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AUTUMN STATEMENT: 3 YEARS EXPENDI'I'URE' ND REVENUE FIGURES

Mr Evans

You asked for an illustration of what the relevant sections of the Autumn Statement
might look like if we had decided, this year, to give 3 years expenditure figures instead

of just one.

2. Taking first public expenditure (part 2 of the Autumn Statement) we would need
to extend the main public expenditure tables - table 2.1 and 2.2 - to include the twn
later years of the Survey. (Given that we do not publish National Industries' EFLs for
three years' ahead even in the Public Expenditure White Paper, we have assumed that
table 2.3 would continue to show EFLs for just one year but this would be an added

awkwardness.) It would also be necessary to amend the part 2 text.

3 In the attached illustration, table 2.1 is extended by giving the revised plans for
1986-87 and 1987-88. It would, however, be possible to show, in addition the original
White Paper figures for 1986-87 as a basis for comparison (there were, of course, no
figures for 1987-88 in the White Paper). Extending table 2.2 (which gives the planning
total in cash and cost terms, and as a percentage of GDP) would demonstrate that by
1987-88, the planning total will have been reduced, as a proportion of GDP, to a figure
below that of 1979-80.

4. We have not been able to re-write the entire text of part 2, but by way of
example, the attached illustration shows possible amendments to the introductory
sections and states, in general terms, what additions would have to be made to the

paragraphs on departmental programmes, nationalised industries and so on. Overall,
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we would guess that the part 2 text would increase from 3 pages as at present to about

4.

Bs Also attached are illustrative text and tables showing 3 years revenue forecasts.
At present, the equivalent text and tables for the current and one forward year are
included in part 1 of the Autumn Statement. It would be possible simply to amend the
text and tables to cover 3 forward years, but this would contrast with the one year
perspective of the rest of part 1. The alternatives are to include the 3 year
projections at the end of part 2 (on public expenditure), or, as in the attached
illustrative version., as a separate part 3. If the 3 year projections were not in part 1,
it would, of course, be necessary to remove (or substantially abbreviate) the section in
part 1 which at present deals with revenue and expenditure for the current and one

forward year.

6. You will see also that in the attached illustration, it is assumed that we would
feel obliged to give forecasts for GDP and also the GDP deflator for the full three

years.




PART 2: Outline Public Expenditure Plans

for 1985-86 to 1987-88

201 The Government has reviewed the ©public
expenditure plans for 1985-86 and 1986-87 published
in the Public Expenditure White Paper (Cmnd 9143)
and considered its plans for 1987-88. Table- 2.1
shows the public expenditure plans as now decided
and for purposes of comparison the 1984-85 and 1985-

86 plans. All figures are in cash.

The planning total

2.02 The outcome of the review is to set the public
expenditure planning totals for 1985-86 and 1986-
87 -at:- €£132:0 :billien -and 136.6 'billiokh,  slightly
below the figures in the 1984 White Paper. In 1987-
88 the plans allow for an increase in the planning
total of 3% per cent. Over the three years combined
the increase from the 1level planned in Cmnd 9143
for 1984-85 is much the same as the expected increase
in prices. So public expenditure is planned to be

stable in real Lerms.

2.03 Table 2.2 shows the planning totals for 1979-
80 to 1987-88 1in cash and cost terms; and public
expenditure expressed as a ratio to GDP. The plans
imply the ratio falling progressively from 43% per
cent in 1981-82 to 39 per cent in 1987-88.

Changes in plans

2.04 Within the total for 1985-86 there are increases
in social security, health, export credit and the
UK's contributions to the European Communities. These
are offset by reductions in other programmes including
housing, employment services and the urban programme,
together with an increase in estimated receipts from
the special sales of assets. Full details of the



plans will be given in the forthcoming Public

Expenditure White Paper.

Programmes

1.05-21 [departmental paragraphs as before with

additional sentence on later years where appropriate].
Nationalised Industries

2.26 [as before plus "Nationalised industries total
requirements for external finance decline markedly
between 1985-86 and 1987-88 as cost and efficiency
improvements are made".]

Local authorities

2.029=2.22 [as before with additional sentence on

provision for later years]

Special Sales of Assets

2:..30 [as before with additional sentence on forecasts

of receipts for later years]

Reserves

2134 The plans include a Reserve of £3 billion
for 1985-86, £% billion higher than that included
in Cmnd 9143 for 1984-85. Larger Reserves are set
aside for the later years - £4 billion in 1986-87
and £5 billion in 1987-88. The Reserves are intended

to cover any spending not provided for elsewhere
in the plans including policy changes, new initiatives

and changes in demand led programmes.
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To;le 2.1 Public Expenditure Plans (1) (2) (3) K~ X\
1984-85 1985-86 1986-87 1987-88
’ White Paper White Paper Revised Revised® Plans *
Cmnd 9143 Cmnd 9143 Plans Plans
o with budget
changes

Departments (excluding nationalised
industries' external finance)(4)

Ministry of Defence 17 000 18 060 18 060 18 570 18 870
Foreign and Commonwealth Office 1 800 1 870 1 870 1 900 1 930
European Community 380 550 750 640 830
Intervention Board for Agricultural Produce 1 250 1 130 1 310 1 1
Agriculture 1 000 1 020 930 828 448
Forestry Commission 60 60 50 50 55
Departmet of Trade and Industry 1 350 1 290 1 360 1 390 1100
Department of Energy 560 570 680 590 600
Department of Employment 3 130 3 250 3 180 3210 3 240
Department of Transport 3 540 3 660 3 290 3 590 3 600
Export Credits Guarantee Department 160 30 190 110 -40
DOE-Housing 2 500 2 610 2 300 2 550 2 660
DOE-PSA -90 -100 -90 -110 -130
DOE-Other 3170 § 3 270 3 250 3 440 3 480
Home Office 4 360 4 540 4 590 4 780 4 870
Lord Chancellor's Department 500 550 540 570 610
Department of Education % Science 13 050 13 450 13 590 14 010 14 220
Office of Arts and Libraries 600 620 640 710 730
DHSS-Health % Personal Social Services 15 420 16 270 16 480 17 410 18 110
DHSS-Social Security 37 200 39 520 39 990 41 830 43 920
Civil Superannuation 1 050 1 130 1 070 1 180 1 290
Scotland 6 550 6 720 6 810 7 020 7 160
Wales 2 560 2 650 2 660 2 800 2 870
Northern Ireland 4 030 4 220 4 240 4 380 4 590
Other Departments 2 070 2 160 2 130 2 210 2 250
Nationalised Industries 1 830 1 140 1 320 180 -110
Local authority current expenditure
not allocated to departments 660 400 600 0 0
Special Sales of Assets -1 900 -2 000 -2 500 =2 250 -2 250
Reserve 2 750 3 750 3 000 3 000 5 000
PLANNING TOTALG’ 126 300 132 100 132 000 136 820 141 500

(1) Some figures may be subject to detailed technical amendment before publication of the 1985 Public Expenditure "White Paper.
{2) Departments figures are rounded to the nearest £10 million the planning total is rounded to £2 100 million.

(3) Al columns include minor classification changes since Cmnd 9143. The revised plans columns and plans for 1987-8% also include
transfers of provision for London Regional Transport from Department of Transport to Nationalised Industries.

and for work related non advanced further education from Department of Education and Science to Department of Employment

(see paragraph 2.12. 2.14 and 2.26) ) :

(4) Provision in these programmes reflects an assumption that central government rates of pay and allowances in 1985-86 will increase o= averag:
by 3 per cent from the settlements dates.

(5) Excludes double counting of agricultural spending in Scotland and Wales which is also included in the Agriculture total.
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Table 2.2 Public Expenditure Planning Totals 1979-80 to 1987-88

1979-80(4)
1980-81(4)
1981-82(4)
1982-83(4)
1983-84(4)

1984-85(5)
1985-86(6)
1986-87(6)
1987-88(6)

Cash

769
927
104.7
113.4
1203

126.3
1320
136.6
141.5

Cost Terms (1,2)
base year
1983-84

L s 7
1X3.5
1X0.5
118.4
120.3

120.5
120.6
120.1
120.4

£ billion

Public (3)
expenditure
as %

(1) Figures are rounded to the nearest £0.1 billion

(2) Cash figures adjusted for general inflation as measured

by the GDP deflator at market prices.

The GDP deflator is

forecast to increase by some 4% per cent in 1984-85, 4% per

cent in 1985-86 as shown in paragraph [ j 2
1986-87 and 3% per cent in 1987-88.
(3) Planning Total plus net debt interest, refunded payments

4 per cent in

of VAT by local authorities and central government and an

allowance for non-trading government capital consumption,

expressed as a percentage of GDP at market prices.

(4) Outturn/estimated outturn.
(5) Plans in Financial Statement and Budget Report 1984-85,
table 5.5, adjusted for subsequent classification changes.

For estimated outturn,

(6) Plans

see paragraph 1.58.

of GDP



Externz] Financing Limits

Table 2.3 External Financing Limits for the Nationalised Industries (1985—86)*

£ million(?)
National Coal Board(?) 723
Electricity (England and Wales) —1128
North of Scotland Hydro-Electric Board 9
South of Scotland Electricity Board 191
British Gas Corporation —352
British Steel Corporation 350
Post Office ; =70
National Girobank g
British Airports Authority —-21
British Railways Board 918
British Waterways Board 45
National Bus Company 48
Scottish Transport Group 13
British National Oil Corporation(®) 23
British Shipbuilders(%) 36
Civil Aviation Authority 27
Water (England and Wales) 203
London Regional Transport 323
Total 1319

(*) Figures are shown rounded to the pearest £1 million.
(® Provisional. To be reviewed at the end of the current industrial dispute.

() The figure for BNUC 18 not a limit. BNOC's trading results are likely to fiuctuate from

year to year given the uncertainties of oil trading.

(*) This single figure for British Shipbuilders includes an allowance for some receipts from the

privatisation of warshipbuilding yards.

*Figures for future years beyond 1985-86 are not given.
Nationalised industry financing figures are particularly
uncertain. They are reviewed each year in the light of
industries' performance and their corporate plans.

4
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PART 3: FISCAL PROJECTIONS TO 1987-88

§ (% Consideration of public expenditure alongside revenue is a key part of the
process of fiscal planning. The public expenditure plans to 1987-88, which are outlined
in section 2, have been drawn up to be consistent with the government's declared
objectives for expenditure, taxation and public borrowing. [These objectives were
most recently set out in the 1984 Medium Term Financial Strategy and the Green
Paper on Public Expenditure and Taxation into the 1990s.] This section presents

updated fiscal projections for the three year period covered by the expenditure plans.

Developments to the end of 1984-85

2. The PSBR in 1983-84 was £9.7 billion*, as forecast in March in the FSBR. The
EC rebate in respect of 1983 was not received during 1983-84, and this increased
central government borrowing on own account. On the other hand public corporations'

borrowing turned out a little lower than expected.

3. In the first seven months of 1984-85, the PSBR is likely to have been slightly
above the Budget forecast for the full year (£7% billion). It was expected that the
PSBR would be more than usually front-ended loaded this year. Even so, it now seems
likely that the year's total will be higher than at Budget time. Four major factors

have contributed to this change:

(1) The coal strike may add, over the financial year as a whole, about

£14% billion to total borrowing.

(ii) Local authorities overspend on capital account in 1983-84 seems likely to

be followed by further overspend in 1984-85.

(iii) Higher interest rates than expected at the time of the Budget have

incrcased debt interest payments.

(iv) On the revenue side, extra receipts from North Sea oil do not fully offset

these factors.

4, As a result, the PSBR for 1984-85 as a whole is now projected at £8% billion,
some £1% billion higher than the Budget forecast. There is, as always, a substantial
margin of error surrounding this forecast (average errors in PSBR forecasts at this

time of year exceed £2 billion).

*New definition. On the old definition, (including bank deposits) it was £10.0 billion.
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Assumptions

% The assumptions underlying the projections are in line with those in the 1984
MTFS, updated to take into account the new public expenditure plans in part 2 and the
economic forecast in part 1. As before, the PSBR is assumed to fall from 2 per cent
of GDP in 1985-86 and 1986-87 to 1% per cent in 1987-88, equivalent in each year to
about £7 billion. GDP is assumed to grow by 2-2% per cent after 1985-86, consistent
with an averge of 2% per cent in the five years to 1988-89. Inflation, as measured by
the GDP deflator, is assumed to fall from 4% per cent in 1985-86 to 3% per cent in

1987-88. The effective exchange rate shows no major change from year to year.

Public expenditure

6. General government expenditure in national accounts terms is forecast to rise, in
cash by 3% per cent in 1985-86. For 1986-87 and 1987-88, the corresponding growth

rates are 3 per cent and 3% per cent respectively. Further details are given in part 2.

Table 3.1 General Government Expenditure

£ billion, cash

1983-84 1984-85 1985-86 1986-87 1987-88

General Government

expenditure (1) 120 128 132 136 % 141 %
National accounts adjustments (2) 413 43 5% 6 6
Interest payments 15 16 16 % 19 157

Total expenditure in national
account terms 139 % 148 3 154 159 164 3

(1) Expenditure on programmes by central government and local authorities plus the
Reserve less special sales of assets, after making allowance for expected outturn.

(2)  Adjustmnets to line 1 to the definitions used in National Accounts Statistics.

Revenue

{78 Revenue estimates depend on projections of incomes, spending and prices, as
well as on policy decisions. Revenue is projected on conventional assumptions of
revalorisation of the main direct tax allowances and thresholds, and of excise duties.
Estimates of oil revenues assume that dollar North Sea oil prices do not change very

much from present levels.
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8. The revenue estimates are shown in table 3.2. On the above assumptions,
general government receipts are projected to rise by about 29 per cent between

1983-84 and 1987-88, about 1 per cent less than the rise in money GDP.

Table 3.2 General Government Receipts

£ billion, cash

1983-84 1984-85 1985-86 1986-87 1987-88

Taxes on income,

expenditure and capital 97 % 105 % 113 3% 120 % 127 %

National Insurance and

other contributions 21% 23 25 27 283

Interest and other receipts 113 10 3 10% 11 113

Accruals adjustments 3 1 3 3 3

Total receipts 129 % 140 148 % 158 167
of which North Sea tax revenues 9 12 12 103 9%

Borrowing

94 Table 3.3 provides projections of Government receipts, expenditure and
borrowing. The estimates of the fiscal adjustment are extremely uncertain. They
depend on revenue and expenditure estimates all of which are subject to major
uncertainties, in both directions. For the public sector as a whole, the flows on either

side of the account approach £200 billion.

Table 3.3 Public Sector Borrowing*

£ billion
1983-84 1984-85 1985-86 1986-87 1987-88

Gencral Government expenditure 1393 148 % 154 159 164 %
General Government receipts 1294% 140 148 % 158 167

Fiscal adjustment from

previous years - B - 1% 6

Annual fiscal adjustment - - 1% 43 3%

General Government borrowing

requirement 10 9 7 73 7%

Public sector borrowing

requirement 93 81 7 7 7
as percentage of GDP 33 23 2 2 13

Money GDP at market prices 306 327 353 377 398

*Totals may not add due to rounding
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10. These projections are based mechanically on the policy assumptions - and in
particular the PSBR path - set out in the 1984 MTFS. The implied fiscal adjustment in
1985-86 is put at £1% billion, marginally less than in the MTFS. The fiscal adjustments
in the succeeding two years are put at about £4 billion and the cumulative fiscal

adjustment up to 1987-88 is much the same as projected in the MTFS,

11. Particular care is needed in interpreting these projections. The figures should
not be taken as a firm indication of possible changes in the 1985 Budget. As the 1984
MTFS noted, the appropriate path for the PSBR from year to year depends upon
several factors, including the cyclical position of the economy and the composition of

public sector receipts and expenditure. It will be reviewed at Budget time.
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HOUSE OF COLIOS
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TAKEN BEFORSE

THE TREASURY AND CIVIL SERVICE COMMITTEE

MONDAY 26 HOVEMBER 1984

SIR THBRENCE BURNS, MR I' CASSELL,
MR M C SCHOLAR, MR A M VW BATTISHILL
and MR H P LBVANS

Evidence heard in Public Questions 166 = 307

MEMBERS! CORRECTIONS

lny Hember of the Committee who wishes to correct the Questions
addressed by to a Vitness is asked to send the correction to
the Committee Clerk as soon as possible,

Members receiving these IMinutes of Evidence are asked to ensure
that the Minutes are confined to the object for which they are
printed the special use of the Members of the Committee - and
are not given wider circulation.
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MONDAY 26 NOVEMBER 1984

Members presents

Mr Terence Higgins, in the Chair
Mr Anthony Beaumoni~Dark

Mr Nicholas Budgen

Mr Mark Fisher

Mr Roger Freeman

Mr Ralph Howell

Mr Brian Sedgemore

Mr John Townend

Mr Richaxd Wainwright

SIR TERMNCE BURNS, Chief Economic Adviser; MR F CASSELL, Deputy
Secretary, Public Finance; MR M C SCHOLAR, Under Secretary, General
Expenditure Policy Group; MR A M W BATTISHILL, Under Secretaxy,
Central Unit, and MR H P EVANS, Under Secretary, Economic

Asgessment Group, H M Treasury, called in and examined,

Chairman
166, ©Sir Terence, may I welcome you once again to the
Comuittee, We are very glad indeed to see you and your colleagues.
If there are any opening statements you would like to make, we
shall, of course, be very happy to hear them,

(8ir Terence Burns) I have no opening remarks to make,

Mr Chairman,

167, Thank you very much indeed, As you know, we did tele
some evidence last week on specific issues arising in the conte:t
of the Chancellor's Autumn Statement, in particular with regexd %o
aid, some aspects of agriculture and the IEC, We are, oi course,
looking forward to taking evidence from the Chancellor of the
Exchequer this coming Wednesday. I wonder if I might begin the

questioning on a very broad point which I think is giving Members



of the House some concern lately, with regard to the assessment
of priorities for public expenditure which are now reflected in
some considerable detail in the Autum Statement, although, of
course, the final detail emerges in the Vhite Paper over a longew
period of time, Could you tell us the mechanics of the way in
which priorities are assessed between different government
departments; what is the machinery by which this is done?

(8iz Terence Burns) I think that probably it is best

if Mr Scholar takes this, He has been closely involved with the
subject of public expenditure,

(Mxz Scholar) The basic mechinery is broadly the same
this year as it has been for a number of ycars, The Public
Ixpenditure Survey begins with an extended process in which
officials prepare papers which describe the existing progremmes
and the services which those programmes are designed to perform,
and which cost those programmes. Officials endeavour to provide
in those papers material on which Ministers can base their
Judgements as to priorities as between different programmes,
Theze then follows a process in which Ministers discuss, in
various fora, these issues,

1684 This is within a department?

(M Scholar) Both within departments and inter-
departmentally, It is through those discussions that Ministers
are able to exercise their judgements 2s to priorities between
programes, on the basis of the infommation which officials provide
for them, That is broadly the system which has been in operation
for a good number of years now,

169+ You say that this happens within departments and between



depaxtments, but at what stage is a comparison made between the
need for expenditure in one department as against amnother? Thab
is to say, is there any comparison betwecen departments, and whot
is the mechanism by which that is carried out?

(Mx Scholar) That mechenism is carried out at the
ministorial level, and the timing at which it takes place can vaxy
from yeaxr to year, but normmally one would expect it to begin
relatively ecaxrly on in the survey process,

170, If I could give a particular exemple (I take it purely
as en oxample, without considering at all the merits of the cose),
let us consilder, for example, the question which came up in the
House the other day on the aid budget, At any stage is the case
for spending more or less on the aid budget compared with, let us
say, the case for spending more or less on the development of &
particular military aircraft? If so, how is that done?

(Mr_Scholar) Yes, there ig o stoge, during the survey,
at which Ministers collectively can oxercise, and do exercise,
that kind of judgement. It can, as I was saying earlier, in some
years come carlier on, or in some yeers it can come later on, bub
in my experience it is a stage which Invexriably does take place,

171s But usually at a later stage?

(Mx_Scholar) Perhaps more often than not at a later
stage in the survey, as the issues become sharpened;

172 Vould there, for example, have been the kind of comperison
I mentioned in the example just now?

(Mz_Scholar) It is quite possible that during the
ministorial discussions that kind of point would be made,

173 On what criteria?



(Mx Scholar) As the Committee knows, we have been
putting a good deal of effort in reccent years into improving the
analysis that we provide of the outputs of public expendituxre,
the comparison between those outputs with the inputs of public
expenditure and also the measures of performance in public spending.
We hope that the material that is provided for Ministers gives thom
the basis for making that kind of judgement., Inevitably, as I have
said to the Committee before, in some axveas we are better at this
then we are in others, but it is an awxea in which we are constantly
secking to improve our own performance,

174, The impression was given to the House the other day in
debate that the amount which the Foxcign Office had was in some
gense fixed, and there were questions of how it was divided up
within the Foreign Office budget; but no apparent comparison as to
whether a case had been made for, say, the total of the Foreign
Office budget being increased at the expense of some other
department, However, you are saying that that is not the cascj
that there is an appraisal as to whether more should ge on, szy,
defence (vhich obviously has a repercussion on foreign affairs)?

Mr Scholar) You will zppreciate that it is not for
me to disclose the content of ministerial considerations on these
matters, but I can say that there were a number of occasions which
were set up for Ministers to decide whether they wished to pursue
a higher programme in this case or a lower programme in that case
and to meke the kinds of judgements which are the judgements of
conflicting priorities which underlie this whole exercise,

Chaimman: Yes, we certainly would not want to go into the

question of individual cases, As I say, I merely take it by way



of making the question more specific, At the same time I thiank
we ought to be clear that this Committee snd the House do have wn
intercst in whetheor priorities are being correctly assessed., At
the moment certainly I think our perception of the way in which
this is done is, to say the least, a 1little cloudy. No doubt this
is something we can pursue with the Chencellor on Wednesday.
Mr Wainwright

175. You said just now that there were several fora in wvhich
Ministers discuss the relative priorities of one deparbment"_s
claims for expenditure as against ano-bher}s. What are these
different fora?

(Mz Scholar) When Ministers mest to discuss the Public
Ixponditure Survey they meet in various groups under various
chalirman, and, of course, one of those groups is the Cabinet,

Chairmane I think we can retumm to this probably on Wednesdey.
Lot us move, then, to the question of the Industry Act forecast,

Mr Budgen

176, Sir Torence, I wonder if I might ask you about the
Govelmen’c}s way of presenting its fubture proposals for inflation,
because it seoms to me that the Government is under increasing
political pressure to reflate, and yet at the same time the
Government is saying that it hopes to achieve sound money in the
relatively near future, Howevexr, that is not so, is it?

Sir Terence Burns) I am sorwy, what is not so?

177 The last point. The Government has no serious intention
of achieving sound money in the near fubuwe, has it?

(S8ir Terence Burns) I think the Chancellor's expression

this time last year, when we were discussing these matters, was



that the vltimate objective was stable prices; that he intended to
move in that direction, but reasonably gradually. That is begianing
to mzlke the inflation rate round about 5 per cent,

178, It is not likely that we shall see sound money on
these present policies during this Parliement, is it?

(8ir Terence Burns) We have not presented any forecasts

which suggest that there would be zexo inflation over the life and
time of the MIPS, I remember this being discussed at this time
last yeor. In temms of the profiles that we presented this time
last yeary the point of zero inflation came somewhere between The
end of the MITS and the end of the Public Lxpenditure Green Paper
period, There is no doubt, however, that the overall pressure upon
inflation remains downwardss that inflation continues to do betier
in gonorel than people are anticipating, and that the trend is in
the »ight direction,

179, ©Sir Terence, there is strong pressure to prevent
infletion rising above 5 per cent, is there aoi?

Sir Terence Burns) There is desire, on the part of
the Chencellor, to see inflation come down, It is not mexely &
desire to prevent inflation rising,

180, BSir Tevence, you know perfectly well what I am pubtting
to you. I am not talking about what the Govermmentis desire is ’
I am talking about what they are actually intending to do and
what they are prepared to enforce upon the economy and to take
the political consequences of, The fact is, whatever they may
desgire, uhoy are not prepared to screw inflation below 5 per cent

1
v

and to talke the political consequences of that screwing, are

they?



(8ir Terence Burms) I do not agree, The intention is

to bring dowm the inflation rate further, There is no suggestion
of putting in place a set of policies aimed at stabilising the
inflation rate at the current position., Our Jjudgement is that the
fromework of policy that is in place and was outlined in the last
MIFS will bring dovmn the inflation rate over the lifetime of the
MITS period.

181s It will not do it over the next two years, will it?

(8ir Terence Bumms) On vhat basis do you meke that

Judgement?

182, Because if you take the view that the cause, as opposod
to the immediate symptom, of inflation is an increase in the money
supply, is it not right that even leaving aside the arguments cbout
overifunding, the Government are printing money at about 10 pexr cent
per zxmwm? Is that not right?

(Sir Terence Burns) That depends upon lhe meosure of
monetaxry growth that you choose to examine, So far in this
financial year, as in the last financizl year and, if I recall,
the financial year before that, the monetary targets have been meot.
Those tergets were set on the basis that we judged to be eppropricte
to bring down inflation over the lifetime of the MIFS, As far ag
I cen see, the outturn is in line with the framework that we have
presented,

183. You are not answering the question I put to you,

Six Terence, The question I put to you wes: will it be brought
down below 5 per cent within the next two years?

~ (8ir Terxence Burng) We have presented forecasts,

Mr Budgen, vhich suggest that the inflation rate will be 4% pex
cent by the end of 1985,



184. There are two main indicators, are there not: one,
Stexling M3, and two, PSL2? Sterling I3 hes been increasing a%
about 10 per cent, is that right?

(8ir Terence Burng) Yes.

185, That actually is rather favourable to you, because
vhen the Chancellor was in a previous incammetion and went to
meke o speech at Zurich, he said that PSL2 was a better indicatox,
did he not, end that is increasing by 125 per cent, is it not?

(8ir Terence Burns) Yes.

186, So on two indicators the money supply is increasing by
something between 10 and 12% per cent, is it not?

(8ir Terence Burns) Yes,

rno

187. That means, does it not, that at some time in about
ox. 2k years the rate of inflation is likely to be about 10 per
cent less vhatever real growth there mey be, is not that so?

(Sir Terence Burms) Not necossorily.

188, Is not that the theory, at eny rate, upon which the
uni‘o::flnma'be British people elected the present Government?
(Sir Terence Burns) No, it is not.
189, Is it not?

(8ir Terence Burns) No, there is no suggestion of the

kind of mechanical relationship that you are describing, We hawve
set targets for two monetary aggregates: o broad aggregate
(Sterling M3), and a narrow aggregete (U1 Nought). We designed
renges, and presented them in the MITS, which we judged to be :
consistont with bringing down in_f'lation; In making that judgement,
we took account of recent developments of velocity and various
structural changes that have been taking place in the financial
maxkets, in particular examining what has been happening over the

last three or four years,



My Jjudgment is, was, and will remain that the monetary target that
we have outlined will gradually bring down the growth of money GDP
and on the basis that output growth is at the kind of trend rate
which we have hypothesised, that should be sufficient to gradually
bring down the inflation rate.

190, That would be if the Govermment was prepared to screw down
the PSBR and also prepared if necessary to allow interest rates to
go up, would it not? And the Govermment is not% prepared to do
either of those things, is it?

(8ir Terence Burns) Weli, the PSBR for this year is

going to be lower than it was last year - in fact, lower than it
has been as a percentege of GDP for quite a lot of years., Interest
rates went up rather charply, if T recall, in the summer period. Since
then that rise has been substantially reversed but nevertheless,
we did go through that experience., I see no evidence that the
Govermenl is not prepered to take the actions that are nccessary
to live within the franework of the MIFS as it was outlined at the
tine of the Budgets

191, And tho MTFS is extremely guarded in its forecast for inflation,
is it not? It spoaks of reducing inflation down o nought at some
time after the end of this Parliament.

(8ir Terence Burns) No, it is rather more precise than that.

It is true that it does not conbain forecasts, but it does contain a
nunber of assunptions about GDP and about inflation and the assumption
in the MTFS if I recall was that inflation would be & out 10 per cent.
by the end of the MIFS period., I would also remind the Committee
that this is a process that we have now been underteking since March
1980.In torms of setting up the MIFS the inflation ratc that that MT

has delivered has been pretty well the infletion rate that was contained
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in those assunmptions, It has involved a very steep decline in the infla~
tion rate from 1980 to what we have todaye. Methodclogy remains essent-

ially the same. The objectives are laid down and the broad assungtions
around which it has becn designed were set down in the MIFS and

they involve a programme that will bring down the rate of inflatione
192, Sir Terence, just a final questions in the face of

all these people who believe that the Govermment seriously

intends to create nil inflation perhaps within 18 months, don't

you think it would be better if the Govermment, for instence, just
occasionally pointed to page 8 and chart 1.5 in the Autumn Statenent

and told them that the forecast therc is for about 5 per cents inflation

and that by any standards other than those of the '70s, it is an

appalling defeat and i% is accepting a disgracefully high level of

inflation, and perhaps that might silence some of those who deplore

reflation?

(8ir Terence Burns) Inflation romains higher than the
Govermnent would like to see. It has put in place, however, a
programme which it believes will bring down the rate of inflation,

At no stage has it been suggested that the programme would bring down
the rate of inflation to zero in the space of 18 months, therefore to
suggest to me that because that has not been achieved the MIFS is
failing on that score does not seen to me to be correcte
Mr Freeman

19354 Gbod afternoon, My questions relate to the coal strike and to
capital investnont. If we can turn firat of all 4o the eifcot of the coal
strike on the forecasty; on page 3 of the Au'?umn Statenent in paragraph
102 it is stated that the formal assunptionlysnade that the coal
strike will be over by the end of this year. What happens if the

coal strike goes on to mid-pumner next year? What order of magnitude
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of additional public expenditure arc we talking about?

(Sir Terence Burns) I have not, I am afraid, got an estinate

of what the consequences would be for public expenditure of the coal
strike going on until noxt summere.

194, Has that work beon done in the Treasury?

(8ir Terence Burns) At various stages we have locked at the
rate of the cost of the coal strike, but as you can well imagine, that
is rather a difficult calculation because the position contirmes to
change in terms of the cost picture, and you have to makc a lot
of assunptions about the rate of rcecovery and the procecds that
are pursued after theo end of the strike. I have no other information
to give the Comittee on the costs involved in different assumptions
on the end of the strike.

195 Do you think it wculd be unrcasonable to assunme that if it
went on for 6 months beyond this formal assumption, the additional
cost could be of the aorder of a billion pounds, if it cost a billion
and a half pounds approximately extra for nine months of the strike
already?

(8ir Terencc Burns) I would have thought, in round rnumbers,
that does not sound a terrible lot.

196, Could I refer you to page 15 of the Autum Statenent, where
it is said in paragraph 158 that the additional clainms on expenditure
in 198485 nmean that the prospective outturnr for the plamning total
at nearly £128 billion nay exceed plans by about 1l billion, Could
you tell the Cormittee first of all where this 1% billion is actually
shown in table 2.1, which ig on page 22?7 Under which heading is
that shown? I an sure you do not have the figures to hand, but =—e———

(M _Scholar) Table 2,1, Mr Freenan, does not give forscast
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outturn by programe, It sinply gives the plammcd figures for 1984=85
go you will not find it distributed anongst the programmces there.
197 I an well aware of thate I an going to ask a quostion on that
in a noment. My question was under which departmental heads shown
in table 2,1 is the bulk of the 1} billion extra in public expenditure?
(Mz Scholar) I think one would find it under the Nationalised
Industries programe, and also in the Home Office programmce They
would be the principal places, I would gueoss,
Chairman
198, Do you have a split, or not?
(M _Scholar) 4s for this year?
199. Yes.
(M _Scholar) For 1984-85 I have not an analysis of it
Iy Froenan
200, Is there any recason why thig Committee could not be provided
with that in the future?
(M Scholar) I cannot inagine why we should not provide
you with an analysis of ‘thate
201, That being the case, do you think that you could indicate
why we do not have a column in table 2.1 which includes an estinated
outturn for 1984-85 because when the Committee tries to comparo the
revised plans in the fourth columnn, surely 'g;he correct comparisons
between the revised plans for 1985-86 wereﬁ;g outturn for the 1984-85
and not with the original Comnand 9143 figures for 198/4=~85. Is there
any reason why ws cannot have egtinated ocutturn figures by department 7
(Mz Scholar) I think the answer reelly is that the
estinated outturn for 1984-85 is not carricd out on this departnental

baaise
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202. I appreciate tha%, but you have just indicated to the Comittee
that you see no reason why we could not have an analysis of the 1%
billion excess over the original figures, the original estimated
figures, for 1984~-85, It should be possible to produce the column,
if that is the casco.

(M Scholar) I think we could do an additional piece of
work, which I take it the Comititee has now asked us %o do, but we have
not as a matter of form produced it in +this tablo. We did not in
the Autvin Statenent last year, and we have not thiu year,

20%3¢ Do:-you think, when you cone %o preparc the Auturn Statement
next year you could look at the advantage of including such a column?
It may raise issues of policy as well as practicality, but I think
it would be helpful,

(Mx_Scholar) Yess

204, Last question on coal: is the one per cent. increase in GNP
growth in 1985-86 due %o the end of the coal strike, which ig
esgentially pushing growth originally forecast for this year into next
year? How much of that growth is reflected in the increase in
stocks? On page 18 you will gee that the forecast increase in
stocks next year is about a billion poundgse Is most of the increase
therefore in the GDP coning from the ending of the coal strike? Can

that be derived from the increase in physical stocks?

(Sir Terence Burng) No. The increrse takes place beoguse in
change terns you are going from a position which is underneath what
would have been the case. In other words, the 1984 position back
to the level in 1985 that would have been the case anywaye We are
not adding an extra anount into 1985 to undo some of the effects of 1984.

In other words, we are not talking here about recovery of cutput to
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nake up sone of the lost ground of 1984, The extra 1 per cent.
pinply comes fron moving fron the position where the 1984 level
has been depressed by 1 per cente to the 1985 position, which of
course is by assunption ex-gtrike.

205, I think ny question was where will we find that
extra 1 per cente growthe Io it diffused in the economy, or is it
reflected in the increase in ccal stocks?

(8ir Terence Burng) It io derived because 1984 figures have
been denressed, not because the 1985 figures are increased. Therefore
the change is 1 per cente, higher, because the bass is 1 per cente
lowere Therefore you look for the effects of the strike in the 1984
figures not in the 1985 figures.

206, But the practical effects of the coal strike in terms of
national accounting have principally come from a run down of coal
stocks, and a fall in production, so the answer to my question is
yes, the extra 1 per cente increase in the GNP next year is
reflected by an increase in coal stockse

(ke Bvans) It is the run down in coal stocks which is
a considerable part of the f£all in stocks in 1984, but in addition
in 1984 the import figure is highor, because of the extra imports
of oil which are replecing the coals

207s Could you turn very briefly to capitcl expenditure =e———

(8ir Terence Burng) I hope, Mr Cheirmen, that that is clear.
We are not trying tocorade this issue in any sense. I sce some scepticism
around the Cormittece about the answer we have just givene

Mr Beaunont~Dark
208, I do not think anybody would ever accuse you, Terence, of

evading anythingd % could you help the nore sinple of us: we have

15



got a draft order which should not be for discussion but will be
for discussion on the coal industry — Linit on Deficit Grents Order
1984 Bearing in nind whet you have told us about it, it is to
increase the aggregate of grants nmade under that scction from
1,200 nillion %o a rather irmodest 2,000 millioﬁ;-? Vhat does that
nean except that the Govermment is going to, once again, if I nay
uge a euphenisn "shovel good noney after bad"? Docs that nean
we are going to control the kind of noney going into the coal
industry if we are asgked late at night to nodestly put up by 800 million
the grants that can be nade to the coal industry? Vhet would you
gsay? I would like to see it the other way, wouldnft you?
(8ir Terence Burng) I do not think this is a question
for nee
209, But surely it ise I an not adgking you for a political
answer -~ I an asking you for a factual answer,
(8ir Terence Burns) It sounded to ne rather as if you were
putting an issue of judgnent to mel
210 Noe ILet ne put it to you in a non—pegjorative way = I thought
I had; it is oy natured Can I agk you then what you would assune,
if you were told that you were to be asked %o increase the aggregate
nature of grants from 1,200 million %o 2,000 nmillion? Can I ask you
then, as an adviser to the Chanmellor, what would you assune by that?
That you were going to spend norc nongy or logs nonay?
(8ir Terence Burns) It sounds to ne as if we were going
to opond more noney.
211 Righte Well, we rcally are at one, because I have agsuned
the sane thing with ny lack of your training, so if you are going to
gspend nore nongy, would you assune that the Treasury night not - I don't
gsay will - have to find some of that, because it cannot come out of
16



losses, can it? Is that fair? \Vhore is it allowed for in the Autunn
Statenent figures?

(M Scholar)  The Committee will bo aware that there
are winter supplementeries before the House at the nonent, and there
is a winter supplenentary for the coal industry of over £600 nillion
and I inagine that this Order, %o which you have rcferred, about
which I an not briefed in detail, will relate %o the cost of the coal
strike this year, as indeed the supplenontary estinate relates,
o it ney be that the increase in the linit to which you have
referred is an increage which arises ocut of the current yearts

gpend in this ‘-area.
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Mr Beaumont-Darks: So I should not worxy about ite
Chairman
212, It is in the Autum Statement?

(1t Scholar) The total of the supplementary estimates
which are before the House at the moment are taken full account of
in the forecast out-turn of nearly £1238 billion in Part I of the
Autumn Statement,

(Mr Cassell) And that will also be included in the estimate
of the public sector borrowing reguirement for 1984~85.

Mr Beaumont-Darik
21%3, That has to come out of the increases to be put on the
consumer via increased electricity, woter and gas charges, I assume?

(M Cassell) I think we are talking about 1984-85,

(8ir Terence Burns) It has been taken up in increased
borrowing. There is the cost of the coal dispute which amounts to
a figure which is very much the same os the extent to which the
PSBR is higher than was outlined at the time of the Budget.

IMr Freeman

214s My second question is on capital expenditure fixed
investment, The Autumn Statement shows that in real terms fixed
investment in 1985 will be about half the rate enjoyed in 1984,
the figure coming down from T4 per cent in 1984 to about 3 per cent
in 1985, That is for the entire economy, On page 11, paragraph 1l.43
that is broken down as between private sector and public sector
investment and the Autumn Statement acknowledges that private sector
investment is gtill rising, is forecast indeed to be higher next
year, or at least experts believe it might be higher next year
then this year. Therefore the implication is that the public

gsector fixed investment will fall very significantly next year.
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Therefore how can one square the Chief Secretary's recent statement

reported in the Financial Times on the 22nd November, when he said

that the underlying gross capital spending figure has been broadly
stable in real terms at around £22 billion for the past fiveyears?
What is the equivalent figure for next year in terms of gross
capital expenditurc in the public sector?

(Mr Scholar) So far as the plans are concerned in the
Autumn Statement there is no brealtdovm between current and capital,
The Committee will have to wait until the publication of the Public
Expenditure Wpite Paper for that. In the Autumn Statement the
plans shown contain nobreakdown between current and capital because
the precise breakdown still has to be made and decisions have to be
made in that regard. So the Committee will have to await publication
of the Public Expenditure White Paper to get a full analysis of
that breakdown.

215, I accept that, What ic the answer to my question based
upon the information we have now? It seems likely in the next fiscal
year that public sector capital expenditure will show a fall in real
terms from the year we are already in.

(Mr Scholar) There are some elements in the plans which
certainly point in that direction, The privatisation of British
Telecom for a start will cause a large reduction in the capital
investment programme of the nationalised industries, Investment
will grow in the private sector but it will show up as a sizable
reduction in public sector capital expenditure.

(1x BEvans) If I may add something about the precise numbers
in the Industry Act forecast? TAs Mr Freeman has said, the text
on page 1l draws attention to a further quite large increase in

private sector investment in 1985, The figure given here is
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of 7 per cent by volune, However, the forecast for total
investment by both public sector and private sector is for the
smaller increase of 3 per cent, and that difference is made up
by a small increase, as the text says, in private housing investment
and by a small fall, not a very large one, in the overall public
sector work by volume terms,
Mr Howell

216, Could you explain the rather large error as far as the
North Sea oil revenues are concerned? We were told about eight
months ago that £95 billion would be the figure and now we are told
it is going to be £12 billion. That is an error of something like
25 per cent, It does not give us much confidence in one set of
figures or the other,

(8ir Terence Burns) I am afraid there is inevitably a
large degree of error surrounding the forecasts of revenue from the
Noxrth Sea, It ig in the naturc of the calculation, The prices
are fixed in dollars, It depends on the dollar/sterling exchange
rate,and even the velume that would be produced is something which
can frequently vary quite a lot from the forecast that we have made,
On this occasion it is because the pound is lower against the
dollar and because the volume of oil that has been produced has been
higher than we expected,

217, Can we know by how much the incre=se in output has affected

(8ir Tercnce Burng) I think in broad terms, as far as I
recall, it is about two~thirds down to the price in terms of sterling
and about one=third to the higher volume,

218, Are your forecasts based on an unchanged US dollar/pound
relationship?

20



(8ir Terence Burns) It assumes that neither dollar prices

nor the dollar/pound exchenge rate chonge very much from the
current levels,

219« If I could turn to Table 2,1? I am sure you will agree
that o very important factor in arriving e::b the forecasts is what is
going to happen to unemploymente VWould you agree that it is very
misleading to see that these accounts are shown in such a way that
expenditure
/by . the Departnent: of Employment is going down, which presumebly is
because there will be o lower anticipated take-up of YIS, which all
cones into this, but at no stage is there any drawing together of
thecosts of unemployment, Would you agree that is something which,
as I for one have called for for some time and feel should be done,
should be shown in theseé accounts as one particular item? Could I
have your comments?

(Iz_Scholar) On your first point indeed the downward
movement in the figure for the Department of Employment does indeed
arise in part from a revision downwards in the take-up of the Youth
Training Scheme, That is one of the elements that has produced a
reduction offset by a number of other increases. But we produced
the Autumn Statement document, very ropidly after the decisions
that had been taken which underlie the document, and it is very
difficult to give all the detail one would ideally likc to scc.

The Public Expenditure White Paper has, in the social security
chepter, an analysis of payments made to different categories of
benefit recipients which I think conbtains some of the information
which you are seeking,

220, Bven in the Financial Statement it never appears as one
item and I feel that it should, because here you have%.tn social

seourity — I assume that the reason for the increase in expenditure
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on social security of £470 million is very largely due to
increased unemployment?
(Mr Scholar) It is partly due to that,
221, Yes, but we cammot see it, Could I make a specific
request that expenditureon umemployment be drawn together?

(Sir Terence Burns) I think this is a question which you

mey wish to put to the Chancellor on Wednesday,
Chairman
222, I was not quite clear vwhy you thought that, Sir Terence.
This is presumably o straight statenent of fact is it not?

(Sir Terence Burns) The whole question of the presentation
of information and how one pubs these numbers together, what totals
one wishes to do, the extent to which one wishes to change publica~
tion date of documents in order to be able to do more detailed
calculations, seems to me to be an issue for the ministerial
decigion, Mr Chairman.

VMr Howell

223, There is one other point on the question of housing.
Have you seen the report in The Guardian last wock which indicated
that due to joint tenancies and joint owmerships the expenditure
could be as high as £190 million more than anticipated, and
whereas the roceipts were expected to reduce expenditure, loopholes
have been found which might increase ite, Do you know of that
repoxrt?

(Mr Scholar) This is specifically housing benefit, not
the housing programme but social seouprity programme.

2244 It is housing benefit?
(Mr Scholar) I am not aware myself of that report

but of course the whole area ofhousing benefit is, as you well lmow,
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under review at the moment end the Secretary of State for Social
Services is conducting a review of that as of a number of other
areas.

2an, Could we have some statement on that because it seenms
to me that this 310 reduction in expenditure might well be
sexriously upset,.

Mr Scholar) Over 310 reduction of expenditure relates
to the Depamtment of the Environment!s housing programme and not
to the DHSS programme,

226, So that would come in the DHSS?

(Mr Scholar) It would be taken into account in the DHSS

figures,
Mr Wainwxight

227 Sir Terence, I am asking about the estimated cost of
interest payments on Govermment debt for 1985-86 because not only
is there o quitc considerable upruling of the expected interest
payments for the current year, but in the Autumn Statement there is
an even more substantial, in fact double, uprating of the estimated
cost of interest payments for 1985-86, Vhy has this arisen for
that particular year?

(Mz_Evans) The answer in both years is essentially the
same In that the upward revigion to the cgtimates of debt interest
shovn in Table 1,7, compared with the corresponding table in the
FSBR, reflects increased borrowing in 1984~85 and reflects a higher
level of interest rates than was expected al the time of the March
Budget,

228 So we can take this higher figure for 1985-86 as an
indication that the Treasury estimate is that prevailing interest

rates will remain higher in 1985-86 than they were, say, at the
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begiming of this present year or ot the time of the 1984 Budget?
(M Jvens) No.
(sir Terence Burns) No, you cammot assume thats A1l
it tells is the comparison between what we are expecting now and
what we were expecting at the time of the Budget,
229, That indeed was my question - at the time of the
Budget. So interest payments have been uprated and you expect
that to be a prevailing rate for 1985-867
(Sir Terence Burns) You imply from that something about
the level we were expecting comparced with some particular date in
the paste
230, Well, the Budget of this year,
(Sir Terence Burns) No, because it is a question of
expectations now against the expectations then, As you know,
we do not provide a profile of what we think will happen to
interest rates in these forecasts because they are subject to issues
of market sensitivity. So you cammot assume anything about whether
we think the level will rise or fall, All this tellsus is the broad
conclusions that we reach now about these levels compared with the
conclusions we reached on the last occasion.
231, But don't the broad conclusions you have now tell us
gsomething? They must have a meaning, or arc they just plucked
out of the air?
(Sir Terence Burns) It is quite clear they could mean
a variety of things. At the time of the Budget we thought there
would be & steep decline; now there is a less steep decline, Or,
at the time of the Budget we thought they were going to be flat and
now we think they are going to rise., The whole thing is relative

to what we anticipated,
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232, I have no recollection whatsoever at that time of the
1984 Budget of the Chancellor saying that rates might well be in
a period of steep decline.

(8ir Tercnce Burns) I am not suggesting this — I am not
making any suggestion, I was giving an example of how it has had
to mean o range of outcomes,

233, You are saying then this figure for 1985-86 telle us
nothing of the Treasuryls estimote of the likely prevailing rates
during that year?

(Sir Terence Burns) Of course not, no; mnot that it

tells us nothing, This figure is dewxived from a judgement of our
level of interest rates and depends on the stock of outstanding
debts in texms of the change from one yeor to another, One can get
some ldea of the scale of what is involved, I simply wanted to
analyse that simply by comparing the interest payments in this
document with the previous document, That in itself tells us

nothing about the expected level of interest rates.
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234, Ve shall want to pursue that with the Chancellox,
Sir Toronice. On this whole question of interest rates, why in
any case should there be any question of their being so high in
1985~86, becauge is not the Treasury;s whole theoxry that by
serewing down the public sector borrowing requirement end getiting
it dowm to en estimated £7 billion, you are bringing down the
price of money and the cost of borrowing?

Sir Terence Burms) Yes, the strategy with re{,eu:'d o

borrowing is to bring down the PSBR oz a percentage of GDP, in
ordor to take pressure off chort-tem interest rates. That stonds
That remeins the policye

235, But how do you reconcile that with the estimate of
Govermment interest payments for 1985-86%

(8ix Terence Burns) Simply thot the extent to which
we expect Lo see progress in that ares is not as great as we
expecied at the time of the Budget. However, that is only paxt
of 1%, end not necessarily a large paxt. Obviously the fact thet
the boxwowing requirement for 1984-85 has turmed out to be higher
then, oxr we think it is going to be higher than, we expected, at
8% o8 against 7.2, means, of course, that there will be high
interest payments to be paid on that larger amount of outstanding
debt. Thot will affect this year and it will carry forward into
next year,.

236, Yes, but surely the proportion of 1984~85 public debl
(incidentally, much of which has been covered by overfunding
earlier in the year), compared to the totzl of Govermment debt
outstanding —~ the 1985 proportion ~ is smell, is it not?

(8ixr Terence Bums) The extra debt in 1984~85 is

£1% billion,
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Chairman
257« But that, compared with the totel of national debt, must

sunely be rather small?

(8ir Terence Bums) It is. Compared to the total otul-

stonding, it is a relatively small figure, but it can still accownt
for some of the change,
Mr Wainwright
258, But only a little?
(Mfx Bvens) Yes. The change in intexest rates is
probably a bit bigger as a reason for the change,

(8ir Terence Burns) Tho aversge level of interest xatos

in 1984~85 looks as if it is going to tuwxm out to be higher then we
expected in March., After all, we Lad the steep rise in July and,
a3 L sadld earlier, this is substantially being umdone, but it is
likely to leave the average level higher then we anticipated,

239, But throughout my questioning I have been referring to
198566, end I reslly do no® understend vhy a rise in 1984-85 is
going to account for anything lilke the siteep revision upwards
which you have for 1985-86% :

(Sir Terence Burns) As I say, part of it is the
question of the debt, and paxrt of it is a chonged view of intemest
rates, Of course, partly (which also takes place at this time of
the year) it is simply a change in the assescment of what this
will deliver in the way of interest payments, because it is not o
simple 2 + 2 calculation deriving the forecast of interest poy—
ments, and obviously there is a question of assessment as well,
Even if you know exactly what the average level of interest rates

are going to be and you know exactly what the outstanding debt is,
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it is still a matter of some judgement to guess what the total
interest payments will be,

240; Has it got enything to do with the vexry sharp decline
(vexry shoxp indeed) in the savings retio? Are there less savings
from wvhich to borrow?

(8ir Terence Burns) I am soxrry, which sharp decline in
the savings ratio are you referring to?

241, The British public"fs savings retio, and the one which
is showm in your Chart 1.7 on page 10, The poold. of savings is
shovm as having been coming down faixly shaxply ever since 1980-31,
is it not?

(S8ir Terence Burng) Yes, but it has not changed very

much in 1984 relative to 1983, and we are not looking for a great
chanze in 1985 eithex,

2424  VWhy should that be so? Do you feel that people are now
axdous to restore their savings, because they think inflation is
on the up again?

(8iz Terence Burns) No, it is eimply because we are

not loolking for the scale of decline of inflation into 1985 that
we have seen in recent yecars, and also because 1985 is likely +to
be a yoar when real incomes rise at least at trend rate, and those
ave not typically the circumstances where you see a decline in the
savings ratio.

My Vainwright: Thank you.

Mr BeammonteDaxlz

243, I wonder if you could help me, because I am o bit lost

amongst all this, frankly, so if we could just go through one or

two things together it would be quite helpful. In your business
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school deys and, indeed, my own more humble ones, I was always
told that if you feed the losers and sozk it from the successful,
that iz a receipt for bankruptcy in private business, VWould you

think that is true, or would you tell pecople that, or not?

(Siz Terence Burns) I do reccll making similar kinds

of shobements in tho past, Mr Beaumomb-Dexic)

244y I an glad you said that, because I remember some time
when you said something similar to thet} I am not blaming you fox
this, bubt whot worries some of us now in business, and on the
peripheries of it as I now am, is that we have these nationalised
industries and we are doing precisely vhat we always lectured
people they should not do, We have got the coal industry wvhexre
we ave now being acked tonight to inciease their modest contingency
losses to about £2 billion, We have got the railways and we have
got steel, A1l those things go along burbling and meking huge
losses. Then we have the others, the milchcows (which is a tem
I used to have used to me by lecturers), meaning those that were
able to churn out the money. That tums out to be electricity,
gas end water, I would have thought that what we are now doing is
precisely what we would tell a businessmen would be the very
vorst thing he could do. If you look at the figures, we axe now
entering a situation whereby attempts are being made to bolster up
the chences of cutting direct taxes, I want to talk to you about
the illusion of tax cuts., The illusion of tax cubs, in my view,
is thal I believe in indirect *haxation, end indircet taxation to
me means that it is avoidable, I smoke and drink - relatively
modestly, but I smoke and drink, I do not have to. In other

woxds, it is avoidable, You can buy en expensive suit or a cheop
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suit, but you cammot choose whether you eat, you cammot choose
whether you heat your home, you cammot really choose whether you
heve wabor in it; S0 you are a captive tax market, If you look

at what we are now doing, if you take waber, there the CBI (one

of the great supporters of the Government, as I am myself) have now
said today that a typical papermeking company, if they can get owey
with a 12 per cent increase, are going to be faced with o cost of
£47,000, It is very likely that it is going to cost compenies in
the Midlands, where water is used in some of the steel processes,
£50,000 ox £60,000 (that is, if it is 12 per cent), That is
beconse the IFls that they have been set have now been reduced on
water overnight, which, if it happened to any private company,
would noan that they would go bankrupt. They have now been
reduced from £443 million to being self;fmelﬂ.cing next year, lhat
would you think if you were a businessmon, if you had that trick
played vpon you?

(8ir Terence Bumms) In general (if I may moke one ox
two general statements, then Mr Scholor can spcak about the
particular subject of water), the decisions about the EFLs,
decisions about prices and the rates of meturm to seek from
industrics are based upon views as to what kinds of return one
should be getting from the capital thel is employed there,

245+ Can I say, I am very glad you said that, because thai
is precisely the point,

(Sir Terence Burms) I am doing quite well so fam,

Mr Chodzmend
246, Vhy not the seme rate of return, then, for the coal,

the reilways and the steel? Because you know you cannot get
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awey with it; that is why, is it not?
(8ir Terence Burns) I think that the position of the
coal industry at the moment is a rather special one.
247« It has been for the last 50 yeaws,

(é‘;.r Torence Burms) As far as the other two industiries

are concerned, I think that you would agmce that there has been
progress made towards getting a more efficient industry, IL you
wigh, 11x Scholar may wish to say something about the water :Lndu.:rb::;ﬁ
M Scholex) On the water industry, as I understand it,

the industry is curvently earning about 1 per cent real return on
its assebs. The new financial targets vwhich are being set for the
industry imply increasing those targets to about 1% to 2 per cent,
I think, That is in 1987~88, They would still be earning s real
retwm on their assets, of under 2 per cent, I do not honestly
think that one could describe that as their milking the consumex,

248, I still come back to the other question, then, Ve are
setting ourselves, quite rightly, lcw inflationary targets; How
can you say that a virtually nil inflotion is possible, vhen
:Lndustries? costs and the costs of people in the homes keep on
being hammered? Or do you not think that a typical papermoling
company having to pay £47,000 is at all inflationary? If industry
cannot keep its prices down because of the burdens being placed.
upon it, how cen you keep inflation down?

(Sir Teronce Burns) Mr Beamsont-Dark, if you look ab

the foraecast for retall prices that is on page 9 of the Autumn
Statement, you will see that the forecast that we are making fox
nationalised industries is roughly the seme as the overall rate

of inflation., Vhen you come to take account of (as you descrived
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it) the buxrdens upon industry, you have got to take account of a
numbe of_things: the abolition of the llational Insurance
Surchexge, etoetera. Company profitebility is really doing rathex
well, If you are looking at the whole question of backing the
winners oxr the losers, what you are seoeing are some really quite
ropid increases in profits, rather e heslthy position in tems of
liquidity and, as I say, nationalised industries! prices rising ob
about, or a little bit less then, the overall inflation rate,

249, No, you really cannot get awey with that, because we
have in these figures 3 pex cent for wage increases for the Civil
Service. So I hope you are not going to say that everybody in the
countzy has got to have wage increases of around 3 per cent, while
in the cese of industries, on which we have some influence (wo
are always lecturing the CBI and we axre always lecturing the
waions upon what they must do about their prices), where we hewve
a chance of leading, we lead the other way. I wmust tell you,

I think that the EFL decision made to industry is basically an
outrage. By "an outrage" I mean that we lmwow that based upon
what they have been told are their externel Jinancing limits,
over the next three years the cost of waber to industry, as well
as to the domestic ratepayer, must be an increase of at least 50

pexr cent,



All good generals arc neant to lead from the front, and to say thati
this is only going to be one or two per cente tn noney is no goode
Vhy mat it be this critical year, when industry is trying Go recover,
that its costs have to be escalating vhile it is being lectured about
keeping down its own prices?

(8ir Terence Burns) I thought we agreed earliex that it
wag right that the prices should be set in such a way that industry
shodd earn the appropriate rate of return on the assets it is enploying®
To do otherwise io effectively %o subsidise the users of those producta.

250, But not overnight — not when industry is trying to recover
fron traumatic change, and if you take your own table 1,3 on retail
prices, it says there that it excludes water.

(8ir Terence Burng) That is true.

251 And it excludes water, because that is the biggest increase
out of any increase that industry has got to face?

(8ix Terence Burng) Let mo assure the Committes, lost it
foels that inmplies we have nissed out water from these calculations
altogether, that it actually happens to be in the housing role in thig
table and housing is also growing slightly less than the average.

Mr Beaunont-Darks I know it is not your fault, so I will save
ny aggressive questions for the Chancellord

Mr Wainwright

252, Mr Scholar, interjecting with Mr Beaunont-Dark just now,
pointed ocut that the water industry was only yielding a return of 1 per
cent. on its aspets., Will he confirm that that 1 per cent. io not on
the historicel value of its assets, but is acimwally on the eatinated
replacenent value of the whole of the water industry's assets, which

were revalued specificelly two or three years ago?



(Me _Scholar) I an afraid I cammot give confirnation on thate.
Mr Wainwright: It doss nmake all the differencse
Chairnan
253, I think we ought to be clear about thise Sir Terence
gave us a figure of going up fron 1 o 2 per cent.
(Ve Scholar) It was my figure.

2540 Well, we must know whether it is on histoaric cost ar replacement

ccats
(Me_Scholar) Yes.
2550 VWhich?

(Me Scholar) I inmagine it is replacenent coste
256, If that is so, the figure on the historic cost would be
vastly higher, would it not? Since much of the water authorities!
equipnent goes back 50 years.

(M _Scholar) Yese

257 The rate of return on higboric cost may be perfeclly reasonables
vhether that is the right basis or not is another mattcr, but we need
%o know which it is.

(Me_Scholar) I imagine it is being done on replacement cost
but I can provide a note for the Committee on that, if that would
helpe.

Chairman: I think we should certainly need & note.
Mr Beaunont-Dark
258, Could I meke one final point on this: at the very tine
that we have suddenly pounced on the water industry, it is known
that sone naing and sewers are going to have to be replaced, so the
actual effect upon the water rate itself is as excessive ag it is now.

If you take Birninghan, Sheffield, Manchester, Liverpool, they have had
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their inprovenent grants and so forth cut, which is arguable, but
understandable, but at the sane tine, when you have to do this great
replacenent prograrme, is it really sensible, is it good econcnics,
to suddenly discover that this can be nilked for all it is worth
tacause people cannot do without water?

(Me Scholar) I think part of the decision on water which is
shown here in the Auturm Statenent is a decision that investnent in
the water industry will rise quite sharply between 1984-5 and
1985~6, I think there is a 10 per cent, cash increase buil® into
the figures, and that is part of the package vwhich we have been
discussing, and which I think has also involved an estinated 12
per cent, on average increase in water charges between the ¥wo years.
This 12 per cente figure, as I understand it, is rather a ~w——

259, Low figure?

(8 _Scholaxr) Well, it is a shot in the dark., Nobody quite

knows what the figurwe will bes

Mr Beaunont-Darks: I will stake you £50 it will be 25 per cente

Chairnan: I do not think we can engage in side betad

Mr Sedgenore

260, I an getting slightly puzzled, because you have this capacity
t0 agree with Mr Budgen and Mr Beaunmont-Dark, and Mr Budgen appesrs to
be asking questions on the bagis of one econonic theory and Mr Beaunont-
Dark on the bagis of an entirely different cme. Could you tell ne
ag a natter of interest,; in relation to Mr Beaunont-Darks questions,
whether you believe that forcing public nonopolies %o raise prices
ig inflationary, or deflationary, or neutral?

(8ir Terence Burns) The statenent I agreed with wes that
the Nationalised Industries as with other indusiries should earn the

correct rate of rebturn on their aamsets. If that involves & change
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such that the price level goes up then cbviously in that yeexr the
inflation rate would be higher, unlessg the revemue that comes fron that
goes to offset that which nay well happen. It depends what use you
put to the revenue, bui it would not produce a sustained increase
in prices.s It will be a sinple one step change.
Mr Fisher

261, Sir Terence, earlier you answered a question of Mr Howell's,
gaying that the agsunption behind the Auturn Statenent wag the
exchange rate would renain approxinately stablee I you agree that
if those assunptions prove o be wrong, then a great nany of the
figures in the Autunn Séatenent are thieatened?

(8ir Terence Burns) Well, %o the extent that the assunptions
are wrong, a great munber of the figures night have to be changede
That depends on how far they are wrong, and which particulax
agsunptions we are dealing withe As I mentioned in ny earlier reply,
gone aspects of the forccast of revenmues and expenditure ere inherently
nore volatile and uncertain than others.

262, Can you tell ug if it is still the policy of the Goverment
and of the Treasury not 4o have a policy on the exchange rate? That
is what you told us lagst years

(8ir Terence Burns) I an not gure I would phrase it in
quito the way that you have dones Treasury has no target for the
exchange rate. It takes it into account in wssessing nonetary
conditions,

263, TFven though the exchange rabe is clearly vory significant in
the assunptions behind the Statenent, you still stick %o your view
that you should not have a target for the exchange rate?

(8ix_Terence Burng) Yes, although i% is clear that variations

in the exchange rate will affect, to differing degrees, a munber of
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the calculations in the fiutunn Statenent, but that ic sinmply

a reflection of reality - target or note I an sure the exchange
rate would still on occasions be different to that which is
forecast.

264, Pottery mamufacturers in ny constituency who are very
dependent on exports to Anerica are working for their purposes
on an assunption that by next spring, the exchange rate will be
sonewhere between £1,30 and £1.40 against the dollar, Vhat projections
have you dono?

(8ir Torcnmec Burns) We have stated in the Auburn Statomont
that the assunption is that thore will not be any significant
changc from the currcnt levols. If your congtituents arc in that
position and they arc correct, they will be in a position 4o make
a large anount of noncyd

265, Because you are so confident that your assunption i right,
you have not made any projections at all about how you would
re-assess the figuree in the Autunn Statenment, if the ratc went
up?

(8ir Terence Burns) I have no confidence in the sense that
you are inplying that other people have, about what will happen to
the exchange rate, lixpericnce suggests that the ocutturn can differ
quite significantly fron the assunpticns that we make, Exchange rates
are vexry volatile.

266, My question was not about your confidence. I an asking what
provigion in figures and statistica you have given to tho Chencellor
for the change in the Autunn Statenent in the gensral projecticns,
supposing it went up 4o, say, 1le30 or 1,40 or even 1,507 Have you
not done any figures in providing the Chancellor with those soart of
warnings?
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(8ix Terence Burngs) Ve are aware of the sensitivity
of the calculations with mgpect to the exchange ratee In arder to achieve
a gystenatic set of calculations right across the board you have
to specify rather precisely quite a lot of assunptions about whether
one is speaking of a paréicular bilateral rate, o whether one is
speaking about the effective rate; in turn what effects you think
that would have upon world commodity prices, and in partiomlar
upon oil prices, the impact upon the inflation rate, etce We have
often put out documents which have shown various stylised
simlations for changes in the exchange rate, showing the inpact
upon output and inflation., It is one of those things <hat we do
as a regular course of actione

267, Have you t0ld the Chanpellor or perhaps you could tell the

Cormittee how ruch Nordh Sea oil reverme would be reduced by
if the exchange rate fell by, for instance, ten per cent,

(Sir _Terence Burns) I think the rough arders of magnitude,

for a one per cente. change to the eterling oil price, from whichever
source it came, would be about 150 nillionse.

268, What effect is this going to have on the Goverment and
the Chancellor's predictions on tax cuts next ysaxr? For instance,
what change in the exchange rate, if the exchange rate rose, would
affect the levels predicted in this year's budget? Would those tax
cut predictions have to be abandoned?

(Sir Terence Burng) There is no doubt that if there was

a very large change in the sterling/dollar exchange rate which did
not have any compensated change in the dollar price of oil, the figures
for the PSBR would be affected, and the projected fiscal adjuastnent

would be affected.
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269, Since one journalist has said, in commenting on the Autumn
Statenent, that the Chancellor secms to be working on the bagis of
a falling pound and North Sea oil tax cuts, if the exchange
rate goes up, do you anticipate, or have you given the Chancsllor
any figures, what would happen with a rise in taxation?

(Sir Terence Burns) Well, I do not think that particular

statenent is anything more than a piece of journalistic licence,
but there is no doubt that the projected PSBR would be affected
by a chenge in the exchange rate, as I have mentioned, but I have
to specify also, as I said earlier, very clearly that there are
a lot of other assunptions at the sanc time in naking a precise
calculation, because a mmbor of these things are very closely rdated.
It depends whether it is sterling affected exchange rate thak
is changing., It depends whether it is dollar, Therefore,
it depends what inpact it is going to have upon dollar prices, and
4o what extent it will have an effect upon cur own inflation rate and
our own coste I do not think there is any sinple ready reckoner that
I can give you to produce a do-it-yourself calculation aboul
what will happen in @ budget on the tegis of particular sterling/
dollaxr exchangs rates.

270 But you do I take it recognise that there is a relationship
between the exchange rate and the Govermment's future fiscal policy?

(Sir Terence Burng) Oh, indeede I hops I have made thak

clear, I fully recognise the extent to which changes in the exchange
rate can affect the calculations, the projectiins, of the revemues that
will be earned, particularly on North Sea oile.

271e VWould you not agrese that what we are seeing in this Autunn
Statemént is that the Govermment taxation and fiscal policy next

year is actually dependent on the exchange rate?
39



(Sir Terence Burna) No, not in the way you describe it
It is always the situation that at all times, if you have a resource
the scale of North Sea o0il, changes in the exchange rate are actually
going to have a significant inpact upon the revenues. Indeed, if
I recall, in the last PSBR it was also suggestecd that the size of
oil revenues is ons of the factors teken into account in setting
the PSBR - paragraph 217

272 This is a rhetorical question, but would you not feel that
all that is rather strange, going back to what you gaid earlier,
that the Govermment does not have a target for the exchange rate
given the importance of it obviousgly in the Govermment's future
fiscal and ‘Yaxation policy?

(8ir Terence Burms) But the weather has an imporient influence
upon whether I get wet or not, but I do not have a target for the
weather —~ for the very good reason that there is not a great deal
I can do about it.

27%e Can we turn to page 13 and paragraph 1,50, This is entitled
"Unemploynent”, a short paragraph, and it is rather short on statistics.
It only has one stabtistic in i%, which is a monthly average increase
put at 15,000 since the beginning of this years Vhat is the
evidence for the assunptions behind this paragraph?

(8ir Terence Burng) I am scrry — which particular aspect of it?

274« Well, the projections of the Govermment on unemployment
and the unemployment drend, which again is fairly important for
public expenditure next yecar and for the whole future of industry.

You nako assumptions in that paragraph based on stable unemployment,
glightly risings What evidence have you given the Chancellor for

hin 0 cone to those conclusions?
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(Sir Tevence Burns) That is a question first of all -

we always go through this issue at that time of the year ~ the
question of the status of the figuresfor unemployment,

275, We will agree they are working assumptions,

(Sir Terence Burms) I would like to get that on the
record first =~ if you will record they are assumptions, As I
have also said in the past it wouid be unusual if the assumptions
we made varied a great deal, particularly for the year in question,
fromthe expectations we have. It is based on a judgementahont the
impact of . the growth rate we forecast;combined with a numbe® of
other judgements we have to make on productivity, etcetera, the
impact that will have upon the level of unemployment,
and in turn the impact of thek =remphiyment.

276. If you will go hack to paragraph 1,29 it is said there
that earnings rises are well above price rises and the Chancellor
in a speech to the Commons recently said exactly the same thing,
that thet will continue again next year, He went on to say that if
we hod the price/wage parity for two yenrs it would oreate a
million jobs, and for three yeors it would create 1% million
jobs. He is assuming a price/wage parity is worth about half a
million jobs o year. What are the wage equations used to generate
those figures which the Choncellor put very confidentially to the
conference,

(8ir Terence Burns) They not so much depend on wage
equations as they are dependent on the judgements of the impact of
wages on employment, and of course in turn wpon output. They are
based on an assessment of the various pieces of evidence that are
arowad which suggest there is an elagticity of somewhere between

a half and one in terms of the impoct of changes of real wages on
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employment, Part of that is because it would be expected to

change the level of output and partly becouse it would be expeoted to
chanze the level of employment in relation to output, I may soy
the Chancellor did suggest at the time of his IMF speech that we
were doing some work in this area and hoped to produce a picce of
work, and we still have hopes to do that reasonably soon.

277« What figures have you given him that he comes to that
conclusion of half a million jobs & year in the event of wage rise
parity? Is that o hope of his oxr actually a prediction, or a
detailed assessment of yours? Does it have a profile in different
sectors of the economy and how do you arrive at those figures?

(8ir Terence Burns) First of 2ll it is derived from an
assessment of the evidence of studies made by other people of the
impact of real wages upon employment, As I said earlier, the broad
judgement that we came to, looking at the evidence, was that there
was an elasticity of somewhere between o half and one, Toke
three quarters - that means 1 per cent change in real wages will
affect the level of employment by three~quarters of one per cent,

We have also done calculations using the Treasury model which
produce similar kinds of results, Ve presented one set of
calculations to NEDC a couple of years ago which showed the effects
of changes in nominal wages on output and employment, and those
changes in nominal wages had implications for changes in the real
wagess We have been redoing those calculations and if you take the
evidence as a whole it is consistent with that kind of figure.

It would not impact immediately; you wauld not expect to see changes
in real wages in the year affect the level of employment in year one
to that extent, It would take three or four years to get the full

impact of that through, But those axe broad numbers that we have
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come up with from our work in this aren.
278e¢ Finally, with non-coal output rising, why also is there
o rising trend of unemployment?

(Six Terence Burns) I am SOTTY scee?

279« Output exclusive of coal is rising - it is in all the
figures here in the Autumn Statement, How do you account for the
fact that uwnemployment is also rising?

(Sir Terence Burns) Outpubt has been rising at a rate

over the last four years of somewhere round about 2% per cent per
anmm, Productivity in the whole economy has been growing at more
or less the same rates So the level of employment, taking four
years together, has been broadly stable, but with the rising labour
force and more recently the rising participation ratio that produced
an increcse in unemployment, it has produced an increase in
unemployment,

280, A rising trend, as you predict, in part-time employment -
is that how you see things going?

(Sir Terence Burns) There has been a rising trend in

part-time employment for ten or fifteen years, It has been quite
pronounced, My comments relate solely - what I have just been
deseribing to you is what has happened over the last four years,
this dramatic arithmetic. Broadly specking the rate of growth of
output has been mnafched by & rate of growth of productivity almost
the same and over the four years together we see not a large change
in employment,
Mr Townend

28ls Would you agree that whatever the Govermment'!s hopes or

agpirations or ethics, Departmental spending is still inexorably

riging?
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(8ir Terence B‘tm_;) The total level of public expenditure

in cost terms has not changed a great deal in recent years.

2e2, Can we turn to the present year? We are told in the
report that expenditure is £1% billion over what was estimated and
when Mr Freeman asked you some questions about this as to the
headings it was mainly under, you rcplied "nationalised industries
and Home Office",

(Mr Scholar) That was my reply, yese

283, Could I refer you to page 21, paragraph 2,27 where you
states "In 1984~85 local authorities axe budgeting to exceed
Cmmd 9143 provision for current expenditure relevant for Rate Support
Grant by around £1,2 billion",

(1 Scholar) Mr Freeman's questfon was about/zggitioml
cost of the coal strike, the £13% billion this year for the coal strike,
and my reply about the nationalised industries programmes and so on
wag addressed to that question, If the quegtion is not specific
to the coal industry but is about the public expenditure out-turn as
a whole, the local authority overspend this year has undoubtedly
been an important factoxr,

284s Could we then turm to page 15 and paragraph 1,58 on
expenditure: "The additional claims on expenditure in 1984-85 mean
that the prospective outturn for the plemning total, at nearly
£128 billion, may exceed plans by about £135 *illion", You have
just replied to me saying the whole of the £1% billion in your reply
wag for the coal strike; but the total to the year isfl} billion.
So how do you accommodate other increages including 10051 authorities?

(Mr_Scholar) You will recall we began the year with a
reserve of £2% billion, The outturn of nearly £128 billion represents

an outturn of about £1% billion over the plamning total including
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that reserve, Now the £L.,2 billion for local authority expenditure
comeg out of reserves.
285« But wouldn't one have expected the contingency reserve to be
reserved for such unforeseen circumsgtances as the miners! strike?
(Mr Scholar) In other years we have had strikes - the
rail strike in 1982 for example = but their impact on public
expenditure was nowhere near as much as the impact of the coal strike,
286, S0, leaving aside the coal strike, to what extent is
expenditure rumning ahead of estimates this year?
(1z_Scholar) Leaving aside the coal strike entirely,
expenditure is running broadly according to the original plan,
If we look at the Red Booky which is produced at Budget time, the
forecast there was that broadly the whole of the reserve would be
spent and what we are now saying is, yes, the whole of the
reserve will be spent but there is then this very large exceptional
item of the coal sgtrike which hag taken us over the top.
287« So that is why expenditure is likely to increase by
£1% billion and theoubbuih is 1i%sly to increase by £1% hillion
and PSBR will go up by £1.25 billion, The difference is basically &he
coal strike,
(M _Scholar) You have to add into those calculations
the difference in debt intérest to armive at the PSBR figure,
To get from the planning total to PSBR you wlso havé to ®oke account
of a number of adjustments including, most importantly, debt
interest.
288, On the question of local aubhority spending, last year
at this time you had to find an additional £600 million, and this
year £l.,2 billion; and yet in the Lutumm Statement you are fore-

casting next year that local authority spending will be reduced by
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3 per cent in real terms, Is that not rather optimistic in view
of what has happened in recent years?

(M _Scholar) Iast year we added £600 million to
provision for local authority current expenditure for realism,
This year wekeyo added considerably more than that, about £950 million,
to lodal mithority current expenditure, so we think the figure we
have this year is more realistic a figure. This year what we did
not hove last year is, we have in place a number of mechanisms which
the Govermment has designed to b:ping‘ local authority current
expenditure under better control; notably the ratecapping legis-—
lation is now in place and there will be eighteen rate capped
authorities whose expenditure represents over 80 per cent of the
overspend for this year, the overspend of £1,2 billion to which
you referred, There is in addition 2 much more severe penalty
regime for local authorities, Iast year for the first 1 per cent
overspend that they had they lost 2p in the pound of their grant,
This year they are losing Tp in the pound for their first 1 per
cent overspend, so there is a much more severe regime there in place,

289, Can you explain to me the accuracy of an article in the

Finencial Timeg todays "An extra £900 million has been allocated
% local govermment spendin;g,‘pla.lming totals next year as a result
of the various direct and indirect costs of ratecapping".

Is that statement accurate?

(Mx Scholar) No, I think it is not, I think the £900 million
is to take account of the growth in loecal authority current expenditure
which has arisen from a number of sources, notably their payment
item on the manpower side, The ratecapping legislation we have.

will serve to bring the expenditure better under control,
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290, While appreciating all the Govermment!s efforts, is it
not optimistic that in 1985~86 the Govermment is not looking to
just keeping local government spending level in real terxrms but
actually to reduce it by 3 per cent? Isn't that optimistic vwhen
we look at the record of the past years?

(Mx_Scholar) All I can say is there hawe been criticisms
that the figures have been unrealistic for a number of years and the
Government!s response to that has been to introduce measures to bring
about the level of expenditure which they think right, As you
will be aware, the present Government thinks its present level of
local authority current expenditure is still far too high, and
there are very large savings available to be made, especially in
the manpower area, and these new mechanisms which are now in place
should bring about those savings.

291, Let us hope ‘the Gowermment will be more successful than
it has been in the past. Turning now to the estimates for
1985-86, is it not a fact that agoin Departmental spending
has increased by something like &,65 billion? We have only got
at the plamning totals by kmocking off £750 million from the
eontingency reserve, £500 million additional special assets sales
and £400 million additional council house sales, So agnin, in
actunl Departmental expenditure, despite the Governmentt!s efforts,

it is grinding upwards and upwards., Is that not correct?
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, (1fx Scholar) There are reductions, as you see from

Table 2.1, in a number of programmes: in the employment programme, the
sgriculiture, trensport, housing programmes, The housing programme
reduction i not entirely an effect of the increased estimates of
recoipts from the sale of assets, it also represents some culb in
capital expenditure, I would like %o talke up one point that you hawve
made, ke Townend, That is, that the reserve has been reduced by
£750 million; That is something which nabturally happens, and
happens in every year, but as one gels nearer to the year in
question so does one need a smaller reserve) the uncertainties arc
less great, and so there is a smaller need for a sizeable reserve;
That is something we have seen take place over a number of yoaxs,

292, Vould not it be helpful, as a presentation factor, if
you. showed ox put in a line in these estimates, showing the btotel
depertmental spending? I think this proctice was followed at one
time,

(Ifr Scholar) We could do that. I should make one
furthoxn point about this table, which perhaps is not immediately
appexrent from it, That is, that locel authority expenditure
(which hes risen, as you say, by over £1 billion) is here
epporiioned as between programmes, and, of course, it shows up in
a lot of prograymes. If you cut out local amthority cepital
expenditure, you would see reductions in the number of programmesn,
For example, in the education programme you would sece there hod
been a reduction in the central government provision for education.

297, But it is a fact that the reductions are much smallexr
than the increases, and the difference hes been made up as I have

already mentioned, has it not?



(Ifx Scholar) It is entirely nabural that one should
draxw on the reserve in the way that I described,

294, Is it not a fact that the amountis estimated to be
available for tax cubs in the Budget are going completely to come
out of the sale of assets? Would you mot agrec that tax culs ave
bagically recurring expenditure, whereas sale of assets is 911®f'°
expenditure? Although I am all in favour of selling assets, thexre
must be a limit to how long you can go on doing it?

(Sir Terence Burng) I em suve that is correct, that

there is a limit (although "limit" moy be rather longer then some
people sometimes imagine), We went over this at groat length, i~
I recall, this time last year, when we made clear that the sale of
assets was one of those factors that was taken into account in
Judging the appropriate level of the PSBR. This has been repestbad
on o number of occasions,

295, Omne would accept that. Would you also accept that my
first statoment is basically correct: that departmental spending
taken in total is inextricably rising, despitc the GOVGH‘)ID.GITE?S
efforts to limit increases?

(8ir Terence Burng) Iooked at in cost texms, the
figuwes which are produced by the totals for 1985-86, including
the reserves, show a level of expenditure in cost bterms much the
same as the outturn for 198%-84, That is shown in Table 2,2,

I do not describe that as "an inextricable increase",

(M _Scholar) If I may odd o point to that, if you look
at 1t in cash temms, the public expenditure cash total has boen
within the public expenditure plamming totals that were pmoduced

in the 1982 VWhite Paper when we first wont over to cash plamming.
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In each year thewe has been a halt to wpwerd drift in cash
tems.

296, But if you make all the adjustments that I have
talked obout and that we talked about last year, the share of
public expenditure as a proportion of GDP has barely started to
decline and is considerably more then it was in 1979~80. Do you
accept that?

(S8ix Terence Bumng) It is cerbainly still, on these
numbers, above the levels for 1979-80, However, there hag been
progress made in reducing public expenditure as a share of GDP,
vhen we take into account the whole of the resexrve as it has been
spont.

Cheiman: Thank you very much, I think there are just ono
or two particular points we would like to clear up, but obviously
we went to adjourn fairly soon.

My Wainwzight

29T« ©Sir Terence, what do you estimate Yo have been the
effect, during this current year so far, on the growth rate of
M3, of the Govenment_i_s recent overfunding of public debt?

(8ir Terence Burns) I think Mr Cassell is the men
responsible for this area, and he may like to answer this,

(I Casgell) I think you do need to define the temms
rather carefully here, The conventionsl usage now for funding is
seles of public sector debt to the non;-bmﬂ:j:clg private sec’cor;

On that test, if you go back to lhe begimning of this target
period for the monetary targets, we have uaderfunded the PSBR by
gbout £1 billion, If you take into accownt a very uncertain

seasonal adjustment for the PSBR, then we have probably overfunded
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it again by ebout £1 billion, Either way, however, I do not think
that £1 billion is a very significent figure in itself; it needs
to be seen in the perspective of a growth of bank lending to the
private sector of about £10 billion (that ie, ten times as greatl).
There is no particular magic in a fully~funded PSBR; it has
historically only come about by accident, There are long periods
in the past when we have overfunded, on this present definition,
but we did not call it "overfunding" in those days., As long as
you axe in a situation where the growth of oredit to the private
sector is growing at a pace faster than the monetary guidelines,
then -~ subjecty; of course, to what is happening to the M Sterliny
accounts and these non-~deposit liabilities — you are likely to
find yourself in a situation where the Government does have to
overfund if it is to keep broad money within the guidelines,

That is what we have done over the past year,

298, 1Is it thought, then, that the valuable effect (’oy the
Govermment's stendords) of the effects of overfunding on the
growbth rate of M3 and so on, is worth ‘the undoubted cost %o
public funds of overfunding?

(Mz Cassell) I am not sure I accept the premise thetb
thexre is an undoubted cost to public fumds, If you sell any dobl
that bears interest, as opposed, say, to issuing notes and coin
which costs you nothing, there is a cost to nublic funds, But we
are in the business of controlling money supply, and we have got
to pay a certain price for it, We do not have an exchange rato
target, as you have said, but we do have targets for money supply.
I think it is rather important that we kesp to those targets end

we do have %o pay a price for it, yes,
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299, You gave a definition originclly of "overfunding®,
which I think you then departed from in your latest answer to

me, I was not in any wey comparing overfunding with simply

printing money, I was using overfunding in the terme in vhich you

defined it at the begimning of the exchange,.

(Mr Caggell) You mean selling debt beyond the size

of the PSBR?
300, Yes,

(1x Casscll) But, as I say, if you take the first
eight months of this finencial year, in fact we have not sold
more debt in size, We have had a very large PSBR through the
firgt part of this financial year, fox reasons, I think, that
are well lmown, and we have sold slightly less debt than was
necessaxry to fund that, As I said, however, the margin between
the two in this particular period is not wvexy great, We could
have sold less debt, that is right, Mr Ifiaim-might; We could
have bad o faster growth of broad monmey. On the whole, I think
we feel rather more comfortable having kept the growth of broad

money within the monetary guidelines;
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301, 4nd you do not have ambitions o, as it were, inmprove money
supply performance from the Govermment's point of view yis a vis
the guidelines; to have & slower rate of growth of M3 than in fact
the top limit of the gvuideline range?

(Mz Cagsell) Well, we want o be within the guidelines,
but the guidelines have a botton line as well as a top line. In fact,
on broad noney we have not been near that botton line vexry often,
but no, we want to be within the range. That is our tearget and
that is what we are plamming to do.

302, And you axre not greatly worried as %o whether you finish up
at the bottom end of the range or at the top?

(M _Caggell) We want to be within the range, end T mean -
there is so much play and there ig so much uncertainty in this that
I think we would be very ill-gerved in all respects if we twried to
narrow the range, as iV were, by saying that there is yet another
range, a snake within the tunnel if you like, and we want to be
ingide that snake, No, Sir, I would rest very happy if we are
within the range that we have said.

Mr Figher

303« Sir Terence, can you explain why debt interest, which this
year is going to be a thousand million pounds, is outside the planning
totala?

(Sir Terence Burng) This is a matter of custon and
rractice in the way that this approach has developed, and it is very much
from the point of view of how it is best seen in controlling public
expenditure, but Mr Scholar will add to thise

(e _Scholar) I think we covered this ground to some degree
with the Cormitiee earliecr this year, and our position is that the

public expenditure plaxming total is a controlled total and it would
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not serve the interests of control to have a number in that total
which is an extrenely volatile mmber, and also is not controllable,
in the sense in which depavimental programmes in the main are
controllablee That said, in the MIFS, debt interest is taken
account of there because the noasure of public expenditure ﬁhioh appears
in the MITPS is of course in general the Govermaent definition of
public expenditure which includes debt interest.
304 I should have phrased ny last remark more carefully. I

ghould have sald what is the implication of the fact that it is
outside the total, and that it is going to be a thousand million
pounds? Does that mean there is going to be increased borrowing
or increased tax revemue or perhaps intorest receipts? VWhat is
the implication going to be?

(Me Cagsell) We publish the interest receipts as well,
which are also reflecting the same thing, but I think this goes
back to the questions that were asked earlier on why it has
cone abouty the inplication however is that if there is an
increase in the net interest burden after taking off the
interest receipts then all that is taken into account in the
arithmetic of the PSBR and the fiscal adjustments. If you have
a big increase in net interest receipts. then your scope for tax cuts
is that ruch snmaller,

Me Townend
305, I an sorry to come back on this, bubt as a sinple accountant

I camnot reconcile the figurcs. I hgve obviougly nade a nmistake
sonewhere., You gtarted off with a contingency reserve of 27 billion,
You then add an increase of 1:5 billion, which leaves 1l.25,
You had an increase in interest charges taking the PBSR of half

a billion, which left you with three quarters of a billion, You
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had an increase in income of 1.5 billion which gives you 2,25 billion,
The miners! strike is costing roughly le.5 billion, which should
leave you with PSBR going down by «75 and we have been told it is
going up by 1% There is a 2 billion thore I cannot account fore
Will you help me?
(Me Scholar) Perhaps if Mr Townend could repeat those figures ——
Chairman
306 o I wonder if perhaps he would like to let you have a note
instead, and perhaps you night let us have the answer in vime for

the Chancellor's evidence on Wednesdaye

(sir Terence Burns) Ve would be happy to do thats I would
be extrenely surprised if our mumbes did not add upd
M Budgen
307, Just a small point: we did a year ago have some discussion
about the purpose for which the contingency reserve could be used,
and you have now widened then, have you not? It used to be for
contingencies only, that is, in the sense of changes in policy. I%
now can be used for estinmating or assessing changes, can it nob?
There is a further olement of elasticity in these figures?
(8ir Terence Burns) There is. It is higher, and the degree
of uncertainty is that much highor as welle
Chairman: I think that may be a point we will wish to return to

on Wednesday with the Chancellor, Thank you very ruch indeed.
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TCSC ENQUIRY INTO THE AUTUMN STATEMENT

I attach a note which Terry Ward has written for the Committee on the Autumn

Statement.

2s The TCSC are, as yet, in two minds about whether to publish this or not, with the
odds perhaps slightly in favour of publication. The paper argues that, when taking
account of asset sales, increased debt interest and variations in the rate of inflation,
public expenditure, in cost terms, has been rising and, as a proportion of GDP,

remaining constant rather than falling.

3. The Committee Clerk has asked for our comments particularly on the table at
the end of Terry Ward's paper. Our comments will not be published but may be

reflected in changes in the table before that is published.

4. I should be grateful if you would let me know whether you do wish to comment
on the table and, if so, if I could have those comments by lunchtime on Thursday,

29 November.
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The Government's 1984 Autumn Statement

Note by Terry Ward

) 6% This year's Autumn Statement makes familiar reading. It reiterates
the money supply and PSBR targets announced in the March Budget and
confirms the Government's inténtion of keeping to the cash figure for
total public expenditure published in the last White Paper. But it
gives very few details of the changes necessary to achieve this total or
even of what is happening to expenditure in the present financial year.
It indicates that there ought to be scope for tax cuts in the Budget
next Spring if things turn out as forecast (and even if they do not, it
will prove difficult in practice not to make some reduction), but it
contains no discussion of what form these might take or their
longer-term implicationé, In general, it falls far short of being a
preliminary or 'Green' Budget of the kind which the (preceding)

Committee recommended some time ago.

Public Expenditure

2ie ‘ Although the adjustments made to the public spending plans result
in the planning total for 1985-86 being reduced by £100 million from the
figure published in the last White Paper, in reality it is clear that in
the most relevant sense public expenditure is likely to be significantly
higher than intended at the beginning of the year. This is because,
first, much of the reduction which has been required to offset increases
in various programmes (in Social Security, in Health and in payments to
the European Community, for example) has taken the form of additional

receipts from the sale of financial assets and of land and buildings.
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These additional receipts which count as negative expenditure under
existing conventions, even though, as the Committee has argued, they are
more properly regarded as a means of financing expenditure and the PSBR,
amount to around £900 millionm. Secondly, the planning total on which
attention is focussed excludes interest payments which irrespective of
how far they are under Government control nevertheless represent an
outlay and need to be financed. Since the plans drawn up at the
beginning of the year, the forecast of debt interest payments has
increased by £1000 million. If total expenditure is adjusted for these
two items, then it is £1900 million (or 1%Z) higher than it appears from
the Autumn Statement.

3. Thirdly, the document makes no reference to the fact that the level
of prices is now expected to be somewhat lower (about %Z) than envisaged
at the time of the White Paper because inflation during 1983-84 turned
out to be less rapid than was then estimated. Consequently the same
amount of cash represents higher real expenditure in cost terms, while
the finance available to meet such expenditure is slightly less on this
account (a given set of tax rates generates a lower cash yield as
inflation falls). In cost terms, therefore, total expenditure is now
estimated to be some £700 million higher at 1985-86 prices than was
projected earlier in the year. Putting these three items together
produces a cost terms figure for the total which is £2600 million
(almost 2%) higher than implied by the Autumn Statement (implied because
no figure for total expenditure is given).

4. Once again the Government seems tO be keeping to its public
expenditure plans only by selling off assets, ignoring debt interest

payments and neglecting what 1is happening to real expenditure - which is



surely the most relevant magnitude from all points of view - and the
effect oD this of valuations in the rate of inflation. Moreover this
year it would appear that a significant part of the remaining ‘cuts'
which will be made take the form of increases jn charges OT prices which
so far as the consumer is concerned may pe difficult to distinguish from
tax rises.

5, Table 1 sets out the changes in public expenditure since l979-80,
adjusting the figures shown in the Autumn gtatement tO be comparable
over time and taking explicit account of debt interest payments as well
as of the over-spending in 1984-85 (which for some reason is excluded
from the time series displayed in Table 2.2). The effect of these
adjustments is to push upP the growth of public expenditure in cost terms
significantly. Instead of the cost of total public expenditure in
1984-85 being only 9% above the level in 1979-80 as shown in the Autumn
Statement (Table 2.2), after adjustment the growth over this period is
jncreased to 14%, which represents an average rate of growth of almost
37 a year. Equally, jnstead of public expenditure gradually falling in
relation to GDP over recent years as shown in the Autumn Statement, the
figures after adjustment have remained 2 broadly constant proportion of
GDP since 1981-82. To put the matter another way, the figures in Table
1 demonstrate that the means by which public expenditure growth has been
kept down and the level reduced in relation tO GDP is through selling
off State assets, progressively abolishing the national {nsurance
surcharge and changing the accounting treatment of certain benefits
(without changing the cost to the Exchequer) .

6. The 1ast public expenditure White Paper forecast that the planning

total would be about the same in 1984-85 as {n 1983-84 {n cost terms.
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Now it appears that there is expected to be growth of around 1}Z. When
the increasing receipts from asset sales are allowed for and debt
interest included, growth in cost terms in the present year is estimated
at 37 - about the same rate of increase as over the past five years.
Nevertheless real expenditure is still expected to decline in 1985-86,
repeating the familiar pattern of expenditure plans under the present
Government.
7. What remains unclear is precisely why and where public spending has
risen above plans in the present financial year. The Autumn Statement
seems to put the responsibility on the miners' strike. Yet this does
not altogether square with the patchy details given el;ewhere in the
document. In particular, local authority current expenditure (at least
that relevant for Rate Support Grant) is stated to be £1.2 billion
higher than in the last White Paper (para. 2.2) and their capital
expenditure seems also to be substantially in excess of cash limits
(para. 2.29). It is hard to see how much of this can be the result of
the miners' dispute. Clearly there is a need for considerably more
information about over-spending than is given on the Autumn Statement
before it is possible to make any satisfactory assessment of what has
happened and of the implications for next year. So far as local
authority expenditure is concerned, the significant fall in 1984-85
which was part of the White Paper plans does not seem to have occurred
though this has not prevented the Government from building a large
reduction (of 37 on current spending) into the present plan for 1985-86.
* Both for this year and 1983-84 since the Autumn Statement refers

to considerable over-spending by lcoal authorities on their capital

account in that year without quantifying this and without seemingly
revising the figure for total expenditure. :



8. An unforeseen event such as the miners' strike would seem to
represent precisely the kind of occurrence which the contingency reserve
is set aside to cover - in much the same way as it appears to have been
used to finance the Falklands campaign in 1982. It is not clear,
therefore, why it should necessitate an increase in the planning total
for public spending. One proﬁlem might be that a large part of the
contingency reserve included in the last White Paper plans seems to have
been implicitly ear-marked for additional local authority expenditure,
the total for which published in the plans was unrealistically low. As a
result, what was left over to cover genuine contingencies may have been
relatively small and insufficient to meet the increased costs arising
from the miners' dispute (though just what those costs have been and
where they have fallen remains to be discovered).

9. The lack of information about expenditure revisions extends to the
plans for 1985-86. For example, reductions in external financing limits
(EFLS) have been made with respect to a number of nationalised
industries, including Electricity and Water (para. 2.26) while increases
have been made with respect to Gas and Steel. But no details are given
as to whether these changes will be associated with increased revenue
(perhaps coming from higher prices) or reduced investment for the former
group and vice versa for the latter group. .Similarly in the case of
Health, it is stated that 'some charges will be increased' (para. 2.22),
without saying which and by how much, and that 'cost-improvement
programmes .. should release substantial additional resources to enable
health authorities further to develop services and improve patient
care', without giving any indication of how much improvement is thought

likely. That is especially relevant since the 1% increase in
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expenditure above inflation planned for 1985-86 and would under normal
circumstances be barely sufficient to maintain the present level of

service.

The Economic Outlook:

10. The picture painted by the Autumn Statement is of an economy in
which grbwth has been depressed by the miners' strike, but for which the
outlook, providing the strike ends soon, is favourable. Growth of 3%Z%
is forecast for 1985, inflation is projected to remain stable and the
balance of payments is expected to improve. There are, however, a
number of worrying features about present prospects, quite apart from
the industrial dispute. In particular, though non-oil exports are
likely to be much higher in 1984 than 1983, the trade performance of UK
producers gives some cause for concern, especially since the
contribution of oil to the balance of payments is expected to diminish
steadily over the remainder of the decade. Both non-oil exports in
total and exports of manufactures as the major proportion have shown no
growth at all in volume terms during 1984, with the third quarter
figures at about the same levels as in the first quarter, despite the
growth of demand in export markets during that time. In contrast,
import penetration has gone on rising steadily, with imports of
manufactures 12%7%7 higher in volume terms in the third quarter of 1984
than a year earlier.

11. At the same time, manufacturing production, as a reflection of
this, seems to have picked up much less than in other countries as
growth has occurred and though industrial investment is expected to rise

sharply in the present year, the forecast is for a slowdown in 1985.



This would still leave investment in manufacturing well below its level
in 1979 before the contraction in output took place.

12. Perhaps of greatest concern is the continued rise in unemployment,
especially if there are doubts about the sustainability of growth at
close to its present rate beyond next year. Though employment has
risen, it has not had much effect on the unemployment figures, which may
not be too surprising given that a large proportion of the jobs
created have been for part-time women and given that the official
figures for unemployment have become even less reliable than in the
past, as a guide to the number of people out of work. It is apparent
that as activity fell and jobs were reduced, large numbers of people
simply disappeared from the labour force as officially measured because

they were not eligible for unemployment benefit.

The Fiscal Adjustment:

13. Finally, although the Autumn Statement refers to a possible tax
reduction of £1% billion come next Spring, it is clear that there is
considerable uncertainty about whether the Government will be able to

deliver this while keeping to its PSBR target. Disregarding the miners'

'strike, much depends on the growth of tax revenue from the North Sea,

which is extremely sensitive to what happens to the dollar-sterling
exchange rate. The implicit assumption underlying the projections of
North Sea revenue seems to be that the rate remains at its present
level; which considerably boosts the figures. The present estimate of
revenue is £2 billion‘higher for 1984-85 and £2% billion higher for
1985-86 than projected in the March Budget. Much of this is due to the

fall in sterling against the dollar, a fall which could easily be



reversed during the coming year, perhaps leaving little or no scope for
tax cuts, though it would be useful to get some idea from the Treasury
of just how sensitive the projections are to this kind of development.
14. On past record, however, the Chancellor will probably be able to
find ways of delivering tax cuts whatever changes occur in the meantime
without breaching the PSBR target. The possibilities for adjusting
what appears as public sector borrowing without having any great effect
on economic activity are almost endless. Nevertheless the Autumn
Sfatement.with its reiteration of the PSBR target and public spending
plans and its promise of tax cuts of a certain amount does seem to
commit the Chancellor to a particular course of action before the
analysis underlying the formulation of a revised MTFS has really been
carried out and certainly before it is open to outside assessment. It
is at least debatable whether this represents the most satisfactory way

of conducting economic policy.

Department of Applied Economics
University of Cambridge

14th November 1984



Table 1 Changes in Public Expenditure in Cost Terms

fmillion at 1983-84 prices

1979-80 1983-84 1984-85 1985-86

1. Planning total in 1984
White Parer 112:3 120..3 120.3 120.7

2. Plaming total in Autumn
Statement k11,7 12053 122.0 120.6

3. Planning total adjusted for
national insurance surcharge,
housing and sickness benefits* 111,7 122.0 123.9 122.4

4, excl special sales of assets 113,2 12352 12547 124,7

5. Adjusted planning total excl,
special asset sales plus net

debt interest 118,2 130.2 133.3 132,.5
6. Adjusted planning total excl.

sales of asset and land and +

buildings plus net interest 118.8 132.1 136.0 (135.2)
Indices, 1979-80 = 100
1. Planning total in 1984

White Paper 100 107.1 107.1 107.5
2, Planning total in Autumn

Statement 100 107.7 1092 108.0
3. Adjusted planning total%* 100 109.2 110:9 109.6
4, Adjusted planning total

excl, asset sales 100 108.8 11150 110,2
5. 4, plus net debt interest 100 110,:2 14:25°8 112750
6. 5. excl, net sales of land ¥

and buildings 100 13152 114515 (113.8)

Public expenditure as 7 of GDP
in Autumn Statement 394 42% 42 41

Adjusted public expenditure
(line 6) as 7 of GDP 40 44 44 43}

* Adjusted for the reduction in the national insurance surcharge and changes
in the treatment of housing and sickness benefits to put the figures for
years from 1983-84 on a comparable basis to those for 1979-80.

Assuming the same level of net sales of land and buildings as in 1984-85
since no details are given for this year in either the White Paper or the
Autumn Statement,
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TCSC: OFFICIALS APPEARANCE ON THE AUTUMN STATEMENT

You may care to have a brief note on the main issues which arose at yesterday's

hearing. In general, the hearing was cordial and there were relatively few difficulties.

2% There were a number of points which Committee Members said they would wish

to pursue with you tomorrow:

(@ The procedures for Ministerial discussion of public expenditure priorities.
Mr Higgins was keen to understand what fora, and on the basis of what
evidence, Ministers balance the relative priorities of spending on, say, aid

and defence.

(b) Mr Howell repeated his argument that the total public expenditure cost of
unemployment should be clearly published. It was unsatisfactory that

unemployment costs were carried under several different departmental
heads.

(c) There was much discussion spearheaded by Mr Wainwright of the

significance of the increased debt interest payments now expected in
1985-86 (this exchange was reported in today's FT - cutting attached).
Officials pointed out that it was not possible to draw conclusions fromn this
data about the Treasury's expectations for the absolute level of interest

rates next year.
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There were also three areas where the Committee asked the Treasury to produce

a note:

(a)

(b)

Mr Freeman asked for a note showing the breakdown between departmental
and other heads of expenditure of the £1% billion costs of the miners'
strike. He also asserted that the Autumn Statement should contain
estimates of current year outturn broken down into heads of expenditure;

officials' agreed to consider this change for next year.

There was considerable discussion, prompted by Mr Beaumont-Dark of the

rate of return in the water industries. He criticised the imposition of the
EFLs which would lead to higher utility prices and would therefore increase
industry's costs. Officials were asked to provide a note which would
discuss, inter alia, whether the new water industry EFL was based on rates

of return calculated on a replacement or historic cost basis.

Mr Townend asked for a note setting out the details of this year's public

spending overrun, including spending out of the Contingency Reserve.

The discussion also covered a number of other areas:

(a)

(c)

Mr Budgen alleged that the Government was unwilling to pursue policies
which would reduce inflation below 5 per cent per annum during the life of
this Parliament, and concluded that the money supply figures would
produce a rise, not fall, in inflation. Officials pointed out the downward
inflation path in the MTFS and refuted Mr Budgen's simple mathematical

approach.

Mr Freeman pursued the underlying reasons for the bounce-back in growth

in 1985-86, while Mr Beaumont-Dark criticised the Government for asking

Parliament to approve an increase in the coal industry deficit grant limit,
which he alleged was indicative of increasing expenditure on the coal

industry.

Mr Freeman inquired about the breakdown of fixed investment between the
private and public sector in the forecast. He was told that detailed
information on the public sector would not be available until the PEWP but
that the IAF was consistent with a small increase in private sector housing

investment coupled with a small fall in overall public sector investment.

Mr Fisher explored the effect of changes in expected exchange rates on the
estimate of the fiscal adjustment provided in the Autumn Statement. Tle
also enquired about the evidence for the assertion that real increases in

wages have resulted in lower employment.



(e)

Mr Townend pursued the reasons for the public expenditure overrun in
1984-85, and was sceptical that local authority current expenditure could
be kept in check. He asserted that next year tax cuts were to be financed
almost solely from sales of assets and that the underlying trend of public

expenditure was upwards.

Mr Wainwright pursued the question of overfunding, and was told that it

was not clear that the Government was massively overfunding, and in any
case there were benecfits in terms of keeping monetary growth within

target ranges.

KA

K F MURPHY
cY
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INTEREST RATES ‘wm, be”sxg- !
. nificantly -~ higher = up. to-: the - f
.spring 1986 than was assumed ]
-at the time - of “the Budget,
Treasury ,ofﬁcxals told MPs
Vcstcrday ! ; X
“Mp . Hugh i E&ans, ,:-the 5
Treasury’s chief forecaster, told ';!1
1

the Treasury and Civil Servues :
Committee that hxuher -than i
' expected interest rates- ‘under- - g
lied the Government’s” : most K
recent estimate of the’cost-of i

._' earlier this month, the Treasury
said that interest' ‘payments-in
1985-86 were now expecetd to
reach £16.5bn, which was Elbn _‘!
more than St was e‘cpectmg in ;
March

Mr Evans told the commnee' N ’
|

!
86. - ER !
+In the TAuturnn ,Statement i a

ﬁmt thxs rise resulted.from" the
“fact < - thag ~boxruwmg“:’ iwas
e\pected to be higher than-the
total forecast at the Budgét as
_well as the forecast of higher
inTerest rates...:: . ~‘--.-,-~.

. Officials declmed to -give
‘detdils and Sir Térence Burns
the Treasury's Chief Economic
Advisor, pointed out that it was
only possible to deduce that.the
Trcasurv had changed -its
expectation *on interest rates,
and not the level that it was pre-
dicting, # s

Iowever, the answerq appear
to imply that the Treasury's
more pessimistic view suzgests
that on average interest rates in
the two vears 1984 to 1986 would
be about one to two percentase
points higher than was hoped at
the Budget.

Sir Terence assured the com-
‘mittee that the Government re-
mained determined to continue
“with its strategy of reducinz
inflation. : :

Mr Evans also told the MPs
-that' . the volume - of public
‘spending on capital : projects
was predicted to, fall _very
slightly next year, =_ .

However, Mr chhael Scho.ar
the under secretary in ‘charge
of the general expenditure
pohcy group, said some deci-
‘sions still had to be taken on
: the breakdown between capital

and current spending and full
 details would not be available
“until the pubiic expenditure
. White Paper '.»as pubhshed
' next vear.
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TCSC, 28 NOVEMBER:
SUPPLEMENTARY BRIEFING

FEFEREHE

I understand from Central Unit that the TCSC may ask about:

(i) The effect of tougher EFLs for gas, electricity and

water for industries' costs.
(ii) The criteria for determining EFLs.

Some additional briefing is attached.

T3

T U BURGNER

Enc:



What will the increase in negative EFLs for gas and electricity
and the smaller positive EFL for water do for industries' costs?

Prices are a matter for the industries to settle. Discussions

will now take place within the industries on increases for 1985-86.

Supplementary points:

(i) Gas and electricity. Increases expected to be broadly in line with

inflation. (No decisions yet taken on recovering costs of the coal

strike including extra costs of maintaining electricity supplies).

Electricity prices to industry are generally in line with Contin-

ental competition, except for France with its high nuclear output.

Recent outside evidence suggests UK gas prices are low by Contin-

ental standards.

Future of electricity load management scheme - this is a matter

for the industry. The industry anticipate a scheme providing com-

parable benefits will continue in 1985-86.

(ii) Water, Expect the increases to be somewhat above the rate of infla-
tion. How much will depend upon the efficiency savings the

industry can achieve.

The increased charges will help to finance a much increased

investment programme.

[If pressed: DOE has stated that increased charges are likely to

be around 12%. But industrial charges will be less than domestic

(possibly about 10-11%).]



By what criteria are nationalised industry EFLs decided?

EFLs are agreed by sponsor Ministers and the Treasury on an
industry-by-industry basis. Several factors are taken into
account, including the industry's medium-term financial target,
the size of its investment programme, the scope for reducing costs

and increasing efficiency, and the level of its prices.

[If pressed:

(i) The aggregate level of EFLs is influenced by macro-
economic considerations and the overall public expenditure

position.

(ii) For 1985-86 the liability of some industries to

Corporation Tax has also been taken into account.]



FROM: MISS G NOBLE
DATE: 27 November 1984

MR SCHOLAR cc Mr Battishill
Ms Seammen
Mr Hall

TCSC QUESTION ON HOUSING BENEFIT

I attach a short piece of briefing on the story in the Guardian

last week about joint tenancies and housing benefit.

i N

G N NOBLE



JOINT TENANCIES, A NEW LOOPHOLE IN THE HOUSING BENEFIT SCHEME

LEADING TO £190 MILLION OF ADDITIONAL EXPENDITURE?

Background

Last week's Guardian reported that a possible new loophole
in the housing benefit scheme had been identified which could
lead to expenditure of up to £190 million. If a working
non-dependent 1is 1living in a household where the head of
the house 1is claiming housing benefit, the non-dependent
is assumed to be contributing £8.20 towards the households'
housing costs and that amount is deducted from the housing
benefit calculations. The Guardian claimed that an increasing
number of such households were arranging joint tenancies.
In such cases, the housing costs are divided between the
tenants and a separate housing benefit calculation carried
out for each. If the non-dependent has a low enough income

the family may qualify for more housing benefit.

23 DHSS say that the estimate of £190 million is incorrect
even on the assumptions used. A potential spend of £80 million
would be more accurate on the assumptions used and actual
exploitation of this loophole is likely to be far less because
of the other implications of taking joint tenancies. Many
landlords, including local authorities, will be reluctant
to award Jjoint tenancies because it extends the security
of tenure to additional persons. DHSS are taking the problem
seriously, however. They are still assessing the scale of
the problem and the real potential for abuse, and considering
what actioqlif any, needs to be taken to block the loophole.
Any regulations will need to be carefully drafted, however,

so they do not discriminate against [eqkurte shared tenancies.

Line to take

34 There are significant broader implications for both the
tenant and landlord in switching to Jjoint tenancies and the
figures quoted 1in the Guardian 1look grossly overstated.

However, I understand the Secretary of State for Social



Services is looking into the problem to assess the potential
for abuse and is considering what action if any needs to
be taken.

Footnote
4. An earlier 1loophole in the housing benefit scheme
identified by the National Union of Miners - that strikers

living with close relatives could claim they were paying
rent and thereby claim board and lodgings payments - is being
closed. The Secretary of State for Social Services announced
that this loophole was to be closed on the day of the Autumn
Statement (it was included in the DHSS Press Notice, though
few commentators noticed it). Draft regulations have been
submitted to SSAC anerthe local authorities for consultation,

and they will be laid in the house shortly,



‘lp WAER

1, The Select Committee may raise the question of increases in

water charges, following publicity about a letter of complaint from
the CBI to Patrick Jenkin, the sponsor Minister. have not seen a
copy of the letter, but according to press reports (attached) it makes

the following points.

2. Industry is facing rises of up to 50 per cent in real terms over
the next three years, to be debt free after that, and a reduction in

capital investment. This will be a major blow to industry's costs.

3, None of these "facts" is correct.

(a) charges will rise somewhat above the rate of inflation but
how much will depend on efficiency savings in the industry.
12 per cent (cash) rises will be the average in 1985-86
but industrial cherges will rise less than the average -
10-11 per cent perhaps. In the following two years the

increasses shall be slightly less.

(v) investment is increasing, not decreasing, funded by the
rising charges. Abcut 10 per cent cash increase from 1984-85
to 1985-G6, to enable more work to be done on eg underground
mzins and sewers, and on anti-pollution work, (£778m in
1984-85, £846m in 1985-86.) The CBI should welcome this
extra infrastructure investment,

(c) Debt The EFL is declining (£224m in 1984-C5, £203m in 1935-26)
but the industry will te a long way from debt free in two years.
Only one authority (Thames) will be close, as it has a negative

EFL.

4, Other pointg

(i) Water has been too cheap. The industry has a very low
profitability, and only earns 1 per cent (before interest) on its

net current ccst assets, The ncrm for nationalised industries

is 5 per cent. The government has set targets of 1,4 per cent,
1,7 per cent and 1.9 per cent for the next three years, to move

towards more economic pricing. (Assets are valued at their net



(iv)

(v)

current value to the business - estimated net replacement
cost, about £30 billion,)

Not a sensible comparison to criticize increasing water 'rates' as
inconsistent with rate-capping local authorities. Water

services in England and Wales are provided by the water industry.
Water charges are a charge for water, not a rate or a tax,

Nothing to do with controlling the spending of profligate

local authorities.

Domestic users are meinly at present charged on the basis of
the ratezble value of their houses, but industry is all metered -
charged according to what they use. Government just launched a

study of extending metering to all domestic users as well,

Effect on inflation, industrial costs etc should be small, Each
1 per cent charge in water charges raises RFI by only 0.0l per
cent. Water is a small element of most industries' costs -

some will feel the effect of these increases, but for most it

should not be significant,

It is not government policy to subsidize costs of utilities, as

a way of subsidizing industry in general. Nationalised
industries should be efficient and ~rsvide a good service but
with minimum burden on the taxpayer. Until sthe water (industiry
issearning 5 pericent on-its met Currenticesi’asseds;-on.a . par
with the private sector, there is in fact 2z imrlicit subsidy
from the taxpayer - at present over &1 tillion, (Assets

4\

£30 billion x (5% = 1% = 4%) = £1,2 billion,)



. TCSC HEARING : BUDGET DISCIPLINE

The guestion and answer briefing set out below covers the
main points of criticism on which the TCSC (particularly
Mr Budgen) focussed when officials gave evidence on
19 November. My separate minute of today's date reports
that the Foreign Affairs Council has so far failed to adopt
the budgetary discipline conclusions because of disagreement
as to whether any concession should be offered to the
European Parliament. The Foreign Affairs Council will
make a further effort to reach agreement tomoOrrow. The
gquestion and answer priefing suggests what you might say
in the event that the Foreign Affairs Council fails to
agree again. We will let you know before the TCSC hearing

what the position is.

2. Annex A, the work of Miss Simpson, sets out the draft
Conclusions of the Council on pudgetary discipline in “the
form agreed at the 12 November ECOFIN Council and as
presented to the House, together with an article by article

commentary and a line to take on difficult points.

3% We suggest that you commend the budgetary discipline
text to the 77TCSC mnot as an ideal outcome, which fully
achieves the Government's negotiating targets, bu; dias A

vast improvement on the present position where tnere 1is

n discipline at all. (The figures 1n Answer (c) below
substantiate this). It has to be admitted that there are
lcopholes in the text - exceptions clauses etc. These

can only be defended by reiference to the need for some
flexibility 1in controlling highly volatile agricultural
spending. The essential points are that there will be
a clear constraint on the agricultural price fixing decisions
and that finance Ministers will now have a substantial

role to play.



BRIEFING TCSC, 28 NOVEMBER :

AUTUMN SURVEY : BUDGETARY DISCIPLINE

(a) Budgetary Discipline not 1legally binding; subordinate to

Treaty requirements (Art. 39) to maintain farmers' income

The Government's objective was to get these rules incorporated
into the Community's budgetary procedures and, once the text
has been adopted, that will have been achieved; the ‘Council
will have bound itself to observe the rules in it governing both

agricultural and non-agricultural expenditure.

2 As regards agriculture, Council will have committed itself
to keep growth of expenditure below that of own resources base.
That will be financial framework within which price fixing
decisions are to be taken. The CAP objectives set out in
Article 39 of the Treaty are in any case internally contradictory
- references to both "fair standards of 1living" for agricultural
producers and "reasonable prices for consumers”. Nothing to

say which of these two should have priority.

3 [If pressed on 1legal nature of the Conclusions]. Whether

or . not the ‘text has. legal ~force could in: last 'resort only be
decided Dby European Court. Hon Member greatly exaggerates
significance of this point. Several apparently binding provisions
of EC Treaty - eg freedom of services and removal of barriers
to trade - have at best only been partially implemented. In
contrast, both the 1980 agreement on UK refunds and the setting
up of the EMS were agreed without any provision for them in the
Treaty and on the basis of Council Conclusions and a Council
Resolution respectively. What matters 1is that the Council 1is

binding itself to observe this agreement.

(b) HMG surrendered veto over own resources increase, in return

for budgetary discipline which can be overturned by qualified

majority

4. UK . did not '"surrender veto". Fontainebleau agreement 1is

a highly satisfactory deal; HMG agreed to propose to Parliament



increase in VAT ceiling to 1.4% in return for 66% abatements
of our budgetary burden and the budgetary discipline rules

governing agriculture. If no Fontainebleau agreement, no rebates,

no abatements and no control of agricultural spending.

(c) But why qualified majority wvoting?

5. We wanted budgetary discipline incorporated in Community's
budgetary procedure where qualified majority voting rule applies;

hence qualified majority in this text.

6. So far as agricultural spending is concerned, Commission

has bound itself to draw up its price fixing proposals in the

light of the agricultural guideline. Provided it does so and
sticks to its original proposals, Agriculture Council can only
-amend them by unanimity under Article 149 of Treaty. Moreover,

if that seems 1likely to happen, the new rules require the
Commission to summon a Joint Agriculture-ECOFIN Council to take

final decisions.

(d) How can budgetary discipline be taken seriously when super-

levy arrangements flouted by France, Italy etc?

e Far too éoon to conclude that super-levy will not be
implemented. Commission has made it clear it will initia%% gggﬁgg
in European Court against recalcitrant Member States. Faint hearted/
allstas ~lost dat SEarstiiobstacle. Government has never pretended
budget discipline easy or settled in a day. Hard decisions will
be required on the CAP of which super-levy on milk only the first.
The budgetary discipline text provides essential financial

framework to ensure those decisions are taken.

(e) Agricultural Guideline far too generous. Will allow

agricultural spending to grow in real terms.

8. Problem is that agricultural spending has risen far faster

than own resources bases :-



3

1984 ,, 1984 op
% inrease
1977 1982
(i) agricultural
expenditure 168% 48%
(ii) own resources
base 75% 11%

Now agreed that agricultural spending will rise less than own
resource base. Our estimate is that this will give an increase
of around 6% in 1986 on 1985 and lower increases thereafter -

4%-5%. That will be vast improvement compared with past. Zero

growth simply unrealistic given large level of accumulated stocks.

(f) Foreign Affairs Council has not adopted budgetary discipline
text. Government's negotiating triumph has vanished into thin
air? :

Ak No. No disagreement in Foreign Affairs Council over substance
of the text or the agricultural guideline. Sole point at issue

whether and how . ]

is to associate the European Parliament with budgetary
discipline - in a purely consultative role. Confident that this
will be resolved speedily. No question of Government seeking

House's approval of Inter-Governmental Agreement until text finally

adopted.



Text

Whereas at its meetings on 19 and 20 March and 25 and 26 June l98h,
the European Council reached agreement on a series of decisions and
guidelines to ensure the relaunch of the Community and estatlish a

solid basis for its further development during the present decade;

Whereas principles of budgetary and financial discipline are

specifically laid down;

Whereas the European Council ccnsidered it essential that the
rigorous rules which at present govern budgetary policy in each
Member State shall also apply to the budget of the Communities,
and stated that the level of expenditure will be fixed on the
basis of available revenue, and that budgztary discipline will

apply to all budgetary expenditure;

Whereas the European Council invited the Council of Ministers to
adopt the measures necessary to guarantee the effective applica-

tion of the principles as set out in its conclusions.

Commentary

Follows closely the Fontainebleau conclusi
Clearly therefore ties the budgetary discipline
arrangements and the rest of the Fontainebleau

package. No problems for the UK.



Text
Article 1
s [ At the beginning of the budgetary prccedure each year, the
Council shall fix a reference framework, ie the maximum level of
expenditure which it considers it must adcpt to finance Community
policies during the following financial year in accrodance with

Articles 2 to 5 inclusive and Article 9.

2 In order to fix the reference framework, the Council shall
act by qualified majority in accordance with Article 148(2),

second indent of the EEC Treaty.

3 The relevant provisZons of the financial guidelines con-—
cerning the Common Agricultural Policy, set out in the Annex to
the Commission Communication of 6 March 1984, shall be

implemented; these provisions are annexed to this conclusions.

Paragraph 2. The "qualified majority" is 45 votes (out of a total
of 63) cast by at least 6 members. After enlargement will be 54/76.

Line to take Qualified majority voting is the normal rule for

decisions which are part of the Community's budgetary procedure.
(See separate note)
Paragraph 3 Firmly associates the Commission's proposals for

control of agriculture spending with the Council's measures on
budgetary discipline generally. The Commission has said it will

make its agricultural proposals "in the light of" the guideline.

Commentary

Paragraph 1 empowers the Council (basically FIN)
to fix the reference framework. It now takeﬁhe

form of a direct quotation from the Brussels/
Fontainebleau conclusions. (Articles 2 to 5 and
Article 9 refers to the agricultural guideline and

the maximum rate provision respectively.) The major
weakness of the Article is the timing. "At the
beginning of the budgetary procedure" is an
indeterminate time, and could turn out to be as late

as June. We had originally marked a specific date that

clearly preceded the agricultural price fixing, but

were unable to achieve this.

Line to take. The guideline, rather than the reference

framework, is the right control on agricultural
expenditure. As the Commission have made it clear
that they will compare the estimated budgetary
consequences of their price-fixing proposals with the
guideline, the Council will also be able to compare
their compatibility. Commission has said it.will
provide necessary figures "early inthe year" to enablg
Council to fix reference framework. This must be doné

before the Commission presents the Preliminary Draft
Budget.

Articles 1 and 6.1 embody the reference framework in

the Community's budgetary procedures.



Text

Article 2

The Council shall ensure that the net expenditure relating to
agricultural markets calculated in accordance with Article L,
will increase by less than the rate of growth of the own
resources base. This development shall be assessed on

comparable bases from onz year to the next.

Account shall be taken of exceptional circumstances, in

particular in connection with enlargement.

Line to take: It is a fact of life that agricultural

expenditure will be subject to unforeseen market

developments. In addition, the Community will be going

through an importent structural adjustment over the

next few years — namely enlargement. These are both

legitimate, and sensible, reasons for providing for some
flexibility within the guideline. We shall, of course,
scrutinise most carefully all attempts to invoke this

provision. No agreement to anything except enlargement as
"exceptional". Qualified majority needed to agree on exceptional

circumstances.

Commentary

This commits the Council to keep the rate of growth
of agricultural expenditure below that of the own
resources base. It does not now fully reflect the
Fontainebleau conclusions, because with the changed
method of calculating the guideline, the reference

to "three-yearly" basis has been discarded.

Line to take: Nothing sinister about the removal of
impl -ref i b, 5
the THIREEHSLOSS TRIEEYee, k0 Mk thténtion of the

article is still quite clear. The agreed method of

calculation of the guideline also automatically provides

a three-year comparison - years 1984, 1985 and X.

The reference to exceptional circumstances and enlarge-
ment comes direct from the Fontainebleau conclusions.
the Irish have added an entry in the minutes claiming
that account, under this heading, should also be taken
of the costs of stock disposal. The Council has also
pledged itself to take into account its and the
Buropean Councils' previous decisions, especially
relating to less developed areas. The flexibility
available within the Article is therefore uncomfort-
ably large and there will clearly be scopé for con-
siderable argument about the adjustment of the guide-
line. Fortunately, neither of the Council minutes

entires should become public knowledge.



Text

Article 3

The amounts to be taken into account for the application of

Article 2 shall be:

(b)

as regards expenditure:

that chargeable to Section III, Part B, Titles 1 and 2 ( EAGGF
Guarantees) of the Budget. The claculation of agricultural
expenditure for the purpose of the guideline referred to in
Article 2 shall be this expenditure, reduced by the sum of
amounts corresponding to the marketing of ACP sugar, refunds
in connection with food aid and the payments by producers in
respect of the sugar and isoglucose levies as well as the
revenue from any future internal agricultural charges;

as regards the own resources base:

the potential revenue on the basis of which Titles 1 and 2 of
the Revenue side of the Budget are determined. The calculation
of the Community's own resources base for the purposes cf the
guideline referred to in Article 2 shall be the total VAT base
upon which the VAT rate for the year in question is calculated,
the amount of financial contributions (if any) included in the
Budget of the year, together with the own resources, othker than
those derived from VAT, set out in Revenue Title 1, less the
sugar and isoglucose levies as well as the revenue from any
future internal agricultural charges.

When the potential revenue from VAT is changed following an
alteration in the VAT ceiling, the guideline provided fcr in
Article 2 shall thereafter be calculated as if the new maximum
VAT rate had been aoplied in all the years relevant to the
calculation of the guideline.

Commentary

The definitions of both the expenditure bas'xd the
own resources base for the guideline calculations. In
both cases, they differ from those normally quoted by
the exclusion of the sugar and isoglucose levies. The
text corresponds to that of the Commission communica-
tion on budgetary discipline which was endorsed by all
member states at Fontainebleau.

The final paragraph was inserted at the insistence of
the UK , and is designed to ensure that increases in
the own resources ceiling doe not permit a 'step'
increase in the guideline. The effect will be to
'read back' the new VAT maximum rate into the figures
for 1984 and 1985 so that the own resources factor
will not be artifically inflated by a comparison
between an own resources base calculated on 1% and one
calculated on 1.L4%

The UK has inserted a statement in the minutes accept-
ing this definition of agricultural expenditure only
for the purposes of this exercise, and rejecting any
implications it may have for the budgetary treatment
of FEOGA guarantee expenditure or other purposes.

What difference does the "narrow definition" make?
Why did UK agree?

(a) Will not make much difference (less than 10% of
Budget) and omitted portion unlikely to grow faster
than rest of FEOGA budget.

(b) This definition was proposed by Commission at
Fontainebleau. UK accepted for use in this context
only. Other member states wanted even narrower
definition.



Text

Article L £

The level of net expenditure relating to agricultural markets
for a given financial year shall be calculated as follows:

(a)

(p)

the level of expenditure, as defined in Artlcle 3(a), shall
be the average of the actual outturn expenditure for 198k4.
and the best estimate of the outturn for 1985.

the own resources factor shall be established by dividing
the forecast level of the own resources base for the
financial year in question, as defined in Artdcle 3(b),
by the average own resources base for 1984 and 1985

the level of expenditure for the financial year in question
shall be determined by multiplying the amaounts obtained by
the application of paragraphs (a) and (b), unless the
Council acting by the majority defined in Article 1(2)
decides otherwise;

the method of calculation shall be re-examined in
accordance with the Fontainebleau conclusions under

the heading "budgetary imbalances" on the basis of the
report to be presented by the Commission, one year before
the 1.4% VAT ceiling is reached.

Commentary

The method of calculating the agricultural guideline,
and core of the agreement. It has been changef from
previous versions in 3 significant ways: ?

(a) there is a fixed, rather than a moving
reference period;

(b) the reference period itself is 2, rather than
three years; and

(¢) provision has been made for a review of the
system.

In addition, it has made special transitional
arrangements for 1986 unnecessary.

Line to take

1.

The key matter in establishing the guideline was to
eliminate "base drift" ie getting excess expenditure
in any one year built into the system. This the
present formula achieves.

. The present formula, like the previous "original

budgets", is based on one originally tabled by the
UK. It is much more satisfactory than the previous
one whould have been without "original' budgets, on
which it became clear there was not going to be
agreement.

Even with a 2 year base period, the formula gives

a tight guideline. Total agricultural spending in
1986, on this basis,is:expected to be some 6% more
than in 1985, compared to increases averaging 16%
between 1982 and 1985. Given the high level of stock
disposals that will have to be financed, the 1986
figure will be a tight constraint.

. The Fontainebleau conclusions always envisaged that

there would be a review of the system. The
Presidency on Monday accepted the Council Legal
Services advice that this meant the mechanism
continues to operate while expenditure remained
within the 1.4% ceiling, which cannot be altered
without our consent.



Text Commentary

Article 5 .

In the event of failure to respect the qualitative é;ideline The clawback provisions, based on the Commission's proposals
referred to in Article 2, the Council shall, during the on the financial guideline. They are ambiguous, in that it
following two financial years, ensure that, barring aberrant is not clear whether they are intended to bring expenditure
developments, agricultural expenditure is brought back within back to the original line, but starting from a higher base,
the limits imposed by this guideline. In so doing, the Council or genuinely to claw back any excess expenditure. With the
shall concentrate its activity primarily cn the production revised formula for calculating the guidelise, the latter
sectors responsible for the failure to adhere to the guidelire. interpretation is the only one that makes any sense, as

excess expenditure in any one year will not get built into
the formula (after 1985). The formula, however, also.have the
advantage of making it more difficult to tinker with the
guidelines, for example if excess expenditure on any one year
leads to an effective very small increase (or even decrease)

in expenditure the following year.

Line to take

This is an essential part of the package and one we fought
hard to get included in the text. The guideline itself now
provides for automatic avoidence of base drift. The effect
of this Article will be that if, in any one year,
expenditure does exceed the guideline, the Council will have
to consider what measures are needed to offset any excess
over the following 2 years. Clawback not automatic. Judge-
ment will have to be made depending on cause of ihe
expenditure overshoot. But strong presumption that clawback

will be applied.



1.

Text

Article 6

The council shall, when exercising its powers as legislative

authority or branch of the budgetary authority, ensure that the

reference framework is respected.

25

At the request of a member of the Council or the Commission,

the Council, acting by the majority laid down in Article 1(2),

may amend the reference framework.

Commentary .

This article commits "the Council" ie individual spending
Councils when taking decisions with financial implications,
to respect the reference framework established by ECOFIN.

It also permits the ECOFIN itself to amend the reference
framework. This, although unwelcome, is in fact unavoidable.
There are certain spending obligations of the Community for
which provision will always have to be made and for which
the reference framework will have to allow room.* The ECOFIN
Council will not, of course, agree to expanding the
reference framework without the most careful consideration
of the reasons for which it is required. (See also Artic}g

7).

¥ eg Supplementary Budget for agriculture.



Text

Articel T

5 Except in the case of Decisions mentioned in paragraph i,
when the Council is on the point of adopting an act which appears
likely to increase expenditure for a financial year beyond the
reference framework applicable to that year, the adoption of that
act shall, at the request of a member of the Council or the
Cormission, be suspended.

2. Within a period not exceeding one month, the Council, acting
by the majority laid down in Article 1(2), shall determine
whether the proposed act would, if adopted, lead to the reference
framework being exceeded.

3. If the Council concludes that the proposed act would, if
adopted, lead to the reference framework being exceeded, it shall
reconsider the proposed act with a view to taking appropriate
measures.

L, In the case of decisions arfecting net expenditure relating
to agricultural markets, the procedures laid down in paragraphs

5(c) and 6(b) of the Annex to the Commission's Communication of

6 March 1984 shall apply.

Commentary

This article prov1des for the ECOFIN Council (except undep
Article T(4) to review spending proposals by other Counc}%s
which look likely to exceed the reference framework. It
allows decisions on these projects to be delayed for a
month, and provides for reconsideration if the fin#ncial
consequences look unacceptable.

Articles (1) to (3) refer to non-agricultural spending.
Article (L) refers to agricultural spending. The procedure
to which it refers is one whereby if the Commission

considers the Agriculture Council is likely to take decisions
whose costs would breach Commission's original proposals. It
will ask for the decision to be referred to a special Finance &
Agriculture Council. It will also monitor expenditure
throughout the year .and ask for any potential overrun to

be similarly referred. Although the original Commission
proposals referred only to the price-fixing, the French,
whose formulation this is, intend that in its present form

it will apply to all agricultural spending.

The UK has secured an entry in the minutes which will
enable an individual member state to trigger the review by
formally asking the Commission to give its opinion on any
potentially excessive exepnditure.



Text

Article 8

When the Council is on the point of adopting an act which has
considerable financial implications for several years, the Council
shall, before taking the final decision, formulate an opinion on
whether the financial irplications of the proposed act are
compatible with the principles and guidelines governing the

Community's budgetary policy.

Commentary .

This has much the same effect as Article 7, except it

relates to the decisions with longer term financial

consequences rather than those relating to a single

year,

Both this and Article T help fulfil a recommendation from
the House of Lords Select Committee that Finance
Ministers should generally be those involved in spending

decisions.

There can be no automatic formula for applying this Article'
as by definition no reference framework will have been fixeq
nor will the maximum rate be known. Important thing is that
for the first time ECOFIN will have the opportunity to give“
its views on whether the rate of growth of expenditure is |
likely to be excessive in relation to the finance likely to

be available under the reference framework and maximum rate

in future years.



Text
Article 9
15 The Council shall comply with the maximum rate providéd for: in

Article 203(9) of the EEZ Treaty throughout the budgetary procedure.

2.

3.

In order to achieve this:

when establishing the Draft Budget, the Council shall keep
the increase in expenditure other than that necessarily
resulting from tne Treazies or from acts adopted in accord-
ance therewith to a level no higher than half the maximum

rate provided for in Arzicle 203(9);

at the second reading, the Council shall adopt a position

such that the maximum rate 1s not exceeded.

Paragraphs 1 and 2 of this Article are without prejudice to

the provisions of Articlz 203 of the EEC Treaty, particularly those

of the last sub-paragraph of paragraph 9.

Commentary

This does not add much to the procedures the Council is
already supposed to respect in making its budgetary
decisions. The existing provisions were, however, more
often dishonoured than not, and Fontainebleau specifically
called on the Council to adopt measures to ensure that the
maximum rate provisions were respected. The proviso in
paragraph 3 is to permit the Council to accept increases
in the maximum rate itself, as is provided for in the
Treaty. The Council Legal Services and the Commission hag

refused to accept a text that did not include this proviso'

Line to take

Council is binding itself to observe more scrupulously a
provision of the Treaty that it has always been subject to,
but has not always honoured. This fulfils the third leg

of the Fontainebleau remit.



Text

Article 10

On the assumption that the 1986 budget will be prepared on the
basis of own resources being increased in that year, these
Conclusions shall first apply to the exercise of the Council's
powers in 1985 concerning expenditure in the financial year

1986.

Commentary .

This article will ensure that budgetary discipline and,
especially, the agricultural guideline, should apply as
from the beginning of 1986. It will therefore have to
bite on the 1985 price fixing as that affects expenditure
falling in 1986. It is an essentail article of budgetary
discipline that is to be taken seriously as part of the
Community's budgetary procedures. It is also consistent
with budgetary discipline's position as part of the
Fontainebleau package that it should come into operation
at the same time as the rest of it. UK assistance played

a large part in getting this starting date agreed.
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CHANCELLOR'S EVIDENCE TO THE TCSC

The following questions have been suggested by the Committee's Clerks in their advice

to the Committee:

¥

Does the Treasury provide advice to Ministers collectively on spending
priorities and, if so, how are they determined?

Are Ministerial bilaterals concerned mainly with spending at the margin of
programmes, or is the approach more zero based?

Could the Committee be provided with a departmental breakdown of
forecast outturn for 1984?

Is it not fair to say that public expenditure plans are really rising: firstly
because, within the planning total, increases have been offset by increased
asset sales and the abolition of National Insurance Surcharge: secondly,
because interest payments (which are rising) are not included in the
planning total: and thirdly because many of the plans in the Autumn
Statement are based on clearly optimistic assumptions, such as the 3 per
cent pay assumption and the assumed real cut in local authority spending?
If it is true that revenue determines expenditure, why do we not have firm
medium term plans for taxation as well as expenditure?

Forecast oil revenues for 1985-86 have increased by £2% billion. Since this
more than accounts for the prospective £1% billion fiscal adjustment, and
yet, is, in effect, a windfall gain, would it not be irresponsible to use this
money either for tax cuts or to increase spending?

If it is true that asset sales are taken into account when deciding the level
of the PSBR, can we expect a lower PSBR in 1985-86 than the £7 billion
set out in the MTFS?

The Government has criticised the US budget deficit but if the US policy
were to change, there may be a consequential effect on the sterling dollar
exchange rate and on oil revenues - which might in turn affect the scope
for tax cuts. Does the Chancellor really want #@ a change in US fiscal
policy?

Why has the level of debt interest risen?

What is the effect on the RPI of the increased charges that have been
necessary in certain departmental programmes in order to achieve
"savings"?

Although MO and sterling M3 are within the target ranges, M1 and PSL2
are growing faster. Why does the Chancellor believe that M0 and £M3 are

better indicators and is he not worried about the other indicators?



The Chancellor said that if there were a 1 per cent reduction in real wages,
there would be 200,000 jobs. How many of these would be for part-time
women?

What is the Chancellor doing to bring down real wages?

The Autumn Statement shows a decline in the UK share of export markets.
Does this not demonstrate declining cost competitiveness and if so, what is
the Chancellor doing about it?

What is the effect on industry's costs of the increase in the gas and
electricity negative EFL and the reduction in the water industry EFL?

How are nationalised industries EFLs decide - ie are different rates of

return chosen for different industries.



@
; . TCSC: 1984-85 PLANNING TOTAL: DEPARTMENTAL ANALYSIS OF ESTIMATED
OUTTURN

/The TCSC asked why Table 2.1 of the AS, which shows
1984-95 plans by departments, did not also show an analysis
of estimated outturn/.

Line to Take

i i3 The speed with which the Autumn Statement is produced and
the substantial uncertainty of the figures means that it would
not be possible to produce an accurate breakdown.

2 The prospective outturn for the planning total of "nearly

£128 billion" is itself subject to considerable uncertainty; a
breakdown by department would lmve to be based on partial information
and, at this early stage of the year, would be highly unreliable..

S Estimated outturn expenditure by programme will, however, be
shown in the Public Expenditure White Paper. But, even those
estimates will necessarily be uncertain, and m3y need to be supplemente
by a global unallocated allowance for longfall or shortfall,
reflecting the latest information just before the White Paper is

published.
If Pressed
g I will consider whether it might be possible next year to give

some indication of the departmental breakdown of the pnrospective outtu:

in the Autumn Statement.



What is Chancellor of the Exchequer doing to bring down real wages?

Real wages will more readily adjust if the labour market works better, with fewer

impediments to free supply of labour and to matching of supply and demand. The

government has acted in several areas to help bring this about. Cannot expect them to

give overnight results when operation of UK labour market has been gummed up for so

long.

Ty Measures which will bear on real wages include:

(i)

trade union legislation (in particular preovisions for strike ballots and
provisions on closed shops effective from 1 November) helps restore better
balance in industrial relations. Reduces monopoly power of unions and

safeguards rights of union members.

cut in the burden of income tax on earnings and changes in social security
system (abolition of earnings related supplement to unemployment benefit)
have brought a bigger gap between what people can earn in work and what
they can receive out of work. Incentives are improved and supply of labour
is less distorted by taxes and benefits. [Replacement ration "reduced even

including employee NICs]

1946 Fair Wages Resolution abolished. Allows government contractors to

create more jobs, free of special minimum wage restrictions

pay determination in the public services now set with much more regard to

market factors, less to so-called "comparability".

3. Other measures which will help to promote smoother labour market adjustment

include:

action to help geographical mobility (council house sales), end to

_conveyancing monopoly, encouragement for National Mobility Officers to

help public sector tenants move)
training programmes to improve supply of skilled employces

action on occupational pensions to make it easier for people to move jobs.




5.11

Forecast oil revenues for 1985-86 have increased by £2% billion. Since this
more than accounts for the prospective £1% billion fiscal adjustment, and

yet is, in effect, a windfall gain, would it not be irresponsible to use this money
either for tax cuts or increased spending.

If it is true that asset sales are taken into account when deciding the level
of the PSBR, can we expect a lower PSBR in 1985-86 than the £7 billion set
out in the MTFS.

The size of the fiscal adjustment and of the PSBR for 1985-86 will be announced
at Budget time next year, and will take account of all relevant factors, including

those mentioned here.



5.10

The Government has criticised the US budget deficit, but if US policy were

to change, there may be a consequential effect on the sterling/dollar exchange
rate and on oil revenues - which might, in turn, affect the scope for tax cuts.
Does the Chancellor really want a change in US fiscal policy?

Any change in US policy would have a large number of consequences. It is
not sensible to pick out only one consequence and judge the desirability of

the policy change solely by that criterion.

The Government's view on the US deficit is that it is unsustainable in the
longer term and therefore will have to change. The sooner the change takes

place, the better.

The Government would, of course, accept any effects on the prospective fiscal
adjustment of the kind described, but there will be other effects of a reduction
in the US deficit - such as that on the dollar oil price, and is by no means
clear that the net effect on oil revenues would be negative. The Government
will have to consider all the relevant factors, when making a judgement on

the PSBR and fiscal adjustment at next year's Budget.



5.12

What is the effect on the RPI of the increased charges that have been necessary
in certain departmental progrmames in order to achieve savings?

I presume you are referring to the effect of increased charges by nationalised
industries. These are a matter for the industries themselves and final decisions

have not been made. No accurate estimate of the RPI can be made.



5.13

Although MO and £M3 are within target ranges, M1 and £M3 are growing faster.
Why does the Chancellor believe that MO and £M3 are better indicators and,
is he not worried about the other indicators?

M1 is clearly distorted by interest bearing sight deposits and there is no reason

to be concerned by its growth.

PSL2 can be considered as a cross check to £M3, and the Government have

looked carefully at the reasons for its growth.

In fact the growth in PSL2 is largely due to the growth in Building Society
liabilities, and it is not surprising that these are growing rapidly at this stage

in the development of Building Societies.



5.14

The Chancellor has said that if there were a 1 per cent reduction in real wages,
200,000 jobs would be created. How many of these would be for part-time
women?

There is no reason to suppose that the mix between full-time and part-time
jobs that might be expected would be very different from the actual mix that

occurred over the last decade or so.
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Does the Treasury provide advice to Minsiters collectively

on spending priorities and how is that advice determined?

The Treasury has a natural focal role in planning, monitoring
and controlling both total public spending and the individual
programmes, It is the job of Treasury officials to advise

the Chief Secretary and me on both aspects. Their advice on
individual programmes reflects detailed assessments of the
pressure for additional provision and the scope for savings,
based on their regular discussions with officials in other
Departments, It is for the Chief Secretary and for me to
decide, on the basis of that advice, what proposals we put, and
what responses we make, to individual spending Ministers and to

the Cabinet.



A.

Are Ministerial bilateral discussions concerned with
spending at the margin or are they more concerned with a

zero-based approach to departmental spending?

Procedures for analysing spending on individual programmes

follow no single set pattern, And nor should they,

No one approach or technique has all the answers.

Inevitably considerable attention is given to proposals for
changes at a margin - whether a proposed new initiative,

the ending of a particular function or revised estimates of

the cost of executing present policies, But that does not
preclude more fundamental reviews of total spending in

particular areas. And the Government's record since 1979

shows that major shifts in priorities between different expenditure

programmes hawe been achieved,
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This is to confirm that the Committee would like the Treasury

to examine the figures in the Table annexed to Mr Terry Ward's
paper, 'a copy of which was' sent-so you earlier today, If.you
think any of his calculations are wrong, I would be obliged
for early warning - since this might enable us to put a better
version on the ble at tomorrow's meeting of the Committee.
You may find khat there are some changes in the later parts
ol the text.® This exercise, incidentally, should be deemed
to subsume that referred to by Mr Townend towards the end of
his questioning yesterday.

On the question of additional expenditure in 1984/85
attributable to the coal strike, the Committee would like to
know how much of the projected total increase is directly
attributable to that cause and how much of the additional
provision required has been met out of the contingency reserve.

A.M.W. Battishill Esq., D.W. Limon
H M Treasury

Parliament Street

London SW1P 3AG

v/

o
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FROM: A M W BATTISHILL
DATE: 27 November 1984ry4f2L\/<
CHANCELLOR OF THE EXCHEQUER cc Sir P Middleton

Sir T Burns AZ,
e M-

Mr Bailey

Mr Scholar ﬂquLﬁ

Mr H P Evans

TCSC BRIEFING

This minute covers briefing for your appearance tomorrow before

the Treasury Committee.

2 Immediately below at Flag A are some notes for the brief
opening statement you wish to make. Those on the economy
have been prepared by Sir T Burns and those on public spending
by Mr Scholar. PE will provide a short piece on BT tomorrow.

3% There then follow' briefs on a number of issues mentioned
at your meeting this morning or which came up with officials
yesterday. They are at Flag B:

(a) debt interest: the revisions since the Budget;

(b) public investment;

(c) the planning total figures: NIS, VAT and corporation

tax:

(d) local authority current expenditure;

(e) housing receipts;

(f) housing benefit - the Guardian story about joint

tenancies;

(g) the water industry.

4. Also attached at Flag C are some notes on EC budget
discipline (with the text of the inter-governmental agreement)

just in case Mr Budgen returns to the charge.

ik
CONFIDENTIAL



CONFIDENTIAL

54 Lastly, at Flag D, is a list of the questions we understand
' the Committee may wish to put to you tomorrow. Many of them

cover very familiar ground on which you are unlikely to want

any extra briefing. But we have asked for a 1line to take
on those marked with an asterisk - though I am afraid it will
not be possible to cover all these until the morning. Those

that are available are at Flag E.

6z I understand you already have a copy of the transcript
of officials' evidence; and. -GE will ' be  letting Mr Peretz
have direct drafts of the notes we undertook to provide at
yesterday's hearing. Mr Peretz also has a copy of a note
for the Committee written by Mr Terry Ward on which we have

been asked to check the figures.

i

A M W BATTISHILL

2
CONFIDENTIAL



-

As last year the Autumn Statement brings together a number of announcements
which fall to be made at this time of year. In particular it allows the public
spending plans for the year ahead to be set in the context of a fresh economic

forecast.

It is not an occasion for a general restatement or updating of economic
strategy which is primarily for the Budget. But I would emphasise that the
overall objectives and strategy remain unchanged. The objectives are to
continue to bring down inflation and create the conditions that will enable
progress to be made in bringing down unemployment. The ultimate ambition
is stable prices although as I emphasised last year we do not assume at
the moment that this will be achieved by the end of the present MTFS period.

But we continue to make better progress on inflation than most commentators
have expected and I expect this downward pressure to continue over the next
year. Although we are not expecting much of a change in the inflation rate
over the 12 months, if achieved, it will mean a significant period when
inflation has been below 5 per cent. Because expectations are now adjusting
to this lower rate it should provide the basis for the further downward

movement of inflation that policy is designed to achieve.

The framework of policy remains as set out in the MTFS with target ranges
for both Sterling M3 and MO and an illustrative path for the PSBR. . Soi/fap
this year both monetary aggregates are within the target range and although
the PSBR is now expected to be above the level planned it will still

represent the lowest proportion of GDP for more than 10 years.

Many commentators continue to refer to the years since 1981 as a period of
weak recovery. But a closer examination of the figures shows that the pace of
recovery of output has been far from weak. If we are correct about the rate
of growth in 1985 then the growth of output over the four years cumulatively
will have been almost 12 per cent. This is very respectable by past
standards. It more than matches the growth of output during the recovery
period 1975-79. On the basis of annual data the highest four year growth
figure since the war was for 1962-66 when 15 per cent growth was registered.
The only four year period since 1966 which has seen growth clearly faster

than 12 per cent was the years 1969-73.

Unfortunately growth during this recovery period has still not been fast

enough to bring down unemployment. During the recovery period unemployment



has tended to turn out higher than we assumed or expected. It is important
to recognise the reasons why unemployment has turned out higher than

expected.

The first reason for this is that on average the growth of output has been
matched by equivalent growth in productivity. Productivity growth has been
faster than we expected, particularly after the disapointing performance in
the 1970s. But of course that low productivity growth of the 1970's was
a major reason for thé rapid growth of unemployment in recent years. It
meant inadequate profitability, substantial overmanning and a cost structure
that was not sustainable. In retrospect it may seem inevitable that the
overmanning had to come to an end. But we have been surprised by the extent
and the speed of that adjustment. Even so the level of employment in 1985
is likely to be on a par with the level of employment in 1981.

The second reason for the continued rise of unemployment is that the labour
force has grown by more than expected. This has particularly been the case
for women in part-time employment. This is a trend that we have seen for many

years but it has continued at a rapid pace during the period of recovery.

I have argued on a number of occasions that the level of unemployment would
have been improved if real wages had grown at a less rapid pace. Over the
years of recovery real wages have grown by an amount similar to the overall
growth of output. If real wages had grown less rapidly the level of output
would have been higher. And the ratio of employment to output would have
been higher reflecting a changing mix of products and a different
labour, capital mix. I hope to publish some further analysis of this
important topic in the not too distant future and I hope that the committee

will support the general conclusions that I have just outlined.



The Committee has, no doubt, studied the revised expenditure plans

for 1985-86 outlined in the Autumn Statement, The results of this
year's Survey, summarised in just five pages of the statement, represent
the outcome of the usual detailed review of all programmes. Since 1979
the Government has brought about a substantial re-ordering of priorities
within public expenditure programmes. This year's review has, as
usual, led to decisions to increase provision in some areas, and some

hard decisions to reduce it elsewhere.

As indicated in the Statement, we now expect that, because of the
exceptional factor of the coal strike, public spending in 1984-85 will
be some &£1% billion above the planned level, This has led us, in the
review of the 1985-86 position, to pay particular regard to the realism

of the plans and to the adecuacy of the Reserve provision.

We cannot of course be sure what will be needed to cover unforeseen
developments, But we have taken a number of steps to ensure the realism
of the 1985-86 figures. On local authority expenditure, we have
increased provision by nearly &1 billion, matched by much tougher penalties
for overspending and the introduction of rate-cappning. This means that
the plans for local authority current spending are both realistic and
achievable, The calculation of our EC contributions is now more
securely based following the Fontainebleau settlement, compared with the
stylised and inevitably somewhat unrealistic ficures in earlier plans.
And, even after the normal anmual process of reducing the Reserve for

the year ahead as the plans are firmed up, we have provided for a

figure of £3 billion, &£ billion more than the provision for 1984-35 in

the last White Paper,

A1l these adjustments,up and dovm, have once again been carried out

within an unchanged public expenditure planning total, Ever since the
introduction of cash planning, we have held the aggregate plans within

the cash totals set in earlier White Papers, That we have done again,
with a planning total for 1985-C6 of £132 billion, In real terms

this is the same level as that planned for 1984-85, [and below the expecte?
outturn] implying a further reduction in the ratio of public expenditure %o
GDP. The latest plans therefcre underline yet z2gain the Government's

determination to keep 2 firm gri» on public spending.



CONFIDENTIAL e,
ANALYSIS OF REVISIONS TO DEBT INTEREST FORECASTS

The general government debt interest forecasts published in
the Autumn Statement were £16 billion for :1984=85 . and
£16% billion for 1985-86, respectively some £% billion and
£1 billion higher than the forecasts in the 1984 Budget.
Officials were closely questioned on the reasons for the revised

forecasts when they appeared before the TCSC on Monday

26 November. Mr Wainwright had previously raised the subject
with the Chancellor in the House - see attached extract from
Hansard, eol 7782 ; The TCSC Chairman indicated that the

Committee will return to this subject when they see the

Chancellor on Wednesday 28 November.

25 Table 1 shows the short and 1long term interest rate

assumptions used in the 1984 Budget and 1984 Autumn Statement.

Table 1: Interest rate assumptions (annual averages)
1984-85 1985-86
Long term rates
1984 Budget 9.3 (o G
1984 Autumn Statement 10.8 103
1985 White Paper 10.8 10.0
Latest (26 November) 103

Short term rates

1984 Budget 8v] 7.8
1984 Autumn Statement 10.3

1985 White Paper 10.3

Latest (26 November) 9.8

3% Table 2 shows the corresponding revisions to general

government debt interest forecasts, and also breaks down the
revision into the amounts due to higher interest rates, higher

borrowing and estimating changes.
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. Table 2: General government debt interest revisions (£million)

1984-85 1985-86
Total change 500 1000
of which due to:- _
Interest rates 250 650
Increased borrowing 50 100
Assessment changes 200 250
4. Based on these figures (which should not be quoted) the

suggested line to take on the revisions is:

"Over half the revision is due to a profile of
interest rates somewhat higher than expected at
the time of the Budget. A 1little is due to higher
borrowing and the remainder is due to the normal
reassessment process that occurs in the 1light of

Tater outuxns "

5. If pressed to divulge actual interest rates being assumed,
line to take:

"Not the practice to divulge interest rate forecasts

as they are market sensitive. Butilasi-Isrganid. = in

the House on 15 November [column 782], I now see

‘the prospect of interest rates falling from their

present levels."
6. If pressed on poor record of debt interest forecasts
over the past, the suggested line :to take is below. :[Note:
the average error on corresponding forecasts over the last
ten years is about 10 per cent. This year's change - £lbillion

on £15%billion - represents 6% per cent. ]

"As outside forecasters will appreciate, debt interest
is by its nature difficult to forecast and obviously
very sensitive to interest rates, which ingatuen

are not easy to predict. [This year's revisions
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are not high by historical standards, but officials
are constantly reviewing modelling procedures to

see if any improvements can be made."

7. Max Wilkinson (FT, 27 November) suggests that the latest
forecasts imply that on average interest rates in the two

years 1984 and 1986 would be about one to two percentage points

higher than was hoped at the Budget. There seems no reason
to deny that these figures are of the right order, without

confirming precise numbers.

PSF Division
27 November 1984
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Public Debt

2. Mr. Wainwright asked the Chancellor of the
Exchequer to what extent the trend of public debt interest
is higher than his forecast of March.

The Chancellor of the Exchequer (Mr. Nigel
Lawson): “The Autumn Statement 1984" gives estimated
figures for debt interest in 1984-85 and 1985-86 which are
respectively about £44 billion and £1 billion above previous
estimates.

Mr. Wainwright: As the Chancellor of the Exchequer
has referred not only to the autumn uprating of the current
debt estimate, but to the estimate for 1985-86, which is
stretching a long way ahead. how does he explain his
recent statement that the prospect is of further interest rate
cuts? Will the right hon. Gentleman say something about
interest rates to reassure British industry?

Mr. Lawson: | can deal with the hon. Gentleman's
puzzlement quite simply. The increase in the estimates to
which | referred is an increase over what was envisaged
at the the time of the last Budget. When | say that | now
see a prospect of interest rates falling, | am talking about
falling from their present levels. | am glad to say that that
prospect remains as a result of this Government's policies.

Sir Willlam Clark: Does not my right hon. Friend
agree that as the national deht increases year by year
because of overspending, interest charges will obviously
increase as far as revenue is concerned”? As the interest
payments on the national debt are now more than £45
million per day, would not it be folly to increase our public
expenditure now?

Mr. Lawson: My hon. Friend is quite right. It would
be folly 10 increase public expenditure now and that 15 why
the Government have no intention of doing so. It1s a quite
remarkable fact that, despite the miners’ sirike and the
events in the United States, where interest rates have risen
sharply, the level of interest rates in Britain is no higher
than it was at the time of the last general election, and 1y
set 10 go lower.



TCSC enquiry into the Autumn Statement

Public investment

1

Public expenditure plans for 1985-86: some decisions yet
to be taken on breakdown between capital and current spending.
Full details in next White Paper.

Important to understand definitions. Capital spending by the
public sector, including investment by nationalised industries,
defence spending on equipment such as ships, tanks, aircraft,
but excluding sales of council houses and other assets,

amounts to over £20 billion. (For details see attached table
from February 1984 EPR, taken from Cmnd 9143, table 1.13).

Capital spending in real terms (ie cash deflated by GDP
deflator) roughly constant in recent years, up to and including
1984-85. [Warning: figures not yet finalised for 1985-86,

but fall in real terms likely.]

For purposes of Industry Act Forecast, assumptions made about
likely split of expenditure plans into capital and current.
Table 1.10 in Autumn Statement shows rise of 3 per cent in
fixed investment for whole economy in 1985: paragraph 1.42
shows private sector investment rising faster, and implication
is that public investment will show a small fall. Note that
definition of public investment included in total investment
in table 1.10 is on national accounts basis, much narrower
than 1984 White Paper table 1.13 (ie table attached).

[Not published; for use if pressed] Industry Act Forecast
includes a figure of a fall of 3 per cent in public
investment - in national accounts terms - in 1985. (This
excludes the effects of changes in council house sales; and
is not affected by the privatisation of BT.) This is
accounted for by a fall in local authority investment,
following the likely spending this year: see paragraph 1.43
of AS.



Table 3 Public sector capital spending
£ million cash
1978-79 1979-80 1980-81 1981-82  1982-83 1983-84 1984-85
outturn outturn outturn outturn  outturn estimated plans
outturn

Goods and services
General government and some public

corporations

Expenditure on dwellings 2,101 2,395 2,302 1,943 2,204 2,212 2,227

New construction other than dwellings 2,556 3,165 3,766 3,912 4,340 4,302 4,524

Purchases (net) of vehicles, plant and machinery 629 736 877 902 1,056 1,140 15132
Defence expenditure*

Canstruction 46 205 283 271 395 456 528

Equipment 1,779 2,211 2,905 3,445 3,800 4,554 5,200
Nationalised industries and other public

corporationst

Expenditure on dwellings { 2 3 22 3 5 3

New construction other than dwellings 4,734 1,929 2,352 2,489 2,694 2,930 2,838

Purchases (net) of vehicles, plantand machinery 3,564 3,962 4,388 4,240 4,743 4,647
Total goods and services 11,845 14,207 16,450 17,352 18,732 20,342 21,099
Cost terms (base year 1982-83) 19,250 19,760 19,275 18,504 18,732 19,373 19,137
Capital grants to private sector
General government and some public

corporations 1,552 1,619 1,936 2,019 2,638 2,988 2.749
Nationalised industries and other public
corporationst 9 12 12 14 14 24 25
Total capital grants to private sector 1,561 1,631 1,948 2,033 2,652 3,012 2,774
Total goods and services plus capital grants to

the private sector 13,406 15,838 18,398 19,385 21,384 23,354 23.873
Cost terms (base year 1982-83) 21,787 22,029 21,558 20,672 21,384 22,242 21,654
Net lending
General government and some public

corporations
Net lending to private sector § 244 658 920 1,356 1,103 89 983
Net lending and investment abroad 267 =319 =521 -270 -97 47 192

*NATO definition of defence capital expenditure

1Several points on the nationalised industries figures need to be noted:— (a) they are not included in the planning total, (b) they include the planned capital spending :n 1984 85 of
British Telecom and British Airways but no figures are available for Enterprise Oil, (c) British Telecom changed the accounting treatment of certain fixed assets in 1983 84 (d) the
1978-79 tigure includes net expenditure on land and existing buildings.

§includes cash expenditure on company securities.

RS PP 0




Poavitnae: Brai :

Q.1

Al

A.2

Why did you reduce the planning total in the FSBR to take
account of the abolition of NIS? (e said at the time that
if we had not done so departments would have had extra cash

to spend on other things,)

NIS was no longer a liability on programmes, so programme totals
and the planning total were reduced accordingly. NIS has

not, of course, been added back to individual programmes,

So why now add NIS back into the total, to bring it up from

£131,6 billion to £132.0 billion?

e have not done so, The ner; planning total of £132.0 billion -

o

A2

whick is somewhat below the Cmnd 9143 figure, and further below

the (Cmnd 8789 figire of £132:2 billion < isihi

her tran the IF3BR
figure of £131.6 billion (corrected for classification changes

TO R3S billion) by less than the WIS adjustment of around

£450 millicn, Weshave stuck to:the faite Taper cash total;
andysalthough at¥is ‘true sthet we are 7ot nos-dedncting WIS frof

on public expenditure prcgrammes by over £200 million in 19C85-E6,
[Note:the "over £2C0 millicn" consists of zround £190 millicon

for VAT anc about £40 million for Corpsration Tay. ]
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LOCAL AUTHORITY CURRENT: REALISM

l.

Addition of £950 million to provision ( compared with addition
of only £600 million at this time last year) requires average
3 per cent cut on local authorities' budgets (in cost terms),
Government is directly tackling problems of high spenders
through rate capping etc - exercising direct control over

&3 billion+ of local authority expenditure through rate
capping; and the 18 rate-capped authorities account for

over 80 per cent of overspending in 1984-85,

The targets set for authorities in the provisional settlement
reflect their past spending. Most authorities spending below
GRE are allowed increases over 1984-85 adjusted budgets of

4% per cent, Other authorities have been given much more
realistic targets than last year (the largest cut sought last

year was 6 per cent over budget; this year it is 1% per cent).

The Government has backed this up with a2 much more severe penalty
regime. Last year an authority only lost 2p in the &£ in grant
for the first one per cent overspend and 4p for the second
percentage point. Inevitably a large number of authorities
decided to overspend by 2 percentage points. This year the
first percentage point in overspend will cost Tp in lost grant,

the second 8p.

The Government is backing this up with a virtual cash standstill
on adjusted Aggregate Exchequer Grant (has to be adjusted to take
account of reduced LA responsibilities eg LRT, some non-advanced
further education). Again, this will increase the pressure on

authorities to spend in line with provision,

Although the pay assumption does not formally apply to local
authorities, pay, which accounts for £ of local authorities' ret
current expenditure, is crucial in determining the level of

services local authorities can provide for their provision,



Manpower is also important. Local authorities have only cut
manpower by 4 per cent or so since June 1979 - and the downward
trend was temporarily reversed last year, All this despite

eg school rolls declining (and education accounts for about half

LA current).

n



HOUSING RECEIPTS

Q. On what basis have council house sales been assumed to increase

(by £430 million) in 1985-86?

A, 1. The assumption made about housing capital receipts in
Cmnd 9143 for the two later years of the Survey was inevitably
somewhat broadbrush, Only in September this year could a detailed
forecast of receipts in 1985-86 from council house sales be made
once information about applications had been received from local

authorities,

2. Three factors have tended to increase the receipts forecast.
First the Housing and Building Control Act 1984 will have full
effect for the first time, This reduces from three to two years
the length of time needed to qualify for '"right to buy'" discounts
and increases the maximum discount. Second, on the basis of
recent experience the proportion of sales financed by private
sector mortgages is expected to he rather higher than previously
assumed,

3. Third, prices rose quite sharply in 19C3-8Z and the early
part of 1984-85. But there is always a margin of uncertainty in
the figures., In the recent past receipts have tended to be

under rather than over forecast.

4, DNevertheless, numbers of sales are in fact assumed to fall
slightly compared to 19C4-C5, What we are assuming is that
receipts from sales will increase in 1925-8f both compared to
1984-85 and to our previous forecast. These depené on the
proportion of sales financed privately, the average discounted

price and the rumber of hcmes sold.
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FROM: R PRATT
DATE: 28 NOVEMBER 1984

MR PERETZ cc  Mr Burgner
Mr Wilson

TCSC THIS AFTERNOON: BA

I spoke to Mr Wilson about the item into today's Guardian about BA. A copy of the

item is attached.

2. Also attached is a note on the background and a line to take which reflects my

discussion with Mr Wilson this morning.

s"/ »\‘\‘\ '
halk

___R-PRATT
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BA PRIVATISATION: GUARDIAN STORY ON 28 NOVEMBER

Background

BA and the Department of Energy are negotiating inter alia about a capital
reconstruction of BA in advance of privatisation. The Guardian leak is almost
certainly from BA and is a negotiating ploy to suggest a compromise - but one which is

favourable to them:.
Line to take
There are naturally extensive discussions between the Government and BA in advance

of privatisation. It would be premature to comment on these now. An announcement

will be made in due course.



Wednesday 28th

A\
THE GUARDIAN

ame— -

November 1984

Taxpayers and BA
profits aid flotation|

By Michael Smith,
Industrial Editor

A package of taxpayers’

money and British Airways’
trading profits, togcther worth

between £350 million and £400-

million, has been picced
together  to  reconstruct the
state airline before next ycar's
privatisation.

Final -agreement on the re-
construction, which is essential

City Notebooi,' page 23;
Parliament, page 27

"to the February i flotation, is
imminent and. could be  an-
nounced within-the next week.

The agréement-  follows.

months of negotiations - in-

Whitehall, the City, and at

Heathrow and removes one of’

the last main hurdles to the £3
billion privatisation of the
airline.

The  reconstruction plan
breaks new ground in using
taxpayers’ funds and a compa-
ny’'s profits to reshape BA’s
debt-ridden balance sheet,
Using the airline’s profits to
help to rebuild the balance
sheet may also help to divert
some criticism from the Goy.
érnment over the use of tax-
pavers’ money to fatten up
public enterprise for sale into
i private hands. British Airways
1and the taxpayer, through the
Treasury, will make broadly
similar = contributions to the
reconstruction.

BA intends to divert part of
this year’s profits and some of
next year’s into the balance
sheet to offset a portion: of the
airline’s huge loan debts. The
total contribution, spread over
two separate trading years, is
likely to emerge at between
£150 million and £200 million.

At the same time, the Trea-
sury is expected to donate a
similar sum of around £200
million. from the anticipated £1
billion proceeds of the flota-
tion lv offset a further portion
of the debts, :

This is substantially less
than was deemed _ necessary
three years ago  when
privatisation of BA, then sad-
dled with £1 billion - of debts,
was first mooted. At that stage
it was expected that the ‘Trea-
sury would have to absorh up
to £800 million of BA’s moun-

tain of debts to "permit  the .

airline to be sold into private
hands. e
British ' . Airways has been

making its: own' contribution. to:"

the reconstruction by paying

off' close: on £200- million of it

bank . loans during the past
eight months.

BA, the world’s most profit-
able airline, is .expected to re-
veal next Monday that total .
borrowings have been reduced *
from more than £900. million-.
in  March to around £700 -

million.

The injection of £400 million *
into the company will provide
the airline with one of the |
strongest balance sheets in :
commercial aviation and en. |

sure that flotation is- ‘made
easier.

i

(SN

e 22,
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RESTRICTED

FROM: DAVID PERETZ
DATE: 28 November 1984

cC Sir T Burns
Mr Battishill
Mr Scholar
Mr Culpin
Mr Pratt
Mr Ridley

SIR P MIDDLETON

TCSC HEARING THIS AFTERNOON

The Chancellor has made some small changes to the proposed opening statement(this

afternoon, and I attach a clean version.

s As you know the Chancellor is still looking for a "nugget" of news he could let drop
sometime during the hearing, not necessarily in the opening statement. We are still waiting
for a few words for the opening statement about BT. Could Mr Battishill check, for
example, whether we could not after all say something about the number of applications for

BT shares that have been recieved?

3. Although this afternoon's briefing meeting has been postponed till 3.30 pm, suggestions

for nuggets of "news" would be appreciated by 2.30 pm.

Al

D L € PERETZ






CONFIDENTIAL FROM: M L WILLIAMS
DATE: 28 NOVEMBER 1984

CHANCELLOR cc Chief Secretary
Sir P Middleton

Bailey

Monck

Anson

Cassell

Scholar

Watson

Gilmore

Jameson

Burgner

Fitchew

H Evans

Battishill

Miss Peirson

Mr Stibbard

Mr Robson

FEREERERFFRRE

TCSC: 1984-85 OUTTURN

The Clerk to the TCSC has, following officials'appearance on
Monday, asked for a note giving more details of the prospective
outturn for the planning total in 1984-85. The Clerk's letter
(see atteched, second paragraph) seems to misunderstand somewhat
the nature of the Reserve and the extent of potential claims.

2 I attach a draft note for the TCSC. In the time available

it has not been thoroughly cleared, but I am forwarding it now

as additional briefing for your own appearance. If other recipients
have further comments they can be incorporated before sending the
note to the TCSC.

3. The figure of £1} billion for the cost of the strike was
strictly attached to the PSBR impact of the strike, but it was

also implied that the expenditure cost of the strike and the
prospective overrun on the planming total in 1984-85 rounded to the
same figure,which is used in the attached note. At the time of the
Statement, a more precise estimate of the expenditure cost would have
been a little below £1} billion, but more recent informatim has taken
it close to that figure (PE will shortly be letting you have more
details when reporting their quarterly monitoring meetings with the
nationalised industries).

4, Before sending the note to the TCSC you might wish to show
it to Mr Walker. He would expect to be consulted before any details



CONFIDENTIAL

of the strike costs were given to Parliament. I accordingly
attach a draft private secretary letter.

%

M L WILLIAMS
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PUBLIC EXPENDITURE IN 1984-85: PROSPECTIVE PLANNING TOTAL OUTTURN

(Note by HM Treasury)

The Committee have asked for a note on the prospective outturn for total public

expenditure this year, the cost of the coal strike, and the claims upon the public expenditure

Reserve. The Autumn Statement indicated (paragraph 1.58) that the prospective outturn on

the planning total was nearly £128 billion, an excess of about £1% billion over plans (shown in

Table 2.1), and a figure which is broadly equivalent to the public expenditure cost of the

coal strike contlnuln%xo Chritmas. Since the Reserve was set at £2 3/4 billion, the implied
"‘AL aggregate potential avesrun|is about £4% billion.

Firm Claims

2. The aggregate potential claim on the Reserve comprises a large number of items.
Those already charged to the Reserve include increases in cash limited and demand-led
programmes shown in Supplementary Estimates which have been presented to Parliament.
The additional provision implied by Summer and Winter Supplementary Estimates is

consistent with the estimated outturn for the planning total given in the Autumn Statement.

3. The main items in this category are summarised below:

£billion

1. Carry forward of capital underspends in
1983-84 under the end
year flexibility schemes 0.3

2. Health service: pay of groups
covered by review bodies, and of
ancilliaries; dentists and
pharmacists expenses; FPS 0.4

3.  Social Security (including
National Insurance Fund) 0.3

4. Housing benefit (England) 0.3



5 Export credit support 0.2
6. Regional and selective assistance 0.1
e Other, net 0.2

Total 1.8

The Coal Strike

4. As indicated by the Chancellor in his Autumn Statement, the public expenditure cost
in 1984-85 of the coal strike continuing to Christmas, would be of the order of £1% billion.

This sum is a claim on the Reserve.

5% It should be emphasised that the projections of strike costs are subject to considerable
uncertainty and it is only possible to give broad brush estimates. The impact on individual
nationalised industries is affected by trading between them. After taking this into account,
the aggregate impact on overall nationalised industry external financing is likely to account
for about £1% billion of the total cost. The programme mainly affected, to a total of some
£1 billion, is the Department of Energy's. Other induslries affected fall elsewhere on the
Trade, Industry, Energy and Employment programme and on the Transport and Scotland
programmes. Aside from the impact on nationalised industry external finance, about £1%
billion will fall on other programmes, mainly Law and Order, in respect of the additional

policing costs of the dispute, and also Social Security.

Other Potential Claims

6. The balance of the potential claims totals about £1 billion; this figure represents a net
claim after taking into account some important offsets. The assessment of potential claims
necessarily involves making forecasting judgments, on the basis of past experience and
monitoring information as well as to reflect current developments, of the shortfall or
longtall on particular categories of expenditure. Any detailed breakdown of this figure at
this stage of the year would therefore be unreliable. It is, however, possible to indicate the
main areas of divergence from plans:

Lo prdVune

1) Local authorities in GB are budgcting to overspend/plans by around £1.2 billion.

2) Local authorities' capital expenditure is also likely Lo exceed plans, although the

authorities are in general heeding the Secretary of State's requests to exercise



¥ . restraint and to maximise receipts.

3) There is a potential claim arising from an increase in our estimated net

contribution to the EC.

4) Experience of recent years suggests that some departments will underspend their
cash limits. In each of the last two years, such underspending has totalled £0.6

billion, although this margin will not necessarily be repeated.

5) It is also likely that receipts from the programme of asset sales in 1984-85, and

other miscellanous receipts that offset public expenditure, will exceed plans,

-somewlat.

7 An up-to-date estimate of the prospective outturn on the planning total will be
published in the Public Expenditure White Paper early in the New Year. Greater detail will
also be given the prospective outturn by programme, together with latest estimated external
financing requirements for the nationalised industries. It will still probably be necessary,
however, to include a unallocated estimate for additional shortfall or longfall, in line with

the latest assessment at the time.
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. ‘JBLIC EXPENDITURE IN 1984-85: PROSPECTIVE PLANNING TOTAL OUTTURN

(Note by HM. Treasury)

The Committee have asked for a note on the prospective outturn for total public
expenditure this year, the cost of the coal strike, and the claims upon the public expenditure
Reserve. The Autumn Statement indicated (paragraph 1.58) that the prospective outturn on
the planning total was nearly £128 billion, an excess of about £1# billion over plans (shown in
Table 2.1), and a figure which is broadly equivalent to the public expenditure cost of the
coal strike continuing to Chritmas. Since the Reserve was set at £2 3/4 billion, the implied

Ay |
aggregate potential avessun|is about £41 billion.

Firm Claims

2. The aggregate potential claim on the Reserve comprises a large number of items.
Those already charged to the Reserve include increases in cash limited and demand-led
programmes shown in Supplementary Estimates which have been presented to Parliament.
The additional provision implied by Summer and Winter Supplementary Estimates is

consistent with the estimated outturn for the planning total given in the Autumn Statement.

35 The main items in this category are summarised below:
£billion
1. Carry forward of capital underspends in
1983-84 under the end
year flexibility schemes 0.3

2. Health service: pay of groups
covered by review bodies, and of
ancilliaries; dentists and

pharmacists expenses; FPS 0.4
3.  Social Security (includiug
National Insurance Fund) 0.3

4. Housing benefit (England) 0.3



. ' Export credit support 0.2

6. Regional and selective assistance 0.1
77 Other, net 0.2
Total 1.8

The Coal Strike

4. As indicated by the Chancellor in his Autumn Statement, the public expenditure cost
in 1984-85 of the coal strike continuing to Christmas, would be of the order of £1% billion.

This sum is a claim on the Reserve.

By It should be emphasised that the projections of strike costs are subject to considerable
uncertainty and it is only possible to give broad brush estimates. The impact on individual
nationalised industries is affected by trading between them. After taking this into account,
the aggregate impact on overall nationalised industry external financing is likely to account
for about £1% billion of the total cost. The programme mainly affected, to a total of some
£1 billion, is the Department of Energy's. Other industries affected fall elsewhere on the
Trade, Industry, Energy and Employment programme and on the Transport and Scotland
programmes. Aside from the impact on nationalised industry external finance, about £}
billion will fall on other programmes, mainly Law and Order, in respect of the additional

policing costs of the dispute, and also Social Security.

Other Potential Claims

6. The balance of the potential claims totals about £1 billion; this figure represents a net
claim after taking into account some important offsets. The assessment of potential claims
necessarily involves making forccasting judgments, on the basis of past experience and
monitoring information as well as to reflect current developments, of the shortfall or
longfall on particular categories of expenditure. Any detailed breakdown of this figure at
this stage of the year would therefore be unreliable. It is, however, possible Lo indicate the

main areas of divergence from plans:
e /

N AL N g, (=
1) Local authorities in GB are budgeting to overspend,/plans by around £1.2 billion.
J
2) Local authorities' capital expenditure is also likely to exceed plans, although the

authorities are in general heeding the Secretary of State's requests to exercise



restraint and to maximise receipts.

3) There is a potential claim arising from an increase in our estimated net

contribution to the EC.

4) Experience of recent years suggests that some departments will underspend their
cash limits. In each of the last two years, such underspending has totalled £0.6

billion, although this margin will not necessarily be repeated.

5) It is also likely that receipts from the programme of asset sales in 1984-85, and
other miscellanous receipts that offset public expenditure, will exceed plans,

-semewirrt.

i An up-to-date estimate of the prospective outturn on the planning total will be
published in the Public Expenditure White Paper early in the New Year. Greater detail will
also be given the prospective outturn by programme, together with latest estimated external
financing requirements for the nationalised industries. It will still probably be necessary,
however, to include a unallocated estimate for additional shortfall or longfall, in line with

the latest assessment at the time.



~ Draft letter from

PS/Chancell to PS/S of S for Energy
ce to
Mr Turnbull, No\ 10

TCSC: COST OF T MINERS' STRIKE

The Treasury and Civil Service Committee have asked for a note
about the additional\ expenditure in 1984-85 attributable to the
coal strike and the tent to which it is being met from the
Reserve. The public enditure cost of the strike in 1984-85

was indicated in the Autumn Statement to be about &17 billion.

2. I attach a draft note whic ‘mfipqg>it,i9qxitably has to focus
on the cost of the coal strike, ~Walker miéﬁf like to see. The
Chancellor is aware of the\difficulties in providing a detailed

breakdown of the cost, particularly of the impact on different Frasfon

\ A i
nationalised industries. The references in Lhe attached n3£9$a3&4_£

broad brush -end, I should be gratefu]l for confirmation that Mr—Walker
is content. W4 ot fjﬁﬁpq, 'f%&“” ol H TS € G N
‘\a\} i_"., “ L:\‘ A ”«) WLL L’ . :

B I am copyling this letter to Andrew Turnbull in No 10.
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COMMITTEE OFFICE
HOUSE OF COMMONS
LONDON SWi1A OAA

01-218 3285 Direct Line) "
01-219 8000 (Switchboard) ;

TREASURY AND CIVIL SERVICE COMMITTEE

27th November 1984 3

q{u 7“*/

This is to confirm that the Committee would like the Treasury
to examine the figures in the Table annexed to Mr Terry Ward's
paper, a copy of which was sent to you earlier today. If you
think any of his calculations are wrong, I would be obliged

~ for early warning - since this might enable us to put a better
it version on the ble at tomorrow's meeting of the Committee.
e You may find’khat there are some changes in the later parts
of the text.*® This excrcise, incidentally, should be deemed
to subsume that referred to by Mr Townend towards the end of
his questioning yesterday.

. On the question of additional expenditure in 1984/85
attributable to the coal strike, the Committee would like to !

"9?4 know how much of the projected total increase is directly i

oS  attributable to that cause and how much of the additional

,,*;a provision required has been met out of the contingency reserve.

le'

\/ |
~r.
me
AMIW,. Battishill Esq., D.W. Limon

H M Treasury
Parliamcnt Streetl
London SW1P 3AG

A\




