﬂ-llbuw-l d’ uspense accous: holbag: dwing the-pened L Apwl 1885 2635 Phareh $8T0dn-the-case i

r)hmam-qudwm she Officr of Fair 'rnﬁg

and the Office of Population Censuses and Surveys veceive minor ameownts acvess the
period, which in sotsl amount to less than [} million in axy sne yesr.

@ (*) g 198657, "8l veceipts by dopontand

X8 W‘mﬁmu"w Q*Fuwfthbmww,h
573 becouise 0; CMGM?(G‘ in e OMAOM”'Q‘ haJd wa
g?ﬁxﬁb Jegow imemtel Suspwse aCCovaly
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t -Net peyments to European Community institutions

,' : Comparison with last White 9. The projection of net payments to Community institutions is substantially higher
. i . Ty Paper than that contained in last year's Public Expenditure White Paper. The figure for
3 fhoio A @ ! 1987-88 has been increased by f&%mﬂhor)g reflecting primarily a shortfall in
I' o % agricultural receipts of more than £200 million, higher payments of agricultural levies
. and customs duties, and an assumed advance of {140 million of traditional own
! resources from April to March 1988 (and hence from 198889 to 1987-88). The
| whieaids e fledly a, her —mﬂ_@%&—@ and 1989-90 have been revised uplby £360 million and ,
bty f‘/ £410 million/respectively. The deterioration in these years arises mainly because /
L1 e melidnn Sl a the UK's assumed share of agricultural receipts has been revised down from 84 pes :
g = NI centtobdper cent, reducing receipts by over £300 million a year. Own resources
{ i 05 Yaays 48 el k Muvs klwot.  paymentg—VAT, customs duties and agricultural levies—in-these-years-have/been
j Wowower. A & ot Tde 33 7| TEVISE =
| = S A i ST
; Bibliography
. ’ Statement on the 1987 Community Budget, HMSO, Cm 194,
: Decision of the Council of the European Communities on the Communities System
- Cmnd K of Own Resources, HMSO, Gm/9549.
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FROM: JOHN GIEVE
& ) d}P%ATE: 6 January 198%

M
CHIEF SECRETARY JV W cc  Chancellor
o (W FST
EST
A MST
w.Sir P Middleton

" COGPEC
ﬁ(/ Mr R I G Allen

7 Mr Dyer
A\ Mr Tyrie
L8 Mr Call

Miss Walker
Mr G C White

PUBLICATION OF THE 1988 PUBLIC EXPENDITURE WHITE PAPER

We need now to seek the Prime Minister's agreement to the exact timing
and arrangements for publication of the White Paper.

2. When your private secretary circulated the draft before Christmas,
she saild that we proposed publication on 19 or 20 January. No one
has suggested that either date would cause difficulties. I attach
a draft letter, therefore, proposing publication on 19 January as
agreed.

33 We need to decide also whether to publish in the morning or
afternoon. Mr Allen 1s minuting separately on the press arrangements.
He sees advantages 1n publishing at 11.30 in the morning. This makes
1t possible for the White Paper to be covercd in the lunchtlme news
programmes and glves the press more time to work up stories for the
dally papers and evening broadcasts than would afternoon publication
(especially as that would probably have to be deferred until after
PM's questions). Since it has not been the practice to make an oral
statement on publication of the White Paper in recent Years, his
should not raise Parliamentary difficulties.

s There 1s a question down for 14 January asking for the date
of publication. It may be reached during oral PQ's. We recommend



that you should use that opportunity to announce the date and time
of publication. I attach a copy of the draft answer and a background

note on previous publication times. We willl notify the clerk to
the TCSC at the same time

5. Last year, we pressed departments to i1ssue their own press notices
at the time of publication. A few did so (MAFF, Customs, ODA, LCD,
DTI, Transport, Scotland and Home Office). There 1s not a great
deal of news 1In the White Paper and most major departments issued
press notices at the time of the Autumn Statement (or in the case
of Scotland and DTI have subsequently made major statements on
expenditure plans). Against that background, we do not recommend
that you should press departments to make further press releases
at the time of the White Paper this year but we will be making

arrangements to ensure that any press notices that are released are
cleared with the Treasury beforehand.

5 I attach a draft letter for your private secretary to send to
the Prime Minister's private secretary.

J/s\. Grevt

JOHN GIEVE
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DRAFT LETTER FOR PS/CHIEF SECRETARY

TO SEND TO P GRAY ESQ
10 Downing Street

PUBLICATION OF 1988 PUBLIC EXPENDITURE WHITE PAPER

The text of the 1988 White Paper was cleared in correspondence before
Christmas. We now need to settle arrangements for publication. The
Chief Secretary proposes that it should be published at 11.30am on
Tuesday 19 January. We are not aware of any other major publication
or announcement with which that would clash.

As usual we do not plan an Oral Statement on publication of the White
Paper. Instead there 1s usually a debate 1in the House a few weeks
after publication following a report by the Treasury Select Committee.
The Chlef Secretary proposes to announce the detalls of publication
In response to an oral question for answer on Thursday 14 January
in the terms attached.

As 1n the past, the Chief Secretary will be arranging on-the-record
briefing for the press. As the White Paper 1s a 1long and complex
document, we envisage 1ssulng embargoed confidential final revises
on the day before publication.

The Chief Secretary expects that several departments will wish to
issue thelr own press notices commenting on and explaining the plans
set out in the White Paper. These should be cleared in advance with
the relevant Treasury expenditure divisions.

I am sending coplies of this 1letter to the Private Secretaries to

Minlsters 1n charge of Departments, the Chief Whip, and Sir Robin
Butler, and to Mr Bernard Ingham.

MISS RUTTER



u/s U..,.:.
N

MR ARCHY KIRKWOOD: To ask Mr Chancellor of the Exchequer, when he
expects to publish the White Paper on Public Expenditure.

DRAFT REPLY

The 1988 Public Expenditure White Paper will be published at 11.30am
on Tuesday 19 January and coples will be availlable in the Vote Office.
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Timing of publication of PEWPs in previous years

1979
1980
1981
1982
1983
1984
1985
1986
1987

11.15am
11.30am
11.30am
11.30am
3.30pm
noon
3.30pm
3.30pm
noon

No oral statement on publication since 1979.

Will there be an oral statement on the PEWp and an opportunity

ask questions?

As
be
17ie]

s

In previous years do
avallable 1in the Vote

be a full debate in due

Unusual not to make a

not plan on oral statement. Coples will
Office. As 1n previous years expect there
course following TCSC report.

statement to the House on the White Paper?

Not customary to make an oral statement on the PEWP. Main points
on spending plans announced already in Autumn Statement. PEWP simply
fills out these plans in detail.
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WHITE PAPER BRIEFING: KEY QUESTIONS

I attach a suggested lines to take on the key questions identified
at your meeting this morning. As you will see this 1s intended
to dampen expectations of expenditure measures 1in the Budget
but falls short of a categorical statement that there won't
be any; we think 1t would be unnecessary to close options 1n
this way.

2. ST2 will be sending you some supplementary material on Health,
including questions on the health share of GDP and the monitoring
of output and VM. We are also circulating tonight replacement
pages for the main White Paper brlefing where this has been
revised since last Thursday.

B % Your opening statement to the press conference 1includes
a paragraph on the outturn for the current year, 1987-88. This
is still uncertain but latest 1indications suggest that 1t may
turn out a 1little lower than the figure in the White Paper.
While we do not want to suggest publicly at this polnt that
the outturn 1s 1likely to be lower than the White Paper figure,

. et =
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CONFIDENTIAL

£147.3 billion, it would be prudent to 1indicate that there 1s
inevitably still some uncertalnty about the exact outturn. I
have suggested an amendment to your speaking note 1in thils veiln.

4, The following departments are planning to 1ssue press releases
on Wednesday (or 1B some cases written answers).

MAFF

DTI

ODA

Northern Ireland

DOE

Home Office

Transport

Scotland

Wales

DHSS are still undecilded.

5. We are not aware of any Ministers who intend to hold press
conferences on thelr programmes.

e C;mﬁ*

v

JOHN GIEVE



WHITE PAPER BRIEFING: KEY QUESTIONS

Are you considering the scope for increasing expenditure as well as decreasing

taxes and borrowing in the Budget?

We review taxes, borrowing and expenditure each year on a rolling programme.
This begins with the Budget when we revise the medium term financial strategy
and also make proposals on taxation. Expenditure plans are reviewed in the light
of the new MTFS in the annual Public Expenditure Survey which gets underway in

the Summer. The results of the 1987 Survey are set out in this White Paper.

Revenues are clealy more buoyant than projected in the last Budget which underlay

the expenditure decisions set out in the White Paper. If, as it appears, there

is "money to give way'" how can you justify ruling out expenditure increases?

I am not going to comment on what the Budget forecast of revenues may show or
on what the Budget measures may be. However, _the time to review our expenditure
plans in-the=tight—of-the-revised-MEFS is the annual Survey rather than the Budget.
In the last two ycars we have been able - in the light of improved economic
performance - to make substantial increases to our plans. We will be looking
at the totals and priorities both within and between programmes in the 1988 Survey
when we can draw together the threads both on inputs and outputs across the whole
field of public expenditure. ‘

Are you ruling out more for the NHS in the Budget"

n o) bk
,,ZJ /@b\l) A .,C_Y&/ O0CC ARSI~ Al W %L%W&me:ﬁ

"ﬂ.' “" te u.J..LU.L\_.LPd.lJU bllc UL.LG,LJ.\.,\,.L_:UI D uuuéct ctv.uum\,lzto ThiS White Paper

sets out our plans for the NHS as for other expenditure programmes. We will
be reviewing these in the normal way in the anmal pnblic expenditure survey
and, as I made plain in the debate on the Autumn Statement, we will be weighing
not only questions about financial inputs but also the value for money that we
are achieving with the very substantial funds we are already investing in the

Health Service.

How can you Jjustify taking decisions on taxation and decisions on expenditure

separately (especially, eg, on rates of social security benefits)?

The annual cycle of review of taxation and expenditure leads to decisions at

slightly different times, but they are fully consistent and both are based on




‘edium term financial strategy. The Government has made quite plain since 1979
its commitment to reducing expenditure in relation to national ouput in order
to make room for reductions in taxation and hence sharper incentives at prudent
levels of borrowing. The economic success that we have achieved in the last
few years cannot simply be taken for granted. In considering whether to use
any fiscal adjustment for expenditure measures or taxation the key question is
now to foster and build on that overall economic success not, simply, how to

distribute any dividend that economic success may have brought.

If GDP is rising faster than you anticipated in the Autumn Statement, isn't there

room for higher spneding within your declining ratios?

Reducing the ratio is a medium term aim and we are not trying to hit particular
percentage figures 1in particular years. Above average growth in one year does
not necessarily imply faster growth in the medium term. We set our cash plans
for public spending on the basis of a prudent view about the medium term prospects
for the economy. These are not changed automatically to reflect changed estimates

of money GDP.

But if new GDP projections in 1988 MTFS are higher than those in the Autumm

Statement, will you increase the planning totals again in the 1988 Survey?

Reducing the ratio of expenditure to national output is a medium term aim; setting
and delivering cash planning totals is the policy instrument designed to achieve
that aim. We will review the planning totals in the coming Survey but no

presumption that they will be changed. We have set aside larger Reserves within

the totals this year.

Why are the Reserves so large?

Experience suggests large Reserves needed. Ratio of 1:2:3 means provision drawn
down in earlier years can be carried forward to later years while still leaving

adequate provision for new commitments.

With Reserves so high,the departmental figures are not real plans - merely the

starting point for further negotiations

Departments cannot count on access to Reserves. Most of the Reserves 1likely

to be required for unforeseen contingencies and estimating changes, so departments




plan on basis of programme figures. In any case an uncommitted margin of 2%

in year 1 rising to 5%% in year 3 does not seem excessive.

Why is the Treasury blocking the Ibbs proposal for improving management in tre

Civil Service?

Not going to comment on pi'ess speculation. The Efficiency Unit has made some
proposals which are being discussed both with the Treasury, and other departments.

No decisions have yet been made.

No proper mechanism for determining priorities (TCSC report)

No conceivable 'mechanism' could weigh eg spending on defence against spending
on health or museums. These have to be political judgements. Government reviews
policy continually but Public Expenditure Survey draws the threads together ezch
year and allows Ministers collectively to weigh spending in different areas in

light of full assessment of outputs and the overall expenditure position.

The Autumn Statement has already set out the expenditure policy, why have the

PEWP at all? Why not merge it with Estimates?

It is important for Governmént to set out regularly in some detail its plans
for expenditure and an account of what it has spent and achieved in the pass.
This is the role of the White Paper. The PAC and TCSC have suggested that the
material could be packaged in different ways possibly in combination wi<
Estimates. We can see advantages but there are many other implications eg for
the timetable of work in government and we are looking at those before respondin

to the Committees [which we plan to do later this year].

The local authority figures in the White Paper are unrealistic. Why not charze

the planning total to reflect what Government can control?

The Government's medium term aim is to reduce the burden of taxation whether
local or national and it has formulated its aim for expenditure accordingly.
[General Government expenditure is the sum of local and central government
expenditure]. Since responsibility for many services is split between 1loczl
and central government, it makes sense to look at the two spending authorities

alongside one another.



How does the 3-year arts settlement differ from, say, defence?

The difference is that it has been agreed that the figures in this White Paper
of the central Government's Arts Budget will not be reconsidered (for increase
or decrease) in the coming Surveys except in specified exceptional circumstances.

The defence programme will be reconsidered in the normel way in the coming Survey.
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PEWP: LETTER TO BACKBENCHERS

I attach a draft 1letter to backbenchers. The Chief Secretary
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would wish to discuss this at Prayers tomorrow.(’jgg /%wﬁ(

I would be grateful if Mr Gieve and Mr Turnbull could
check the facts in this revised version as quickly as possible

so that we can incorporate any amendments in the final version.
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WHITE PAPER ON PUBLIC EXPENDITURE

m Wednrdzy.

The White Paper on Public Expenditure was published yester&&yrg_‘;)
Wud press—eoverage—has—been—rather—misieadirg
~afd-—se] 'I thought you might find it wuseful +to have some

background and key points on it.

The Public Expenditure White Paper is not an occasion
for announcing new decisions on public expenditure. Those
were announced last November in the Autumn Statement when the
Chancellor set out our plans for increases both in the overall

level of public spending and, particularly, on our priority

programmesg OV(~ /IJ hegV MJFMS

The White Paper sdsmpdw fleshes out those plans with further
details on each individual programme. It explains exactly
where the money goes and how we are obtaining better value
for money. It shows clearly how e have increased spending
on our priorities. The two month ge$/ between the announcement
sof our plans and the publica}tionw‘c‘)‘a\ %Wh&%ﬁuagger does not

t from any further review © P S,/bu reflects
the considerable practical task of collating the detailed

information and producing a document of over 500 pages.

Looking at the totals first, our stated strategy remains
- as it, has been since 1979 - tqo reduce ,the publi sector's
; E“Fi' ; 3 & g_u_ym a&wuﬁa 3/\«.,3@ Ao ”f*“‘n'
e of fnational income so that we can reduc axation i
ey \i\f(‘f) ; _ _ ;
(Tn‘é‘fn‘talnlng a prudent level of borrowing. That is the way
to foster enterprise and economic growth, without which we

cannot improve public services and private prosperity on a

sustainable basis.

I b Lo, Ho.

s the economy grows we are able to afford real increases

in public spending without putting a strain on (éational finances.

In the four years from 1986-87 to 1990-91 we plan for real



terms growth in total expenditure of about 1% per cent a year.
Within that sum the amount available for services is planned
to increase more speedily because our prudent approach to
borrowing is reducing the burden of debt interest. In the
next three years, therefore, the sums available for services
are set to increase by over 2 per cent a year in real terms

- about £3 billion a year extra at today's prices.

h ye%(k ﬂf%—ﬁ amine S?Mr}dlng £;E“llans, and[a;%-/
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£2% billion Sew=¥988=88 (following an increase of £5% billion f*’fﬁ”fﬁ
in last year's White Paper) and £5% billion for 1989-90.

So the true message from our plans is that we have been

able to increase priority expenditure W1E%; the ﬁramegork | i
eé%&ﬁ;en—es—%kmm, :

of a prudent approach to public finances.

(TT?row1n is down and rlorlty spendlng is up. k“ thuad:,4k
R i %ﬁi‘ TR M ag¥ on
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@MV/Keeplng publlc spending under control does not mean %ﬁ;i
arbitrary. ‘cuts. Within our new plans there are increases 5.

for a wide range of services including:

(i) Aid. We have increased provision by £32 million
in 1988-89 and £63 million in 1989-90 and in addition
we have agreed to provide funds to cover the extra
cost of contributions to the IMF structural adjustment
facility to help the poorest debtor countries. The
aid budget is set to increase in real terms in the

next 3 years.

(ii) Arts. This year we concluded a special three-year
settlement for the arts which allows for central
government spending to rise by some 27 per cent
over the years to 1990-91. That is on top of over
30 per cent growth in real terms since we took office
in 1979.



(iii) Defence. We  have increased ©provision by over

(iv)

(v)

£200 million in 1988-89 and nearly £500 million
in 1989-90 over last year's plans. There has been
some comment about the apparent real terms fall
in spending provision between 1987-88 and 1988-89.
But to get a true picture, it is necessary to take
account also both of the real increase of 25 per cent
since -1978-79, and of the fact that the Ministry
of Defence will carry forward a substantial sum
from this year's budget into next vyear. This must
be added to the new provision set out in the
White Paper. Moreover by contracting out support
services we are saving at least £40 million a year
and yielding substantial sums by bringing competition

to bear on defence procurement.

Education. The plans show an increase in provision
of over £600 million in 1988-89 and £800 million
in 1989-90. This will provide extra resources for

universities and science and enable us to increase
still further the proportion of young people entering
higher education. As you know, this proportion
is already at record levels. We have also made
available an additional £60 million for <capital
spending to improve school buildings and a further
£61 million to assist universities 1in essential
restructuring. The science budget too has been

increased by £47 million.

Health. The Health service has again been a prime
beneficiary. Our plans show the largest ever
increases to provision for the NHS. Next year we
have made provision to spend over £1.1 billion more
than we are doing this year, and there are similar
increases in the following vyears. Taking account
of the resources released by <cost improvement
programmes and by the new schemes for generating

income in the hospital service, gross spending in



(vi)

(vii)

viii

1988-89 will rise by  between 2% per cent and
3 per cent in real terms. We also have an excellent
record on capital spending with over £1 billion
committed to capital schemes next year. Since
1978-79 we have increased the level of capital
spending by over 35 per cent in real terms and these
further increases will allow the NHS to continue

to expand and improve patient care.

Housing and Environment. Receipts from council
house and new town sales are running at record levels,
and this White Paper shows a further riSﬁ azhgrovision
for gross capital expenditure. Thisx amounts to
nearly £400 million in 1988-89 and includes additional
provision for estate action, renovation of local
authority buildings, the housing corporation and
housing action trusts. The provision for Urban
Development Corporations has been increased Dby
£70 million in both 1988-89 and 1989-90

Law and Order. This has always been a priority
and remains so. Next vyear we have provided an
additional £240 million for the police. The prison

building programme has been speeded up and an
additional 4,200 prison places will be provided
by 1993. Overall the programme shows a real increase

of 50 per cent since 1978-79 with further real growth

to come.

Ne
Social Security. Our plans again laxge increases
of over £1 billion in each year of the Survey. The

social security budget continues to grow in real
terms despite the welcome fall in unemployment.
This 1is largely because on the continuing growth
in the cost of pensions and [benefits for the sick,

the disabled and families.



(ix) Trade and Industry. Provision for DTI programmes
shows increases of £280 million a year in each of
the next two vyears. David Young has announced a
radical restructuring of programmes, to focus
assistance on small businesses and to move away
from automatic grants. Even so, as the plans made

clear, this has not involved reductions in regional

assistance.
(%) Transport. The White Paper makes additional provision
for a major programme of bridge maintenance. Capital

spending on motorways and trunk roads in England
will be 30 per cent higher in real terms in 1988-89
than 1978-79

(xi) Science and Technology. The White Paper shows
increased provision for civil science and technology
of about £250 million in 1988-89 and 1989-90
compared with previous plans. As a result civil
science and technology spending will go up by

3 per cent next year in real terms.

I hope you find this information useful and that it puts

our plans in proper perspective.

JM
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Dear Colleague, L

- WHITE PAPER ON PUBLIC EXPENDITURE

i The White Paper on Public Expenditure was published on Wednesday.

I thought you might find it wuseful to have some background
and key points on it.

RIVLE IOV R

e & 's

The Public Expenditure White Paper is not an occasion
for announcing new decisions on public expenditure. Those
were announced last November in the Autumn Statement when the
Chancellor set out our plans for increases both in the overall
level of public spending and, particularly, on our priority
programmes over the next three years.

The White Paper fleshes out those plans with further details
on each individual programme. It explains exactly where the
% money goes, what it buys and how we are obtaining better value
3 for money. It shows clearly how we have increased spending
on our priorities. The two month delay between the announcement
of our plans and the publication of the White Paper does not
spring from any further review of plans, which occurs annually,
but simply reflects the considerable practical task of collating
the detailed information and producing a document of over
500 pages.

3 Looking at the totals first, our stated strategy remains
- as it has been since 1979 - to reduce the public sector's
share of total national income so that we can reduce taxation
and provide a favourable climate for the private sector while
maintaining a prudent 1level of borrowing. That is the way
to foster enterprise and economic growth, without which we
_ cannot improve public services and private prosperity on a
1 sustainable basis.
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In this way, as the economy grows wé'are able to afford
real increases in public spending without putting a strain

on the national finances. In the four years from 1986-87
to 1990-91 we plan for real terms growth| in total expenditure
of about 1% per cent a vyear. Within hat sum the amount

available for services 1is planned to ingrease more speedily

because our prudent approach to borrowing is)reducing the)burden

of debt interest. In the next three y€ars, therefore, the
sums available for services are set to increase by over 2
per cent a year in real terms - over £3 billion a year extra

at today's prices.

Each year we carefully re-examine spending plans, and
the White Paper reflects the fact that in the last review we
felt able to increase public expenditure plans for 1988-89
by £2% billion (following an increase of £5% billion in last
year's White Paper) and £5% billion for 1989-90. /M 19 €2 -

So the true message from our plans is that we have been
able to increase priority expenditure within the framework
of a prudent approach to public finances. Tax rates are down
borrow1ng'qls down, and priority spending is up. This prudent
approach,, "ensuring that total public expenditure grows less
than thef‘economy as. =@ whole, was clearly spelt out in.ione
election manifesto last year and we will stick to it.

/
\ ,
Keeping public speﬁ&ing under contro does mean
arbitrary sav1ngs. But we have consciously made sav1ngs

a number of areas, reducing subsidies to industrids, both publlc
and private; by getting the private sector to play a greater
role in housing; and by holding down borrowing. This has enabled
us within our new plans to increase provision for a wide range
of priority programmes including:

(i) Aid. We have increased provision by £32 million
in 1988-89 and £63 million in 1989-90 and in addition
we have agreed to provide funds towards the extra
cost of contributions to the IMF structural adjustment
facility to help the poorest debtor countries. The
aid budget is set to increase in real terms in the
next 3 years.

(ii) Arts. This year we concluded a special three-year
settlement for the arts which allows for central
government spending to rise in cash terms by some
27 per cent over the years to 1990-91.

(iii) Defence. We have increased provision by over
£260 million in +1988-89.. .and "~ nearly £500 million
in 1989-90 over 1last year's plans. There has been

some comment about the apparent real terms fall
in spending provision between 1987-88 and 1988-89.
But to get a true picture, it is necessary to take
account also both of the real increase of 25 per cent
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(iv)

(v)

(vi)

since 1978-79, and of the fact that the Ministry
of Defence will carry forward a substantial sum
from this year's budget into next year to add to
the new provision set out in the White Paper.
Moreover by contracting out support services we
are saving at least £40 million a year and even
larger sums by bringing competition to bear on defence
procurement.

Education. The plans show an increase in provision
of over £600 million in 1988-89 and £800 million
in =1.989=90. This will provide extra resources for

universities and science and enable us to increase
still further the proportion of young people entering
higher education. As you know, this proportion
is already at record levels. We have also made
available an additional £60 million for capital
spending to improve school buildings and a further
£61 million to assist universities in essential
restructuring. The science budget too has been
increased by £50 million.

Health. The Health service has again been a prime
beneficiary. Qur plans show the largest ever
increases to provision for the NHS. Next year we
have made provision to spend over £1.1 billion more
than we are doing this year, and there are similar
increases in the following years. (This increase
is, of course, measured after includinghthe 1987-88
figure the extra money made available during the
course of the year. If you compare next year's
plans with the original plans for 1987-88 set out
in last year's White Paper, the increase is around
E1T D1 O ), Taking account of the resources
released by cost improvement programmes and by the
new schemes for generating income in the hospital
service, resources for 1988-89 will rise by between
2% per cent and 3 per cent in real terms. We also
have an excellent record on capital spending with
over £1 billion committed to capital schemes next
year. Since 1978-79 we have increased the level
of capital spending by over 35 per cent in real
terms. Our plans will enable the NHS to continue
to expand and improve patient care.

Housing and Environment. Receipts from council
house and new town sales are running at record levels,
and this White Paper shows a further rise in provision
for gross capital expenditure. This increase amounts
to. mearly .£400 million ' in - 1988-89 and -‘includes
additional provision for estate action, renovation
of local authority buildings, the housing corporation
and housing action trusts. The provision for Urban
Development Corporations has been increased Dby
£70 million in both 1988-89 and 1989-90,



(vii) Law and Order. This has always been a priority
and remains so. Next year we have provided an
additional £240 million for the police and an extra
£60 million to speed up the prison building programme
and provide an additional 4,200 prison places by

1993. Overall the programme shows a real increase
of 50 per cent since 1978-79 with further real growth
to come.

(viii) Social Security. Our plans again provide for large
increases of over £1 billion in each year of the
Survey. The social security budget continues to
grow in real terms despite the welcome fall in
unemployment. This 1is largely Dbecause of the

continuing growth in the cost of pensions and of
benefits for the sick, the disabled and families.

(ix) <«Trade and Industry. Provision for DTI programmes
shows increases of £280 million a year in each of
the next two years. David Young has announced a

radical restructuring of programmes, to focus
assistance on small businesses and to move away
from automatic grants. Even so, as the plans made

clear, this has not involved reductions in provision
for regional assistance.

(x) Transport. The White Paper makes additional provision
for a major programme of bridge maintenance. Capital
spending on motorways and trunk roads in England
will be 30 per cent higher in real terms in 1988-89
than 1978-79

(xi) Science and Technology. The White Paper shows
increased provision for civil science and technology
of about . £250 million #in 1988-89 and 1989-90
compared with previous plans. As a result civil
science and technology spending will go up by
3 per cent next year in real terms.

-4~?> I attach a /Couple of charts from the White Paper which
P clearly illustratieg@)our priorities and record on public spending.
1 hope you find is information useful and that it puts our

plans in proper perspective.

JOHN MAJOR




“Where it goes — public expenditure by function
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!;lisxorical trends

* "Chart 5.13 Percentage changes in spending by function between
1978-79 and 1987-88'

‘ Percentage change in real terms

1. The width of each bar on the horizontal axis is proportional to the expenditure on that function in 1978 - 79
2. Housing figures are gross of receipts

13. Table 5.14 illustrates trends in public sector capital spending. It uses the wider
definition of capital spending described earlier and shows that public sector capital
spending in the current year is broadly level, in real terms, with that in 1978-79.
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TCSC: OFFICIALS' EVIDENCE ON THE PEWP
s I attach the questions received from the Clerk. A few more follow on
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TCSC: OFFICIALS' HEARING
SUGGESTED QUESTIONS PREPARED BY THE ADVISERS TO THE COMMITTEE

PEWP presentation and timing

= Since the expenditure aggregates are the same as in the Autumn
Statement why not publish the Volume 1 material alongside the Autumn
Statement with separate Departmental chapters/reports. laues ?

25 The PEWP is improving all the time but also becoming much more
unwieldy. 1Is this not a further arqgument for separate departmental
reports?

3 5 To what extent does the form and content of Volume 2 reflect the
Treasury's input? Given the Treasury's editorial role why is there
so much variation between chapters? How does the process of agreeing
chapters with departments work in practice?

4. Why not include a territorial breakdown of expenditure figures?

Underspends/overspends

5% What is the Treasury's attitude to the forecast underspend of
£1.3 billion? Why not include a reconciliation table showing how the
overall underspend is made up?

6% If underspends continue to occur, does this mean that future
planning totals are inaccurate?

T Is having such 1large Reserves consistent with accurate
forecasting and control of departmental programmes?

8% Page 106 of Volume 1 refers to ECGD losses on the trading
account. What is the effect of this on the planning total?

9. How do Bank of England activities, such as investment in
fixed assets, fit into public expenditure?

10. How does intervention affect public expenditure?

Planning total

1l1. How 1is the planning total produced? Given the overall
constraintf that public expenditure should rise more slowly than GDP,
the planning total could be £1 or £2 billion more than it is. What is

therefore the rationale for the present level?



Revenue/expenditure

12. The Treasury has said that it is not prepared to debate
expenditure in a revenue context in the Autumn Statement because the
publication of revenue forecasts tends to heighten speculation about
tax cuts. Given the level of speculation this year, would it not be
helpful to publish revenue projections at the time of the Autumn
Statement or the PEWP?

Debt interest

13. What assumptions are made about interest rates and debt

redemptions?

Privatisation

14. The privatisation receipts figures are unchanged from last year
- is this not odd given the Stock Market fall? Does this mean that
you will be selling more to get the same receipts?

Adjustments

15. What is the meaning of paragraph 11(iii) on page 31 of Volume 1?

Clawback

16. Paragraph 24, page 249, Volume 2 refers to the 1legislative
changes enabling health authorities to carry out various commercial
activities. Will regional health authorities be allowed to keep

these increased receipts?

Aims, objectives, targets etc

17. The increased number of indicators is noted on achievement
against targets. Do you intend that future documents should report
on progress against objectives? The press notice highlighted the
number of indicators but some of them are not real indicators simply
output measures. What percentage of the 1800 do you regard as real
performance indicators? :

18. 1Is there a central discussion in Whitehall about the ways of
improving performance indicators and assessing the achievement of
targets?



Relative price effect

19. Page 128 of Volume 2 shows that the level of inflation in road
construction is below the GDP deflator. Could we not have this kind
of analysis in relation to more programmes for example the useful
work done by the Select Committee on Social Services (see their
report in the last session, House of Commons paper 413, pages 4 and
5)i2 How do departments cope with the effects of exchange rate
fluctuations. This must create enormous problems in a department
like Defence for example, although we recognise that on Trident the
effect of the falling dollar has been helpful. Are departments

required to absorb exchange rate and relative price effects?

Questions on capital spending, (including the apparently low level of
capital spending by <central government compared with 1local
government), running costs/manpower, and efficiency gains (how do you
substantiate the 13 per cent figure?) - to follow on Monday)
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PUBLIC EXPENDITURE WHITE PAPER: ECONOMIC CATEGORIES

2o CHANCELLOR \o

In the light of Chris Huhne's article on 27 January you asked
whether the PEWP could in future provide details of pay and
pay bills for past years.

2% We have examined this possibility with the Pay Group and
RC as part of a review of the economic category analysis provided
in the PEWP and now propose including an analysis which shows,
separately for central and 1local government, outturn figures
for public service pay but combines figures with other current
expenditure on goods and services for the plan years and the
outturn year. The proposed structure of the table for the 1989
PEWP is at Annex A (though based on the time span and figures
of the 1988 PEWP) with the 1988 PEWP table at Annex B. The

change proposed is summarised below:-



CONFIDENTIAL

. 1988 PEWP PROPOSAL FOR 1989 PEWP
Departmental running costs Public service pay
Running costs receipts Other current expenditure

on goods and services

Other public sector pay Subsidies
Transfers to the personal sector Current grants to persons
Purchases of assets, goods Net capital expenditure
and services on assets
Transfers to the corporate Capital grants

sector
Payments overseas Lending and other finan-

cial transactions

35 We have for some time been dissatisfied with the econo-
mic category analysis used in the 1988 PEWP. It was introduced
three years ago when the central pay assumption was abolished
and the running costs regime was introduced. Instead of a true
split by type of economic activity a set of groups was introduced

which were designed to:-

i, s focus on the running costs regime;

il £ blur the distinction between <capital and current
expenditure in order to place the focus of interest on

the new concept of public sector capital spending; and

iii. highlight the reduction in subsidies to the corporate

sector.

In 1986 and 1987 tables on the new basis were included in the
departmental chapters of the PEWP and a summary table was included
in Chapter 2 with a chart in Part 1. For the 1988 PEWP the
economic category tables were dropped from the departmental
chapters though running costs figures were retained in a footnote

to the spending authority table.
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. been
4. We have/considering re-introducing a genuine economic cate-

gory breakdown for the 1989 PEWP with pay as one of the catc-
gories, leaving the running cost control totals to be presented
separately. The concept of public sector capital spending is
now well established and we believe there is no longer any reason
to obscure capital expenditure on assets by lumping it in with
current expenditure on goods and services (cegs). We therefore

evolved the proposal in Annex A.

5 Now that the absence of a central pay assumption and the
existence of the running cost regime has been established, Pay
Group and RC no longer see a need to suppress past information
on overall central government pay costs. For the current and
future years they would wish to see the pay figures combined
with other expenditure on goods and services. (With the shift
towards civil service settlements based on August, Pay Group
believe the current year needs to be treated with the same caution

as plan years.)

64 The presentation of historical figures could encourage
readers or Select Committees either to press for the futurc
figures to be disaggregated or to attempt their own estimate
of the forward provision that was being made for pay by projecting
forward the relationship between pay and cegs infp the future.
We are satisfied that pressure to provide disaggregated figures
can be resisted on the grounds that provision for running costs
and local authority expenditure is made as an aggregate and
is not built up from separate pay and non-pay elements. On
the scope for working out implied assumptions the pay element
tor central government would cover several groups of emplaoyees
including the civil service, the health service and the armecd
forces, and would include pension payments as well as pay.
It would therefore be difficult to disentangle anything meaningful
and the wusual arguments that we do not make central pay assump-

tions could be just as successfully deployed as at present.

7 1f you are content that we should make the change proposed
we will prepare material on this basis when setting the 1988

Survey baseline and will publish the new format in the 1989
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.PEWP. Although we may need to reconsider the structure of the
economic category table in the 1light of the new planning total
we will still want to highlight many of the categories now iden-
tified and do not wish to run for another year with an unhelpful,

unsatisfactory, format.

8t The presentation proposed is confined to the pay bill and
not pay rates. It would be possible in the section of the PEWP
dealing with public sector manpower to include material, perhaps
in chart form, comparing the growth of earnings for different
categories of public sector pay groups with the national average.
Whilst there would certainly be interest in such material, it
is doubtful if there is much advantage for the Government in
showing it. Both fast and slow growth for particular groups
carries its presentational difficulties. We therefore recommend

against this.

Oty This submission has been agreed with the Pay Group and
RES

K

A TURNBULL



ANNEX A

Plannin! total by spending authority and economic category

Table 2.9B

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Central government
Public service pay 18,818 19,829 20,765 22,065 23,592}
Other current expenditure on goods 49,982 52,307 54,540 56,670
and services 17,592 18,685 21,101 21,984 22,757
Subsidies 2,763 2,411 2,446 2,693 2514 2,679 2,615 2,700 2,840
Current grants 37,061 38,959 42,083 45,694 49,318 51,054 52,747 56,100 58,300
Net capital expenditure on assets 2,809 2,810 3,239 3,765 3,372 3,711 4,119 4,450 4,580
Capital grants 2,046 2,239 2,183 2,110 2,144 1,971 1,990 1,870 1,780
Lending and other financial
transactions 700 104 197 84 947 322 447 530 540
Total central government 81,788 85,037 92,014 98,396 104,644 109,720 114,225 120,200 124,700
Local authorities
Public service pay 17,477 18,377 19,453 20,499 22,322
Other current expenditure on goods 31,453 32,601 33,680 34,690
and services 4,752 5,350 5,668 5,603 6,388 -
Subsidies 1,174 1,264 1,204 933 1,054 ‘971 942 950 970
‘Current grants 2,016 3,586 3,930 4,161 4,426 4,753 5,108 5,400 5,600
Net capital expenditure on assets 2,883 3,610 4,017 3,877 3,635 3,324 3,605 3,510 3,390
Capital grants 582 1,256 1,036 687 630 759 676 660 660
Lending and other financial
transactions 248 -249 —~357 -396 -485 -334 -290 -220 -140
Total local authorities 29,132 33,192 34,950 35,363 37,872 40,926 42,642 44,000 45,200
Nationalised industries external finance
Subsidies 1,808 1,855 2,693 2,131 1,719 1,778 1,142 1,070 1,050
Capital grants 65 43 31 220 253 261 248 180 150
Lending and other financial
transactions 268 375 1,103 -642 -1,586 -1,584 -703 -1,280 -1,590
Total nationalised industries
external finance 2,140 2,274 3,827 1,709 387 455 687 -30 -390
Other public corporations
(a) External finance
Subsidies 215 248 285 275 214 234 251 270 270
Capital grants 230 245 236 265 281 332 396 450 470
Lending and other financial
transactions 98 157 277 204 180 157 186 160 150
(b) Expenditure
Subsidies 214 219 211 159 157 152 154 160 160
Net capital expenditure on assets 155 136 142 25 =71 -278 =227 =70 =30
Lending and other financial
transactions 5 =40 -38 =9 =10 6 -8 -10
Total uther public corporations 918 Ybb 1,113 919 751 604 752 950 1,020
Planning total by economic category
Public service pay 36,294 38,206 40,217 42,564 45,914
Other current expenditure on goods 81,435 84,908 88,230 91,360
and services 22,344 24,034 26,769 27,587 29,145
Subsidies 6,174 5,998 6,839 6,192 5,659 5814 5,104 5,140 5,300
Current grants 39,077 42,545 46,013 49,854 53,745 55,808 57,856 61,500 64,000
Net capital expenditure on assets 5,847 6,557 7,398 7.667 6,836 6757 7,496 7.890 7,940
Capital grants 2,923 3,783 3,486 3,281 3,308 3,323 3,310 3,160 3,060
Lending and other financial
transactions s 1,320 346 1,182 =759 =953 -1,433 -368 -820 -1,030
Reserve 3,500 7,000 10,500
Privatisation proceeds -488 -1,142 ~2,132 -2,707 -4,422 -5,000 -5,000 -5,000 -5,000
Adjustment 600
Planning total 113,491 120,326 129,772 133,681 139,232 147,300 156,806 167,100 176,100




ANNEX B

Planr total by spending authority and economic category
Table 2.9 £ million
1982-83 1983-84 1984-85 1985-86 1886-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Central government
Departmental running costs 8,978 10,361 10,998 11,545 12,310 12,997 13,741 13,930 14,310
Running costs receipts -1,786 -2,058 -2,280 -2,416 -2,497 -2,744 -2,894 -2,980 -3,050
Other public service pay 12,566 13,415 14,121 15,038 16,072 17,385 18,436 19,190 19,860
Transfers to the personal sector 36,579 38,071 40,899 44,545 47,815 49,236 51,493 54,100 56,500
Purchases of assets, goods and
services 19,461 19,607 22,265 23,647 23,835 26,055 27,143 28,850 30,130
Transfers to the corporate sector 4,201 3,334 3,307 3,474 4,118 3,411 3,411 3,420 3,410
Payments overseas 1,790 2,308 2,703 2,562 2,991 3,380 2,895 3,660 3,560
Total central government 81,788 85,037 92,014 98,396 104,644 109,720 114,225 120,200 124,700
Local authorities
Other public service pay 17,477 18,377 19,453 20,499 22,322 24,683 26,289 27,160 27,930
Transfers to the personal sector 2,825 4,558 4,560 4,402 4,527 5,088 5,423 5,700 6,100
Purchases of assets, goods and
services 7,635 8,960 9,684 9,480 9,923 10,094 9,957 10,080 10,200
Transfers to the corporate sector 1,196 1,298 1,253 983 1,100 1,062 973 990 1,010
Total local authorities 29,132 33,182 34,950 35,363 37.872 40,926 42,642 44,000 45,200
Nationalised industries external finance
Grants and subsidies 1,872 1,899 2,724 2,351 1,972 2,039 1,390 1,250 1,200
Borrowing (net) 268 375 1,103 -642 -1,586 -1,584 -703 -1,280 -1,590°
Total nationalised industries
external finance 2,140 2,274 3,827 1,709 387 455 687 -30 -390
Other public corporations
(a) External finance
Grants and subsidies 445 493 521 540 494 567 647 710 740
Borrowing (net) 98 157 277 204 180 157 186 160 150
(b) Expenditure
Subsidies 214 218 211 159 157 152 154 160 160
. Goods and services 155 136 142 25 =71 -278 -227 -70 -30
Grants
Net lending and other capital
transactions 5 -40 -38 -9 -10 6 -8 =10
Total other public corporations 918 966 1,113 919 751 604 752 950 1,020
Planning total by economic category
Departmental running costs 8,978 10,361 10,998 11,545 12,310 12,997 13,741 13,930 14,310
Running costs receipts -1,786 -2,058 -2,280 -2,416 -2,497 -2,744 -2,894 -2,980 -3,050
Other public service pay 30,043 31,792 33,574 35,537 38,394 42,067 44,725 46,350 47,790
Transfers to the personal sector 39,408 42,589 45,421 48,935 b2,332 54,330 56,908 59,800 62,600
Purchases of assets. aoods and :
services 27,250 28,703 32,092 33,163 33,687 35,871 36,872 38,860 40,280
Transfers to the corporate sector 8,296 7,775 9,396 7,072 6,436 5,803 6,059 5410 5,080
Payments overseas 1,790 2,308 2,703 2,562 2,991 3,380 2,895 3,660 3,560
Reserve 3,500 7,000 10,500
Privatisation proceeds -488 -1,142 =2,132 -2,707 ~-4,422 -5,000 -5,000 -5,000 -5,000
Adjustment 600
Planning total 113,491 120,326 129,772 133,681 139,232 147,300 156,806 167,100 176,100
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PUBLIC EXPENDITURE WHITE PAPER: ECONOMIC CATEGORIES

The break-down of past pay costs set out in Annex A enables
a much clearer exposition of economic categories. That

is welcome.

However, we will be asked for disaggregated information
for current and future years and when we refuse to provide
it, any number of extrapolations from historical figures
can be used to 'uncover' the information and thus the 'pay
assumption'. My only reservation to the changed categories
dsiEhat ¢isuch aﬁ extrapolation could be used as a going
rate, that might make pay negotiations more difficult.

Subject to that concern I would be content with the new

Q/w@k
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categorisation.
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PEWP DEBATE:

I attach a passage along the lines you requested
are still some ends which will remain 1loose
on the timing of Review Body awards is settled.

Gieve
Gilhooly
Saunders
Call
Tyrie

yesterday. There
until the policy
Also the precise

wording of the final "assurance" on the extent of access to

the Reserve will need to be considered carefully and cleared

with the Prime Minister and DHSS.
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CHIEF SECRETARY'S SPEECH IN PEWP DEBATE: HEALTH

In their report, the Committee have raised some genuine
issues which need to be addressed on the health service.
Unlike the Opposition, who continue to fabricate a
story about the NHS, that it is declining, and
deteriorating and that extra money, the "new money"
they love to talk about, is the answer to everything.
How much "new money" seems to increase with every day
that passes. In December, the Hon Member for Peckham
was telling us £200 million. By January the Leader
of the Opposition had upped the ante to £1.3 billion.
And now the Rt Hon Member for Monklands East is bidding
for = £2.billioi. The inflation is reminiscent of the
days when they were in Government. [or: 1like Falstaff's

assailants the number rises with each telling.]

2% The facts are, of course, rather different.

Measured in all sorts of ways, the NHS is expanding,

e

o ] B

improving and becoming more efficient.

- Take indicators of health. Since 1978 these
indicate major improvements in 1life expectancy
and major reductions in deaths from a wide range

of conditions.

- Take indicators in the number of treatments.

There have been large rises in the numbers of



patients treated, whether as in-patients, day-
patients or out-patients. Weighting these together
the hospitals service has been increasing its

output by about 2% per cent a yéar.

- Take technological standards. Treatments are
now being offered that were barely conceived of
a decade ago. Efficiency, .. too, is rising,  as

the programme of cost improvements demonstrates.

- Take measures of the money spent. Total spending
on the health service has risen under this
Government [30] per cent faster than inflation
generally, has risen as a proportion of public
spending and is planned to continue rising, and
has risen as a proportion of national income.
[Interruption - but what about volume terms?].

I will come to that in a minute. | Gross capital

S
—

spending, helped by rising capital receipts has

increased by [ ] per cent in real terms.

3 As for volume terms, let us take the simplest
measure of all, the number of doctors, dentists and
nurses involved 1in patient care. Frontline staff in

hospitals have risen by 18 per cent.

4, But while on so-called volume, let us examine

the position from the hospital sector, about which



there is most concern, in more detail. In the current
year in 1987-88, after taking account of the additional
resources announced in April and in December. HCHS
current expenditure will increase by around 10 per
cent, over twice thelrate of inflation in the economy
generally, but also faster than any measure of inflation
in the health sector specifically. If one allows for
this but also for the benefit of the cost improvement

programme, what is referred to in the report of the

Social Services Committee as "the margin available
for service development" should increase by around
3 per cent, comfortably ahead ©of even the most
pessimistic estimate of demographic pressures. It

rapidly becomes apparent that the difficulties
experienced by the health service, and of hospitals

in particular, are not simply questions of funding.

5 The Government has recognised that there are
important issues to be 1looked at. Foriit  «dsisiclear
that, however much money the taxpayer puts in - and,

I repeal, the Government has put in a very great deal
- there will always be unmet demands in the present
system. It is now 40 years since the NHS was set up.
The world has changed a lot. People are no longer
so ready to do as they are told, to accept rationing
and to accept gqueues. They want freeom of choice and
greater control over their own lives. We must consider
whether there are other ways of delivering health care

which meet more <closely these aspirations, while



preserving th rinciple that/é/;igh standards of health

care must be ailable for all regardless of means.

o bR
: g 8
6. That is why we have set in hand a iew

of the manage’nient and funding of health care in this

recognise the need to come up with proposals as a matter
of urgency. I can therefore tell the House that it

bt wr
is our intention that the #f4wst—results of the review

\ &b i%l;ﬂ;

will be reported to it

7% As well i% these fundamental questions, I recognise

1% s

that there aré;pressing short-term issues, particularly
the recommendations on the Review Bodies and the

consequent decisions on funding.

8. Those wﬁb have thought about these questions
carefully ackn;wledge that no government can, or should,
commit itself:. in advance either to accepting a
recommendation of a Review Body in full, or to funding
the resulting award in full. To do so would be to
abdicate its responsibility for control of public
finance. Thié.point was put to me with great clarity

at the hearing of the TCSC by my RHF for Wolverhampton



South West.

9. But equally it has been put to me -that—the—
ucombinat%on of this principle ansthe current time?able,
while protecting the Government's position, leaves
health authorities subject to an unacceptable degree
of uncertainty. There have, for example, been occasions
in the past when the decisions on the Review Bodies
have not been announced until two or three months after

the start of the financial year, and even longer after

the budgets for those years had to be finalised.

10. To meet these concerns, the Government has decided
A

that, in future years, the eycle—of—proeviding—evidence
all)

will be brought forward, so that (the Review Bodies

[all—er—those—relevant—to—the—NHS22] will be able to
submit their reports in time for the Government to
announce its decisions if possible by the end of January,
but by mid-February at the latest. Phas iwilil mean

M Qatwe— , >
~that the outcome will be available to health service

treasurers before they finalise their budgets for the

coming year.

11. We cannot, of course, bring this year's reviews
onto this timetable and so some degree of uncertainty

will inevitably remain. The Government will, however,

try to minimise it. L—4mﬂf%xﬂ&—ﬁﬂﬁr—ﬁousegﬂjmtzrjﬁ%t
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Government will do its upmost to ensure that decisions
on the Review Bodies (Erre “announced no later than end

-Q:

April.

12, This will not be easy as the Review Body for nurses
is this year considering a number of important and
complex issues such as the new clinical grading structure
which seeks to improve the career prospects for nurses
and ensure that nurses are drawn into those very special
skills which have been in short supply. It will also
be looking at special pay differentials needed to cope

with localised recruitment difficulties.

13. Next, while I cannot for the reasons I have given,
sign the blank cheque which the Opposition are demanding,
I can give an assurance that in deciding the extent

of the additional /money that will be made available

, . , N dad
from the Reserve(jzﬁﬁiéff::ﬁ:gégg;-}ggaiAk?;é I“—”)

grading review creates an exceptional set of

circumstances this year.

14, In short, . the positioen is:

- first, a fundamental review of the management
and financing of health care, wit dj?e first results
-~ | éﬂ’\'/‘

to be presented to the House

-eceSsy



- secondly, the timetable for the Review Body
reports will, in future years, be brought forward
so that the Government can announce its decisions

before health authorities finalise their budgets;

=  “%thirdly,; an assurance that this year the
Government will announce its decisions on the
health Review Body recommendations and the financing

of them no later than [ 1l;

- finally, an assurance that we shall recognise
the exceptional nature of this vyear's review of
nurses' pay in deciding the extent of additional

funding.

15. What are the messages from this for the health
service? First, for managers, decisions are now only
a matter of weeks away. It would be premature and
unacceptable +to put into effect service reductions
which are in any way dependent upon the Government's
decisions. Secondly, the concerns of nurscs, over
pay generally and over the structure of pay and indeed
over career prospects, are being comprehensively and

speedily addressed.

16. ..SO .‘therYe 1s a final  conclusion. The strikes in
the health service, and the strikes thinly disguised

as protest action, are unnecessary and are damaging



to the very service they purport to advance. If, after
the assurances I have given today, they continue, one
must draw the conclusion that the motives of such action
do not 1lie in either genuine concern over the health
service or a genuine concern over the pay and conditions

of those that work within it.
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PEWP DEBATE: STATEMENT ON NURSES PAY

You asked for my advice on press handling.

s There are various options.

31 First, a low key presentation. IDT would hand round copies
of the relevant sections of your speech to the Press Lobby. We
would also answer questions, as per usual. There would be no

press release (very unusual for a speech in a Commons Debate,
and not really necessary), no presentation to Lobby correspondents

by yourself and no TV/Radio interviews.

4. Second, an intermediate approach. This would follow the
lines of paragraph 3 above but, in addition, you could do either
a full Lobby briefing or a briefing of selected journalists
(including, perhaps, Oakley, Jones, Riddell, Cole and Brunson)
after your speech.

LA”?? %. Third, the works. This might include all of paragraph 4

above and, in addition, a selection of TV and radio interviews.

L////;i I would advise strongly against the third approach. It would
be extremely difficult to square with the Budget purdah rules.
And a high profile approach hardly seems consistent with the "nods
and winks" formula underlying the proposed statement on funding

the Review Body award.

e So I think the choice 1lies between the first and second
options. If you decide to go down the second of these roads,
I think there is a lot to be said for doing the full Lobby rather
than targeting selected Jjournalists. The latter approach would

be seen (by the journalists) as discriminatory, and a full Lobby
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would at least give you an opportunity to nail all the hostile
questions. Bernard Ingham will in any case have to handle the
full Lobby and might be placed in a difficult position. If you
do decide to hold a Lobby - which would be perfectly consistent
with your new role as harmoniser of Government publicity .= it
would be courteous to ensure that a DHSS press officer was present.
Doing a Lobby would still be a little hard to reconcile with the
Budget purdah rules though, admittedly, less soO than a full-blown

media exposure.

8i. Taking all things into consideration, my slight preference
would be to rest on the first option, and to see how the press
coverage turns out. If things go badly, we could consider wheeling

in a few of the Lobby correspondents to put matters straight.
She I have deliberately not discussed all this with Bernard Ingham

but it might well be worth your while doing so, perhaps after

this morning's Cabinet.

R I G ALLEN
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(\ /V//rj} Paymaster General \(r"
Economic Secretary
Mr Anson
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PEWP DEBATE: Ng;erszwpvvwf

In 1978 the RCN pressed thg'then Labour Government to allocate
increased public expenditure in the Budget. I, tfor.one, ‘hadn't
realised that they got it (see attachments). Nor do I recall
hearing the point made recently by the Opposition, but it may come
up in the PEWP debate. Failing that it may surface in the Budget
Speech debate when we are making the point that Budgets are not
about public expenditure. If, eventually, this point is raised we
could respond by saying that, of course, inflation was higher then.
The Opposition would answer by saying that money was not the crisis
finance needed now, but for improvements to services for patients.
Or in 1988-speak "New Money". 1Is it worth establishing whether any
improvement in specific services mentioned in the 1978 Budget

Speech were actually achieved?

hC

MARK CALL
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[Mr. Healey.]

The Goverument are also making avaijl-
able further sums in 1978-79 to expand
other programmes which are of particu-
lar social and economic importance at
this time. Within the social services we
are giving on this occasion the highest
priority to health and education. There
will be an allocation of £50 million in
1978-79 for the Hea];b__\S__e_r.vice in the

United_Kingdom for specific_ improve-

ments in services for patients. These

will vary from place to place but there
will be, for example, extra resources for

the full opening of newly completed
hospitals, fac1liti%mtmifmg_lists,
more siaft {0 help care for the eclderly

and handicapped, and over 400 extra kid-
ney machines,. -
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Nurses heckled— cu

-the Roval Colleze of Nursing
congress 1N Hdrrogate vesrer:
dav. o

The ourburst came when he
said he did not know whether

it a dising nursing officer’s
that made her pesstrmistic oy
the futuwre~ of the Nntionﬁ
Health Service.

Mr—Ennals said health ser-
vice gl;owth this vear was higher
than the averaze gsowth dyrin

i|I dJrJ'hinz
14

ity 30-vear lifetime.
we are on the
added.

Miss Hope Trenchard. a dis-
trict nursing offiter from Wand-
sworth, London, said she was
horrified by Mr Ennals's com-
placency.

To wumultuous applause she
said there was a “crisis .of

upturn ", h

~{m " the

manpower, findnce and morale ™
service. “The future
looks better ”, she: said.
Mr Ennals had told the ¢
gress that {30m wauld be spent

| Nu.l'—S_ES heckle Mr Ennals =
over NHS ‘complacency’

41

o provide 9000 muire ,:ln n
shouted doyn(Mr David Ennalsy the service. «
Secretary ' Earlier Miss Eirlys Rees
Sesvits, when he®addressed )3 i

president of the college, told
the congress that demand, being
placed on nurses in hospitals
that dre $hort of miviny ate in
coming intolerable. The college .
was - bectoming **increasingly |
concerned ” about the ability of |
ourses (0 mainidn adequate
standards of care;, she said.

The case of King's Collc;t’ \
Hospital, London, where nurses ‘
recently said patients had died
because of .staff shortages, was
a “sobering, devasiatine and !
frightening example. I suspect !
it is only the lip o™the ice -

_berg ", Miss Rees said. )

"I can tell the tecietary of
#n(e what is wrong with the -
ealth «ervice. It iy baacally !
sutfering from o <horrage o &
vash with which o tramn and
employ nurses and other persnn-
nel.” i
Those invulved in the service |
were *“at breaking point. Dis |
content and distllusionment 13
bred s criticism becomes rife.” |

28
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Table 1. The main Budget measures

Tax proposals .

® Lower rate of tax of 257 on first £750 of taxa . .e income. Basicrate1 .ains
unchanged at 34%. The new lower rate will be the maximum rate of tax for
some 4 million people.

® Increase in personal allowances

Single/ Wife'’s earnings allowance ................... .. up £40 to £985
Married allowance .........cooviiiiiiiiiiannnennnnnn... up £80 to £1,535
Additional personal allowance ...................... ..., up £40 to £550
Suigle dgerall oWance s lio ik s Sl s st tianns bt up £50 to £1,300
Married age allowanee ..o i s up £100 to £2,075

These are additional to the 12% increase in allowances made lgst
October.

@® Threshold for higher rate tax (40%) raised to £7,000 and thresholds for
successive higher rates also raised. Some 450,000 people wh o would other-
wise have paid tax at higher rate will not have to do so.

® Thresholds for investment income surcharge raised, with higherexemption
limit for over-65s.

@ Net effect of other tax changes.

full year cost £1,569 million

cost £572 million

cost £206 million

cost £31 million
cost £207 million

All proposed tax reliefs:

total full year cost £2,585 million

Indirect tax

NO INCREASE IN INDIRECT TAXES except for supplementary duty on

higher tar cigarettes for health reasons.

Pensions

Increased next November: Single person. ............ up £2 to £19.50
Married couple ... ..ocuous up £3.20 to £31.20

Represent 4 per cent increase in real terms® with it the real value of pensions

will have risen by about 20 per cent since October 1973. Short-term social

security benefits will also be increased in November.

* Provided for in existing public expenditure plans

1978/79 cost £500 million*

Child benefit

Increased next November by 70p to £3 for all children, rising to £4 next April.

Premium for first child of one parent families will be doubled from £1 to £2 in
November.

* Provided for by drawing on the planned contingency reserve for public exsenditure this vear

1978/79 cost £165 million*

Other public expenditure
Increased funds
(£50 million for the National Health Service
£110% million for education, including £62 million for schoo] meals
£3 million for law and order
£2 million for sea defences
£20 million for environmental services
£17 million for energy conservation
£13 million for areas affected by steel closures

Plus £156 million for employment measures announced in Narch, and up to
£20 million on other items previously charged.*
* Provided for by drawing on the planned contingency reserve for public exenditure hitaear

197879 cost £215Y, million*

M.
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central services was more than 99 per cent of the level indicated by the eXpengi-
ture plans in Cmnd 6721. The allowance for forecast increases in pay and prices
built into the cash limits for these services covered the increases : Iy ex-
perienced. A little over half of the underspend was on current expe@ture by
health authorities. Individual health authorities and boards are authorised to
carry forward unspent allocations into the following year, up to a fixed propor-
tion. About two-thirds of the cash unused by them in 1977-78 is covered by
these arrangements. For 1978-79 indications are that the allowances for fore-
cast increases in pay and prices will be less than the increases actually experienced.
Expenditure in 1977-78 on the family practitioner and welfare food services—
which are demand-determined and are not subject to cash limits—was about
13 per cent less than allowed for because demand did not reach the levels
forecast.

6. For the personal social services provided by local authorities, current
expenditure in England and Wales during 1977-78 was about 14 per cent, and
in Scotland about 4 per cent, below the levels planned in Cmnd 6721. Net
current expenditure on residential services for the elderly, younger physically
handicapped and children was lower than estimated, partly due to increases in
real terms in income from charges. In Scotland, much of the underspend was
due to difficulties experienced by the authorities in recruiting professional staff.
Expenditure on accommodation for the mentally disordered, day nurseries and
boarding out was higher than estimated. In 1978-79 expenditure is expected to
be about 4 per cent below the level planned in Cmnd 7049 for England and
Wales (adjusted for the transfers mentioned in paragraph 3). The corresponding
figure for Scotland is 2 per cent,

7. Table 2.11 indicates planned expenditure for 1978-79 and subsequent
years. The table below compares outturn and estimated expenditure for 1977-78
and 1978-79 respectively with the plans shown in Cmnd 6721 and Cmnd 7049.
Estimated expenditure in 1978-79 is based on interim information and is there-
fore provisional. The principal changes shown in the table are for additiona
expenditure on construction in 1977-78, and the extra allocation for the Nation
Health Service in 1978-79 announced in the April 1978 Budget.

Expenditure in 1977-78 and 1978-79 (Great Britain) A £ million at 1978 survey pric.
1977-78 1978-79
Cmnd 6721  Subse-  Estimated Cmnd 7049 Subse-  Estimateu
plans quent outturn plans quent expendi-
additions additions ture
Hospital and
community health 5,045 32
Family practitioner
services ... 1,429 —
Personal social
services: F
capital ... 61 5 o4 68 S 70
current 1,113 4 1,092 1,151 —_ 1,142
Otherservices ... 334 4 298 329 7 335
Total 7,982 45 7,914 8,176 73 8,209
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12 In &h#s report, the Select Committee have raised

some genuine issues which need to be addressed on the
health service and I shall turn directly and in detail
to these in a moment. But let me first put the position
of the NHS in proper context. Measured in all sorts

of ways, the NHS is expanding, improving and becoming
more efficient.

e indicators of health show that in recent
years there have been significant improvements
in 1life expectancy and large reductions

in deaths from a wide range of conditions.

= indicators gi- the number of treatments show
there have been 1large rises in the numbers
of patients treated, whether as in-patients,
day-patients or out-patients. Weighting
these together the hospital? service has
been increasing its output by about 2% per

cent a year.

= In technological standards, treatments are
now being offered that were barely conceived
of a decade ago. Efficiency, too is rising,
as the programme of cost improvements has
clearly demonstrated. Little of this would"
et have occurred if increasing resources
had not been provided under whatever measure

of inputs one uses.

- But increasing resources have, of course,
been provided. Total spending on the health
service has risen [30] per cent faster than
inflation generally. It has risen as a
proportion of public spending and it is
planned to continue rising, it has risen
as a proportion of national income. And
gross capital spending, helped by rising
capital receipts has increased by [ ] per

cent in real terms. It 1is, of «course,



legitimate to argue for more but what has

been provided cannot be denied.

13 As for volume terms, let us take the simplest
measure of all, the number of doctors, dentists and
nurses involved in patient care. Frontline . staff. in

hospitals have risen by nearly one-fifth since 1979
[18 per cent].

14 But while on so-called volume, let us examine
the position from the hospital sector, about which
there is most concern, in more detail. In the current
year ,1987-88, after taking account of the additional
resources announced in April and in December, HCHS
current expenditure will increase by around 10 per cent,
over twice the rate of inflation in the economy
generally, but also faster than any measure of inflation
in the health sector specifically. If one allows for
this but also for the benefit of the cost improvement
programme, what is referred to in the report,  of" the
Social Services Committee as "the margin available
for service development" should increase by around
3 per: cent, comfortably ahead of even the most
pessimistic ' estimate of demographic pressures. TE
rapidly becomes self evident that the difficulties
experienced by the health service, and of hospitals
in parlicular, are not simply questions of funding.
And funding alone will not solve them.

15 The Government has recognised that there are
important issues to be examined. We must consider
whether there are other ways of delivering health care
which meet people's expectations and aspirations, while
preserving the principle that a high standard of health

care must be available for all regardless of means.

That principle is not at risk.

16 That is why we have set in hand a fundamental
review of the management and funding of health care

in this country. But let me make one thing clear.

S o U



Although the Review 1is fundamental in the sense of
seeking enduring solutions we recognise the need to
come up with proposals as a matter of urgency. I can
therefore tell the House that it is our intention that

the outcome of the Review will be reported to it later
in the year.

1.7 As well as these fundamental questions, I recognise
that there are pressing short-term issues, particularly
the recommendations on the Review Bodies and the

consequent decisions on funding.

18 Those who have thought carefully about these
questions acknowledge that no government can, or should,
commit itself in advance to accepting unreservedly
a recommendation of a Review Body. Nor should it commit
itself to funding the resulting award in full. To
do so would be to abdicate its responsibility for control
of '‘publicy ‘Finance. [This point was put to me with
great clarity at the hearing of the TCSC by my HF for
Wolverhampton South West. ]

19 But equally I recognise that the combination of
this principle and the current Review Body timetable,
leaves health authorities subject to a degree of
financial uncertainty that is unacceptable. [There
have, for example, bheen occasions in the past when
the decisions on the Review Bodies have not been
announced until two or three months after the start
of the financial year, and even longer after the budgets

for those years had to be finalised. That is no longer
satisfactory.]

20 There are three potential ways to eliminate this
problem. The Government could undertake to meet the

cost of the Review Body recommendations in advance

A oy a4 .0
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whatever they may be. We cannot and will not do that

for the reasons I have set out.

20 We could undertake to meet that portion of the
Review Body recommendations that we accept. But *:that
opens the fear that Government would simply cut back
the recommendations. It would offer re-assurance to
Health Service ‘Treasurers at the cost of undermining

the Review Body. That, too, is not attractive.

22 There is a third way to remove uncertainty for
health authorities and we propose to adopt it. The
Government has decided that, in future ycars, the timing
will be brought forward, so that all the Review Bodies
““, will be able to submit their reports in time for
the Government to announce its decisions by the end
of January, if possible or by mid-February at the latest.
The Review Bodies in question are Nurses and Midwiwles
Pay Review Body, Doctors Dentists Pay Review Body and
Armed Forces Pay Review Body and the Top Salaries Review
Body. This will mean in particular, that the outcome
will be available to health service treasurers before

they finalise their budgets for the coming year.

23 We cannot, of course, bring this year's reviews
onto this timetable and so some degree of uncertainty
will inevitably remain. But we do propose to try to
minimise it. The Government will do its utmost to
ensure that decisions on the Review Bodies Awards are
announced no later than the end of April.

24 gkgée will not be easy,; as the Review Body for
nurses 1is this year considering a number of important
and complex issues including a new clinical grading
structure which seeks to improve the career prospects
for nurses and ensure that théb/ are drawn into those
very special skills which have been in short supply.

This meets precisely the point that so many health
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service professionals have drawn attention to in recent
weeks. The Review Body will also be looking at special
pay differentials needed to <cope with localised

recruitment difficulties.

25 When the Government has received the report there
will be two issues - implementation and funding. On
implementation, I «can repeat the undertaking given
by my RHF's in the past that the Government intend
to implement Review Body recommendations unless there

are clear and compelling reasons to vary them.

26 Next, while I cannot for—the—reasons—F—have given,

sign a blank cheque on funding I can give an assurance
that in deciding the extent of the additional money
that will be made available from the Reserve full account
will be taken of the fact that the clinical grading

review creates an exceptional set of circumstances

this year.
277 In short, the position is:
- first, a fundamental review of the management
L( and financing of health care, with the outcome

presented to the House later this year;

= secondly, the timetable for the Review Body
reports will, in future years, be brought

\ forward so that the Government can announce
its decisions before health authorities

finalise their budgets;

- thirdly, an assurance that this year the
Government will announce its decisions on
the Health Review Body recommendations and
the financing of them no later than the
end of April;

- finally, an assurance that we shall recognise

the exceptional nature of this year's review

.
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of nurses' pay in deciding the extent of
additional funding. [that will be met from

the Reservel].

28 The messages from this for the health service
are clear: First, for managers, decisions on pay are
now only a matter of weeks away. It would be premature
and unacceptable to put into effect service reductions
until they know the decisions which the Government
announces on the Review Body reporzs. Secondly, the
three concerns of nurses, over the lsvel of their pay;
the structure of their pay and over their career

prospects, are all being comprehensively and speedily
addressed.

29 In the 1light of these assurarnces there is one
further point I wish to add. In recen:t weeks 98 per cent
of nurses have declined to  take ary protest action.
Only a minority have done so. I hope that minority
will now realise that the strikes in the health service,
and the strikes thinly disguised as protest action,
are unnecessary and damaging to the very service they
purport to advance. If, after the assurance I have
given today, they continue I believe that both public
and patients will draw the conclusicn that the motives
of such action do not 1lie in either genuine concern
over the health service or a genuine concern over the

pay and conditions of those who work within it.

30 Nor will such action influence the Government.
We will proceed as I have described tcday and I reiterate
the message I first gave when the White Paper was
published - there will be no public expenditure package
in the Budget.
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FROM: JILL RUTTER
DATE: 23 February 1988

PRINCIPAL PRIVATE SECRETARY

cc:
PS/Financial Secretary

CHIEF SECRETARY'S SPEECH FOR THE PEWP DEBATE

I attach the version which the Chief Secretary will be seeing
tonight. This reflects comments from Messrs Turnbull, Saunders
and Gilhooly. The passage on nurses pay is identical to the one

which I circulated under cover of my letter to Paul Gray earlier.

2 If the Chief Secretary makes substantial amendments overnight

circulate a new version tomorrow.

: Private Secretary
Vﬁk‘) V‘LS\),'\)‘ ’\SL\/*
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CHIEF SECRETARY'S SPEECH
PUBLIC EXPENDITURE WHITE PAPER DEBATE
ON WEDNESDAY, 24 FEBRUARY

The broad 1lines of policy on public expenditure were
announced last November in the Autumn Statement and
were debated last month. That debate enabled the House
to consider the trends in public expenditure and the

way in which priorities had changed between programmes.

2 The Public Expenditure White paper before us today

builds on that and provides a more comprehensive account
of

= what Government is spending
= the service it is delivering

and its efforts to secure greater value for money.

3 What the White Paper dues not provide is a new
statement of policy. I suspect that was not fully
understood last month when many people affected to
be disappointed that it did not contain fresh expenditure
plans. Frankly, it would have been extra-ordinary
if it had done so only weeks after our plans were

announced in the Autumn Statement.



4 The Public Finance cycle is quite clear. It begins
with the Budget and the MTFS in the Spring . That
sets out our taxation and borrowing policies. It
continues with the Public Expenditure Survey to determine
future spending plans. These are set out in broad
terms in the Autumn Statement. It concludes with the
Public Expenditure White Paper, followed by this debate
which provides an opportunity to consider the
Government's management of the taxpayers money. We
are helped in this by the report from the Treasury
and Civil Service Committee which makes a number of
interesting observations and recommendations. The
Government will respond to these as soon as possible
and I shall refer to a number of them shortly.

5 It is crystal clear that the strength of the public
finances has created the conditions for a sound economy,
and the soundness of the economy has fed back to the
public finances. The ' cr¥isis ss lovingly predicted
by RHG Sparkbrook has failed to arrive yet again. Like
Bunter's Postal Order it is forever in the post. Rising
real incomes and corporate profits boost the revenue
side of the account. But a growing economy brings
benefits for exXpenditure as well. Nationalised
industries are producing better results: for example,
the rising profits at British Steel and increasing
passenger revenues of British Rail. Falling unemployment
is reducing the growth of social security spending;
a boyuant economy is enabling central Government, 1local
authorities and new towns to step up their disposals
of surplus assets. These are changes few would have

predicted a few years ago,



6 The lower borrowing that has resulted from these
changes is reducing the costs of servicing the national
debt. Debt interest has now fallen from its peak
of 5% per cent of GDP in 1981-82 to around 4% per cent
this year. We expect this to fall still further and
this will enable us to spend more on priority programmes.
Let me:'put this #in* context. If the PSBR had remained
at its 1978-79 share of GDP, cumulative borrowing would
by now Dbe around £80 billion higher with increased
debt servicing costs of over £8 billion a year. That
would be the equivalent of an extra 7p on the standard
rate of income tax 3just to finance the debt. None
of that extra revenue would have gone on Education
Oor 'Social ‘Security or  Health. It would all have gone
Eo wiour i creditors., That would be the result of the
policies the Opposition still cling. *to'  ‘with *such
hide-bound affection.

7 We are in the fortunate position that we have
dumped these policies. That is why our economic
performance is so strong, but it will only stay that
way if wc continue willi Lhe policies which got us to

this point in the first place. We propose to do that.



8 In the Survey of public spending conducted last
year, we were able to make very 1large additions to
programmes while, thanks to a growing economy, still

reducing public spending as a proportion of national

income.

18 We have added £4% billion to the planned programme

expenditure in 1988-89 and £6 billion in l989—90,[fhile
1still keeping expenditure in aggregate growing by only
1% per cent a year:]

10 As a proportion of national income, public spending
in 1987-88 will be around 42 per cent, compared with
the 43 per cent we inherited. That is a modest reduction
| when set against the draconian cuts the Opposition
are so fond of claiming we have made. Civilisation
does not end with a 1 per cent reduction in public
spending as a proportion of GDP over 8 years. Nor
will it end with the further 1 per cent reduction we
aim to achieve by 1990-91. But to see this in
perspective one should also remember that under the
Labour Government of the 1960s and Governments of both
parties in the 1970s public spending took an ever
increasing share of national income. It was growing
and is now falling. And so it should. And we plan

for at. to ‘continue~to do so.
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1. The plans contained in this White Paper show that
within the constraint we have set ourselves, we have
been able to strengthen priority services such as health,

law and order, education, defence and inner cities.

12 In their report, the Select Committee have raised
some genuine issues which need to be addressed on the
health service and I shall respond to these. But
let me first put the position in context. Measured
in all sorts of ways, the NHS is expanding, improving

and becoming more efficient.

= indicators of health show significant
improvements in 1life expectancy in recent
years and large reductions in deaths from

a wide range of conditions.

= indicators of the number of treatments show
large increases in patients treated, whether

as in-patients, day-patients or out-patients.
Since 1978 the output of the hospitals service

has increased by over 20 per cent or about

2% per cent a year.

= Moreover, treatments are now being widely
offered that barely existed a decade ago.
Efficiency, too is rising; as the programme
of cost improvements has clearly demonstrated.
Little of this would have occurred if the
Government had not provided increasing

resources.



W

= But they have. Total spending on the health
service has risen by 32 per cent more than
inflation. It has risen too as a proportion
of public spending and will continue to
do so. 1t has risen as a proportion of
national income. And gross capital spending,
- cut so savagely by the Opposition when
in Government - has increased by 42 per

cent in real terms helped partly by rising
capital receipts.

A(f%
13 In ' the ‘crucial \HCH sector of the NHS, current

exXpenditure rill have increased in 1987-88 by around

10 per cent, i-ee the rate of inflation in the

economy 1zfnerall;:' and faster than any measure of
éggi&&;g;-/{n the health sector specifically. If one
allows for this and also for the benefit of the cost
improvement programme, "the margin available for service
development" will have increased by nearly 3 per cent,
comfortably ahead of even the most pessimistic estimate
of demographic pressures. It rapidly becomes self
evident that current difficulties faced in the health

service are not simply questions of funding. And funding
alone will not solve them.



14 The Government has recognised that there are
important issues to be examined. We must consider
whether there are other ways of delivering health care
which meet people's expectations. In doing so we propose
to preserve the principle that a high standard of health
care must be available for all regardless of means.

That principle is not at risk.

X5 That 1is why we have set in hand a fundamental
review of the management and funding of health care

in this country.

16 But as well as these fundamental issues the Select
Committee was particularly concerned at the uncertainty
faced by Health Authorities who have to plan their
budgets before the Review Body recommendations are

finalised and before consequent decisions on funding

are known.

v I sympathise with this concern and with the dilcmma
facing Health Authorities. The Government have examined
this problem to see if there is a way of resolving
it without abdicating responsibility for the control
of public expenditure. We are not prepared to commit
ourselves in advance to accepting Review Body
recommendations unreservedly or to funding resulting
awards in full. Nor would any Government. Those

decisions can only be made when the recommendations

have been studied.
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18 However, [?e have found a way tq] remove future
uncertainty for Health Authorities [énd we propose to
adopt iti] We have decided in future years to bring
forward the time-table for the Review Body reports
so that decisions can be made on them well before the
beginning of the financial year. We hope Review Bodies
will be able to submit their reports in time for
decisions on them by the end of January or, at the

latest, by mid-February.

1) This new timetable will affect the Reports of
all the Review Bodies - the Nurses and Midwives Pay
Review Body, the Doctors and Dentists Pay Review Body,
the Armed Forces Pay Review Body and the Top Salaries
Review Body. It will mean, in particular, that the
outcome of salary awards will be known to health service
treasurers before they finalise their budgets for the
coming vyear. I hope and believe this will remove a

great deal of uncertainty for them.

20 We cannot, at this late stage, bring this year's
reports on to this timetable but we do propuse to try
and minimise the period of wuncertainty. Once the
Health Review Body reports are received this year we
shall consider them speedily and hope to announce our
decisions on implementation and funding no later than

the end of April.



21 I do not wish to press the Review Body for Nurses
to hasten its Report because this vyear, as the House
knows,, it 1is considering a number of important and
complex issues including a new clinical grading structure
which seeks to improve the career prospects for nurses
and reward skill and Tresponsibility. This meets
precisely the point that so many health service
professionals have drawn attention to in recent weeks.
The Review Body will also be 1looking at special pay
differentials needed to cope with localised recruitment
difficulties.

22 In short, the position is:

- first, we are carrying out a fundamental

review of the management and financing of
health care.

= secondly, the timetable for the Review Body
reports will, in future vyears, be brought
forward so that the Government can announce
its decisions before health authorities

finalise their budgets;



= thirdly, we hope that this year we will
be able to announce our decisions on the
Health Review Body recomrendations and the
financing of them no later than the end

of April;

23 Decisions on pay 1in the Health Service are
therefore, only a matter of weeks away. It would be
premature and unacceptable, therefore, to put into
effect service reductions on the grounds of uncertainty.
Moreover the three concerns of nurses, over the level
of their pay; the structure of their pay and over their
career prospects, are all being comprehensively and

speedily addressed.

24 In the 1light of these assurances there is one
further  “point . 1. :wi'shi. to. .add. In recent weeks only
a very small minority of nurses have decided to take
part in industrial action. I hope: that minority will
now realise that the strikes in the health service
are unnecessary and damaging to the very service they
purport to advance. If they continue I believe that
both public and patients will draw the conclusion that
the motives of such action cannot lie in genuine concern
over the health service or the pay and conditions of

those who work within it.

25 But if such action does continue it will not

influence the Government. We will proceed as I have

10



described today and I reiterate the message I first
gave when the White Paper was published - there will
be no public expenditure package in the Budget.

26 In their Report, the TCSC drew attention to a
number of other points to which I wish briefly to refer.
They recognised that the Autumn Statement is now the
vehicle for announcing the main results of the Survey
and that as a result, the White Paper has, to some
extent, been upstaged. The Committee's suggestion
that much of the material from Volume I be incorporated
into the Autumn Statement is attractive and has a great
deal to commend it. We will consider that very carefully
and sympathetically despite the obvious technical

problems that would need to be overcome.

27 The Committee also suggested that Volume II -
now over 400 pages - should be sold as separate
departmental booklets, as the Estimates are now. We

will consider this proposal sympathetically, along
with the corresponding proposals which were made by

the Public Accounts Committee last year.

28 I sense that opinion is running in favour of change.
The Treasury 1is already investigating a number of
possibilities, and as soon as this work is complete

we will put proposals to Parliament.

11



29 But if we change the way information is reported,
there will be consequences for the way it is debated.
One possibility, would be for the broad 1lines of
expenditure policy to be debated as part of the
Autumn Statement; for Select Committees to consider
the departmental booklets and for one or more of their
reports to be chosen for debate in May or June. All

this will need further consideration.

30 The TCSC invited me in their report to set out
the public expenditure effect of the agreement that

has been reached on the future financing of the European
Community.

31 This agreement concludes a far-reaching review
of the Community's finances and policies. It provides
effective and legally binding controls on spending,
effective measures to reduce agricultural surpluses,
and the preservation of the UK's abatement as agreed

at Fontaineblecau. [And no ovils and fats tax].

32 Insofar as domestic public expenditure is concerned,
the agreement is 1likely to increase our net payments
to Community institutions by some £200-300 million
a year. This is compared with what would have happened
with a continuation of the 1.4 per cent VAT ceiling,

the assumption in the public expenditure White Paper.

£2



Compared with the effective level of spending in 1987,
which was already in excess of the 1.4 per cent VAT

ceiling, the increase wilJ.Einl%lbe some £100-200 million
a year.

33 The extra expenditure will be met entirely from
the reserve and will not involve reductions in agreed

domestic programmes.

34 The timing of the future financing agreement means
that the 1988 Community Budget will not be adopted
before the end of the current [1987-88] financial vyear,
so the Community's emergency financing arrangements,
known as provisional twelfths, will continue into 1988-89
rather than end in 1987-88 as assumed in the White Paper.
This will increase our net payments to the Community
in 1987-88 by about £240 million, mainly because our
abatement in the first three months of 1988 is being
made at the rate of the 1987 not the 1988 budget. Once
the 1988 budget has been adopted, however, perhaps
in May, we shall benefit from a much higher abatement,
and the increased abatement will be backdated to the
beginning of January. This will reduce our net payments
in 1988-89 compared to the figure in the White Paper

by the same amount as the increase in 1987-88, around
£240 million. '

35 Thus in 1988-89 itself, the effect of the future
financing package on our net payments will be very

broadly offset by the effect of the delay in the adoption
of the 1988 budget.

1.3
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I am acutely aware that the breadth of public expenditure
is such that I have not been able to mention many

important matters:

- I have not had time to mention the extra
£240 million a vyear we have added to the

plans for spending on science and technology.

- Nox. ' the. £1% billion addition to our plans
for capital expenditure in each of the next

2 years.

= NOor . “yet .. the » extral  £630 million - we . _are
providing for education; £270 million more
after taking account of the amounts allowed

for teachers' pay and academic restructuring.

= And nor the extra resources we are devoting
to xthe ‘innex. cities  +« . and’ #he' ilereased
resources we are attracting into the inner
cities through creating a partnership with

the private sector.

I suspect that these increases will not find a
place in the speech we are about to hear from the hon.

Member for Dunfermline East either.

36 These public expenditure increases have only been
made possible by the sound state of the public finances
and the healthy state of the economy. Prudent control
of public expenditure has been and will continue to

be the cornerstone of the virtuous circle of improving

14



public finances and a strengthening economy. The
complete and abject failure of the Opposition to
understand these simple truths will again be in evidence
today. They seem to view the hard-won progress of
recent years as a kind of windfall, just as I suppose
they imagine that the economic failure which toppled
them was bad 1luck. If they don't understand, then

the public do - as they have shown very clearly on

three memorable occasions.

37 The Opposition will again talk of cuts where there
have been increases. They will again air their obsession
with pounds spent rather than outputs achieved and
this despite the awful illustration of the ILEA that

spends more and achieves less than any other education
authority in the country.

38 Mr Speaker, all these points they will make are
as familiar as they are flawed. The public are not
-fooled and I trust that this House will not be fooled.
I beg to move.

15
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Mr Odling-Smee
CHIEF SECRETARY Mr Turnbull
Mr Gieve
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TCSC ENQUIRY INTO THE PEWP: CHANCELLOR'S DEPARTMENTS

1. In March the TCSC put to us questions arising out of the 1988 Public Expenditure
White Paper (Cm 288) to be answered in respect of each of the Departments of the
Chancellor of the Exchequer (copy of letter attached). I attach a draft response
which has been put together in consultation with the various Departments and relevant
Divisions of the Treasury. You may wish to know that the Committee put the same

questions to OMCS and the Department of Finance and Personnel in Belfast.

2. As you will see, we give general answers to the questions on relative price effects,
commitments beyond the Survey period, future claims on the Reserve, and the use
of value for money information in the PES round. The suggested responses on these
points are in line with the advice which has been sent to other Departiments after

clearing it with the Chief Secretary.

3. All figures are given to the nearest £0.1 million to avoid rounding problems for
the smaller departments. This is more detailed than the figures in the White Paper
which are rounded to the nearest £1 million for years up to 1988-89 and to £10 million
for 1989-90 and 1990-91.
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4. We understand that when the Committee have received the document they might
invite one or two departments to appear before them (as opposed to past practice
of questioning all departments). Once we have confirmation of this we will consider

whether further advice needs to be given to the departments concerned.

5. Subject to your comments and those of other Ministers, we propose to send the

memorandum to the Clerk of the Committee.

7 £ i
i
CAROLYN SINCLAIR



COMMITTEE OFFICE
HOUSE OF COMMONS

LONDON SWIA OAA

01-219 3285 (Direct Line)
01-219 3000 (Switchboard)

TREASURY AND CIVIL SERVICE COMMITTEE

15 March 1988

Miss Carys Evans

HM Treasury
Parliament Street
SW1P 3AG

N g iter st

We spoke recently about written questions relating to the Departments of the
Chancellor. Following last year's precedent the Committee would be grateful
for written replies to the attached list of questions relating to the Public
Expenditure White Paper.

The object of the exercise is to provide additional information on which the
Committee may base oral questions at a meeting in the spring on the relevant
chapter of PEWP and on the Main Estimates for 1988-89.

It would greatly assist the Committee if replies could reach me within about
a month. I shall be in touch with you later about possible dates for an oral
evidence meeting on the model of the one held on 27 April 1987.

I am writing in similar terms to OMCS and to the Department of Finance and
Personnel in Belfast.

G CUBIE
Clerk of the Committee



In respect of each of the Departments of the Chancellor
detailed on pp351-369 of Cm 288-I1 (The Government's
Expenditure Plans 1988-89 to 1990-91):

a. What are the reasons for any differences between the
1987-88 plans published in Cm 56 and the 1987-88 estimated
outturn? How much of any increase is attributable to use

of the Reserve?

b. Has there been an increase or a decrease in the 1987-88
estimated outturn compared with the 1986-87 outturn? How
much has it been in percentage terms and how much after

adjustment for

i) the GDP deflator

ii) the department's relative price effect

(If the Department does not systematically collect RPE
data, the Committee would be interested to have an
assessment of the Department's RPE overall or for those
activities where pay and prices are most easily
identifiable.)

c. Do the planned figures for 1988-89 and subsequent years
contain any change compared with the plans for those years
in Cm56? What are the reasons for any differences between

the two sets of figures?

d. 1Is there to be an increase or a decrease in the 1988-89
plans compared with the 1987-88 estimated outturn? How
much will it be in percentage terms, and how much after
adjustment for i) the gdp deflator ii) the appropriate

relative price effect?




e. What future commitments are implied by the plans
presented in the White Paper - ie does the planning horizon
stretch beyond the final year of the current planning

period?

f. Does the Department envisage needing to call on the
Reserve over the planning period? And if so how? Are the

plans predicated on this being possible?

g. Have there been any changes or refinements in
objectives during the past year? If so, what was the
impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-917?

h. Not all performance measures in the PEWP are true
indicators relating inputs, preferable financial, to
outputs. Even where systems of targetﬁing and management
information do exist, details are not always published in
the PEWP.

i) Does the Department have a continuing plan to develop

performance indicators?

ii) Has the Department recently received instructions

about extending the use of indicators?
iii) How many targets and indicators are published in PEWP?

i. (For departments other than the Treasury itself) is
information demonstrating departmental efficiency of™
effectiveness used in negotiations with the Treasury during

the PES round?
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PUBLIC EXPENDITURE 1988-89 TO 1990-91: CHANCELLOR'S DEPARTMENTS

Memorandum by HM Treasury

1. The Clerk to the Committee wrote to the Treasury on the Committee's behalf
on 15 March 1988 with a list of questions arising out of the 1988 Public Expenditure
White Paper (Cm 288) to be answered in respect of each of the Departments of the
Chancellor of the Exchequer. The annexes give answers on a departmental basis.
An annex has not been provided for NILO; its public expenditure is funded from
]ig‘;,,_fg-\yw? a very small| nethoic;: so there was no substantive entry for the forward years in
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either Cm 56 or Cm 288. This notelprovides—-answers tol five questlons which raise

s ~
Cgenera—I)ssues that apply to all the departments.

Has there been an increase or a decrease in the 1987-88 estimated outturn compared
with the 1986-87 outturn? How much has it been in percentage terms and how much

after adjustment for the department's relative price effect.

(If the Department does not systematically collect RPE data, the Committee would
be interested to have an assessment of the Department's RPE overall or for those
activities where pay and prices are most easily identifiable). (Question bfii)).
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sample of costs either on the price movements over programmes as a whole or on
the costs of delivering particular services which will depend not only on input prices

but the efficiency with which inputs are used.

Is there to be an increase or decrease in the 1988-89 plans compared with the 1987-88
estimated outturn? How much will it be in percentage terms, and how much after

adjustment for the appropriate relative price effect? (Question d(ii)).

3. While departments take account of the likely future movements in costs in

v considering future service levels and whether additional provision should be sought,
Do -5

¢ tﬁese are not systematically aggregated to produce relative price 1nd1ces and;~in

o c’ 7 7

7

What future commitments are implied by the plans presented in the White Paper
- ie does the planning horizon stretch beyond the final year of the current planning

period? (Question e)

4. As the departmental annexes show, in many cases assumptions are made about
the period beyond the White Paper horizon in order to be able to plan sensibly within
it. Corporate plans or management plans may also cover a longer period than three
years. Nonetheless such assumptions and plans about the period beyond the White
Paper horizon still need to be reviewed and examined by Ministers collectively once

they fall within a public expenditure Survey.



Does the Department envisage needing to call on the Reserve over the planning

period? And if so how? Are the plans predicated on this being possible? (Question f)

5. The departmental totals set out in the White Paper are the provision within
which departments plan their expenditure and operations. Departments' plans,

therefore, are not based on the assumption that they will have access to the Reserve.

(For departments other than the Treasury itself) is information demonstrating
departmental efficiency or effectiveness used in negotiations with the Treasury

during the PES round? (Question i)

6. At the start of the annual Survey, departments are required to submit to the
Treasury information on the objectives of their programmes and the efficiency and
effectiveness with which they are being delivered. Departments are required in
the Survey discussion to support any bids with a clear statement as to what the money
will buy including, wherever possible, quantified targets for output and performance.
This information informs the subsequent discussions. In all cases the questions of
whether the department could achieve its objectives more efficiently, effectively,

or economically are central issues in the Survey discussions.

Statistical Conventions

7. The following statistical conventions have been adopted in the departmental

annexes:



i. The real terms figures in the answers to questions (b) and (d) are at 1986-87
prices, deflated by the projections of the GDP deflator set out in paragraph 4(c)
of Chapter 2 of Cm 288 -I. The GDP deflator is the index of general inflation

most appropriate for showing changes in public expenditure in real terms.

ii. Differences and percentage changes have been calculated from unrounded

numbers and rounded independently.

iii. All figures are shown rounded to the nearest £ hundred thousand. / J

iv. Comparisons with Cm 56 are made after adjustment of Cm 56 figures to

the definition of public expenditure used in Cm 288.

HM TREASURY

May 1988
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CENTRAL OFFICE OF INFORMATION

Question a

Vhat are the reasons for any differences between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn? How much of any increase is
attributable to use of the Reserve?

£ million

1987-88 1987-88
Plans Estimated
(Cm 56) Outturn
(Cm 288)
Gross 73 150.5
Consolidated Fund
Extra Receipts 72 157.0
Net 1 -6.5

The COI is a repayment department and is demand led. The additional expenditure
was incurred as a result of a general increase in the level of government
publicity but included, in particular, expenditure on paid advertising in

connection with flotations. There was no use of the Reserve.

Question b

Has there been an increase or a decrease in the 1987-88 estimated outturn
compared with the 1986-87 outturn? How much has it been in percentage terms and
how much after adjustment for the GDP deflator?

£ million

1986-87 1987-88 Percentage
Qutturn Estimated Difference
Outturn
Cash terms
Gross 150.:2 15045 +1
Receipts 162.4 157.0 -3
Net -12.2 -6.5 N/A
Real terms
Gross 1502 144.4 -3.9
Receipts 162.4 149.5 -7.9
Net -12.2 =5.1 N/A

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 567 What are the reasons for any
differences between the two sets of figures?

I
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The plan for 1988-89 is for gross expenditure of £120m and receipts of £118.8m.
This compares with £70m (expenditure, matched by receipts of £69m) published in
Cm 56. The difference arises because the plan has been adjusted to take account
of the latest information available from COI's clients on the 1likely level of
demand in that year. From 1988-89 onwards COI's plans take account of the
reclassification of its receipts as appropriations in aid. On a net basis there

are no differences from the plans in Cm 56.

Question d

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

£ million

1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn (gross)
(gross)
Cash terms 150.5 120.0 -20.3
Real terms 144.4 150052 -23.7

Question g

Have there been any changes or refinements in objectives during the past year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-91?

No.

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferably financial, to outputs. Even where systems of targeting and management
information do exist details are not always published in the PEWP.

5 1 Does the Department have a continning plan to develop

performance indicators?

ii. Has the Department recently received instructions about

extending the use of indicators?

iii. How many targets and indicators are published in the PEWP?

S o
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(1)

(ii)

(iii)

Yes. COI have made progress in introducing unit output
pricing which it is intended should cover all of its

activities.

The development and use of indicators are part of the ongoing

discussions between the Department and the Treasury.

The primary financial target, of breaking even, was referred
to in the PEWP.
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CUSTOMS AND EXCISE

Question a

What are the reasons for any differences between the 1987-88 plans published in
Cm56 and the 1987-88 estimated outturn? How much of any increase is attributable
to use of the Reserve?

£ million
1987-88 1987-88
Plans Estimated Outturn
(Cm 56) (Cm 288)
445.3 445, 4

The difference between the plans and the estimated outturn reflects a PES

transfer for counterfeit goods work.

Question b

Has there been an increase in the 1987-88 estimated outturn compared with the
1986-87 outturn? How much has it been in percentage terms and how much after
adjustment for the GDP deflator?

£ million
1986-87 1987-88 Percentage
Outturn Estimated Outturn Difference
Cash terms 395.7 445.4 +12.6
Real terms 395.7 427.3 +8.0

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 56? What are the reasons for any
differences between the two sets of figures?

£ million
1988-89 1989-90
Cm 56 480.8 490.1
Cm 288 513.6 542.4
Difference 32...8 52.2

The main reason for the differences is a continuing increase in activity, and in
consequence increased outputs, in the Department's two main priority areas - VAT
collection and drugs prevention. This is reflected in planned growth in staff

numbers (see below). In addition, the growing complexity of the Department's

et e



wpu.sr2.2c

work - for example, the control of large VAT traders and the need to tackle
increasing sophistication in drugs smuggling - has an impact on the quality of
staff needed, including their training and equipment. Also, the Department's
priority areas are significant users of overtime and travel and subsistence and
the enhancing of mobile rather than static preventive controls tends to increase

this. Changes in planned staff totals are:

1.4.88 1.4.89 1.4.90 1.4.91
Cm 56 26627 26748 26935 -
Cm 288 26647 27100 27400 27900
Difference 20% 352 465

*PES transfer from DTI for counterfeit goods work.

Question d

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

£ million
1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn
Cash terms 445 .4 513 6 +1.5.3
Real terms 42753 4745.5 +10.3

Question e

What future commitments are implied by the plans presented in the White Paper -
ie does the planning horizon stretch beyond the final year of the current

planning period?

The plans presented in Cm 288 are essentially a three-year snapshot of continuing
activities. The 1988 Management Plan contains a forward look until 1992 and this
broadly reflects the Department's planning horizon. Planning on individual
projects, eg in the IT area or in respect of the implications of the Channel

Tunnel, may have a longer horizon.
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Question g

Have there been any changes or refinements in objectives during the past year?
if so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-917?

There has been no significant changes in objectives. These are set out in
Cm 56-II section 3.19 paras 10 to 12 and, in similar form, in Cm 288-2 chapter 19

paras 10 to 12. More detail is given in the Management Plan.

Question h

Not all performance measures in the PEWP are true indicators relating to inputs,
preferable financial, to outputs. Even where systems of targeting and management
information do exist, details are not always published in the PEWP.

i. Does the Department have a continuing plan to develop performance

indicators?

ii. Has the Department recently received instructions about extending the

use of indicators?

iii. How many targets and indicators are published in PEWP?

(1) Considerable progress continues to be made in setting quantitative
targets and measuring performance against these. Resource
requirements are, whenever possible, related to the expected
outputs. Brief details of recent progress are given in Cm 288-II
chapter 19, paras 15 to 18 and further information about targets
and performance indicators for specific activities is in the
Management Plan. The extent to which the main targets have been
achieved is published in the annual Report of the Board of Customs
and Excise - the latest volume is for the year ended 31 March 1987
(CM 234). The main current developments concern planning systems
which relate resources to activities and results in the three main
functional areas - VAT, Excise and Customs. Nationwide VAT and
Customs Operational Planning Systems have been running since
1 April 1988 and an Excise System is now being trailled in nine
areas of the country. Further planning/performance systems are

envisaged for non-functional areas.
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(ii)

(ddd)

There is a continuing dialogue between the Department and Treasury
on the development of performance indicators, but the initiative

here has essentially been with the Department.
The PEWP (Cm 288-I1) publishes

a. A table of functional activity statistics comprising 34 lines

of historical and current information.

b. Five specific targets relating to VAT; two relating to

Customs; and two relating to the cost of administration.
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REGISTRY OF FRIENDLY SOCIETIES

Question a

Vhat are the reasons for any difference between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn? How much of any increase is
attributable to use of the Reserve?

No significant difference.

Question b

Has there been an increase or a decrease in the 1987-88 estimated outturn
compared with the 1986-87 outturn? How much has it been in percentage terms and
how much after adjustment for the GDP deflator?

£ million
1986-87 1987-88 Percentage
Outturn Estimated Difference
Outturn
Cash terms 242 153 -42.1
Real terms AR 152 -44.5

The decrease reflects the introduction during 1986-87 of a general charge on
building societies to recover the costs of their supervision by the Building
Society Commission. The Commission was established as an independent part of the

Department in September 1986, and the general charge took effect from them.

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 567 What are the reasons for any
differences between the two sets off figures?

£ million
1988-89 1989-90

Cm 56 1.3 1.4
Cm 288 3.9 2.0

The increase in plans largely reflects special provision of £2.5 million in
1988-89 and £0.6 million in 1989-90. These sums, which are ring fenced, are
intended to cover the full additional costs that may be incurred when it becomes
necessary to re-house part or all of the Department in 1988-89. Any underspend
will accrue to the Reserve. The increase in plans for 1988-89 also includes
provision for development of the prudential work of the Building Societies

Commission.
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Question d

Is there to be an increase in the 1988-89 plans compared with the 1987-88
estimated outturn? How much will it be in percentage terms, and how much after
adjustment for the GDP deflator?

£ million
1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn
Cash terms i3 3.9 198.4
Real terms . 2 35 185.6

The 1988-89 plans show a net increase of almost 200 per cent, due to the
provision for re-housing, the costs of which cannot be recovered immediately

through fees and charges.

Question g

Have there been any changes or refinements in objectives during the past year?
If so what was the impact on estimated expenditure for 1987-88, or on expenditure
plans for 1988-89 to 1990-917

The Building Societies Commission was established in September 1986. The
Commission has further developed its systems for prudential supervision of
building societies in the light of developments following the enactment of the
Building Society Act 1986. This is, in part, reflected in the increased

provision for the Department in 1988-89.

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferably financial, to outputs. Even where systems of targeting and management
information do exist details are not always published in the PEWP.

39 Does the Department have a continuing plan to develop performance
indicators?
ii. Has the Department recently received instructions about extending

the use of indicators?

139, How many targets and indicators are published in the PEWP?

The principal function of the Department is to undertake prudential supervision

of building and friendly societies; in itself, this function does not readily
v

landlfelf to output measurement. However, the Department plans to develop output

indicators for those areas of its work where this would be practicable.
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GOVERNMENT ACTUARY'S DEPARTMENT

Question a

Vhat are the reasons for any difference between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn. How much of any increase is
attributable to use of the Reserve?

There are no differences.

Question b

Has there been an increase or a decrease in the 1987-88 estimated outturn
compared with the 1986-87 outturn? How much has it been in percentage terms and
how much after adjustment for the GDP deflator?

£ million

1986-87 1987-88 Percentage
OQutturn Estimated Difference
Outturn
Cash terms 1753 1.4 +12.4
Real terms 173 19,4 +7.8

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 56? Vhat are the reasons for any
differences between the two sets of figures?

Compared with Cm 56 GAD net expenditure has increased by £0.2m in 1988-89 and

£0.3m in 1989-90. The increases are designed to enable GAD to recruit and retain

(i Pan’
P )

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

its agreed numbers of professional actuarial staff.

£ million

1987-88 1988-89 Percentage
Estimated Plans vifference
Outturn
Cash terms i A deerd, +18.0
Real terms 1.4 1555 +12.4
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Question g

Have there been any changes or refinements in objectives during the past year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-91?

Yes. From 1989-90 GAD's services will be provided to its clients on a repayment
basis. A continuing objective of the GAD is to recruit and retain professional

actuarial staff. The additional provision included in Cm 288 from 1988-89

reflects this.

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferably financial, to outputs. Even where systems of targeting and management
information do exist details are not always published in the PEWP.

At Does the Department have a continuing plan to develop performance
indicators?
ii. Has the Department recently received instructions about extending

the use of indicators?
iii. How many targets and indicators are published in the PEWP?

(1) Plans on the scope for developing appropriate performance
indicators following the move to repayment are being considered.
But it must be said that there is a difficulty about true
indicators relating inputs to outputs mentioned in the question.
Inputs are already measured, but statistical indicators of the

quality and value of output are unsuited to most of our work.

(145 The development and use of indicators are part of the ongoing

discussions between the Department and the Treasury.

(iii) None.

e



wpu.rp2.2e

HER MAJESTY'S STATIONERY OFFICE

Question a

What are the reasons for any differences between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn? How much of any increase is
attributable to use of the reserve?

Vote Funded Services:

A shortfall in expenditure (of £0.4 million) is reflected between the two values,
this relates to the timing of the General Election and the resultant reduction in
volume experienced against Class XIX, Vote 6. Use of the Reserve therefore does

not apply.

Trading Fund:

No difference

Question b

Has there been an increase or decrease in the 1987-88 estimated outturn compared
with the 1986-87 outturn? How much has it been in percentage terms and how much
after adjustment for the GDP deflator?

Vote Funded Services:

£ million

1986-87 1987-88 Percentage
Outturn Estimated Difference
Outturn
Cash terms T77 19.2 +7.9
Real terms 03707 18.4 +3.5
Trading Fund:
£ million
1986-87 1987-88 Percentage
Outturn Estimated Difference
Outturn
Cash terms -6.7 -6.7 0.0
Real terms =647 =645 +4.6

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 56? What are the reasons for any
differences between the two sets of figures?

o]
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Vote Funded Services:

£ million
1988-89 1989-90
Cm 56 19.8 21.1
Cm 288 19.5 20.3
Difference -0.3 -0.8

A reduction over the future years results from the reduction in the volume

increase allowed for House of Lords expenditure from 20 per cent to 5 per cent.

Trading Fund:

No difference

Question d

Is there to be an increase or decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

Vote Funded Services:

£ million

1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn
Cash terms 19,2 1:9°:5 +2.:0
Real terms 118l 19759 -2.4
Trading Fund:
£ million
1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn
Cash terms -6.7 -6.7 0.0
Real terms -6.5 -6.2 +4.3

Question e

What future commitments are implied by the plans presented in the White Paper -
ie does the planning horizon stretch beyond the final year of the current
planning period?

HMSO prepares a corporate plan which looks ahead 5 years and is used as a basis

for Survey discussions.

et i0 i
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Question f

Does the Department envisage needing to call on the Reserve over the planning
period and if so how? Are the plans predicated on this being possible?

The need to call on the Reserve is not envisaged at this stage but due to the
demand — led nature of the expenditure and the importance in meeting the

requirements of the Houses this could arise.

Question g

Have there been any changes or refinements in objectives during the last year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-91?

None.

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferably financial, to outputs. Even where systems of targeting and management
information do exist, details are not always published in the PEWP.

ic Does the Department have a continuing plan to develop performance
indicators?
ii. Has the department recently received instructions about extending

the use of indicators?
iii. How many targets and indicators are published in PEWP?

(i) Yes, as included within HMSO's White Paper Trading Fund accounts

laid before Parliament annually.

(ii) HMSO already has a well developed system of management and
performance related indicators and no direct instructions have been

received aimed at their extension.

(iii) Manpower plans only.

AL
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INLAND REVENUE

Question a

what are the reasons for any differences between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn? How much of any increase is
attributable to use of the Reserve?

£ million
1987-88 1987-88
Plans Estimated Outturn
(Cm 56) (Cm 288)
Administration 1,024.4 15052 .7
MIRAS/LAPRAS 218.0 248.0
The principal factors affecting administration costs are
(1) an increased provision for dealing with workloads in the taxes and

collection networks in 1987-88, including additional overtime
working to improve the workstate;

(2) a revised estimate of amounts received for the cost of collecting
National Insurance Contributions;

(3) Capital of £0.914 million carried forward from 1986-87 under the
Year End Flexibility Scheme.

The increase in the estimated outturn for MIRAS/LAPRAS is due to changes in
interest rates and a small increase in the number of non-taxpayers estimated to

be in receipt of MIRAS repayments.

As the TCSC will know, an increase in the Inland Revenue's 1987-88 provision was
authorised by a WVinter Supplementary Estimate. The increase was a call on the

Reserve.

Question b

Has there been an increase or decrease in the 1987-88 estimated outturn compared
with the 1986-87 outturn? How much has it been in percentage terms and how much
after adjustment for the GDP deflator?

£ million

1986-87 1987-88 Percentage
OQutturn Estimated Difference
OQutturn
Administration
Cash terms 962.4 1505257 +9.4
Real terms 962.4 1,009.7 +4.9
MIRAS /LAPRAS
Cash terms 212.0 248.0 +17.0
Real terms 212.0 237.9 +12.2

R
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Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 56? What are the reasons for any
differences between the two sets of figures?

£ million
1988-89 1989-90
Cm 56 040! 107222
Cm 288 1,104.5 1,140.2
Difference 64.4 67.9

The major factors leading to an increase in the department's plans are the

following:

a. increased provision to deal with workloads in the taxes and collection

networks;

b. revised implementation plans for computer developments;

C. inclusion in the department's figures of accommodation capital

expenditure, which appeared in PSA's plans in CM 56.

MIRAS /LAPRAS
£ million
1988-89 1989-90
Cm 56 2350 262.0
Cm 288 285.0 3220
Difference 500 60.0

The factors leading to the increase in 1987-88 also apply to 1988-89 and 1989-90.

Question d

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

Lg% 2
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£ million

1987-88 1988-89 Percentage

Estimated Plans Difference

Outturn
Administration
Cash terms 1,052.7 1,104.5 +4.9
Real terms 1,009.7 1,03:3.9 +0.4
MIRAS /LAPRAS
Cash terms 248.0 285.0 +14.9
Real terms 237.9 261.6 +10.0
Question e

Vhat future commitments are implied by the plans presented in the White
Paper - ie does the planning horizon stretch beyond the final year of the current
period?

Firm financial plans are only formulated for the three year forward period shown
in the Public Expenditure White Paper. But the 1Inland Revenue has developed
arrangements for strategic forward planning (including major resource
implications) over a longer period ahead, with particular reference to major

computer projects.

Question f

Does the Department envisage needing to call on the Reserve over the planning

period? And if so how? Are the plans predicated on this being possible?

Policy changes since the Survey was settled eg introduction of Independent
Taxation can affect financial plans for future years. The provision which the
Department has to seek in each successive Survey round may change as a result.
The net position of the Department is a matter to be discussed with Treasury and

Ministers in the course of the Survey round.

Question g

Have there been any changes or refinements in objectives during the past year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-917

i fifRs
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A Departmental Statement setting out the Department's aims, objectives,
priorities and specific targets for 1987-88 was published for the first time in
Summer 1987. This Statement was consistent with expenditure plans and did not
change them. (The Statement was published with the documentation for the Board's
Senior Management System in July 1987 and also with the Board's latest Annual

Report in December 1987.)

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferable financial, to outputs. Even where systems of targetting and
management information do exist, details are not always published in the PEWP.

12 Does the Department have a continuing plan to develop performance
indicators?
ii. Has the Department recently received instructions about extending

the use of the indicators?
iii. How many targets and indicators are published in PEWP?

(i) The Department already has in place a wide range of performance
indicators and arrangements for targetting or monitoring
performance by reference to them. The Department regards it as a
major priority to develop performance indicators further
(including the preparation of unit costs for the main blocks of
the Department's work) and to keep existing indicators under
review for their continuing relevance and effectiveness.

Further details of work in hand are given in the published
documentation of the Department's Senior Management System and in
the Board's latest Annual Report.

(ii) As set out in the Treasury response, indicators are supplied to
the Treasury and play an important part in Survey discussions.

(iii) Twelve targets and indicators were published in the last PEWP.
Many more are set out in the 1987 Departmental Statement (see
answer to question g) and in the published documentation for the
Senior Management System.

o G



wpu.siZiZg

f million

1987-88 1988-89 Percentage
Estimated Plans Difference
Outturn
Cash terms 158.8 164.1 +3.3
Real terms 152:.3 15026 -1.2

Question g

Have there been any changes or refinements in objectives during the past year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-91?

None that affect the planned levels of administrative expenditure shown in the

PEWP.

Question h

Not all performance measures in the PEWP are true indicators relating inputs,
preferable financial, to outputs. Even where systems of targetting and
management information do exist, details are not always published in the

PEWP.

dis Does the Department have a continuing plan to develop performance
indicators?

ii. Has the Department recently received instructions about extending the
use of indicators?

iii. How many targets and indicators are published in PEWP?

(i) A Resource Management Budget is now prepared annually. Tt
contains for each major management unit forecasts of workloads and
throughput per  head. The Management Board will monitor

performance monthly and will make changes as necessary to ensure
that the budget remains an effective and reliable management tool.

(ii) The Multi-Departmental Review of Budgeting requires that budgets
should include output and performance indicators and there should
be regular evaluation of what has been achieved compared with the
objectives that have been set. The department has been helped by
central advice in developing reclevant indicators. See also answer
to h(iy.

(iid) Fourteen.
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DEPARTMENT FOR NATIONAL SAVINGS

Question a

Vhat are the reasons for any differences between the 1987-88 plans published in
Cm 56 and the 1987-88 outturn? How much of any increase is attributable to use
of the Reserve?

£ million
1987-88 1987-88
Plans Estimated
(Cm 56) Outturn
(Cm 288)
159.7 158.8

The reduction arises from slightly lower than expected expenditure on publicity

and fees to agents selling National Savings Certificates.

Question b

Has there been an increase or a decrease in the 1987-88 estimated outturn
compared with the 1986-87 outturn? How much has it been in percentage terms and
how much after adjustment for the GDP deflator?

£ million

1986-87 1987-88 Percentage
Outturn Estimated Difference
Outturn
Cash terms 156.0 158.8 +1.8
Real terms 156.0 152%3 -2.4

Question c

Do the planned figures for 1988-89 and subsequent years contain any change
compared with those years in Cm 56? What are the reasons for any differences
between the two sets of figures?

£ million
1988-89 1989-90
Cm 56 163.8 167.9
Cm 288 164.1 168.3
Difference +0.3 +0.4

Cm 288 reflects the transfer from PSA for buildings maintenance costs.

Question d

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?
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HM_TREASURY

Question a

What are the reasons for any differences between the 1987-88 plans published in
Cm 56 and the 1987-88 estimated outturn? How much of any increase is
attributable to use of the Reserve?

£ million
1987-88 1987-88 Percentage
Plans Estimated Difference
(Cm 56) Outturn
(Cm 288)
352.6 388.8 +10.3

The difference between the plans in Cm 56 and the estimated outturn in Cm 288 is
mainly due to taking a Supplementary Estimate on the Rating of Government
Property Vote (£10.5 million) and further drawing from the Reserve for expenses

of the 1987 General Election (£25 million).

Plans for rates were constructed on the assumption that they would increase in
line with the GDP deflator. Actual levels of rate poundage increases were 6% per
cent in England and Wales, and 16 per cent in Scotland. There were also volume

changes in the size of the Estate.

Question b

Has there been an increase or a decrease in the 1987-88 estimated outturn
compared with the 1986-87 outturn? How much has it been in percentage terms and
how much after adjustments for the GDP deflator.

£ million

1986-87 1987-88 Percentage
Outturn Estimated Difference
Outturn
Cash terms 340.4 388.8 +1:4.2
Real terms 340.4 372.9 +9.5

Question ¢

Do the planned figures for 1988-89 and subsequent years contain any change
compared with the plans for those years in Cm 56? What are the reasons for any
differences between the two sets of figures?
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£ million
1988-89 1989-90
Cm 56 373.4 401.8
Cm 288 374.1 404.5
Difference 0.7 2.7

The main difference results from the cumulative effect of rate increases
(+£10.2 million), external transfers in 1988-89 (-£7.300 million for Houses of
Parliament IT, +£1.786 million for OMCS functions).

Question d

Is there to be an increase or a decrease in the 1988-89 plans compared with the
1987-88 estimated outturn? How much will it be in percentage terms, and how much
after adjustment for the GDP deflator?

£ million

1987-88 1988-89 Percentage
Estimated Plans
Outturn
Cash terms 388.8 374.1 -3.8
Real terms 372.9 343.% -7.9

Question e

What future commitments are implied by the plans presented in the White Paper -
ie does the planning horizon stretch beyond the final year of the current

planning period?
The UK Coinage contract is based on estimated coin demand over a five year

period. The rest mainly relates to the Survey years.

Question g

Have there been any changes or refinements in objectives during the past year?
If so, what was the impact on estimated expenditure for 1987-88, or on
expenditure plans for 1988-89 to 1990-917?

With effect from 1 October 1987, those functions of Management and Personnel
Office (MPO) bearing directly on financial management and on manpower, pay and
financial conditions of service were brought into the Treasury, so as to reflect
the increasingly close association between pay structure and manpower issues in
the Civil Service. The responsibilities remaining with the Cabinet Office are
now discharged by the Office of the Minister for the Civil Service (OMCS). This
change brought an extra £1.786 million, £1.771 million and £1.834 million
respectively into the Treasury's expenditure plans for 1988-89 to 1990-91.
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I attach a short factual note on the Royal Mint requested by
the clerk of the TCSC ahead of Mr Garrett's appearance before

the committee on Wednesday 25 May.

24, The note has been cleared with Mint. Are you content with
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THE ROYAL MINT

Memorandum by HM Treasury and the Royal Mint

The Royal Mint, whose origins date back over 1,100 years, was
established as a Trading Fund on 1 April 1975 in accordance
with the Royal Mint Trading Fund Order 1975, made under the
Government Trading Funds Act 1973. Under the Order the operations
of the Royal Mint are defined as:

"The manufacture and supply of coins, medals, seals and

similar articles, and any operation incidental or conducive

‘\ :
to such manufacture or supply." \ﬂﬂ}%aup////)
: MAA S

2% The Royal Mint is a Government Department. /All its employees
are civil servants. The Chancellor of the/ Exche qir,é;dgg is

2 Ovmed bnan s NSP‘{%«N
Q?lsé} Master of the Mint, EF;—Jdu»—MénbteI——respensible for the

Mint. The Chief Executive and Accounting Officer is the Deputy
Master of the Mint, who is reponsible for day-to-day operations

of the Mint, though accountable to the Chancellor.

3% The primary function of the Mint is the provision and
maintenance of the United Kingdom coinage. The costs of the
manufacture, storage and distribution of UK coinage are met
by the Treasury from a non-cash limited vote (Class XIX, Vote
12). These costs form part of the Treasury's public expenditure
programme. The Treasury is responsible for the coin issue,
taking account of advice from the Royal Mint. The actual number

of coins issued is generally determined by demand.

4. Payments from the Treasury for UK coinage form part of

the Royal Mint's income, which also includes receipts from its



successful overseas business (selling coins to more than
60 countries), the recently 1launched Britannia bullion coin,
collector coins, and other products. Since the change to Trading
Fund Status in 1975, the Royal Mint has achieved total sales
of over £750 million, including 60% overseas. The Royal Mint
pays a dividend to the Treasury out of its overall profit. The
Mint's net repayment of external finance (from the NLF) is scored

M%it/c; Ve

as'\public expenditure. All NLF debt will be repaid by 1990-91.
L

5.0 The Chancellor sets a financial target for the Royal Mint
under the 1973 Act. The present target, which was set last
year and covers the three years 1987-88 and 1989-90, is for
the Royal Mint to achieve a 10 per cent current cost return
on net assets. The Royal Mint also sets its own, more detailed,
objectives in its annual Corporate Plan. This plan is discussed
with the Treasury, and approved by the Chancellor each year.
The plan is not published because it contains, particularly
in its objectives, confidential commercial material. However,
the Royal Mint does publish an Annual Report, including its

accounts.
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PRESENTATION OF PUBLIC EXPENDITURE PLANS:}
1988 AUTUMN STATEMENT AND 1989 PEWP

In the Treasury's response to the TCSC and PAC on Financial
Reporting to Parliament we proposed to expand the Autumn Statement
presentation of public expenditure plans by including some of the
material currently in Chapter 1 of Volume 1 of the PEWP, and to
split the PEWP into departmental chapters, published as separate
booklets. The remaining summary information from Volume 1 of the
PEWP, excluding Chapter 1, would be released separately. I attach
a copy of the relevant extract from the Treasury response at
Annex A.



2. This submission proposes a format for the expanded public
expenditure chapter of the Autumn Statement, and explains how we
expect the White Paper to look in 1989.

The Autumn Statement

3% A mock-up of the public expenditure chapter of the Autumn
Statement incorporating the extra material as proposed in the
response to the Select Committee is attached at Annex B. The text
and figures are a mixture, taken from last year's Autumn Statement
and White Paper for illustrative purposes, to give an idea of how
the publication would look. As this chapter will be the main
policy statement of the government's spending plans, we propose
that it should be the first chapter of the Autumn Statement,
coming before the forecast.

4. The material is arranged in the following way:

(i) It begins with a page of "main points", 1like
Chapter 1 of the current White Paper, giving the new
planning totals, GGE/GDP ratios, increases in priority
programmes, real terms growth, and other headline items.
An alternative approach would be to give the Autumn
Statement document a separate introductory chapter,
comprising one or two of the main points of the public
expenditure chapter together with the main features of the
forecast and NICs changes, and a paragraph setting them in
the context of the MTFS. This would follow the pattern of
the FSBR, and would attempt to pull together the disparate

\0 \ elements of the Autumn Statement. However, we do not

favour this alternative, as it would tend to make the
Autumn Statement look more like the announcement of a major
economic 'package', which Ministers have wished to avoid.
Starting with the public expenditure chapter, without an
introduction, on the other hand, puts the emphasis on the
announcement of the results of the Survey rather than on
the forecast.



(ii) the Introduction, which sets the plans in the
context of the MTFS and gives more background to the new
aggregates, is taken from Chapter 1 of the White Paper.

(iii) in addition to the graphs showing GGE as a
proportion of GDP and expenditure in real terms which have
been included in recent Autumn Statements, the new version
includes a table showing the new public expenditure totals,
and tables comparing successive plans and outturn for the
planning total and the GGE/GDP ratio; these are taken from
the PEWP.

(iv) the tables in past Autumn Statements showing
figures since 1978-79 for the GGE/GDP ratio and the
planning total and GGE in cash and real terms have been
incorporated into new tables at the end of the chapter,
showing spending by department in cash and real terms since
1978-79.

(v) the main table setting out the results of the
Survey for each department is the same form as in last
year's Autumn Statement.

(vi) the paragraphs on each department which appeared in
previous Autumn Statements have been expanded in the new
version to include some information about the programme as
a whole as well as a description of the changes resulting
from the Survey. They do not incorporate the value for
money information included in the equivalent paragraphs in
Chapter 1 of the PEWP, which was partly intended as a
trailer for the descriptions in departments' chapters of
the value for money achieved by their expenditure. We
would not necessarily have repeated this material every
year. A general statement of this kind would not fit well
in the Autumn Statement, although a brief reference to the
continuing need to pursue value for money might be included
in the introductory section.



(vii) as in last year's Autumn Statement, there will be
tables showing the new plans by spending authority, and
sections in the text commenting on the plans for local
authority current and capital spending, nationalised
industries (including a table of EFLs for the coming year)
and other public corporations.

(viii) aggregate fiqures for planned spending on capital
investment and science and technology were also given in
last year's Autumn Statement, and are shown in this section
of the new version.

(ix) finally, there are paragraphs on privatisation
proceeds and the Reserves, and a new table, taken from the
White Paper, showing gross and net general government debt
interest.

5. The chapter in this form is seven pages longer than last
year's public expenditure chapter. FP advise that the increased
length is manageable, although it will be necessary to make
allowance for it in the printing timetable. It should not
endanger the timing of publication in relation to the final public
expenditure Cabinet. The increased 1length also raises the
possibility of physically splitting the Autumn Statement into two
separate documents: the first (and principal) part being the
policy statement announcing the outcome of the Survey and the
other containing the economic forecast, NI contributions and tax
ready reckoner. However, the various parts of the present
document were combined in response to the TCSC's report on
Budgetary reform in 1982, and there might be some criticism of a
return to separate publication. This is perhaps an option which
might be considered when the full reform of the Autumn Statement
and White Paper has been implemented.

6. The public expenditure chapter of the Autumn Statement, in
this expanded form, would be the first public announcement of the
plans, as now, but would include more of the background material
previously in the White Paper, enabling a fuller and more informed
discussion of the new plans in November. Our intention is that



the TCSC's main examination of the Treasury's stewardship of
public expenditure planning and control would be on the basis of
the Autumn Statement. This 1is reflected in our proposal
(currently under discussion through the usual channels) to allow
the TCSC longer to produce its report on the Autumn Statement, so
that it would come out just before Christmas, with a two-day
debate immediately Parliament returns. We expect departmental
select committees to examine individual chapters of the White
Paper, when it is published, and 1logically the TCSC should
concentrate on the Chancellor's departments at that stage.

The Public Expenditure White Paper

7. The White Paper, which for the next two years will continue
to be published in January, will not contain any presentation of
general public expenditure policy: the focus will be on the
separate departmental chapters, with a "statistical supplement"
containing the remainder of the material now in Volume 1 and the
index to the departmental chapters.

8. At Annex C I attach a mock-up of the first chapter of the
"statistical supplement", prepared by Mr Graham White (GEP3) which
incorporates the remaining material from Chapter 1 of this year's
Volume 1 (the analyses of spending by function and by economic
category, including civil service running costs and manpower
figures) and Chapter 2 "Additional analyses". Much of the
material is simply a more detailed presentation of the figures
announced in the Autumn Statement. This degree of detail cannot
be produced in time for the Autumn Statement, because it requires
a full update of the FIS database which cannot be completed in the
short time between Survey decisions and publication of the Autumn
Statement.

9. The only completely new information since the Autumn
Statement will be more up to date estimates of outturn for the
current year and the running costs and manpower plans. It will

also be necessary to consider the treatment of any major policy
announcements involving changes in departmental spending
programmes between the Autumn Statement and the White Paper. 1In



the past these would have been mentioned in Chapter 1 of Volume 1:
in future they will be mentioned in the relevant departmental
chapter and perhaps in an introductory section of the "statistical
supplement". The TCSC requested, in their report on the 1988
PEWP, explanations of differences between estimated outturn and
plan for the current year, and these will appear at the end of the
first chapter of the statistical supplement. As with the Autumn
Statement, a summary of progress on value for money would not fit
well within the summary volume. We will rely instead on
continuing to press departments to improve the information on
output and performance in their own chapters and ensure that good
stories are highlighted in briefing.

10. The decision to split Volume II of the White Paper into a
number of separate booklets has implications for its appearance
and its price. The price for a set of volumes is likely to be

much higher than the price of this year's White Paper, as Mr
Turnbull warned the TCSC when they made the suggestion during
their enquiries into this year's White Paper: nearly £80, compared
with £22 for this year's Volume 1II, for all the volumes
separately, although HMSO suggest that they might offer a discount
of 40-50 per cent to those buying a complete set. This price
could be reduced further by putting departments together into
larger volumes (say, all the territories together, or DTI,
agriculture and employment) but this would defeat the aim of
allowing someone who is only interested in one department to buy
its chapter alone. Our provisional view of the contents of the
booklets is shown at Annex D: it is similar to the current
arrangement of Estimates booklets.

1. Splitting Volume Il also creates logistical problems for
HMSO: even the £80 price quoted above assumed only black and white
printing - the blue currently used would increase the price.
However, we are exploring with them the possibility of retaining
the colour and offsetting the cost by allowing more time for
printing and binding after the content has been finalised. This
would mean a publication date around the end of January. 1In view
of the lower-key presentation and the proposed parliamentary
arrangements mentioned in paragraph 6 above, which would mean we
would no longer need to allow time for a TCSC enquiry and a public
expenditure debate between publication and the Budgel, we believe
that this kind of delay would be acceptable.



Conclusion

12. If you are content with the suggested format for the Autumn
Statement, we will prepare the information on this basis. It will
of course be possible to make some alterations to the format
nearer the time when the results of the Survey are clear, to
reflect any change of emphasis in the presentation, but it will be
very useful particularly in view of the greater length of this
year's publication, to have the general format settled well in
advance. Arrangements for publication and publicity for the
announcement of the new plans will also need to be considered
then. Final decisions on the form of the White Paper can also be
made nearer the time, but it would be helpful to have your
reactions to the new, low-key presentation and the possible delay
to the publication date now.

e Ll

S P B WALKER
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12. But this need not delay action on the main proposals in paragraph 6 above. The
Government proposes to include in the 1988 Autumn Statement additional information
on departmental plans in real terms, comparisons of outturn with previous plans for
the expenditure totals, and debt interest in order to make it a more complete account
of the outcome of the Survey. It also proposes next year to present the existing
departmental chapters in the current Volume 11 of the White Paper as separate booklets
in January; to continue to improve the read-across to the Supply Estimates; and to
release the remainder of the analytical material now in Volume I'in some suitable way.
The policy material of Chapter 1 which was moved to the Autumn Statement wourd
not be repeated. This wouls be followed after two years by moving the departmental
reports to March alongside the Estimates.
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1 Public expenditure plans

Main points

1.01 Over the next three years, government spending will continue to fall as
a proportion of national income. It is planned to fall further than was
envisaged in the last public expenditure White Paper. By 1990-91, the
proportion will be lower than at any time since the early 1970s.

1.02 The plans for government spending should allow growth in real terms
of an average of about 1} per cent a year, well below the expected growth of
national income.

1.03 The public expenditure planning totals have been set at £156-8 billion
for 1988-89, £167-1 billion for 1989-90 and £176-1 billion for 1990-91.
These totals include Reserves to meet unforeseen requirements of
£3-5billion, £7 billion and £10-5 billion respectively; the Reserves in the
two later years are higher than in any previous plans. ;i

1.04 Compared with the plans published in the public expenditure White
Paper, extra resources have been allocated to the Government’s priouity
services, including health, education, law and order, defence and inner cities.
Provision for social security and local authority current spending has also
been increased.

1.05 Extra provision of about £14 billion in 1988-89 and 198990 has been
made for capital spending, including large increases for the nationalised
industries and for housing and education.

1.06 The reductions in the burden of debt interest, in unemployment and in
subsidies to industry have helped to make room for these increases within a
declining path for government spending in proportion to national income.

1.07 The latest forecast of the planning total in the current year, 1987-88, is
L£147-6 billion, £1 billion lower than was planned and published in the
public expenditure White Paper.
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Chart 1.1 General government expenditure as a percentage of GDP
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Table 1.1 General government expenditure, excluding privatisation proceeds,
as a percentage of GDP: plans and outturn

per cent

1983-84 198485 1985-86 1986-87 1987-88 1988-89

1989-90 1990-91

plans
outturn and
estimated outturn

March 1984 FSBR'! 46 45 44 43

March 1985 FSBR! 46 463 453 A4 43

January 1986 White Paper 46} 461 45 44 43 42}

January 1987 White Paper 46} 46} 443 444 44 423 421

This Autumn Statement 46 46} 444 44 423 42 413 41}

!Financial Statement and Budget Report.

2
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‘Public expenditure plans

Aims and objectives

Chart 1.2

Introduction

1.08 The Government’s plans for public spending form an integral part of
its economic policy and, in particular, the Medium Term Financial Strategy
(MTES) which aims to reduce inflation and to maintain the conditions for
sustained growth, the creation of jobs and rising living standards.

1.09 Within that framework the Government’s objective for public
spending is to hold its rate of growth below the growth of the economy as a
whole and thus to reduce public spending as a proportion of national
income. This will enable a low level of borrowing to be combined with
reductions in the burden of taxation, so encouraging enterprise and efficiency
and thus the growth of output and employment.

1.10 This objective is expressed in terms of general government expenditure
(GGE) as a ratio to Gross Domestic Product (GDP). GGE, which is also used
for the formulation of macro—economic policy and the MTFS, represents
the combined spending of central and local government, including debt
interest, and is a comprehensive measure of the amount which has to be
raised by taxation or borrowing. To bring about this objective, which is a
medium—term one to be achieved over a number of years, the Government
sets a planning total which, if secured, will in turn deliver the wider
objective. The planning total and the departmental plans within it are
determined in cash, as are the various control totals for 1988-89 which are
derived from it, such as Supply Estimates, cash limits, running costs limits
and external financing limits of public corporations.

General government expenditure in real terms

£ billion (log scale)

180 180

160 160
30’
140 2o 140
1%
0%
Average annual growth rates
120 120
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-79 =81 =83 -85 - 87 -89 =91

1. Cush figures adjusted 10 1986-87 pruce levels by excluding the effect of gemeral injlation
as measured by the GDP deflator




1 Public expenditure plans

Public spending and
national income

Public spending in real
terms

The planning total

1.11 The ratio of general government expenditure to GDP has been falling
since 1982-83 and the plans set out in this White Paper will ensure that this
downward trend continues. This is shown in Chart 1.1. Excluding
privatisation proceeds the ratio has declined from a peak of 463 per cent in
1982-83 to 424 per cent in 1987-88 and is expected to decline further to
41} per cent in 1990-91, the lowest levels since 1972—73. Table 1.1 shows
how these ratios compare with plans published in previous years.

1.12 Chart 1.2 shows the trend of public spending in real terms. The
average real growth in general government expenditure excluding
privatisation proceeds in the four years from 198687 to 1990-91 is expected
to be 14 per cent a year. This compares with growth averaging almost 3 per
cent a year in the decade up to 1978-79, around 2} per cent in the four years
from 1978—79 to 1982-83 and around 1% per cent in the four years from
1982-83 to 1986—87.

1.13 The new planning totals and the differences between the planning total
and general government expenditure are shown in Table 1.2. The main
difference between the two aggregates is debt interest (see paragraph 1.57).
Table 1.3 shows how the new planning totals compare with plans published
in previous years.

Table 1.2 Public expenditure totals
£ billion
1985-86 198687 1987-88 1988-89 1989—90 1990-91
outturn outturn estimated plans plans plans
outturn
Central government! 98-4 104-6 1097 1142 120-2 1247
Local authorities! 354 379 409 42:6 44-0 45-2
Public corporations 26 Tk 141 1-4 -9 -6
Reserve — e = 315 7-0 10-5
Privatisation proceeds =2:7 =44 =50 =50 =50 =35:0
Adjustment? — — 6 — — ——
Planning total 133-7 139-2 147-3 156-8 167-1 176-1
General government gross
debt interest® 177 17:6 17-8 180 18-0 18:0
Other national accounts
adjustments* 6-9 8-0 75 8-0 8-0 8-0
General government
expenditure 158-2 1648 1726 183-0 193-2 202-1
|Central and local government finance for public corporations is included 2 An adjustment for the difference between the Treasury’s overall view of

in the public corporations line.

likely outturn for 1987—88 and the sum of the other items shown.
3198889, 1989—90 and 1990—91 figures rounded to nearest £ 1 billion.
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Table 1.3

Public expenditure planning total'; plans and outturns

£ billion

1982-83 1983-84 1984-85 1985-86 198687 1987-88 1988-89 1989-90 199091

plans
outturn and
estimated outturn

March 1981 White Paper  110-0 113:6

(Cmnd 8175)%3

March 1982 White Paper 1147 120-7 127-7

(Cmnd 8494)°

February 1983 White Paper 113-1 119-6 126-5 132-3

(Cmnd 8789)

February 1984 White Paper 1135 120-4 1265 182:1 136-8

(Cmnd 9143)

January 1985 White Paper 113-5 120-3 128-2 132-1 136-8 141-6

(Cmnd 9428)

January 1986 White Paper 113-4 120-3 129-6 134-2 1591 143-9 148-7

(Cmnd 9703)?

January 1987 White Paper 113-5 120-3 129-8 133:6 140-4 1486 1542 161:5

(Cm 56)

This Autumn Statement 113-5 120-3 129-8 1337 139-2 147-3 156-8 167-1 1761

'Public expenditure planning total as defined in Cm 56. *Including changes announced in the Budget Statements preceding the

Converted into cash as explained on page 103 of Cmnd 8494 Volume II. years in question.

1987-88 outturn 1.14 The latest forecast of the planning total for the current year, 198788, is
A£147.6 billion. This is £1 billion lower than was planned and published in
the White Paper. The reduction can be attributed mainly to increases in the
capital receipts of local authorities and new towns.
The new plans
1.15 Table 1.4 sets out the revised spending plans and the changes since the
public expenditure White Paper for each departmental programme. Further
information is contained in Tables 1.7 to 1.11 at the end of this chapter. The
following paragraphs briefly describe the new plans.
Defence 1.16 Provision for defence is being increased by about £230 million in

Foreign and
Commonwealth Office
(Diplomatic Wing)

1988-89 to some £19-2billion, and will rise to some £20-6 billion in 1990—
91. The increase over plan in the current year is a result of the carry forward
of capital underspending from 1986—87 under the end—year flexibility
scheme.

1.17 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 60 major ships, 7 regiments of Challenger tanks and over
500 aircraft for the Royal Air Force.

1.18 A net reduction on this programme has been made possible largely by
a fall in the estimated cost of the FCO’s overseas operations resulting from
movements in overseas prices and exchange rates. The revised provision
includes additions for the current expenditure of the BBC External Services
for the next three year period.



1 Public expenditure plans '

Table 1.4 Public expenditure! 2

£ million

Latest estimates of outturn

1986-87  1987-88 Change
outturn estimated 198687 to
outturn 1987-88

Ministry of Defence 18 149 18950 800
FCO—Diplomatic wing 631 700 70
FCO—Overseas Development Administration 1294 1330 30
European Communities 1088 1400 310
Ministry of Agriculture, Fisheries and Food* 1865 2130 270
Department of Trade and Industry 2097 920 =1 170
Export Credits Guarantee Department 259 160 — 100
Department of Energy =191 280 470
Department of Employment 3877 4100 230
Department of Transport 4709 4800 90
DOE—Housing 2605 2520 —80
DOE—Other environmental services 3915 4020 110
Home Office 5161 5790 630
Legal departments® 673 880 200
Department of Education and Science 15 691 17170 1480
Office of Arts and Libraries 817 890 80
DHSS—Health and personal social services 17918 19560 1640
DHSS—Social security 44 442 46 400 2000
Scotland 7736 8220 480
Wales 3057 3310 260
Northern Ireland 4638 4890 250
Chancellor’s departments 2067 2310 240
Other departments 1318 1450 130
Reserve 0 0 0
Privatisation proceeds — 4403 —5000° — 600
Adjustment’ 0 350 350
Planning total 139413 147 600 8200
General government gross debt interest 17 409 17800 400
Other national accounts adjustments 8298 7400 =900
General government expenditure 165120 172800 7700
! The rounding and other conventions used in this table and Tables 1.7, £ billion. Outturn figures for 1987-88 have also been rounded to reflect
1.8 and 1.9 are as follows: plan figures are rounded to the nearest their provisional nature. The changes and totals are based on the
£10 million, except for social security (in this table and Table 1.7), the unrounded figures. They may differ therefore from the changes and
planning and spending authority totals (except public corporations) sums of the rounded figures.
and general government expenditure which are rounded to the nearest 2In this and Tables 1.7, 1.8 and 1.9 some figures may be subject to
£100 million. In the case of general government expenditure, this detailed technical amendment before publication of the 1988 public
does not imply accuracy to this degree. Debt interest and other national expenditure White Paper.

accounts adjustments for future years are rounded to the nearest
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New plans Change from
January 1987 White Paper’
1988-89  1989-90 1990-91 1987-88 1988-89  1989-90
plans plans plans
19210 19960 20560 170 230 490 Ministry of Defence
720 740 760 0 —10 510 FCO—Diplomatic wing
1430 1500 1550 220 30 60 FCO—Overseas Development Administration
800 1470 1320 520 350 400 European Communities
2210 2330 2500 7 120 — 180 —160 Ministry of Agriculture, Fisheries and Food*
1230 1190 1140 —200 260 220 Department of Trade and Industry
130 140 120 0 20 90 Export Credits Guarantee Department
120 =120 —420 360 160 50 Department of Energy
4250 4300 4360 80 50 0 Department of Employment
5150 5110 5210 — 340 60 =3y Department of Transport
3020 3000 3040 —700 —10 —100 DOE—Housing
3820 4000 4110 190 —60 90 DOE—Other environmental services
6060 6310 6480 260 360 450 Home Office
970 1040 1100 0 30 30  Legal departments®
17960 18630 19160 580 630 800 Department of Education and Science
900 940 970 70 50 60 Office of Arts and Libraries
20680 21670 22650 430 810 920 DHSS—Health and personal social services
48 500 51200 53700 400 1000 1900 DHSS—Social security
8510 8 600 8770 260 400 380 Scotland
3450 3550 3660 120 150 160 Wales
5130 5310 5470 20 90 110 Northern Ireland
2460 2600 2690 100 160 180 Chancellor’s departments
1640 1660 1730 =90 10 —40 Other departments
3500 7000 10500 : —3500 . = 2000 —500 Reserve
—5000 —5000 —5000 0 0 0 Privatisation proceeds
0 0 0 350 0 0  Adjustment’
156800 167100 176100 —1000 2600 5600 Planning total
18000 18000 18000 — 300 + 100 —800. General government gross debt interest
8000 8000 8000 + 500 + 600 + 600 Other national accounts adjustments
183000 193200 202100 — 800 3300 5400 General government expenditure

3 Plans as set out in the last public expenditure White Paper

(Cm 56) adjusted for minor changes of classification and allocation.
* Includes Intervention Board for Agricultural Produce and Forestry

Commission.

5 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.

6 This assumes the full proceeds of the first instalment of the BP share offer. If
some of the BP shares were purchased by the Issue Department of the

Bank of England and were still held by it at the end of the financial year, the
effect would be to reduce privatisation proceeds, and increase the planning total,
general government expenditure, and the PSBR by the same amount.

7 An adjustment for the difference between the assessment of the likely

outturn for 1987-88 and the sum of the other items shown.
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Overseas Development
Administration

European Communities

Agriculture

Trade and Industry

‘.

1.19 The net aid programme for 198889 is set at £1,305 million. The plans
provide for an increase of 15 per cent in cash terms between 1987-88 and
1990-91, significantly faster than projections of general inflation. If the
Chancellor of the Exchequer’s proposals to alleviate the burden of debt on
sub—Saharan African countries are implemented, additional resources will be
made available to the Aid programme.

1.20 About 60 per cent of the programme is spent on bilateral aid, including
both financial aid and technical cooperation, to over 120 countries. Over
three quarters goes to countries with an annual income per head of $795 or
less, 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. 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.

1.21 The latest projection of the United Kingdom’s net payments to the
European Community Institutions assumes a continuance of the 1.4 per cent
VAT ceiling. The profile shows a drop in payments in 1988-89 followed by
an increase in 1989-90, mainly because the UK is expected to benefit from
an exceptionally large abatement (£1750 million) during 1988. The changes
to the projections since the White Paper result mainly from a fall in our
projected share of agricultural receipts and an increase in our share of gross
contributions, reflecting higher customs duties and levies and a revised
forecast of the UK’s VAT base.

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

1.23 The provision for market support reflects the achievements of the
December 1986 Agriculture Council under the UK presidency and the
Government’s commitment to achieving reform of the CAP.

1.24 Increases compared with the last White Paper of approximately

£40 million a year are planned for domestic spending, principally to reflect
the cost of the farming and rural enterprise package designed to ease the
transition to a more market oriented CAP, and increased payments for flood
defence.

1.25 Expenditure is planned to decline over the years to 1990-91 mainly as a
result of the increased ability of the nationalised industries sponsored by the
department to meet their financing requirements from their own resources.
Since the last White Paper additions have been made for increased
expenditure on programmes to encourage enterprise and wealth creation.
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Export Credit Guarantee
Department

Energy

Employment

Transport

Housing

These include regional, inner cities and business development programmes.
Additions have also been made for launch aid for the new Airbus A330/340
amounting to £450 million in total, of which £400 million will be spent in
the next three years.

1.26 The changes to the plans reflect the latest estimates of the cost of
interest support and tender to contract cover.

1.27 The departmental totals include both departmental expenditure and the
external finance for the energy industries (which is negative in some years).
There are increases to reflect growth in essential safety related work by the
Atomic Energy Authority on decommissioning and nuclear waste
management, the costs of moving to new Departmental accommodation
and changes in estimates of payments under the redundant mineworkers’
payments scheme. There are also increases in the external financing
requirements of the electricity industry in England and Wales (see
paragraphs 1.59 and 1.60).

1.28 There are a number of broadly balancing increases and reductions
within the new totals. There is increased provision for support for tourism,
Jobclubs, the Health and Safety Executive, adult training (as a result of the
employment measures announced in January) and the Youth Training
Scheme (reflecting the withdrawal of income support for school leavers).
The Job Release Scheme and New Workers Scheme will be closed for
applications from 31 January 1988.

1.29 The department’s spending is concentrated on infrastructure, and
additional resources have heen provided for a programme of bridge
maintenance. Compared with 198788 forecast outturn, provision for
spending on national roads will increase by 9 per cent by 1990-91.
Provisional plans for 1988-89 include completion of 26 major schemes
adding 97 new route miles to the network. Schemes on average produce
time savings and safety benefits worth nearly double their costs.

1.30 Provision for local authorities’ roads capital expenditure should enable
70 to 80 major scheme completions a year, many of which produce benefits
worth more than three times their costs.

1.31 Most expenditure on housing is by the private sector. Nevertheless
gross capital public expenditure is estimated at £3-7 billion in 1987-88 and is
planned to rise to £3-8 billion in 198889 and 1989-90, increases of

£380 million in 1988-89 and £280 million in 1989-90.

1.32 The increased gross provision for 1988-89 includes £735 million for
the Housing Corporation. This will be supplemented by private sector
finance (following the pilot programme in 1987-88) to maximise the
amount of housing that can be provided from the available public sector
resources. Local authorities’ investment is planned to rise to £3,048 million,
allowing them to increase their investment in the renovation of their own
housing stock. Within this, Estate Action’s budget will be increased to
£140 million. In addition there is new provision for Housing Action Trusts
to tackle some of the worst areas of run down local authority housing.
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Other environmental
services

Home Office and Legal
Departments

Education and Science

Arts and Libraries

Health and personal
social services

—@

1.33 This level of gross capital investment can be sustained at a net capital
public expenditure cost of only £ 1.8 billion because of the success of the
Right to Buy in generating receipts from sales of homes to their tenants.

1.34 This programme covers a wide range of environmental economic and
recreational services. Part of this spending is undertaken by local authorities
according to local priorities. The programme also includes spending by
nationalised industries (British Waterways Board and Regional Water
Authorities), by public corporations (Urban Development Corporations and
New Towns) and by other sponsored bodies.

1.35 Substantially increased expenditure on Urban Development
Corporations and increases for countryside, recreation, heritage and
environmental research programmes are offset by higher new town receipts.
Extra local authority receipts have also made possible an increase in gross
capital provision for local environmental services. In addition £20 million of
extra funds has been provided to the National Heritage Memorial Fund in
1987-88.

1.36 Home Office provision in all years has been increased to finance an
accelerated expansion of the prison building programme. The existing
programme of 20 new prisons, of which four are in use, is to be accelerated
and 4,200 additional places will be provided by 1993. It is presently planned
that these new places will be provided at six further new prisons and in
additional accommodation at existing prisons. Provision for local authority
expenditure, principally on the police, has also been increased substantially.

1.37 Legal departments’ provision has been increased mainly to cover the
cost of a larger court building programme and a permanent ‘payments on
account’ scheme for lawyers; the plans also cover the increased costs of the
Crown Prosecution Service and the cost of setting up the Serious Fraud

Office.

1.38 Total spending of about £18 billion is planned for 1988—89, most of it
by local authorities. For schools, extra provision has been made for the cost
of introducing the national curriculum and for improvements to school
buildings. The programme also includes extra provision for the universities,
which will assist them with their restructuring plans, and for science.

1.39 Participation in higher education is expected to go on rising from its
present peak level. The number of first degrees awarded is now expected to
be around 135,000 by 1990, more than 25 per cent up on a decade earlier. In
the schools, the level of 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.

1.40 Additions have been made for incentive funding and for increased
estimates of the cost of the British Library new building project. Increased
provision has also been made for local authority expenditure on museums,
galleries and libraries.

1.41 Total spending on health and personal social services in England is
planned to increase from about £19-6 billion in 1987-88 to £22:7 billion in
1990-91.
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Social security

Scotland, Wales and
Northern Ireland

1.42 Additional provision has been made for the hospitals and community
health services. Health authorities will have available extra cash released by
land sales and by their continuing cost improvement programmes. The latter
are expected to yield £150 million in 1987-88 (on top of the £500 million
achieved prior to that). In addition, health authorities will have available
extra cash gencrated by a uew programme for increasing hospital income
from non—NHS sources. Provision for the Family Practitioner Services
allows for higher forecast demand and for further service improvements.
There is also increased provision for local authority spending on personal
social services.

1.43 The Health Service has continued to give priority to areas of specific
need. Additional resources of £50 million are being made available in 1988
89 for tackling AIDS. The initiative launched a year ago to reduce waiting
lists and times, which will lead to the treatment of 100,000 additional
patients in 1987-88, has been extended for a further 2 years.

1.44 The new plans reflect the latest estimates of benefit expenditure over
the Survey period. They reflect the decision announced last May to include
within income-related benefits the average cost to claimants of paying 20
per cent of rates. The provision also takes account of the statement on
benefits by the Secretary of State on 27 October 1987 and allows for further
upratings of benefits in April 1989 and April 1990. For the purpose of these
estimates, the number of unemployed (GB, excluding school-leavers etc) is
assumed to average 2.7 million in 1987-88 and 2.6 million in 1988-89, 1989—
90, and 1990-91. The RPI is assumed to rise by 44 per cent in the year to
September 1988 (for the upratings in April 1989) and by 3% per cent in the
year to September 1989 (for the upratings in April 1990).

1.45 About half of the budget (nearly £24 billion in 1988-89) will be spent
on the elderly. Payments to families and to the sick and disabled will each
account for about one sixth of total spending, and to the unemployed rather
less than one sixth. A new system of income—related benefits will be
introduced in April 1988: these represent a more coherent system of benefits
that is simpler to understand and better targeted. Public expenditure on these
benefits is expected to be £13 billion in 1988-89, £ billion more than
would have been spent under the existing system. Over 144 million claims to
benefit were handled in 1986—87, and 950 million payments were made to
individuals.

1.46 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 breakdown of
figures 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 198889, 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.

11
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1.47 Additional resources have been provided for the Revenue departments
to deal with increases in workload and to strengthen controls against drug
smuggling. A third of the overall increase reflects changes in the estimates of
relief on life assurance premiums and mortgage interest to non-taxpayers.

1.48 This line in the tables covers a miscellany of minor departments and
programmes, civil superannuation costs, and the Property Services Agency.
The revised plans provide for additional expenditure on maintenance of the
Government estate which should enable the PSA to reduce the present
backlog of major repairs over the next three years.

1.49 Additional provision for spending on science and technology is
included in several of the programmes above. Among the increases in
provision are additions for universities, Research Councils, launch aid, and
other science and technology programmes. Spending on civil science and
technology will rise by some £200 million a year, including increases
already announced, compared with the plans in Cm 56.

1.50 Extra provision of about /£ 14 billion in 1988-89 and 1989-90 has been
made for capital spending, including large increases for the nationalised
industries and for housing and education.

Local authorities

1.51 Local authority relevant public expenditure accounts for over three
quarters of total local authorities’ expenditure. It comprises current spending
on a wide range of services, and contributions to housing revenue accounts
in England and Wales.

1.52 It is forecast to exceed provision in Cm 56 by £ 1.2 billion in 1987-88.
From the estimated outturn for 1987-88, the provision set for the three
forward years shows annual increases of 3.5 per cent, 3.3 per cent and 3.0 per

cent. The allocation to services is based broadly on local authorities’ budgets
for 1987-88.

1.53 Aggregate Exchequer Grant to local authorities for 1988—89 has been
set at £17-4 billion, as announced by the Secretaries of State for the
Environment, Scotland and Wales on 23 July.

'1.54 Local authorities’ other current expenditure consists largely of Housing

Benefit and Student Awards which are supported by specific grants from
central Government.

1.55 The plans reflect revised 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 October.

1.56 Local authority gross capital spending in Great Britain in 1987-88 is
forecast to be £7-1billion. After allowing for capital receipts, the net cost of
programmes is forecast to be £3-7 billion.
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Table 1.5

1.57 Gross provision for spending in 1988-89 has been increased by
£0-6billion to £6-9 billion and gross provision of £6-8 billion and

£6°7 billion has been made for 1989-90 and 1990-91. Within this provision
the amount issued as allocations will take account of the expected use by
local authorities of the spending power available to them from other sources,
notably capital receipts.

1.58 For the main local authority capital cash limit in England, allocations
of over £2-6 billion will be issued in 1988-89. Of the total, housing
authorities will receive £1-3 billion. Education allocations will rise to

£369 million in 1988-89, 24 per cent higher than in 1987-88, increasing the
scope for work on school improvements.

Nationalised industries

1.59 External financing limits for nationalised industries in 1988—89 are
listed in Table 1.5. In total there is an increase of 4340 million from
provision in Cm 56. This reflects a number of changes but the main additions
are for the electricity industries in England and Wales and Scotland.
Investment plans have been substantially increased, particularly in the
electricity industry, which is embarking on a major programme of building
new capacity, and the water industry. The plans also allow for additional
investment by British Rail, London Regional Transport and the Post Office
to improve the quality of service. Total nationalised industries’ investment is
expected to rise from about £44 billion in 1987-88 to around £6 billion in
1990-91.

External financing limits for the nationalised industries 1988—89

£ million!
British Coal 670
Electricity (England and Wales) —1040
North of Scotland Hydro-Electric Board =2
South of Scotland Electricity Board 131
British Steel Corporation —100
Post Office =97
National Girobank ==
British Railways Board 753
British Waterways Board 47
Scottish Transport Group 2
British Shipbuilders 80
Civil Aviation Authority 21
Water (England and Wales) 10
London Regional Transport 221
Total 687

! Figures are shown rounded to the nearest £ 1 million.
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1.60 Despite the substantial level of investment planned, total provision for
nationalised industries’ external finance is expected to decline in 1989-90 and
1990-91, with net repayments of debt overall by the end of the decade
(Table 1.9). 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 £ 590 million in 1987-88.
The Government will continue to require improvements in the industries’
profitability and further progress in reducing costs and increasing
productivity by setting demanding financial targets and performance aims.

Other public corporations

1.61 Provision is included under this heading for a large number of public
corporations including Urban Development Corporations (UDC:s), 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 and
other increases are offset in 198889 by increased estimates of receipts by
new towns.

Reserves

1.62 The plans include Reserves of £3.5 billion in 1988-89, £7 billion in
198990, and £10-5 billion in 1990-91. These will be available to meet
unforeseen requirements including estimating changes. The Reserves for the
two later years are higher than in any previous plans.

Privatisation

1.63 The estimate of net proceeds from the privatisation programme is
L5 billion a year, the same as in Cm 56. 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.

Debt interest

1.64 General government gross debt interest is forecast to be about
£18billion in each of the three years 1988—89 to 1990-91 (see Table 1.6).
Partly as a result of the reduction in government borrowing in recent years,
debt interest has declined as a proportion of GDP from 5% per cent in 1981-
82 to 44 per cent in 1987-88. It is expected to fall to 34 per cent by 1990-91.
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Table 1.6 General government debt interest
£ billion
1985-86 198687 1987-88 1988-89 1989-90 1990-91
outturn outturn estimated forecast forecast forecast
outturn
General government gross
debt interest! 1L 17-6 17-8 18:0 180 180
General government interest
and dividend receipts 6-4 6-0 5-5 5-0 5-0 5-0
General government net debt '
interest 1152 11-6 12-3 13-0 13-0 13-0
General government gross
debt interest as a percentage
of GDP 5 4% 4% 4 33 3%
General government net debt
interest as a percentage of
GDP 3 3 3 23 23 24
\Of which: Servicing of indexed securities
(gilts plus national
savings) 1,424 952 1,300 1,300 1,300 1,200

The public expenditure
White Paper

Further information

1.65 Tables 1.7 to 1.9 show the new plans broken down to show spending
by three 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 1990-91, in cash and real

terms.

1.66 Full details of departments’ spending plans, and more detailed analyses
of total spending, will be published in the Public Expenditure White Paper

in January 1988.
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Table 1.7 Central government spending '

/£ million
Latest estimates of outturn New plans Change from
January 1987 White Paper
1986-87  1987-88 Change 1988-89 1989-90  1990-91  1987-88  1988-89  1989-90
outturn  estimated 1986-87 to  plans plans plans
outturn 1987-88

Ministry of Defence 18161 18950 790 19210 19960 20560 170 230 490
FCO—Diplomatic wing 631 700 70 720 740 760 0 = 10 =10
FCO—Overseas Development Administration 1270 1310 40 1400 1470 1520 =10 30 60
European Communities 1088 1400 310 800 1470 1320 520 350 400
Ministry of Agriculture, Fisheries and Food 1667 1940 280 1990 2110 2280 =120 5190 —180
Department of Trade and Industry 1844 1050 —790 1250 1250 1190 80 280 280
Export Credits Guarantee Department 259 160 —100 130 140 120 0 20 90
Department of Energy 907 590 —320 510 460 430 90 40 30
Department of Employment 3757 3980 220 4110 4170 4210 80 40 =40
Department of Transport 1260 1410 150 1460 1490 1530 40 30 40
DOE—Housing 1313 1370 50 1320 1380 1460 10 =40 40
DOE—Other environmental services 363 430 70 440 450 450 30 30 20
Home Office 906 1030 130 1120 1200 1210 10 80 110
Legal departments 673 880 200 970 1040 1100 0 30 30
Department of Education and Science 2459 2700 240 2930 3080 3150 70 210 280
Office of Arts and Libraries 337 370 30 400 420 440 10 40 50
DHSS—Health and personal social services 15154 16520 1360 17550 18 450 19330 330 700 790
DHSS—Social security 40973 42700 1700 44 500 47 000 49200 300 600 1400
Scotland ? , 3310 3500 190 3600 3780 3920 70 50 120
Wales 2 1453 1560 100 1680 1720 1780 40 100 90
Northern Ireland 2 3595 3800 200 4010 4170 4300 10 80 90
Chancellor’s departments 2074 2320 240 2470 2600 2700 100 160 180
Other departments 1318 1450 130 1640 1660 1730 —90 10 —40
Total 104768 110100 5300 114200 120200 124700 1700 2900 4400

! See footnotes to Table 1.4. 2 See paragraph 1.46.
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Table 1.8 Local authority spending'

£ million
Latest estimates of outturn New plans Change from
January 1987 White Paper
198687  1987-88 Change 1988-89  1989-90  1990-91  1987-88  1988-89  1989-90
outturn  estimated 1986-87 to  plans plans plans
outturn 198788
Ministry of Agriculture, Fisheries and Food 186 170 —20 200 200 210 710 10 20
Department of Trade and Industry 79 90 10 90 90 100 10 10 10
Department of Employment 115 130 10 130 140 140 10 10 10
Department of Transport 2483 2470 —10 2650 2720 2800 —200 —60 —40
DOE—Housing 1274 1140 =130 1690 1540 1460 — 660 60 —150
DOE—Other environmental services 3424 3660 240 3370 3480 3570 340 20 40
Home Office 4254 4760 510 4940 5110 5270 250 280 330
Department of Education and Science 13232 14470 1240 15030 15550 16010 510 410 530
Office of Arts and Libraries 480 520 40 500 510 530 60 10 20
DHSS—Health and personal social services 2738 3030 290 3120 3230 3320 100 110 130
DHSS—Social security 3470 3790 320 4010 4250 4490 160 430 470
Scotland? 3942 4330 380 4510 4620 4760 130 170 150
Wales? 1539 1680 140 1690 1730 1790 80 50 60
Northern Ireland? 716 700 —20 740 770 790 0 10 10
Total 37932 40900 3000 42700 43900 45200 800 1500 1600
of which:—
Relevant expenditure® 29 396 32100 2700 33200 34300 35400 1200 1000 1300
Other current 4792 5100 300 5400 5600 5900 100 400 500
Capital 3743 3700 0 4000 4000 3900 —500 0 —200

! See footnotes to Table 1.4.

2 See paragraph 1.46.

3 Public expenditure relevant for Aggregate Exchequer Grant.

=
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Table 1.9 Public corporations”

2

£ million
Latest estimates of outturn New plans Change from
January 1987 White Paper
1986-87  1987-88 Change 1988-89  1989-90  1990-91  1987-88  1988-89  1989-90
outturn  estimated 198687 to  plans plans plans
outturn 1987-88
FCO—Overseas Development Administration 24 10 =10 30 30 30 =10 0 0
Ministry of Agriculture, Fisheries and Food 13 20 10 20 20 20 0 0 0
Department of Trade and Industry 173 =210 =390 —100 =150 — 140 —280 20 =70
Department of Energy —1098 =320 780 —390 —640 —850 260 120 20
Department of Transport 966 920 .90 1040 900 880 =179 80 =20
DOE—Housing 19 10 -10 20 90 120 —=5() —60 10
DOE—Other environmental services 128 —80 =200 0 80 90 — 180 —100 30
Scotland? 484 390 =90 400 200 90 60 170 110
Northern Ireland’ 329 390 60 380 370 380 0 10 10
Other* 77 90 10 90 90 90 0 0 0
Total 1115 1230 110 1480 980 710 —380 200 100
of which:—
Nationalised industries 387 590 200 690 =30 -390 —100 340 20
Other public corporations 729 640 —90 790 1010 1090 =270 —150 70

! See footnotes to Table 1.4.

2For nationalised industries and most public corporations, the
planning total includes their external finance. For nationalised

industries’ external financing limits for 1988-89, see Table 1.5.

3 See paragraph 1.46.

“Ministry of Defence, Department of Employment, DHSS,

Wales and Chancellor’s Departments.
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Table 1.10 Public spending by department, 1978-79 to 1990-91

£ billion

1978-79 1982-83 1983-84 1984-85 1985-86 198687 1987-88 1988-89 1989-90 1990-91

outturn outturn outturn outturn outturn outturn estimated  plans plans plans

outturn
Defence 7-5 14-4 15-5 17-2 180 18-1 18-8 19:2 200 20-6
Foreign and Commonwealth Office 1-0 1-5 1-7 18 18 129 2:0 22 2:2 2-3
European Communities 0-8 06 0-8 1-0 0-8 11 14 0-8 15 13
Ministry of Agriculture, Fisheries and g
Food 0-8 1-8 2-0 2:0 2-4 1-8 241 22 2:3 25
Trade and Industry 21 22 1-7 2-0 1-8 2:3 11 1-4 1:3 13
Energy 0-6 09 1= 2:6 0-7 —0:2 0-3 0-1 =02 —0-4
Employment 1-1 2-4 29 3: 34 39 4-0 4-2 4-3 4-4
Transport 2:6 4-3 43 4-6 4-6 4-7 47 5:1 5-1 5:2
DOE—Housing 36 Al 32 33 3-0 2:6 2-4 30 3-0 3-0
DOE—Other environmental services 2i2 35 3-8 39 39 39 4-0 3-8 40 41
Home Office 2:0 4-2 4-6 5D 5-3 5-8 67 7-0 i3 7-6
Education and Science 7-8 12-7 13-4 139 14-4 15-7 17-2 18-0 186 19-2
Arts and Libraries 03 0-6 0-6 0-7 0-7 0-8 09 0:9 1-0 1-0
DHSS—Health & personal social services 7-4 139 147 15-8 16-6 179 19-6 20-7 217 227
DHSS—Social security 16-4 32:5 352 38-1 41-5 44-4 46-4 48-5 51-1 536
Scotland, Wales and Northern Ireland 7-6 12:6 133 139 14-4 15-4 16-4 171 175 179
Other departments 19 33 2:6 2-8 30 34 3-8 4-1 43 4-4
Reserve 35 7-0 10-5
Privatisation proceeds =05 =i =2-1 — 27 —4-4 =510 -05 =05 —05
Adjustment 0-6
Planning total 657 113-5 120-3 129-8 133-7 139-2 147-3 1568 1671 176-1
General government gross debt interest 7-4 13-8 145 16-1 17-7 17-6 17-8 180 18-0 180
Other national accounts adjustments 1%/, 5:1 53 4-4 69 83 7-4 8-0 80 8-0
General government expenditure 74-8 132-5 140-1 150-1 158-3 165-1 177-8 183-0 193:2 202-1
General government expenditure
(excluding privatisation proceeds) 74-8 133-0 141-2 152-2 161-0 169:5 177-8 188-0 198-2 207-1

—as a percentage of GDP 43} 463 46 46} 44} 44 42} 42 413 413
Money GDP 173:1 284-4 307-5 329-6 361-5 386-3 424 456 486 516
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Table 1.11 Planning total in real terms by department, 1978-79 to 1990-91

£ billion (base year 1986-87)

1978-79 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn outturn estimated plans plans plans
outturn

Defence 14-0 17-1 17-6 18-8 185 18-1 18-1 17-6 177 17-7
Foreign and Commonwealth Office 2:0 18 19 2:0 19 1:9 2:0 2:0 2:0 2:0
European Communities 1-5 0-7 1-0 11 0-8 1:l 153 0-7 13 141
Ministry of Agriculture, Fisheries and

Food 1-5 2:1 2:3 212 2:5 1-8 2:0 2:0 2:1 2:2
Trade and Industry 41 26 2:0 2:2 10 2:3 1-0 11551 52 1-1
Energy 11 171 1:3 2-8 0-7 =0:2 0-3 01 =02 —0-4
Employment 23 2:9 33 3-4 35 3:9 3-8 3:9 38 3-8
Transport 3: 5:2 49 5-0 4-8 47 4:5 4-7 4:5 45
DOE—Housing 7:0 32 36 36 3o 2:6 2:4 2-8 217 26
DOE—Other environmental services 4-4 4-2 4-3 43 4-0 39 3-8 3:5 35 35
Home Office 3:9 5-0 2 56 5:5 5-8 6-4 6-4 65 65
Education and Science 15-1 15-2 15-3 15-2 14-8 15-7 16-5 16-5 16:5 16:5
Arts and Libraries {47 0-7 0-7 0-8 0-8 0-8 0-8 0-8 0-8 0-8
DHSS—Health & personal social services 145 16°5 16-8 172 17-1 17:9 18-8 19-0 19:2 19:5
DHSS—Social security 320 387 40-1 41-6 427 44-4 44-5 44-5 45-3 461
Scotland, Wales and Northern Ireland 14-8 15-0 15:2 15:2 14-8 15-4 15-8 15-7 15:5 15-4
Other departments 36 39 2:9 31 31 3-4 36 37 3-8 3-8
Reserve 3:2 6-2 9-0
Privatisation proceeds —0-6 e b =213 =28 —44 —4-8 —4-6 —44 —43
Adjustment 0-6
Planning total 127°9 135-4 137-2 141-8 137-7 139-2 141-3 1439 148-2 151-6
General government expenditure 145-5 158-1 159-7 164-0 163-0 165-1 165-8 1680 171-3 1740
General government expenditure

(excluding privatisation proceeds) 1455 158:6 161-0 166-3 165-8 169-5 170-6 1726 175-8 178-3
GDP deflator

(% increase on previous year) 7:1 4-7 4-4 60 39 49 44 4 34
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1 Additional analyses

Additional material in
Section 1

1. Additional analyses

Introduction

1. The Autumn Statement, published on [3] November 1988,
contained the results of the 1988 Public Expenditure Survey in broad
terms. This Chapter gives more detail. The spending plans for the
coming three years are determined and controlled in cash, and the
plans for 1989-90 will form the basis for the Supply Estimates, cash
limits and other spending controls for that year. Revised projections
of government receipts and borrowing over the medium term will be
contained in the Financial Statement and Budget Report, to be
published on Budget day.

2. Section 1 of this Chapter of the White Paper contains more
detailed analyses of the public expenditure plans announced in the
Autumn Statement. Sections 2 and 3 summarise the plans for
spending by local authorities and public corporations (including
nationalised industries) respectively. Section 4 contains further
information on historical trends in public spending and Section 5
contains more technical analyses and a glossary of technical terms
used in the White Paper. An Index to the White Paper is included at
the end.

3. Earlier Chapters contain details of each department’s plans
including measures of output and performance and targets for
improving value for money. Descriptions of the plans for individual
nationalised indusries and other public corporations are included in
these earlier Chapters with the plans of their sponsor departments.

4. This section amplifies the expenditure plans in the Autumn
Statement by showing the relationship between the four key ways of
analysing public expenditure, namely:

(i) Who plans it : department.

(ii) Who spends it : spending authority.

(iii) Where it goes : function.

(iv) What it is spent on : economic category.

5. It also explains the measurement of public expenditure and related
concepts and provides more detailed figures and a range of
additional analyses including material on:

(i) The relationship between the plans and the funds that Parliament
will be asked to vote in Estimates (Tables 1.3 and 1.18).

(ii) Government spending on science and technology (Table 1.13).
(iii) Running costs and manpower (Tables and Charts 1.14 to 1.16).
(iv) Details of privatisation proceeds (Table 1.17).

(v) Differences from last year's White Paper (Tables 1.19 to 1.21).



Rounding conventions

Economic assumptions

1 Additional analyses

6. The figures in the historical trends section (Section 4), are
generally rounded to the nearest £0.1 billion although for the forward
years general government debt interest and other national accounts
adjustments are rounded to the nearest £1 billion. Figures in the
remaining parts of the White Paper are shown to the nearest £1
million, except for the last two years (1990-91 and 1991-92) where
the figures are generally rounded to the nearest £10 million. (Figures
for social security benefits and related totals are rounded to the
nearest £100 million for these two years.)

7. The following economic assumptions underlie the programme
tatals in this White Paper:

(a) For the purpose of projecting social security benefit expenditure it
has been assumed that the uprating in April 1989 will be based on a
4', per cent increase in the RPI from September 1987 to September
1988 and the uprating in April 1990 will be based on a 3% per cent
increase in the year to September 1989.

(b) The unemployment assumption is that the level of unemployment
excluding school leavers etc., in Great Britain will average 2.6 million
in 1988-89. Following the usual convention similar assumptions have
been made for 1989-90 and 1990-91. The number of school leavers,
adult students and those temporarily stopped work is assumed to be
71,000 in 1988-89 and 41,000 in 1989-90 and 1990-91. For Northern
Ireland the number of wholly unemployed adults is assumed to
average 117,000 in 1988-89. Again similar assumptions have been
made for 1989-30 and 1990-91. The comparable assumption for
school leavers, adult students and temporarily stopped work in
Northern Ireland is 4,000 in 1988-89 and 3,000 in 1989-90 and
1990-91. These illustrations are not intended to be forecasts.

(c) General inflation as measured by the GDP deflator is assumed to
increase by 4% per cent in 1987-88, 4, per cent in 1988-89, 32 per
cent in 1989-90 and 3 per cent in 1990-91 (as given in the footnotes
to Table 1.2 of the 1987 Autumn Statement). Full details of GDP
deflators used for years prior to 1987-88 are shown in Table 4.2 of
Section 4.

(d) Money GDP (at market prices) is assumed to increase by 8% per
cent in 1987-88, 7% per cent in 1988-89, 6 per cent in 1989-90 and
5% per cent in 1990-91. Full details of money GDP used for years
prior to 1987-88 are shown in Table 4.2 of Section 4.

Definition of public expenditure

8. A number of terms are often used to describe public expenditure,
for example, “State spending”, “government spending”, and “public
spending” and it is not always clear from the context which
definition is being used. There are three main expenditure
aggregates:

(i) General government expenditure.
(ii) The public expenditure planning total.
(iii) Supply expenditure.

9. There are a number of differences between these aggregates and
a full discussion of the main definitions and presentations of public
spending used in official statistics is contained in an article in the
August 1985 issue of Economic Trends entitled “Measuring Public
Expenditure”. These relationships are also described in a Treasury
publication entitled “The Management of Public Spending”.
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General government
expenditure

Planning total

Supply expenditure

Coverage of departmental
expenditure

10. General government expenditure is the expenditure of central and
local government excluding transfers between them such as
government grants to local authorities. It is the key public spending
aggregate used in the Medium Term Financial Strategy (MTFS) - see
for example Table 1.4 of the 1987 Financial Statement and Budget
Report and Table 1.9 of the 1987 Autumn Statement - where public
spending is set into the context of the economy as a whole. It is
also more appropriate than the other aggregates for international
comparisons because generally it is less affected by institutional
differences between countries.

11. For the purposes of planning and control the Government has
defined a public expenditure planning total. By setting a target in
terms of the planning total and holding to it, the Government seeks
to achieve its wider medium-term objective of reducing public
spending (expressed in terms of GGE) as a proportion of national
income. The planning total is based on the same fundamental
national accounts concepts and definitions as general government
expenditure and comprises the control totals set for departmental
programmes including public corporations. It is wider than GGE in
including all external finance for most public corporations and not
just what they obtain from government; it is narrower in excluding
debt interest, which is affected by Government policy on borrowing
and interest rates but is not controlled as an expenditure
programme. The relationship between these two aggregates and the
links with the national accounts are explained further in Section 5
and a full description of the figures on public corporations which are
included in the planning total is given in Section 3.

12. Supply expenditure is directly financed by money voted by
Parliament in the Supply Estimates. It, in turn, finances the bulk of
central government public expenditure; the biggest exclusion is
expenditure from the National Insurance Fund (NIF) which accounts
for well over half of social security spending. Some other Supply
expenditure is not directly reflected in public expenditure because it
represents finance provided by central government to one of the
other spending authorities: for example the Estimates include rate
support grant to local authorities which is not direct public
expenditure. The relationship between Supply expenditure and the
planning total is complex but explained in the Summary and Guide to
main Estimates (Cm 94 for 1987-88 Estimates).

Public expenditure by department

13. Table 1.1 shows the spending for which individual departments
are responsible, over the nine year period 1983-84 to 1991-92, The
figures for each department cover all spending for which the relevant
Secretary of State has policy responsibility and thus for most
departments the figures include not only central government
spending but also spending by local authorities and finance for
public corporations. For example, the figures for the Department of
Transport include expenditure by central government on the national
road systems and grants and subsidies to British Rail as well as
spending by local authorities on roads and the provision of local
transport. The separate contributions of different spending authorities
to the departmental totals are shown in the main tables in the
departmental chapters.
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spending aggregates

1 Additional analyses

14. In addition to the public expenditure by departments Table 1.1
shows three other elements of the planning total:

(i) The Reserve, which provides a margin for uncertainties and is
intended to cover any future net additions to departmental spending,
whether these result from policy changes, new initiatives,
contingencies or revised estimates of demand-led programmes such
as social security.

(ii) Privatisation proceeds. In accordance with national accounts’
practice these sales reduce the public expenditure planning total.

(m) An adjustment for the difference between the Treasury’s overall
view of likely outturn for 1988-89 and the sum of the other items
shown.

15. General government gross debt interest and other national
accounts adjustments to arrive at general government expenditure
are included below the planning total in Tables 1.1 and 1.2. General
government gross debt interest is not attributed to any individual
department because the government does not borrow for specific
projects.

16. The components of the other national accounts adjustments are
shown in Table 5.4 and explained in more detail in Section 5. The
most significant are the exclusion of the market and overseas
borrowing of public corporations, and the inclusion of refunded VAT
and imputed capital consumption in general government expenditure.



1 Additional analyses

Table 1.1 Planning total by department

£ million

1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91

outturn outturn outturn outturn outturn estimated plans plans plans
outturn

Departments

Defence

Foreign and Commonwealth Office
(1)

European Communities

Ministry of Agriculture, Fisheries
and Food (2)

Trade and Industry (3)

Energy

Employment

Transport

DOE - Housing

DOE - Other environmental
services

Home Office and legal departments
(4)

Education and Science

Arts and Libraries

DHSS - Health and personal social
services

DHSS - Social security

Scotland

Wales

Northern ireland

Chancellor’'s departments

Other departments (5)

Reserve
Privatisation proceeds
Adjustment (6)

14,364 15,474 17,187 17,954 18,149 18,850 19,208 19,950 20,560

1,490 1,689 1,804 1,843 1,926 2,044 2,157, 2,250 2,310
589 834 974 816 1,079 1,400 800 1,470 1,320
1,798 2,032 1,999 2,436 15757 2,060 2,212 2,330 2,500
2,169 1,725 1,999 1,840 2,337 1,061 1,369 1,330 1,250
902 1,108 2,591 682 =189 269 120 -180 -420
2,398 2,900 3,132 3,356 3,876 3,967 4,242 4,300 4,360
4,338 4,309 4,598 4,626 4,709 4,721 5,147 5,120 5210
2,711 3,153 3,262 2,964 2,637 2,450 3,020 3,000 3,040
3,549 3,805 3,948 3,902 3,870 3,996 3,813 4,000 4,100
4,157 4,579 5,159 5,316 5,826 6,653 7,025 7,340 7,580
12,741 13,424 13,941 14,414 15,691 17,169 17,971 18,640 18,170
606 646 698 740 817 885 913 950 980

13,871 14,732 15,783 16,639 17,944 19,565 20,683 21,680 22,660
32,451 35,159 38,114 41,478 44,416 46,401 48,460 51,100 53,600

6.509 6.842 7.114 7,215 7:732 8212 8.506 8,610 8,780
2,506 2,679 2,678 2,781 3,058 3,309 3,451 3,550 3,660
3.564 3.821 4,105 4,364 4,634 4,910 5,144 5,320 5510
1,841 1,612 1,678 1,809 2,068 2,308 2,461 2,600 2,690
1,424 945 1,140 1212 1.3%7 1,472 1,607 1,670 1,740

3,500 7,000 10,500
-488 -1,142 =2;132 -2,707 -4,422 -5,000 -5,000 -5,000 -5,000

600

Planning total

113,491 120,326 129,772 133,681 139,232 147,300 156,806 167,100 176,100

General government gross debt
interest

Other national accounts
adjustments

13,849 14,524 16,052 17,655 17,579 17.800 18,000 18,000 18,000
5,148 5,293 4,352 6,880 8,028 7,500 8,000 8,000 8,000

General government expenditure

132,488 140,143 150,176 158.216 164,839 172,600 183,000 193,200 202,100

The departmental figures for 1988-89, 1989-90 and 1990-91 make no allowance for allocations from the Reserve.

(1) Including Overseas Development Administration.

(2) Including Intervention Board for Agricultural Produce and Forestry Commission.

(3) Including Export Credits Guarantee Department.

(4) This group comprises the Home Office, Lord Chancellor's Department, Northern Ireland Court Service, the Crown Prosecution Service, the
Serious Fraud Office and the Crown Office, Procurator Fiscal Service and Lord Advocate’s Department.

(5) Including Property Services Agency and Civil Superannuation.

(6) See paragraph 11(iii).

Real terms 17. Table 1.2 shows public spending in real terms over the nine year

period 1983-84 to 1991-92. Real terms figures are the cash outturns
or plans adjusted to 1987-88 price levels by excluding the effect of

general inflation as measured by the GDP deflator. The assumptions
for the GDP deflator are given in paragraph 7.



1 Additional analyses

" Tabi€ 1.2 Planning total in real terms by department

£ million
(base year 1986-87)
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn ouiturn outturn outturn outturn estimated plans plans plans
outturn
Departments
Defence 17,135 17,648 18,775 18,495 18,150 18,082 17,631 17,700 17,700
Foreign and Commonwealth Office
(1) 1,778 1,927 1,971 1,899 1,926 1,961 1,980 1,990 1,990
European Communities 703 951 1,065 841 1,079 1,343 734 1,300 1,140
Ministry of Agriculture, Fisheries
and Food (1) 2,145 2,318 2,184 2,510 1,758 1,977 2,031 2,070 2,150
Trade and Industry (1) 2,588 1,968 2,184 1,896 2,337 1,018 1,256 1,180 1,080
Energy 1,077 1.264 2,831 703 -189 258 110 -170 -360
Employment 2,861 3,308 3,422 3,457 3,877 3,806 3,894 3,820 3,750
Transport H5l75 4,915 5,024 4,766 4,710 4,530 4,725 4,540 4,490
DOE - Housing 3235 3,596 3,564 3,054 2,637 2.351 2,773 2,660 2,620
DOE - Other environmental
services 4,233 4,340 4,313 4,020 3,871 3,834 3,500 3,550 3,530
Home Office and legal departments
(1) 4,959 5,223 5,636 5,477 5,826 6,382 6,449 6,510 6.520
£ducation and Science 15,199 15,309 15.229 14.849 15.692 16,470 16,496 16,530 16,500
Arts and Libraries 723 737 763 762 818 849 839 840 850
DHSS - Health and personal social
services 16,547 16.801 17,241 17,140 17.944 18,767 18,986 19,230 19,510
DHSS - Social security 38,710 40,097 41,633 42,729 44,417 44,509 44,482 45,300 46,100
Scotland 2765 7.804 7271 7,433 7732 7,878 7.809 7.640 7,560
Wales 2,990 3,055 2,926 2,866 3,059 3175 3,168 3,150 3,150
Northern lreland 4,252 4,357 4,485 4,495 4,634 4,711 4,722 4,720 4,740
Chancellor’'s departments 2,197 1,839 1,833 1,864 2,068 2,216 2,259 2,300 2,320
Other departments (1) 1,699 1,079 1,245 1,249 1,318 1,412 1,475 1,480 1,500
Reserve 3.213 6,210 9,040
Privatisation proceeds -582 -1,303 -2,330 -2,789 -4,422 -4,797 -4,590 -4,430 -4,310
Adjustment (1) 571
Planning total 135,382 137,226 141,756 137,708 139,232 141,300 143,937 148.200 151,600
General government gross debt
interest 16,521 16,564 17,535 18,188 17.579 17,100 17,000 16,000 15,000
Other national accounts
adjustments 6,142 6,037 4,755 7,087 8,028 7,200 7,000 7,000 7,000
General government expenditure 158,044 159,826 164,044 162,984 164,839 165,600 168,000 171,300 174,000

The departmental figures for 1988-89, 1989-90 and 1990-91 make no allowance for allocations from the Reserve.

(1) See footnotes to Table 1.1

18. Changes in real terms figures from year to year show the

combined effects of:

(i) Changes in the quantity of goods and services bought in the past
years and provided for in future years, and, in the case of transfer

payments, the numbers of beneficiaries and levels of support.

(ii)) Changes in relative prices - that is the extent to which prices of
the goods and services concerned have differed, or may differ, from
average price movements as measured by the GDP deflator.

These two effects together represent claims on resources.
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Central government

Public expenditure by spending authority

18. Central goverment is directly responsible for spending over 70
per cent of the planning total, with local authorities’ expenditure
making up most of the remainder. The third element is the external
finance of the nationalised industries and other pulic corporations.
Table 1.3 shows how the planning total is split between these
spending authorities, and gives a breakdown of central government
expenditure by department.

20. This spending authority breakdown is also shown within each
departmental chapter in Chapters 1 to 20 and should help users of
public expenditure documents to trace more easily from the public
expenditure plans through to the related control totals such as voted
expenditure, local authority relevant spending and nationalised
industries’ external finance limits. In particular it makes clearer the
relationship between the public expenditure White Paper and
Estimates. The tables in each departmental chapter identify voted
expenditure, and within voted expenditure, show a functional
breakdown of the main components.

21. Tables 1.4 and 1.5 analyse the spending of central government
and local authorities and show the departments responsible for that
spending. In Tables 1.4 and 1.5 the figures for each department
exclude any finance provided by central or local government to
nationalised industries and other public corporations. Any such
finance is recorded as part of the public corporations’ contribution to
the planning total aggregate; figures are shown in a footnote to
Table 1.3. Further details of public corporations’ spending by
department are shown in Table 1.6. Details for individual nationalised
industries and other public corporations are covered in Section 3
and discussed in the appropriate chapters in Chapters 1 to 20.

22. Central government is responsible for spending about
three—-quarters of public expenditure. This includes the expenditure of
government departments for their own activities and total or partial
funding of other public bodies which do not undertake commercial
activities as a major part of their work, of which the National Health
Service is by far the largest. In addition it covers subsidies to a small
number of trading bodies such as the Export Credits Guarantee
Department and Remploy Ltd. It does not include central government
grants to local authorities, whose own expenditure is shown
separately.

23. About 70 per cent of central government spending is voted by
Parliament through the annual Supply Estimates. The rest consist
mainly of those social security payments which are paid out of the
National Insurance Fund.

24. The largest components of central government spending are on
social security, health and defence which together account for over
70 per cent of the total. In other major programmes, such as those
of the Departments of Education and Transport and the Home Office,
a large proportion of expenditure is carried out by local authorities,
and a relatively smaller proportion is spent directly by central
government. Major increases in central government spending,
compared with the plans in last year’'s White Paper, have been made
for social security, health, industrial assistance, defence, education
and the prison programme.
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Table 1.3 Planning total by spending authority

£ million

1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91

outturn outturn outturn outturn outturn estimated plans plans plans

outturn

Central government (1)(2) 81,788 85.037 92,014 98,396 104,644 109,720 114,225 120,200 124,700
Of which:

Voted in Estimates 58.001 60,661 66,284 71,324 73,697 77,123 81,021 84,600 87,600

Other 23,787 24,376 25,729 27.072 30,948 32,547 33,204 35,600 37,100

Local authorities (1) 29,132 33,192 34,950 35,363 37.872 40,926 42,642 44,000 45,200
Of which:

Relevant expenditure 234135 24,720 26,016 26.693 29,402 32,101 33,241 34,300 35,400

Qther current 2,284 3,857 4,238 4,502 4,789 5,077 5410 5,700 5,900

Capttal 3718 4,616 4,695 4,168 3,681 3,749 3,991 3,950 3,920

Public corporations (3) 3.058 3.239 4,940 2,629 1,138 1,058 1.439 920 640
Of which:

Nationalised industries (2) 2,140 2274 3,827 1,709 387 455 687 -30 -390

Other public corporations 918 966 1,113 919 751 604 752 950 1,020

Reserve 3,500 7,000 10,500

Privatisation proceeds -488 -1,142 -2,132 -2,707 -4,422 -5,000 -5,000 -5,000 -5,000

Adjustment (4) 600
Planning total 113.491 120,326 129.772 133,681 139,232 147,300 156,806 167,100 176.100

(1) Excluding finance for public corporations.
(2) For the vears up to 1985-86 loans made by certain departments (other than Trade and Industry) followtng the adoption of the use of public
postal mmethods by Government departments on 1 April 1981 form part of the Post Office’'s EFL and are included under public corporations. This
treatment s adopted throughout Volume I, in the departmental chapters in Volume Il the loans by departments are included under central
governmendt.
(3) Central government finance for public corporations ts included as follows:

Nationalised industries

- voted i1n Estimates 2,523 2419 3,415 2,812 2,265 2,135 1,434 1,290 1,250

- other -524 -294 251 -1,264 -1,878 -1,680 -747 -1,320 -1,640
Other public corporations

- voted in Estimates 547 525 494 455 452 529 628 690 720

- other 211 345 514 448 341 337 309 290 290

Local authoritv finance for public
corporations ts included as
follows:
Nationalised industries 142 149 161 162
Other public corporations 39 10 51 50 50
(4) See footnotes to Table 1.1.

1
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Table 1.4 Central government spending by department

o

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Central government (1)
Defence 14,391 15,465 17,099 17,921 18,161 18,850 19,208 19,950 20,560
Foreign and Commonwealth Office
(2) 1,511 1,648 1,762 1,809 1,902 2,037 2,126 2,220 2,280
European Communities 589 834 974 816 1,079 1,400 800 1,470 1,320
Ministry of Agriculture, Fisheries
and Food (2) 1,537 1,821 1,808 2,266 1,578 1,875 1,993 2,110 2,270
Trade and Industry (2) 1,767 1,301 1,591 1,360 2,084 1,207 1,383 1,390 1,310
Energy 395 510 514 879 909 594 512 460 430
Employment 2,302 2,805 3,033 3,239 3757 3,837 4,111 4,170 4,220
Transport 1,067 1,035 RS 1,215 1,259 1,418 1,457 1,490 1,530
DOE - Housing 1,443 1,099 1,141 1,190 1,306 1,296 1,320 1,380 1,470
DOE - Other environmental
services 231 283 327 336 361 430 441 440 450
Home Office and legal departments
(2) 1,011 1,163 1,300 1,427 1,580 1,892 2,090 2,230 2,310
Education and Science 2,062 2,164 2,249 2,359 2,459 2,703 2,939 3,090 3,160
Arts and Libraries 239 244 268 284 337 361 417 440 450
DHSS - Health and personal social
services 11,829 12,511 13,408 14,171 15,179 16,526 17,549 18,450 19,330
DHSS - Social security 31,417 32,627 35,224 38,271 40,947 42,637 44,452 46,900 49,100
Scotland 2,809 2,809 2,973 3,144 3,310 3,495 3,694 3,840 3,990
Wales 1,169 1,213 1,250 1,334 1,453 1,566 1,665 1,720 1,780
Northern ireland 2,741 2,932 3,119 3:325 3,590 3.811 3.995 4,170 4,340
Chancellor’'s departments 1,851 1,624 1,689 1,831 2,074 2,316 2,468 2,600 2,700
Other departments (2) 1,428 949 1:4:33 1. 217 1317 1,472 1,607 1,670 1,740
Total central government spending 81,788 85.037 92.014 98,396 104,644 109,720 114,225 120,200 124,700

(1) See footnotes to Table 1.3
(2) See footnotes to Table 1.1
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Local authorities

Local authority current
spending

Local authority capital
spending

1 Additional analyses

25. Local authorities are directly responsible for almost a quarter of
public expenditure. Elected local councils, education authorities,
police authorities, residuary bodies and some other bodies controlied
by councils jointly are together responsible for the greater part of
expenditure on education, housing, other environmental services, the
police and local transport.

26. More than a third of !ocal authority spending goes on education,
with most of the rest being spent on law and order, housing and
other environmental services, personal social services, transport and
social security (elements of housing benefit which are administered
by the local authorities). Details of local authority spending and how
it 1s tinanced are given in Section 2.

27. Most of local authorities’ current spending is relevant for
Aggregate Exchequer Grant: this includes spending, on a wide range
of services over which local autorities have significant discretion.
The other elements are other current spending, mainly on rent
rebates and allowances (part of housing benefit) and mandatory
student awards, over which local authorities have less discretion, and
capital spending Aggregate Exchequer Grant has been set at £17.4
billion in 1989-90, an increase of £1 billion over 1988-89. This does
not count directly as public expenditure because it is a transfer
between central and local government.

28. The plans provide for relevant spending in 1989-390 to be 3% per
cent higher than 1988-89 budgets, with further increases of 3% per
cent in 1990-91, and 3 per cent in 1991-92. The Government
believes that these plans can be met if local authorities contain their
costs and improve efficiency. 3

29. The Government continues to encourage local authority to
improve efficiency and value for money. This year legislation has
been introduced to expose a wider range of local authority services
to competition, with this end in view.

30. Local authority gross capital spending is expected to be £7.1
billion in 1988-89, (net expenditure is expected to be £3.7 billion) and
plans for the future years provide for gross spending of £7.0 billion
in 1989-90, £6.9 billion in 1990-91 and £6.8 billion in 1991-92. Net of
receipts, the public expenditure provision in the years 1989-90 and
1990-91, is £4 billion, and in 1991-92 £3.9 billion. Details of how this
spending is financed, and controlled, and distributed between
different services are contained in Section 2.

13
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Table 1.5 Local authority spending by department

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Local authority relevant (1)
Ministry of Agriculture, Fisheries
and Food (2) 84 91 93 99 129 136 137 140 150
Trade and Industry (2) 60 65 68 74 77 86 88 S0 90
Employment 7. 78 86 89 98 108 110 110 120
Transport 1,648 1,726 1,803 1,677 1,851 1,868 1,950 2,020 2,080
DOE - Housing 530 630 566 600 617 641 606 630 650
DOE - Other environmental
services 2,218 2,380 2,478 2,618 2,773 3,036 3,015 3,120 3,210
Home Office and legal departments
(2) 3,010 3,287 3,726 3,743 4,114 4,532 4,741 4,910 5,050
Education and Science i 9,598 10,102 10,525 10,912 12,107 13,291 13,870 14,360 14,790
Arts and Libraries 339 362 383 404 436 473 480 500 510
DHSS - Health and personal social
services 1,970 2,135 2,274 2,365 2,650 2,927 3,035 3,140 3,240
DHSS - Social security 68 114 153 168 187 238 211 200 200
Scotland 2,533 2,690 2:271 2,824 3,140 3435 3,603 3,660 3,760
Wales 1,004 1,060 1,089 1,119 1,223 1,329 1,394 1,440 1,480
Total local authority relevant 23,135 24,720 26,016 26.693 29,402 32,101 33,241 34,300 35.400
Local authority other current
Ministry of Agriculture, Fisheries
and Food (2) 16 22 28 27 29 34 35 40 40
Employment 10 12 12 12 13 14 16 20 20
DOE - Housing 17 17 18 17 20 21 23 20 20
Home Office and legal departments
(2) 18 14 16 17 19 19 21 20 20
Education and Science 669 734 744 710 703 742 766 790 810
DHSS - Social security 970 2,442 2,740 3,042 3,282 3,525 3,796 4,000 4,300
Scotland 127 125 142 100 82 46 25 10
Wales 3 3 3 4 4 4 4
Northern Ireland 456 488 535 573 637 672 726 750 770
Total local authority other current 2,284 3,857 4,238 4,502 4,789 5,077 5.410 5,700 5,900
Local authority capital (1)
Ministry of Agriculture, Fisheries
and Food (2) 113 69 46 28 9 ~1 28 30 30
Trade and Industry (2) 1 1 3 3 2 4 3
Employment 4 6 5 4 4 5 5
Transport 730 798 851 700 613 605 699 700 720
DOE - Housing 596 1,287 1,425 1,074 666 479 1,058 890 790
DOE - Other environmental
services 734 670 743 667 607 605 357 360 360
Home Office and legal departments
(2) 119 116 121 129 112 210 173 180 190
Education and Science 413 424 423 433 423 434 396 400 410
Arts and Libraries 28 40 48 52 44 51 17 20 20
DHSS - Health and personal social
services 67 73 78 80 88 100 89 80 90
Scotland 608 739 643 666 721 844 781 890 910
Wales 235 321 251 263 313 332 285 280 230
Northern Ireland 63 72 58 69 79 82 100 100 100
Total local authority capital 3,713 4,616 4,695 4,168 3.681 3,749 3,991 3.950 3.920
Total local authority spending 29,132 33,192 34,950 35,363 317.872 40,926 42,642 44,000 45,200

(1) See footnotes to Table 2.3.
(2) See footnotes to Table 2.1.
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Public corporations

1 Additional analyses

31. Public corporations are the third main spending authority. Public
corporations are publicly owned trading organisations, usually
stalutory courpuralions, wilth a substantial degree of financial
independence including the powers to borrow and maintain reserves.

32. The planning total includes nationalised industries’ finance from
sources other than revenue generated from their trading activity.
This includes their borrowing and leasing from all sources and grants
from the Government. The industries’ external finance is controlied
on an annual basis by external financing limits (EFLs). Details of the
nationalised industries external finance, and how the controls
operate, are given in Section 3, which also summarises the public
expenditure treatment and control of other public corporations such
as the Urban Development Corporations, the Scottish and Welsh
Development Agencies and the Northern Ireland Electricity Service.

33. The total of nationalised industries’ EFLs for 1988-89 is £687
million, £340 million higher than the plans in last year’s White Paper.
The increase reflects a number of changes, but the main additions
are to the EFLs for the electricity industries in England and Wales
and Scotland, reflecting plans for substantially increased investment
in new capacity. Total nationalised industries’ investment is expected
to rise from about £4%: billion in 1987-88 to around £6 billion in
1990-91.

34. Despite the substantial level of investment planned, total
provision for nationalised industries’ external finance is expected to
decline in 1989-90 and 1990-91, with net repayments of debt overall
by the end of the decade. 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 adequate
rates of return. External finance for nationalised industries has
already been significantly reduced, from nearly £3 billion in 1979-80
to an estimated £590 million in 1987-88. The Government will
continue to require improvements in the industries’ profitability and
futher progress in reducing costs and increasing productivity by
setting demanding financial targets and performance aims.
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Table 1.6 Public corporations by department

Q

] £ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Nationalised industries external
finance (1)
Defence 6 6 6 =2
Ministry of Agriculture, Fisheries
and Food (2) 50 31 25! 16 13 17 20 20 20
Trade and Industry (1)(2) 296 320 309 383 161 -248 =125 -170 -170
Energy 507 598 2,077 -197 =1;107 -324 -370 -640 -840
Transport 835 676 724 1,035 946 822 991 850 830
DOE _ Other environmental services 258 341 280 214 121 39 27 =30 -40
Scotland 159 277 376 233 235 135 134 =76 -190
Wales 29 25 31 28 17 13 11 10 10
Total nationalised industries
external finance 2,140 2,274 3.827 1,709 387 455 687 -30 -390
Other public corporations (3)
Defence =33 4 87 36 =12
Foreign and Commonwealth Office
(2) -20 41 42 34 24 7 30 30 30
Ministry of Agriculture, Fisheries
and Food (2) =2 = -1 =4 =1
Trade and Industry (2) 37, 8 13 13 19 20 20
Energy 9 =il =22 -10 -10
Employment 11 12 ) 4 1
Transport 57 75 72 39 9 50 50 50
DOE - Housing 125 120 112 82 28 13 13 80 110
DOE - Other environmental
services 108 132 122 67 7 =114 =27 100 130
DHSS - Health and personal social
services 4 13 23 23 27 12 10
Scotland 273 203 210 248 245 256 269 290 300
Wales 66 56 53 34 48 65 93 100 100
Northern Ireland 304 328 383 398 327 346 323 300 290
Chancellor’'s departments =l -9 -8 -7 -7 -7 -7 -10 =10
Other departments (2) -4 -4 7 -5
Total other public corporations 918 966 1.113 919 751 604 752 950 1,020
Total public corporations 3.058 3,239 4,940 2,629 1,138 1.058 1.439 920 640

(1) See footnotes to Table 2.3. In this table all the Post Offices’ EFL is shown against Trade and Industry.

(2) See footnotes to Table 2.1

(3) Details of individual public corporations included in this table are shown in Table 4.1 in Chapter 4.
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Public expenditure by function

35. The territorial coverage of departmental expenditure varies. For
example, the Department of Health and Social Security is responsible
for social security benefits for Great Britain as a whole (but not
Northern Ireland), whereas the Department of Education and Science
covers local authority spending on schools in England only. To
produce a picture of the spending of Government on its different
functions or services in the UK as a whole Table 1.8 allocates to the
appropriate function, the expenditure for which the respective
Secretaries of State are responsible in Scotland, Wales and Northern
Ireland. “Miscellaneous expenditure” covers the activities required for
the general maintenance of government, such as tax collection,
registration of the population, and the management of the public
authorities. This is illustrated in Chart 1.7 which shows trends in the
proportions of public expenditure in the UK (excluding the Reserve
and privatisation proceeds) devoted to different purposes.

36. The chart shows the changes in spending priorities the
Government has already implemented and is planning over the next
three years. For example, the priority given to the health service has
been reflected in an increase from £7.8 billion (11.9 per cent) in
1978-79 to £18.9 billion (13.1 per cent) in 1986-87 and is planned to
increase further to £24 billion (over 14 per cent) in 1990-91.

37. The share allocated to law and order is also planned to increase
further. Planned spending in 1990-91 is almost £9 billion (5.2 per
cent) compared to just under £7 billion (4.8 per cent) in 1986-87.
Social security accounts for nearly a third of all spending and also
shows some continuing growth.

38. Education’s share has fallen since 1978-79 reflecting a fall in
school rolls. It is planned to increase slightly by the end of the
decade.

39. The share allocated to defence rose sharply after 1978-79 it is
planned 539 to fall slightly in the next three years as the benefits of
past increases continue to be felt and the programme of efficiency
improvements continues to grow.

40. Other areas whose share of expenditure has already fallen and is
planned to fall further are industry, trade and energy, where the
support for both public and private sector industry is being reduced
as profitability improves, and housing where the private sector
already accounts for most provision and the Government’s policy is
to expand the opportunity for private sector investment further.
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Chart 1.7 Public expenditure by function
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Table 1.8 Functionai analysis of United Kingdom public expenditure

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Tefence
Defence budget 14,391 15,465 17,099 17,921 18,161 18,850 19,208 19,950 20,560
Finance for public corporations -33 4 87 36 -12
Nationalised industries’ external
finance 6 6 6 =2
Total detence 14,365 15,476 17,193 17 955 1R, 149 18.850 19,208 19,950 20,560
Overseas aid and other overseas
services
Overseas aid 960 1,029 1,091 1,122 1,178 1,247 1,304 1,380 1,420
Contributions to European
Communities 589 834 974 816 1,079 1,400 800 1,470 1,320
Other overseas services 558 625 677 695 734 801 833 850 880
Finance for public corporations -20 41 42 34 24 v 30 30 30
Total overseas aid and other
overseas services 2,086 2,529 2,785 2,667 3,015 3.455 2,967 3.730 3.640
Agriculture, fisheries, food and
forestry
Market regulation and production
support S 1,369 1,368 1,854 1,180 1,492 1,553 1,670 1,820
Structural measures for agriculture 332 346 336 306 263 247 257 270 280
Animal health 16 26 24 18 15 17 18 20 20
Other agriculture and food services
including commissioned
research and development 112 122 145 146 139 141 180 180 170
Support for the fishing industry 49 37 39 48 53 56 49 50 50
Arterial drainage, flood and coast
protection (excluding Water
Authorities) 219 178 160 159 178 182 193 200 200
Departmental research, advisory
services and administration 200 249 256 270 286 230 323 330 340
Forestry 61 61 59 55 {513 60 67 70 70
Regional Water Authorities’ external
finance 50 31 25 16 13 37 20 20 20
Finance for public corporations =2 =1 =1 -1 3
Total agriculture, fisheries, food and
forestry 2,152 2,419 2,411 2,872 2,182 2,503 2,659 2,790 2,970
Trade, industry, energy and
employment
Regional and general industrial
support 1,120 904 951 921 1,005 801 953 910 900
Scientific and technological
assistance 490 557 617 622 617 628 672 660 690
Support for aerospace, shipbuilding,
coal, steel and vehicle
manufacture 745 462 394 764 1,540 511 411 380 290
Trade 450 329 589 455 408 327 314 320 310
Employment 1,323 1,641 1,745 1,878 2,184 2,053 2,083 2,030 2,070
Training 926 by 1212 1,322 1,511 1,712 1,964 2,080 2,080
Departmental administration and
other services 324 377 411 378 439 473 511 510 530
Finance for public corporations 285 228 236 245 193 213 206 210 210
Nationalised industries’ external
finance 928 1,150 2.712 376 -722 -452 ~367 -890 -1,210
Total trade, industry, energy and
employment 6,590 6,760 8.869 6,961 7,177 6.265 6,747 6,220 5,870
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Arts and libraries

Museums and galleries 172 182 202 219 233 250 272 280 290
Other arts and heritage 113 109 121 126 158 162 176 190 190
Libraries 424 461 487 517 559 614 613 640 660
Administration 4 5 5 5 5 6 2
Total arts and libraries 713 756 815 868 955 1,032 1,063 1.110 1,140
Transport
National road systems

Caputal 905 892 930 939 975 1,136 1,159 1,190 1,240

Current 128 150 167 172 191 178 184 190 .200
Local roads

Capual 589 631 640 729 747 676 829 870 890

Current 1,077 1,124 1,154 1,215 1,337 1,408 1,566 1,620 1,660
Local transport

Caputal 328 353 399 197 121 162 107 120 120

Current 904 948 994 811 920 897 841 870 8390
Ports 135 102 99 54 30 23 15 10 10
Shipping and civil aviation services 44 47 49 57 60 65 81 80 80
Driver and vehicle licensing 70 93 94 100 104 116 119 120 1130
Other transport services 183 201 223 235 249 285 291 290 290
Finance for public corporations 15 19 21 21 22 23 19 20 .20
Nationalised industries’ external

finance 868 723 772 1,073 957 836 997 860 840
Total transport 5,246 5,285 5,543 5,604 5,713 5.806 6.206 6,250 6.380
Housing
Central government subsidies to

local authority housing 655 355 411 486 591 517 525 550 580
Other general subsidies 735 781 725 668 658 626 582 590 600
Administration 152 183 188 214 227 260 261 270 280
Local authority gross capital

expenditure 2,865 3,789 3,683 3271 3,241 3.577 3,673 3,570 3,490
Local authorities receipts =1,929 -1,983 -1,880 -1,842 -2.127 =2,563 -2,149 -2,160 -2,160
Other capital 864 816 799 771 757 826 827 860 910
Finance for public corporations 460 424 465 485 431 439 445 520 550
Total housing 3.800 4,365 4,392 4,052 3,779 3.682 4,163 4,200 4,250
Other environmental services
Local environmental services 3,334 3,467 3,601 3,680 3,835 4,149 3,893 3,990 4,110
Urban programme 204 212 247 255 250 305 320 320 320
Other 504 575 625 641 692 765 786 810 820
Nationalised industries’ external

finance 281 359 304 235 138 53 38 -20 -40
Finance for public corporations(1) 136 164 155 92 45 =77 28 170 200
Total other environmental services 4,458 4,777 4,932 4,903 4,960 5,193 5.063 5,270 5,420
Law, order and protective services
Administration of justice 481 551 644 706 773 974 1,060 1,130 1,180
The penal system 740 832 909 994 1,066 1,162 1,287 1,360 1,400
Police 2,825 3,063 3,480 3,477 3,800 4,222 4,506 4,670 4,800
Immigration and citizenship 45 60 65 67 75 86 95 100 100
Fire 635 688 736 785 857 964 934 950 980
Civil defence 49 61 67 70 73 96 99 100 100
Community services 23 23 23 24 26 28 27 30 30
Central and miscellaneous services 147 155 164 179 235 309 339 350 360
Total law, order and protective

services 4,944 5,433 6,089 6,304 6,904 7.840 8,348 8,690 8,960
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3 Educgn and science

Local authority current

Primary schools 3,219 3,327 3,440 3,619 4,108 4,596 4,860 5:720 5,340
Secondary schools 4,301 4,535 4,682 4,792 5,397 5,960 6,159 6,280 6,440
Special schools and schools
support services 1,388 1,459 1,509 1,534 1,679 1,755 1,776 1,810 1,830
Local authority capital
Schools 359 370 353 361 348 388 440 450 460
Central government schools
Current 223 242 264 271 332 376 425 460 480
Caputal 42 42 49 58 57 68 88 90 100
Non-advanced further education
current 1,283 1,382 1,473 1,469 1,576 1,676 1,763 1,800 1,810
Advanced further education and
voluntary colleges current 792 826 862 931 983 1,027 1,071 1,110 1,150
Further and higher education
capital 149 146 157 167 170 177 88 90 90
Universities
current 1,296 1,347 1,390 1,438 1,478 1,633 1,766 1,840 1,880
caputal . 124 122 124 138 154 162 159 160 160
Student awards and fees 965 1,044 1,067 1,039 1,056 1,129 1,180 1,220 1,250
Science 473 507 537 575 609 657 699 730 730
Research, administration and
miscellaneous educational
services 940 1,032 1,077 1,139 1,231 1,333 1,418 1,490 1,560
Total education and science 15,554 16.380 16,984 17,529 19,178 20,938 21,891 22,660 23,300
Health and personal social services
Health
Hospital and community health
services 11,065 11,621 12,337 13,006 13.879 15,078 15,973 16,680 17,330
Family practitioner services 3,190 3,427 3,764 3,986 4,282 4,746 5,082 5,450 5,860
Central health and other
services 430 500 567 637 704 745 762 790 810
Total health 14,685 15,549 16.668 17,629 18,865 20,569 21,818 22,920 24,000
Personal social services
Local authority services 2,430 2,630 2,799 2,922 3,238 3,580 3,703 3,820 3,930
Central government services 112 118 125 130 137 147 152 160 170
Total personal social services 2,542 2,749 2,924 3,052 3,376 3,728 3,855 3,980 4,100
Finance for public corporations 4 13 23 23 27 12 10
Total health and personal social
services 17.230 18.310 19,616 20,704 22.267 24,310 25,683 26,800 28,100
Social security
Pension benefits (contributory) 13,850 15,038 15,713 17,057 18,272 19,244 19,864 21,000 22,100
Widows' benefits 750 799 813 829 855 865 900 900 900
Unemployment, incapacity and
other benefits 3,824 3,801 4,168 4,398 4,788 4,886 5,055 5,300 5,600
Industrial injury hanefits 409 440 454 484 520 522 516 500 500
Family benefits (contributory) 154 148 167 171 176 21 46 100
Pension benefits (non-contributory) 49 50 48 52 56 56 54 100 100
War pensions 504 524 544 581 589 589 592 600 600
Disability benefits 836 1,030 1,225 1,439 1,740 1,988 2,110 2,300 2,500
Income Support / Social Fund(2) 6,506 5,871 6,744 7,751 8,307 8,459 . 9,078 9,700 10,200
Family benefits (non-contributory) 4,009 4,397 4,717 4,934 5,027 5,130 5337 5,600 5,700
Housing benefits 1,088 2,645 3,049 3,369 3,634 3,943 4,194 4,400 4,700
Administration and miscellaneous
services . 1,370 1.525 1,650 1,698 1,839 2.098 2,242 2,300 2,400
Total social security 33.450 36,267 39,292 42,763 45,805 47.850 49,987 52,700 55,300
Miscellaneous expenditure
Other public services 1,822 1,824 1,991 2,122 2,338 2,618 2,805 2,960 3,070
Common services 1,580 902 992 1,096 1,238 1,369 1,483 1,550 1,610
Finance for public corporations =11 -14 -1 -12 -7 -7 -7 =10 -10
Total miscellaneous expenditure 3.391 2,712 2,982 3.206 3,570 3,980 4,281 4,500 4,680
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-ocal authority current expenditure not

allocated to programmes 40 40 40
Total of above 113,979 121,468 131,904 136,388 143,654 151,704 158,306 165,060 170,600
Reserve 3,500 7.000 10,500
Privatisation proceeds -488 -1,142 -2,132 -2,707 -4,422 -5,000 -5,000 -5,000 -5,000
Adjustment(3) 596

Planning total 113,491 120,326 129,772 133,681 139,232 147,300 156,806 167,100 176,100

(1) Includes expenditure on Urban Development Corporations.
(2) Replaces Supplementary Benefit with effect from 1 April 1988.

(3) Sec paragraph 11(iii).

Territorial analysis

41. More detailed information on public spending in each of the four
countries of the United Kingdom was published in Hansard on [23]
October 1988. This analysis, covering the period 1983-84 to 1987-88,
allocates expenditure to England, Scotland, Wales or Northern Ireland.
Such expenditure is termed “identifiable expenditure” and is defined
as that expenditure which can be identified from official records as
having been incurred in a particular country. As such it includes
within the territories a wider coverage of expenditure than that for
which the Secretaries of State for Scotland, Wales and Northern
Ireland are directly responsible.

42. The latest year for which figures are available on this basis is
1987-88. Although the data published in Hansard do not incorporate
the very latest information they do provide a clear guide to the
territorial coverage of expenditure on each main function. Table 1.9
below has been reproduced from the data in Hansard and
summarises territorial expenditure by function.

Table 1.9 Territorial spending by function, 1986-87

£ million

Northern Non United

England Scotland Wales Ireland identified Kingdom

Defence 18,218 18,218
Overseas services 3.056 3,056
Agriculture, fisheries, food and forestry 675 229 115 170 1,161 2,351
Industry, energy, trade and employment 3,844 =913 490 419 1,594 7.262
Arts and libraries 755 95 41 - 42 932
Roads and transport 4,721 602 350 121 -28 5,765
Housing 2,558 643 158 238 96 3,694
Other environmental services 3,907 593 326 198 173 5,198
Law, order and protective services 4,662 572 234 520 1,031 7,020
Education and science 15,228 2,250 932 700 82 19,191
Health and personal social services 17,945 2,454 1,131 761 27 22,318
Social security 37.306 4,265 2,405 1,402 432 45,810
Other public services 1,460 286 121 76 448 2,391
Common services -81 =5 2 = 1,302 1,217
Privatisation proceeds -4,403 -4,403
Planning total 92,981 12,897 6.306 4,606 23,230 140,020
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Public expenditure by economic category

43. The economic significance of components of public spending
depends on their nature, for example whether they are transfer
payments or expenditure on goods and services, current or capital.
The public expenditure figures can be disaggregated into a number
of economic categories. For the purposes of this White Paper seven
aggregates, which are fully defined in the glossary, have been drawn
from this detailed material:

(i) Public service pay - the pay and pension costs of public sector
employees;

(i) Other current expenditure on goods and services - including
general administrative expenses and purchases of other goods and
services which are not of a capital nature;

(iii) Subsidies - payments to producers designed to reduce their
prices;

(iv) Current grants to persons - inculuding social security benefits
and grants towards the current expenditure of non-profit making
bodies outside the public sector;

(v) Net capital expenditure on assets - comprising expenditure on
new construction, the purchase of land, buildings and other physical
assets less the proceeds from their sales;

(vi) Capital grants - to the private sector, nationalised industries and
other public corporations;

(vii) Lending and other financial transactions - comprising net
lending to the private sector and public corporations, cash
expenditure on company securities (including as negative public
expenditure the proceeds from the sale of shares in nationalised
industries) and the market and overseas borrowing of public
corporations.

44. The above economic category breakdown is shown for each
spending authority in Table 1.10. It shows that the largest element is
payments to the personal sector (E57 billion) mainly pensions and
other social security payments. Departmental running costs (see
paragraphs 67-76 below) amount to about £14 billion. Other public
service pay (mainly in local authorities, the Armed Forces and the
National Health Service) accounts for £45 billion, and purchases of
assets, goods and services from the private sector £37 billion.
Further details of local authority capital and current spending are
shown in Section 2.

45. As last year, no general assumption has been made about the
rate of increase in pay and allowances in 1988-89 or thereafter. The
Government wishes to see the development of greater flexibility, for
example in the linking of pay to performance and in relating pay in
different areas more closely to local labour market conditions. But if
pay increases overall are unrealistically high there will be less money
available for improving services and increasing investment and
employment.
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Table 1.10 Planning total by spending authority and economic category

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Central government
Public service pay 18,818 19,829 20,765 22,065 23,592
Other current expenditure on goods 49,982 52,307 54,544 56,673
and services 17,592 18,685 21,101 21,984 22,757
Subsidies 2,763 2,411 2,446 2,693 2,514 2,679 2,615 2,702 2,842
Current grants to persons 37,061 38,959 42,083 45,694 49,318 51,054 52,747 56,086 58.325
Net capital expenditure on assets 2,809 - 2810 3,239 3,765 3,372 3571 4,119 4,445 4,578
Capital grants 2,046 2,239 2,183 2,110 2,144 1,971 1,990 1,870 1,779
Lending and other financial transactions 700 104 197 84 947 322 447 526 544
Total central government 81,788 85,037 92,014 98,396 104,644 109.720 114,225 120,173 124,741
Local authorities
Public service pay 17,477 18,377 19,453 20,499 22,322
Other current expenditure on goods 31,453 32,601 33,684 34,690
and services 4,752 5,350 5,668 5,603 6,388
Subsidies 1,174 1,264 1,204 933 1,054 971 942 951 972
Current grants to persons 2,016 3,586 3,930 4,161 4,426 4,753 5,108 8. 372 5,642
Net capital expenditure on assets 2,883 3,610 4,017 3,877 3,535 3,324 3,605 3,507 3,394
Capital grants 582 1,255 1,036 687 630 759 676 665 660
Lending and other financial transactions 248 -249 =357 -396 -485 -334 -290 -218 =137
Total local authorities 29,132 33,192 34,950 35,363 37.872 40,926 42,642 43,961 45,221
Nationalised industries’ external finance
Subsidies 1,808 1,855 2,693 2131 1,719 1,778 1,142 1,068 1,046
Capital grants 65 43 31 220 253 261 248 177 153
Lending and other financial transactions 268 375 1,103 -642 -1,586 -1,584 -703 =1, 277 =1.985
Total nationalised industries’ external
finance 2,140 2,274 3.827 1,709 387 455 687 -32 -386
Other public corporations
(a) External finance
Subsidies 245 248 285 275 214 234 251 266 274
Capital grants 230 245 236 265 281 332 396 448 470
Lending and other financial transactions 98 157 277 204 180 157 186 163 151
(b) Expenditure
Subsidies 214 219 211 159 157 152 154 157 160
Net capital expenditure on assets 155 136 142 25 =71 -278 =227 -67 -31
Lending and other financial transactions 5 -40 -38 =9 -10 6 -8 =12 -1
Total other public corporations 918 966 1,113 919 751 604 752 955 1,023
Planning total by economic category
Public service pay 36,294 38,206 40,217 42,564 45,914
Other current expenditure on goods 81,435 84,908 88,228 91,363
and services 22,344 24,034 26,769 27,587 29,145
Subsidies 6,174 5,998 6,839 6,192 5,659 5814 5,104 5,143 5,295
Current grants to persons 39,077 42,545 46,013 49,854 53,745 55,808 57,856 61,458 63,967
Net capital expenditure on assets 5,847 6,557 7,398 7.667 6,836 6,757 7.496 7,886 7,940
Capital grants 2,923 3,783 3,486 3,281 3,308 3,323 3,310 3,159 3,062
Lending and other financial transactions 1,320 346 1,182 -759 =953 -1,433 -368 -818 -1,029
Reserve 3,500 7,000 10,500
Privatisation proceeds
PLANNING TOTAL 113,979 121,468 131,904 136,388 143,654 152,300 161.800 172,100 181,100
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Public sector capital spending

46. The tigures in Table 1.10 on net capital expenditure on assets
include purchases (net of sales) of land and existing buildings,
vehicles, plant and machinery, and expenditure on construction.
These elements together form what is called “gross domestic fixed
capital formation” in the national accounts. However this does not
provide a complete measure of the extent to which the public sector
is either helping to renew or increase the nation’s stock of physical
assets. This is provided by a wider definition of public sector capital
spending and departmental figures on this wider definition are shown
in Table 1.11.

47. The main adjustments that need to be made to derive the figures
for this wider definition of public sector capital spending are as
follows:

(i) Add the capital expenditure of nationalised industries and other
public corporations.

(i) Deduct the purchase and sale of land and existing buildings, of
which council house sales are by far the largest component, since
such expenditure and receipts do not affect the nation’s stock of
physical assets.

(iii) Use the NATO definition of defence capital expenditure, for which
only provisional figures are available for the later years, rather than
the conventional definition. The NATO definition of capital spending
covers equipment (excluding ammunition) and construction but
excludes spares and repair and maintenance. It gives a broad
indication of expenditure of a capital nature as opposed to operating
costs.

(iv) Add capital grants to the private sector. These help to finance
the private sector’s renewal or creation of physical assets.

48. Total public sector capital spending is expected to rise from £22
billion in 1988-89 to nearly £25 billion in 1991-92. Compared with
the plans in last year's White Paper, extra capital spending of about
£1% billion is expected in both 1989-90 and 1990-91. The increases
expected are £0.3 billion and £0.4 billion for central government, £0.6
billion and £0.4 billion for local authorities and £0.7 billion and £0.9
billion for public corporations. Table 1.11 shows the main
contributions to this wider concept of public sector capital spending.
The main contributions come from defence, housing, transport, health
and the nationalised industries.
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Table 1.11 Public sector capital spending(1) by spending authority and department

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans
outturn
Central government
Defence 4,195 4,715 5,360 5,642 5,434 5,659 5,600 5,900 6,000
Foreign and Commonwealth Office (2) 9 12 13 13 18 28 32 30 30
Ministry of Agriculture Fisheries and Food
(2) 127 149 136 108 77 97 101 90 90
Trade and Industry (2) 363 359 375 299 365 230 292 230 160
Energy 35 44 50 31 13 1 16
Employment 44 47 57 58 62 74 62 60 80
Transport 666 637 707 729 759 880 893 910 950
DOE - Housing 502 873 791 748 680 706 675 670 650
DOE - Other environmental services 41 44 52 63 66 86 89 90 90
Home Office (2) 95 126 146 176 196 238 325 370 360
Education and Science 243 237 250 287 300 319 326 350 340
Arts and Libraries 15 14 16 21 22 36 59 70 70
DHSS - Health and personal social
services 707 731 830 912 992 1,019 1,030 1,060 1,080
DHSS - Social security 9 23 21 48 77 87 143 200 210
Scotland 666 542 559 533 581 515 508 530 520
Wales 325 313 279 271 314 298 313 300 290
Northern Ireland 303 289 311 341 368 367 378 360 380
Chancellor's departments 21 19 37 78 117 145 138 130 140
Other departments (2) 97 86 138 145 120 317 90 -.80 80
Total central government 8.466 9.261 10,128 10.503 10.561 10.908 11.068 11,430 11.510
Local authorities
Transport 700 764 814 669 585 566 665 670 680
DOE - Housing 2,193 2,877 2,890 2,492 2.347 2,575 2,730 2,630 2,540
DOE - Other environmental services 793 801 993 933 1,016 1,084 823 820 820
Home Office (2) 133 157 163 181 184 236 218 210 210
Education and Science 443 457 481 519 523 528 485 490 500
DHSS - Health and personal social
services 76 86 95 102 107 118 13 110 110
Territories 1,079 1,338 1,219 1,226 3,332 1,525 1,448 1,520 1,530
Other 155 120 111 105 74 84 60 60 60
Total local authorities 5571 6.595 6.766 6.226 6.168 6.715 6.540 6.510 6.470
Public corporations
Electricity 1,632 1,847 1,737 1,648 1,597 1,575 1,765 1,930 2,510
British Steel Corporation 130 190 230 218 254 237 256 270 290
British Rail 239 224 341 400 427 391 498 560 550
Water 736 804 764 847 1,014 1,042 1,104 1,200 1,300
Other nationalised industries 1,042 920 592 985 922 1,015 1,139 1,100 1,100
Other public corporations 888 947 1,000 987 982 1,045 1,089 1,130 1,200
Total public corporations 4,667 4,932 4,663 5,084 5,196 5,306 5,852 6,190 6,940
Total public sector capital spending 18,704 20,788 21,557 21,813 21,925 22,929 23,460 24,130 24,920
Real terms (3) (base year 1986-87) 22,312 23,708 23,548 22,470 21,925 21,994 21,535 21,400 21,450

The figures for 1987-88, 1988-89, and 1989-90 make no allowance for allocations to capital spending from the Reserve.

(1) See Table 2.11 and paragraph 27 for the definition of public sector capital spending.

(2) See footnotes to Table 2.1.

(3) Real terms figures are the cash or plans adjusted to 1986-87 price levels by excluding the effect of general inflation as measured by the GDP

deflator.
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49. Table 1.11 like Table 1.12, omits spending by nationalised
industries that have been or are being privatised. (The exclusion of
these industries provides a consistent series; aggregate spending by
the public sector in 1987-88 and earlier years is understated as a
result.) Capital spending by the nationalised industries omitted from
the tables is shown as a footnote in Table 1.12.

50. Table 1.12 starts by showing general government gross domestic
fixed capital formation. It then goes on to show in more detail the
adjustments necessary to derive public sector capital spending. It
should be noted that both Table 1.11 and Table 1.12 exclude
purchases of spares, and repair and maintenance work.

51. However, estimates of repair and maintenance work are available
from the Department of Environment (DOE), using their statistics for
output by the construction industry. DOE’s coverage of the industry,
and the definitions used, are not strictly comparable to those used in
this White Paper. For example, in the DOE series, housing
improvement work is excluded from capital construction. But the
figures do give some indication of the increasing importance of
repair and maintenance work in the public sector. They show that in
18979 about £4 billion was spent on repairing and maintaining the
public sector capital stock. Expenditure has been steadily increasing,
and it is estimated that in 1986 the public sector spent over £7
billion on repair and maintenance, including housing improvements.

52. Tables 1.11 and 1.12 also exclude projects which the Government
has decided should be financed and executed by the private sector
but which would otherwise have been carried out by the public
sector. The main project of this nature due to start in the coming
year is the M25 Dartford Bridge.
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Table 1.12 Public sector capital spending

£ million
1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91
outturn outturn outturn outturn outturn estimated plans plans plans

outturn

General government gross domestic fixed
capital formation
Purchases of land and existing
buildings (net of sales) -2,143 =1,763 -1,769 -1,796 -2,214 -2,905 -2,460 =2,520 -2,600
Construction
Housing - new dwellings and

improvements 1,681 1,871 2,033 1,923 1,858 2,029 2,203 2,100 2,020
Transport 1,191 1,147 1,264 1,271 1,249 1,300 1,460 1,480 1,520
Other 3,386 3,539 3,898 4,015 4,139 4,565 4,595 4,830 4,880

Purchases of vehicles, plant and
machinery (net of sales) 1.223 1,393 1,492 1,561 1,744 1,933 1,629 1,660 1,700

General government gross domestic fixed
capital formation 5.339 6,187 6.918 6.973 6.776 6.921 7.427 7.550 7.510

Adjustments to derive public sector
capital spending
Replace defence capital expenditure with that
consistent with the NATO definition (1)
deduct - capital expenditure included

above 206 233 287 356 417 468 485 500 510
add - construction 385 484 603 688 726 733 5,600 5,900 6,000
add - equipment 3,800 4,231 4,757 4,950 4,705 4,926

Add Nationalised industries’ and public
corporations’ capital spending on assets (2)

add - expenditure on dwellings 316 324 330 293 248 241 267 310 340
add - construction 1,917 1,907 1,666 1,542 1,604 17235 1,863 1,860 2,040
add - purchases of vehicles plant and

machinery 2,390 2,638 2,587 3,160 3.254 3,252 3,654 3,960 4,510

Adjustment to spending on assets
deduct - purchases of land and existing

buildings (net) -2,143 -1.763 -1,769 -1,796 -2,214 -2,905 -2,460 -2,520 -2,600
deduct - sales of vehicles, plant and
machinery -6 =10 =15 =22 -30 -24 -30 =20 =20
Total capital spending on assets 16.100 17.311 18,358 19.068 19,140 20,269 20.816 21,630 22,520
Capital grants to private sector
by general government 2,560 3414 3,118 2,656 2,696 2,583 2,576 2,440 2,350
by public corporations 44 62 81 90 90 77 68 60 50

Total capital spending on assets plus
capital grants to the private sector 18,704 20,788 21,557 21,813 21,925 22,929 23,460 24,130 24,920

The figures for 1988-89, 1989-90 and 1990-91 make no allowance for allocations to capital spending from the Reserve.

(1) The figures for 1987-88 and subsequent vears are provisional.

(2) The capital expenditure figures exclude those nationalised industries which have been, or are being, privatised. The total figures for the
industries involved in the years 1982-83 to 1987-88 are £2,770 million, £3,130 muillion, £2,290 million, £1,080 million, £6 10 million, and £40
million respectively. However, the figures for nationalised industries do include expenditure by London Regional Transport from 1985-86.
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Government spending on science and technology

b3. The Government has strengthened its cential arranyements for
improving the contribution of government-funded research and
development and other support for science and technology to the
efficiency, competitiveness and innovative capacity of the United
Kingdom. One component of the strengthened central structure is
collective Ministerial consideration under the Prime Minister’s
leadership of science and technology priorities. Future public
expenditure White Papers will reflect any changes in expenditure
allocation arising from this consideration.

54. The Government determines the expenditure provision for each
department’s support for science and technology in the annual Public
Expenditure Survey, and the consequent departmental expenditure
programmes are summarised in Table 1.13. Details of past
expenditure and future plans will continue to be published in the
Annual Review of Government Funded Research and Development.
The figures in Table 1.13, like those in the Annual Review of
Government Funded Research and Development, are based on
provision for research and development on the “Frascati” definition
which is the internationally adopted basis for statistics on research
and development. (In accordance with “Frascati”, some of the
research covered is in the humanities and social sciences. Details of
the “Frascati” definitions are given in the OECD publication “The
Measurement of Scientific and Technical Activities (The Frascati
Manual)”). To these figures have been added provision for support for
technology transfer, a key element in increasing the economic return
for publicly funded research and development: this includes certain
advisory services and technology demonstration projects because of
their importance for the application of research and development in
the private sector.

55. The largest departmental programmes include the Ministry of
Defence, mainly for the development, testing and evaluation of
equipment for the Armed Services, the Department of Trade and
Industry and the Ministry of Agriculture, Fisheries and Food. The
Department of Education and Science figures reflect funding for the
Research Councils and support of research in universities through
block grants allocated on the advice of the University Grants
Committee (UGC)". The Energy figures include the research and
development work done by the United Kingdom Atomic Energy
Authority (UKAEA) financed by the Department of Energy. The UKAEA
is now operating as a trading fund and obtains other income from a
number of sources including other government departments and the
electricity generating boards. The figures do not include research and
development by the nationalised industries.

56. Table 1.13 shows that the total amount spent on research,
development and technology transfer has increasud frum £3.8 billion
in 1982-83 to £5.0 billion in 1987-88 and is planned to increase
further to £5.2 billion in 1988-89 and to remain broadly level
thereafter. The provision for 1988-89 and 1989-30 has been
increased since the last White Paper by some £200 million in each
year. This reflects mainly increased provision for Research Councils
and universities and the launch aid for the new Airbus announced in
May 1987.

(1" The figures for universities, which are supplied by the UGC, are based on a notional
attribution of universities' departmental and central expenditure between research and other
activities (including teaching) in the light of past surveys of spending by subject on items such
as equipment and of academic time.
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57. Leaving aside defence, civil spending is expected to grow from
£2.5 billion in 1986-87 to £2.9 billion in 1990-91. The slower growth
in the later years reflects, in particular, the pattern of current
commitments for launch aid spending by the Department of Trade
and Industry which is expected to fall in 1990-91. No provision is
made for future launch aid commitments. :

Table 1.13 Government spending on science and technology‘'?

£ million

1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-9

outturn outturn outturn outturn outturnestimated plans plans plan:
outturn
Departments
Defence 1,765 1,984 2,176 2,341 2,332 2,421 2,458 2,410 2,351
Foreign and Commonwealth Office
(including Overseas Development
Administration) 18 21 21 24 27 29 30 30 B |
Ministry of Agriculture, Fisheries and
Food (including Forestry Commssion) 150 152 158 159 165 154 164 160 w161
Trade and Industry 331 404 440 467 463 468 502 530 521
Energy (including United Kingdom Atomic
Energy Authority)‘® 250 243 237 227 193 184 2114 210 221
Employment (including Health and Safety
Executive) 13 15 15 18 21 22 24 30 23(
Transport 26 29 37 27 29 31 33 30 £3
Environment 36 32 38 46 62 63 62 60 "6
Home Office (including Lord Chancellor's
Department) 12 12 13 14 14 16 17 20 nal
Education and Science (including
Research Councils and University
Grants Committee) 1,135 1,195 1,240 1,324 1,389 1,488 1,575 1,630 1,65
Arts and Libraries 10 10 11 11 12 12 13 10 1
Health and social security 29 28 26 27 31 34 37 40 -4
Scotland 42 50 53 54 56 56 61 60 ‘6l
Northern Ireland 9 15 1 14 37 18 20 20 c20
Other departments 17 5 5 5 8 7 7 10 1
Total 3.843 4,195 4,481 4,758 4,819 5,003 5,212 5,240 5,221
Of which:
Civil science and technology 2,078 2,211 2,305 2417 2,487 2,582 2,754 2,840 2,861

The figures for 1988-89, 1989-90 and 1990-91 make no allowance for allocations to science and technology programmes from the

Reserve.

1) It should be noted that the figures provide for the full costs of employing staff and include, for example, the notional superannuation costs of
emploving civil servants.

(2! These figures are based on an internationally accepted definition of research and development (the "Frascati” definition) plus technology
transfer expenditure. In accordance with the "Frascati” definition, some of the research covered is in the humanities and social sciences. This
amounts to some £260 million in 1986-87, of which around £90 million was in the humanities and around £170 million in the social sciences.
(3) The Energy figures exclude certain programmes classed as research and development for Public Expenditure Survey purposes (and therefore
included in the table and text of the Department of Energy's chapter - see Chapter 6 of Volume II) because they are not within the "Frascati”
definition.

4) Some £20 million of this expenditure represents accounting changes to include a technical adjustment to the timing of payments made to the
UKAEA by the Department of Energy (see Chapter 6 of Volume II) and payments to the UKAEA by the EC.
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Gross running costs and manpower

Running costs

58. Departments’ current expenditure on personnel, goods and other
services used in their own administration has since 1986-87 been
defined as running costs. These are normally controlled gross, in
order to display true costs and to encourage proper management
control. However, for activities whose costs are met by receipts,
exemption from gross control may be agreed wherever suitably
robust monitoring and management systems are developed.

59. All departments have agreed running costs plans for 1988-89
which will be translated into running costs limits when the 1988-89
Estimates are presented to Parliament. These limits will be published
in the Summary and Guide to those Estimates.

60. During the House of Commons debate on Cm 288, the
Government announced that the main emphasis in the control and
planning of departments’ use of resources will from 1988-89 be on
their cash provision for running costs; and that overall manpower
targets would not be set beyond 1 April 1988 although the
Government would retain a close interest in the trend of Civil
Service numbers.

61. Annual spot-date manpower ceilings agreed for each survey
period were an important means of encouraging medium-term
management planning by departments. Departmental planning of all
running cost resources now needs to continue on a similar time
horizon within a realistic but suitably controlled expenditure
framework. Departments’ manpower totals will continue to be
monitored and projected forward (see Table 1.15), but after 1 April
1988 in terms of financial year averages, not spot-date targets, for 1
April 1988 departments’ spot-date targets remain in place.

62. The Government's aim is that departments should build on the
financial management improvements progressively introduced in
recent years by reflecting in their forward planning of running costs
a commitment to annual efficiency gains benefiting both their costs
and the value of their services. The target is for progressive
efficiency gains equal to at least 1%z per cent of running costs
expenditure each year, with options being prepared to offset any
unforeseen pressures within agreed provision.

63. For those departments whose management planning and
budgeting already enables them to project suitable efficiency gains,
the cash provision for running costs for 1989-90 and 1990-91 given
in their programme chapters represent agreed commitments. In other
cases, the figures for the later years are provisional, pending review
in the 1988 Survey. In all cases the provision for 1988-89 given in
Table 1.14 is firm.

64. Table 1.14 shows the individual departmental plans for gross
running costs (on which the 1988-89 limits will be based) compared
with the outturn for 1986-87 and the estimated outturn for the
current year. Between 1987-88 and 1988-89 the overall increase is
5.7 per cent. This includes an additional allowance for maintenance
of the Government's civil estate. The limits published in the
Summary and Guide to the 1987-88 Estimates (Cm 94) showed an
increase over the 1987 White Paper plans of approximately £26
million (mainly due to additional provision for new employment
measures and social security benefit administration £71 million partly
offset by revised coverage in the Department of Employment and the
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Office of the Minister for the Civil Service (-£34 million)). The
1987-88 estimated outturn figures in Table 1.14 include changes in
limits that have been announced during the year (+£104 million).

65. The figures in Table 1.14 also incorporate some new changes in
coverage which affect all years. A technical adjustment of -£516
million to the classification of the Property Service Agency’s receipts,
affecting only the interdepartmental payments line, has been made in
1887-88 and some expenditure funded from the running costs of
other departments has been excluded -£115 million to avoid it being
counted twice in the aggregate figures. Four further areas, the
Vehicle Inspectorate (of the Department of Transport), the Land
Registry, the Companies Registration Offices and the National
Measurement Accreditation Service (of the Department of Trade and
Industry) have met the criteria for exemption from gross running
costs control (-£133 million). Further details of departmental plans
for running costs are included in each departmental chapter in
Chapters 1 to 20 of this White Paper.
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Table 1.14 Departmental running costs

£ million
1986-87 1987-88 1988-89
outturn estimated plans
outturn
Departments
Defence(1)(4) 5,170 5,189 5,408
Foreign and Commonwealth Office
Foreign and Commonwealth Office 368 397 406
Overseas Development Administration 37 38 43
Ministry of Agriculture, Fisheries and
Food
Intervention Board for Agricultural
Produce 10 3 15
Ministry of Agriculture, Fisheries and
Food(4) 206 215 236
Trade and Industry(2)(4) 244 264 288
Energy 25 26 28
Employment Group
Department of Emplovment 542 589 602
Advisorv Conciliation and Arbitration
Service 14 15 16
Health and Safety Commussion/Executive 84 87 94
Manpower Services Commuission 210 223 229
Total Employment Group(4) 851 914 941
Transport 223 238 256
DOE-Housing and other environmental
services(4) 144 156 162
Home Office and legal departments
Home Office(4) 708 77 812
Lord Chancellor's Department(4) 177 195 214
Northern Ireland Court Services 10 11 ]
Director of Public Prosecution and Crown
Prosecution Service 47 103 110
Serious Fraud Office 2 5
Crown Office 15 7 19
Total Home Office and legal departments 958 1,101 1,170
Education and Science(4) 58 58 66
Arts and Libraries(4) S 6 2
DHSS-Health and personal social services
and social security(4) 1,526 1,703 1,781
Scotland
Scottish Office 160 172 195
Scottish Courts Administration 17 19 23
Scottish Records Office 2 2 2
Registrar General's Office Scotland 4 4 5
Department of the Registers of Scotland 10 11 13
Total Scotiand(4) 193 209 238
Wales 36 38 41
Northern Ireland(3) 442 476 509
Chancellor’'s departments
Central Office of Information 18 20 2.
Customs and Excise 373 409 464
Registry of Friendly Societies 3 3 5
Government Actuary 2 2 2
Inland Revenue 924 1,012 1,081
National Investment and Loans Office 1 1 1
Department for National Savings 151 155 161
H M Treasury 63 67 7l
Total Chancellor's departments(4) 1,536 1,669 1,806
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Other departments

Office of the Minister for the Civil Service 25 28 29
Cabinet Office 17 18 20
Charity Commission 5 6 7
Ordnance Survey 49 52 56
Paymaster General's Office 23 14 15
Privy Council Office 1 1 1
Public Records Office 11 11 12
Office of Fair Trading 8 9 10
Office of Gas Supply 1 1 2
Office of Telecommunications 3 4 5
Office of Population Censuses and Surveys 32 34 38
Treasurv Solicitor's Department 11 12 14
Property Services Agency(4) 104 95 136
Total other departments 280 287 343
Gross running costs total 12,310 12,997 13.741
Less interdepartmental payments for
services provided (recorded gross
above) -245 -259 -265
Running costs total 12,066 12,738 13,476

(1)Running costs coverage includes the pay of Armed Forces personnel onlv where thev are engaged in headquarters and support activities (some
57,000).
(2)Excluding Export Credits Guarantee Department (ECGD). ECGD's running costs are met from trading tncome and are therefore not included

in the public expenditure planning total. Howcver, ECGD will be set a running cost limit as for other government departments. The planned figure

for 1988-89 is £39 mullion compared with a 1987-88 estimated outturn of £35 mullion. Qutturn for 1986-87 was £33 million.
(3)Figures cover both the Northern Ireland Office and the Northern Ireland Departments.

(4)Property Services Agency (PSA) running costs limits include additionally elements in respect of accommodation services shown above in the
plans of other departments.
The agreed figures are as follows:

Ministry of Defence

Ministrv of Agriculture, Fishertes and Food
Department of Trade and Industry
Department of Emplovment

Department of the Environment

Home Office

Lord Chancellor's Department
Department of Education and Science
Office of Arts and Libraries

Department of Health and Social Security
Scotland

Customs and Excise

Inland Revenue

1986-87

1987-88
estimated
outturn

NN W~

~ WOy

£ million
1988-89
plans
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Armed Forces

National Health Service

Local authorities
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Public sector manpower

66. Table 1.15 provides a summary of public sector manpower
(including the Armed Forces) from 1978-79. It also includes the
current target for the Civil Service at 1 April 1988 and the individual
departmental plans for 1988-89, 1989-90 and 1990-91. Chart 1.16
shows the changing pattern of manpower in the public sector
between 1978-79 and 1986-87.

67. Between 1978-79 and 1986-87 Civil Service numbers fell by
137,900, a reduction of 19 per cent. The figures in Table 1.15 for the
Civil Service take accuunt of the changes in individual departmental
plans since Cm 288. Significant increases have been agreed for the
Department of Health and Social Security (to handle an increasing
workload in local offices) and the Employment Group
(implementation of the January 1987 package of employment
measures); these mainly reflect the carry forward of increases in
numbers agreed for the 1987-88 Estimates. Other increases include
extra staff for the Land Registry (increased demand for conveyancing)
and for Customs and Excise (preventation of drug trafficking; VAT
work). The largest reductions have been provided by the Ministry of
Defence, due to further measures to increase efficiency, and the
Home Office, reflecting current manpower plans in the Prison
Department. The Government has announced that no further overall
manpower targets will be set beyond 1 April 1988; but any extra
manpower will have to be consistent with the relevant running costs
provision. Accordingly the figures shown in the table for 1988-89 to
1990-91 are indicative planning totals and not control targets.
Certain self-financing bodies have been exempted from gross
running costs control. The relevant staff numbers have been
deducted from the departments concerned and included in the line
“other Civil Service manpower”. The figures for these staff for each
of the “actual” years shown in the table are estimates.

68. Between 1978-79 and 1986-87 Armed Forces manpower
(including locally engaged personnel) rose by 1% per cent. However,
numbers are expected to fall from 329,600 in April 1987 to 327,100 in
April 1989. This reflects the Government’s aim of making more
efficient use of the manpower needed to support the defence
programme.

69. The number of whole time equivalent staff in post in the National
Health Service in Great Britain has increased by 6 per cent since
September 1978. At 30 September 1986 there were more front line
staff than ever before - 13,000 more doctors and dentists, 22,000
more professional and technical staff, and 65,000 more nursing and
midwifery staff than at 30 September 1978. Health authorities’
initiatives and cost improvements continue to provide the means to
improve the use of manpower.

70. Expenditure on manpower accounts for about three-quarters of
local authorities’ relevant current expenditure. Local authorities in
Great Britain reduced staff numbers by 4 per cent between June
1979 and June 1982. Apart from people sponsored for the
Community Programme, the total then remained broadly constant
until 1986-87 since when numbers have been increasing. The
numbers in education have fallen, as might be expected given the fall
in school rolls, whereas the numbers of those employed on law and
order have been increased in line with the Government's priorities in
this area. Recent reports by the Audit Commission have
demonstrated the importance of the better use of manpower in
securing value for money improvements.
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Public corporations

Others

71. Numbers in this area have fallen by 43 per cent. Most of this is
accounted for by a reduction in nationalised industries manpower.
This reflects the effects of the privatisation programme (eg British
Telecom and British Gas) and of increased productnvuty in those
industries that remain in the public sector.

72. In manpower terms the most significant bodies in this category
are the Northern Ireland Government Service and the Research
Councils. Numbers have fallen by 4 per cent since 1978-79. Northern
Ireland Departments are subject to the running costs procedures;
accordingly the figures shown for the years 1988-89 to 1990-91 are
indicative planning totals not control targets.
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‘Table 1.15 Public sector manpower

1978-79 1981-82 1982~83 1983-84 1984 85 1985-86 1986-87

thousands, whole time equivalents

1.4.88 1988-89 198Y-Y0 1990-91

actual actual actual actual actual actual actual target plans plans plans

Central government departments (7
Cefence 226.1 203.1 193.9 185.8 177.6 171.8 167.4 146.02 1455 145.0 145.0
Foreign and Commonwealth Office 9.8 9.3 9.2 8.8 8.3 8.1 8.0 8.2 8.2 8.2 8.2
Overseas Development Administration 2.3 2.0 1.9 1.8 1.7 1.5 1.5 1.6 1.6 1.6 1.6
Ministry of Agriculture, Fisheries and

Food 14.0 W27 12.3 11.8 114 11:2 10.7 10.7 10.7 10.7 10.7
Intervention Board for Agricultural

Produce 05 0.6 0.6 0.6 0.7 0.7 0.8 0.9 0.9 0.9 0.9
Trade and Industry 37 15.6 14.8 13.6 12.6 12.6 12.6 12.8 12.7 12.7 12.7
Export Credits Guarantee Department 2.0 1.8 1.8 1.8 1.8 1.8 ). 1.2 17 1.6 1.6
Energy 13 1.2 11 L 11 1.1 1.0 1.0 1.0 1.0 1.0
Employment 53.6 56.2 58.2 57.1 55.6 55.2 58.0 61.4 60.8 60.6 60.6
Transport 14.2 13.4 13.0 13.6 14.3 14.6 14.5 12.5 12.4 124 124
Department of the Environment 125 95 8.3 7.2 6.6 6:5 6.5 6.6 6.6 6.6 6.6
Home Office 33.3 35.0 348 35.8 36.5 37.0 37.6 38.9 40.3 41.3 41.2
Lord Chancellor's Department 10.6 10.0 10.2 10.2 10.1 10.2 10.2 10.6 10.7 10.8 10.9
Education and Science 3.7 3.6 35 2.9 2.4 2.4 2.4 2.5 25 2.5 25
Arts and Libraries 0.1 0.1 0.1 0.1 0.1 0.1
DHSS - Health and personal social

services and social security 976 96.7 95.0 92.4 91.6 92.8 94.7 102.7 97.5 96.5 96.5
Scotland 12.8 12.6 12.4 12.0 11.9 12.0 12.0 12.2 123 12.2 12.3
Wales 25 2:3 22 2.2 2:2 2.3 2.3 2:2 2.2 2.2 22
Northern Ireland Office 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Customs and Excise 28.8 26.5 25.8 25.3 25:3 25.3 25.3 26.6 271 274 279
Inland Revenue 849 74.8 735 715 69.8 69.5 68.8 68.0 67.5 67.5 67.5
Chancellor’'s other departments 15.1 14.3 14.0 13.2 12.6 12.3 12.1 11.7 11.7 11.6 11.6
Property Services Agency 36.8 29.2 27.3 26.0 248 23.9 23:1 22.4 22.2 22.0 21.9
Other departments®® 19.0 17.8 16.5 16.5 17.0 174 1974 231 25.2 25.9 26.7
Total Civil Service manpower in running

costs 699.1 648.4 630.6 611.1 596.0 590.4 591.2 586.7 582.4 5826 584.5
Trading funds'" 34.9 29.6 27.0 253 252 .32 6.3 6.3 6.2 6.2 6.1
Other Civil Service manpower(® 2.2 22 2.2 2.1
Civil service manpower totals 734.0 678.0 657.6 636.4 621.2 596.7 597.5 595.2 590.8 591.0 592.7
Armed Forces 7 3262 3406 3342 3334 3362 3345 3331 3282 3277
Mational Health Service® 923 998 1,007 1,006 995 989 981
Northern Ireland Government Service'®

Education, Fire, Royal Ulster

Constabulary 65 66 67 68 68 68 69

Other Northern Ireland Government

Setvice 79 83 83 83 80 77 80
Research Councils'® 17 17 16 16 16 12 11
Other central government® 50 49 44 43 43 44 42
Local authorities community

programme' 22 45 52 66
Local authorities

{other non-trading)/®'") 2073 2064 2040 2,043 2,041 2,040 2,054
Manpower in planning total (excluding

trading funds) 4,232 4,266 4,222 4,225 4,220 4,207 4,227
Nationalised industries 1,843 1656 1,538 1,444 1,396 1,124 1,049
Other public corporations!®'%) 203 190 185 185 181 115 112
Local authorities (trading)®'" 252 242 234 235 234 234 232
Total public sector 6,565 6,384 6,206 6,115 5,686 5,627

6,056

(1)

Financial year averages (except for 1.4.88 spot-date).

2) Manpower for Royal Ordnance Factories excluded since incorporation as a Companies Act company in January 1985, and Roval Dockyards

stnce contractorisation in April 1987.
(37 Includes the Crown Estate Office.

(4) Includes the Crown Prosecution Service from 1986 onwards.

(5) Estimate for 1 October 1984.

%) Includes certain self-financing bodies controlled outside the gross running costs system, viz Driver Testing and Training and Civil Service

NR /P78 /88 14-AR- 2N
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College (OMCS) with effect from 1 April 1987; Land Registry, the Vehicle Inspectorate and the Companies Registration Offices from 1 A’ 1988.
‘"’ Including locally engaged personnel. Armed Forces' numbers bevond 1 April 1989 are subject to review.

(8) At 30 September.

(9) At 1 July.

(10) Includes United Kingdom Atomic Energy Authority.

(1) I'ncluding Northern Ireland. References to local authoritv manpower in Chapter 1 relate to Great Britain only.

NB. Manpower projections for future years are not included for local authorities, the National Health Service, public corporations and other
central government. The Government does not directly control manpower numbers in these areas. Its influence is cxercised essentially through
expenditure and financial controls.

[CHART 1.16]
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Privatisation

73. In 1979 the state sector of industry accounted tor 112 per cent
of GDP. Following the sale of BAA more than a third of that has been
transferred to the private sector. In total this has involved the
transfer of around 650,000 employees, around 80 per cent of whom
have become shareholders in the companies they work for.

74. The privatisation programme has also made a substantial
contribution to the increase in share ownership among the public
generally. Survey evidence suggests that at the beginning of 1987
there were 8% million adult shareowners. treble the number in 1978,
Since then the British Airways, Rolls-Royce and BAA sales have
further boosted share ownership.

75. It is too soon to make a full assessment of the impact on
company performance. However, most privatised companies are
reporting increased turnover, investment, and profitability. This is
consistent with the government’'s expectation that the incentives and
commercial pressures of the private sector, together with greater
freedom for management, would have clear benefits for the
performance of the businesses concerned.

76. The momentum of the privatisation programme will be
maintained in the next few years. The Government’'s central estimate
of receipts in each of the four years 1987-88, 1988-89, 1989-90 and
1990-91 is £5 billion. The Government is firmly commited to
Electricity and Water privatisation, and further opportunities for the
transfers of public sector activities to the private sector will be
considered.

77. The cost to the Bank of England of acquiring partly—paid British
Petroleum shares under the support arrangements announced by the
Chancellor on 29 October is being offset against privatisation
proceeds but is not incorporated into the figures in this White Paper.
The Bank of England has undertaken not to dispose of any shares
aquired under these arrangements until 29 April 1988, except at a
price in excess of 120p. The proceeds of any resale of partly-paid BP
shares will be added to privatisation proceeds in the year or years
concerned.

78. Table 1.17 gives a breakdown of privatisation proceeds from
1982-83 to 1986-87. Detailed estimates for future receipts from
privatisation proceeds are not shown because they are dependant on
commercially sensitive assumptions about further sales.
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Table 1.17 Privatisation proceeds

£ million
1982-83 1983-84 1984-85 1985-86 1986-87
outturn outturn outturn outturn outturn
Associated British Ports Holdings plc - sale of shares 46 54
British Aerospace plc - sale of shares 346
British Airways plc - sale of shares 435
British Gas plc - sale of shares 1,796
British Gas plc - redemption of debt 750
British Petroleum plc - sale of shares 543
British Telecommunications plc — sale of shares 1:352 1,246 1,084
British Telecommunications plc - loan stock 44 61 <]
British Telecommunications plc - redemption of preference
shares -250
Britoil plc - sale of shares 3341 293 426
Cable and Wireless plc - sale of shares 263 574 4
Enterprise Oil plc - sale of shares 382
National Enterprise Board/British Technology Group - sale of
shareholdings 142 30 34
Crown Agents Holding and Realisation Board - sale of property 16 2
Forestry Commission - sale of land, plantations and buildings 14 23 21 17 13
Land Settlement Association - sale of land 13 5 1
Lease on motorway service areas - sale of land and buildings = 1 2
New Town Development Corporations and Commission for the
New Towns - sale of land and buildings 142
North Sea Qil Licence Premia 121
Property Services Agency - sale of land and buildings 33 11
Sale of oil stockpiles
Total 48g®® 1,1424 2,132 2,702 4,422

‘1" Includes repavment of debentures of £88 million with interests.

?) Sale of commercial and industrial property bv Cwmbran Development Corporation.
3) Excludes receipts from the sale of British Rail Hotels (£30 million) and British Airwavs' subsidiary International Aeradio Ltd (£60 million),
which were retained by the industries concerned and taken into account in the setting of external financing limits.
1) Excludes receipts from the sale of British Rail Hotels (£15 million) which were retained by the industry and taken into account in setting its

external financing limits.

(5) Excludes receipts from the sale of Jaguar Cars (£297 million), British Gas Corporation Onshore Qil Assets (£82 million) and Sealink (£40

million) which were retained by the industries concerned and taken into account in the setting of external financing limits.

'6) Excludes receipts from the sale of British Shipbuilders warship vards (£75 million) and a further payment for Sealink (£26 million) which

were retained by the industries concerned and taken into account in setting their external financing limits.

Relationship between plans and control totals

Departmental aggregates 79. Public expenditure plans are formulated on a departmental basis
and this is now reflected in all the publications relating to public
expenditure. In earlier years the White Paper was produced on a
programme basis and it was therefore difficult to reconcile the
figures with those shown in the Autumn Statement and Supply
Estimates. However, in the 1986 public expenditure White Paper
(Cmnd 9702) the departmental breakdown was adopted as a focus of
the analyses of the public expenditure plans and the same
breakdown was used to arrange the 1986-87 Estimates into classes.
The same grouping of departments is used in this White Paper and
will follow through into the classes for the 1988-89 Estimates. The
Autumn Statement gives a slightly more detailed departmental
breakdown than the summary tables in this White Paper; the
additional detail is, however, available in the tables in Chapters 1 to
20 . For example, separate figures for Overseas Development
Administration are given in Chapter Il

80. Table 1.19 shows the relationship between the public expenditure
planning total for 1988-89 and the various control totals which will

operate during the year. It summarises the departmental figures that
are in Chapters 1 to 20.

Relationship with Supply 81. The plans for central government spending shown in Table 1.3
Estimates provide the basis for the Supply Estimates which will be presented
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to Parliament. The first two columns of Table 1.18 show the extent
to which central government expenditure will be directly covered by
monies voted by Parliament. Precise proposals for the level of voted
expenditure, and the relationship with the figures shown in this tabie,
will usually be put forward on Budget Day as part of the Supply
estimates for 1988-89. More detailed information on the relationship
between these figures and Estimates will be contained in the
Summary and Guide to main Estimates. The main Estimates for
1988-89 will reflect the result both of the detailed work invoived in
the preparation and scrutiny of Estimates and of any agreed claims
on the Reserve.

82. About 40 per rent of puhlic expenditure is directly covered by
cash limits. Table 1.18 shows the extent to which central
government expenditure voted in Estimates will be subject to cash
limits. In addition to the 40 per cent a further 20 per cent of public
expenditure is local authority current expenditure and here most of
Aggregate Exchequer Grant is subject to cash limits. The majority of
cash limits are based on the Supply Estimates and cover both direct
public expenditure by central government and its voted grants and
lending to other public sector bodies. The cash limits on Estimates
will be formalised in the Summary and Guide to the 1988-89
Estimtes.

83. Some expenditure outside the scope of the Supply Estimates is
also subject to cash limit control, principally certain expenditure by
Northern Ireland departments and capital expenditure by local
authorities. The nationalised industries’ contribution to public
expenditure is controlled by means of external financing limits, which
are a form of cash limit for individual industries. These limits set a
ceiling to the amount of finance, in the form of grants and
borrowing, that an industry can raise in a given year from external
sources (this is equivalent to the difference between its capital
requirements and its internally generated funds).
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Table 1.18 Planning total by department and spending authority for 1988-89

£ million
Public
Central government corporations'' Planning total
Voted in Estimates Local Voted in Voted in
Cash limited Other Other authorities Estimates Other Estimates Other Total
Departments
Defence 18,980 18,980 18,980
Foreign and Commonwealth Office
(2) 1,851 97 148 34 =2 1,982 146 2,128
European Communities =205 —1.628 2,288 -1,834 2,288 454
Ministry of Agriculture, Fisheries
and Food (2) 480 1,796 1 198 20 2,296 199 2,495
Trade and Industry (2) 652 435 91 68 =153 1,155 -62 1,093
Energy 294 176 390 -904 860 -904 -43
Employment 3,976 158 131 1 3.976 289 4,265
Transport 1. 392 118 -9 2,704 858 94 2,288 2,789 5,077
DOE - Housing 46 175 97 1,670 88 -75 1,309 1,692 3,001
DOE - Other environmental
services 413 21 3,295 256 -84 690 3,211 3,902
Home Office (2) 1,496 649 -164 4,658 2,144 4,494 6,638
Education and Science 2,652 69 14,616 2721 14,616 17:337
Arts and Libraries 52 52 52
DHSS - Health and personal social
services 12,831 4,076 15 3,018 =72 16,907 2,960 19,867
DHSS - Social security 1122 16,282 26,470 3,578 17,404 30,048 47,452
Scotland 2,539 1,022 =2 4,338 190 36 3,752 4,373 8,125
Wales 1,085 487 8 1,686 390 14 1,662 1,709 3.371
Northern Ireland 182 3,762 727 378 182 4,867 5,049
Chancellor’'s departments 1,900 500 21 ¥ =7 2,400 14 2,414
Other departments (2) 186 1,465 =21 1,650 =21 1,629
Reserve 5,500 5,500 5,500
Privatisation proceeds -5,000 -5,000 -5,000
Adjustment (2)
Planning total 51,844 26,737 33.271 40,710 1,995 =773 80,576 73.207 153,784

(1) Details of individual public corporations included in this table are shown in Table 4.1 in Chapter 4.

(2) See footnotes to Table 2.1.

42

Differences from last year’'s White Paper (Cm 288)

84. Tables 1.19 and 1.20 show the changes in plans and outturn
since last year's White Paper. They summarise the differences
between, on the one hand, the data for public expenditure outturn
and the plans published in this White Paper, and on the other, the
figures from Cm 288 adjusted to the same definitions.

85. It should be noted that the departmental groupings used in this
White Paper are the same as those in Cm 288 with the exception of
the Home Office. In Cm 288 the Home Office and Lord Chancellor’s
Department were combined whereas in this White Paper all the legal
departments, comprising the Lord Chancellor’'s Department, Northern
Ireland Court Service, the Crown Prosecution Service, the Serious
Fraud Office and the Crown Office, Procurator Fiscal Service and Lord
Advocate’'s Department, are included with the Home Office.

86. There are a number of ways in which changes in definition and
classification can arise between one White Paper and the next. For
example, attribution to spending authority may be altered reflecting a
transfer of responsibility, expenditure on a service may be
reallocated to another department or the economic classification of a
particular item may be reassessed. Such changes do not usually
affect the total of public expenditure. Examples of changes of this
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kind which have been made since Cm 288 are:

(i) The Housing Corporation’s classification has been changed from
that of a public corporation to a central government trading body in
respect of its England and Wales activities.

(ii) Responsibility for the inner cities initiative has been transferred
from the Department of Employment to the Department of Trade and
Industry.

(iii) Responsibility for the British Museum (Natural History) has been
transferred from the Department of Education and Science to the
Office of Arts and Libraries.

(iv) Various responsibilities have been switched between the Office of
the Minister for the Civil Service and the Treasury concurrently with
the abolition of the Cabinet Office’'s Management and Personnel
Office.

87. Other changes in the definition of public expenditure may affect
the total of public expenditure, for example, to reflect more closely
the extent to which a service makes a call on taxation or
government borrowing or because an item of expenditure is taken
into account for the first time. Several definitional changes have
been made since the publication of Cm 288:

(i) The losses attributable to the Export Credits Guarantee
Department’s tender to contract facility have been written out of
ECGD’s trading account following the facility’s transfer to public
expenditure last year. They are now recorded in the public
expenditure planning total, against the years in which they arose.

(ii) The Northern Ireland Housing Executive and the Development
Board for Rural Wales (New Town activities) have been accorded
external finance treatment in the planning total.

(iii) Letchworth Garden City Corporation is included for the first time,
as a public corporation.

(iv) The Bank of England’s investment in fixed assets, which is
financed from its own resources, is no longer included in the public
expenditure planning total.
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Table 1.19 Summary of differences from Cm 56'"? by department

£ million
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90
outturn outturn outturn estimated plans plans
outturn
Departments
Defence -3 -438 +68 +229 +490
Foreign and Commonwealth Office'? i -46 o | *27 +60
European Communities +4 -15 -12 +516 +346 +400
Ministry of Agriculture,

Fisheries and Food‘® -13 -147 -198 -179 -160
Trade and Industry® +5 +706 -224 +288 +310
Energy -419 +350 +163 +50
Employment = -29 =54 +32 =10
Transport =i +46 -184 -420 +64 -20
DOE-Housing +115 -194 =771 =15 =110
DOE-Other environmental services +3 -220 +164 -61 +90
Home Office'® +15 -147 +243 +391 +480
Education and Science =53 =251 +583 +634 +810
Arts and Libraries +7 il +59 +62 +80
DHSS-Health and personal

social services =2 =23 +441 +816 +930
DHSS-Social security =21 -34 =5 +399 +1,009 +1,800
Scotland +3 -10 -75 +250 +395 +390
Wales =3 +2 +30 +117 +153 +160
Northern Ireland +25 +34 -9 +40 +105 +130
Chancellor's departments +1 +1 -10 +94 =151 +180
Other departments'3’ -98 -68 -21 -40
Reserve -3,500 -2,000 -500
Privatisation proceeds by +328
Adjustment 3’ +150 +600
Planning total +7 +86 -1141 -1328 +2,590 +5,500

(I'"The Government's Expenditure Plans 1987-88 to 1989-90, January 1987.

2) After adjustment of Cm 56 figures to the definition of public expenditure used in this White Paper.

(3)See footnotes to Table 2.1 in Chapter 2.

88. [Text on differences shown in Table 1.19]
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Table 1.20 Summary of differences from Cm 56" by spending authority

£ million
1984-85 1985-86 1986-87 1987-88 1988-89 1989-90
outturn  outturn outturn estimated plans plans
outturn
Central government (excluding finance for
public corporations)
Voted in Estimates +8 =11 -801 +895 +2,412 +3,600
Other -17 =32 +600 +478 +525 +800
Total central government -8 -43 -201 +1.,373 +2,937 +4,400
Local authorities (excluding finance for
public corporations)
Relevant +2 -191 -242 T3 +1,036 +1,280
Other current +17 +17 =55 +134 +478 +500
Capital +307 -500 =515 -9 -180
Total local authorities +19 +133 -797 +750 +1,505 +1,600
Public corporations
Nationalised industries’ external finance -599 -238 +339 +20
Other public corporations -4 +1 -23 -308 =181 S0
Total public corporations -4 +1 -622 -547 +149 +10
Reserve -3,500 -2,000 -500
Privatisation proceeds =5 +328
Adjustments3! +150 +600
Planning total +7 +86 -1141 -1,328 +2,590 +5,500

’f’ The Government's Expenditure Plans 1987-88 to 1989-90. Januarv 1987.
2 After adjustment of Cm 56 figures to the definition of public expenditure used in this White Paper.

3! See paragraph 11 (iii) in Chapter 2.

05/26/88 14:45:30

89. [Text on differences shown in Table 1.20]

90. Table 1.21 expands on the information given for 1988-89 in the
earlier tables. It shows the changes to plans between Cm 288 and
this White Paper, separately identifying the changes due to the
transfer of the resource cost of specialised major works from the

Property Services Agency to departments.
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Table 1.21 Differences from Cm 56 by department for 1988-89

£ million
Cm 56 Classification Transfer of Other Plan for the
changes provision for changes year
maintenance
expenditure
from PSA
Departments
Defence 18,981 =3 +4 +226 19,208
Foreign and Commonwealth
Office'" 2,129 +1 +27 2,157
European Communities 440 +13 +347 800
Ministry of Agriculture,

Fisheries and Food'' 2,391 +3 -182 2,212
Trade and Industry'" 1,069 +12 +2 +286 1,369
Energy -48 £5 ! +163 120
Employment 4,221 =14 $2 +30 4,242
Transport 5,083 +2 +62 5,147
DOE-Housing 3,016 +18 +1 -185 3,020
DOE-Other enviromental services 3,892 -18 =61 3,813
Home Office!" 6,422 +212 +5 +386 7,025
Education and Science 17.355 =18 +634 17,971
Arts and Libraries 834 +18 +61 913
DHSS-Health and personal

social services 19.866 +1 +816 20,683
DHSS-Social security 47,451 -1 +7 +1003 48,460
Scotland 8,111 +4 +394 8,506
Wales 3,297 +154 3,451
Northern Ireland 5,051 =12 +105 5,144
Chanceilor’'s departments 21323 ~43 +9 +142 2,461
Other departments'" 1,837 -210 -37 +17 1,607
Reserve 5,500 -2,000 3,500
Privatisation proceeds -5,000 -5,000

Planning total 154,220 -4 - +2,590 156,806

(1) See footnotes to Table 2.1 in Chapter 2.
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ANNEX [
Provisional Arrangements of Chapters in 1989 PEWP
1. Defence
2, FCO (including ODA)
3. Net Payments to EC Institutions
4. MAFF (including IBAP and Forestry Commission)
L DTI and ECGD
6. Energy
1. Employment
8. Transport
9. DOE Housing ) 2 separate chapters
DOE Other environmental services) in one booklet
105 Home Office and legal departments
11. Education and Science
12. Arts and Libraries
13. DHSS - Health and Personal Social Services) 2 separate chapters
DHSS - Social Security ) in once booklet
14. Scotland
15. Wales
16. Northern Ireland
17. Chancellor's Departments) 2 separate chapters

Other Departments ) in one booklet

This arrangement is the same as for the Estimates, except that there
are no Estimates for No 3, and the Estimates relating to the twc
chapters in No 17 are published separately. HMSO advised that eact
booklet will have its own Cm number.



