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& Published Papers

The following published paper(s) enclosed on this file have been
removed and destroyed. Copies may be found elsewhere in The
National Archives.

CM B79 - HM Treasury - AUTUMN STATEMENT 1989,
Presented to Parliament by the Chancellor of the Exchequer by
Command of Her Majesty November 1989Select Committee on the
Published by HMSO — [SBN 0 10 108792 6
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10 DOWNING STREE]

[LONDON SWIA ZAA

Fraom the Peivate Secrefar
21 December 15895

e Corys,

FINANCIAL REPORTING TO PARLIAMENT

The Prime Minister was grateful for the
Chief Secretary's minute of 18 December.  She
is content for him to proceed as proposed
with the publication of a short White Paper

on 9 January.

I am copying this letter to the Private
Secretaries to other members of the Cabinet,
Murde Maclean (Chief Whip's 0ffice), and
Sonia Phippard (Cabinet Office).

\{

—

by

PAUL GRAY

Miss Carys Evans
HM Treasury
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10 DOWNING STREET
LONDOM SW1A 2ZAA

From the Private Secretary

Vear Gy,

PUBLICATION OF THE 1990 PUBLIC EXPENDITURE
WHITE PAFPER

19 December 1089

Thank you for your letter of 15 December
which the Prime Minister has seen. She is
contant with the plan to publish the 1930
Public Expenditure White Paper on 30 January.

I am copying this letter to the Private
Secretaries to Ministers in charge of
departments, Murdo Maclean (Chief Whip's
Office) and Sonia Phippard (Cabinet Office).

by
[\t

PAUL GRAY

Miss Carys Evans,
Chief Secretary's Office
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PRIME MINISTER L.ﬁ’f.,.._ (Ifa-_u.::{ A
FPINANCIAL REPORTING TO PARLIAMENT

The structure of the public expenditure documents has Dbaen the
subject of considerable discussion over a number of years. The
TCSC and the PAC have put forward their own ideas and in May 1988
the Government set out its proposals in a White Paper (Cm 375). We
proposed that the main public expenditure totals would bea
published in an expanded Autumn _gFatemEnt ag soon as possible

after the completion of the Survey. The detailed plans would be
contained in separate departmental reports, which would be

published on or before Budget day, gimultanecusly with the

Eetimates.

2 The TCSC and the PAC broadly welcomed these proposals and we
began to implement them last year. The only outstanding issue is

the thHLubl& for publishing the naw dapartmental reparts In a

report in June this year, the PAC recnmmendﬂd that the publication
of both the Estimates and the departmental reports should be
brought farwnrd Ln January. to allow time for thelr consideration

the end of the financial year. In ocur
initial responsze, we promised to lock again the timetable propocsed
in Cm 375.

= Consultation with Departments has confirmed that we could not
significantly advance the puhlicatiun of the Estimates without

e i
weakening the Estimates scrutiny.




UNCLASSIFIED

4. The proposals in Om 375 were a compromise betwean the
conflicting objectives of publishing departmental reports as soon
as possible and publishing them simultanecusly with the Estimates.
The PAC now appears to be giving greater weight to the first of
thasa objectives. Moreover, the move to the new planning total
hag greatly improved the alignment between the plans and the
Estimates, which was one of the purposes of suggesting their

gimultanecus publication.

Se I econclude that the best course is to publish the
departmental reports within a few weeks of each other in January/

=

February, and the Estimates (as now) around the time of the
E?dget. Ih_prdbasﬂ _thét we do this in 1991, but review the
timetabla for later years in the 1light of experience and any
further comments from the TCEC and tha PAC.

6. If you and colleagues are content, I recommend that these
conclusions should be published in a short White Paper, a draft of
which 4is attached. It has already bBéE_EE}EEH'hEtHEEn officials.
The White Paper also provides a convenient opportunity to publish
the Treasury's guidance on the common core of financial
information to be contained in departmental reports, as requested

by the TCSC. This appears in the Annex te the draft White Paper.

7. I would propose to publish the White Paper on Tuesday 3
January, ahead of the 1990 public expenditure White Paper at the
end of that month. =

8. I am copying this minute to Cabinet colleagues, to
Timothy Renton, to Sir Robin Butler and to Bernard Ingham.




Financia: Reporting to Parliament

Introduction

In the White Paper, “Finandal Heporting to Parliament™, {Cm 375), the
Crovernment sct oot proposals for future publication of fnancial, information

These included the imtroducton of dl;]:ll.rt:nmt:! reports, to be :_mb]is.l:md in March
alongside the Estimates. The Treasury and Civil Service Select Committee (TCSC)
broadly welcomed the proposals in Cm 375 in their Sixth Report for 1987-B8 (HC
614). After consulting with other departmental Select Committees, however, the
Public Accounts Commitee (PAC) said in its Eighteenth Repore for 196889 (HC
354) that they did not consider the deferral of the publicaton of departmental repors
to March to be 1 satisfactory way of bringing the reparts alangside the Estimates and
urged the Treasury to examine the possibility of bringing forward the publication of
bath documents to Janoary.

2. The Government replied to the PAC's Report an 19 July 1989 (Cm 747) pointing
out that there is 3 conflice between the objectives of bnnging deparmmental reports
alongside the Estimates and the publication of finandal informanon as soon as it is
available. Tt undertook to consider further the timing issues raised by the PAC'
Eighteenth Repost,

3. This White Paper accordingly present: the Government's consideration of thiese
isgues and irs proposals for forure sction

Government Proposals

The timing of Departmental Reports

4. The Government recognises the farce of the argument that the key infarmation
on public spending plans should be publishad as soon as it is available, As explained
in Cm 747, this is achicved by the current publication timetable for the Aurumn
Stavement, the Public Expendimore White Paper, and the Estimares,

3. The proposal in Cm 375 that departmental reports should be published at the
same time a3 the Estimates, in March, was intended to meet both Commitress'
inrerest in doser alignment between the rwo sets of documents. In its fith Report of
198687 (HC 98), the PAC suggesied dhar alignment should be carried to the point
of P'ilbl-iihiﬂ information about the pl:.ru artd the Estimates in a combined
document. Government noted in its response (Cm 177) thae this would have
implications far the tmetable. While Cm 375 proposed to refain o ssparate
documents, simultancous publication was to be on the basis thar the plans for the
year immediately ahead would have been those agreed in the Survey, as modified by
subscquent Estimates scruting. The proposal o publish deparmennal reports ig
March provided the minimum time needed 1o allow for the I!’ufl reconciliation of the
detailed figures in both sets of publicatians. However, inits 18th Report of 198389,
the PAC attached more weight to the need to publish details of departments’
expendinure plans as soon as practicable.

6. There is an inevitable conflict berween the objective of publishing information as
soon a5 is it available, and that of publishing departmental reports and Estimares
simultancously. For reasons set out in Cm 747, the Government believes that the
effectiveness of Estimates scrutiny would be jeopardised if the publication of
Estimates were to be advanced o January,

4. In reconsidering this issue, the Government has taken accoumt of two
develapments since the publication of Cm 375. First, the change: announced in the
White Paper A New Planning Total” (Cm 441) mean that, in future, virtually all
Supply expenditure will fall within the planning total. This will greatly improve the
read-across between the public expenditure plans and the Estimares. Departrmental
n.‘inﬁﬁ will in future identify virrally all of the expenditare frems which will be
submitted to Parliament in the Estimates, and the reconciliations shown in each
Estimates booklet will be more comprehensive.

B. Second, as explained in the “The Financing and Accountability of MNext Steps
Agenaies” (Cm xyz), for many Government executive operations ourrarn informa-

3




mon iu ﬂcparﬂ|1:i:|1u| r-tEh:u:'[i. wall in future be 5.|.1|:||'.IE|.-|:|'.|.-|1I!1:|J .l,:l'!,' v edual .I.Et;nrief
anninal FEpOFts - 1O Parliarnent. These TEPOTIS weell nl_"mnn.'tl'l:.r be made in the sarly
manths of each Gnancal year, allowing the inclusion of outturn information relanng
to the Gnancial year that has just ended. Agencies’ repors will thus provide
mbarmation for the scrivities they cover, both abour financial resuls and abour
oarumm and F:rﬁ:rr:lml:n:i:, at an earhier stage than departmental repores, whether
these are published in Janwary or March.

%, Inthe light of the PAC"s views, and of these developments, the Government has
therefore decided that a better balance bepween objectives could be struck by
publishing departmental repoarts eadier than proposed in Cm 375, as fr as possible
retaining broadly the present timetable, at least for 1991, This ometable will,
however, be kept under review in the light of any further comments from the PAC
and TCSC and experience with the frst round of departmental reports,

Estismates fimnetahle

10. While the Government will continue to look for ways to advance publication of
the Estimates, consistent wath leaving sufficent ume for their preparaton and
scrutiny, it does not expect to be able to advance the timerable significantly for the
ume being. It will continue 1o look for ways of improving the read-across berween
departmental reports and the corresponding Estimates.

The content of Departmental Reparts (“The Commen Core™)

11, The Government has already made it dear thar deparimental reports will
continue to follow a broadly uniform presentation of Tuht'h: expenditure plans and
outturng, drawn from 1 common datsbase and following the pattern of the

departmental chapeers in the 1989 White Paper. Information abourt this “common
cote” material is set out in the amached annex. Departmental reports will be jointly
sponsared by the relevant Secretary of State and the Chiel Secretary to the Treasury,

[Conicherion

13, In the Light of the PAC"S views, the Government now proposes to publish
departmental reports garlier than proposed in Cm 375, 29 soon a3 the relevant
information is available. Estimates will follow as soon as possible thereafter. With
the earlier publication of departmental report, the plans published will be thoss
agreed in the Survey and will not reflect the subsequent derailed changes resulting
from Estimates scrutiny. Differences berween plans and Esamares will be set out in

the Estimates booklets.

14, For 1991, the intenton i o lollow broadly the samie dmetable a5 for the 1939
Public Expenditure White Paper and Estimares. The Government will keep these
arrangements under review, in the lighe of experience with departmental repores and
any fupl.hltr COAMTEnNLS !':-.m: ithe Public |‘|.r‘_“r_udul::. C-|.1:|:|.:|:|.'rll'.q.-|: :r.||.1 1]1:: Tr:’.:h.u:r:,r :lld'
Civil Service Select Committee.,




The Content of Departmental Keports

The Treasury's guidance to departments on the content of departmental reports
makes the following paints,

Comumon core: basic principles

2. Departmental reports will have tweo principal purposes: to present the Govern-
ment's expenditure l;l:ns 10 Parliament and to report performance against Erwiaus
plans. The reports should illustrate the anmual cycle of planning, setting objectives
and targets in relation to plans and evaluating subsequent performance against
objectives and targets in reports, decrbed in “*Central Government; Finandal
Accounting and Reporting Framework™ published by the Treasury in Diecember
| 8H,

3, Within this framework, the move to separate departmental teports will allow
departments more freedom to determine the style and content of their repors.
Departments will be abie to choose the colour and quality of the paper and bindings
used; the size and style of print fone; the style and layout of the text and the headings;
the nature of the illustrations, photographs, chars, and other diagrams; and the
extent of new material introduced into the reports, These choices will of course be
nfluenced by discusiions with their own Select Committees about the content of the
reparts, and with HMSO about the deriled ametable and the cost and price of each

report.

4. In order eo fulfil their essential purpose of reporting the Government’s
expenditure plans to Parliament, the documents will need to contain certain
common clements. The TCSC, in its Second Report (Session 1987-88) recom-
mended thar:

“The basic finandal information in these annual reports would follow a
standard partern agreed with the Treasury, and all departments should give the
fullest possible information on objectives, targets and performance indicators
and on their sucoess in meeting these.”™

&, The aim is 1o enable Farliament to put together a comprehensive picture of public
expenditure across all programmies and departments, and to relare the plans ser out
in the departmenral repors 1o the Estimates and the eventual outtuen. The PAC also
amtaches grear importance o high standards of Anancal reportng. The PACT
Eighth Report (Session 1986-87) set out the principles of consistency, relevance, and
celiability, and recommended that the Treasury draw up and operate critena to
reflect these principles. (This was done in the Treasury publication referred to in
paragraph 2 above). The same report stressed the need for clarity and simplicity in"
the n:g,j.J across from the PEWP (o the Estimates.

fi. The Government accepted the need for a common core in “Finandal Reporting
w0 Parliament™ (Cm 375), The TCSC's Sixth Repart, Session 1987-88 reiterated the
need for a common core, and listed the components which it regarded a5 minimum
requirements.

7. Against this background, the following section sets out Treasury proposals for
the material to be included in the commeon core. It falls into two groups. Marerial in
Secdon A must, in the Treasury's view, be presented cither in a common format or
it 3 common location, or both, in arder to enable Parliament to be able to put
together a comprehensive picture. Section B contains essential macerial, which must
appear somewhere in the reporss, though the format and locagon will be left 1o
Departments’ discretion.

Components of the comman core

8. Each report must, in general, contain a deseription of the Department's main
respondibilities, and of the public expenditure programmes for which it is
accountable, The reports should therefore include the fallowing components.




A Components which must have a standard format andfor location within the repart.

(i) Cash plms. As is now the case with the departmental chaprers of the Public
Expenditure White Paper, there wall be a table in 2 standard formar, sicuated at the
very beginning of each repart, The wable will be produced by the Treasury from the
Public EAEPEXIIIII.L‘I!'E Eurw:y database, As now it will cover a nine-year period,

:_panmng Wi oullurn yoars, the current year, and the three th YEATS, and show the

allowing information; —

(2] central government's own expenditure [distinguishing between voted and
other expenditure);

{b} central government grants 1o local authorines (identifying most speific grants
and EC current grants as separate items);

ic) other elements of central government support for local auchorities as
appropriate (eg non-domestic rate payments, credit approvals);

(d} Gnancng requirements of public corporatons (disdnguishing berween vated
and ather il:l;m:}.

The breaskdown af voted expenditure in these tables will continue to reflect the
structure of the Wotes as presented in the Estimates. This may change, aver time, to
teflect policy changes and changes to the Estimates strocture.

(i} A brief statement of the deportment’s overall aivas and objectives, gquantified wiiere
passible, giving ordered prionites snd histing, where appropriate, the criteria by
which policy changes are assessed (see for instance Cm 615 paragraph 4).

fiiz) Fumiing cests and manpewer induding reference in the text where appropriaie wo
provision agreed on the basis of management plans covering the full Survey period;
any areas of activity agreed for ner control; explanation of any significant changes to
the plans compared with the previous year; and. for the Estimates yesr, any
significant changes to either cash or manpower provision compared with figures
published earlier in the year, The tabular presentation of running costs and
manpower information should follow that agreed for the 1989 PEWP.

{iv} Local authority expendirure. For those departments where it is relewant, a table
should be incduded showing local suthonty expenditure for the fve outturn years
and the current year. The table shoold 25 3 minimum give a functiona) breakdown
for current and capital expenditure separately.

B Essential feanires of the report a5 a whole

fi} Evaluation, output and performance information. The report should conain
information about the achievenents of all the main departmental activites,
including achisvements against targets, quantified wherever possible, This should:
{a) make clear how the activities relate to the stated aims of the department; "
(b} cover both programme expenditure and running costs;

{c] provide information on effectiveness, including the results of evaluadon. For
some programmes it may be necessary and wscful to give intermediate
measures. Where possible, information en final outpurs should be displayed.

{d] mdicate the efficency of the programme ic relate the achieved benefits 1o the
input costs (in terms of iture and, il appropriate, manpower). This can
draw on the results of evaluation. Information about unit costs is particularly
valuahle,

As well as reporting on achievements, deparoments should provide rargets for future
years, and set out the information in such a way that data for outturn years can be
readily compared with previously published targets for those years.

(i) Major initiatives to sequre bester walue for money should be described, setting our the
abjectives of cach initatdve, what has been achieved to dare, and what is planned w
be achieved. This should cover aspects of the deparoment's penvonnel policies
relevant to securing better value for money from running costs; and could also
cover, where appropriate, relocation and initiatves to improve encrgy efficiency.

(i} Next Sieps Agencies. In the case of Agencies, Departments should identify
separately gross and net cash provision, manpower and, where appropriate, running




costs, They should also provide for each Agency a descropuon of its aims and
objectives and the valuc-for-money improvements planned for the future and
achiewed in the past, related, where posable, to mrgets set in previows years,
ﬂt}::tuli:nh should indicate for each J‘.Eml.-:.r the main features of its Gnancial
regime (eg grows o net contral, trading fund), The amount of detail required should
be judged case by case. Cross references should be given to Agencies” separately
published reports and accounts for fuller informarion. (Cash provision, running
costs and manpower for Mexx Steps Agencies will be included in the material at A(i)
and (ii)). Departments should also report briefly on the progress of their Mexx Steps
implementation programimes.

{iv) Information on public corporations should include the provision for their Anancing

requirements, and should also include:—

{3} objectives set by the Government and by the industry;

(b) performance against extemnal finance limits, (EFLs), Performance should also
be related to agresd targets, especially formal financial targets and corrent cost
return on capital, aims for costs, targets sef in corporate plans, performance
reviews, efficdency studies and published reports;

{¢) outturn and plans for internal resources and external BAnance, including
Government grants; revenue forecasts and factors determining revenue and
coits; and comparisons of planned expenditore with outurm;

{d} mvesement plans;

(e} current oudook; and, where relevan:, progress to prvatisation.

(v} Iiformation on Non.Departmental Public Bodies [NDPEBs). Departments currently
include information on many of ther sponsored bodies in their White Paper
chaprers, At beast an “equivalent “level of detail should be retained in future. Similar
treatment may be appropriate for any body which reccives significant public
funding, including some which are not classified as NDPBs.

(wi) Expendifvre on publicity and advertising. The TCSC (Seventh Re 1587=19488)
recommended that departmental reports should give informason 1%3:; the costs of
major publicity and advertising expenditure. Deparmment who spend £% million
or more 8 yvear on pad UK publicey should include this informadon in their
departmental reports.

(wii) Explanations of chanpes in plans from the previour White Paper. Az recommended
by the TCSC, there should be an explanation of any differences between plan and
forecast outnurn for the current year,

(i} A eross reference to the relevant Ertimates booklets

{ix) A bibliography along the lines of those currently included.

(%) Explanation of recent significant changes in the dassification or allocavon of
expenditure,

{xi) Reference to any significant receipte from the EC in respect of the department’s
PrOgTIMmEs.

() Drescription where relevant of the split of responsibility and expenditure berween
the Department and the territonal departments,

{xiii) In the case of the territorial departments, a descripion of the black
ATINgements.
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[reasury Chambers, Parliament Street SWIP 3AG

Paul Gray Esg
Privabte Sacretary
10 Downing Street
London
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PUBLICATION OF THE 1990 PUBLIC EXPENDITURE WHITE PAPER

The Chief Secretary proposes that the 1990 public expenditure
White Paper should be published on 30 January, the same date as
the 1989 PEWP. In line with the low-key presentation adopted last
January, he does not propose to hold a press canferance.

r'_'_._- — ———
2 We would propose to give the press embargoed confidential
final revise copies on the previcus day.

3 1f the Prime Minister is content, we will arrange for the
date to be announced by Written Answer a week or so before
publication. We will circulate full details of the publication
arrdngemants, and arrangements for clearance and issua of
departmental press notices, nearer the time.

4 1 am sending copies of this letter to the Private Secretaries
to Ministers in charge of departments, the Chief Whip and Sir
Robin Butler and to Bernard Ingham.

’«Tﬁ,n eV

Canys

HISS C EVANS
Private Secratary
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The Rt Hon Norman Lamont MP
Chief Secretary to the Treasury
HM Treasury

Farliament Street
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1989 PUBLIC EXPENDITURE SURVEY: HEALTH AHD,DEHSDHAL EGC}AL SERVICES
L EEOUEST (£ G0 NiEs

Thank you for your letter ntﬁﬁfﬁavemhef which I agree accurately

reflects the outcome of our discussions.

I am grateful for your agreement to reallocation of provision
between cash-limited programmes. 1 am not at present minded to make
any significant adjustments but I should like to examine the
implications of the settlement in more detail before taking any
final decisions and would therefore like to keep this option open.
My officials will, of course, keep you informed.

I am content that the resource consegquences of next year's Review
Body awards are considered in the usual way when the Reports are
raceivad.

My praeszent expectation is that I shall wish to return to the
guestion of PAMs training in the next Survey. In the meantime, I am
agking my officials to pursua these proposals with yours so that any
further preparatory work can be completed in advance. Any delay
hayond 1991 in tackling the present levels of student support would
have very serious consequences for recruitment to these professions.




(

I welcome your agreement to look again at Main
latest figures on commitments on the cash limited alements of FPS
expenditura. This is important if these are to be fully covered and
the margin for growth to which we are alsc committed is to he
maintained.

Estimate time at the

Copies of this letter go to tha Prime Minister, Peter Brooke,
Malcolm Rifkind and Peter Walker.

L

-

KRENNETH CLAREE
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PUBLIC EXPENDITURE SCOTLAND: PARLIAMENTARY STATEMENT

Further to my letter of yesterday [ now enclose in final form o, copy  of

the &statement my Secretary of State will make In the House this

al termoan .,

oo fiis
LEN WRIGHT

Private Secretary

Fa3400.2




!!lTEHEHT BY THE SECRETARY OF STATE: & DECEMBER 1989

PUBLIC EXPENDITURE SCOTLAND

With permission, Mr Speaker, | should like to make @
statement gbout public expenditure in Scotland.

Egllowing the announcement of the Government’s public
expenditure plans by my rt hon Friend the Chaoncellor of the
Excheguer on 15 November, [ haove nOW completed detailed
decisions on the allocotion of resources to the expenditure
programmes for which I am responsible in Scotlond. The total
resources thaot 1 om able to deploy next vear amount to just
aver £9.5bn. This is £525m greater than the lotest estimaote
of outturn in the current year. Plans for future years will
toke the totol to just over £10bn in 1991-92 gnd to 0lmost
£10.4bn in 1992-93, the third year of the survey.

In moking my decisions on the resources to be allecated to
individual progrommes over the next 3 wyears 1 have, of
course, hod close regard to wWhat are known as the “formula
consequentials® - that 1s to say the omounts which reflect
the increases in the relevant comparaoble programmes south of
+he Border. My finol decislons, however, reflect very
clegrly the priority which 1 and my colleggues ottach to
particuler Scottish needs, gnd the requirements of particulaor
programmes. The overall effect of my decisions is summarised
in o table which is ovalloble from the vote 0ffice and will
gppear in Honsord. | would single out, however. @ number of
key priority areas.

Wwe are all concerned to see O significont improvement in our
drinking water and the quality of our environment. In order
to achieve this., the Government will provide substantial
gqdditionol resgurces, over and aghove the operation of the
normal formulog arrongements. far increased  capltol
expenditure on woter ond Seweroge cervices. This will enable
me to boost capital expenditure ghove this year's level Dy
more than £100m over 3 years, This will take our investment

EJD335L5 1.




' .Evet to no less thon £190m in 1992-93, almost 50% above this
year's level, aond provide a programme of £500m over 3 years.
[ am sure this will be widely welcomed.

[ hove also substantially increased the Transport progromme,
by nearly £30m next year compared with this and mode further
Increases which will bring the progromme to over f£400m in
1992-53. This will enoble us to make a significaont start an
the new M74, further improvements to the MB, the AS6 and to
other importont trunk ond local authority roods.

In Housing the resources avoilaoble to Scottish Homes will be
some E3bm (11%) greater than for the current year. [ have
supstontlally Increased the public sector contribution to the
funding of the locol outhorities’ capltal prograomme. The
provisional net caopital alleocations for council housing will
Increase in totol by £25m., 15%. This would ollow outhorities
to mointain the copital progromme of Iimprovement and repair
of their own stock ot the level per house announced this time
lost year, notwithstanding a forecast reduction in the level
of recelpts from sales. If locaol outhoritles wish to finonce
higher progrommes of mointenance or new construction, they
can increose receipts by speeding up soles, os Scottish Homes
aond the New Towns hove done so successfully., My declslions on
housing also reccgnise the importonce of the four partnershlp
areas, Castlemilk, Ferguslie Pork, Wester Halles and
Whitfield. [ am Including in these increases an extra £11lm
for those areos. split almost equally between 5Scottish Homes
ond the local authorities’ capital progrommes. These
decisions an housing in Scotland clearly respond to the major
priorities at the present time,

The priority which we attoch to the partnerships and similar
deprived areas is underlined by the 50% Increase In the Urban
Programme in 1990-91, which will inject an cdditicnal El16m of
Government grant Into projects improving the sociol
infrostructure and employment opportunities in these areaos.

EJD339L5




' .He Government ‘s strong commitment to Educotion is underlined
Dy my expenditure decisions, My Education progromme will
rise oy 12% next yeor to £439m and to £500m in 3 year's
time, Expenditure then will be over 25% higher than it wos
this year. In recognition of the fact that more of our young
people ond moture students wish to enjoy the benefits of
higher educotion, 1 om increasing support for students by
E134m over the next 3 vears. This meons we will be planning
for an extra 6,000 students In Scotlond next year, and 8,000
in 1991-92,

My spending decislons also reflect the Government‘s f1irm
commitment to Improving the gquolity of our environment and
supporting the molntenance of our heritoge, There will be
on Incregse of 10% in funds for the Countryside Commission
for Scotland next year and new provision of at least £3m over
the next three years for projects within the Central Scotland
Woodland Initiotive; o 16% increase in historic buildings
grants next year; on extro E£2.5m over three yeadrs for
repalrs to the Royal Scottlish Academy bullding in Edinburgh,

and o 251 increose In the Natlonaol Library purchase grant to
enable them to moke heritage purchases and f111 gaps in their
collection.

Finally, 1 would single out Heolth for o particulor mention,
The Health progromme §s. of course, the biggest single
programme within my block and it occounts for oalmost
one-third of the total resources [ have at my disposal.
Indeed, expenditure per head on health in Scotland is well
over 20% above the comporable level In England. [ contlnue
to attach o very high priority to the Health Service. [ have
therefore ollocoted to it on odditional £220m over this
year’s expenditure: which 1s more thon the formula
consequentials from comparoble expenditure in  Englaond.
Overall, it takes the Health progromme In 5Scotlond to o
figure In excess of E3bn for the first time. almost 3 times
the size of the programme which we Inherited on taking office
10 years ago. By 1992-93, the totol expenditure will be
fully £500m higher than in the current year,

EJD339L5 3.




.ﬂ gddition to these key decisions on programmes, [ have, as
already announced, Set o0side resources to enoble a
significant start to be mode In bringing business rates in
scotland into line with those south of the Border. Business
ratepayers will be poying £80m less next year thon would
otherwise be the cose.

[ have also olready announced details of the provision [ om
making for the SDA ond HIDB. The gross expenditure of the
SDA will reach o new record level of £180m next wvear. whlle
the HIDB will hove on odditional £9m over the next 3 years In
recognition of the particulor problems of Calthness. Both
bodies have welcomed the generous provision belng made,

The decisions [ om onnouncing todoy represent good news for
scotland, They will enable us to address the real priorities
and needs of the Scottish people. | commend them to the
House ,

EJD333L5




E millicn

1383-94 Tash-91 199k -02 1992-93

3 . i

Estimated () tlanned PLapu?d #Lapngu
futturn Provision Provision Prowiglon

Mal Het Grosse [Fl Gross Hert Grosa

233 233 240 240 25l 250
251 152 260 350 2500 1 [
142 143 170 ivi 190 190
Touris 13 13 o 10 10 10
g}

T*::i:zr: gz 387 180 390 400 410
Housing (3} 1,109 639 024 650 1,140 BEL 030
hrﬁ [4] : 2] 134 194 1440 200 120 1 B0
hﬁLE F, 258 ana 317 300 320 320 141
Education [ineluding
sport )

L Tt
L R R PSR

Agriculture
Industry
Water

(1] [
A ) P R e TR e |

434 440 490 4490 Tl

firts & Libraries I8 a5 A5 40 d0 d0

Health 2.937 3,041 090 3,190 i, 240
Social Work 3 f ie iB 10 40 ?Q
NI external .
financing -118 10 ] 10
Sub-Total 2 . 6, 26E 6,190

Central Government
support for local
authority current )
expendlture 3,818 L 4,016 4,016 d,110 4,110

Total 9,051 5 9,576 10, 284 10,090 10,830

Mote: Owing to rounding, individual figures do not necessarily sum to the totals.Figures
are rounded Lo pearest £10m.
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{1} The figures for esch service consist of Central Government's own expenditure,
allocatiens and grants to Local Authorities and Public Corporations' expenditure.

net capital expenditure

{2} The introduction of the Kew Planning Total means that it is not possible to make precise comparisons between
the expenditure plans for 1990-91 and those for 1383-00. [t iz for this reason that the above table shows
comparlson between est imated outturn and plans. The estimated ocutturn [igure for 1989-90 is higher than that shown
in the Autumn Statement because it takes account of supplementary Estimates and supplementary capital allocations
gince tLhe figures for the Autumn Statement were compiled.

{3} Scottish Homes' egtimated gross outturn, excluding NLF repayments, in 1389-90 i3 E3ldm; the proposed figure

For 1990-=8] is E349w. Local Ruthorities' latest net capital allocations for investment in their own stock 1in 14989

including the recently announced supplementary allocations, total E£lG4m. The provisional net allocatione for
1990-91 will be E18%Y9m.

(4} Estimated urban programme grants in 1969-90 are £32m; the proposed figure for 1390-91 is g4 8m.
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SCOTTISH OFFICE
WHITEHALL, LONDON SWIA 2IAU

N - !
Andrew Turnbull Esg . — -
Principal Privaie Secrelary fﬁmfz"% )(:N IL_ E...H i

Prime Minister's Office

Downing Street w M, MuiGoand  THucaorsey
LONDON - '
- December 1333

o Aaadenns, 7“"3 ,,(

PUBLIC EXPENDITURE SCOTLAND: PARLIAMENTARY STATEMENT

| enclose 8 copy of a statemenl my Secretary of State proposes to make in
the House tomorrow afternoon (8 December) and I should be grateful for

yvour clearance and that of copy recipients by 10.00 am tomorsow.
o —

Copies of this letter go to Carys Evans (Chiel Secretary's Office),
Tim Sutton (Lord President's Offica)], Murdo Maclean (Chief Whip's Office
Commons), Raiph Hulme (Chief Whip's Office Lords), Gillian Kirton (Lord
Privy Seals Office)}, Bernard Ingham (No 10), Trevor Woalley (Cahinat
Office) and to other Private Secretary colleagues in MAFF, Department of
Trade and Industry, Environment, Employment, Transport, Home Office,
Deperiment of Education and Science, Health, Weish Office and Northern
Ireland Office and the Office of Arts and Libraries.

LA Lo

LEN WRIGHT

Private Secretary
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CONFIDENTIAL

PUBLIC EXPENDITURE SCOTLAND
ORAL STATEMENT BY SECRETARY OF STATE, DECEMBER 1983

1. Wwith permission, Mr Speaker, I should like to make a
statement about public expenditure in Scotland.

2. Following the announcement of the Government's public
expenditure plans by my rt hon Friend the Chancellor of the
Exchequer on 15 November, 1 have now completed detailed
declsions on the allocation of resources to the axpenditure
programmes for which I am responsible in Scotland. The total
resources: that 1 am able to deploy next year amount to Just

over £9.5bn. This is £528m greater than the latest estimate

—— ;
of outturn in the ﬂurréﬂ!‘?ear. Plans for future years will
take tha total to just over E10bn in 1991-92 and to almost
£10.4bn in 1992-93, the third year of the Survey.

[

3. In making my decizions on the resources to be allocated
to individual programmes over the next 3 years I have, of
gourse, had close regard to what are known as the "formula
conseguentials” - that 1s te say the amounts which reflect
the increases in the relevant comparable programmes south of
the Border. My final decisions, however, reflect wvery
clearly the priority which I and my colleagues attach to
particular Scottish needs, and the requirements of particular
programmes. The overall effeoct of my decisions is summarised
in a table which is avallable from the Vote Office and will
appear in Hansard. I would single out, however, a number of

key priority areas.

A, We are all concerned to see a significant improvement in

our drinking water and the gquality of our enviromnment. In
. . ﬁ v

order to achieve this, the Government will provide

gubstantial additional resourcos; OVEer and above the

operation of the normal formula arrangements, for increased
capital expenditure on water and sewerage services, This

P--_ " — = ¥
will enable me to boost capltal expenditure above this year's

CONFIDENTTAL
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level by more than £100m over 3 years. This will take our
investment level to no less than E190m in 1992-93,; almoskt 50%
above this year's level, and provide a programme of E500m
over 3 years. I am sure this will ba widely welcomed.

5. I have also substantially increased the Transport
programme, by nearly £30m next year compared with this and
made further increases which will bring the programme to over
£400m in 1992-93, This will enable us to make a significant
srart on the new M74, further improvements to the MEBE, the ASGL
and to other important trunk and local authorlty roads.

B. In Housing the resources available to Scottish Homes
will be some £35m (11%) greater than for the gurrent year. 1

‘l_n—-_-, = - N
have substantlally lncreagsed the public sector contribution

to the funding of the local authorlties' capital programme.
The provisional net capital allocatlons for council housing
will Iincrease in total Dby £25m, 15%. This would allow
autherities to malntain the capital programme of improvement
and repair of their own stock at the level per house,
announced this time last year, notwithstanding a forecast
reduction in the level of receipts from sales. If local
authorities wish to finance higher programmes of mailntenance
or new construction, they will need to increase receipts by
spaeding up sales, as Scottish Homes and New Towns have done
so successfully. My decisions on housing also recognise the
importance of the four partnership areas, Castlemilk,
Ferguslie Park, Wester Halles and Whitfield. I am including
in these Increases an extra £llm for those areas, split
almost egually between Scottish Homes and the local
authorities' capital programmes., These decisions on housing
in GScotland clearly reflect and respond to the major

priorities.

7. The priority which we attach to the partnerships and

similar deprived areas is underlined by the 50% increase in
the Urban Programme in 1920-%1, which will 1inject an
additional £16m of Government grant into prolects improving

CONFIDENTIAL
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the social infrastructure and employment opportunities in

theze areas.

8. The Government's strong commitment to EBduecation 1s
underlined by my expenditure decisions, My Education
programme will rise by 12% next year to £43%m and to ES500m
in 3 year's time. Expenditure then will be over 25% higher
than it was this year. Wlthin that I am increasing support
for students by E13dm over the next 3 years in recognition of
the fact that more of our voung people and mature =tudents

wish to enjoy the benefits of higher educatieon.

9. My spending decisions also reflect the Government's firm

commitment to improving the gquality of our environment and

supporting the malntenance of our heritage. There will be

an increase of 10% in funds for the Countryside Commission
for Scotland next vear and new provision of at least £3m over
the next three years for projects within the Central Scotland
Woodland initiative; & 16% increase in historic buildings
grants next year; an extra £2.5m over three years for
repairs to the Royal Scottish Academy bulilding in Edinburgh,
and a 25% increase in the National Library purchase grant to
enable them to make herltage purchases and f£ill gaps in their

collection.

10. Finally, 1 would single ocut Health for a particular
mention. The Health programme is, of course, the biggest
single programme within my block and it accounts for almost
one-third of the total rescurces I have at my disposal.
Expenditure per head on health in Scotland is £550, which 1s
well over 20% above the comparable level in England. Despite
this wery high starting point I am able to maintain the
overall size of the Health programme in real terms with a
total increase of scme £220m over this wvear's expenditure.
This increase covers the cost of implementing the WHS Review.
T attach a very high priority to the Health Service, and have
allocated to it more than the faormula conseguentials from
comparable expenditure in EBEngland. owverall, it takea the

CONFIDENTIAL
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Health programme in Scotland to a figure in excess of E3lbn

For the first time, and to a figure which is almest 3 times
the size of the programme 10 years ago. By 1952-93, the
total expenditure will be fully £0.5bn higher than in the
current year.

11. In addition to these key decisions on programmes, I
have, ag already announced, set aside resources to enable a
significant start to be made in bringing business rates in
Scotland into line with thosze south of the Border. Business
ratepayers will be paying £80m less next year than would
otherwise bhe the case. I am, of cour=ze, looking to local
authorities to contribute the modest sum of E£13m through

efficiency savings.

12. I have also already announced details of the provislon I
am making for the SDA and HIDB. The gross expenditure ol the
SDA will reach a new record level of £1B0m next year, while
the HIDEB will have an additional ESm over the next 3 years in
recognition of the particular problems of Calthness. Both
bodies have welcomed the generous provision being made.

13. The decislons I am announcing today represent good news
for Scotland. They will enable us to address the real
priorities and needs of the Scottish people. 1 commend them

ta the House.
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Aaricultere
Tndustry

Waler

Tourlsm

Tranapart

Housing {3)

OES (&)

LOFS

Education {including
Spart )

hrte & Libraries

Health

Social Work

org

MI awxtarnal
financing

Sub-Total

Central Government
support for local
authority current
expenditure

Total

Hote: Owing to rounding,

SCU338L3

1989-90
Estimated (1)
outturn

Het Gross

210
340
K

12
359
105
211
208

396
28
2,82Y
38

3,818 3,818

9,051 9,851

14990=91
Planned [1.)
Provislon

Hest Gross

243 233
221 352
142 143

13 13
3B2 &/
6349 1,044
133 132
302 317

439 G20
35 35
1,937 3,041
38 38
1349 169

=114 =

5,560 G, 268

2,016 4,016

9,576 10,284

1991 -92
Flanned
Provision

Gross

240
350
170

10
390
140
200
320

4540
40
130
40
128

14

4,110

10,080

individual flgures do not necessarily sum to the totals.Figures
are rounded to nearest £10m.

ANNEX

£ millicn

1992 =53
Flanned
Provigion

Het Grose

250
Ja
150
10
410
1,030
180
a0

200
40
3330
40
190

10

4,210 i, 210

10,400 11,070

A

for 1991-92 and 1992-93




AMMEX A

(1) The figures for esach service consist of Cenlral Government's own expenditure, mnet caplital aexpenditure

gllocationas and grants to Local Authoritiea and Public Corporaticng’ Exp&nd!zu:c,

(2} The introduction of the New Planning Total means that it is not possible to make precise comparisons between
the expenditure plans For 1990-91 and those for 1989-90. 1t is for this reason that the above table shows
comperison between estimated cutturn and plans. The estimated ocutturn tigure for 1989-90 is higher than that shown
in the Autumn Statement because it tekes account of supplementary Estimates and supplementary capital allocations
since the figures for the Autumn Statement were compiled.

{3) BScottish Homes' sstimated gross outturn, excluding NLF repayments, in 1989-90 is £313m; the proposed figure
far 1990-%91 is £348m. Local Authorities' latest net capital allocations for investment in their own stock in 1989

ircluding the recently announced supplementary allocations, total E184m. The provisional net allocations for
1990-91 will be £1B5m.

(4) Estimated urban programme grants in 1989-90 are £32m; the proposed figure for 1990-91 is £48m.
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Treasury Chambers, Parliament Street, SWIP 3AG

Mr J H (Juan) Kelly

President

General Council of British Shipping
30-32 5t Mary Axe

LONDON EC3A 8ET i December 1989

Thank you for your letters of 29 November to the Chancellor

of the Excheguer and myself, enclosing your 13990 Budget
gubmission.

The Chancellor and I have read your submission with interest,
and I can assure you that your representations will be given
caraful consideration. I look forward to discuasing them
further with you at our lunch on 7 December.

I am copying this letter to the Prime Minister, the
Secretaries of State for Foreign and Commonwealth Affairs,
Defance, Trade and Industry, Transport and the Chancellor of
the Duchy of Lancaster.

k-".',-- [ T DR 1 '*;—u:u_—'l:_,sb*—- J?«Q\‘.

AL,

PETEHR LILLEY




GEMERAL COUNCIL OF BRITISH SHIFPING

«H AN KELLY df-32 5T. MARY AXE
‘-101-23329!2 LONDOMN, EC3A S8ET

29 NHovember, 1989

Peter Lilley, Esg., MP O Y

Financial Secretary, 3 F{Ei;ﬁf @
HM Treasary, _ﬂrfF-ﬂ. - {
Parliament Streat, Hr '.,.-

LONDON
EW1P 3AG

AR LM]

1 have today sent to the Chancellor of the Exchequer the Shipping
Industry's proposals for measures to improve the condition of the
Industry for inclusion in the 1990 Finance Bill. I enclose a
copy of our submission for your information. Jslookeforwasds-tos

Adiscossing-it with you on 7 December.
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GENERAL COUNCIL OF BRITISH SHIPFING
ESIDENT:
J. H. WIUAN) KELLY
Telephone 01-283 2822

d0-328T. MARY AXE
LONDOMN, ECAA BET

29 Hovember, 1989

The Rt. Hon. John Major, MP

Chancellor of the Exchequer, =

HM Treasury, P s e 1
5 ! "'.- i AR |

Parliament Street, s, . ikl m;i-h‘

LONDON
SWIP 3AG '.SEHD‘H’N_}_E‘?_.
| r -'I'_- y

Pea Choaunewn - 1A

BODGET SUBMISSION 1990 : L
F>1 2T ﬁ
As you may recall from the material which you tErE*g;$;§J;¥£ ar

stand at the Party Conference in Blackpool last month, British
Shipping believes that modest and temporary GEVEFAMENL"
stimulation of the shipping industry would bring important
benefits to the economy, especially the balance of payments and
to our defence capability. I am, therefore, enclosing the
proposals of the General Council of British Shipping for measures
for inclusion in your 1990 Budget to encourage investment in
shipping.

Our industry is well managed and of great value to the economy.
We are a major contributor to the balance of payments - the third
largest "invisible® exporter. But we could do much more.

Without some modest measures of support, our contribotion will
fall away all too scon, as ships are not replaced with modern
tonnage or shipowners move away from the UK to more benign
investment climates,

We operate Iln a fiercely competitive, international environment -
and would not have it otherwise. However, almost all other
governments recognise the special value of their shipping
industries and have taken appropriate action. As a result, the
level of rates that the market will bear is the level that ocar
assisted competitors can accept.

A very large proportion of the world fleet will need to be
replaced by the mid-1990s. Shipyard prices are already rising
fast and this trend is expected to accelerate. Those that have
not reinvested by then will be at a major disadvantage. The
British fleet is already old and many ships need replacing now.
However, in an overall climate which favours short-term
investment, shipping is not attractive to investors in the UK at
the present time. We therefore propose a package of investment
aids over a limited period of, say, five years, which would
enable us to enter the small window of opportanity which is now
available.




e

We have also proposed measures to make it possible to continue to
employ UK seafarers. Measpres of similar effect, allied to
fiscal regimes conducive to investment, have lad to the Norweglan
flag trebling in three years and to large-scale renewal of the
Danish and German fleets. We know that they will work.

it seems to us that there is very little time for action before
the cost of renewing the UK merchant fleet rockets upwards, If,
with your encouragement, British shipping can selize this
opportunity, we are convinced that there will be very substantial
benefits to the economy and to the nation - in terms of improved
balance of payments, in due course a greater tax take, continuing
suppart for trade generally, strengthened position of the City of
Lendon as the world's centre for shipping and maritime-related
activity, and firmer assurance of our defence capability.

If, on the other hand, the opportunity is lost, our members will
continae to thrive - but that will be either In other countries
than the UK or in businesses other than shipping. Maritime
expertise at sea and ashore will rapidly disappear. These major
national assets, once lost, will be very hard to reconstruct.

I hope that you will give careful consideration to the proposals
contained in the paper attached. We also look forward to
discussing them with the Financial Secretary when he joins us on
7 December.

I am copying this letter to the Prime Minister, the Secretaries
of State for Foreign and Commonwealth Affairs, Defence, Trade and
Industry, Transport; the Chancellor of the Duchy of Lancaster;
and toc the Financial Secretary.
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BRITISH SHIPPING - THE WAY AHEAD

A Memorandum by the General Council of British Shipping

SUMMARY

1 In the last 12 months our Norwegian, Danish and German
compatitors have seen substantial improvements in their fortunes.
The Norwegian International Shipregister has grown by 86%. The
Danish and German fleets have both turned from decline into
grawth.

P This is against the backdrop of improvements in shipping
markets that are as yet patchy and inadequate. But they give a
foretaste of worthwhile opportunities for British shipping teoo,
if itz ageing Eleet can be replaced.

3 Shipping is uniquely exposed to intense international
competition. Almost all of the UK's major competitors receive
gignificant help from their governments. Many have introduced
new measures recently. The most effective are those of Norway,
Denmark and FR Germany.

q. Investment in shipping is not attractive in the short term
in the UK. Conseguently, the British merchant fleet continues to
decline and to age. UK registered ships on average are 13 years
old and the total fleet, at 15.5m dwt, is down B% on the last
yvear. A fleet of around 13m dwt by 1992 is forecast, but new
orders are at only half the rate to maintain a fleet of even that

size.

P British shipping companies have tremendous skills and
expertise, at sea and ashore. But many have already diversified
and few are captive members of the shipping community. For the
United Kingdom to keep these skills the industry needs support.
Without it, they could leach away within a very few years.

6. This would be a permanent blow to the balance of payments,
ta trade generally, and to a dozen other industries which draw
heavily on maritime expertise. It would also severely damage the
country's defence credibility. GCBS believes that already there
are 300-400 too few ships, and far too few UK saamén Lo man Lhem,
for British shipping to meet its NATO commitments.

T.a The need for help is urgent, as ship prices are likely to
continue to increase dramatically in the next five years as old
ships have to be replaced. Those companies who can build at
teday's prices will enjoy a tremendous advantage well into the
next century. There is therefore both a small window of




opportunity and a longer—term threat to the viability of those
who have to postpone investment.

g. Fortunately, a comparatively cheap remedy exists. The
Government accepts the need to help many other seciors of British
industry where the playing field is uneven - indeed most receive
more Government support than does shipping. The EC Commission
alsa accepts the need [or government help to match cutside
competition so that the Community can enjoy the beneflts that
flow from a strong shipping industry. Pending the rolling-back
of other countries® ailds, which the Government - and GCBS - would
iike to see, a modest degree of pump-priming 1s needed for a
period of, say, five years.

8. The effect on Government TCEVenuces of short-term aids to
reinvestment is transitory - improved first-year allowances and
over relief have costs which are subseguently recouped through
increased corporatlon tax payments, and are really dependent on
scheduling of investment. Our best estimate is an average cost
£200m p.a.over the 3 year period in terms of deferred revenues.

to employment costs is estimated to be worth about £60m p.a. The
pay-off for the whole package in direct cash terms alone would be a
major contribution EO the Balance of Payments that will otherwise
lest, and a substantial increase in the government's tax income £
thriving shipping companles and the employment of British seafarers

Decembar 1989




BRITISH SHIPPING — THE WAY AHEAD

INTRODUCTION

F g The purpose of this paper is twofold. It describes the
world scene in 1989, which has been marked by the quite
exceptional improvement in the position of some of our European
competitors, in Norway, Denmark and Germany. It then deals with
the state of the UK fleet, the practical circumstances facing the
industry now and, most importantly, the measures which other
countries have recently adopted to respond to these factors. The
message is cone of opportunities opening up in most shipping
sectors, The guestion is whether Government poliey will assist
UK shipping companies to take advantage of these apportunities,
or whether the field will be left to our Continental and other
competitors. Secondly, it stresses Lhe value that the British
shipping industry brings to the nation - to trade and employment,
to the balance of payments, to the City of London, and to our
defence capability.

2, In this analysis, the paper highlights two particular areas
which require urgent attention if UK shipping companies are to
make their full potential contribution to the country's witlEare.
Thase are the need for a positive climate for both

ra-investment in ships and for the employment of British
geafarers.

THE OUTLOCK TODAY

The World Scene

3. 1989 saw the continuing tremendous growth of the Norwegian
fleet, up from 12.3%m dwt in January 13988 to 29.1m dwt at end-
October 1989. Almost all this tonnage was under the Norweglan
International Shipregister, and the Norwegian fleet as a whole
has now increased by B6% in the last 12 months and by 216% since
January 1987.

4. Marked improvements were also shown by the Danish and German
fleets. Both have turned round from decline to significant
growth. Numbers in the three fleets show these changes in
direction quite clearly:

1986 1987 1988

T D mr—

Horway 276 T64 B70
Benmarck 540 513 471
FR Germany 1300 1003 B32

(Source: Lloyd's Register; mid-year figures)
5 These Ffleets had in common major efforts by their

governments to provide a favourable investment climate. It ‘inm
clear that action to reduce their labour costs has alse provided




a major bDOOBL, which long-standing investment incentives alone

1
were unable tO provide.

E. These developments took place against a background ok
marked, but not gexceptional, improvements in many Sectors of Enhe
market., Nevertheless, increases in frelght rates to date have
peen insufficient alone to justify new investment. Government
action to enable. owners o prapare +hemselves for the necessacy

further improvemeéntcs has been decisive ir these three counkcies.

e An apalysis of the market position 18 contained in Annex A.
Te summarise, the world shipping scene overall looks Detter than
it did five or even Lwo years ago. In soma regpects, it 16
cautiously gncouraging that most owners, banks and yards S0 far
appear anxlous not to return to the crazy days of glwve-away ship
prices and highly leveraged financing. But for many OWNera, and
particul&rly in the UK, tnhe ralief is only ralative. Age and
galt water continue to eat away at their agsets and current
freight rates are far below the lavels at which investment 1n &
newbuilding replacement would generate a proper return on the
large Sums tnvolved. For example, & new 150,000 dwt tanker
costing $60m must earn at least $40,000 per day to justify that
inwvestment = current rates are enly 518,000 per day. Only those
that are favourably placed will be able to take advantage of the
opportunities now opening 4p and of the further improvement in

markets that will aimost certainly occur in the next few years.

B. A new threat 15 on the horizon. nemand for new ships is get
to ilncrease dramatically over the next five years and bheyond, &s
existing vessels just have to be replaced. iet few of the
ehipyards closed down in the 1970s and 1080s will ever re-open
and so prices can be expected to continue to rise. ThoES
companies who replace thelr tonnage now will carry a far lower
bkurden of capital costs that those who defor fleet renewal.

The UK Fleet

g. Unfortunately. aritish owners are not favourably placed and
as a result the UK directly-owned merchant fleat has continued t
decline. At end-September 1989 the fleet of trading vessels
aver 500 grt, stood at 582 ships of saomg 15.5m dwt, of which sor
3i% by tonnage Was reglstered in UK mainland ports, 35% 1in
British Dependencies and 19% in the Crown pependencies.
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10. Nevertheless, the UK-controlled forelgn-trading fleet
produced gross foreign exchange earnings of £2.7bn in 1988, or
£3.5bn taking account of import-saving effects. The net
contribution of this fleet to the Balance of Payments was E52lm,
or £1.35bn including gross import savings. To these figures

should be added the import-saving effect of the British Eleet's
involvement in UK coastal trace.

11. The UK industry includes well-respected household names
whose quality of management and financial and operating strengths
have been clearly demonstrated during the recent lean years. The
larger companies are almost all part of larger indusktrial
conglomerates, in which the shipping division nas to prove its
commercial value if it is to be retained. The companies engaged
in the industry combine entrepreneurial flair, first-class
management, experienced staff and technical expertise, covering
every sector of the industry. They are totally capable of
competing with other countries' shipping industries, provided the
overall environment is similar.

12. The reason for the decline is that, despite the recent
improvement in trading conditions, it i1s still difficulc for many
UX owners to justify investment in ships at a time when this is
beceming increasingly urgent. The consequence 1s that, despite a
welcome improvement since the bleak periocd in 1986-87 when 12




months passed without a single newbuilding order being placed by
a UK owner for UK registration, the rate of renewal of the fleet
remains far too low,

ORDERBOCK AT END OF YEAR
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13. The UE-reqistered fleat 1in mid-1988 had an average age of
12.7 years against a normal geconomic life under West European
eonditions of between 15 and 20 years, In the container secter,
the average age was 14.7 years. The UK age profile was
significantly higher than that of most of our major competlitors
a3 can be seen from the following table, (the Norwegian [igure 15
high owing to the very large investment in second-hand vessels
pver the previous bwo years):




Country of Registry Average Age of Fleet
Years (mid-1988)

Sweden
Beljium
Japan

FR Germany
Taiwan
Netherlands
Eorea
Denmark
Panama
France
Horway
world fleet

= a = = - =

P = = O W D D OO O D 0D SR

=

=
Pl e Lid e 0D =d i WD L P P NS

i
Bl
]

UE a
Liberia 12 .8
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(Source: OECD Review "Maritime Transporct 198B8")

l14. The latest available figures for the UK-owned fleet show
that in the twelve months to mid-1989 the situation has
deteriorated significantly, with the average age of the
UK-registered fleet rising to 13.1 years and that of the whole UK

directly-ownad fleet, under all flags, being 12.9 years.

15. 0On the basis of the current order book, which stands at 12
vessels for UK registration, the renewal cycle of the UE-
registered fleet is 29 yeara. In practice this means inevitable
continuing contraction, as old ships reach the point where they
cannot compete with new ones. After a certain age, the
increasing cost of repairs and maintenance, and the higher fuel
and crew costs of old ships outweigh the advantage of lower
capital costs of written-down ships. In many sectors, notably
containarships, new vessels also carry more than the old designs
that they replace and hence offer economies of scale, And ship
operators cannct provide the ultra-reliable and speedy service
demanded by their customers in many trades, unless they
periodically renew their assets to take advantage of
technologlical developments.

16. In September 1988, a GCBS survey of its members indicated a
likely further decline, under present conditions, of 20-25% over
the 4 years. In the first 12 months of that period, this
foracast has been more than borne out with the fleet declining by
gsome B%, Even to maintalin the 1932 fleet at around the




13m dwt that this forecast indicated, nearly 00,000 dwt needs to
be ordered each year, represanting an annual investment of some
c450m. This is nearly twice rhe level of orders on the books at
mid=1989. A UK directly-owned f1get of arcund &m Awt within only
a few years is thus a real possibility = with the UK-registered
Fleet likely to be only a fraction of that.

17. An allied problem is the diminishing number of British
ceafarers, During the depths of the slump, British owWners had to
~ut back their operations, flag out Mmafy remaining ships and
suspend recrultment if they were to survive. hs & result,
British seafarers have diminished greatly 1in number. The numbers
reglstered with the Merchant Navy Establishment have fallen from
33,350 officers and 311,600 ratings in 1979 to 9,300 officers and
12,850 ratings Dy september 19E3. ‘perhaps a further 5,000
officers and ratings work on non-MNE ships.] The fall is
sguivalent to the working population of a major town -

southampton, for example.

NUMBER OF COMPANY SERVICE CONTRACT
AND REGISTERED SEAFARERS ON THE MNE'S REGISTER
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18. Even in today's improved markets, operating costs are
crucially important, and crew costs are the main variable. For
many operators the yard-stick is the cost of a crew drawn from
the highly competent officers and ratings available from the low
cost countries of the Far East.

18, If UK owners flag out, these seafarers become avalilable to
them. But in the longer term this is the route Lo naticnal
maritime insignificance. Not only do British companies preler on
commercial and cperational grounds to have British seafarers
managing their assets, they neecd to bring ashore trained ex-
officers to fill many management posts. Many allied industries -
ports, Lnsurance, loss adjusting, classification sccletilies and
others — likewise rely on & continuing supply of trained
officers. 1t i far better for the wages of seafarers serving on
U directly-owned ships to flow inte the UK economy than for them
ta drain away elsewhere. And of course in countless wars, from
the days of King Alfred to those of General Galtieri, Britain has
relied heavily on the British merchant seaman, often at a heavy
coast in casualties.

WHAT WENT WRONG?

20, Why is the British industry afflicted with these two
problems - shortage of investment funds and a growing shortage of

rrained seafarers?

21, The answer is that the British Government 1s almost alone in
leaving shipping to the unfettered play of market forces, Other
governments have not, thereby making our position all the worse.
it is a fact that shipping is far more exposed to international
competition than almost any other industry. The rate of return
is affected by what the most advantaged operator can accept.
although over the 15- to 20-year life of a ship, the income flows
and foreign-exchange earnings can be good, the British capital
market is singularly ill-suited to take a long=term view. Most
shareholders are pension funds, insurance companies and other
institutions, investing other people's savings in a highly
competitive environment, where the yardstick is this year's
return on capital. An investment in shipping is excellent in the
long term for British companies and for the nation, Inherent
"ehort-termism® i& now obscuring & long-term view. As a result,
without Government assistance to help us enter the race, British
shipping may miss the opportunities that are now opening up.

22. The British Government's view is not shared by the European
Commission. A similar basic economic situation faces all
Buropean shipowners. This is recognised by the Commission,
which in August 1989 published a comprehensive and useful
analysis of the present shipping climate in its consultative
document on the second stage of a Community shipping pelicy.
Among other things, the Commission highlighted that:




while the problems facing shipping have gased in the last
year, the changes in aconomic conditions do not eliminate
Lthe structural comparative disadvantages in regard to crew
costs and tax treatment from which Community shipping
suffers as against many third-country fleets;

the loss of a Community fleet would have an adverse
influence on the guality and cost of transport to and from
the Community and thus damage the Community's trading
position;

there would also be significant damage to Community
interests in terms of employment, balance of payments and
defence.

The Commission concluded that urgent action needs to be taken by
Memhers States if EC shipping is to serve the Community
effectively, It is unfortunate that its proposals do not match
ite analysis, but it has only a limited role, particularly in
respect of tax incentlves.

23, Indeed, it is strange that the British Government should
nave such pure policies in respect of shipping {apart from some
minor - but appreciated - aid for traiming and crew relief
costs). It certainly does not practise the same virtues in
respect of other industries against which British shipowners must
compete for funds. The Enterprise initiative covers consultancy
costs for many aspects of commercial operations. The Eureka
Initiative gives incentives to promote British technological
penetration of European markets., The Regional Initiative scheme
gives assistance to industry in many parts of the country. None
of these are directed to shipping. Nissan, for example, has
received £125m over five years since 1984 to set up gperation in
the UE and this assistance is scheduled to continue in the Futur
if Missan expands its investment here. Airbus is still a heavil
sybsidised loss-maker. 1In the transport sector, subsidies are
used to support rall freight and even the scheduled airline
industry is protected by a closely knit web of inter=governmental
agreements. }

24, Within the context of the Eurnpean Community, the Covernment
aleo accepts the Common External Tariff, which provides all lands
hased manufacturing industries with a considerable degree of
protection. In addition, the Common Agricultural Policy is
notorious for the high level of subsidy it provides to the
farming community. Other investors receive assistance through
European Community reglonal aid and Eurcpean Coal and Steel
Community converslion loans.




25, All these measures increase the attractiveness of investment
in other industries. They all indicate & realistic acceptance by
the Covernment that pure "market forces" are not encugh 1f the
other players have rigged the markebt. But, in shipping, the
Government simply argues that other countries should wind down
their aid. While this is a laudable objective, it is guite
unrealistic as a response Lo our immediate problem.

26 . British shipping should not be taken for granted. Two-thirds
or more of UK directly-owned ships are owned by companies or
yroups which are already diversified into other induscries. They
know that other investments are more immediately profitable, they
have the expertise to exploit them and they, like all companies,
have a duty to thelr share-holders to obtain the best possible
results for them. These companies could get out of shipping
altagether and still survive as profitable - probably more
profitable - entities.

37. Some UK companies - the oil companies are good examplaes =
maintain fleets to provide a service for their main activity.
They have so far decided that the balance of advantage lies in
providing at least part of that service with owned ships. They
could well decide to provide it entirely with chartered-in ships,
and allow a foreign shipowner bear the burden of achieving
profitable ship operations.

28. There is no inherent reason why other shipping garvices
customarily provided with owned tonnage cannob use chartered,
foreign-owned ships. Already some ferry and some gontainer
gaervices used chartered-in ships.

28. The disadvantage of moving to chartesred-in shipping is the
eroslon of both cempany and national expertise in ship-operation.
1n time, only the chartering option will be available and the
company (and the nation) will have to pay the price that the open
market demands. Chartering is also potentially a very axpensive
option, with costs subject to wild variations - for example,
charter rates for container ships have doubled since 1986.

THE SANDS OF TIME

i0. The blunt facts are that:

this island nation has witnessed a drop in shipping
investment that leaves the UK-controlled fleet {and UK-=-hased
geafaring labour force) heading towards the point when its
massive reservoirs of skill and expertise, both ashore and
at sea, will have been largely dispersed. The road ko
recovery will then be terribly long, steep and stony;




the commercial opportunitices in the present markelis are
better than for many ycars. A short look into the Future i
sufficient to convince GCBS that they will get significantl
better still, as old ships have to be scrapped. If theso
opportunities can be seized, thaey should bring significant
rewards both to the companies in question and to the nation;

unless UK owners are put into & position to act guickly, tha
cpportunities will bhe gone. The further dramatic increase
in ship prices forecast for the 1990s represents a major
threat to the viability of those owners who cannot reinvest
MW .

3l. The opportunities are there for the taking. But they will
have to be supported by positive and urgent action by the
Government to enable British shipping companies to take a longer
view than is now possible and thus to match their competitors,

HOW THE COMPETITION HAS RESPONDED

32. As indicated in the GCBS briefing paper "A Level Playing
Field for Merchant Shipping?", published in May 1989, most of ou
European competitors {both inside and outside the Community) have
in fact taken recent action to respond to the continuing decline
of their natiocnal fleets. Some have long had policies of great
value to their shipowners, but many have focused in recent years
on impreving the investment and operating climate in which their
shipping companies exist through positive polieies in regard to
taxation and fiscal treatment. Others have concentrated on
reducing manning costs, either by providing incentives to
continue the employmont of their nationals, or by permitting the
employment of non-nationals at lower rates,. Many have applied a
combination of the two. Some countries have used the mechanism
of a "second™ or “international" register to achieve this
objective; others have incorporated incentives directly ints
their national maritime policies, GSince the GCBS paper was
published, several further support packages have been introduced
by Community Governments.

33. Government action in the three successful cases mentioned in
Paragraphs 3-5 above can be summarised:

- NWorway. GSince the establishment of the International
Register (NIS) in 1987, which permitted substantial
reductions in crew costs, the tonnage under the Norwegian
flag has trebled (as detailed in paragraph 1). The fleet
has becn substantially boosted by a long-term policy of tax
incentives to invest in K/S limited-partnership schemes,
designed to draw in funds from highly-taxed personal
incomes. MNorwegian ¥/5 companies alone have attracted an
influx in the last 2 years of US $2bn (one per cent of the
cost of replacing the entire world fleatl), which
demonstrates that with the right encouragement and with the




prospect of a reasonable rekturn, substantial investment is
avallable;

Federal Republic of Germany. Since the establishment of the
supplementary register in May 1989, the decline (28% since
January 1987) has been reversed. In addition, long-standing
tax incentives in Germany such as special depreciation and
reinvestment incentives have produced a national fleet with
an average age of only &.3 years, with 70% less than 10
years cld;

Denmark. Since the establishment of the International
Register in September 1988, 70% of the deep-sea fleet has
now joined it. The fleet has expanded Decause of long-
standing taxation and manning incentives such as limiced
partnerships, accelerated depreciatien and tax concesslons
for seafarers. 1Its average age is under 10 years and there
are 56 pew ships on the order book.

34. It is worth noting that the largest European shipping
industry, that of Greece, has long henafited from extremely low
levels of corporate taxation; based on tonnage rather than
profits. This gives Greek owners a particular advantage at times
of improving shipping markets. Seafarers are also subject to
very low levels of income tax.

15. The following diagram shows the fleet development in the
three countries in which an internaticnal or second register has
been recently established, as well as in Greece and, for
comparison, the UK.
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35, It must be remembered that the competition facing UK
carriers is nokt only from within Eurepe but from the very
competent owners Erom the Far East. Dwners in Japan, Korca and
Taiwan all receive considerable protection and support Erom thei
Government. In all, the GCBS Briefing Paper identifies between
70 and B0 different maritime administrations, amountbing to nearl
B0% of world tonnage which give major aid in one way or another
to ships operating on their registers. 1In Burope alone, Belgium
Finland, France, Ireland, Netherlands, Fortugal, Szsain and Swede
have either recently introduced new measures or have them under
active consideration. Market forces are certainly not dominant
on the supply side of shipping. UK shipping companies are facin
an unequal struggle in internatiocnal trades,

37. Research undertaken by Professor Goss of the Department of
Maritime Studies of the University of Wales, sponsored by GCBS,
has investigated the overall value of this assistance. The draf
report shows that, in the fleld of subsidies and corporate
taxation alone, our major European competitors operate in a
business ¢limate considerably more conducive to investment 1n an
the profitable operation of shipping.

38, The value of varicus countries'" flscal regimes depends to
some extent on the level of profitabllity of the industry. In
times of high prosperity (15% pre-tax rate of return), the UK
regime is not toc bad - 8th out of the 15 regimes studied, but
still inferior to those of Belgium, Denmark and Greece within th
EC, and Finland, Sweden, Norway-NIS and Liberia outside. But in
the far more realistic scenarios of low and medium profitability
(5% and 10% rate of return respectively), characteristic of the
shipping industry in recent decades, we are far worse off - llth
and 13th out of 15 respectively.
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39. More important than the UK's position in the league table is
the effect in cash terms of the different fiscal regimes on an
investment in shipping. Taking the situation of medium
profitability, the Dutch owner is 21% better off, the French 54%,
Greek 70%, Belgian 99%, German 130% and Danish shipowner 268%
better off under thelr tax systems than their UK counterpark.

All this is external to the influence of the particular shipowner
and has nothing to do with the relative efficiency of the fleets
concerned,

40. What British shipping certainly does not need or seek is
"cradle to grave" subsidies. What is needed, however, is a
relatively small amount of pump-priming, in order to allow UK
owners to reinvest in new ships and in trained British seafarers
to meet the opportunitiez of the next decade. Relatively small-
gcale, low-cost measures would make an enormous difference to the
ability of UE shipping to meet the nation's needs. Paragraphs
41=-53 below describe what these measures could be., Immediate
action would give a breathing space while the British government
persuades other shipping nations to dismantle thelr systems of
support.

THE WAY FORWARD

4l1. GCBS acknowledges, without apology, that its message is not
a new one. The hard fact is that there are two areas - capltal

costs and manning costs - in which early action remains necessary
if the decline of the UK fleet ls to be reversed and the
potential benefits to the nation of the British shipping industry
are to be realised. What is new iz that some of cur competitors
have taken action on both fronts, with splendid and entirely
predictable results,

42. The first relates to AIDS TO INVESTMENT. The Government has
rejected significant special treatment for shipping since 1984,
when the fiscal regime which had led to l6m dwt of new ships
being built over the previous decade was withdrawn. But this 1s
still the single, most important area in which Government action
could have an impact. There are two principal ways in which the
investment regime for companies could be imposed - accelerating
depreciation and roll-over relief - and useful minor assistance
could also be given by altering the rules of the Business
Expansion Scheme.

43, By far the most efficient way of improving the internal rate
of return on ship investment is to provide for accelerated
depreciation. A 100% ship allowance as a First Year Allowance
would make the internal rate of return on investment in a new or
good guality second-hand ship far more attractive.
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introduced for a S-year period would prime

the pump for a rapid investment programme to restore and re-
invigorate the UK merchant fleat.

46. Improved terms for Roll-over Relief for Corporation Tax
would be of particular value to cperators in the bulk sectors.
Many of these rely on trading their assets, as wzll as trading
with them, to maintain overall profitability. Their objective
must be to buy in a depressed market and sell when prices are
high. Secondhand ship values fluctuate markedly, as recent
months have shown. It is in this way that many Greek and
Norweglan entrepreneurs have built up their [leeLs.

incompatible with current rules for
"rall=-over” relief cof balancing charges, which require a new

47. Yet such activity 1s

purchase to be made in the sama accounting year as the old vessel
‘s sold. This allows no real scope to time purchases Lo &
falling market. So a British bulk ship operator is at once i5%
worse off than his Greek counterpart (who pays no corporation Lax
at all) or his Norwegian colleague who - like owners in Denmark,




carmany . Metherlands, spain, Japan and US4 - can place the
procecds of his eale In a tax=-frgec resecve.

48. Over the last two year:, a number of shipping venturcs have
baan ahle to make modoest Use of the Business Expansion Scheme .

1f the terms were more adapted to the market, it could produce
considerable investment. Unfortunately, the opening-up of the
BES to investment in assured tenancies of domestic propertics has
attracted most investors to these virtually risk-free ventures.
Propetrty Enterprise Trusts in Enterprise Iones - also attracting
100% personal income CAX ralief for investment 1in commercial
properties - have absorbed even more private investment funds.

49. Yet paradoxically, & major limitation in +he value of BES to
shipping lies in the rsstrictione imposed on BES ship schemes,
particularly the regquirement that the yessel shall not be
chartered out for more than twelve months at a time. This limit
wae introduced to import a eignificant element of risk-taking
into BES shippling ventures, but has the effect of saverely
curtailing the ability of ship schemes toO ralse supplementary
loan finance for the vessels they wish to buy. A lengthening of
the permitted pericd of charter would greatly ease these
financing problems Dy providing greater security of earnings and
would go some way to olffsst tne cffects of the cap on BES funds .
In the industry's view, the right period of permitted charter
would be five years, but any increase would be of value.

£). The second area concerns MANNING COSTS which must be reduce
if British seafarers are to be empioyed. There is a major
opportunity here, for many Eurcpean countries' wage and social
aecurity costs are SO high that they cannot hope to bridge the
gyap with world costs and continue empleying their nationals.
Hernee the WIS approach is to permit the use of non-Norweglian
nationals almost wWithout rastriction. But UK costs are lower an
government action could lead to greatly improved employment
opportunities for UK sgafarers.

=1. The action needed ls to eliminate Rational Insurance and
income Tax liabilities in ragard to seagolng amployment, in orde
to align the overall cost of operating Uk-manned ships more
closely with that of lower-cost competitors in world shipping
markets, without reducing real wages ke third world levels. AsS
mentinned in paragraph 32 above, such measures have been adopted
by a number of European governments.

£5. It is wvitally important that a mechanism be incorporated
which ensures that the same net pay ig received by the national
sgafarers, that they remain fully eligible for social security
henefits, state pensions etc, kut that the full advantage arisin
{rom the reduced i1ncome Lax liability feeds through LO the
shipping company itself. This has been achieved in different
ways in different countries. For example, in Sweden, the law
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provides that the inccme Lax payments of seafarers must be
refunded te the employer; in addition, there are no employers'
Mational Insurance contributions. In Denmark, income tax and
social security payments were abolished in regard to seatarers at
a time when the national collective agreements were to be
renegotiated and a scheme now operates whereby special
arrangements are adopted upon Ehe acceptance of given net pay
levela of remuneration.

3. UK shipping companies need comparable treatmenkt if they are
to compete on egual terma. Although the current income tax
rejime provides a welcome incentive for some seafarers secving on
deep-sea ships to continue at sea, its impact is too uncertain to
lead to lower costs overall for owners, The measures proposad
would cut scme 1B% of the industry's wage bill.

THE COST TO GOVERNMENT

54. The cost of the investment incentive elements of this
support package is difficult to quantify with close accuracy. 1Tt
depends critically on the degree of take-up, timing, and the
intecface between the two types of measures. Both schemes would
affect the future profile of revenue cash-flows rather than their
guantum, with the costs of initial relief being balanced by
greater corporation tax in subscguent years, including tax on the
cperating profits from the new tonnage.

55. Based on an amnual investment in tonnage of £1 billion over
the five-year pericd (le 40 ships averaging £25m apiece] the
average annual cost of 100% First Year Allowance to the Excheguer
in deferred corporation tax compared with the present system of
25% reducing balance depreciation would be about £150m. The
first year would have a high figure of £260m, which declines
rapidly to only £75m in year 5. 1t is our belief that these
amounts would be largely (if not entirely) offset by corporation
Eax due on the additional profits generated over the yoars by the
operation of the new assets,

56. For Roll-over Relief, current annual levels of disposals are
about E300m of fully-written-down woessels, It is assumad that
cne half of these are in any case covered by present arrangements
for roll-over relief within the same accounting year. The
deferred tax on balancing charges on the remaining E£150m of
disposals amounts therefore to around £50m p.a. which, again,
would be recovered later on.

a7. The proposed changes ko arrangements for seafarers' income
tax and national insurance contributions are also difficult ko
2gbimato, buk it is Ehought that they would have an annual cost
to Government of under E60m.




VALUE TO THE NATION

38 . Why should shipping be given specilal treatment? Juse
because the foreigners throw their monay away, why should we?
Isn't it just ansther activity - like textiles and making hi-fis
and motorcycles - where we should give up trying to compete with
the Far East? Should we not let those governments whao are
prepared to subsidise world shipping do so to our benefit as
users of shipping services?

589. Firstly, as we have menticnad in paragraphs 23 - 25 above,
the treatment would not be that special. What is special at
present is that shipping is more exposod and less assisted than
most other Industries,

6o . Secondly, there are real and concrete advantages to the
nation in restaring and maintaining a strong merchant fleet.
Shipping is a vital service in time of both peace and war., It
makes a major contribution to our economy. It is not just a
fashion industry that we can safely leave to others to provide.
That is certainly the view of the other great island trading
nation, Japan! Emphatically, it is not a “smoke stack" industrey,
where the UK cannct Compeie because our management is too
arthritic, Given the right economic climate, UK shipping can
again be a world leader. The advantages are set out belaw.

Balance of Payments

6l. There are few, if any, more efficient methods of earning
foreign currency than by shipping. oOther industries contribute

to the balance of cayments tArougn a series of substitutions with
all the inefficiencies that that implies, Shipping is more
direct and involves far less leakage,

62. Although the Department of Transport has recalculated the
basic statistics, it cannot be denied that British shipping
companies make a major contribution to the balance of payments -
E3.5bn gross and £1,35bn net (including foreign exchange saved
when British imparts are carried in British ships) in 198a. Theyp
are the third major invisibles contributer (after tourism and
insurance but before civil aviation, banking and pension funds)
and could therefore make a much bigger impact relatively quickly
given a healthy investment environment, A detailed analysis of
the overall contribution of shipping was issued by the GCBS in
May 1989 under the title “British Shipping and the Balance of
Payments®, Past evidence of the ratio of Fleet 21ze to foreign
currency earnings illustrates a close correlation (see rable).
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§3. A UK fleet 50% larger than today {approximately equal to
that of 1982) should benefit the balance of payments by a further
£1.8bn or so in gross terms. Such a growth is by no means
unreasonable - the Norwegian fleet grew by 86% in the last 12
months as a result of a combination of tax incentives and the
virtual elimination of national crewing requirements. In
contrast, the predicted 1992 fleet of 13m dwt without governmenc
aggistance, would lead to a reduction in the current contribution
of about Eibn.

€4. There are those who claim that there are long-established
and deeply-entrenched trends for even modest growth in the UK
economy to lead to increases 1in Imports gutstripping increases in
exports., Even if one does not fully accept that view, there 1is
very little ground for optimism that the palance of our trade 1in
goods will improve. Against the likely background of a E20bn
deficit in the country's balance of payments in 1989, modest and
short-term help to the shipping industry must be a good
investment by the nation.




Economic Value of the Industry

65. The commercial and social contribution made by the shipping
industry to the nation was summarised at the beginning of this
paper. The "shipping industry® in fact comprises several very
different; but essential industries: deep-sea liner [(largely
containerised), bulk trades (both liguid and dry:; both deep-sea
and shorf-seal; ferry, crulse and offishore, all of which give
direct and stable support to the movemenlL of trade and British
citizens. Ninety-five per cent of our tradec, both with Eurcpe
and the rest of the world, and two-thirds of travellers across
the English Channel still mowve by sea, despite the higher profila
and expansion of the airline industry.

66. The industry provides employment for some 27,000 British
nationals at sea and a further 13,000 shore-based jobs.
Rationalisation and technological developments - on top of the
decline in fleet-size - have reduced the numbers over the years,
but seafarers remain an important and skilled labour force, which
ls a genuine national resource. The scope for greater employment
of British nationals is dependent on fleet-size and the level of
manning costs which can be achieved compared to the competitive
world market.

Allied Industries

67. The City of London still derives considerable revenue and
strength from its position as the world capital for shipping and

its multitude of maritime-related activities. It is the centre
for marine arbitraticon, insurance, loss-adjusting, P & I clubs,
shipbroking, chartering, classification, and other similar
businesses, It provides a home base for the International
Maritime Organisation and sevoral other international shipping
and seafaring associations. In short, it remaine the traditiomal
hub of the maritime world and gains considerable income from such

geceivitias.

gd. It is notable that the Norwegians and the Greeks have both
recognised the value of these ancillary industries and have begun
respactively to try to develop and market the attractions of Oslol
and Pirasus on the world scene as alternative maritime centres,
They have explicitly recognised the importance of developing
their own shipping industries in this connection and this
provided one of the prime motivations for the establishment, for
example, of the Norweglan Internatiomal Ship Reglster (since KIS
vessels have to be managed from Worway). With the advances in
telecommunications of recent years and closer political and
economic inteqration in Europe, other countries acknowledge the
pogsitive impact such activities can make on their balance of
payments and see an opportunity to take London's position. The
importance of this was recognised by the Government earlier this
year when it abandoned plans to tax worldwide earnings of foreign




residents (which would have driven much of London's Greeck
shipping community abroad).

69. However, to support many of these activities, an expericncead
and siilled workforce with a practical maritime background is
required. BSuch a workforce cannot be built up ner replaced at
short notice, Maritime training has a long lead-time; training
periods for officers vary from 4 to 10 years and further
experience at sea may also be required. Without a merchant fleet
there can be no recruitment, no training, no gea-gXperlence,

70. Long-term vision is therefore critical if the influence of
the City in maritime affairs is not to be diminished. If it is
not to lose these lucrative sources of income, action must be
taken s00n Lo ensure the continuing flow of experienced seafaring
personnal .

Defanca

7l. Finally, but not least, there is the defence reguirement
that the Merchant Navy fulfils. The advantages of a strong
merchant fleet in times of tension are well understood. It is
only the UK directly-owned fleet that can be relied upcn in such
times to heed the nation's or NATO's call. The UK's contribulion
to RATO's conventional deterrent rests entirely on the ability to
supply a large number of carge ships to bring reinforcements and
supplies across the Atlantic. British shipping could now have
real difficulties in meeting its tasks of supporting and
augmenting the Royal Navy; reinforcing Eurcpe and Norway;
bringing military supplies from North America; and bringing also
essential raw materials, manufactured goods and food ta keep
industry and the population alive during a conflict of any
duration.

T2, GCBS believes that there is now a shortfall of 300-400
ocean-going, trading ships between the fleet currently available
and what the UK needs to cover both its own regquirements and its
contribution to NATO. The Government has already acknowledged
that there is a parallel cause for concern about the availability
of crews who can be relied on to man ships in a crisis. This
case has been devecloped in detail in a GCBS briefing paper
entitled "British Shipping and Defence®, published in September
1989.

73, Paradoxically, the new mood in Eastern Eurape, forces
reducticons and American cutbacks in Europe shift the emphasis
more than ever to trans-Atlantic reinforcement and resupply. and

50 to merchant shipping.

74. Shippling companics have to be motivated by their commercial
interest if they are to retain the support of their shareholders
and survive. But there is a market convergence between the
commercial interest and the national interest - both are best




sarved by a climate in which British merchant shipping can
flourish.

7%. The industry and the nation need a new era of effective
co-operation between Governmant and the British shipping
industry - co-operation which will enable the industry to provide
the maximum contribution te the national tnterest. The potential
is very clear at a time when the world's shipping markets have
turned the corner and appear toc be entering a new era of positivef
development. At the same time the major threat of heavily
increased ship prices is locming and early action ig needed.
There is only a small window of oppertunity.

46. This has been recognised by other governments, particularly
in BEurope, which have taken measures to ensure that their fleets
benefit from the resurgence. The need has also been recognised
by the European Commission. The value of such action has been
gclearly shown by Norway., Denmark and Germany. Only the British
Government is out of step. Although there are long-term merits
in seeking to persuade other countries to remove their systems of
support, it is unrealistic to expect them to do this in the short
term - non-European governmenks have to curb their measures too.
ne a result, this nation runs the risk of missing out on that
opportunity and on the conseguent financial returns and wider
benefits = to the Balance of Payments, our other economic and
City interests, and our defence capabilities - if it continues teo
sit on its hands, while the sands aof time run ouk.

29. The General Council of British Shipping therefore calls on
the Government to give British shipping industry the positive
policy support which i« available to shipownere elsewhere. The
availability for five years of a 100% First Year Allowance , minot
improvements to the rules for Roll-over Relief for balancing
charges and to the Business Expansion Scheme, and the alimination
of National Insurance and seafarers' income bax liabilities would
give British shipping companies and British seamen the
opportunity to reverse the recent decline and make their full
contribution to the country's economy and national interest, in
peace and in war.
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THE SAIPPING MARKET IN 1988/89

L The averall outlook in shipping is better in 1383 than it
has been for many years. There has been a significant up-turn in
many, but not all, parts of the shipping market. However, it is
being welcomed with caution because the financial improvement was
from a very low base position, because similar signs of
resurgence have often proved illusory and short-lived in the
past, and also because unrestrained optimism could lead to
excessive newbuilding orders, thus destroying the improvement.

2. 1988 was vear of growth for weorld trade, and shipping
henefited. In tonnage terms, seaborne trade increased by 6%,
almost to the record levels of 1%7%, It has continued to grow,
albeit more slowly, in 1989 and the record may well be surpassed
this year, In tonne-mile terms, although there was real growth,
volumes still remained well below the 1979 record levels, owing
to ehanges in the pattern of trade over recent years.
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3. Different secters of the industry were affected in different
ways, with tanker operators enjoying almost continuous
improvement during 1988, whereas dry bulk velumes have largely
flattened out after a substantial surge in the first part of

1988.

i. This increase in trade, coupled with the lowest lavel of
newbuilding deliveries for 25 years, led to a much closer balance




hetween supply anc demand for shipping sarvices, with consequant
improvements in frelght rates. In 1988/9, virtually all laid~-up
dry bulk carriers and moskt tankars raturned EO normal trading.
and thers was & 0% decrease OvVer 1987 levels in rhe tonnage Sent

for scrap.

SHIPS LAID UP/IDLE AND SHIPS BROKEN UP
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5. in additien, in 1988, lower fuel priges tagether with the
improvement in the markets removed any incentive to save fuel
costs through slow gsteaming. Most of that hidden gurplus
capacity Was trherefore also removed .

6 . The improvement in freight rates has beean generally firm &
constant in the deeap—Sea dry cargo cime-chartcer and trip-charte
markets. The short-sea ory bulk and the ranker markets Are mor
volatile and differ from trade Lo rrade . However, here koo, k
underlying rrend is one of improvement although this 18 nokt
necessarily steady. For example Lankers have suffored a downktl
after a sharp rise at the end of 1988.

r S The position has been less satisfactory in the deep-sea
liner sector, where rhere is still over-capacity in the contall
trades, although less dramatie than rhe chronic surpluses that
have afflicted the bulk trades for SO 1 1 oversupply B
kept freight rates under pressure and

drop in the cariff levels. However, the negative &

some extent been off-sat by the increase in trade volumes.
shipping companies, which have a stronger commitment toc a
particular trade than in most dry bulk markets, have LO take &
longer View when considering their investment decisions. Man)




container fleets, in Northern Europe in particular, are renewing
their fleets. Indeed, during this year alone, wvirtually all
foreign deep-sea contalnership operators have taken delivery of
new tonnage or placed orders (83 ships totalling 3.5m dwt im
srders alone). UK coperators have been almost absent from the
picture with only three newbuildings.

f. Assuming a reasonable level of scrappings over the next fow
years, the liner companies with new tonnage will be able to
nanefit from the 30% increase in efficiency in terms of costs per
cantainer carried provided by the latest ships. Those without
will be severely handicapped and less able to provide the level
of service that shippers demand.

g, Cruise shipping has shown continued gxpansion with new
tonnage continuing to come into all sectors, whether

4-day "bulk" cruises out of Miami, the 5-star Caribbean market or
emall Adventure Cruise operations. Despite forecasts of
continued growth in cruise demand there are fears that some
sectors will become over-tonnaged, especially now that Japanesc
gperators are dipping their toes in the market.

10. The ferry business within Europe has continued to develop
positively and demand has been buoyant in terms of both
pagsengers and vehicles transported. Competition is still
intense on most routes and operations have generally baen
"trading up” into larger ships with a wider range of passenger
facilities - almost of cruise-ship standard. This may be near to
the maximum on routes to Scandinavia; operations on UE routes to
the Continent and Ireland are farther behind, but have to bear
in mind the likely effects of the Channel Tunnel, and a possible
fundamental change in their costing structure if the EC imposes
VAT an fares and withdraws duty-free facilities after 1992,

11. There are grounds for hope that the overall improvement in
the market will continue. Orders for new ships, although
increasing, have remained at lower levels than these of the esarly
19805, partly because the governments aof Eorea and Japan appear
to have tired of subsidising their yards to "huy" orders at below
cost. The last year has conseguently been marked by a
substantial upwards surge in newbuilding prices and as a result
many operators are seriously considering running on old tonnage.
The major classification societies have developed condition
assessment programmes to assist extending the economic working
lives of existing ships beyond the normal 20-year span.

12, This price surge is likely to assume the proportions of a
major threat during 1590s. The November 1989 report of a major
analyst (County NatWest) estimated that the higher newbuilding
prices now established will be subject to continuing and
significant increases throughout the 19905, fuelled by a markedly
higher level of demand, particularly in the latter half of the
dscade. 1In the liner sector particularly, many of our
competitors have active replacement programmes.
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13, The improvement in revenues, coupled with this increase in
new ship prices has naturally led to a marked rise in second-hand
ship values - between 40% and 60% In some sectors - and which as
yet shows no signs of abating. For the [irst time in a number of
there has been substantial activity in the second-hand

YEALS ;
Norweg lan, Greek and Far

markek.
perticulacly active.

Eastern owners have been

pDecember 1984




ANNEX B
EXAMPLE 1:

3,000 DWT SHORT SEA BULK CARRIER

Net cash flow arising from finance costs, cberating costs,
earnings ancd capital allowances at 2 different rates.

E M

OECD FINANCE 100% EQUITY FINANCE

T - = =

£25% Writing
Down
Allowances

100% Ship
Allowance

25% Writing
Dowrn
Allowances

100% Ship
Al lowance

=.6 =3.0
+0.1 #0 . C +0.8

+0.

| I

12

RATE OF
RETURN 14%

NOTES ¢ Cost of ship £3m

Sale price, year 11, £1.25m

Annual earnings €600,000

Annual operating costs £317,000

OECD finance - B0% credit over B} years @ 8%

25% WDAs - current system of capital allowances ie 25%
on reducing balance

100% S5A - a 100% ship allowance
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0. A recent SERC study (by Dr Atkinson) shows that West Germany
spends nearly three times, and France more than twice as much as
Britain on civil science. The figures you have announced today
are not likely to significantly alter those proportions, are

thay?

A. Ho, but we must not over-react to figures which simply
confirm our present understanding of where the UK stande compared
with other leading industrial nations., Comparisons are of course
notoriously difficult. It continies to be the case that the
Govarnment spends more on civil sclence as a percentage of GDP
than the United States and about the same as Japan.

That is inputs., We are more lnterested in gutputs. For example,
papers published in the main scientific journals. The UK share
remained constant at 8.3% of world output between 1981 and 1986,
while that of Germany gdeclined from 6.3% to 5.9%, and that of
France from 5.1% to 4.8B%. In fact the UK still remains gecond

only to the USA. Not a bad record.

Q. A recent SERC report shows that there are serious sguipment
deficiencies in university laboratories. Will the new money you

have announced today make good those deficiencies?

A. The ABRC will be advieing me on the allocatlon of the
additional monay for the Science Budget in due course. They will
doubtless consider carefully what priority eguipment should have
in their advice. We have also increased capital funding for the
universities through the UFC by some £30m over threa years. This
is mainly to allow for new equipment.
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and SERC to keep pace with rapidly advancing experimental disciplines was

reviavad by Council. Based on experience with Incerdissiplinary Beeearch

;;ﬂgggg, SERC haa estimated that a "pulse® of about £240 million Is needed to

Iéru?idt modern equipmsnt selectively in the subject areas that the Council
covere. This compares with the results of & recent survey commissioned by
ABRC from Manchester University's PREST anit; it found that to carry out
regeacch latiif&ﬂtﬂrily in existing areas, additional agquipment to the value
of £260 million was needed and a further £200 mwillion for research in new
areas. This excluded medicine and fres-standing computers, The Council has
asked its Beards to locate particular problem arsas within the general

picture of under-provision. Tha current Council bid of £72 million over three

years represante a 30 per cent ghara of the under-provision.

European research

Dr Harry Atkinson, SERC's Direccor Special Responsihilicies, presented a
;guﬁarn:ive study of French, West German and UK support for oiwil scienca.

The Figures in the table in tha annex are of {ntarest. Tha figures ara fox

1986-87 for the UK and 1987 for France and West Garmany. Market exchange

PESER103C2
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Further information can be obcainad from:

The FPreas 0ffice, SERC
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Tt year

population
Funding

total (including defence and industrial)

public ofoil (included in aboog)
public ¢ivil as % of GDP

Manpower (Full Time Equivalent, FTE}
total Gincluding defence and industrial) -
researchers
support staff

public ¢ivil (ineluded in above) -
researchers
support staff

[Basic & strategic research
{independent assessment)

including HEIs and equivalent (eg CNRS, MPC #ic) pursuing basic and

|strategic research
UK  France

expendifwre : £2.55b

FTE staff -
researchers
support staff
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r Chambers. Parliament Street, oWlF 3AG

O1-270 3000

16 November 1989

Paul Gray Esq
PS/Prime Minister
10 Downing Streat
LOMDON

Wl

f%gg_.r ﬁ:hd | !

I attach the briefing sheets that were in the Chancellor's folder
for his oral statement in the House yesterday. 1 gather that the
Prime Minister asked for these. They were put together in some
haste and I cannot guarantee that they are accurate 1in every

single respect.

Assistant Private Secretary
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Enormous imprnucmcnt

T

- productivity manufacturing
grew fastor since 1980 in UK

than other major economies

profitability highest since
1960s

business start-ups 1600 a
weak in 1989

employment up 23;‘ million
since 1983

Led to a surge of confidence and a
problem of too much growth,

Lowest growth rate in Burope/G72

Our cycle is ahead of theirs

over 10 years to 1990 highest
growth in EC

4 years to 199%0 average
growth about 3 per cent

need a sglowdown to return to
growth without inflaticn.

Ho sign of slowdown

- Retail sales fallen over last
3 months

house prices stopped rising
and falling in some areas.

Why are inflation and trade
deficit so high?

- Surge in borrowing in last
2-3 yvears

with hindsight demand growing
too fast in late 1987 and
1588

expected Stock Market crash
to lead to slowdown - as did
Opposition [eg Smith

14 Hovember “"growth will
inevitably slowdown. Now is
the time for cuts in interest
rates to stimulate the
economy"].

it didn't happen, econcmy
roared on.,

Unemployment to rise

Hope not but largely in hands
of wage negotiators

excessive wage claims
threaten not just own jobs
but other peoples’

(like Labour government) no
forecast of unemployment.

Recession and bapkruptcics

Not forecasting a fall in GDP

but firms need to keep their
costs under control

Industry has more to fear
from high inflation.

_mirlgage misecy/reposessions

Understand difficulties

but inflation must be brought
down

BE5S per cent of household
borrowing is mortgagos

repossessions in Hl1 1989 less
than 0.1 per cant of loans

average monthly payments on
mortgages have risen €52
since June 1%88 (low point).

Result of tax cuts

Ludicrous

fiscal policy as tight here
as in than any other major
country

1988 Budget cut taxes by
E4 billion compare

E54 billion increase in
personal borrowing and the
£11 billion increase in
imports that year.
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FORECAST SUMMARY

13839 1330 PSDR

GDP - total LE 2 1% - PSCR 1989-30 forecast at
= non=0il 5 3 L] €12.56 billion

(E¥.3 ex pp) compared to

Current Account =14% =20 -15 £13.8 billion
3 [EEB.B ex pp) in FSER
Exports L iy BN
no forecast for 19290-91

Imports 9k 1% until next FSBR; working

agsumption in AS that
Domestic demand LE | 0 game as in last FSBR

(€10 billion)
Money GODP Bl 6%

RPI Q4 (L

Demand slowing?

ratail sales virtually flat:
in last three monthe show

k¥ per cent fall on previous
three months and 1% per cent
higher than year earlier.
Slowost annual growth since
June 1982

housing market cooled off
markedly; latest RICS survey
shows 95 per cent of estate
agents reparting stagnant or
lowar prices over last guarter

company spending takes longer
to adjust but is clearly
gslowing, as recent intentions
BUCvVeys show
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HONETARY POLICY

¥hat is interest rate policy?

To set wvhatever interest rates are needed to
bring down inflation.

¥hy ls MO abowe its target cangpo?

reflects growth of inflationarcy
pressures

coming back now towards target range

How will you get it within {t?

clear signs thet high interest ratas
are bringing monetarcy growth back
towards renge

Credit controla?

credit controls not the right way
disadvantage British banks

vnenforceable in today's global markets

I1f Mopetacy Policy works. why ore we fo such
B mCSET

because, with hindsight, monecacy
palicy was not tight enough in the past

underestimated the surge ln confidence
which led to unprecedented borroving by
consumers end an Investment boom at the
same time

can't ailvays predict these things
exactly, bound to be cycle but need
determination to get on top of
inflation

Hﬁz_nj_hznﬁﬂ_nnnE;_ang&LnT

no plans for new targets.
track record

MO proven

take broader moneéy changes into account

but velocity trend has beoen too
unstable to make suitable for target

difficult to interpret eg in 1980-81
and now gives no sign of tightening
policy and Impending slowdown

Eunding policx?

aim i% for Govermment to conduck
affairs to have a broedly neutral
effect on funding

but Honsion House Epeech repested bthat
we do not offser all currency
interventions within year so in
practice likely to be socme over-funding

thia year

[full Funding:i- to fund total of
maturing debt, PSER and change ia
Foreign Exchange Reserves

by sale of debt outside banking and
building society sectors],

What is exchange rate pollcy?

To take exchange rate {pto account im
getting interest rates and to stop a fall
in the exchange rate undermining our
counter inflationary policy

i overvalued?
15839 exports of manufactures up
11 per cent and proficabllicy wp

shows firms can compete but
certainly need to watch costs and
look for opportunicles

LE_'I:..:LL..ﬂ.ﬂu!
Ho government can be indifferent to
exchange rate

8 fall in exchange rate increases
inflationary pressure

I ctherefore favour a strong E

Eﬂﬂhnan
not a panscea, 8till aeed high
interest rates to bring down
inflation

not right to join now

but when not whether and during
Stage 1

conditions clear - vhen UK inflation
is significantly lower, there is
capital liberalisation in Community
and real progress has been pade
towards completion of single market,
freedom of Einsnclal services and
strengthened competition policy

Why bas £ fallen?

£ ecill arovnd fts level in 1987

bound to be movements up and down

tight fiscal and ponetary pollicy
will keep it firm
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Izchange rate movements
£ /ERT

1978 101
1980/81 peaks 131.9
1983 (L£/§ trough) 90.5
198€ average 91.5
1987 " 290.1
1988 " 95.5
Budget day 19889 96.1
5 Gct (last inkerest

rate rise)
23 0ck {pre Lawson)
14 Hovember

{close im London)

Hopetary aggcegates
End 87 End B8  Sep B9

MO 4.3 L A L -
M4 +16.3 £17.6 +17.3
Bank and Building

Society Lending +1%.0 +25.5 +22.0

* %=1 per cent higher adjusted for postal
strike.

Intereat rates

Basa 10 year
rates gilt

Oct 76 Labour high 15
Gce 77 Labour low 3
Oct B? (Black Monday) 10
Hay B8 {low point) Ty
25 Nowvember 1588 13
24 May 1989 14
5 October 19885 15
14 Hoveaber 1589 i5

EONETARY POLICY - FACTS

MIFS framewvork

Lagt MTFS published at Budget time
March

Hain points:

=00

Hubej GDOP 7%
Real GDP 1 2%
Inflation I 5
MO I 1=5
PSDR

(£ billion) 14

Money COP

Three measures - Expenditure,
Income, Qutput

ehould be equal but never are
g0 C50 wse GLCP(A) on average

C50 recently made adjustments so
that GODP(E) grows in line with
GDP{0) which they think is best
short tersm measurs

volume (real terms) GDP figure
inflated by GDP deflator to give
money GODF.
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il s e E

INFLATION

Inflation not coming down

Bound to take time but clear that
demand is slackening.

Inflation already peaked in
May (B.3).

Mortgage interest distorts level
but still as good as Labour's best
month.

Interest rates forcing up
inflation?

perversa impact on RPI

but encourage saving and
discourage borrowing

reduce demand pressure

in time bring down inflation.

Bhy did inflation rise?

- rise in inflation is worldwide
over last two yoars

underestimated surge in
confidence which led to
unprecedentad borrowing by
consumers and Investment book

with hindsight, should have
tightened monetary policy at
end-1987, early 1988

but post-Stock Market crash,

concerned at collapse in
confidence

Forccast
Percentage change on
year earlier

1988 1989 1990
Q4 Q4 o4

RPI by 7 5k
Food 4 6% 5k
Mat.Ind. Ty T T
Housing 16% 11

Other 4% LE"

Public sector prices to blame

= Mational industries need to
finance investment.

But thelr prices not big
factor in RPI (4% per cent
walght}).

Main problem is housing

where impact of interest
rates is clear.

Housing?

- reflects malnly interest
changes and rising house
prices

we expect growth in this
component to fall next year

never publish interest rates
assumptions

Community Charge?

- level of community charge is
up to LAs

will be included in RPI

PES figures based on past
trends not on any assumption
about community charge. But
consistent with £278

Hationalised industries

- rises for rail (announced
for Pebruary 10 per cent
LRT, 9 per cent BR) reflect

need to finance massive
investment programmes

industries should earn
commercial return

History
Average Low High

Labour 74-79 15.5 7.4 26.9

Conservative T.5 2.4 21.9
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BALANCE OF PAYHENTS

‘ll:flnit_anxiﬂui problem?

Does indicate ecopoey has been
overhest ing

Hust come down

Forecast - E20 billion 1o 198%,
£15 billion in 1990

Fall of 1 per cent of GDP

Hope and expect to see it fall further
in later years

Only k of manwfacturing ifmports are for
consumption, % for preduction and
investment

Private sector deficit does not reflect
unsustainable government spending

Et:utturul problem?

Rise in manufscturing deficit reflects
growth and depand and; particularly,
investment

Investment will help bBring down future
deficit

Marufecturing exports cising strongly

{11 per cent in 1989, BX per cent
in 1980) shovs we can compete,

Heed to devalue?

-

Key to competitiveness is unit costs -
in industiy's own hands

Cannot allow depreciation to undermine
pur fight sgainst Inflation

Exports grovth shows British industry
CAN compete

But, as capacity constraints ease,
industry needs to look for
opportunities at home where imports
could be displaced.

Current Aceount figures

1979 1985
Manufacturing -1k
oil 8
Visibles -3k
Invisibles 6k
Current Account 3
Balancing item i Gl

f£bhillion

Fu[ﬂiﬂii_ﬂELLIiELlET

Ho [uncertaln but best guess]

One per cent of GDP full forecast

1930 over 1989
Larger year on year Iimprovements

1.6I
P41

1568-9
1974-5%

Deficit will weaken sterling?

g Mo
| Hﬁ
Markicks eas Government 's sound
pelicles and commitment to leower
inflation

Favour a firm exchange rate.

Yhen will we get back to balance?

= Present lewvel of deficit is too high

But no presumption that we need
exact balance; plenty of investment
opportunities im UK

Bound to be times of deficit and of
surplus

Expect & continuing decline in
deficit beyond 1990

Invisibles
1989 - surplus down to E& billion (from

£6 billiony beceuses

lowver earnings from intecest/profit
dividends as result of interest
payznents abroad

{a)

(b)) net transfors overseas 1990

Recovery of tourlsm and flnancial
gervices forecast ln 1P2% and 1990 so
£6 billlon surplus in 1890

-

1586

-6
is
-9%

0y

11
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. ECONMOMIC ASSUMPTIONS

Horth Sea 011 Prices and Fachange Cata
Glose to recent levels
Exchange rate Hovember 14 89.1 ERI

Brent spot oil price of around §18 a barrel.

Inflation

Sept 89 Sept 90  Sept 91
1.8 (.2} 3
B9-90 §0-91 91=-52 92-93

GDP deflator 7 3 iy 3

Unemployment (GB adultl

1.67 8890
1.75 90=91 = 92.93

Agsuping {ocrease in woesployment?
Stylised assumptien

Hever forecast unemployment (nor Jdid
Labour)

depends on negotiations on pay

vith slov dowvn in output growth
unemployoent could level off in coming
months

fallen by nearly 14 million since
July 1986

eaployment up since 1983 by 2% million

1.75 agsumption set in summer for
survey discussions, gquicker than
expected decline im unemployment #lnce
then but prudent not to adjust
assumption lower for FES purposes

1%88-90 E12k billion
{Budger £13% billiom)

Forecasts

Assumption: 1990-91 £10 billionm
(MTFS)

Beduction in FGDR 1989-30

£4 blllion lower privatisation
proceeds

higher take up of personal pensicos.

Fiscal adjustsent

have net publizshed fiscal adjustaent
in AS for four years

tex changes and review of HTFS
matters for the Budget

have not thought about the Budget
yat

but determined to keep fiscel policy
tight as part of anti-inflationacy
strategy

Assumptions on North Sea odl production

accidents - Piper Alpha, Fulmer,
Brent D., Cormorant

réduced GDP growth by 1 per cent
in 198%; forecast to booskt growth
by &k per cent in 1950

Depress trade balance by £ billion
in 1988 and E£1% billion in 1%39

oil surpleos forecast to rise to

£2 billion in 1830
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HANUFACTURING

Output increcasa Irade

1389 03 Manufacturing Industrial Exports

1979H1 +12k +11% - our share of world trade (in
volume and value) falling over
1981H1 +33 +25 20 years (all Governments)

19BBQ3 +3k -

1988 on 1987 by - The 1989 UK share volume of
world trade forecast to rise

1989 on 1988 iy

1990 on 1989 1k
volume of exports forecast to

Share of GDP rise 6% per cent next year in
line with world trade

Imporis

- share of imports in total

234 per cent in 1988 demand rising for 20 years.
(Value + Voluma)

304 per cent in 1974

28% per cent in 1979

long run decline in share of
GDP with the development of growth will slow with domestic
sarvices demand

but has grown faster than Productivity

non-North Sea GDP in 1987 and

1988 and forecast to do so in - up 5% per cent a year since
198% and 1990 1980

Investment 1989 H1 (including fastest growth of all largse
leased assets) industrialised countries (same

is true from 1979-1969)
tage
increase Profitability
aver
- risen strongly since 1981

1988H1 6k :
industrial and commercial

1983H1 63 companies profitability
highest for 20 years
1979H1 &

1988 an 1987 10%

strong growth also in 1989,
now at record level

guality much improved too
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shy did Lawson go?
.G-ur:!:s-tiun for him.

I have had less time than anyone to
think about it.

Lawson paw the books and went?

Wholly unfair

no-one who knows my RHF would
believe that for a moment

temporary slowdown but
long-term prospect is
sustained growth without
inflation.
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PURBLIC SPENDING PLANS

Jou've lost control of it?

No,
year.

Ratios unchanged from last

Real growth in GGE| averages 1% per
cent BE-89 to 92-93; same as
increase from B8-8% in last plans.

GGE only 2% per cent higher in real
terms in 30-31 than in 84-85,

Faster growth of programme spending
possible due to lower debt
interest.

GCovernment accommodating inflation?

Ho. Costs have riszen but no
acrpnss=the=board auvtomatic
compensation.

Fey priorities show substantial
real growth; some programmes show
cash fall.

Beserves inadequate?

Reserves prudent; slightly lower
than recent years reflecting NPT.

Additions to previous plans?

Impossible to say. Previous plans
didn't include forward figures for
some key elements of NPT such as
central government grants to Las,
New plans together with projections
of items outside NPT imply
additions to total GGE of

£54/6% billion next year and year
after. (Probably similar increases
on OPT basis.)

Planning total up sharply in 90-917

Reflects introduction of new system
of LG finance: huge swing from LA
spending cutside NPT to CG support
for LAis within it.

Abandoned planning totals for GGE?

No change to GGE or overall public
spending pelicy or objectives.

NPT simply a better instrument for
achieving those objectives,
allowing better planning and
cantrol .

Identifies more clearly differing
responaibilities of CG and LAs.
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1989 SURVEY: CHANGES TO GGE (ex pp)
1988- 198%- 1990- 1991- 1992-
89 S0 g1 g2 83
£ billion 185.7 200.5 215.4 227.2 238.1

Eurvey
increase Sy B

I Heal

lncrease on

previous

FEACS 1.0 2.3 . 2.2

Average 1% 1538-89 to 1992-93%

GCE (ex pp)
I of GDP 39 JB% ity

[Last
Autumn
Statement 39%

Debt
Interest 168.1
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SECRET

!uii] Hain Changes to Departmental Proprapmes from 1989 PEWD

=2ntral Government Ovn Expendituce E million
Malin Chapnges from 1989 PEYP Jegf-91 = 199]-92 198690 - 1990-61
locregse "=

Dapt of Realth +2030
Deprt of Social Security + 4870
DOE - Housing +710
Dept of Transport +340
Northern Ireland +230
Chancellor's Departments +460
Trade and Industrcy o
Department of Esployment =70

Hemo
Total CG Own Expenditure +11,250

Eublic Corporationg
£ millicn

Main Changes from 1989 PEWE 1350-91 @ 1991.92 1989-90 - 1990-9]
lncrease fm
Cepartment of Transport 400 +500 4170

Department of Energy +310 = 20 =300

Hemo:

Total Public Cobporations
of whichy

Hationalised Indusiries

(viii) Lpocal Suthoricles

New planning total includes only local suthorities experditure financed by central
EOVEernment ESuUppaEt. Local authorities self-financed expenditure now outside
planning total, though still counted within GGE.

Hew plans for ceptral government support to local authoriries:

£ billico
198950 1990-9] 1581-92 19%2-91

3-8 1.8 431.8 b4 .5




Comparison of OPT/NPT

OLD __ NEW

Central gnuernmeni's oW Central government's own
expenditure expenditurce

Public corporations Public corporations

Local authorities spending Central Government support
{net of capital receipts) for local authorities
= Current = Revenue Support Grant
- capital = HNopn-domestic rate payments
= Specific grants
= Credit approvals

Privatisation proceeds Frivatisation proceeds
Resecve Eesecve

HE"I- I-"l n.:]_ninf. Tuinl

Dia_Pliuniig'TnEii =

Local sutkority self-finsnced
expenditure (net of capital
recelpts)
General government debt Interest Central government debt Interest
Other adjustments Other adjustments
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LOCAL AUTHORITY EXFENDITURE

Plans consistent with C.Charge of
E2787

= projection of total
(ie current + capital)
LA spending based on past
trends and slow modest real
growth

not based on any assumptions
on how LAs will finance it

up to LAs to set C.Charge

£278 (England) charge for
Total Standard Spending

LA self-financed expenditure
unrealistic?

e Simply residual based on
trends in total spending and
plans for CG support

surge in capital spending in
1383-90 distorts the trends
(expected fall of £1.5 billion
in 1550-91)

Unrealistic?

= 1390=91 figures in line with
past trends taking account of
fall in capital spending
following surge in 1989-90

falling real growth reflects
greater discipline of C.Charge
+ fall in debt interest as
authorities redeem debt

Main figurea (£ billion)
8%-9%0 950-91 91-92 92-93

CG Support 38.1 41.8 43.8 44.9

Total LA

expend. 515 7.3

53,5 55.5

Salf-
financed 13.2 132 12 12.5
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Local authorities

Forecasta of LA spending
unrealistic, so GGE projections
Incredible

Spending projected to rise in
line with trends of past 10
years,( with some adjustment
for lower capital spending next
year) Lower increases in 91-92
and 92-93, reflecting fall in
debt interest payments, some
moderating of plans in line
with greater accountability,
and consistent with lower
sepending from receipts,

Forecasts of self financed
spending imply community charge
abova E2TH?

Consistent with wide range of
CCs (if pressed including £278)

Forecast derived from top down
projection of LA spending, in
line with past trends

Self financed expenditure not
eguivalent to community charge
income, LAs can finance
expenditure from variety of
sources (cc, use of recelipts,
trading profits, balances, HRA
surpluses, fees, charges,
rents, interest receipts) so
projections conalstent with
wide range of community
charges.

Increase in ceptral government
support to las in 90-917

Reflecta:

- transitional relief

- commanity charge benefit

higher than rates

- credit approvals increase as
epending from receipts falls

- real increase in AEF

- difficulty of comparing old
and new systems of LG finance,
functional changes in LA
responsibilities.

Fall in LA gelf financed spending
in 90-91 Implausible?

Reflacts!

- increase in central government
support for las within total
spending in line with past
trends

- reduction in spending from
receipts following surge in
89-90.

LA projections show Illﬂ_nﬂ_gﬂﬂa
pean massive cuts in LA services?

- huge overspending this year
reflects anticipation of new
capital control regime. Reduces
need to spend next year.

- projections imply broadly
constant LA spending

What if LAS overspend next year,
Will GGE be ovexshot?

- GGE not control total

= HPT White Paper said take LA
spending into account in fixing PT
next year (could tighten CG own
spending or CG support to LAs)
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Huge increase in rasourcaes

ay e

£2.4 billion cash incrﬂasnﬁ
1590-91 over 1985-50 (UK)

E2.6 billion increase in
resources - 54 per cent real
increase (includes

£150 million new cost
improvement programmes and
£25 million income
generation)

gross spending in NHS
(England) in 199%0-91 up

45 per cent real increase
over 1978-79, compared with
6 per cent increase under
Labour

resources for NHS rising as
percentage of GDP in 1989-90
and 1990-91 and well up on
1978-79

Gross capital spending in
1350=-91 up over 55 per cent
real over 1978-79; fell by
30 per cent under Labour.
HCHS (England} capital
provision up 18 per cent
(12% per cent real) in
1930-91 over 1983-90

EnLa_thﬁ_iﬂﬂ:

9 per cent increase in cash
allocations in 1989-90

taking account of cost.
improvemants @he ., 4§ per cent
real ircrease in resour e

waiting lists 6 per cent
lower than 10 years ago

£86 million invested over
threa years to improve
problem

100 extra consultant posts to
be created over three years
(35 in 1%B89-50)

NHS_

Review costs

E257 million in 1990-91
(England) for specific
recommendations of Review

these include 100 extra
consultant posts over
three years, medical audit,
etc. which will improve
gsorvices

but leaving that aside
remalifiing increase Iin iy
resources is 4 per cent in
real terms 1n 1530-31

Management's offer to
ambulancemen (6.5 per cent
nationally; 9.3 per cent in
London) reasonable; no
provision for binding
arbitration

the question of pay for
nurses and doctors must await
Review Bodies reports

no comment on funding
implications before reports
are availahle in January

Community Care White Paper
expacted shortly (Thursday)

Maln discussion of resocurce
implications will be for next
year's Survey.
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PUBLIC EXPENDITURE - OTHER PRIORITY PROGRAMMES.

Transport

Roads: cash spending on
national roads planned to
double from BB-89 to 92-93;
by 90-91 capital spending on
trunk roads and motorways
will be nearly double 78-79
level in real terms; fell by
_over 40 per cent under
Labour,
Ay
Bail: extra £400-500 Pilliﬂn
a year for rail to upgrads
sarvices, relieve congestion
and improve safety. BR
investmant now at highest
leval since switch from
steam., LRT at highest ever.

Education

10 per cent real increase in
education and science
provision between B89%-90 and
90-91; large increase in
support for students and
fabric fequipment in schools/
collegos

record numbers entering
higher education

capital spending per school
pupil up 8 per cent in real
terms since T78-=789. LA
capital spending on education
up 25 per cent in real terms
in last 2 years,

Housing

Central govermnment support
for provision of new hocmes by
HAs will more than double
89-90 to 32-93

extra £4 billion over next
two yeara to tackle
homelassness .,

Capital Spending

aextra €14 5illion for gross
capital by CG/PCs in next
Ltwo yoArs

CG capital spending plans
imply 30 per cent increase
from TE=T79 to 92-93.

acience

-

international comparisons do
not reflect additions in 1989
Survey

extra E110 million for civil
S&T; DES sclance budget up
11 per cent in real terms
next yvear and will then be
25 per cent higher than
1978-79

basic ressarch and
environmental projects main
beneficlarias of aztra
resources

number of scientists and
eéngineers employed on
indaostrial R&D up 10,000 in
gix years to 19B7

academic staff in
universities doing full time
research in science and
engineering up over 50 per
cent in gix years to 1987-8E
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PUBLIC EXPENDITURE - LESSER PROGRAMMES

Defence

d year deal provides firm
framework

plans show El1 billion increase
each year on previocus year

1 per cent annual rise in real
terms (but falls as percent of
GDP)

15392-53 almost 20 per cent up
in real terms over 78-89

UR spending second highest as
per cent of GDP among major
Hato allies

no guestion of a defence
review. Trident is on
schedule and less than & per
cent of defence budget.

Agriculture

UE expenditure €2 billion in
89-90 rising to £2.6 billion
in 32-93

IBAP and CAF provision reduced
by £E150 million in 90-91 and
91-52 due partly to continuing
CAP reform

extra provision for food
safety measures eg salmonella
and cows (bovine spongiform
encephalopathy)

provision for devaluation of
green £ as agreed in
Agriculture Council last year

farmers' income fall in 1988
partly reflects weather.
Overall suppart for
agriculture remains very
substantial.

Plans allow for increase on
space including UK
contribution to ESA

Post Office provision includes
substantial increase in
investment to improve service

quality

net reductions in DTI
programme largely reflect
realistic view of take-up and
spanding on schemes such as
RDG (now closed), RSA,
Business Development
Initiative

DTI has major role to ensure
markets work better; doesn't
require major programme
gepending

net reduction on S&T more than
offset by S&T increases on
other programmes.

Substantial real increase in
B9-90 and 91=92

UE contribution to
peace-keeping, boat people,
drugs

expanded programmes for
British Council and FCO
scholarships and exchanges

BBC External Services 3 year
deal reviewed next year.

i
E




9 per cent real increase 92-93
over original 89-9%0 plan
(4 per cent over outturn)

UK algd 3.2 per cent of GDP:
close to DECD average

E5 million a year for Polish
Enow=-how Fund

UK private investment in
developing countries

(El1.4 billion in 88) greater
than rest of EC combined

Extra E100 million over
3 years in bilateral aid for
tropical forestry.

Budget discipline proving
effective eg 1989 Budget
£1.4 billion below ceiling

UE gross contribution after
abatement below 1 par cent of
GNP

Minor estimating changes to
previous plans.

Energy

Provision up next year to
raflect loss of negative
alectricity EFL and additional
funding for AEA
decommissioning and waste
operations.

no change in Coal EFL pending
cutcome of Coal/ESI
negotiations

regtructured Coal in good
shapa

ificreas&as for rescéarch into
cloanar power gﬁnmrat[nn1

Employment

Reductions reflect 25 per cent
fall in unemployment in past
Yearo

employers responsibility te
train those In work: are
spending £18 billion a year on
training; most recent data
suggests UK employers in line
with Germans

¥TS will be daveloped; full
provision for Business Growth
Training programme; extra helg
for disabled; funding for

80 TECs; provision for
streamlining Employment
Service,

Environment

Home

25 per cent rise in spending
on environmental research by
82-93, including Climate
Change Centre

substantial support for LAs to
tackle waste disposal problems

doubling UK's contribution to
UN Environmental programme.

Difice
Continuing real growth in law

and order spending on top of
70 per cent gince 78-79

huge acceleration of prison
refurbishment; anti-drugs
initiative; programme to
divert offenders from custody;
increased number of policemen,
police civilians, probation

gtaff and courts' staff.




3 year programme provides firm
basis for forward planning by
subsidised bodies

3 year programme reviewed in
survey and provision increased
by £33 million in both 90-91
and 91-92,

allows real growth of 7 per
cent in 9%0-91 and 2 per cent
in 91-92,

Social Security

Large rise in spending;
averages 4 per cent per year
in real terms,; B89-90 to 92-93

% million long-term sick and
disabled will gain from
disabllity package

200,000 people deferring

pension now able to draw it
whatever earnings following
abolition of earnings rule.

2% million poorer pensioners
gain from October 89 IS/HB
Lncreases

real increase in PC/IS for
poorer families next April;
third year of real benafit
increases for poorer families.

0 . .

=

S058 all issuing press notices
and will make detailed
statements once allocations
made

for all expenditure
identifiable by territory in
88-89, each territory has
higher per capita spending
than England.

Chancellor's Departments

Extra provision for IR
including independent
taxation, computers,
relocation

extra provision for Customs
including Single Market and
Chunnel preparations,
anti-drugs effort, computers,
relocation.

Running Costs

Running costs figures
published as usual in PEWP.




SECHET

until 15 Mowvezher 1589

then UNCLASSIFIED

(1) Programne bull points

(Totals represent additions to programmes unless othervise stated]

|[Hore detail on capital in E4]

ENYIROHHENT

HEALTH

DISABLED

Nationsl Rivers Avthority (DOE)
Bilateral aid for troplcal
forestry initiatives (ODA)
Flood defence ([(MAFF)
Pilot schemes to test
meafures to reduce nitrate leaching
into water (MAFF)
Copbating nitrates (MAFF)
Capital grants to farmers to
improve local environment (MAFF)
Earth Remote Sensing
Eatellite (DTI)
Ressarch Into remevable
ENETgy resources (DEn)
Energy efficiency
Bevelopment of cleaner
power generation (DEn)
Environmental research (DOE)

Antarctic logistics and
research vessel (DES)

Countryside (DOE)

More resources for Pollution
Inspectorate (DOE)

Remedlial wvorke on waste
disposal landfill and
vaste Incineraticon (DOE)

Full costs of NHS review proposala
on top of expansion of services

First 70 of 100 extra consultants
Action on food safety and animal
health (HAFF)

= pore benefits (DS5)
- better vheelchalr service (DH)

£20 millien im 15590-%1
£100 millieon over 3 wyears

£37/42/47 million in
total
£1/2/3 willion

£3 eillion im 1530-01

£12/13/11 million per year
]
)
) EB.2S3 406, 2mlllion

)

H
LBy million per year
Including £4/5/50illion
for establishment of
climatic change centre

£17 million im 1550-91

£6 million per yeasr

0.7 millien per year

£43 million in total
1990-91

L260 million In 1980-81
(England only)

£25 million In 15%0-%1
£4 million per year

full year cost:
£100 million




TRANSPORT 5
H
c

]

EOCIAL SECURITY

EDUCATION T
¥

G

!
E

I

SECRET
until 15 Movember 1989
then UNCLASSIFIED

tart on major new roade programme
anchester Hetrollnk

lenr malntepance backlog by
1852-93

ocklands road and rail links (DOE)

op-up student leoans
ity Technical Colleges
rant-gaintained schools
ncresasing supply of teachers
xtra grant for education authorities
teking over from ILEA

mproving fabric and equipment of
Higher Education colleges
mproving fabric and equipment of
schools (to ipplement naticnal
curricolus}):

= Yoluntary alded Schools

- LEA Schools

Provislon for more students

HOUSING H
H

LOCAL GOVE L

A
G
LAY AND ORDER

A
1

omelessness Inlelntive
ore subsidized rented
housing

omounity charge transitional
relief

rea pretection granmt for community
charge

rant for areas of low reteable
value

Diversion from custody

nti drugs meesures
100 sore policemen

Frison refurbishment

P

rocedural changes in order to make
the courts more cost effective

Légal aid

E65/65/90 nillion
£93 mlllion in total

£60,/90 /8% million
E200 million in 1990-%1

Panelons

£573 milliom im 1900-91
Vidowa

£5 million in 1990-91
Lone parents

£10 million in 1990-91
Foorer families

£150 million in 1990.91
¥ar penslonecs

E4 million 4im 1590-01
16-17 years olds

£4 million in 1590-91

£130 million in 1890-G1
Ei0 million im 1990-91
£17 million per year
£5 million in 1920-91

£100 million 4m 1990-91

£30 million per year

£15 milldon in 1990-%1
(43 m In total in
1960=-91

£250m in total

£710 million in total

£450 m dn totml in
1980-51

]

} £120/590/280m

] in total

)

E7m in 1990-51
E5m in 1990-951
full year cost: I17m

£2.75 milllen inm
1990-91
£9 millipon dn 1650-91




DEFENCE

OVERSEAS
ALD

SECRET
until 15 WHovesber 1583
then UHCLASSIFIED

Held to 3 year plan. Substantial
additions in 1992-93

Enow-how fund for Poland
Economic reform Iin Wigeria

Frovision in 1992.93%
£1.1 billlon highker
than 1991-92

E5 million per yeag
£47.5 million per year




Capital Spending: main increases
E million {cash})

159%0-91 19%1-52 Real fncrense 1930-9]1
in 1990-91 increage
coppared with 1989-90 compared with
(per cent) 1989 FPEWF
{per ceot)

Central poverpment®
Transport {(roads)
Housing

Educst ion

Health

Urban developoent
corporations +18 [+100])

Bail (ER and lLondon
Regional Trensport) [+1%5] [+360] [+21)] [#16]

Totsl (L billion) L EY 41k [+10] [+8]

* Expenditure Iin Scotland, Vales and Worthern Treland
depénds on decisfons to be taken by relevant Secretaries of state,

Capital spending: long-term trends

Fercentage real terms changes

ia78-19 1988-89 1390-%1 199291
aver aver aver over
1973-Th 1978-79 1978-T7H 1988-89

: {approx)

Eailwayas (BR) [+110]

Hotorways and trumk
roeds (England) . +60

Frisons = +10

m
1

i
i

HES capital (England;
EI0EE]

S ATRATI

AN

1

Tetal Central Covernment
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DIFFICULT QUESTIONS

public spending out of control?
- held to ratios as in BEAS

- growth in GGE 88-89 to 52-93
1%% real a year, same as B8 AS

- record of firm control - GGE
in 90-91 risen only 2%% in
real terms compared with 84-85.

how much have you added to
plans?

Short answer is GGE £5%bn
higher in 90-81 than expected
last year.

Flanning total changed so
direct comparisons not
posaible, but do know:

- central government and public
corporations 90=-91 up £5bn on
Previous plans due to
increases in priority
programmes

= substantial increases in
projections of LA expenditure

= drawn down Resarve

= broadly additions to OPT same
as to GGE

Why 5k% real jincrease in NPT
09-30 to 90-91

- increase exaggerated by move
to new planning total, which is
sensitive to change in
financing of LA spending from
self financed to CG suppart
within broadly constant owverall
total.

= more meaningful figure: 3%
real increase in central
government dus to increased
spending on priority
programmes.

why declining ratio?

- gnables lower taxea and
borrowing

- reflects reduced acope of public
sector o

- as economy grows possible to

have real growth in servicaea
without rising raties. 5

still policy to reduce ratic?

=~ over time, yes

- but €X sald consistent with
rige, 1f growth slowed down (TCSC)

%

cuts in training?

- lower provision flows directly
from fall in numbers of unemployed
and tighter youth labour market,
¥YTS guarantee fully met.

- plans permit inprﬂvﬂmEnti in
quality of training, and more
provision to help people into jobs

= gtill epending £2Zbn a year on
YIS and ET. Main role is
employers '-spending £18bn a year.

cuts in DTI?

- provigion reflects realistic
forecast of take-up of support
schemes eg RDGs (closed in 1988)
and business development
initiative. HNo policy changes.

R&D

RED spending by British industry
up 27% real 1983-1%87

no of projecta supported by
innovation prgramme will rise to
340 in 50-91, twice the number in
Bg-89.

yar widows?

age allowance for war widowsa
increased in real terms by up to
£3.55 a vweek..
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t Phblic Bapendicice Plans

Main Points

1.01 Public spending {excluding privatisation proceeds) fell as 2 PrOPOTTonN
of national income from nearly 47 per cent in 1982-83 1o under 40 per cent
last vear, This racio 15 expected to decline further over time, reaching by
199293 its lowest level since 194635 - b,

1.02 The public expenditure planning total {on the new definition described
below) has been ser ar £179 billion in 19%0-91, including 2 Reserve of £3
billion. Planning totals for the following two vears have been set at £192
billion and £ 203 billion.

1.03 In real terms, public spending excluding pnivarisation proceeds will rise
by an average 1§ per cent a year between 198889 and 1992-93, maintaining
the rate of growth projected in the last Autumn Staterment.

1.04 Further resources have been allocated to key prionty arcas. The plans

allow for significant growth in health service activity, as well as ghe costs of
the NHS review. They also provide for new initiatives to tackle é_:%ij

homelesness, to meet the needs of the disabled an "d‘éj.'-:,{.}- families, and for
substantial extra spending on the ars, higher education and science.

1.05 There will also be major increases in planned investment in road,
rail, honsing and hospitals.

1.06 These improvements have been made posible by reduced provision
for some other programmes and by increased efficiency in programmes

rally. At id e rihon g S plosais
Wi lhffﬂ ey g T VT e s

& 7 Canit
1.07 The latest forecast for the current year, 1989-0, is thaythe plans in thavtirs
last public expenditure White Paper, Cm 621 s
bitherer 87 pereend. The public spending ratio is however expected 1o be
383 per cent, about & per cent lower than envisaged when the plans were set.

Public spending trends

1.08 Within the framework of the Medium Term Financial Strategy
{MTFS), the Government's overall aim for F.-.:blj.;_- spending 1s that it should
take a declining share of national income, while value for MONEY is
constantly improved. This leaves sope for reducing taxation when it is
prudent to do so, while still maintaining a strong fiscal position.

1.09 General government expenditure (GGE), excluding privatisation
proceeds, has now fallen as a share of grows domesoc product from nearly 47
per cent in 1982-83 to under 40 per cent last year, In the current year, it is
expected to be 383 per cent, lower than the 394 per cent previously forecast.

5




’ ihlic Expenditur: Plans

L

-

Trends in public spending

Creneral government Money General govermment
expenditure (excluding GDp expenditure jexcluding
privatisation proceeds) privatisation proceeds)

Cash H.eal terms! tPer cent of GDE)Y
i billion] i L ballion) [ balhion)

196364 11:3 Y6 3t-4 64
106245 123 479 -2 353
L9550 136 103-7 d6h 37
T T 151 1102 385 384
LM 768 175 1241 41-2 424
169 182 1234 44-6 403
15964571 193 124:-3 48-0 40k

1970-71 214 128:5 532 409
1971-72 244 1327 59.3 41
197273 76 139-2 676 41
1973-74 320 150-6 740 42}

197475 42-9 I6S-7 B9 174
| #7576 53-8 688 1110 434
197637 S9-6 1647 1297 44

1977-78 fid-4 1363 1511 424
1978-79 75-0 164-3 1734 434

1979-80 03 165-6 2081 434
198061 108-8 1726 2372 46
1981-52 1210 175:1 2604 464
196283 13341 179-7 2849 463
1983-84 1416 1826 3092 453

| GB4-85 152:6 1874 3311 #
1985-86 1608 1874 361-9 144
1786487 1689 1906 3877 134
1987-38 1777 190:1 429:5 414
198889 185-7 1857 4761 -
198500 200-5 1874 517 Jag —
199091 2154 191-7° 552 L
1991-92 2272 1954 587 i
1992-23 2391 1996 6213 jgy l

" Cach figures adjuited to T988-89 price levels by excludiag the offect of genesal inffarion a1 meanoed by the
G defiator at wurier prices, The GNP deflatar is asmumed ta increase by 7 pes cent in 1989-50, and
Fr 5 .F-!- and } percenf reipecrively da e years | BRI-BT m 90300

¥ To awoid discontinuities i the serivs, GOP ai marke! pricen and the GDP deflitor do apt raler arcount of the
effest an £ of the chavge from raies te ghe prmemumniny (1.1 ful‘.*l::-ﬂ-nf'[ £ fu Toaa T 03,
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.11 After FISINE ‘.'.'.;g|'|[|'.' from the J!1;,"\.;"_'\l|_"'|_'[¢_'_‘”:| lwe 1-'F~'--'"'-' thas year, the
downward trend in the ratia is .,'_'.;;\u:u_'l_':_'.]_ o CORTINUE Oover time, ;..-; tllustrared
m Charz 1.1 and Table 1.1. GGE s projected at £ 210 billion in 199%0-91 (£5
bitlion higher than in last year's Autumn Stacement) and £222 billion in
199192, The ravios for those years are unchanged from these in the previous
Autumn Statement—39 per cent and 384 per cent respectively (sec Table
1.2). By 1992-53, the ratio should dechine @ 84 per cent, its lowest level
sunce [9%8-Wand B percentage poines lower than 10 years earlier.

Chart 1.1 General government expenditure (excluding privatisation proceeds)

Per cent of G0P

T R | R R e L (e WA U VR N R R Ty

TN WM TR W B B M T B R R
Farecasy

Table 1.2 General government expenditure'; plans and outturn

per cent of GDP -
1984-85 1985-86 1986-47 1987-88 1983-89 1989-90 1990-91 1991-92 1992-93

March 1985 FSBR?

January 1986 White Paper
(Cmnd 9702)

Januoary 1967 White Paper
(Cm 5€)

Janvary 1988 White Paper
(Cm 288)

JJHUJr],' 1989 White F"a|.1|:r
(Cm 6321}

This Autemn Statement

5 e

45 Outturn 1 o

‘ 44 42}

444 411 52 41 43

3 'TF! {:_3-!1'-: 1341 39 383

o

46 441 4 41} 39 IR} 3 384 my

FEwr g nj privdfisgtion praseeds

rF'..-.lnr||||' Sigirmpmd and .‘Iu..l'_p'] ErFurr 'Euimaied 'Sr.r_fhm-_‘,w 2o Table 1.1
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1.12 Chare 1.2 and Table 1.1 ‘h'-"""'__r'-']}'__'TF_'}!-J'_“r-F"-l'-"l“-' spending in real
crms. GGE excluding privatisation proceeds grew bBetween 197879 and
198849 on average by around 1% per cent, compared with nearly 3 per cent
in the decide to 1978=79

1.1 Between 1988-8% and 1992-93, this real growth rate is expecred o
average around 1§ per cent. This continues, for the period ta 1992-93, the
average real growth projected in the last Autumn Seatement between 1988
89 and [991-92.

General government expenditure and planning total in real terms'

L mllion dog scale)

D-grl_-ig-.-mn.mul;q_—-,:j_".__-—; ................... LS
[exx luding privansaton proceeds)

(Hd planning iotal

Meow planning weal

L 1 | 1 | 1 1 1 ] ] | 1 ] | 1 1 1 1 1 | | | 1

WL T 7270 TR TTE TIO6 PEIT TN TR T80 BOED MEAD KGN KV BGES KOS BT NT-RL BRSS9 BRO0 BB SLE 0
Forecan

[, Cash figure adjusied ir | FEE—F price bevels by exciaiding e offeat of
peneval inflaion i meaneed by the GOP deflatar (ore foatnese 2 ds Table 1.1

The new spending plans

1.14 The trends above are described in terms of GGE which is the main
expenditure aggregate in the MTFS, and is 2 measure of the amount which
has to be raised by taxation or borrowing to finance central and local
government expenditure, including debt interest.

1.15 For the purpose of planning and control, the Covernment uses a
narrower measure—the planning total, This will in furure be defined o
COVET only those areas of spending for which central governmen: is
responsible. It will thus include central government support for local
authonties through grants, credit approvals, and non-domestic rate

Py mMEens; but it will exclude the spending which local authorities finance
from their own resources {incloding the community charge) and their inflow
of capital receipts, It will still include central government's own spending,
the financing requirements of public corporations, privatisation proceeds,
and a Feserve. The new planning total, and the difference beeween it and




| Public F.xpl.'m“lllrr Plans

the old planning total, s explained in more detai] in the Annex to this
".'h:||:[-.-r [ho Change of detininon coincides wath the introduction of new
arrangements for local government finance, deseribed in paragraph | 6
below

1.16 The planning torals for che chree Survey vears. 199091 to 199293,
have been set on this new definition at £17% billion, £192 billion and 203
bilhon respectively.

1.17 Table 1.3 shows the Government’s expenditure plans for these three
viears in greater detail. Te sets them in the context of projections of GGE and
the estimated outturn of the new planning rotal from 198485 1o 1989%-%,
Central government's own spending is shown separatcly by department.
Table 1.12 gives the saime information in real terms.




1 Public Expenditure Plans

Table 1.3 Planning total and general government expenditure

4, maltion
{dururn

= SRS 194584 196784 1945 R

53188 9% 551 s 130

Central gavirnment's own expenditure—
o which:
Sinisery of Diefence 17 '||!|:' 1792 1885y 1%

FCO UIIIEI.'IEI:IE"J-'-IEH =i i 68 e

FLO—Overeas Development Administration : I 1 | &7

_ Mmbary of Ag neuleure, Fisherwes and Food® == ;| i h5m
4 '_.I'ud: :I"ll!jl:1;.'.;'.-:|:;"‘ Eﬁ
_Fﬂ-ﬂﬁu;r:n:n Dlepartmeat ) E m
_Encrpy’ : 538
Drepartmens of Employment e i: 3 1481
UrEJﬂEgn: af Fr-||1=.'|_4,:r-. ”‘;
_DOE—Homting 1378

_ DIOE—{Diehet envaronmenmal rervicss ard Ordaance Surve :.-' : 3 539

DOE —Property Services Agency®

E}E_—'I:i._'lu.l Government®

Hame Ofice {including the Chusty Commision)
i

 Lord Chancellor's and Law Offcers depurimenns”
_Depariment of Educatbor and Seicnee .

Biepammeent aff Heakh and Odffice of Populanes
Cersuzes end Survey

_ Deparment of Socisl Secuniy!
Ecnﬂ_and
_ Waila
Worthem lreland e
Chaneellor of the Exchequet's departments
Cabinet Cffice, Privy Council Office and Parliament
El.:rn]:ﬂlln Cnmrg_wlds:ﬂ B
Central government support to local suthorities’
Financial requirements of public corporations
Rllirrl___
Privatisation procesds
Adjustmens™
Mew planning toml*

Local authoricy seif-Fmanced expendirure 834 871 8999
Central government debs interes 3 16052 I 447 173z

Accounting adjustmenes 3 ] .'IE!'r_ 4007

General governmeni EI_III'ldhur- 158077 1864 481 171 53%

! The rovwmaling and avhes coraremiion s sard bn shi rohle oed i Tabiles ! 4, 16, 0.7 110 $hr shurmpes and s of i eassrded figune Simme fipares sy fe T i Ariied
TRE, P E R P14 e e o vy o o ndied s e meatery 10 miflien, rihminalamendo befor dhe prodleanion o like 19790 puble ecpevfines 1y Plger,
warorge for wwldl srowewy, S pliening o ipmding e ivich (rwsppe pahby ' g it TR Dvp abrmemd of perdain plvspads l'.lrr-":.H'-"""" o1 Thus champrs raing
T FOS AT ), - perural poresemmi cxpradiane whk ar fram thy Ml 1 (A Arw planning tnfal amed miver phamger al vl fratios sl
Fpundad o the nrdvert P00 milkion . [ e e af el poreenes expradier, fip allavoom—avy dew vl im foaineie Feo bl 103

dorracd iy acoracy do i digere ’ dval! sarhenry 1 Prarirn havy bevw wind fom varar af ke e ke sl suthorup s ferenn i ke plirinimg toved
arl-financed pxpeaditure, bt intert and ol matimal @roand adjuirmen far foeure for prarmapo §AERLE, wikia LHOIE arvl il déparemenssal e apramenes b pava
poteirs re wownaked d L nearra 3 SO0 e v, e e v ) 98090 e alie Brem 144

rawnded 1w el thed promiione! satare. The dhanger and iovals aer based om the * frivhedes duvvrmemrion Baerd for dpnniine ) Pesdcr and Fmstitry Cpmmiem
Mﬁ:uln '”l-.r may Mnr"hrr.ﬁ_ﬂ'n“'ﬂl ¥ Im'.'l-..‘rs-ﬂ,ﬁ"-ﬁ'l‘l:r Tiaabergg i OFer o Toderammam Ui
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Estimsred

[ TR ETT
| Lot s

| it SNk

330
40
1 5%

1560

| Nt

137 7601

. 1 r.l:7I.II

“auw Plang

21200

HiHi
| &80

| 25l

210

.='J'I.
1 HHI
1470 A
5 080
350

Cemtral gove rlmum"_*E e ﬂ_"q.F_g_ndi[url_

ol which:
M|_'||_|_1.lr_:r_|.l|_'_|:'l.'|;:l'll:l.'
FCO—Diplamatic Wing

I'E.:'U—ﬂ:"'_l-'_l.'r:_vuh E_!'-!‘-'ElEEl'hrnr. ;lla:l.;ﬂ:hl:rlnl'.'l'l'l

*Minisiry of .‘Li_ru:ulmrr. Foberno and Foand®
; Lk

'!_' r:q._iq and Irdasers

Expor Ceedins Guaraniee Department
Encrgy® i

Dicparment of 'I'uu-.i,u_-un
[ E 'HUIi":IE

l:ll'.H"_--i.?'l_h!.'r envarnnmentsl services and Ordmince Susvey’

[OE —T"‘-L'P-:! ry CErvii = .*.Er:m:l.l'

[MIE—Local |.-'_.|,|'\-1: i r|1.r|1r_I|

Hame Office (including the Chanty Camminiva)

Crfee of Arti and Libranies

M0

Diepartment of Health m;l Ofice of I":p.._-.]n b
Cemnsises and Surveyi

4 4

24 KD »

Depariment of Socisl Secunipy®!

Sratland

Wales

o
[ bt

Marthemn Ireland .

a5l

_Chancellor of the Exchequer’s deparimen

1y

Cabiner Office, Privy Council Office and Parliament

1850

-E-Ill'll‘"'l."-lrl Communities

4580

Central government sappon to local lulhnﬂﬂ_l;_".

£ 60

Financial requirement of public corparatians

pELLL

—

= 500NN

—_—

Privatisation procesds

A.dju.l:l:mlnt“

203 &b

Mew planning todml'?

13200
17 3K}

12 500

Local suthority self-financed expendicure &

1350

Central government debe mecress

& )

4

196 ol

23 MK 2H 108

e

Accounting sdjustments

General government expenditure

* teufiaes OfSer o G Suppty dnd, from 19R0-¥1 Offer of Efemnmdy Repulavon
® Inlrfuiles lf-.ﬁr! af HWaivr Seowin dud Propedy Ageryuap da | 538055,
Frarm 1990 51 mfudes Paggrrey Haldmgi. -

® Cppem | 0RG-901_ PEA Sevivier.
" ORONE-faa! gewrinmenl e Revenire Su

(M aasdaaal =

i el Manosal SNoa-

Comnic Bare paysenir i Cegland arad reruin Yran ansrlaed wik ibe change
Jfrar riey #a rise sewe sy of Fecal pevermesent faonie e Semine 5 o Table
1.5 |'|":|--||||q.|r.-|.l|'|l vipm arg iy laded ril"__ﬁel.l.lnjl! Seaitamd amd I8 ki
W Frirtaides dhe Craum Mrogeanon Sooder, the Crewen Offics, e
Smibgrn Jrotaad Conet Seevie. the Sersw Frooad I:Lﬁ.lr. e Land Replirey, the

%

Figures

sl Tor
described in paragraph 1.47.

Local

Piskivi Hvosd e aed ther Treanarp Sahiiiar's Dipariment

! irvctuddes goman for vate rebanes wp e TRRS-B, aned Ceremunirp (Thange Benefis

gramy frpes [ R0

! Am adiureesd far the diffiveace henaren the anseiemn af thr Bikr |y owars o

18- 3 and Sor g of e oibery e how
Y Pl far prarnup o {08000 g avl sy e ald pasneg tival

X

{5e pardpaph x| suinem davg o thely bagiy for | FEE-B9 poud’ 1 0E0- 00 i ihdum

Tablelt 1F-T.11

total

expand|turs of f&8k Billion, E37% billiem, £33 billien. £55% bilElen, and 57 billien respectively,

Lol

authar {1y gelf-finenced espendituers, ner of capital receipis. are derived on the basis
For THES-BY o 1792-73, they are consistent with fipures for

muthar ity




1 Public Expenditure Plans

Table 1.4 Public expenditure planning total by department’

L malhon

L.:Ir:!-r-\IIIITu[n.\ '\-r SUtEWm "H,,“ F""“"

1988-89 199990 Changes. | [99%0-91 199192 1993-93

outturn - estimmated [988-49 p
sl = = cutturn  19R9-%)
Ministry of !':lul'_LE._l . %73 ]I'J‘i]ﬂ- I 240 212300 22 "|-:|I:I 21430 3
ECD_ -Diplematic wing [ ¥ FHﬂ . 1 M) 890 D40 970
FCO-—Overseas De velopment Administration . 5-11 1 E-E.:'I_ Bl 1 '.'-'I-L'I [BIO :I_EEH 3
Minisiry of Agriculture, Fisheries and Food I 636 1540 =0} I B40 2050
Department of Trade and frldLhr':.' 1 Jl._*]_]_:i-t:-l'.l — 160 1280 1030
Export Credits Guarantee |.-J.v|:'p.irl.::||rn: 109 340 o 230 2 70

Department of Ensrgy =219 150 57 = 160 if70

Department of Emplayment 3854 1ER(0 3 _ 36800
Deparement of Transport 2743 360 ; . 4 .:'évf_-|
DOE—Houw u.ng 2638 5 30 2 : 6720

MO E—Oiher enviconmeneal services and
COrdnance Survey HEZ 1 1270

DOE—Property Services Agency b e

DOE—Lucal government 18782 21 ]EI.':; 21 580 4

Home UH‘LL: [tneluding the Charity L-r-nnmin.:-n:l ] 28} : 5010 5160
Ln!'d L h::n:r:l].:-r ¢ and Law Officers’ Departmenes ‘IIE 20 - . 1 380 1470
Department of Education and Science 420 5710 65% 670 690
Office of Arts and Liht_arie: 431 530 "

Department of Health and Office of Population
Censuses and Surveys [ 15 488

Department of Secal Secarity 45430
B 464
A5S5T
N‘urﬂirm Ireland =+ ; 5 450

Chancellor of the Exch:qu::'s departments 3685

Cabiner Office, Privy Council Office and
Parliament 278 X 40

European Communities 1 006 _ 2030 103

Beserve
Privatisation procecds _ - =TG5 —4250 IE.EEI-
Adjustments . ; = }Eﬂi = 200
Mew planning total 145532 161700 mzmj

! See foomares so Table 1.3,
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1.18 Table 1.4 givesa dfp.lrl.rn-r.'llli.'ll breakdown of che new planning ol
with central government support to local autharities and the financing
requirements of public corporanons attnbuted to their respecuive
departments. Chare 1.3 shows the relative sze of the main elements of the
new planning rotal {excluding privansanon proceeds) in 1990-9],

Chart 1.3 Planning total' in 1990-91

E g
. Cenirl poveremant's
e AT e DO
o 1178

Dlepartrmet ol Sacul Sacunly
523

T

Daperian ol Education
p, W Sciench
3 LE ]

Miriary ol Dwilenog
f Es nz
Caigarimard ol Ml = :
20 I'
¥
|
\

L

Merthern Ingdynd
o]
\ 3

-
\\\/ -~ i e
Canrul gowwmeant w.pport

i mcal wiforbes
18

| F.!Ellh‘].l.r'li_ F-ri\.'l.rrul:inn Pd-.'u,ﬂ-d.l
? B meree and Anancial requirsmenn of pubbic corporations.

1.19 Previous public expenditure plans were set in terms of the old
definition of the planning total. It is therefore pussil‘.'l]l: to compare the new
plans with previous plans only in those areas where the two definitions
overlap, for example for central government's own expenditure. The
comparison is not possible for the local authonty elements in the plans, The
differences between the new plans and previous plans, in so far as the
comparison can be made, are shown in Tables 1.10, 1.11 and 1A.1. For
198880 and 1989-M), where the plans were both set and monitored on the
ald planning tota] basis, a comparison of plan and estimated outturn is given
in Tables 1.13 and 1.14,

The new plans—departmental detail

1.20 Ower the last five yvears, substantial growth in spending on the
Government's prioritics has been made possible by declining requirements
eliewhere. Central government expenditure on transport, housing,
environmental services, law and order, education and health has risen by
aver 15 per cent in real terms, while the finaneial requirements of public
corporations, the numbers of unemployed people on social seeunity benefies,
and debe interest payments have fallen,

1.21 The new plans show further real growth in spending on prioriey
prOramimes.
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o |

Itk dpending on the NHSiafly o
i RS will be £ 24bilhon higher than in 198590, This provides fins
l,lr'|:‘l'|' -'g'n.l f"'u'.H.F_.-"'u_"I.-uu..
PEUE."I_“':-.'IH_{IH' IMpraveag by .
quality of health careua sl Koa e B Féfnnculy asplied o sarl tha Vivip Cetncas

flepdbent sevits: (for dissbled poople 2t Jew will-off _families and o)
1.22AExpenditure on trunk roads and mororways is planned to double

etween last year and 1992-93, allowing a significant start to be made on the
expanded programme of road building announced in the White Paper,

"Roads for Prosperity™. Substantial extra sums have been provided for ——
tramesard industries to expand capaciry, relicve congestion and improv 1}"':1{{,5} af
|.22 4 Provision is made for a new initiative to j Ferwicnl,
alleviate homelessness, and for 2 major expansion in che supply by housing
assaciations of subsidised homes. The plans provide for substanrial

mvestment in the fabric and equipment of schools and colleges, and there 15

_extra provision of £} billion a I:['lc:-r for loans and awards to students, There
II{I';:IT.I."i

are also significant adds environmental research and protection.

1.23 Central government support for local authority spending is planned o
be substantially higher next vear than this, reflecting in particular higher
propased levels of Aggregate External Finance announced in July and the
eransiional relief for community charge payers announced in Ociober

1.24 The following paragraphs briefly describe the new plans,

Defence 1.25 The Government's sims for defence are to ensuse the security of the
nation and maintain its freedom, in particular by maintaining the
effectiveness of its contribution to the NATO alliance.

1.26 The plans for 1990-91 and 1991-92 arc consistent with last year's three
year settlement, The defence budgee will rise to £234 billion in 1992-93,
The provision will continue to provide a firm framework within which ta
plan for the UK's defence commitments over the next three years.

1.27 UK defence capability will continue to benefit from increased
efficiency in the use of resources and from measures taken to increase value
for money from the equipment programme.

Foreignand 1.28 The FCO is responsible for the overseas representation of UK interests,
Commonwealth Office The Diplomatic Wing also provides grants to organisations outside
(Diplomatic Wing) Government, including the British Council and the BBC external services,
Increased resources are being provided for additional visa work, for UK
contributions to UN peacekeeping and for scholarships and exchanges
administered by the British Council. There is also exera provision for
moving some FCO and British Council staff away from Lﬂ-::.dﬂnl

X Overseas Development 1.29 Most o aig/ programme is spent on bilateral aid ffocusses on long

X Administration term development*emergency relief. The remainder is
channelled through various international agencies. Aid is increasingly used to
assist ecanomic reform, particularly in sub-Saharan Afries.

1.30 Within overzll provision for ODA of £1,710 million in 1990-91, the
net aid programme is now set at {1,590 million, This will give an 11 per
cent cash increase over 198990 plans—a significant increase in real terms,
The aid programme will increase vo 1,680 million in 1991-92 10d to
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750 mallion in 199293, There i provision for increases in bilateral aid,
particularly to support economic reform m Nigena; and for protecting the
environment in developing countrics, especially by forestry conservation. W. ™ .
Pha wasils patad, there is also provision for a know-how fund for Paland.

Agriculture 1.31 The Department’s aimh is to help the agrniculture, fisheries and food
mdustries o meet the demands of UK consumers and of export markess.
spending on agriculture is largely determined by the Common Agriculiure
Policy (CAP) of the European Community. The Government's objective in
Community discussions 1s to bring spending under control and to continue
o promote a more efficient and competitive agricultural industey. Provision
for market support reflects progress in reforming the CAP, the effect of
continued world cereals shortages on prices and expectations of reduced
INEETVETTion.

1.32 Within the domestic agriculture programme, there are increases for
further work to improve Aood defences, especially along the East Coast, and
for new measures to ensure food safety. Additional provision has been made
for increased take up of the set-aside scheme to encourage reduction of
agricultural surpluses; for a pilot scheme to reduce the use of nitrates in
sensitive areas; for compensation to farmers whose animals are slaughtered
because of infection by salmonella or bovine spongiform encephalopathy:
and for deparemental administration. There are reductions in the net cost of
chargeable advisory services and of the registration of pesticides and
vererinary medicines; savings from changes to the brucellosis testing
programme; and reductions in the Government's contribution to the
administrative costs of the Potato Marketing Board.

Trade and Industry  1.33 The prime aim of DTI is to encourage wealth creation through a
competitive and open economy. The expenditure of the DTI has fallen since
I¥78-79 as a result of privatisation, and in response to the increased
profitability of industry and the Government’s policy of reducing
mtervention in business. Further reductions have been made to reflect revised
forecasts of demand for DT services. These include reduced levels of
provision for Regional Development Grants {following the scheme's closure
in 1988) and the Business Development Initative. Net provision for English
Estates has also been reduced in the light of higher forecast receipts. There is
an increase in support for UK participation in space projects, including a
further European Space Agency carth observation satellice.

Export Credits 1.3 The Department aims to support UK exports by providing credic

Guarantee Department insurance facibities. In order to match the support given by other major
trading nations, ECGD supports the provision by banks of export finance at
fixed rates of interest; it pays the banks the difference berween the cost of
their funds and the fixed rate they offer to exporters. The new plans reflect
the higher estimated cost of interest support and of the scheme offering
insurance for exporters against exchange rate movements berween the time
of tendering and the signing of contracts.

1.35 The department’s aim 15 to help ensure thar the nation’s needs for
Encrgy are met in 4 manner which makes the best use of resources. There are
mcreases in the provision for handling nuclear waste, for energy efficiency,
and for research into renewable energy sources. The plans for 1990-91 and
1991-92 reflect the disappearance from the public expenditure figures
{following privatisaticmn) Eleckciby

of the substantial net repayments of external finance by th?i.r:dwiuy.




. 1 Public Expenditure Plans

Employment 1.36 The Department's main programmes are dirccted at traming the long
term unemployed and young people. The new plans include toral provision
ot 2 billion a year tor che Employment Traming Scheme and the Youth
I'maining Scheme. Lower onemployment and falling numbers of young
people will enable 'tf'.-u*'f:;:' rlaaccray A g aiopa boand ol .-'a.-.l,-'nm-..rﬁ. eakife

porsailinag rEAsg g puasin Expeskihern o Expenditure is expected to be nearly 45 per cent higher
i iy real terms in 199091 than in 1978-79. There is increased provision to
help peaple into jobs, through investment in the Employment Service,
targeted measures for the disabled, and further schoal findustry Compacts for
young people. Funding is also being made available for launching the
Traming and Enterprise Councils.

Transport 1.37 The Department’s aims are to provide a cost-cffective roads and public
transport system. Expenditure on trunk roads and motorways will double
from {1,000 million last year to almost £ 2,000 million in 1992-93. Planned
expenditure on roads for 1990-91 is 39 per cent higher than plans for 1989
90 and BO per cent higher than for 1988-89. Increases of aver 320 million
in 1990-91 and 1991-92 have been allocated for new road construction and
to prepare for motorway widenings and other major new schemes set out in
the White Paper, "Roads for Prosperity”, published in May 1989, There are
increases of J60 mullion i 1990-% and £90 million in 1991-92 for capital
maintenance of roads and bridges, .enabling the road maintenance backlog
to be ehiminated by the end of 1992-93 | An extra £ 25 million in 195091
and £ 30 million in 1991-92 has been provided for current maintenance,

1.38 The Department's programme abso includes credic approvals and
capital grants in support of local authorities” capital expenditure on roads and
other transport facilinies. These have been set at a level which should enable
local authorities to undertake construction of a light railway in Greater
Manchester, to expand Manchester airport’s terminal capacity to handle up
to 18 million passengers 3 year by 1993 and to carry out a {2 billion
programme of road improvements over the period 1990-91 1o 1992-93,
Transport Supplementary grant will be nearly 15 per cent higher in 1990-9]
than in 198%-%90,

1.3% The departmental totals also include the external financing
requirements of British Rail, London Regional Transport and the Civil
Aviation Authority. British Rail’s external finance limit is increased by
£220 million in 1990-91 and £ 250 million in 1991-92. This covers
provision for investment in 199091 of £1,070 million, 88 per cent higher
than in 1988-89; there are substantal increases for investment in rail services
for the Channel Tunnel, in improvements in the quality of service on
Metwork South East and in modemising the freight sector. London
Regional Transport’s external finance limit is increased by 165 million in
199091 and £ 250 million in 1991-92, with provision for investment in
1990-91 of L5340 million. This will fund further measures to help deal with
congestion and im prove safery, in particular on London Underground, The
Ciwil Aviation Authority’s investment programme includes provision for a
new air taffic contrel centre to increase capacity over Englind and Wales by
40 per cene,

Housing 1.40 The Government’s howsing policy sims include increasing home-
cwnership, giving greater choice to those wishing to rent accommodation
and enc ouraging local authorities to ensure the provision, from a range of

S ol :ﬁm.g?.w.ﬁ- Aaari sy v Flanr Orics.




1.41 The new plans provide E250 million over the next two years for
a new Government initiative to help local authoritie=s and housing
sociations relieve homelessness. In addition, extra funding now
lanned will enable the Housing Corporation to support an increase of
€370 million (45 per cent) between 1989-90 and 1990-91 in provision of
new homes by housing associations. The Housing Corporation's capital
programme will more than double from E815 million this year to £1728
million im 1992-93. Government support for local authorities next year
will include credit approvals and capital grants of €1814 million for
renovation and other capital investment by local authorities and grants
for the improvement of private sector housing. Partially offsetting the
planned increases in expenditure is a projected increase in net
receipts from disposals of New Towns housing and housing sites.

1.42 Also included within the new plans is provisicn for Government
subsidy to local authorities' new, ring-fenced housing revenue

accounts.

Other environmental services

1.41 This programme covers a wide range of services, including the
Government's priority areas of the environment and urban regeneration.

1.44 On the environment, the new plans make provision for a 21 per
cent increase in research spending over the next three years, a
doubling of the UK contribution to the UN Environmental Programme,
establishment of a new Climate Change Centre, extra staff for
environmental protection in Her Majesty's Inspectorate of Pollution,
substantial support for local authorities toc deal with waste disposal
problems and landfill gas, a 20 per cent increase in the funding of the
Nature Conservancy Council and Countryside Commission, and support for
the National Rivers Authority as an effective regulatory organisation.

1.45 On urban regeneration, the plans provide for an extra E260
million next year. This will mainly go towards further investment by
Urban Development Corporations, and in particular transport links in
London's Dockland=. On the heritage, an extra E15 million a year is
provided for historic Royal Palaces, the Royal Parks and English
Heritage. These increases in expenditure are partially cffset by a
substantial increase in projected net capital receipts by New Towns.

Property Services Agency

From 1 April 1990 the Property Services Agency will be divided
into Property Holdings and PSA Services.

Property Holdings will become part of DOE (Central] and will
continua to manage the Government's civil eatate. The plans for
expenditure have been raised by E34 million net next year, mainly
to cover increases in rent payments and major new works on the
astate and also the Parliamentary works at Bridge Street and the
Victoria Tower.

PSA Services will carry out project management, design,
maintenance and estate management services on a project basis for
Departments. The plans envisage that PSA Services
should cover expenditure other than restructuring costs from fees
in 1990-91 and earn small surpluses on these items in 1991-92 and
1992-93. Separately from this, provision is made for £30 million
net for restructuring next year, including capital expenditure on
information technology, in preparation for privatisation in
1992-93.




Home Office and legal
departments

Edocation and Science

1.44 The aims here are to combat crime by providing adequate resources
for the police, prisons, courts and probation service, There is £80 million
cxtra provision in 19%0-91 for maintenance, repair and upgrading of prisons.
The new plans alto provide for an expansion of the programme to divert
offenders from custody, for initiatives to combat drisg abuse, and for an
improved service by the Passpart Department. Horme Office central
government expenditure in 19%0-91 is planned to be 4550 million higher
than 1ts 198889 level (25 per cent in real terms). Pravision for grants o local
authorities will be £340 million higher in 1990-91 than in 1989-90: this will
allow in particular for an additional 1,100 police officers.

1.45 There are additions of £80 million in 1990-91 for the legal
departmients; this includes extra provision for the Government's civil law
and competition policy initiatives, legal aid, and the Serious Fraud Office.

1.46 The Government's 2ims, as set out in the 1988 Education Reform Act,
are to raise standards of achievement a all levels of ability, to increase
parental choice, and to widen access to further and higher education and
make them more responsive to the needs of the economy. Central
government support for local authorities’ current expenditure on schools is
provided through Aggregate External Finance (in England and Wales) and
Aggregate Exchequer Grant (in Scotland) (sce paragraph 1.65 below),
Provision for credit approvals within the Department of Education’s
programme will allow a substantial programme of local authority capital
expenditure on schools and further education colleges. There is also extra
pravision for grant-maintained schools and for City Technology Colleges.
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Arts and Libraries

1.47 In higher education, paruaipation s expected o rise from its present
record level. The number of first degrees awarded s projected at around
140,000 in 1991, 40 per cont A ipaar Ran wa 77 Mare money
has been made available for untversioies, polyrechnics and colleges bath 1o '
finance the costs of teaching these extra students and to provide for increased
spending 0on mamtenance and equipment. } billion extra has been
provided in 1990-21 for support for students; chis covers both provision for
the Government's proposals for loans to top up students’ income, and
increased provision for student awards, Within the ol fun.iing provided
for higher educition, a greater proportion will in future be channelled
through ssudent fees paid by lacal authorities, with a smaller proportion
coming from central grants to institutions. This is intended to make che
provision of higher education more responsive to student demand. As a
result, sums rising to about L4 billion a year will be transferred from ceneral
government's own expenditure to granss to local anthorities. Substantial
extra spending on the science budget is plinned (see paragraph 1.76).

1.48 The aim is to encourage public appreciation of the arts, and the
development and preservarion of our cultural heritage. The three year
sertlement has been renewed, with an additional £33 mullion in 1990-91

an increase of 12 per cent over the current year—and further increases in the
later years. This will allow for increased levels of expenditure on the arts
badies supporied by the Arts Council, It will
enable the National Museums and Galleries to carry out further
improvements to their buldings. Fot the Brinsh Library, it will
provide for increases both for current spending and for the new building ar
St Pancras.

1.49 The programme provides for spending on the National Health Service
and on personal social services in England.

1.50 An increase CI'F,{:,] 150 million has been made on the previous plans for
the NHS in England in 1990-91, with an addition of £1,510 million in
1991-92. Cash provision will be £2 billion higher in 1990-91 than 198950
in England (and £2-¥billion in the UK). In additicn, the health service will
have available extra cash released by a new round of cost improvement
programmes and income generation, Taking these further factors into
account, the resources available to the NHS in England will be over £2-2
hillion (over 54 per cent in real terms) higher in 1990-91 than 1989-90, and
426 billion for the UK as a whaole,

1.51 These increases for the NHS include provision for the implementation

of the proposals in the White Paper, “Working for Patienp” over and
above the funding for the expansion of services.

1.52 Total current expenditure on hospital and commumity health services
in England i planned vo nse from 13,650 million in 1989-%0 to 14,810
million in 19%0-91 and £15,540 in 1991-92, Thas increase provides scope for
health suthorities to continue to expand services. Increases will also allow for
faster changeover of nursing training schools to the new Project 2000
arrangements. Provision for net capital expenditure on hospital and
community health services has been increased by 140 million in 1990-91,
to 3 level 18 per cent higher than in 198990, Provision for the family
practitioner service allows for higher forecast demand and for service
developments. There are alio addinonal funds for special hospitals, health
educanon and disablement services.
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Social Security  1.53 The programme provides for expenditure on socual sec urity bencfits
and for the admimseration costs of paying benefies and colleciing
contributions. The new plans reflece the latest estimaee of benefie expenditure
over the Survey period and imply an average increase of some 2dper cent a
year more than cthe assumed increase in prices, They take account of the
statemeént by the Sccretary of State on 25 Qcrober 1989 on benefit rates to
apply from Apnl 199%). He proposed not to uprate child benefit next vear, § ot
SANP e = focusadditional resourceson oo sl off fawi I e i it e, it ol g
ook s o £ gueciol agedd lone parenis He announced ten new measures which are
ik o5 fd B Iradied. . expected to help 4 million leng rerm sick and d_kﬂb]{!d peoples He
e e S alsa announced that he would bring forward within the next few months
proposals o improve the balance and structure of social weuricy provision
far this group

.4
i

1.54 The plans also provide for furcher upratings of benefits in April 1991
and Apri 1992, For this purpose the RPI is assumed to rise by 64 per centin
the year to Seprember 1990 (for the upratings i April 1991) and by 3 per
cent in the year to September 1991 (for the upratings in April 1992), The
number of unemployed in Grear Britain is assumed to average 1475 million
in 1990-91, 1991-92 and 1992-93,

1.53 The new plans provide for granes to local authorities in support of

community charge benefit at higher levels of expenditure than on rate

rebares; the provision made assumes average community

charges in hine with the community charge for standard spending in 1990-

91, Extra provision is abso included for the cost of special assistance to 2% = {1
.IF. e feart Ldedd =;Lj pensioners and the abolition of the pensioners’ earnings rule, both
~— implemented in October 1989,

Scotland, Wales and 1.56 The net changes in these programmes mainly reflect the effects of
Northern Ireland changes in comparable programmes for England. As in former years the

decisions of the Secretaries of State for Scotland, Wales and Northern
Ireland on the distribution of resources within their responsibilities will be
shown in the public expenditure White Paper. For the purpose of the
analysis in Tables 1.5, 1.7, 1.10 and 1.11 in this Statement, a notional split
between and within spending authorities has heen assumed, taking account
of the pattern of expendimure in 1989-90,

Chancellor's 1.58 There is extra provision for the Inland Revenue for the costs of
Departments  increasing workloads, including the implementation of independent taxation
of husbands and wives; and for continuing investment in information
X technology. Extra provision for Customs
. covers Somecosts associated with the Channel Tunnel,. . preparing for
o {,;,_:.-..jmwﬂ - m'ihﬂﬂf_} the move vo the Single Marke? Provision has been made to meet the costs to
both the Inland Revenue and Customs of relocating substantial numbers of
civil service posts from Londond The new plans take into account substantial
continuing efficiency gains Estimates of expenditure on payments of life
assurance premivm relief andymortgage interest relief to non-taxpayers have

been increased. £t e f;_m:._}

Bl

European Community 1.59 The increase in the United Kingdom's net payments stems from a
number of factors, including higher VAT contributions and customs duties,
reflecting recent strong economic growth, and higher irnpores from third
COUNIres.
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Local authorities 1.60 Under the new systems of local gavernment finance to be introduced
it England and Wales in 199091, the community charge will replace
domestic rates: the new national non-domestic rate (NNDR ) will replace
the present system of local business rates; the NNDR revenues will be
distnnbuted berween local authorities on a per head ufp-:.pul:rmn buasis:
revenue support grant will replace the exisnng rate support grant, and a new
capital finance system will be introduced.

1.61 C:‘ntrn!jm-'tmm:'u: support fior local authority programmes will
comprise payments to local authornities from the yield of non-domestic rates:
current and capital granes; and credit approvals, which will be permissions to
finance capital spending from borrowing or other forms of credit,

1.62 The Gavernmene's cxpenditure plans in the new planning ctotal will, as
explained in paragraph 1.15 and in more detail ar the annex, cover this
central government support for local authorities. Table 1.3 shows the
planned levels of total support, while Table 1.5 breaks the total down into its
MAn components.

Table 1.5 Central government support for local authorities

£ million

Latest estimates of outturn Mew plans

I 9RE—HED 158 0-tH) Changes 155001 109152 199293
GULTUET estimared |'9BE—89 1o
—ary ___ outmum 1589590

MNon-domestic rates paymenes H7RH G A0 B30 [ 10430
England 1 290 1 220 =70 1190
Scotland MR 410 50 420
Wales

FLevenue support grants’ QHM a1l =210 9490
England 2007 2 340 30 2450
Scotland 1015 1050 30 1130
W ales

Transitional grants* - - — ] B40 S50

Orher current grants® 8918 Q800 GHIN) 11 400 12000 12400

Capital grants’ 544 620 B 1300 1300 1 300

Credit approvals® 3697 410 =250 3800 4000 4000

Total 36450 38 100 1 600 41800 43 80 44 900
of which AEF/AEG 24789 26 240 1 350 28800 30130 30810

¥ Proies have been wsed for some elememts of the plinming rotal for peavs " Comprizing J 21 140 million { England ), /3 880 million { Satlaed),
Baforr 199097 : the eximated yield of men-damesic raves for mem- 1 680w fim | M ales ).

devmeshic rates papmendy; and fapdial sllvarons, len caprial growts, for Area pretection. lewr rateskle value, tranaitiznal communiry charpe
redin approvaly. See para LAD redief end rransitiona! education wupparr gramis for inmer Lomson

- BT Supporr Ceant up 1o 1 Apeil 1989 in Seprland und | April 1550 bareugia .-rr_,"m‘ﬂﬂr die Takls |8

in Engl'unr.l and Wales, S Takle I &

’ l:'..lrnprl!lrlj ..: 20 550w Mion Ehﬂl‘dﬂlﬂ i {3 T wisd N | Searkonadd, T e Talile 7.3

,EI g3 mithion | Wales). U Ter ..J|:-'|l| dllsearisnd o Sipiland, See Table 1.7

1.63 Table 1.6 breaks down by Department the provision made in the plan

years for all specific grants in support of Tocal authorities” current expenditure,
including community charge transitional grants, [e also shows the outturn in
198889 and 198990,
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Other current grants to local authorities by department

—

£ mllion

LJ‘H.'}[ CEl1mares '\..'ll. QULTLrm

— | =il

R e | 1AL l'_".'lu.*:lbcn 1 Ga-01 B e 8 e |

autum citimated 15 E0 g
OEETLTT 158900

Ministey of Agnculture, 20 =50 80 —11i
Fisheries and Food?
Department of Employment S0 330
Department of Transport 0 0
DOE-Housing” 0 2470
DOE-Oiher environmental
SECVICES A ] i
DOE-Local government! 155 L1} 640
Home CHfice 200 2ET0
Department of Edvcation and
Schemce? g 1 840
Dy¢partment of Health 2 { 20 5} i
Dieparument of Social
Security® 4958 400 3840 1AM 1RGO
Scotland? 232 X0 430 460 40
Walest 33 40 0 300 MO A

Morthern Ireland 41 40 LI ] 50 -,

Total 8918 9 800 500 12 100 12800 12800

¥ Includey specific geaes in supparr of focal auihorinies' current * Prluder treminnanal geaney 1o dery sith dhe randfer of respoaubiliy
expeadinere, excapt for Revesus Suppent Croal and apm-damestiz rater Sor edurarisn to Taner Landee boraigha, and unth the insrodwaian af ihe
paymenrs, sich grovide the duii of dets suppart. S and naa Y el ommunizy charge, o fallaun:

shown separately im Tabde 1.5 @yi_nm P £ aiinbal #5051 [#9)=5T I792-91
 inciusdes Iriprvemdion Bml‘__':n Agricaliveal Mroduir, and Pl faner Lomdon education grar 188 o 5
Jrom Lscal aurkaritien 1o fhe Nanonal Rieers Awthoriry for land Low rairable walurs grami L } 450 281
M
w " m

draimage Ants proleciipn grivl
Tlun.‘llr.an:;:'r_f —Il-!

Tl &1 37 RLL)

nckedes cemival gesernment support for rent rebates in pears prioy &5
199-R1, communidly charge bengfit gromt in Soofand from | 28855
imd in England sed Woalpx from [ #9057, and gromis for rale rebatei

i priar pears.

¥ i tudes cenfral geacmmem auppont for rent rebares frem | F90-91,

1.64 Included within the components shown in/Tables 1.5 and 1.6 are the
transitional grants paid in connection with b ¥4 the community
charge. In England, these comprise the transitional community charge reliel
grant announced for England in October, the low rateable value arcas grang
and the area protection grane payable from April 1991 when contributions

| by gaining local anthorities to the area afery net will be discontinued, The

m:@-dgmﬁtﬁnﬁ' fo 1AART ¢ padoe '5-.1.m:‘,¢‘...r ».rti}l r.-ra'--.-'.u'.u W =y L =R ]
Fo {hunwﬂ:? {.iﬂ:g.l.! Uy i Fhor {..{.-l;.r.l'?-.ur':-l‘?'f.:".

releafiE L
1.65 Table 1.5 £ izll-gu:r::. tor the " Aggregate External
Finance™ {AEF) which the Government provides in support of local
authorities” general current expenditure. AEF comprises payments from the
national non-domestic rate (NNDR) pool, revenue support grant and cerfiia
specific grants towards local autherty expenditure programmes. In July, the
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Secretaries of Stace for the Enviranment and 'Wa les announced the ["I’I.'I]'l-_:--l_‘d
AEF totals for next year, and the Secretary of State for Scothind announced
rnrn:t.p-nnhl:g ['||.'||,1'§.I!--|:II‘.| I'ur the aggrogare -:':'-!|'|'||;|||,||_'r grant (AEG) voral for
Scotland. Revenue support grant and national non-domestic rate (NNDR)
payments for England are included in the DOE-local government line of
Table 1.4, The uunp.«rubh' items tor Scotland and Wales are included within
the lines for the Scottish and Welsh Otfices.

1.66 Table 1.7 breaks down by Department the totals of capital grants and
credit approvals in England and Wales, and of capital allocations in Scorland.

Table 1.7 Credit approvals ' and capital grants in support of loeal authority
capital expenditure

4 milhon

Larest estimates of outtum Mew Plans

198E-3% 1989-00) [ 1950-91
autharn r':|:|rr|l.|;-:d

Ministry of Agriculture, Fisheries and Food X i )]
Department of Transport G2 7
DOE—Housing 1341 | %30

DOE—Other environmental services” 474 430

Home Office 120 240

D-c].'l'.l.ttlr'lt'::! af Education and Scienice M5 460

Department of Health Rl o}

Scotland TET 7 { 751 B0
Wales 116 | 3o 190
Morthern [reland 5 M il

Total 4241 4030 5100 5300
of which
capital grants 544 620 1 300 1300 1 300
credit approvals 3ad7 3410 3 Bk 4000 o D00

" O territnrisl equivalenrs, Vincludes ereds approvals iisued on behalf af Deparimens of

JPI'I_‘-T-iII heve been wend for credi approwali far yeors hefaer ) 990-97 Employment, Department of Trade snd Tasuairy, amd the Office of Arrs
sre foetnoe | is Table 1.5 and Libraries.  SAAAFF]

1.67 Under the new srrangesents Boing Introduced mext year, the Government will A8 lenger sake plane for  toral  Local
authority cwrrént and capital experditure - only for gramts  amd credic approvals which provide support for totsl Local
suthority wperdimg. Bub in order to pravids s path for GOE it 1% necessary to project totsl local suthor ity expenditure. et

of capieal receipti, Ireluding expenditure which local autharitiss finance from their own rescurced.

1. 58 Locsl authority current expenditurs in 1989-90, excluding debt interest payments, is row oapecied Uo emceed proeisian
by about £ Billion, while gresi local suthority capital expenditure i3 eibimated 10 be asss % billien In  excels of
prowision, &f about (9% billion {sse table 1.74). The large excess on capitel espenditurs is thoight to reflect a very high
Lewel of expendifura [lnarced from cepital recoipts this year, before & preportion of scousulated cepital receipts  in
required to be et sside for cedt redengiion under the new regiee Trom Ape L 1990,
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. T.8%  The Level of tetil espenditure by Locst suthorities im 1990-91 and Beyond will refle=t the spending decision which
local cowncils will Eake In the light of the amauwaTs ol central QOVErrment Lupgsacl mbde svailable and  [he Inplications for
ihe comeontty charge. The projections In this Autuer Statemen] assumse that, in general, [ocal futhar ity fpending will rise

yoar Droadly in |ine wilk past trends, Bul thet grosk capilal expenditre will Tatl from 1ts Exceplionally kigh lewel n
1 -0 o & level more Wy Line wilh  ear)ier years, perhaps sround €8 million. Searting fram this base, total lecl

suthority sperding is profected fo gprow mare ol y 10 1891=82 {n real tersd snd t& Femsin broadly flar in 1992-93,

1.70 Deducting the suppert arovided by central government from total Local authority expenditure plues & measure &' the
expenditure which Llocsl suthorities firamce from their own repoutces « communitly charge inccee, use of capltal receipis,
Balances and cther fncome, Fioures for this lecal suther ity self-firanced openditws, et of cthe ieflow of capi el
receipls, are shown in table 1.5 The profile refleces the eacepl fonally high levels of expenditure from thelr own fecoerces
(rotably wuse of capital recelpss) by locel authorizies in 198350 snd the tramsitional relisl for comBURiEY  chargenpyers

pravided by ceatral governesnt Trom 1990-91.

1.69 The Deparement of the Environment has published separately the
Government’s assessment of the level of current expenditure appropriate for
all local authorities in England next year ta provide a standard level of
service (“total standard spending™).

1.70 Tablc 1.17 gives figures for local authority capieal receipts from the sale
of land and cxisting busldings {net of purchases) between 1984-85 and 1988
89, It alsa gives an estimate of outturn in 198990 and a broad projection for
L990-91. Within this total, receipts from sales of local authority housing,
mainly under the Government's right to buy policy, may amount to some
£3 ballion, As explained above, local authority capital receipes reduce GGE
but do not direcely affect the new planning total.

MNationalised industries

1.71 The Government's objective is to minjmise the burden which the
industries place on the taxpayer and to strengthen them as businesses eamning
an adequate ratsof return . External finance for nationalised industries has
been significantly reduced, from nearly £3 billion in 1979-80 to an
estimated L& 70 million in 1989-%0. The Government will continue to
require improvements in the mdustries’ prohtability, efficiency and standards
of service and will encourage progress in reducing costs and increasing
productivity by setting demanding financial targets and performance aims.

1.72 The estimated outturn for nationalised industries” external finance for
1989-90 is L670 million, £700 million higher than the plans in Cm 621.
The main increases are for the costs to British Coal of restructuring and to
British Rail of the Channel Tunnel services. There are offsetting lower
requirements for electricity (England and Wales) because of lower fuel costs
and a reduced tax liabilicy,

1.73 External Anancing limirs (EFLs) for the nationalised industries in 1990

91 are listed in Table 1.8, which also shows the plans for the two later Vears,

Up to privatisation,the electricicy industry will have substantial negative

external financing requiremenes. But lechicify privatisation s plassed
far 49Cand 1991;  EFLs in 1990-91 take account of that, and there are no encries

for electricicy in the two later years. This is reflected in an increase in the

total figures for the nationalised industries between 1990-91 and 1991-92,

23
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Table 1.8 External financing requirements for the nationalised industries,
1990-91 to 1992-93

A mitlion
19091 1991-92

Biritish Coal i3 270
Briush Raillways Board Fre e 7hl
London Regional Transpore 448 440
Civil Aviavion Authority a7 4
Briush Shipbuoilders A 1
Bricish Warerways Board 49 5{)
Caledonian MacBravne Lid T 14
Past Ohifice L1 = £l
Scotcish Bus Group =

Electricivy {England and Wales) — i

Electricity {Scotland) fr 3

Toral S20

Y Ao anie for exteresl frsmesig G Electringy.
F-;urr f it .]|'|l|‘l:iI o antudl rming of PTratialion in 1950 and | 99T

1.74 Provisien has been increased for the external financing requirements
of the industries remainmng in the public sector throughour the period. This
mainly reflects substantial increases in the levels of investment planned by
London Regional Transport, Briesh Rail and the Post Office, By 1992-93,
provision for capital investment by those industries remaining in the public
sector will be some 50 per cent higher in real terms than in 198889,

Other public corporations

1.7% Included within the Departmental programme totals is provision
for a large number of public corporations including urban development
corporations (UDCs), the Scottish and Welsh Development Agencies, the
Northern Ireland electricity service, New Towns, Scottish Homes, and
the Northern Ireland Housing Executive. The largest increase in

provision now planned for next year is for the London Docklands
Development Corporation. The planned increases for the Urhan

Development Corporations in all three years ahead are mors than offset
by increased estimates of net capital receipts by New Towns.

Science and technology

1.76 The new plans reallocate resources for science and rechnology
towards basic and leng term strategic research by the universities and
Research Councils. Within the new plans described above, L 100 mullon
has been added to planned spending on civil science and technology in
199091 Most of the increase benefits the DES science budger, which will
grow by 25 per cent between 1988-8% and 1990-91. There is provision.for
increased environmental research.
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Capital spending [ % ara

1.77 Within the departmental plans desenbed above, exirg pravisieg of
sbout L1 billion has been made for central governmen®Capital spending in
19091, This includes large increases for investment in roads, haspitals,
education and science, and howsing, Provision for investment by those
nationalised industries remaining in the public seceor throughout the meriod
has been increased by some £ billion in 199091, rising to some £
killion in 199192, Provision for investment by other public corporanons
has been mcreased by some £4 billion in 1990-91. Total additions to
provision for capital investment in transport, by both central government
and public corporations, amount to over £§ billion in each of 1990-91 and
1991-592.

Privatisation

1.78 The estimate of nat progeeds for 1989-%0 from the privacisation
programme is L4} billion. For 199%0-9T and T991-92, the estimace of net
proceeds is 5 billion as in the public expenditure Whire Paper. These
proceeds are netted off the planning total and general government
expenditure. However, in order T thow the underlying trends in
expenditure more clearly, Chart 1.2 showstrends in expenditure
ol ergiuras 2ad excluding privatisation procecds.

—— - —— =

Reserves

1.79 The plans include Reserves of £3 billion in 1990-91, £6 billion in
1991-92 and £9 billion in 1992-93. These will be avalable to meet
unforescen rcqt:ﬁﬁ'&m: on items of expenditure within the new planning
total.

Debt interest

1.80 General government gross debt interest is prajeceed to fall from abour
4,18 billion in 198889 10 about £14 billion in 1992-93 (see Table 1.9). For
199091 to 1992-93, che figures are the same as projected in the FSBR.
Following the reduction in government barrowing and the move into
Bodget surplus in recent years, debt interest has declined as 2 proportion of
GDP from 5 per cent in 1981-82 1o about 3} per cent in 198889 and is
projected to fall further to 2] per cent by 1992-93,
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General government debt interest

18889 TORI-90
Projes tion

1T -He
Chytrumn

[ 99191
Projection

Frag—w2 | R b
Clutourn

General EOVECNmENt gros
debr interest’
OF which:
Ceneral governmens
General governmens mterest
and dividend receipes
General government net debt
imiErest

Projection  Projecoon

£ billion

-

11-6 114

Genegal EOVErnmcnl gross
debr incerest!

General government net debi
inerest

WO wrkich: Seriiing af indewed reruninies
(gt wlus naonal ravings)

Per cent of GDP
44
23
e
-3

Value for Money

1.81 The Government attaches high priority to gerting better value for
maoney from all public expenditure, The improvements in public services
that will result from the new public expenditure plans described above will
be increased further by continuing improvements in value for money. The
public expenditure White Paper, to be published carly in 1990, will include
information on the output and performance of departmental programmes
and will include details of performance againu specific targets.

1.82 Since 1979 efficiency scrutinies have saved over 41-3 billion on a
cumulative basis. Departments have achicved value for money
improvements in purchasing and supply worth about £350 million in 1988
B9, equivalent to over 5 per cent of their purchasing expenditure; markes
testing and contracting out are now saving some £ 50 million a year in the
Civil Service, The Government's programme (*“The Next Steps™) to create
agencies to carry out the executive funcrions of Government will lead o
further improvements in civil secvice efficiency. So far, ten agencies have
been sct up, covering 7,700 employees, and a further 38 activities have been
identified as agency candidates, covering, 200,000 staff (over a third of the

Civil Service). it

1.83 In the MNational Health Service cost improvement programmes are
expected to have yielded cvings of about 1 billion by the end of the
current financial year. In local authoritics, value for money improvements of
around LM million a year have been achieved following work by the
Audit Commission: and scope for achieving a further £600 million has been
identified. Achievement of these will be encouraged by the present reform
of local government finance and by measures in the Local Government Act
1988 to widen the scope of competitive tendering. In the nationalied
industries since 1979-80 average productivity has grown significantly faster
than recorded productivity in the economy as 3 whole.
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Qutturn in 198990

1.B4 In the last public expenditure White Paper, Cm 621, the planning tocal
bor 198990 was set, on the old detination, at L1671 billien, including 2
Reserve of £33 allion. As Table 1.13 shows, the esumared outturn is
L1682 billion. This implies claims on the Reserve tonalling £ 46 billion.

1.85 Within this roral, additional expenditure by local authorities looks
likely to account for some 23 billion (see Table 1.14). New arrangements
for the planning and financing of local government expenditure are to be
introduced in England and Wales from April 19%) (see paragraph 1.60
abowve),

1.86 Addiional financial requirements of the nationalised industries {mainly
costs associated with restructuring Brirish Coal) are expected (0 account for
{Rbillion, Lower prnivansanion proceeds, resulting from the subscription by
the Government for shares i the ten warer compames of England and
Wales, are expecred to account for £ 3 allion.

1.87 Table 1.15 shows the estimated outturn for 198889 and 198990 for
local authority expenditure within the old planning total. Table 116 thows
the outturn for the plinning total on the old definition for 1984-85 o 1989-
90 compared with the plans published in previous veass




Table 1.10 Central government’s own expenditure ' ?
AL million ) Y WAL
Latest estimates of outturm Mew plans Changes from
R Py X 1984 White Paper .
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Table 1.11 Public corporations’

A million

Latest estimates of ooturm Mew plans Change from 1989 White Faper

199 1 Gt l'.':'ll.al:lgq:s. 14951 1*?‘.‘1—".!",:3. ]‘?'12-—';"3 1t JirCH -4 | | ] G
Charmuarn Estimiared 1 BHE BT 1o Plans Plans Plans
DU | -t )

FCO—Overseas Development Administration 34 50 ¥ i, LT 0

Ministry of Agriculture, Fisheries and Food 13 10 = |0 0 0
iJrFu.rr!'“i.-_nl of T'rade an:‘t_lnd.ustr:,r — 343 — "l 500

sue| g adnjpuadxy J!l'-l-“cl I

Llepartment r_rI'Ellrn.-.g.-' .. S = 610

nEF.iIEI:HEHl ol E:rlrl]-.a-].- menk 1]

Deparument of Transport - H3)
DOE—Housing . =1Tm
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Scotland’ : }ii . Hi
Wales! ! ’ 130 i 120 '|'1'|Ia_ b=di 1 [
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Tatal® =183 15%0 1 7490 1370 2 340 H4

of wich:
Matwomahsed mdustries '_"!?I Bl 1 33‘-1 20 1 5141 TiH) i

‘{3:[! = 44} K& R0 i) —#H0)
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s corporaioas, rie planndag ol inosdes dheir eevermal View paragraph .56 yrar anly,
_ﬁnm‘r. Fir matiemadird inadhiirdies” f.':w_ﬁrld‘d.l't Iﬁhﬂlrﬁlr ..r*ﬂl.ll.l.“j'“ J:'].rrrrirfl:.l r'EuI!l.:lll. Walrs and .E...:;lrhﬂ_.l aind

[FAD- 2] b | 99 T-93, rew Table I8 Scoirieh Hur Croup, which are giqumed 1o e F-n-nln-.rd'd'un.lg

Oither public corporations ;,".HFI_
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Table 1.12  Planning total and general government expenditure' -

Central government*s own expenditure—

af which
.'i-ilrlul.r ¥ e Defence

_FOO—Dhplomasic Wing -~
FCO- ﬂl.-e*-;ru Mhews "-.'upn il '.-:In-l I IT R

Miniaéry afl Agraculoere, Fabono and Food

Trade and Indusery

'; i .||-lr

(W TR o

1 8-b-R5 1URE-HE

L 1162

M0 .| o)

o-F =7

|4 |4

I Fa]

14 13

Export Creduts Guaranier Department

Energy

{Hr H4

& 1

Lepartmam of Emploviment

__ Deparrment of Transpon

7 37
14 1-4

i.'II:.'I'E—.-ll.'-lhl.-lp:

DO E—DOher envisommental jae vices .nd ﬂ."'r.i'mnu: SUrhey

B E=-Froparty Servide Agency

D E—Local Govermment

__Home Office finshuding the Chariry Commisian)

14 14

-

i
d

14

Lotd Chancellor's and Law Officen” depart ments

Dep-..l-'lm:n: of Educanan and Sowence

28

Orfice of &rms and Litrines

Drepartment of Healdh und Ofhce of Populaton
Cemnsuses and Suroey

Depapmsent of Social Secuny

i3

Sorckern [reland

_ Chancelior of the Exchequer’s depariments
Cabinet Office, Privy Councl Ofsce and F:rlurr.-m:

Europesn Communitie

Central government support to local sutharities

H.I.lnl:i.ll It-lll.l[ftmn nfpubﬂrl:nrpnuhm

Reserve
Privatisation procesds

Adjovrment

Maew phmlt‘ Eaiml

Lowcal swchority seld-financed expenditune

w7 G 27

Cemral governmens debe moerest

L:.-'.' 18-% 183

Acoounting adjaiinments

Cremeral government expenditare

e 2 43

EE4-B 1858 1850

! Sew foownaie to Table §.3.

" Rieal eremy fgures are coih figuren adivated ta {98589 peice bevels by
[ |udl'!=; Thr 1:,|'i'-'rll ullrp.'urral wnfahen ai meazured &y the GIP deflaior
it faesdriare 2 am Tabie 1.1}
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Esriaviared Pdew Plass
l.-:l'\.|'rl:|-|'.
| -l | a3 |\t | r-n3

152 122-4 1244 e A _Central government's own expendiiure—

|||'1n'|'||| k
18:% %2 196 Sipsiry af Delence

0-8 A (g FCO—Diplomaric Wirg

1-5 -5 15

FOO—Overwas Development Adminncration

1-A 14 1% Mmmery of Agriculisre, Fitherier and Food

1-1 10 04 Trade and Indusery

{2 ] Export Credits Gaarantee Depariment

{4 ;- ; Enecgy

3 i : Deparimene of Employment
e
LD E—Houting
BOE-——Oicker envaronmental services and I:In:ln.ir.n:-:_ Eurvey

LSO E—Properoy Services Apgency

[OE —L aeal Governmend

Oiifce of Arts and Libraries

Deparoment af Health and Ofice of Population
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Table 1.1} Old planning total, 1988-89 and 198%-50'

_.|'_' mullion

Ldﬂ'ﬂ -f'-"'IITIIEI_‘E of outts -

1988-89 198990  Changes  1989-9)
Owutturn Estimated  1988-89 0 Changes
WLH A b ke )] TRt from 1989

4 _= _ _ 3 Whige EEA‘I.—
MI.TI!i[:I"'.- 4:-1 [Jct-.'m.e 2 19073 20310 1 240 170
2 B10 4
1 541 1620 Bl
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Department of Trade and |nr|111r_r'.' 1406 | EEAJI
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_ 4721 5 001)
DUE—H auting - 1 81% 24N :
DOE=Orher environmental services =
and Ordnance Survey 3743

Home Eﬁ-]l.:-l!"l:h!n.'lud:ilk; the Ch.l:l.[':.-'_'.'_-l.:-l.-.:l mission) ﬁ '-II'_|-1-
Lord Chancellor's and Law Officers” Diepartment RO
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E'I._I'd_r_l_l__ll_-li':l_'-". of Social Security 47 162
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Chancellor of the Exchequer's Departments . 3%5
Cahm:l: ‘Office, Privy Counal and Parliament TR
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Privatisation procecds = 7065

.ﬂ.liJ.lJ.ll!H!ltnt
Old planning total 149 638

! Spe footmotes 1, 4-8, 10and 1200 Takle 1.3,
1, H..u.lsrc..l'_,rrr meiar clannfiranon |h.'.r.!r.l arhrr than those dewrmbed in _ll'pugw I ra Tatile [ A7




. 1 Public Expenditare Plans

Table 1.14 Old planning total: differences between plans and estimated outturn
by spending sector 198990

P Il
A TSI

Plari in Estimated Changes
1969 White ousturn from 1BES
Paper White Paper

Central government® 123718 124 MM il
Local authority expenditure®

—Current 41 393 42 M) 1 K]

—capital 2615 4 2B0 i 670
Public corporations 2426 1 5% 7641
Fewrve 3500 — 3500
Privatisation proceeds = 5000 250 7530
Adjustment® ] ) — 0
(Nd planning rotal 167053 e 1 1080
General povernment gross debe

IntErest 17 00K} | 7 B A
Driher national accounts adjustmencs 0 500 | 300
General government expenditure 193 HK] 15k 3]
General government expenditurs

(excluding privatisation proceeds) 198 700 ) 5000

J .'I.J'.ll.l.l..ll_,".r b (T LA rhangri orhid this IAoRd denraibed in Jndtmte I'ie Tuble TA1
# Ex clidimg _"-F.lu.a' fute P& Bz & atpabdfiong
' Sre fooiapie [3 o Takle 1.3




Table 1.15 Local authority expenditure in 198889 and 198990 {old planning total basis)’

Miristry of Agricultore, Fisheries and Food

Departrment of Trade and [ndustry
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— |tk
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Table 1.16 Old planning total ; plans and ocutturn

.:'.- bilhan .
|85 | DES-HA | HEr—H7 1957 -5 1988 -RY | G-

March 1932 White Paper [ 27-B

({Cmnd B494) i
February 1933 White Paper 1266 —‘ Flans
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Table 1.17 General government receipts from sales of land and buildings
{net of purchases)
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Annex to Chapter 1

Intreduction 1A.1 This Autumn Statement is the fiest ea use the new plinniag total for publac
expenditure announced in the White Paper, “ A New Public Expendirure Planning
Total” (Cm 441, July 1988). This does not affect in any way the Government's
wider medium term aims for total public spending. These are expressed, as before,
inn terms of general government expenditure (GGE), excluding privatisation
proceeds. The definition of GGE i unchanged

1A.2 This change s beng made at the same time 35 the reform of loeal
government finance in England and Wales, from 1 April 1990, A new system of
local gavernment finance was introduced in Scotland in Apnl 1989, Further details
ars given in paragraph 1.60 of this Autumn Statement.

1A.3 Both changes are intended to distinguish maore clearly berween the
responsibilities of central and local government.

The new planning total 1A.4 For operational purposes the Government has for many vears set 3 planning
total against which it monitors and seeks to control departmental expenditure. The
old planning rotal, like GGE, covered all focal authorty expenditure, ner of capital
receipts, including spending which local suthornties finance from their own
resources and for which local suthorities are resporsible, Ae the same time, it did
not . coyatthe grants which ceniral gOvErnmemnt determines and payi to local
authorities,

1A.5 The new planning total brings together all the elements of public expenditure
for which central government is responsible. The change in definition affects the
treatment of local anthority expenditure, The new planning rotal thus includes

—the grants, current and capital, central government provides to local
authorites;

—payments 1o local authorities from the vield of non-domestic rates; St

— Ol S ival,

Loeal | authority spending financed from local mxation and other miscellaneous
income will be excluded.

1A.6 The new planning total also covers, 35 did che old, cenral government's own
expendimure; the external finance of the nationalised industries and of most ather
public corporanions; privatisation proceeds (deducted from the planning total); and
a Reserve.

1A.7 The Government has, at the same time, tken the opportunity to change the
treatment of some other elements of expenditure, bringing the planning total closer
into line with national accounts. These changes are noted i footnoce 1 1o Table
1A,

The mew plans

A8, Table 1.3 shous the nev plans in sussary, on the new definiiion of the plenning total. Table 1.3 alen showi
evlimates of the cutturn for 1986-85 to 1989-90 on the new basin, For Locsl suthority slessnts of the new plarning
total, proxy figures have been used for non-domestic rate peyments and for crodit approvals. naithee of which exizted ia
the same fore urder the old arrangessnts for Llocal gevernment 1 inamcs, Figures Tor local suthority self-firsnced
expenditure, net of cepitsl receipts are derived by subtracting from the figures for fotal Local surhor ity expanditure
Ehe support sade available by central government {fe the sum of the (ocal suthority slessnts of the new plenming totsly,
For 1984-E3 o 1987-B8, they are consistent with Tigures for toval loesl suthor |ty esperditurs of £38 8 biLLion,
£39. & billfon, £42 billion, and £64.T7 billion respsctively.
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Comparisons with previous

plamns

1A.® The relanonship bevween the ald and new F|J|'|.'i|l'|_E, tocals and GGE 159
follows

OLD MNEW

'Cfl 1Era I l_.{u YCTTIMETHE .‘_ O
expenditure

Central povernment's own
expenditure

Public corporations Fubhc corporations

Central Government support
far local anthorines
= ﬂ. £ EfibE 5|.1_.'.~pr\-rr I:_'.|.|_||'.
~-Mon-domestic rate pavyments
—L redi approvals

Privatisation proceeds
Roeserve

Local authorities spending

(net of capial receipts)
CUTTEnE
—capital

rl'rl'|'1|I'|.:I|i.'|I'| Pr ('i:'d.'i
B eerve

MNew Planning Total

Old Planning Total

Local suthonty self-financed
expenditure
(ner of capital receipts)

General government debt interest Central govemment debt inrerest

Other adjusements

General government expenditure

1A.10 Tabie 1A.1 compares in more detadl the new plans with these shown in the
1989 public expenditure White Paper (Cm 621), which were based on the old
definition of the planning total. Table 1A.2 compares trends in the new and old
PIJ.IJ:IIHIE t.!.llﬂll .i-nd in L‘I'GE.

1A.11 The new plans can be compared directly with previous plans only in those
arcas where the new and old definitions overlap (central government’s own
expenditure, public corporations, and privatisation proceeds). These comparisans
are shown in Tables 1.10, 1.11, and 1.A1

1A.12 Under the new arrangements the Government is publishing plans for central
government support for local autherites for three years ahead for the first time.,
Comparisons with previous plans are therefore not possible for these new local
authornty elements of the planning total, nor for the planning toeal jtself,
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ECONOMIC PROSPECTS FOR 1990

Demand and activity

Inflation

Labour market

UK trade and current

accouni

World Economy

Summary

1 GDP is forecast to grow by 1 W4 per cent in 1990. REFlinflation should fall
t?f per cent by the end of nex! year.

< Ve

oy
2 After rapid growth of more than 4 per cent in both 1987 and 1988 the
economy has slowed in 1989 in response to tighter monetary policy; GDF is
likely to grow by 2 per cent this year. Growth would have been higher but for
disruptions to North Sea oil production; non-oil GDP is forecast to rise by 3
per cent in 1989, Most of the slow-down in spending so far has occurred in
the personal sector. In 19%0 companies are also expected to adjust their
spending after exceptionally strong growth in investment between 1986 and
1989.

3 Retail price inflation is expected to be 7 ¥ per cent in the fourth quarter of
1989. It is likely to remain above 7 per cent in the first half of 1990, but to fall
to 5% per cent by the fourth quarter. :

e —

4 Employment has continued to rise rapidly over the past year while
unemployment has fallen sharply. With the slow-down in output growth
unemployment could level off in the coming months.

5 The UK current account deficit is expected to be around £20 billion in
1989. The current account deficit should fall in 1990 as domestic demand
growth slows further,

6 World trade and GNP in the major economies have continued to grow
rapidly in 1989, but are forecast to grow a little less strongly in 1990. Inflation
in the major industrialised countries has picked up in 1989, but is forecast to
moderate a little in 1990.

7 The forecast assumes that fiscal and monetary policies are operated
within the framework of the Medium Term Financial Strategy (MTFS), It
assumes that both North Sea oil prices and sterling remain close to recent
levels, The public sector debt repayment (PSDR) is forecast to be about £12 14
billion in the current year. The forecast for 1990 assumes that the PSDR in
1990-91 will be the same as in the 1989 MTFS (£10bn, 1 34 per cent of GDP);
the actual PSDR will be set in the 1990 Budget. ~ =~




- Economic prospects for 1950

World economy

Recent developments § Inflationary pressures built up in the werld economy during 1958 and the
beginning of 1989, and as a result monetary policy has been tightened
warldwide. Growth in North America and the UK slowed markedly in the
first half of 1989, while it picked up slightly in continental Europe and Japan.
Just as the the North American and UK economies led the recovery in the
waorld economy in 1987, with Japan and continental Europe picking up later,

v so too they may be leading the world economic slow-down. Average growth
in the major economies has Slowed From the rapid rate acheived in 1988, but
has remained above the rate of increase of productive potential

9 Growth of consumers’ expenditure has fallen in most major economies,
following the tightening of monetary policy across the G7. Investment and
exports have continued to expand rapidly.

10 Growth has been rapid in many other OECD and developing economies.
World trade in manufactures grew by over 10 per cent in 1988, after § per cent
in 1987, the fastest two year expansion of the 1980s.

Chart1 Major seven economies’ real GNP and world trade in manufactures

Percentaps changes om o year earlier

"L Valume of worsd trade in masnfacnares

-1@
1979 1981 15EY 1983 1987 1oas

11 Increases in non-cil commodity prices through 1988 and in oil prices in
early 1989 contributed to a pick up in consumer price inflation in all the major
seven economies. Consumer tax increases in a number of countries also
boosted prices. Nevertheless, a significant part of the increase probably
represented a rise in the underlying rate of inflation. Inflation has now
started to edge down.
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Chart2 Real commodity prices

Prices relagive 1o mojor seven GNP dellalor
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Forecast 12 Real GNP is forecast to grow less rapidly in 1989 than in 1988 and to slow
a little further in 1990, Growth in world trade is likely to slow in 1989 and
1990, but world trade in manufactures is still expected to expand by over
i per cent in each of these years,

Tablel Warld economy

Percentage changes on previous year
Forecasts

1989

Major seven countries’
Real GDP LR
Real domiestic demand ER)
Industrial production 4

Consumer prices [
World trade, at comstanf prices
Total imports
deu in manufactures

e

s, , Germany, France, UK, laly, and Canada,
Jagar ¥

13 Non-oil commodity prices have weakened over the last three months.
The forecast assumes that these and oil prices remain close to recent levels.
Consumer price inflation in the major seven economies is forecast to fall
somewhat in 1990, but remains above the average between 1984 and 1988.
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Trade and the balance of payments

Relalive costs 14 Unik labour costs in manufacturing have risen more rapidly in the LK
than in other major industrial tountries over the past two years, Cost
competitiveness remains more favourable than in T985, before the fallin
world oil prices. But, with unit labour costs forecast to grow slowly in other
major countries, the maintenance of the UK's competitiveness in the year
ahead will depend on success in restraining cost increases.

Unit labour costs in manufacturing

Percentags chamges on a year enrlier

Avcrage of oher majgr
_.] induzirial conniriss

—‘FH =y S HT Fﬂ B

—

1979 1 R0 1881 ISR ISR 19B4 1985 1%&h 1987 1968 1789
Fovecast

Recent developments 15 The current account is estimated to have been in deficit by £15 12 billion in
the first nine months of 19%9. The non-oil visible deficit has fallen slightly as a
percentage of GDP since the end of 1988, as domestic demand has slowed

and capacity pressures have begun to case.
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Chart 4 Non-oil visible deficit and capacity ulilisation

Per cent

Mon-oil visible balance per
cent of GDP (LH scabe)

CBI capacity indicator’
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1975
! percentage working bdow full capaity.

16 The invisibles surphus has fallen in recent quarters, and the oil surplus has
declined as oil exports have been hit by the series of disruptions to North Sea
production. As a result of this fall in oil production, an unusually large gap

has emerged between the growth of non-oil exports over the past year, and
the much slower growth of total exports.

Visible trade

Percentage changes on previous year d
Allgoods Goods less ol

rt It Terms of Export Import ;l.'e.nmnf
volume k-_ﬂl%ﬂme trade’ mIEGmE volume trade’

1938 1% 13 kY| 3la 14 14 2
1989 Partly forecast 5 10 4 41 1k 104 L]
1990 Forecast 74 24 s 642 rg 1]
! ratio of LIK export averayr sslues b brport aoerage nelrs.




-Economic prospects for 1990

Trade volumes (goods 17 The volume of UK exporis of manufactures has continued to rise strongly,
other than oil) despite slightly slower growth in world trade. In the first three quarters of
1989 the volume of exports of manufactures was 11 per cent higher thana
year earlier, Exports of consumer goods have grown faster than other
categories, as capacity pressures in UK consumer goods industries have eased
in response to slower growth of consumer spending,

UK share of warld rade in manufactures

Per cemi

Lgl ]

18 ARer decades of decline, the UK's volume share of world trade in
manufactures has fallen only slightly since 1981. It fell in 1988, as capacity
pressures led some manufacturers to divert production from exports to the
home market, but is forecast to rise in 1989, In 1990 the volume of exports of
manufactures is forecast to rise by 6 4 per cent, in line with the forecast
growth of world trade.

19 Non-oil import volume growth has slowed in 1989 as demand and
capacity pressures have eased, but by less than forecast in the FSBR.

Domestic demnand has also been more buoyant than expected in the first three
quarters of 1989: the car market was particularly strong over this perlod,
which boosted impaorts considerably. Cars, capital and intermediate goods
have been the fastest rising categories of imports over the past year. There
are signs that the rate of growth of car sales has eased; high imports in
advance of the August registration peak probably contributed to rising stock
levels.
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Chart &
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20 MNon-oil import volume growth is forecast to slow sharply, to 2 %2 per
cent in 1990, as companies cut their expenditure and as domestic demand
levels off. Capacity pressures will continue to ease as extra capacity becomes
available following the recent investment boom.

21 The oil trade surplus is forecast to fall by somewhat less than £2 billion In
1989, to around £1 billion, despite a higher sterling oil price. This is mainly a
result of disruptions to production in the North Sea. Oil production in 1989 is
likely to be slightly below the bottom of the Department of Energy’s Brown
Book range. This reflects further disruptions, particularly Cormorant Alpha
and others affecting the Brent system, and a slower than expected retumn to
normal production levels in fields affected by earlier incidents. The reduction
in the oil trade balance as a result of North Sea disruptions is estimated at
around £1 V5 billion in 1989, compared with £ 14 billion in 1988,

22 Ol production is likely to recover in 1990 but is forecast to remain
towards the lower end of the Brown Book range. Domestic demand for oil is
forecast to be restrained by slower economic growth, and the oil rade surplus
is forecast to rise to £2 billion.

23 The terms of trade have improved over the past year, partly because of
higher prices for North Sea crude oil. Little further change in the terms of
trade is forecast for the rest of 1989 and 1990.
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Invisibles and overseas 24 The surplus on Invisibles Is forecast to fall by £2 billion, o £4 billion, in
assets 1989, This reflects increased net transfers overseas and a sharp fall in

earnings from interest, profits and dividends, mainly as a result of a rise in
net interest payments abroad by UK banks. The surplus on services has
already begun to recover, following the decline in 1988, as the growth of
domestic demand has eased. Growth In earnings from financial services has
resumned and the travel deficlt has fallen as consumers have cut back on
foreign holidays.

25 The invisibles surplus is forecast to rise to £6 billion in 19%) mainly as a
result of continued improvements in the services balance as the growth of
domestic demand is forecast to fall further.

26 During 1988 the value of the stock of UK identified net overseas assets
rose by £4 billion to £94 billon. Identified net capital inflows were more than
offset by the revaluation of the sterling value of overseas assets particularly In
the LS, as a result of the rise in the dollar and the strength of overseas stock
markets. The difficulty in measuring certain capital flows and problems with
the valuation of direct investment assets means that estimates of net overseas
assets are subject to a very wide margin of error.

Current account 27 The current account deficit in 1989 as a whole is forecast to be around £20
billion. The positive balancing item reflects unrecorded net credits. Although
it is likely that a substantial part represents unidentified net capital inflows, it
is also possible that there are errors and omissions in the current account.

28 Non-oil trade should respond more sharply in 1990 to the forecast pause
in domestic demand growth. With the oil and invisibles surpluses both
forecast to rise, the current account deficit is forecast to fall to £15 billion in
1990.

Table3 Current account
£ billion
Mamufactures Other

=

1988 -15
1985 Partly forecast -17
1990 Forecast <15
! first bl of 1989 2t amansal rate

Demand and Activity

29 Recent revisions and adjustments by the CS0 to the individual
components of expenditure have brought the growth of the
measure of GDP in 1988 and the first half of 1989 broadly into line with
movements in the output measure. The output measure is normally regarded
as the most reliable indicator of movements in aggregate activity in the recent
past. For 1988, the CSO has adjusted consumers’ expenditure up by
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Personal sector expenditure

Chart 7

£1 Y billion, investment by £ % billion, stockbuilding by £1 ¥ billion and

£14 billion on net exports, all at 1985 prices. Proportionately more of the
adjustment in the first half of 1989 has been allocated 10 stoc kbuilding. These
adjustments are, of necessity, judgemental and there remains some
uncertainty over the precise allocation to individual expenditure components.

30 Non-oil output is estimated to have grown by 5 per cent in 1988. Growth
was sirong throughout the economy with both manufacturing and
construction output rising by about 7 per cent, and output of the service
industries by 5 per cent.

31 Consumer spending is now estimated to have risen by almost 7 per cent
in 1988 following two years of 5 4 per cent growth. Higher interest rates have
already led 1o a sharp deceleration in consumer spending which is expected
to rise by under 4 per cent for this year asa whole.

32 The sharp rise in consumer spending between 1985 and 1988 may have
been associated with large increases in wealth, notably housing wealth, and
was partly financed by increased borrowing, including mortgage borrowing.
As a result households are now estimated to have become substantial net
payers of interest. They are expected to reduce consumer spending growth to
1 V2 per cent in 1990, both because of the need to service existing debt and

Thecause of the greater attractiveness of saving. These effects could be
reinforced by developments in the housing market, where the buoyant
conditions of 1987 and 1988 have given way to a much more muted outlook,
Investment in new dwellings is forecast to fall further in 1590

Personal savings ratio

e

Per cent of persinal disposable income, celendar year average
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Fixed investment 33 Business investment rose 30 per cent in real terms between 1986 and 1988,
buoyed up by strong business confidence and high profitability. Total
business investment is expected to increase by a further 9 14 per cent in 1989,
As a share of GDP this year it is likely to be the highest ever. Growth in
business investment Is expected to slow toaround 5 per cent in 1590 as
companies also adjust to tighter monetary conditions and slower growth of
domestic demand.

Share of business Investment in GDP

Per cent

| 1 | | | | | | | I I | | | bl L. | I | ! L
1567 1965 19 LR 1975 197 iy 1981 1963 1985 1987 15EG
Ferecusi

34 The rise in general government investment in 1989 and its subsequent fall

in 1990 largely reflect movements in local authority gross capital expenditure.
[Central government investment is forecast to rise strongly in both years.]

Tabled4 Gross domestic fixed capital formation
Percentage changes on a year earlier
Weight in 1538 Forecasts
! 1988 1989
Business' &8 17 914
Private dwellings' 21 1014 -10
General government’ 1 Al 9 ¥
Total fixed investment 100 1314 54

! includes investment by public corporstions.
1 jtudes purchases less sales of lamd and existing buildings for the mholr eonomy
1 prhiudes mrchases Ires sales of lend and gxisling bueddings
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Stockbuilding

Profitability

35 Company stockbullding is estimated to have picked up sharply in 1988
and early 1989. Much of the C50 adjustment to aggregate expenditure in
early 1989 has been concentrated in this category; it accounts for some £2.3
billion (at 1985 prices) of the £3.3 billion recorded stockbuilding in the first
half of 1989. There must therefore be considerable uncertainty about the
precise extent of recent stockbuilding. This adds to the margin of error
around the forecast for 1990 which assumes very little change in stock levels
during the year.

36 The net real rate of return of non-North Sea industrial and commercial
companies rose for the seventh successive year in 1988, to levels not seen for
twenty years. With profit growth likely to remain high in 1989, real rates of
return are expected to have been sustained at high levels.

Real rates of retum

d e

1 | i i | I L L I i i | -1

1065

1957 1988 1971 T 177 1977 1979 18El 1583 1985

37 Table 2.5 shows that total saving as a share of GDF has remained
unchanged since 1985, with rising public sector saving offsetting a fall in
private sector saving.

Saving by sector

Per cent of GDP at tactor cost

1985
1986
1987
1988
1989 Partly forecast

Personal Company Total private Public Total national
74 126 19.9 1.1 Z1.0
62 128 19.0 12 202
46 18.6 L7 203
29 13.5 6.4 10
28 15.1 50 20.1

'mat of abock appreciation, b incfuding capital transfers
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Private sector financial 38 The fall in private sector saving since 1985 has, unprecedentedly,
position coincided with a sustained increase in investment. As a result, the private
sector has switched from its usual financial surplus to a financial deficit in
1988, with a larger deficit expected in 1989, The personal sector has already
started to adjus! to tighter monetary policy and the company sector is forecast
to adjust over the next year. The overall privale sector financial deficit is
expected to decline in 1990,

Private sector financial position

Per cent of money GDP al factor cost

Private soctor financial balance
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! hefare promiding for depreciation. stock appreciation and additims ot
! Linprises groes domestic fhoed capital formution, increase i tadse of socks sl work in progress, and capital fransfers,

Prospects for demand and 39 Growth in the average measure of GDP is forecast to be around 2 per cent
activity in 1989. With domestic demand forecast to slow down further, GDF is
expected to rise by 1 ¥ per cent in 190,

40 The fall in North Sea production in 1989 has produced a larger than
average gap between total and non-cil GDP. Non-oil GDF is estimated to
have risen by 3 per cent in 1989, It is expected to grow by % per cent in 1990,
a little slower than total GDP because of the recovery of North Sea
production. Manufacturing output is forecast to rise faster than non-oil GDP
in both 1989 and 1990,
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Table 8 Domeste demand and GDP

I"-u:m:-nlage ch_an_:ru-s 01 a year ear!mr

14484 1939
Domestic demand 7 3%
Exports of goods and services' ¥
Imports of goods and services’
Gross domestic product™ LR

Manufacturing oulput " £

® war-0iT shom (A brackers
! ytieraspe modssre

Inflation

41 The annual rate of RPI inflation rese to 8.3 per cent in the early summer,
but fell to 7.6 per cent in September. The increase in RFI inflation over the
past eighteen months has been mainly the result of changes in mortgage
interest rates. RPI inflation is likely to average 7 ¥ per cent in the fourth
quarter of 1989, partly reflecting the further rise in morigage rates in
Movember. A better indicator of underlguig_{nﬂaﬁun ks provided by the RP]
excluding mo gemtegg.t payments. On this measure, inflation has varied
little from the 5 - 6 per cent range for most of 1989, having risen by 2 points
over the past 2 ye :,.ream

RPI inflation

Percerdage changes on a year earller
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Table 7

42 Produeer output price inflation picked up a little in early 1989, but has
since remained stable. [tis likely to average close to 5 4 per cent in 1989, as
forecast at Budget time, With sustained growth in demand over the six years
to 1988, manufacturers’ profit margins rose substantially and were a major
factor behind the recent rise in producer price inflation.

43 The increase In underlying average earnings in the whole economy rose
to % per cent in March 1989 and fell to 8 34 per cent for the period June to
August. The increase in underlying average earnings in the manufacturing
sector has averaged B %4 per cent in the first elght months of 1989. The fall in
whole economy earnings growth since March is accounted for by declining
bonus payments, especially in the retail sector. Pay settlements, on the other
hand, have picked up over the past year as labour markets have continued to
tighten and inflation has risen.

44 The rise in manufacturers’ unit labour costs was restrained in 1987 and
1988 by strong productivity growth. The recent fall in the growth of
manufacturing cutput and productivity, with no atbenuation in earnings
growth, means that manufacturers’ unit labour costs may rise by 4 per cent in
1989,

45 The recent and projected slow-down in demand and activity means that
profit margins may be squeezed over the next year compared to recent
historically high levels. Producer output price inflation is expected to fall iIn
1990,

46 Retail price inflation is likely to remain above 7 per cent in the first half of
19490, but should moderate thereafter with the continued slowdown in
demand.

Retail and producer output price inflation

Retall prices: all items
of whichs
food
nationalised indusiries
housing
other

Percentage changes on a year earlier
Forecast
WE‘iEht in 1989 T9EE04 1990
100 6 V2 7la

¥
Tl

5

Producer output prices’

51

! excluding food, drirk and tobacoo

47 The GDP deflator, which measures the price of domestic value added
{mainly unit labour costs and profits per unit of output), is forecast to rise by
7 per cent in 1989-90 and by 5 per cent in 1990-91.
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Productivity and labour market

48 The workforce in employment in Great Britain has continued to rise
strongly over the last year. In the twelve months to June 1989 it is estimated
to have risen by over 4%,000. Since 1983 there has been an increase of nearly
3 million in the workforce in employment.

CB workforce in employment

Millians

Waork-nelabed Governmaent
training programenss

1641 15E2 1583 1584 1585 1586 1547 1958

49 Productivity has grown strongly over the past ten years, with
manufacturing productivity rising by an average of over 4 per cent per
annum since 1979, Manufacturing output per head has risen faster since
1979 than in any other major industrialised economy.

Table 8 Manufacturing output per head

Average annual per cent changes
1960-19710) 19701980

i 1
3k 3
834 514
4 3
4la il
5hy 3
35 3
4 14
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50 By September 1989, seasonally adjusted adult unemployment in the UK
had fallen for 38 successive months, by almost 1 14 million in total. This fall
in unemployment has been mainly attributable to the strong growth of
output and employment. Unemployment could level off in the coming
months, but its behaviour will depend crucially on the extent to which wage
settlements moderate.

Financial developments

Interestrates 51 Monetary conditions have tightened in 1989. Following rises in the second
half of 1988, short-term interest rates have risen from 13 per cent in early 1989
to 15 per cent in October, Long term interest rates have been relatively stable.

Interest rates

Parcentage changes on a year earlier

I month interbank

M year gilts

| T ' -
1980 1981 1982 12E3 1084 10as 1986 1547 1988

Exchange rates 52 The sterling effective exchange rate and the rate against the
Deutschemark have fallen in recent months, following rises over the previous
two years. This brings them back close to their average levels in the first half
of 1987.
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Chart 14 Sterling exchange rates

Seerling excluge e index (1585100

Deutmchemaritisleching rate

Diollar fstermg tabe

0, o ! | _ 3 |
15E3 198 1085 [ S&A 1950

Narmrow money 53 The year on year growth of M0 was above its target range throughout
1988-89. MO growth has fallen over the past year in response to the rise in
interest rates last year, and is now around the top of its 1-5 per cent target
range. It is expected to continue to fall during the rest of the financial year,
reflecting the rises in interest rates in 1989,

54 Broad money has continued to grow rapidly. The growth of retail hank
deposits - largely personal sector deposits - has slowed over the past year, but
this has been offset by a renewed acceleration of wholesale bank deposits.
Bank and building society lending has also continued to grow rapidly,
though growth in lending for house purchase has slowed as the housing
market has responded to higher interest rates.




Economic prospects for 1990

Chart 15 Growth rales of monetary aggregates

. | | |

Percentage changes oo & year ealier

Marrow momey (W)

1 L | = S I | i . it i i
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Mok thr falf i the MG groesth rate in Seplmber 1989 to within s bergel range parily reflects dhe gffect of te postal girile 2 yoar ags.
The Cvlober figure is an eslimate.

Table 9

Fiscal developments

55 Tables 9 to 11 show both the Budget projections and latest forecasts for
general government expenditure and receipts and for the public sector debt

repayment (PSDR).

General government t::pt[‘ldihl!l

Ebillion

1988-59 3. 15854
Outturn Budget forecast

Public expendiure
total {old definition

Interest payments
Other adjustments

General government
expenditore

of which:

149.6 167.1

18.1 17.1
10.8 10.1

1786 1943 1963

___ Privatisation proceeds

71 50 4.2

56 General government expenditure in 1989-90 is forecast to be £2 billion
higher than in the FSBR. About a third of this change is due to lower
privatisation proceeds. Gross interest paymenis are forecast to be higher than
in the FSBR, partly as a result of higher interest rates and inflation.
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Nevertheless they are expected to be lower than in 1988-89, reflecting the high
level of debt repayment.

57 The forecast of general government receipts in 1989-90 is a little higher
than in the FSBR. Within the total certain tax receipts are much higher,
largely due to faster than expected growth of money GDP. Inland Revenue
receipts are expected to be £1 34 billion higher, due to higher income tax, up
£1 ¥ billion, and higher corporation tax, up £ V4 billion, while petroleum
revenue lax is £ 14 billion lower. Customs and Excise receipts are expected to
be about £ % billion higher than in the FRBR.

58 Largely offsetting these upward revisions to taxes is a downward revision
to the forecasts of naticnal insurance contributions (NICs) and other receipts.
The largest element of this change is an upward revision of £2 billion to the
forecast of national insurance rebates associated with the much greater than
expectad take-up of personal pensions. This is partly offset by an increase in
gross contributions arising from faster growth of wages and salaries.

Table 10 General government receipts
£ billion

1945-50
thaittum

Taxes on income, expendiire
and capital 144.3

Mational insurance and other 3.0
ronfributions ]

Interest and dividends 6.5

Other receipis including
accruals adjustments’

Total recelpts
af which:
Morth s=a revenues 3.2 29 2.6

f.2

! includes commundty charge
! figures bt beem affusted in reflect @ change fo dhe treadmend of persowal pemsions udrick the O30 Wl meke mben publishing 178900 motomal accunls

59 The PSDR in 1988-89 was £14 ¥ billion, slightly higher than estimated in
the 1989 FSBR. The PSDR in the first half of 1989-90 was a net repayment of
£l billion, a £3 billion smaller repayment than in the first half of last year.
Excluding privatisation proceeds the PSDR was £1 billion lower in the first
half of this year than in the same period last year.

60 Table 11 shows the Budget and latest forecasts for the PSDR in 1989-90 as
a whole. With the receipts relatively high in the second half of the year, the
forecast is for a PSDR this year of £12 14 billion, somewhat less than forecast
in the FSBR. This is a substantial net repayment, which is less than £2 billion
below the record achieved in 1988-89. Excluding privatisation proceeds, the
net repayment farecast for 1989-90 is a little higher than last year. The forecast
is still subject to a wide margin of error. The average error in PSDR forecasts
for the current financial year made in the autumn is 14 per cent of GDT,
equivalent to £3 ¥ billion at today’s level of GDF.
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Table11 Public sector debt repayment

£ billion

1958-59 _ 1959.00
Cutturn Budget forecast Latest forecast

General w;nm-:rrlr
i Pmdigf’m 1786

13

General government receipts 190.0 20654

General government dobt
repayment

Public corporations market

and Ll-w.'hi-rl'.m- deb repayment 25 1.7

PSDR £ 143 13.8 126
PSDR as per cent of GDP 3 23 2

PSDE excluding privatisation 1
Fm-ceed 8 a8 per cent of GDP

11.4 121

b2 13 14

61 The stock of net public sector debt Is provisionally estimated to have been
£158 billion at the end of 1988-89, equivalent to 32 per cent of GDT, compared
with over 50 per cent in 1979. There is likely to be a further large fall in net
public sector debt in 1989-90, in both nominal terms and relative to GDP.

Public sector borrowing requirement

Per cent of GDP

Ti=TH -0 H1-82 H1-84
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Risks and uncertainties

62 Economic forecasts are subject to large uncertainties, and should be
assessed in the context of the margins of error around each element of the
forecast. Table 13 sets out the average absolute errors over the last ten years
on forecasts macle at this time of year.

63 The forecast presented here uses published €50 estimates of GDT up to
198902, including the adjustments to expenditure components - consumers’
expenditure, fixed investment, stockbuilding and net exparts of services -
which were made to bring growth in the expenditure measure of GDP in 1988
broadly into line with that of the output measure. The adjusted data provide
a more coherent account of developments in 1988 and the first half of 1983
glving most weight to the outpul measure of GDP, which the C50 regards as
the best indicator of short-term GDP movements. But these adjustments are
judgemental and imply considerable uncertainty over the recent movements
of the individual components of expenditure and of GDF. Moreover, there
remain large balancing items in the sectoral accounts. Together these add to
the margin of error around forecasts.
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Table 12 Economic prospecis: summary

Percentage changes on year carlier unless otherwise stabed

Forecast AVETRZE EITOrs
1988 1989 1990 irom past forecasts'

e

GDP and domestic demand at
constant prices

Domestic demand 74 334
of which:
Consumers’ l."xpl.'l'ujilLLrE' 3y

General government i
consumption

Fixoed imvestment

Change in stockbuilding (as :
per cent of GDF) #

Exports of goods and services k]
imports of goods and services

Gross domestic product 414
(average measure)

Manufacturing outpuat

Balance of payments current
account (£ Ellfil:nl

Inflation
Retail price index (04 on O4)

GDP deflator al market prices
{finandial yeary

Money GDF at market prices
{financial year)"

£ billion

PSDR (financial year)
E hillion 14 14 12 3la
per cent of GEI'T-‘ 3 _2 L% ]

— e R mn

' e errord relate ter the uperage diflerences fn m.hrr:ﬁieull'Lhrmrrdflgwﬂ.i-l'irlﬁﬁ'ﬂMlﬂmn'fﬂhﬂfl]'-ﬂl"m”w“”"“ over Lhet Bdid BEW R FE,
anad appily io the forecazis for 1990, rxcepl for the PEDR wherd it applas [0 e fovecast for 1959-8

! The imtroduction of the commmenity cherge in Sotland has rafuced hoth the GOP deflator and maney GOP by sbout Vi per comt from 158580, Therr anll be
a larger peduction in T990-31 following the inirodusrion of te communily charge in England and Wales sshich i e allonwed for in this lobie.




Table14 Gross domestic product and its components’

£ billion at 1985 prices seasonally adjusted

Comsumers’

expenditure :Wm: ik 'ptiﬂ-'l!l' investment

Leneral

Total fxed

Exports of
goods and

SOTYIO0S

Chan
stoC

in Total fimal
expenditure

Less imporis
of goods and
SETVICES

Liss
adljuﬂh'mnt
o

actor cost  adjustment

Pluas
statistical

GDF at
factor cost GO index
{average 1985=100
measure)

FAVEI

738

[

102.6

0.6

4545

992

485

0.0

5.9 100.0

v

79,9

f1.5

1069

0.7

4736

105.8

320

02

A15.6 1032

2414

76.3

257.9

6.7

6649

1124

11

ya.gr

113.2

2676

766

79.7

1184

36

JUR.0

1139

552

1.9

394 10758

SX7.0

1278

6.9

18

341 1125

7T

T3

JBH

E14

1259

0.3

BEE1

139.6

59.0

1.8

351.0 114.8

1418

594

14

355.7 116.3

< a—

127.2

372

570

2595

616

130.7

38.3

38.4

1332

8.3

56.2

394

b %

667

283

0.8

1706 1115

8.7

1.0l

113.5

693

295

0.9

1143

144

s mrur

W2

4.2

o0.2

705

235

1152

1345

283

40.7

62.3

1364

38.3

40.8

6

63,5

—

1.2

295

L ==

09

1156

29.9

.9

117.0

L o

Percentage change on previous year

1968 6 12 13 14

W 34 5H

12 4

3 14 414

1989 3N -9 5y

4 14 4

1990 1% 14 2

'mumwmmqmmmﬁmﬂ.
cutput amd incoee esfisuies of GOP. Percemitage chamges ard
ealpuleied from urrounded lroels, then Founded io the meareit
qusrfer per cend. Figures for peviods wp b and isciuding te
first half of 1989 ave congister with lafest published C500
naficnsl decoesls saltsates, adfested to ok astoum of man
recen EnfrTnalu,

b4 -1 2 114

¥ The growth of gemeral proerameni commummption s rrdused
By ahoud 1 per conl in 7989 and Wi~ W per comt in 1090 by

she tramsfer of potytecknics from the doral sudhoity sackor In
the prrzonal secior, and by ihe phasing owl of ihe Communiy
ngrmnmr.

9 g

1 1] 2 2

1

1 ] 14 1%

¥ For stockbuilding and the statistical adiosmest, chamges ove a5

4%
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4 Tax revenue ready reckoner

Indexation of allowances,
thresholds and bands for
1990-91

Direct revenue effects of
illustrative changes in
income tax and
corporation tax

4.01. The tables below show the effects of variows illustrative tax changes on
tax receipts in 199021 and 1991-92. p

4.02. The effects of tax changes on tax receipts depend on economic
variables, such as prices, earnings and consumers’ expenditure. The estimages
shown are consistent with the economic forecast given m Chaprer 2.

4.03. An luscracive rate of inflanon of 74 per cent has been used to show
the effects of indexation and revalorisation in 199091, This is in line with
the annual rate of increase in the RPI forecast for the fourth quarter of 1989,

4.04. The tables show estimates of the direct effects of tax changes on tax
receipis. In practice, tax changes will chemselves affect economic variables,
which in urn will have further effects on tax yvields and on the PSBR. The

estimated direct effects are not, therefore, the same as the effects on the PSBR

4.05. Tables 4.1 to 4.3 show tax allowances, thresholds, and bands tor 1990~
91 afier 74 per cent indexation. Estimates of the revenue effects of indexation
are shown in Table 4.4, For income tax, rounding of the indexed amounts
follows the rules laid down in the 1980 Finance Act, and for inhentance tax
and capital gains tax those laid down in the 1982 Finance Act.

4.06. Tahle 4.1 shows the stroctore of ncome tax allowances as ic weill be
after the introduction of independent taxation of husband and wite in 1990
Husbands and wives will each get the same personal allowance that a single
person will receive, and a wife's mcome (including her investment moome)
will be taxed separately from that of her husband. In additon, there will be
married couple’s allowance which will go o the husband i che firsc
instance, but any unused part of it will be eransferable to the wife, For 198%
Qi the ﬁﬂurl_":.. shown are those which would have applied under the new
structure if it had been introduced in 1989590 ar levels corresponding to the
actual allowances that year.

4.07. Tabic 4.5 shows cstimates of the direct revenue effeces of illustrative
changes in income tax and corporation tax from April 1990, The mcome tax
illowances are those to be mtroduced under i::dup::rull.'nr. taxation, and
changes in these and the basic rate limit are from an indexed base.

4.08. The effects of the Hlustrative changes can be waled up or down over a
reasonably wide range. However, the extra cost of increasing allowances
and, i particular, the basic rate limit tends to fall as the allowances or limit
rises. For this reason, effects are given for different percentage changes and
for reductions as well as increases in allowances,

4.09. The total cost of a group of income tax allowances changes can be
broadly assessed by adding together the revenue effects of each change.
However, if allowances are increased substantially and combined with a
reduoction i the basic or hagher rate, the effects of the rate reductions will be
reduced. In such cases, the cost or yield obtained by adding components
from the ready reckoner should be considered only as a general guide,
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Table 4.1

Table 4.2

Table 4.3

Table 4.4

Income tax

Allowances,

Perwnnal allowaros

Personal allowance {age 6574}

Personal allowance Lage 75 and awver)
Married couple’s allowance

Married couple’s allowance {age 65-74)
Married couple’s allowance {age 75 and over]
Additional personal and widow's
bereavement allowance

Aped income Limie

A,

| GO 1951051

2995
J 660
R0
170
2135
£185

2785
} 400
3540
| 550
| S5

205

1 550
11400

1714
{2200

Income tax rates

Fer ceni
23

40

Bands of raxable income

" R
198990

(=20 700
over N1

199091
(22 300

over 22 300

Inheritance tax

R.ate an deach

er cent

Ml
4ih

Bands of cha rr;_c-._'l-'_l value
L1000
[ GO

=115
over 118

19501
0-127
aver 127

Capital gains tax

Annual exempt amount,
Individuals
T rusts

s

] =t s )|

5400
3 70H)

ALL
2 S

Costs of indexation for 199091

Indexation of income tax allowances and
basic rae Lmit”
O which:

Increases in main allowances

nicrease i the basic rate limac
ndexation of mheritince w@x threshald
|||-|_‘|I_"x.'|.[]|:'||'| I.Ir.I..JIJ'-_[i]J.- EE.LTIE l.:;“;.l."ﬂ:l],"". Amounts

Dl v e 1 ’_m.--f'-il-ﬂllﬁl] ||‘.|'rrlu i .||['I.'_|I_~|.‘|'|'|:' fein
! Addinianal soar ster previnue chasge han feen indraduced.

||-l\: mialhon
194091

1 el

1 KD
i
M
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>

Table 4.5 Direct effects of illuscrative changes in income tax and
corporation tax’'

£ milkon
195 1—H 1991 —03
{-:n-:i.'g,rl:":rl l‘.':n:'-':l:.":,'1r| 2 |

Income Ex

Maptes

Change basic rage by 1p?
Change hugher rate by |p

AMawarces

Change perional allowance by 100

Change age-related perional allowances! by 100

Change married couple’s allowance by [ LU

Change aged income himit by £ 200

Change all main allowances by 1 per cent®

Chunge all maim allowances by 10 per cene®

ICTEasE (Cosk)

decreats [ ¥ =l

Baric rale limif

Change basic rate limit by 1 per cent®

Change basic rate fimit by 10 per cent:"
MCTERE (COEL) calll 9
decrease (vield)

Allowances and basic rate limit

Change all mamm allowances and basic race limit by 1 per cent®

Change all main allowances and basic rate limit by 10 per cont:®

ncrease (Cost]

decrease (vield)

Corporation tax’

Change tull rate by 1 percentage point A5
Change small eompanies’ rate by 1 percentage poine? 35

The erimared wevenue effecn of chamges an che sasic rate &/ imcome oy * Alowerwer jor those aged 65— T4 and.aged 7F v over.
aad i eie avain aflowanees of 10 per ceir are roinded ta fie nrares ¥ Finmees inchide revemie effecrs af chmging addiriomal pevsomal
£ 25w wiher ciiecriover f 50w ane reasieen do e meanest o, g effern affowance and wadow's herzavemient aliourange by 4 106,
of terr than ¢ 50w are rounded o che mearest f fm # ke Sgeres for " Prrtentage changes & anirmilated winh referece fe JHE0-W [reels
incom e changes inclide conseguenttial effects on the pictd of szl ! Aasmsment i orperaitan tax nommaily relaes m the precediep prar
e aa. Chamger are assamed o tike effesd from Apnil 990, Thess estimaier are, chergfare, the changes i reverme that sl pcsur
* Inchuding the efferts of the change sn receipis ol odvanie corporarisn the champed narer were appited 1o incomes frimm [ April | 3EE
raw med oW eyt [iabidiy in mmnateeam corporation G * Thewe fopwrer ignore effects artitmg frome the impatation ipaives
1 The bl PEEE EPEHI rf_'l'n'r ':|| rhnn_.:mlg all the imcame dax & lowemcer
I‘i" e semne e porhiai & bedadly tlie jame siider |.'J...J.‘_|I-r||.].|'m' [ E T
PF aner iar FECIOAL FCgime, Lua |'l|'|d||5-|' |:I"II'|| ll.'_li.lllu |l_|"|!I'Ir sdraesls g gf
alfowesered the efieces of thasgping imfirideal affowances are seed dhirectly
émpdrable @i previons Apures.
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-

v,

Indirect Taxes

4.10. Table 4.6 shows eseimatcs il r|||,~ |_'F'|:e'|, ] nrl'n: ha FiEes 1 excse duties

from April 1990, The frse part shows the toral extra revenue (including
VAT) if the individual duries were to be tnercased by 74 per cent, together
with the price increase that wounld result (afrer allowing for consequential
VAT). The second part shows the revenue vield from changing current
levels of duty so that {after VAT) the price of a cypical item is changed by
the amount shown.

4.11. Table 4.7 shows the revenne effects of a 1| percentage point change in

the rate of VAT,

4.12. Within Limues the illustrative changes tor speatfic duties can be scaled
up or down to give a reasonable guide to the revenue effects. However, with
large changes the margins of uncertainty surrounding the effects on sales and
hence on revenue become progressively larger, and scaled estimates will be

[eas reliable.

Table 4.6 Revenue effects of indirect tax changes’

F}"ﬁ': Revalorisation®

Froe
change?

Current kevel
of duty on
typical toema

Beer (phiut) 1%4p
Wie (70 ¢l bocihe of
table winey’

"?.rllnr: [hearehel
Cigarettes [21) tlnguru]“
Ferrol {zrllon)’

Lierv (galloa)

WEDN {cars and light vans)

T1-Tp
£4T3
% Tp
Rl Hp
TH-hp

FRAEIEL

L These are patfomated mo dhee asssmprion thar fodal consumers’
expendineer @ facior coir deer nnt chanige.

¥ A acrais the dvard  revalorisstion by 74 per ooni finciwding ihe
wwinge dines fed sbuen dhere ) il :rl'r'\l.].ri'\;pl .{..f Tty d [ N5
and 7 51 S in PER1-0F amd rhe (mparr an e BPT asld be fa eaiae it
ey 5 P CEMI,

" The Frlee |:|:Idl'l_|:|. b dgdnimied 1o rgunl'ﬂlll'rﬁnrl_;r n u'l-r:\.' Fn'ur the
|.|:l||-..r.|-u||r.'.r.| thamge i A T except du the case aof VEL wbere AT &

At _nui.'\.u'lllf.

Am ydeld in*

b

155

C1]
An
il
465
1143
1748

195102

Mhustrarive changes

Associared ;
TR Lo costyeld?

change in duty  190-3]
16} 45 = {] (NEL]

Price
change?
190y -2

&} ) 45 b
1 Al 20
295 35 i
515 fill fiL
Ia 1-1 15 20§
t4hl G 1k o i

! Asmaming (miplesenration sm | April [88%

! Revermue effects inchude 2l winer.

* The dwry an cigaremer as ad palores and specihie edemenrr; the
prrcrmiage dmge refater orly e the speofic eiewenr, dur the price
thape irclides e subraquent incredse in ad alevem daty and FAT.

" Wnphied average of leaded and andeaded pereol af mirvems leved p)
by, Lindeaded prirl cureenily bedrs & rate of dudy witik i 12 4 prmcr
per galfon Iris than tiar on beaded, and e reveme offers given lere
SHUmE b .||..'|Hl|'-\r i Ik .||_|‘_{rr;r||1.-:| ..,'.I'\-!_|I.:.r Pl .|r|5.|r|£_.|'lurr|

fritalos rardom

| % change in rate of VAT

iom costiyield in
1551 =52

2070

1 9i-aq

ThFE riv i r.lﬁ'.rl ..l.".'||un_g':l i the nite of 1°A T are eitunssd on thr gusumpiasn tvaf ntal roosamers’

rxpenditure ar Gty cosl doed Aot Searge
* dizuming implaneneaeion o 1 Apeil 1990




3 National Insurance Contributions

3.01 The Secretary of State for Social Security has conducted his annual
review of national insurance contributions, as required by che provisions of
the Social Security Act 1975, Full details were set out in a stacement by the
Secretary of Stace on fj',; MNovember 1989, The main proposals are as
toliows:

—the Class 1 msurance rates for employees and employers should remain
mrhangfl:l: for 199091,

—he lower earnings limit should be increased from April 1990 from the
present level of £43 a week to £46 2 week in line with the single
persan i rate of retirement pension.

—the upper earnings J1mu: should be increased from {325 3 week to
,{:ﬂ-:nﬂ a week.

—the earnings Imms for the employers’ reduced rate brackets should also
be increased from £73, £115 and £165 a week to LB0, £135 and
£175 2 week

This would give the tollowing structure of national insurance contributions:

Weekly samings Emplovees Emplovers
amount paid on percentage

earnings up to MIC cate on
;350 per week all earnings

Below {46 1]

L£46 1w LA0 2% af L 46
L£80w [125 plus

L1325 L175 9% of earnings
175 o L350 between L46
Above £350 and 350

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

—the number of unemployed (GB) averages 1"&'.‘ million in 1989-90 and
175 million in 1990-91
rige by

meresse-in AVEFAgE EATTINGS | mmim—dodmr-fmm about 94
vy iy e s 1988-89 and 1989058 shout 84 per
1989-90 ane+296=9 . Figures for
sertlements are of course lower than these carnings figures in both years
» -
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The report will also allow for an uprating of benefits in April 1990 on the basis of
the 7-6 per cent increase m the RPI over the year ending in September 1989, as
announced by the Secretary of Stte on 25th October 1989,

3.03 The estamated effects of the proposed changes are shown m Table 3.1

Table 3.1 Estimated total payments by employers and employees of national
insurance contributions, 1989-90 and 1990-91'
£ million
E{:r_:Eiuyrn Employees Total

Matonal insarance contributions:

198950 (16220 [12880) [29100]
1990-91 [17 980 (127 [30°750]
Toral change [1 760 [ = I10] [1 650]
of which;

Change in contributions from
increased earmings, e [2010] [—230] [1 7807

Change mn contmbubions from
incr=ase N earnings limits [ — 250 [120] [ = E30]

I_Fj:p'r"' are Fosinded 1o the megrenr 10 million and refer re Corar Aritarm. Detmied Sperer jor nationa,
ingurdmer sanerthation will b ineleded ia che Covernsment Aowary's repors on che dragf of the Secial Serurirp

F S anirbu e, F-'!.r--dﬂuq.ljﬁu-."'_?]' Cheder 1959, A3 im previous pears, fipurer in phis rable are o8 @ rerdps baps
exchadiey rrlr'-rmrnh-ruld asd poluntary conmribuionr. Figures rachude NHE Allecanion conirrionr, E-nplﬂr-m'
conrifubions are aet of dedichand o peipeer of sTairory nck pay and siahsery materiy pey.

¥ lmcluding pepuianicn eed smplo pmenl canges,
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With permigsion, Mr Speaker, I should like to make a

statemant.

2. Cabinet agreed the Government's expenditure plans
this morning. I am now able to inform the House of the
public expenditure outturn for this year; the plans for
the next three years; proposals for national insurance
contributions in 1990-91: and the forecast of economic

prospacts for 1920 required by the 1375 Industry Act.

i The main public expenditure figures, together with
the full text of the economic forecast, will Dbe
available from the Vote Dffice as soon as I sit down.
The printed Autumn Statement will be published next

wWednesday .

PUOHLIC EXPENDITURE

4. Mr Speaker, tight control of public expenditure
remainsg a central element of the Government's economic
strategy. Over the past seven years this has led to a
sharp fall in the ratio of public spending, excluding
privatisation proceeds, to national income. This fall

has made it possible to dramatically improve the




Government's finances while still making substantial

reductions in tax rates.

S The ratio of public spending to GDP was nearly

47 per cent in 1982-83. In the current vyear, it is

likely to be 393f4 per cent, gignificantly below the

level expected at the time of the last Auntumn Statement.

6. For the next two years the plans I am announcing
today show ratios of 39 and 3133,."li per cent. These are
unchanged from the ratios published in last year's
Autumn Statement, and permit a cash increase in general
government expenditure in 1990-3%1 of around £5% billion.
By 1992-93 the ratio is expected to fall further to its

lowest level since the mid-=-1960s.

7. For the current year, the outturn of expenditure is
expected to be about EL168 billion, £1 billion higher
than the original planning total. Thie partly reflects
a lower estimate of privatisation proceeds, but its
principal cause is massive overspending by local
authorities on both current and capital account. As the
House knows, new arrangements for the finance and
control of local authority expenditure in England and
Wales are being introduced on 1 April 1990. This year's

ocutturn shows how necessary these new measures are.




Central government espending remains firmly under

control.

B. The plans for the next three years have been set on
the new definition of the planning total which the
Government announced in July last year and which waa

walcomed by the TCSC. This includes central government

support for local authorities, but gxcludes their self-

financed expenditure. The composition of general

government expanditure is unchanged.

9. For 1990-%1, the new planning total has been set at
£179 billion and, in the following two years, at
£192 billion and £203 billion respectively. Within this
the estimates of privatisation proceeds are unchanged,
at E£5 billion a vyear. There are also substantial
Reserves, rising from E3d billion in 1990-91 to

€6 billion and £9 billion in the following two years.

10. The new plans also show continued real growth in

spending on the Government's priorities.

11. Thus, batween this year and next, spending on the
NHS in the UK will rise by E2,400 million. Taking
account of income generation and cost savings, this is

aquivalent to a £2,600 million increase in resources, or




Elfz per cent in real terms. These plans will finance

the improvements in the management of the service that
are outlined in the NHS Review. They provide more than
£200 million extra for hospital building and other
capital expenditure next year. And they will finance a
continuing growth in services for patiente. They are
the clearest posseible evidence of the Government's

practical commitment to improving the care available in

the NHS.

12. There will be substantial increasas also for
investment in transport. Spending on national roads is
planned to double between 1988-8% and 1992-93, Extra
financing of E400 million to €500 million a year is
being made available for the railways and London
Regional Transport, including upgrading the services on
Network South-East and the London Underground, to
relieve congestion and improve safety, and for rail
services for the Channel Tunnel. In total we have added
£1.8 billion to the planned spending on transport in the

next two years.

13. The plans provide an extra £250 million owver the
next two years for a new initiative to tackle
homelessness, to be announced today by my Rt Hon Friend

the Secretary of State for the Environment. And central




government support for the provision of new homes by
housing agsociations will more than double from

£800 million in 1989-90 to E1,700 million in 1992-03,

14. My RHF the Secretary of State for Social Security

has already announced real increases in benefits which

will help llfz million families and lfz million

long-term sick and disabled people.

15. There will be an increase of over £500 million in
the total resources available for higher education in
1990-91 compared with this year. This will provide for
the continuing growth in the number of students, which
has risen by 30 per cent since 1979, and is now at a
record level; and cover the cost of the Government's
proposals on top-up loana. There is provision for more
environmental research, including the new climate change
centre and the doubling of our contribution to the

UN Environmental Programme.

16. About Elll.-’2 billion has bLeen added to planned
capital spending by central government and public
corporations din 1990-91. This represents a real

increase of arcund 10 per cent compared with 1%85-30.




17. The new plans include the money central government
provides to support Jlocal authority spending. The
Government ‘s proposals for Aggregate External Finance in
1990-91 were announced to the House in July. Measures
have also been announced which will ease the tramsition
from rates to community charge. The cost to the
taxpayer of these measures will be nearly £700 million
in 1990-91, with further substantial sums in each of the

following two years.

18. Capital grants and credit approvals will provide
central government support for local authority capital

expenditure under the new arrangements. The new plans

provide support for a sustained programme of school and

college building and modernisation, for local
authorities to contribute to the homelessness package,
for transport projects, as well as capital spending on
othar local services, Iincluding local roads and

environmental improvement.,

19. As in the past, these improvements have been
possible only through a rigorous salection of
priorities; gubstantial gains in value for money; and
a very welcome reduction in the burden of debt interast.
They have been found within an affordable level of total

public spending. Overall public spending excluding




privatisation proceeds is expected to grow on average by

13.,-"‘1 per cent a year in real terms throughout the period

between 1988-89 and 1332-51. This was the rate of
growth projected in last year's Autumn Statement and we
have stuck to it. Over the 1970'e; a decade of high
borrowing and high inflation, as well as high public

spending , it grew by 3 per cent a year.

20. Mr Speaker, the Government‘'s new plans demonstrate
ite continuing commitment to two wital principles.
First, to maintain firm control over total spending.
And second, to Increase efficiency, in order to provide

more resources where they are most needed.

21. I should like to congratulate my Rt Hon Friend the
Chief Secretary for his skilful and successful conduct

of the public spending round.

22, I turn next to national insurance contributions.
As tha Houge knows, we have now implemented the reform
of employee contributions announced by my Rt Hon Friend
the member for Blaby in the Budget. From last month, two
of the three step increases in contributicon rates have

been abolished. This means that employees who get pay




increases taking them Jjust above these steps can no

longer lose more in higher contributions than they gain

in extra pay. And the initial step at earnings of E43 a
week, where people first enter the contribution system,
hae been more than halved. These measures have reduced
contributions by up to £31 a week for nearly 19 million
employees and are of particular help to many employees
on modest incomes; they have also removed some important

dizincentives.

23. The usual autumn review of contributions has been
conducted in the light of advice from the Government
Actuary on the prospective income and expenditure of the
national insurance fund, and taking account of the
gstatement on benefits made in October by my Right Hon.

Friend the Secretary of State for Social Security.

24. Next year, the initial class 1 contribution rate
payable on earnings up to the lower earnings limit will
remain at only 2 per cent. This means that a payment of
only 92p per week will buy entitlement to the basic
pension and other contributory bemefits for those who
earn just enough to pay contributions. On additional
earnings, up to the upper earnings limit, the rate will
remain unchanged at 9 per cent. For employers, the main

rate will also be unchanged at 10.45 per cent.




25. The lower earnings limit will be increased to E46 a
week, in line with the single person's pension, and the
upper sarnings limit will be raised to £350 a week. For
amployers, the upper limitse for the three reduced rate

bands will be increased broadly in line with prices.

ECONOMIC PROSPECT

26. I am also publishing today the economic forecast

required by the 1975 Industry Act.

27. 1t 1is clear beyond any doubt that the economy has
greatly strengthened over the last decade. We have
experienced eight years of strong and sustainead growth

with inflation at moderate levels. This has brought an

increase in employment of about 23f4 million since

March 1983 and a sustained rise in living standards.

28, However it is also clear that in the last
two years, 1987 and 1988, demand, and with it output,
rose at a rate which exceeded expectations and could not
ba gustained. That became apparent in increased
inflationary pressures and the growth of the current

account deficit.




29. These pressures had to be reduced and monetarcy
policy was tightened accordingly. The effects of this

tightening are already apparent in recent retail sales

figures,; and the turnaround in the housing market.

30. The Government's fiscal position is also very

strong. I now expect this year's fiscal surplus to be

about Elzl,-"2 billion, equivalent to Elfz per cent of

GOP. That represents a very tight fiscal stance by any

atandards.

31. Both tax yield and expenditure are higher than
forecast at Budget time. But lower proceeds from
privatisation and the high take up of personal pensions
mean that thea Public Sector Debt HRepayment will be

slightly below the Budget projections.

32. Looking at the wider ecocnomy, as always; &a great
deal depends on the actions of individonals and
companies. So there is bound to be uncertainty about
the speed with which the economy will adjust to the
present tight stance of policy. OCur forecast is that
growth in domestic demand will be a little over Elji per
cent in the current year, a sharp, but inevitable,

slowdown from over 7 per cent recorded in 1988.




33. Non-oil GDP ls expected to grow by 3 per cent this
year. GDP growth as a whole for the current year looks
like turning out at 2 per cent, a little below the
forecast published at Budget time. This results from
lower than expected North Sea oil production, which is
taking longer than expected to recover from the serious

accidents of the last two years.

34. Business investment is likely to increase by
91f4 per cent this year, giving a total of over 40 per
cent in the three years to 1989. This is the largest

ever rise in business investment over a three year

period and 1s Elfz times as fast as the growth of

personal consumption over the same period. This has
inevitably contributed to strong import growth and a
higher current account deficit in the short run.
Notwithstanding this unwelcome effect, the resulting
increase in productive capacity will help to sustain the
growth of output and in due course bring the deficit

down .

35. Looking ahead to 1990, our tight £fiscal and
monetary policy will have an increasing impact both on
housahold spending and on company spending, which

typically reacts later than the personal sector.




Investment should continue to grow, but 1t will do so

more slowly.

36. The slowdown in the economy means that GDP is

forecast to increase by only 11f4 per caent in 1980.

Thie will bring the average growth in the four years to

19590 to 3 per cent a year.

37. As domestic demand =slows, import growth should
moderate. At the same time, the strong rise in exports,;
which has been one of the most welcoma developments in
1989 is forecast to continue. Non=-0il visilble exports
are expected to rise by over 11 per cent this year, the
highest rate since 1973, and we expect a further
substantial increase next year. As a result, we now
forecast that the current account deficit will fall from
some £20 billion in the current year to about

£15 billion in 1990.

i@. We will alsc see a further reduction in inflation.
The headline measura of retail price inflation has
already peaked at over 8 per cent in May and June this
year, and has since come down a little. Following the
recent rise in mortgage rates, it will remain high for

gome montha. But our foracast is for it to fall to







53j4 par cent by the fourth oquarter of 1990. And I

expect to see it fall still further after that.

39. Mr Speaker, our main priority must be to bring
inflation decisively down, and keep it down. To achieve
this, the aconomy must slow down for a while. This does
mean that 1990 may not be an easy year. But the economy
enters the 1990s in incomparably better shape than it
entered the 1980s. The supply side reforms of the last
decade have left business and industry better able to
handle both the short-term difficulties before us and
the longer-term opportunities to come. I have no doubt
that we must stick to the policies that have turned the
British economy around. And that we are determined to

do.
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331 pm

The Chancellor of the Exclequer (Mr. John Major):
With PErmEssion M. Spanker, | should ke to moke &
slaleEmenl.

Cubinet sgreed the Governmeni's expenditure plans
this morming. | em now able (o inform the House of the
public expenditure outturn For this year; the plans for the
nexi thres years; proposals for natonsl ASOFAICE
contrbuations in 19%0-%1; and the lorecsst of sconomic
prospecls Tor 1990 required by the lodustry Act 19735

e main public expenditiune fgures, [ogether with the
full text of the sconomic ferecast, will be available from
the Yole Ofice ax soon ax 1 @ dowi, The |'|ri||1.-a|.1 Al uin
Statement will be published nexi Wednesday.

Tight control of public axpenditure remain: & central
elemant of the Government's economic strategy. | the
past seven vears this has led 1o a sharp fall in the ratio ol
public spending, excluding privatization proceeds. 10
national inecme, This fisll has made i podsible 1o oiprove
dranmtically the Government's finances while still meking
subatantial reductions in tnx rades. The ratie of pobli
spending o gross domestic product was nearly 47 per cent.
in 19%2-83 In the curreni fear, it is Hkely 1o be 383 per
cent,, mpmificantly below the level expected at the time of
e last Avtumn Staement. For the next (wo yesrs the
plans 1 mm anmouncing today show ratios of 39 and 38§ per
cent. Those are unchaaged from the mtics publshed in
last venr's Astumn Statement, and permit a cach increase
in paneral Governmend expenditure m 1990-%1 of around
L5} hillion. By 1992-93 the rotio is gxpecied to fall further
1o its fowest level gince the mid- F900s

For the currest year, the outturn of exponditure is
expected o be about £168 billion—£1 billion higher than
the onginal planning total. This partly refiects a lower Tevel
of privatisation proceeds, but 115 princpil cause B massive
overspensing by local authorities on, both current and
capitul account. As the House kncws, new orrEngements
for the finance snd control of bocal authenty expendilure
in Englardd and Wales are being miroduced on 1 Aprnil
195, This veidr's outturn shows how necessary those new
measures are. Ceofral Government spending  remams
firmly umder control,

The plans for the next three years have boon set on the
new dhefinition of the plinning toizl which the Governonent
announced] in Jul:,' lazll year aml which was weleomed h'_'.'
the Tn:.axur:,- iand Civil Service Seleet Comemiites, This
includes central Government support lor lecal authonies,
but exchudes their sell-fnanced expenditure: The compos-
tgon of generzl Government  expenditure  remging
unchanged

For 1900-9] , the new planning total has been set at E179
billon and, tn the l'|,|||f‘".\.'|:|:; Two Yedrs, at £192 billion and
LMIE halleon rrtpm:livq!]r. Whthin that, the estimates of
privatisution procesds are unchanged, i E5 billion a vear.
There ire also substantial reserves, rising Trom £3 hillion in
[SEEST bo £6 billion aod £9 billion in the following two
years,

The new plans also show contineed real groeah in
spending on the Government's priorities, Thus, between
this' year and pext, spending on (he Motionsl Henlth
Service in the United Kingdom will nse by £2,400 malhion,
Taking account of income generstion and oosf savings,
that & equivalent to a £2,600 milion increass in resoorces,
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or 514 per cent. in real ferms. These pbins will Anance the
improvemnents in the mansgement of the service outlined
in the Notomal Hexlth Serviee review. They provide miorne
than £510 million extro for hospital budlding and othes
capital expenditure next year; wsnd they will finance
coatinuwing growth in services for patients. They are the
clearest possible evidemcs of the Government’s practical
comimibinent 1o improving the care avinloble 1n the
Mational Health Service.

There will be substantial increases alse for mvestmeni
in transport Spending on national roads is plansted 1o
double between 1983-89 and 1992-91. Extra financiog of
£400 million (o £500 million n yewr s bEng made availabie
for the railways aod London Reponal  Transport,
including upgrading the services om MNetwork SouthEast
and the London Underground, o relieve congeition and
improve safety, and for ral servicss for the Channel
tunnzl. In total we have zdded £F-8 billion b the planned
spending on transport in the next twin years,

The plans provide an extra £250 million over the nexi
two vears for A new inifntive to teckle homelessnizss, tohe
annoonced today by my right hon, Friend the Secretury of
State for the Enviconment, Cenical Chovermment suppon
for the provision of new homes by housing associztions
will more than double from £800 millian in (98090 w
EL 700 million in 1592-23

My right kon. Fricnd the Secretary of State for Social
Security has alresdy announced real increases in benefirs
which will help 1% million [amilkes and Y2 million
long-tarm sick and disabled people

There will be a further neremse of aver S350 million in
the tovial rescurces available for higher education in
19991 compirred with this year. It will provide For the
continuing grewih in the aumber of stodents, which has
risen by 30 percent, since 1979, and is now at n record level
angl it will cover the cost of the Government's proposals on
top-up benns. There is provision for more environmentil
research, incheling the new chimaic change cenlre wod the
doubling of - our. contribution t2 the Upited Mutions
cnvironmental programme,

About £1 billion has been added o, planned capimnl
sperding by central Government andd public corporations
in 1990-91. That represenis a real increase of dround 10 per
eenl compared with 98250

M. Erle 5. Heffer { Liverpoal, Wilton): On g point of
order, Mr, Speaker, | have been o Member for a leog time,
but | wish to know whether 1 am allowed to-ask the
Chancellor of the Exchequer a question. He i making o
long statement, Am | allowsd to nsk o question and, il not,
when can I ask him o gqueshon?

Mr. Speaker; Order. Sarely, the hon, Member does nad
need bo pose that goeestion, 10 1'eall him loter, he can ask
the Chancellor a i||.||'_wli-::l|:| thit.

Mr. Major: The new plans include the monesy oentral
Crovernment provide to support losal authority spending,
The Government's proposals for aggrepaie external
finance in 19991 were anrounced to the House i July
Messures have also besn annevmced which wall eass the
transition from rates tocommunity charge. The cost 1o the
tanpayer of thess messores will be nearly £700 miklion in
1990-91, with further substantal sams in each of the
following iwo years,




a53 {hrat Amswers

Mr. Hayward: Does my right hon. and learsed Friend
find it amaxing that Opposition Members stand up and
pleswd om behall of fictories in their constituencics, when
the Labour party has voted for o reduction in defence
expenditure of 25 much as one third which would put at
risk 7000 jobs in Scotland nloneT

Mr. Rilkind: Those who work in defience industries in
Seothand, or inthe United Kmpdom as o whole, bave mever
been in any doubt about the disasirous imphcsbons. for
thair employmeat of the Lobour parly coming to office
with its ald palicies. it new policies or any Dutere shred of
policy i1 may care to put before them

Local Governmeni Finance

12, Mr. Douglas: To agk the Secretary of Stale Lor
Loolliond 1 he will make a statement on the Conseq uences
for local muthority manpower and expenditure of the
recently pnoounced changes in poll fax payments and
exemplions

Lord James Duopgles-Hamilton: The manpower and
expenditung  consequences of all bul one of the
wnendments o the communtty change legislation incloded
in the Local Government and Housing Bill are expected 1o
be minor. The one exceplion is (e fransitional relief
acheme, The Government have already umberiaken ©
reimburse rensonable pdminisdrotnee costs incurred by
local suthorites

Mr. Donglas: Dhoes the Minister have the figured which
winld show the mussive increase in (5 coat of collecting
the poll tax, compared with the rating sysiem, and the
massive nerease i personnel involved? Will he take tme
1o read yesterday's excellent editorial in The Seolsmor,
which said that po matier what the Government Ley 1o do
with the mx, it is becoming o shambles wnd pught (o be
completely removed from the statute book?

Lord James Douglas-Humdleoan: O course the collcnon
of the commmunity charge will be mone exponsve because it
applics 1o more people. Before the hon. Member criticses
that form of taxation be should remember what his own
environment spokesman hsd foocay. Fe gaad:

“The bwe fui ided hid o great deal of merit o when i wos

upproved by the Hoeme Policy Commistee | togk o lead in
eapressing consarn akom the difficulty of seiling two wxes™,

The hoo. Member shoobd also make representations Lo his
own Fronl Bench.

Sir Micholas Fairbmirn: Does my hone Foand think that
if the hon. Member for Dunfermbing, West (Mr. Doughas)
is warripd abowt an incresse moexpenditure on the
collection of (he tax falling on those who have to pay it. be
shoukd obey the faw and pay his own?

Lard Jomes Doaglas-Hamilton: Yes, | would say o my
hon. snd learned Friend that those wha refise to pay
community charpe when they are well dble 1w do 306 are
sponging of the rest of the commumty

Mle, Maxton: Ts e Minister yet ahbe to tell us whar the
recaleulated allocation to Ginsgow distnet council will be?
Does it not illustrate the obscunty of the pall tax system
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15 NOVEMBER 1950

vl Arswiees jf-'
that on | Apnl there will be & massive increase i the pofl
tax for my deprived condlatuency in Castlemilk, white the
wenlthy citizens of Eastwood, Bearsden and Milngave
meay have-a oat in their pell tax? 1s it not guite abswrd, n
the veur when Glasgow i the city of culture, représEnling
the United Eingdom throughout the world, that the
Sevretary of Stite s culting the smount of money which be
will give i

Lord James Douglas-Humilton: | am glad 1o sav that
thisis baing soried ool s @ muticr of urgency. The revised
distribution proposals will be isseed 1o COSLA and 1o
Local authorities within the next few days. | must make it
clear that the figures issusd in the statement earlier this
week were provisional ond thut the grant 18 not payable
untll met Apnl. Therefore, things will be somed o
gueickly.

ALY

11, Sir Russell Johmston: To ask the Seoretary of Stata
for Scotlund whist improvements he proposes for the A%
betwesn Perth and [nversess

Lord James Donglas-Hamilton: The A% has been fully
recamstpucted between Perth and Toverness 10 the great
henedlt of the sconomy of Inverness and the surrounding
areas. | hope o make g stafement on an agreed package af
furiker improvements in the near Milun

Sir Russcll Johnston: [s the Minister aware that the
recent spate of aocidents on the A% has caused a great denl

of concem? Part of the cnuse ol those accidents must be the
road's design—alternnte dual and single carrageway, long
gdow curves whers overluking is difficall and many
erossing points, | lsok forward to heaning the siatoment
that the Minister has proonised us,

Lard James Douglns-Humdlton: We have consulied the
o, Gentleman's chiel constahle and b regonal council
and we shall introduce & pockige of wccident remedial
measures that could mvolve signposting. markings on the
ropd and improving its surface in varions parts. In the past
few weeks | hove travelled up and down the A9 to his
cosstituency and, overall, i1 is an exiremely good foacd.
Centain parts of it, however, need wrgent atlention and
that will be put in hand.

130 pm

Mr. Speaker: | have o short statement 1o make about
the cperation of the 4 o'cleck shuffe, which determanes the
order of oral questions doe for answer 1we weeks ahend.

With effect from the start of next Session the shuffie will
be done by compuier, instend of manually os at presenl,
[Ho, Muosasers: “Hear, hear.”] Order. 1 have imspected
the new systern ond | am fafly sstisfied that it i more
efficient than the presenl srrangements, nod, more
importantly, equally fair.

If any hon. Member wishes o g2 the new system in
operation, the Table Oifice will be glad to armnge this,




PFRIME MINISTER
CABINET: PUBLIC EXPENDITURE

You briefly discussed the handling of the Cablnet discussion on
public expenditure with the Chancellor this afterncon.

The Chief Secretary's Cabinet paper is at Flag A. And a Cabinet
office handling brief is at Flag B. The latter covers all the
main points, including the proposed form of words that Bernard
should use following the meeting.

The cne point not covered is the order in which Cabinet members
might speak. You will want to adopt your usual approach of
interleaving speakers. You may find it helpful to have to hand
the lists belew: I've put likely strong supporters in the left
hand column. You will want to start and end with some speakers
from this list; and to bring in those from the other two lists in
the middle of the discussion.

Trade and Industry Health JSE]EE

Defance Scotland vChancellor of the Duchy
“Education Foreign Secretary
./ Transport Social Security

Horthern Ireland Envircnment

Lord Chancellor .~ Lord Privy Seal

Agriculture Lord President

Home Sacretary

Energy
ufimplaymant

Qith

PAUL GRAY
14 NHovember 1989




Ref. AOB9/2976

PRIME MINISTER

CABINET: 158% PUBLIC EXPENDITUERE SURVEY
Paper by the Chief Secretary: C(89)13

CONCLUSIONS

The Chief Secretary's paper lists in paragraph 13 the points
on which he invites the agreement of Cabinet. The main point is
that he seeks Cabinet endorsement of the settlements which he has

reached on individual public expenditure pranaﬁﬁes. ¥You will
want the Cabinet to accept his proposals.

2. The Chancellor of the Exchequer will in discussion

— | —
forward his proposals for the levels of reserves, and hence

planning totals, over the Survey peried. You will want
Cabinet to accept thé_;h%ﬂéﬂllﬂrlﬁ;ﬂxﬂﬂﬂiﬂlﬁ_iEE-

3 The Chancellor of the Excheguer will alsc set out his
assessment of the prospects for the economy, including the
Industry Act forecasts, as it will appear in the Autumn
Statement. There is no nesd to record a Cabinet decision about
this.

4. You will wish at the end of the discussion to read ogut the

copmunigque to be given to the press after the meeting, announcing
that the Chancellor will make his Autumn Statement later that
day. The contents of the Autumn Statement should be kept strietly

confidential until then.
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The Chief Secretary's paper

- 18 You will want to start by asking the Chief Secretary to
introduce his paper. It gives details of the settlements on

individual programmes; the conseguent total additions te
programmes; the Survey outcome on capital spending and running
costs; and the estimated outturn in 1989-90.

The Chancellor's Statement

B. You may then wish to ask the Chancellor to speak. Ha will
propose that reserves and planning totals should be fixed a=
shown in Table I attached. The important point here ls how far

the Government has met its main objective of maintaining the
downward trend in general Government expenditure as a proportion
of GDP. Table I shows that this will rise from the unexpectedly
low level of 38 3/4% in 1989-90 to 39% in 1990-51, but will then
decline in the two following years to 38 3/4% and 3BAR.

0 3 The Chancellor will also anncunce his intention, subject to
cabinet agreement, to make his Autumn tatement in the
afternocon. He will describe briefly the prospects for the
economy to be shown by the forecasts in the Statement. The main
elements of these are:

GDP growth at 2% in 1989, and 14%% 1in 1990;

b. current account deficit at £20 billion in 1989 and £15
billion in 1990; |

c. RPI inflation at 74%% in the last guarter of this year,
and 5 3/4% in laat quarter of 1990.

Subsequent discussion

B. After the Chief Secretary and Chancellor have spoken, Yyou
might invite other Ministers to speak. The Lord Fresident of the
Council will have an interest as Chairman of Star Chamber,
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although it was not in the event asked teo adjudicate on any
programme. You could then provide an opportunity for
Departmental Ministers who wished to say a few words about the
settlements they have reached on their own programmes. You may
wish to ensure that any decisiens which may cause a row (eg on
Social Security) are brought to the attention of the Cabinet and

their justification explained. But you will wish to emphasise

that there can be no reopening of these settlements, and to
discourage comments by Ministers on programmes other than their
oWn. You may find it helpful to have the supplementary notes,
provided by the Treasury, which are annexed to this brief,
covering both the Survey outcome and economic prospects.

Presentation and next steps
9, You may wish to propose that the No 10 Press Office should
issue a statement along the following lines:

"Cabinet today successfully concluded its work on the 1589
Public Expenditure Survey. The Chancellor proposes to make
his Autumn Statement to the House this afternoon, setting
out the outcome of the Survey and the prospects for the
economy . The full printed wversion of the Autumn Statement
will be published ﬂn_ggg;?ny z?ﬂﬂiﬂgybgf"i

| o g A=

You may also wish tukémghﬂaise:
i gonfidentiality. Until the Chancellor has completed his
statement in the House its contents must remain strictly

confidential.

ii. presentation. It is important that there should be a

consistent and positive presentation by Departments of the
decisions affecting their own programmes, with full
consultation where necessary.

HANDLING
11. You will wish to ask tha Chief Secretary, Treasury to speak
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Eirst on C(8%2)13 and then the Chancellor of the Exchedquer on the

regervas and plunning totals, and prospects for the aconomy. The

Lord President of the Council has an interest as Chalrman of the

Star Chamber. You could give any Cabinet Minister who wishes to

Epeak an uppmrtunity to do s4.
|
2R.B.

ROBIN BUTLER

14 Hovenmber 1989

SECRET
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@ TABLE I : SURVEY OUTCOME $

1989-90 1990-91 1991-92 1992-83
Qutcome on programmes 165.9 181.0 191.3

Rasarvas (1.3] 3 6
Privatisation proceeds =5 -5

New Planning Total 179.0 192.3

2 12.0 12.0
3 15.5 14.0
1 4.5 4.0
r; 5 5

Add LA self-financed spending 3
Add CG debt interest . 7
Add other adjustments 4
Add back Privatisation proceeds 4

egquals GGE (excl priv proceads)200.5

GGE (excl priv proceeds)

% change in real terms ' 2.3 1.9
as % GDP 39 8%
1988 AS 39 gk

' For 1989-90, plans are being monitored on gold definition of
planning total [outcome is £168.2 billion, compared with plan
€167.1 billion].

Mogte For Survey period, there was an unpublished baseline for the
new planning total, and local authority components. Only new levels
for these will be published.

TABLE II 3 PUBLIC EXPENDITURE TRENDS

Real GGE (excl priv proceeds)
annual average % change

1968-78 to 1978-73 3
1978-79 to 1988-83 1%
1988-89 to 1992-93 1%

EﬂLiﬂ4ﬂI_EﬁI,iEIﬂalIiIuEIﬂﬂﬂﬂﬂﬂl_hﬂ_ﬁDE
per cent

1965-66 3Tk
1375=76 48% (post-war peak)

1378-79 435
1982-83 46% (peak under this Government)

1988-89 39

SECRET
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ETRATEGY AND MAIN ISSUES

overall objective of ecopomic policy te create conditioms for
sustained economic growth through:-

firm financial policies designed te bear dewn cm inflarion.

supply-side policles to improve econcmic performance through
creating an eavironment which  encourages and rewards
enterprise and initiative,.

ELLY Main pelorpity is progressively to reduce inflation amd bring
sconomy back to a path of steady growth,

f1ii) Using all practical levers to this end Monetary policy is key
lever against Ainflacion, and will be kept as tight as necessary. It is
supported by fiscal policy vhich is and will remain very tight.

{iv) No_change in monetary pollicy Essential lnstrument is interest
cates, which will be kept as high ms necessary for as long as necessary in
order to reduce inflation, with decisions guided by a range of monetary
fndicators including growth of MO in relation to CArget Tange, and exchange

cate.

2 {w) Firm exchange rate 1s needed to defeat inflation, since a fall in
/ extchange rate directly raises prices and reduces the discipline on UR

L

industry. GSomeé movement in exchange rate bound to happen, but GCoverament
does not jntend to allow depreciation to undermine fight against inflation.

(wi) Fiseal policy Set at Budget time, Fiscal stance is wery tight,
and will remain tight.

(wii) Figcal prospecks Now F[orecasting PSDR for 1989-90 of £12.6
billion - £1.2 billion Jlower than in FSER forecast. WVould be slightly
smaller surplus than in IPE5.a09, bur srill second largest on recerd.
Excluding privatisation procesds, projecced Fucplus in 1989-%0
(£8.3 billien) larger than in 1%28-3% (E£7.3 billlon} and largest on record,

[wiii) Public Expenditure Policy unchanged. Plans maintain downward
rrend over time in ratio of public spending to GDF while value Zor money is

constantly improved.

{4x) Public_Expend

Ceneral government expenditure (GGE), pxcluding privacisation
proceeds, expected to be 38% per cent of 80F in 19B9-903 -
lower than 39k per cent previously Corecast. Down Erom
46% per cent in 1982=-83.

Some increase in GGE/GDP ratio expected in 1390-91, Erpom
unexpectedly low figure this year. But downward trend in
ratio expected to continue over time.
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GGE/GDP ratio for 1990-91 (33 per cent) and 1991-92
{38% per cent), as in 1988 Autu=n Statement.

By 1992-93, GCE/GDP ratie should decline =o 38% per cent,
lowest level since 1963-46.

hverage pgrovth rate n GGE in real terms 1% per cent from
1988-89 to 1992-03, game 2 AvVerage Erowth TATe from 1988-89
ko 1991-92 in 1988 Autumn Statement.

Outturn in 1989-90 is £1.1 billion over plan, (cld definiticn
of planning tetal) but more than accounted fer by lccal
authorities (£2% billion), and privatisation proceeds
(£% billiom}.

Spending in Priority ATE8s

cybstantial real growth in spending in priority PpIORTaEmes
over past five years mads possible by declining requirezents
elsevhere, greater efficiency end falling debt Interest

burden.

New plans show further real growtk in spending on priority
programmes. Extra money for NHS, roads, rail, homelessness,
disabled, higheér educationm.

Industry Act Forecast

Demand pgroving at unsustainably high rate through 1987 and
1988, Following poliecy tightening, has slowed In 158%.
Forecast to slov further in 1990.

GDP growth projected te fall from 44 per cemt in 1988 to
2 per cent in 1989. Forecast to slov further to lk per cent

In 16960,

curcent account deficit nov forecast at E£20 Billion for 198%9.
preductlon te £1%5 billion forecast for 1990, as demand slows.

BRPI inflacion peaked im May a2t 6.3 per cent. Forecast at
74 per cent in 1989%0Q4. Reduction to 5% per cemt forecast for
1990Q4, as inflationary pressures ease.
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(xii) Autumn Statement and MTFS

Honey GDP path in Autumn Statesent 15 higher thaan in 1989 MTFS, Raflects
higher GDP deflarors.

Percentage Erowth on previous financial year
1988=89 1989-30 1980-91 1991-92 1992.93

Mopey GOP*
FSER 11 % B 2 LY
Antumn Statement 10% A% T Gl sk

(*pAutumn Statement figures for money GOP in 1989-90 are reduced by about
% per cent by incroduction of community charge in Scotland. Thus oversabot
on HTES for 1989-90 is actually larger than ghown here.)

{(xiil) Mationsl Insursnce Contriburions
no changeé in main Class 1 concribution rates.

lower earnings limit (LEL) &nd upper earnings limit (UEL)
toth raised, consistent with statutory link set between LEL,
UEL and basic pension.

Defensive

Honetary and Fiscal Policy

{ L4 1f inflatiom so important, why was it allowed to rise in first
. place? Re-emergence of inflationary pressures the reselt of two years of
{ exceptional growth in demsnd on scale which no-one expected. FPressores
! evident both in rising domestic prices and in deterioration of current
account. Rise in inflation over past two years a vorldwide phencmenon - not

just in UK.

{11} Rise in inflatiom result of lax monstary policy? With benefir of
hindsight, accept that policy too loose at end 1987 and beginning of 1988.
' Represented suthorities responze to stock market crash, when policy relaxed
’ _ hoth im UE asd abroad - in order to avoid threat of major cellapse of
" confidence. On balance of risks as then appeared, was Tright te relax

| policy.

(iil) 1f poliey is Fiem exchange rate, why has it been allowed to_go
down? Bound to be some movement in exchange rates, but £ still sround same
level as it was in 1987 and above level of Cthree years dgo [average rate in
1987; 90.1 ERT, DM 2.94, $1.64. BRate in 198604 - low podint, and thres
years ago - 85.1 ERI, DN 2.8F, &Bl.43]. Tight budgetary and monetary
policies designed to keep exchange rate firm.

{iv) Should join ERM to stabilise exchange rate! Joining ERMN not a
nanacea. Would still nmed to use interest rates to control inflatiom.
Government has made it clear that will join ERM as part of Stage one of
Delors prescription For EMU, vhich haz been agreed.

(wl Interest rakas not enough - need sore policy ipstruments?
GCovernment is using all pracetical levers at its dispesal to bear dovn on
inflation. One of these is fiscal policy. Figscal stance is tight, and will

- AL.3 -
wpu.
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repain tight. Credit controls would be ineffective in today's sophisticated
financlal markets and unfair.

B Should anpounce now that there will be no tax guts in next Budget?
Decisions on taxation are always announced in annual Budger; no reason EO
depart from this practice. Figcal stance is mr present very tight; PSDR of

2% per cent of GDP forecast for 1589-90.

twil) Mini-Budget needed for take strain off interest rates? Fiscal
stance vwvery tight. [Ko case for emergency peasures.] Fiscal stance for
1990-91 will be set in 1990 Budget, in usual way.

(viif) Honey GDE groveh overshooting MWTFS again? Government  has
demonstrated villingness to set interest rates at whatever levels required
v defeat inflation. BRaising of interest rates is MTFS 4in actico. But
demand earlier ln 1989 still stronger than amyone expected. Scme overrun ln

money GDF inevitable.

Public expenditure

{ix) Ratlo of General Government Expenditure (excludipng privatlsscion

progeeds) to  GOE rige in 1990-91 - now abandoned policy of reducing
public spending as proportion of national income? Plans provide for ratios
for 1290-91 and 1991-92 unchanged from 1988 Autumn statement. All that has
changed is unexpectedly low projected outcome for 1983-80. Ratio for

1992-93 below 1989-30, and lowest since LO965=66.

[x) Large additions to spending pl show_previous plans wishful
thipkiag? Government has held to sane GGE/GDPF ratios in last year's
Autumn Statement, and is maineaining dovnward trend in ratio over time.
Average real growth in spending af 1% per cent per annum from 1588-89 to
1992-93 is same as eavisaged for 10BE-89 to 1991-982 in 1588 Autumn

Stareamentc.

{xi) Growth of new planning total 1989-90 to 1990-91 (54 per cent])
shows__spending out of contral? Largely reflects introduction of mev systenm
of lg;!;_agggruxngj_finnnng in 1990-91. Huge swing from LA spending putside
new planning total im 1989-80 te ¢ gupport for LAs, which is within it.
(4% per cent real increase in lattsr). Central Government's own spending
shows real growth of 3% per cent, reflecting gubstantial real Increases in
priority programmeés. A ardable within even lowsr growth in GGE, because of

declining debt interest.

————e—

(xii) much added to public expenditure? Projected level of GGE in
1990-91 £5% billion higher than in 1588 Autumn Statement. Comparisons with
planning totals in previous plans not poesible because of change in
definition. Previous plans did not include forward f£igures for some key
elements in new planning total such as grants £oO local authorities.

(xiii) Overspend in 1988-90 shows public axpenditure out of contrall
Central government expenditure well under control. Excess of £1.1 billion
more than accounted for by Local aothoricies (E2% billiom, of which
£1.6 billion capital). BReform of local government finance should put chat
right for {uture. GGE ratio in 1089-00 actually % per cenc lower than
projected in 1988 Autumn Statement.

- Al.& =
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Industry Act Forecast

(xdw) Economic_outlook worst for many years? Inflation coming down.
autlook is necessary preliminary to resumption of steady, sustainable
growth. Rate of expansion in 1987 and 1988 unsustalnable; noev need pause
for breath. Looked at over a run of years, [orecast represents satisfactory
modius term growth performance. in line with earlier HTFS assumptions
[eg 1087 MTFS envisaged 104 per cent growth over four years to 1980; if
forecast right, outcome will be 12§ per ceat growth].

(xv} Deterioration in outlook since Budget? Domestic demand and
inflaticnary pressures proved stronger Gthan expected at Budget time.
Required further policy tightening; thus prospect is for more prooounced
slowdown in output growth, Reflection of Government's determination not to

accommodate inflationary pressures.

{xvi} Governnent Not expecting
output te £all., Forecast for 1990 is for year of slow rowth. WVherther or
not output actuslly falle not something which Govern n itself comtrol.
Depends oa  private eector bahaviour, especially in labour market.
Government's supply side reforms have greatly isproved flexibility and
dynamism of econmomy; should ease adjustment process. : -

{xvil) still under estimating buoyancy of doaestic demend /inflation/
guccent account? Forecasts wishful thinking? Forecasts esre ceéntral. But
substantisl uncercaincies around forecasts - have slvays emphasised margins
of error. W¥ill be errors - but vrong to assume that will pecessarily be in
game dirsctiom &3 in recent past. Just as onderestimared speed of upturn,
by no means impossible that mnight undecestinate speed of downturm Too.
Torecasts certainly not over-optimistic when compared with thoee of other

Forecasters. [For details of putgide forecasts, ges Bl, Anmex. Table 3.}

(gwiii) Ligrle evidence that domestic demand slowing down? Clear evidence
that consumer spending has slowved down; retail sales virtually flat Housing
sacket has cooled off markedly. Company spending takes longer to respond to
policy tightening, but uamigtakeable evidence of slowdown in TeCent

intentions surveys (eg CBI quarterly trends survey).

{xix) figh interest rates for a year now, but no real DIOgIess in
reducing inflation? Inflatiomary pressures will take rime to subside.
Clears signs that policy is working. Demand growth has fallem off.
Underlying inflation has stabilised.

{xx} Gurrent account deficit serious problem? Deficlt certainly sign
that sccnomy has been overheating. Policies tightened sharply to deal with
it; clearly being successful in reducing demand pressures. MNot like GOs and
708 current account deficits which were counterpart of large public secter
deficits. Rather result of private sector moving into deficit - vhich is
unprecedented since early 1950e. Unlikely that private sector will stay in
deficit for any length of ctime, though timing of return to surplus very
gncertain. Witk Firm policies in place, and plemtiful investment
opportunitiea in UK, Efinancing of deficit should not be major cause for

concern.

raduction between 193% and 1990 equivalent to just over 1 per cent of GDP.

{xxi) Is forecast of current account over-optmistic? Forecasting

= AL.5 =




SECRET
watil 15 Wovember 1589
then UNCLASSIFIED

Have had year-to-year improvements larger than this cn number of poccasiong
in past; eg 1968-9 (1.6 per ceat), 1974~5 (2.4 per ceat)., [NB early 1980s
not geod example becsuse of o1l butld-up. ]

{xxii) Current account deficit a structural problems? FReflects run-dewn
of manufacturing industry? Rise 2n manufacturing trade deficit reflects
yery strong grovth inm domestic demand, which sucked in I1mports. But only
one gquarter of manufactured importe are consumer goods; three quarters are
for production and investment. Thus large part of deficit reflection of
strengch and confidence of UK panufacturing industry, which has seen very
rapid rise in investsment over past tvwo years. ¥ill help to reduce deficit

in future, as naw capacity comes On SLTE&EM.

(xxiii) Forecast shows no fall in underlying inflat.op OVEr DXL year?
Forecast fall inm RPI merely reflects mortgage rate effecrs? Forecast does
show some reduction in inflationary pressures over next year. Thoge prices
vhich are 'macket-determined' are expected EO moderate. Producer output
prices forecast to be rising by only & per cemt by 1990 Q4, as compared with
s4 per cent in 1988 Q4. Inflation rate for ‘other' retail prices [ie retail
prices other than food, nationalised industries, housing] forecast to fall
to 4k per ceat in 1990 Q4 as compared with 5 per cent in 1939 Q4. Food
price inflation alse expected to moderate from current high rate.
{Inflation rate for all items REL higher because of forecast increases In
those categories whece prices are largely administered - housing and

natiocnalised industry prices.]

(xxiv} Vhy is Government pushing up public  sector administered prices
[Hationalised Industry prices; housing - through rents, community chargel,

when policy objective to ger_ianflation down? HNatlcmalised Industry prices
riges reflect need to finance substantial investment programnes. Hot right
that all of burden should full on taxpayer, when it is industries’ CusStOmMEDSE
who will bepnefit. Community charge a matter Zor local authorities, not

cencral government.

{xxv) What does forecast aggume about WOCLEsge rates community chacge?
Mot our practice to give more detailed forecascs than shown.

{xxwi) Unemployment _ to  rise? Not practice of this or previous
Governments to give forecast for unemployment. ¥ith slow-down in output
growth, fall in unemployment could level off in coming months.

Contact point: Allen Ritchie (EB) 270 45489
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LONDON SWIA 2AA
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Fromm e Priviate Seceoiary

13 November 1989

CHIEF SECRETARY'S CABINET PAFER
ON PUBLIC EXPENDITURE

Thank you for sending me a copy of the
draft of the Chief Secretary's paper 1or
cabinet next Wednesday. The Prime Minister
has seen this; she is content with it and
for it to be circulated to Cabinet on
Tuesday.

I am copying this letter to Sir Robin
Butler (Cabinet Office).

{PAUL GRAY)

Miss Carys Evans,
chief Secretary's Office.

CONFIDENTIAL
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CABINET

1989 PUBLIC EXPENDITURE SURVEY

Eemorandum by the Chief Secretary, Treasury
This paper reports the outcome of my bilateral discussions with
colleagues, which have been conducted, within the remit agreed by
Cabinet in July, on the basis of the new definition of the planning

total.
The Cabinet Remit

2. Cabinet agreed that the top priority was to defeat inflation, and

that the objectives for the Survey should be: =

to maintain the downward trend in general government
expenditure {excluding privatisation proceeds) as a

proportion of GDP;

to stick as close as possible to existing plana.

Progress in Bilaterals

3. At the start of the bilaterals, thea bids totalled some
€13 billion for 19%0-91, rising to £17 billion and E£E23 billion for the
later two years. Within these totals, we were already committed to
increases in 1990-91 of over £4 billion.

4. The table at Annex A records the settlements I have reached with
colleagues. Annex B provides a brief description of each settlement.
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’ In summary, the settlements imply the following additions
baseline:

e ——

E bhillion
1990-91 1991=-92 1992=93

Survey additions 5.7
aggregate External finance for
local authorities (GB) (excluding 1.1
ILEA and low rateable value grants) —

Transitional grants to local 0.7
authorities

Total additions to programmes

Large as these increases are, they reflect a substantial scaling
down of the bids, and some difficult decisions by a number of
colleagues for which I am grateful. As a result we are in a
position to achieve a satisfactory outcome, consistent with the

remit we set in July.

6. We have still been able to find money to meet the cost of the
NHS review proposals over and above ﬁruvisinn for service growth,
and to provide for substantial increases in road and rail
investment. Other important initiatives which we have been able to
fund include a package to alleviate homelessness, the introduction
of student loans, new measuras to help d{pthed_paapla, a schemea
of transitional relief for ““““““iff charge payers, and extra
police manpower. There is also pruvinian for some less expensive,
but politically attractive measures, such as a know-how fund for
Poland, extra money for environmental research and protection,
publicity for the recruitment of teachers, more spending on the
arts, and accelerated introduction of improved training for

NUuTaaEs .
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r The new plans include extra provision for capital investment
by central government amounting to some 1 billion a year. This
includes increases for roads, hospitals, education and science and
housing. There are also additions of &4 billion in 1990-91,
rieing to £% billion in the later years, for those industries
rﬂmaining in the public sector throughout the peried. The total
additien for anvestmﬂnt in tranapﬂrt {by both central government
and nationalised industries) comes to around £2 billion over the
three years. The new plans also include provision for substantial
support for local authority capital spending on schools, local

transport schemes, and housing renovation.

Running costs and manpower

8. Running costs settlements imply incraasad spending on the
Civil Service of 9% el cent in cash (4.3 per cent in real terms)
Between this year and next. Though markedly lower than the bids,
this is a hlqhar p&r:entuga increase than in recent yeara, because
rising provision " for pﬂr and new initiatives is not fully offset
by efficiency improveménts. The cash increases for 1991-92 and
1992-55 are 5 per cent and 4% per cent.

9. Most  departments have  reached three-year settlements
including planned efficiency qainn averaging 2 per cent a Yyear,
with higher figures for most Larqe executive departments. I look
to colleagues to ensure that their departments® efficiency targets
are carefully monitored and wherever possible exceeded. In future
Surveys, we shall need to examine the outcome.

10, Civil Service manpower will remain well below 600,000.

1989-90 Outturn

11, The planning total for 1989-50 was set, on the old
definition, at §£167.1 billion. This included a Reserve of
£3.5 billion. The estimated outturn is now E168.2 billion.
Expected claims on the Reserve total some £4.6 billion; within
this, additional au;anﬂiture bf local authorities locks likely to
account for some €2% billion, lower privntisntiun proceeds some
g% billion and public corporations some e €% billion.

= g P | & rarlin hu L&h; o EAPLJLJ ¢¥&plq5- ﬁL;G




Public expenditure totals

12. At Cabinet the Chancellor will inform colleagues of the level
of Reserves which he believes will be required, and of his
proposals for the planning totals to be adopted for the next three
years. In the light of these pﬁnpuaals he will give an indication
of the implications for the trend of GGE as a proportion of gross

e ——— —_—

domestic product.

Conclusion

13. I invite colleagues:

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

programmes
to note the running costs outcome, and tha need to
examine in future Surveys the delivery of efficiency

improvements

to note the estimated cutturn for 1989-390.
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1989 SURVEY: abOITIONS 100 PROGRAMNES E millian

15R0-91 & 1981=92 -5 1990-92  P9I-R4 199243
BASELIRE S45ELTHE CHAMEE | BASELIME | CHANGE

AlnLetey of Defence - ; U | 1 S ks 1 22,887
FCo - Diplomatic, Im*crmation, Culture i i i 57 i S0k |
FCO - DO H : } 1692, 115 : 1.7
Intervention Board fer kgriculbural Produce 3 ] i.514 L 1,554
Rimiskry of dgriculbwes, Flaheries and Food | i:d Lk 589 &7 | BDE |
Forestry Commizsion 1 | a0 ! X | k|
frese and [mdustry k : [ =5 1,155 . L L | ] F T
Erpart Credits Buarantes Depsrtment : id-y &1 =y £ |
Enargy ; 22 | k| 353 | 1] ez
Departwent of Ewplorsent vooLes SR B SenEd o Leed
Gepartesnt of Transpor: : : ! ! . by L
(0E - Heusing - r - &, 157 Mo Tk
0CE - 0%her Environmantal Services ] 1,188, . 1,229 § 15 | 1,185
OCE - Procerty Services Agency : " -183 | Mo -110
D0E - Local Goverrament L] J 19, k49 | 1,497 | 2 JaS |
Home Office [inc, Charity Commisaion) : - : i, &00 | I A ki |
Legal departments - H - 1,24} 11 1,293 5
Ceparteent of Education snd S2ience H . i H £, 932 a7 6,081 |
Oftice of kris mnd Libraries : . ids | 33| (LT
Degarinent of Health amd OPLS i | 1 SR . & biSel | TRARD
Departaent af Social Seéurity . 1 ¢ 54,303 L35 | 5902 |
Seof land i ; 9,450 10 | 9737 |
bales L7 1 [ i, 351
Nartherm [reland 5,857 32 1 8,013
Chanceller's Departments i, 54 e 4,65
Cabinet Offfee, Privy Cowncil 0f7ice, ebe L] i} 36
Eurcedan Comsunities |, 580 L] 1620
Matiommlised industries - i 2 1, G0k
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SUMMARY OF AGREED PROCRAMMES

€ million
1990-91 1991-92 1992-93

+215 +750

ks The three-year settlement for the years up to 1331-32 agreed
in the 1988 Survey has been confirmed. (The 135%1-32 addition is a
technical change, part of which represents sums due under the
1988 Survey agreement, while part is offset by reductions on other
programmes). A new three year settlement covering 1990-91 to
1992-93 has been agreed. Defence provision increases by about

£l billicon a year.

ECO - Diplomatic Wing

+48 +57 +54

2., Increases provide for additional visa work; continuing UK
contributions to peacekeeping forces in Iran/Irag and Angola;
scholarships and exchanges; security; relocation; and oversaas

price movements.

FCO - ODA
+82 +115 +144

3. Increases provide for continued support for economic reform
in Nigeria and for the know-how fund for Poland; increases in the
Aid and Trade Provision; and additional multilateral and bilateral
aid, including forestry initiatives.




=12l -158 -121

4. Reductions reflect IBAP's latest forecast of expenditure,
taking account of UK and EC harvest information and the continuing
process of reform of the Common Agricultural Policy.

Domestic Agriculture
+ 53 + 67 + B2

7P additions are mainly for demand led schemes (including
salmonella and BSE slaughter and compensation), flood defence, the
sat-aside scheme to reduce arable production, a pilot scheme for
reducing use of nitrates in sensitive areas, and MAFF departmental
administration. Additions in Scotland provide for a rural
enterprise programme and for raticnalisation of agricultural
research bodies. Thera are reductions in the net cost of
chargeable advisory services to farmers, and of registration of
pesticides and veterinary medicines. There are also savings from
reduced frequency of brucellosis testing, reduced administrative
support for the Potato Marketing Board, reduced grants for fishing
vessels, and increased land sales.

Forestry Commission
+1 +3 +6

6. Additions are for superannuation, forest recreational
facilities, and land purchases, offset by savings on planting

grants.

Trade and Industry
=50 -35 -148

7. Thera is extra provision for space. There are reductions on
raegional development grants, the huaineqs_devalupment initiative
(including regional enterprise grants), launch aid and innovation.

There are increased receipts for English Estates.

SECRET AND PERSOMAL




+120 +9 =31

8. Changes result from changed assumptions about interest rates

in the UK and abroad.

Energy

+34 +46 +33

9. The additions provide for increases on nuclear
decommissioning and waste management; extra expenditure (including
ReD) on renewable energy sources and energy afficiency; and the
setting up of the office for requlating the electricity industry

following privatisation.

Employment

=97 =215 =274

10. Reductions in Employment Training, the Youth Training
Scheme, and the Enterprise Allowance Scheme reflect a tighter
labour market and increased contributions from employers towards
the cost of training young people. There is additional provision
for the employment of disabled pecple, rationalisation of the
Employment Service's office network, and for the new Training and

Enterprise Councils.

Department of Transport

g7 mM—- O I R +425 +525 +550
,H-L-JL"“ *h“'"b'l;,.u;u_- Wl . Ph et
11. The settlement totals £1.5 billion over the three years. It
ig a substantial increase in the roads programme, as agreed by
E{A): roads expenditure in 1990-91 will be 39 per cent higher
than plans for 1989-90 and 80 per cent higher than for 1988-89.
It will also enable DTp to fulfi% its commitment to eliminate road

SECRET AND PERSOHAL
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maintenance backlogs by 1992-93. In addition, the nationalised
industry figures in paragraph 25 Dbelow include an extra
€1.4 billion over the three years for transport.

DOE - Housing

+633 +571 +534

1 additions provide for a £4% billion package of measures to

aagse homelessness, and substantial real increases in the Housing

Corporation grant to support subsidised rented housing by housing

associations. There are tethp;cal additions of naﬂrly € billion
a year (which do not affect GGE) resulting frﬂm the ‘reform of

housing subsidy system for local authorities. Offsetting savings
reflect higher New Towns housing receipts.

DOE - Other Environmental Services

+234 +158 +160

13. Additions provide more suppert for Urban Develcpment
Corporations (particularly for transport projects in London
Docklands); increased local authority credit approvals for waste
disposal and methane in landfill sites; the establishment of a
Climate Change Centre; increased envirommental research; and more

resources for the HM pollution and Planning Insp&ctmrates.

DOE - PSA

Property Holdings +319 +9 =53
Services +43 +12 +3

14. For Property Holdings, additions provide for higher rents,
major new works (including Parliamentary works), Ssome estate
rationalisation, and a further reduction in the backleg of
maintenance. Reductions in year 3 reflect higher receipts. For
Sarvices, additions include IT capital expenditure, set-up costs
of new design offices, and redundancy costs.

4
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+316 +413 +440

15. The settlement provides for a 9 per cent real increase in
expenditure on prisons in 1990-91 (with reductions below baseline
in later years to reflect lower priscn population projections);
additional staff for the passport department, more measures to
divert offenders from custody and new anti-drugs initiatives; and
a 6 per cent real growth in police grant on current expenditure in
1990-91 including an additional 1,100 police officers.

Lord Chancellor's and Law Officers' Departments

+77 +119 +1789

16. For LCD, additions allow for the resource implications of
the Civil and Competition Policy Initiatives, rising worklocads in
the county courts, and higher costs of legal aid; higher
accommodation charges (notably for the Crown court) and the rising
cost of the court building programme, partly offset by a slow-down
in new construction. For other legal departments, additions
largely reflect the rising costs of major building projects.

Department of Education and Science

+782 +870 +878

i7. The provision allows for increases between 1989-30 and
1990-91 of: B per cent for the Science budget on top of the large
increase announced last year; 24 p%ifg;;E_ for capital provision
for local authnrify achﬂnlérﬂzad colleges; and 9 per cent for
higher educaticn, to finance 27,000 more studant awards than
previously allowed for, an @ paf_ﬁent increase in the academic pay
bill, and inroads into the backleg of maintenance work. The plans
also allow for the cost of introducing top-up student loans in
September 1990. N T

5
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+38 +37 +46

18. A new three year settlement has been agreed, providing for
a substantial increase in real terms between 1989-90 and 1950-31.
There is alse extra provision for the British Library's St Pancras
project, to finance further construction work.

_Department of Health and OPCS

(+1198  / +1548 /+2122

1 R . |IILiL
19. Main additions provide for the knock-on effects of the 1989
pay awards to doctors and nurses; revised forecasts of demand=-led
expenditure on the Family Practitioner Services; continued growth
in hospital activity in response Lo demographic and  other
pressures; the costs associated with implementation of the NHS
Review; increases for hospital capital expenditure; and the likely

cost of pay awards in 1990-91 to non-clinical staff.
Department of Social Security
Attributable to DSE

Total Survey changes
{including adjustments to
rent rebate subsidy
attributed to DOE and WO)

20. The largest single factor explaining the increases in
1991-92 and 1992-93 is the impact of highar uprat;ng assumptionsa.
The underlying growth in expenditure is also important in 1992-93,
particularly in expenditure on pensions and disability benefits
(these increases were already in the baseline for the earlier
years). Benefit increases for poorer families and poorer
pensioners, and abolition of the pensiocners’ earnings rule require

extra provision. Expenditure on community charge benefit will be
6
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higher than on rate rebates. Thae net effect of changes in
sicknees and disability benefits will add to  expenditure,
particularly in the third year. Ten new measuras have already
been announced, helping % million sick and disabled pecple and
carers, costing E100 _ﬂllliun in a full year. The longer term
impact, however, will be to constrain the growth in spending on
these benefite as a result of the decisions to end the reduced
earnings allowance and to phase out the additional pension paid
with invalidity benefit. These increases are offset in part by
the effects of lower unemployment. Estimating changes in the
first two years also show savings. In addition, the Secretary of
State has also decided to find savings through not uprating Child
Benaefit, through changes to statutory sick pay, and by tightening
up the rules for recovery of maintenance from liable relatives.

Scotland

+479 +530 +601

21. Additions include formula conseguentials of changes to
English programmes (some £340/390/460 million). HNew provision
alse reflects higher receipts for the Scottish Development Agency;
additions to the block for local authority capital expenditure on
wvater services (for which there is no comparable provisien in
England and Wales following privatisation); and the cost of the
local authority settlement announced in July and the move towards
harmonising business rates with those in England.

Hales

+307 +321 +330

22. Additions are mainly the formula consequentials of English
settlements (some £170/190/220 million) and the cost of the local
authority current grants settlement announced in July.




+296 +362 +442

235 The additions include the cost of privatisation of Shorts,
and increases in social security provision as a result of
estimating changes and revised economic assumptions. The Morthern
ireland Block will also receive the normal formula consaquentials
of increases in comparable programmes in GB; these are expected to
amount to some €175 million in 199%0-91, £200 million imn 1931-92,

and £220 in 1992-93.
Inland Revenue +214

Customs and Excise + 39 ¢ 54 +1058

24 . Extra provision reflects increased workloads, including on
indapendent taxation, the Channel tunnel and 1932. There are
additions for information technolegy and for relocation of posts
from London. The plans take account of substantial efficiency
gains. Provision for payments of life assurance premium relief
and mortgage interest relief to non-taxpayers is increased.

Bationalised Industries

4915 +534 +512

25. Increased provision for British Railways and London Regional
Transport will allow substantial new investment, including safety
improvements. H&il fares are braadly assumed to rise in 1990 by
up to 3 per :ent 1n'¥EE£“termﬁi ﬂrfprnviaian has been mada for
new railway lines in London; but given satisfactory contributions
from  davelopers and a Bill laid by 20 November, provision for an
extension of the Jubilee Line into Docklands will be met from the
Reserve. The gross cost of this project will be E54]1 million in
£Egﬂéurvay period. Increased provision for Post Office supports
investment to deal with increasing traffic volumes and improve
quality of service. Reductions in year 3 on British Shipbuilders
reflact disposal of remaining yards and assets. Electricity

pricea are ptanned to rise hy €=_E§r cent in 1330- 91.

EIEEEI_hHD_EIEEEELL




26. Revenue Support Grant and payments of non-domestic rates
will be around £1% billion higher in GB than the 1985-90 levels,
ag adjusted for functional changes. This reflects the
introduction in England and Wales in April 1530 of the new
community charge system. There are also gignificant increases in
a number of specific grants to local authorities within
departmental programmes. Total central government support for
local authority current expenditure will rise further in the two
later years. An additional €670 million has been provided 1in
1990-91 for transitional grants to phase in the new community

charge system, rising to some £B00 million in 1991-92, reflecting

the costs to the Exchequer of the new area protection grant which

will replace the area safety net.







We are still on schedule for the oral Autumn Statement next
Wedneeday afternocon following Cabinet in the morning.

I now attach:
Flag A - a draft of the Chief Secretary's paper for Cabinet

Flag B - the latest proof of the written Autumn Statement
which will be published a few days after the oral Statemant.
(Wednesday's oral Statement will be accompanied by a summary

press release.)

Chief Secrefarv's Paper

This follows the conventional pattern. As usual it does not
reveal the proposed levels of the Reserves or the resulting
puﬁlic EHEQDQqura_tptalg. ThE_Ehanaéilur will present his
pr;ﬁQEIIé for these aggregates orally at the Cabinet meeting.

If you are content with the form of the paper I suggest we also
follow past practice for its circulation and put it round during

the course of next Tuesday - i.e. the day before Cabinet.

The written Autumn Statement

Again this follows the pattern of earlier years and comprises
four chapters :

public expenditure plans
thé_EEhﬁ;%;q"fq;g;ust

the annual national insurance proposals
tha tai revenue ré&df-fackaner.

The expenditure plans set out the overall aggregates, which the

Chancellor discussed with you earlier in the week, and summary

SECRET




detaile of each of the individual programmes.

The gconomic forecast is again as the Chancellor discussed with
you. The one change I have spotted is that he now proposes to
give a RPI figure for 1990 Q4 of 5334 per cent rather than 6 per
cent. You may like to flick through this chapter to see how the
general message compares with the present draft of your Lord
Mayor's Banguet speech; it loocks to me to fit very well with
including a reference to the problem of increases in costs.

The national ipgurance proposals are for a normal uprating, with
the usual indexation of the various earnings limits. HNo change

is proposed in the rates of contribution.

e

Conclusion

Content with the format of the Chief Secretary's paper for
cabinet and for it to be circulated on Tuesday?

Rece.

( PAUL GRAY)

10 Hovember 1989

c:\wpdocshecononichautumn.dca
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reasury Chambers, Parliament Street, SWIP 3AL

TO .!r-'lln:lll.'

10 Movember 1989

P R C Gray Esg
Private Secratary to
Prime Minister

10 Downing Street
LONDON

Wl

F&W'

1 L

PRINTED AUTUMN STATEMENT

I enclose as you requested a latest draft of the Autumn Statement
document.

As you are aware the printed document is not being published until
22 Novembar, a week after the Oral Statement. The attached draft

chapters are yet to be finalised and are subject to comments from
the Chancellor and the Chief Secretary.

:jhufj.
Higuitiﬂ&rn -

DORCAN SPAREKES
Assistant Private Secretary
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AUTUMN STATEMENT - PUBLISHED FORECAST

% change at constant prices
Domestic demand
Fixed investment
GDP (excluding oil)
GDP

Current account deficit fbillion
EPI O4 on Q4

1988-89 1989%-9%0 19%0-91 199%1-92 1992-53

Money GDP
% increase By [6%4] [6]

illion 3 (587)
2 i % _

FSDR
£ billion

GGE £ billion
(ex privatisation
proceads)

£ billion increase
on previous plans

¥ of GDF

Figures in square brackets are working assumptions
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Tha Rt Hon Kenneth Clarke QC MP
Secretary of State for Health
Department of Health

Richmond House

79 Whitehall

London

Ewl

6 November 1989 —e ek "
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1989 PUBLIC EXPENDITURE SURVEY: HEALTH AND PERSONAL SOCIAL

SERVICES

I am writing to confirm the cutcoms of our third bilateral on 5
October .

2. Wwe agreed the changes to the baseline set out in the attached
table. You eaid you might wish to consider some reallocation of
provision between the different cash-limited programmes. I should
be content for you to do this. Your officials should inform mine
of your decisions.

. The settlement makes no explicit provision for next year's
Review Body awards above the GDP deflator, but you will continue
to maintain the line with the Review Bodies and elsewhere that
full funding of any excess cannot be assumed. That will be a
matter for later decision.

4. The provision in years 2 and 3 for AIDS treatment, Whitley
pay and GP practice budgets simply rolls forward that for 19950-91.
Any further provision for these items in 1991-92 and 1992-93 would
be a matter for the 1990 Survey.

5. You agreed to withdraw your bid in respect of new funding
arrangements for PAM students, but said you would wish to return
to this in the 1950 survey. I should be grateful if you could
ensure that the policy underlying any bids next year for this and
any other major new proposal has been fully discussed with the
Treasury at the earliest possible stage.
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6. We have reached a settlement on cash-limited FPS expenditure
which is based on the latest estimates of likely commitments under
the cost rent scheme. But I recognise that it 1is particularly
difficult to get this right in the last year before cash limits
are introduced. We have therefore expressed ourselves willing to
look at the provision again at Main Estimates time if further

information shows that the cost of meeting existing cost rent
scheme commitments will be greater than the £86 million assumed at

present.

7. On departmental administration, I understand that officials
_ have reached agreement on the figures shown in the table. I am
content with this.

8. I am sending copies of this letter to the Prime Minister,
Peter Brooke, Malcolm Rifkind and Peter Walker.

I e

o

_.-"n"'\-\_\_,_.—'—'_'_'_'__

| , W
k,xf NORMAN LAMONT
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PES 1989: HPSS OUTCOME
BID SETTLEMENT

Al Review Body 120/124/128
A? Whitley pay g81/81/81
A3 VAT o/o0/0
A4/6/7/11 HCHS activity 290/435/858
AS,Bl&C1l CIPs 0/0/-200
AR/C2 AIDS o/of0
AS NHS Rev HCHS Cur 140/215/250
AlD Mngmnt & training 20/37/55
A12 Health education ofo/o
Al13/c3 Constn/land sales}
Al14 Addnl investment } 90/100/110
Al5 Capital Loan Fund}
Al6 NHS Review Capital 46 f40/10
Al7 FPS DDRB 48/51/53
Al8 FPS demand 137,277 /6862
Al9 NHS Review FPS 30/19/10
A20 FPS serv devpmnt 42/47 /52
A21/B2 CFS non-cash ltd -1/1/13
R22 CFS NHS Review 41/42/41
A23/B3/C5 Other CFS 48/38/36
A24/84/C6 Dept admin

- running costs 23/19/1%

- other -4 f=5[-5
A25 LA specific grants 29/11/10
AZ6 LA PS5 Capital 15/20/25

C4 FPS Charges -4/-9/-32

TOTAL 1191/1543/2176

NEW PROGRAMME TOTAL 22133/23399/24578







cst.psf3ced. 1l /drft

o

CONFIDENT IAL

Treasury Chambers, Parliament Street SWIP 3AG

Stephen Wall Esg

Private Secretary to the -
Foreign Secretary

Foreign & Commonwealth Office

Downing Street

London

SWl

Dear Stephe~—

AUTUMN STATEMENT FPRESS NOTICES

2 November 1989

The Chief Secretary attaches great importance to ensuring a
coordinated presentation of the public expenditure plans to be
announced in the Autumn Statement. This will require special care
this year, given the introduction of new systems of local
government finance and the new planning total.

2. The Chancellor proposes to issue on the day of the Autumn
Statement, the Industry Act forecast, and summary material on the
new expenditure plans, including a nuomber of tables and an
explanation of the new planning total. He hopes that departments
will be ready as usual to issue press notices on the same day,
providing a positive presentation of the main features of their
programmes. These should emphasi= the cutputs to be achieved as
wall as the money to be spent.

3. The date of the Autumn Statement has not yet been settled.
But the Chief Secretary would be most grateful if you could ensure
that:

(1) your department's normal Treasury expenditure
division contact is informed

by the cloga on
Tuesday 7 November whether your department intends to
issue a press notice on the day of the Autumn

Statemant.

your department provides Amanda Higgins in the

Treasury (270-5208) by 7 November with the name and
telephone number of someone in your department who

can be contacted later about detailed arrangements
for sending copies of the final press notice to the

Treasury.




a draft of any press notice your department intends
to issue is sent to your department's normal Treasury
expenditure division contact by the close on

¥ednesday B November.

4. We will be in touch again about detailed arrangements for
handling the final press notices when the date of the Autumn
Statement is settled.

N If asked about the date of the Autumn Statement, departments
should say that the public expenditure round has not yet been
concluded, and that the Autumn Statement will be made as soon as
practicable after the end of the Survey.

6. 1 am copying this letter to Paul Gray (No. 10), the private
secretaries to all Cabinet Ministers, and to Michael Saunders
(Attorney General's office), Martin Le Jeune (0ffice of the
Minister for the Arte), Myles Wickstead (Office of the Minister
for Overseas Development), Alan Maxwell (Loxrd Advocata's office),
Trevor Woolley (Cabinet Office), and to the private secretaries to
tha Chairmen of the Inland Revenue and Customs and Excise.

Yot
(aams Gar~—

MISS C EVANRS
Private SecrelLary
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CAPITAL SPENDING AND INFRASTRUCTUEE: BSECTOR BULL POINTS

Boads Between 1978-79 and 1989-90, capital spepding (including structural
maintenance) on motorvays end trunk roads im England to dncreas by over

50 percent in real terls. cash provision for this year is £1,238 million.
- srﬁceifg;ﬁ B0 886 miles nf pev motorways and trunk roads completed, including
100 hypaneas.d_qliaﬂ survey additions mean Government will be epending mearly
E?Fhillinn over mnext 3 yeard lmpproving m@sotorvays and trunk roads and
£1.3 billion on rosd maintenance. About &0 mev starts plamned for.1989-00.
¥ill add over 200 miles to road metwork., FPlan to eliminate backlog of wmotorvay
and trunk road repairs by 1992, 1In total, plans imply further increase of about

16 per cent im nstional rosd programme betveen 1988-85 and 1991-92.

Vater and severage (England mnd Vales) Estimated publie sector investment of
over LB hillian between 19?5 ?ﬂ and 1988-85. Additienal £k billion added to

—

u;Lnning plans in 198%-90, virtunlly all of which to speed Eleaning up of sevage

digcharges and to improve quality of drinking wvater.

Railways Almost I3y billlon iavestmant im reilvaye betveen 1978-79 and 1988-8%
vith around £4 billion planned over mext 5 years; most of this already approved.
56 per cent real increase in rail iavestment between 1978-79 and 1989-00;
biggest renewal programme since svitch from steam Lo diesel in 1950s and being
achieved while reducing BR's call on public funds. London Regiomal Tramsport
plang to davest £486 million in 1989-.90 up by & third om 1988-89 and
£1.5 billion between 1989-90 and 1991-92. Have provided fully for all nev
safety measures proposed by LRT following King's Cross disaster, totalling some
£266 million over next 3 years, Central London Rail Study established to
identify weys of reducing congestion and increasing capacity. VWVork 1=
continuing on most promising options. East London Rail Study also considering
extension of Jubilee Line to Docklands (see Ssctiom U).

NES Cash available for capital expenditure on Hospital Service in Great Britain
for 1989-90 including land sales, is nearly 40 per cent up in real terms since

1975-80. Coompares with real terms drop of 29 E;} cent between 1973-74 and
—

1978-79. Over 500 major schemes In vwarious etages of planning, dEiign and
construction in England alone - largest sustained building programme in NHS

history.
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EEHEEE}EEEEF_EEEEi‘inE Allscations of £2352 milliom to local sethorities in
1989-90 will allow them to: maintain existing programme of Iimprovements to
gchool builldings; provide extra schonl places in growth aressi ratlonalise
school provisicm and help eliminate surplus places as rolls fall; and provide
far both nev and continued major projects in further and higher gducation.

Houging (England) Capltal spending om LA housing renovation forecast to
{ncrease from £479 millien {n 1978-79 to some £1.9 billion In 1988-30 -

72 per cemt dincrease in real terms. Large additions to DOE gross capital
expenditure on nousing in Survey mean investment aver pext three years planned

at over £4 billion a year (gross LA capital spending about £3 billion a year).

Electricity (including Scottish Electricity) Capital expenditure on fixed mEseiE
rose from £816 million in 1978-79 to egtimated £1.8 billion ‘in 1988-89, a &emall
incresse 4in real terms. Private sector schemes already proposed for 12GW of
capacity (about 20 per cent of GB requirements) enticipating privatisation.
About £1.8 billion will be spent over next 13 years in reducing emissions of
sulphur dioxide and nitrogen oxides from coal-powered stations, thus reducing

gcid rein.

Prisons (Enpland & Wales) Capital spending on new prison building estimated to

have trebled in resl terms between 1878-79 and 1986-89. In additionm to existing
building prograsse of 26 mev priscms in England and Vales {some of which already
open), extrs provision in 1686-60 and 1990-91 will permit construction of two
moge prisons and three purpose built remand centres. These and extra
sccommodation added to existing prisons will provide 3,000 places. Aim 4z o
provide total of 58,000 places by 1993. FPlans imply over 50 percent increase in
capital epending im real terms between 1988-8% and 1991-52.

Givil Aviation Authority Provision for CAA over next three yesars will allow

over £200 million mnev Investment, more than double investment over last three
years, allowving continuing modernisation of air traffic control and am  increase
of at least 30 per cent in airspace capacity over South Eaet England by 19935.




PRIME MINISTER
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TIMING OF THE AUTUMN STATEMENT

I mentioned to you yesterday that the Chancellor wished to
postpone the timing of the Autumn Statement to give himself some
time to consider the presentation of the new economic forecast.

We had originally been scheduling the Statement for next Thuraday
9 November following Cabinet endorsement of the public spending
plans the same morning.

The Treasury initially proposed deferring for a full week until
Thursday 16 Hovember. That however causes problems for the
Prorogation, which is scheduled for that morning. If we were to
have Cabinet endorsement of the public spending plans on the
morning of Thursday 16th, followed by the Autumn Statement
delivered to the House in the afternocon, that would delay
Prorogation until the end of Thursday. It would mean effectively

a further full dafh Parliamentary business, including another

Question Time for you.

-

So we have now loocked at the other possibilities and
provisionally arranged to have the Autumn Statement on the
afternoon of Wednesday 15th. We shall bring forward the Cabinet
meetiné—ihat weak to the morning of Wednesday 15th. This will
mean the public spending plans do nqg_ha;;_zghﬂé endorsed by
Cabinet until just before the StaE;ﬁent, g0 removing the risks

invelved in having a long gap between Cabinet endorsement and

-

r."'

publication.

lace.

PAUL GRAY
venbe 9

C:\economichautumn. kk
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PRIME MINISTER

FUBLIC EXPENDITURE SURVEY: DEFENCE

Morman Lamont and I have now concluded our negotiations on
pefence in the Public Expenditure Burvey and we have agreed that

ey
I should report the putcome to you.

o, —

N

;.8 I, of course, have recognised the difficult situation this

year, especially over inflation, and the importance for Norman in
the case of Defence of avoiding re-opening, on inflation grounds,
the three-year settlement which our predecessors agreed last year,

. Against this, I have very real problems in meeting the extra
cash costs from higher inflation without any visible cuts in the
defence programme. I also am h;;inq to increase investment in
security as @ result of Mill Hill and Deal, as well as in measures

to tackle the serious retention and recruitment problems we have to

face.

d. To meet these twin challenges, we have agreed as follows.
First, this year's settlement sticks as closely as possible to the
PES B8 outcome. It rolls forward the three-year arrangement, with
a rTurther E700M 1n 1992/3. While on current inflation projections,
we shall have growth in defence provision of just over 1 per cent a
year on average, this will, of course, be eroded if inflaticn
projections increase in the Autumn Statement. The defence
parcentage of GDP will be 3.8 per cent, as against the 4 per cent

predicted last FEE}, which we shall claim as a steady state in

support of our international posture, particularly in regard to CFE.

CONFIDENTIAL
!
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. Second, to assist the more efficient use of resources we are
adding some flexibility in the use of the agreed provision. Overall

ﬁ?ﬁuisiun for 199071 remains unchanged, but within it we have agreed
an increase of £236M in the running cost limit 1tg-he increased, as

necessary, for sziaiﬂ give me more latitude in the use of the cash.
For 1991/2, we have reprofiled technical additions due to the MOD
over a number of years to provide an increase of E215M. This
directs cash to a year of particular difficulty but does so in a way
consistent with the three-year agreement reached last year. We have
alsoc agreed that, in certain specified circumstances, up to E200M
could, in subsequent PES settlements, be cacried back from 1592/3 to
1991/2. To get the best out of our capital spending and
procurement, we are discussing the application to Defence of the
normal end-year flexibility arrangements for capital provision.

6. Third, we have again sought to maximise the benefits of

efficiency savings both from the main efficiency scheme itself and

from the sustained improvement of ocur procurement processes.

T The problem here is to translate this settlement into programme
terme. (I am having the precise implications examined in my current
long-term costing.) There will have to be changes from the

programme planned last year; some are likely fo De painful,

affecting the front line. I shall, of course, do my bDest to

minimise the daﬁage to capability and tco visible an exposure of the
changes to allies and public. I shall report the results to you in
due course.

B. I am grateful to Morman for his understanding. What we have
agreed is not going to be easy, but I accept it as the necessary
basis on which to proceed.

I am copying this minute to Norman Lamont and to Sir Robin Butler.

Ministry of Defence
3& October 1989
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1289 PURLIC EXPENDITURE SUBRVEY

Thea Prime Minister was most grateful for the Chief
Secretary's minute of 24 October. She has noted the contents of
his report on progress so far in the public expenditure round.

The Prime Minister and the Chancellor briefly discussed the
position reached at their bilateral this afterncon. One
possibility raised was that a change might ke made to the presant
agsumption of a 5% real terms increase in council housa rents in
the next financial yvear. Although this produced a E200 million
saving on the housing programme as comparad with zero real terms
change, socme 5% of this saving would be offset via additions to
the social security budget. Against that background it was for
considaration whether this approach was appropriate bearing in
mind the impact of 0.1% on the RPI in Spring 1990. Following a
brief discussion the Prime Minister and Chancellocr agreed it
would be preferable to adopt a zero real terms change in rents

next year.

I am copying this letter to John Gieva (Chancellor's
offical).

Mg,

|’J

& aN

( PAUL GRAY)

Miss Carys Evans,
Chief Secretary's Office.




PRIME MINISTER
CABINET HOME AFFAIRS: :
STAR CHAMBER AND CHILD BENEFIT -~

a= you know the Star Chamber met this afterncon te review the

position reached in the Public Expendlture negotiations.

one point which has been reported to me, and of which you should
be aware, is that there were undercurrents in the discussions
about the child benefit position. The elements to emerge were:

—— e g

some disatisfaction that there was no opportunity for
collective consideration of this decision before it was
e
armounced. (You will recall you wanted it brought
forward to Wednesday so that it would not clash with

[N |
the heavy schedule of Parliamentary an

Thursday. )

no clearly expressed view that the decision was wrong
this year, but a feeling that consideration did need to
be given to the longer-term evolution of child benefit
policy.

in particular this could be of considerable sensitivity in

the run-up to the election.

I suppose it is possible that there could be a flavour of this in

Cabinet tomorrow.

'?flﬂ (£

FAUL GRAY
25 OCTOBER 1989

A:BENEFIT.MREM
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FROM: CHIEF SECRETARY
DATE: 24 October 1989

PRIME MINISTER Lﬂwiﬁ
1989 PUBLIC EXPENDITURE SURVEY

I thought you would like to have a brief report on progress so far

in the public expenditure round.

2 I have been able to reach substantial agreement with
colleagues without recourse to 5tar Chamber and 'I shall report the
outcome of my bilateral discuesions to the group tomorrow. A
summary of the outcome for each of the main programmes which I
ghall hand ocut at the meeting, is attached.

3 The detailed implications of this outcome for the planning
total, General Government Expenditure (GGE) and the GGE/GDP are
atill being worked out. As expected, the prospect is that we will
publish large cash additions to GGE, even larger than in 1386. I
believe that we should be able to hold the GGE ratioc in 19590-591 to
no more than 39 per cent. This was the figure in last Yyear's

Autumn Statement, but it will imply a small rise on this year's
outturn. {This 4is now expected to ﬂ;__EE;LBHE par cent,;
5i§ﬁ€¥1cantly below the figure of 1% per cent previously
published.) Accordingly I attach great importance to achieving
some decline in the ratio over the Survey pericd, to a level in

l§§2-93 no higher than that expected for this year. As things
stand at present, this should just be possible.

4 The presentation of this outcome will need great care, but we
can point to the continuing downward trend in the ratio, albeit at
a much more modest rate, even though we cannot show a reduction in
avery year as we have done after other recent Burveys. Instead,
the trend will be interrupted by the unexpectedly low level this

year, leading to some increase in the ratio next jyear. Coming




SECRET

after the sharp fall in the ratio in the past few years, I belleve
that this outcome should enable us to demonstrate our continued

determination to keep a firm grip on public spending in difficult

economic circumstances.

5 You axpressed a preference for making the Oral Statement on 3

e
il

November, following a discussion at Cabinet the same morning. We

— — ==

hope to be able to meet this timetable.
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PUBLIC EXPENDITURE SURVEY : POSITION REACHED AFTER THE BILATERALS

This paper reports the outcome of my bilateral discussions with
colleagues, which have been conducted within the remit agreed by

Cabinet in July.

The Cabinet Remit

2. Cabinet agreed that the top priority was to defeat
inflation, and that the objectives for the Survey should be:

to maintain the downward trend in general government
expenditure (excluding privatisation proceeds) as a

proportion of GDF;
to stick as close as possible to existing plans.

3. These objectives are very demanding. The GGE/GDP ratio has
fallen by over 7 percentage points sgince its recent peak in
1982-83. A combination of low spending and higher money GDP led
to an unexpectedly sharp fall to 39% per cent in 1988-89 and a
further fall in the ratio is expected this year. Existing plans
imply only a modest decline from now on. As John Major told
Cabinet in July, the effects of lower unemployment are built into
the baseline and we will not repeat last year's savings from extra

recaipts.

Progress in Bilaterals

4. The table at Annex A records the settlements 1 have been

Annex B provides a brief descriptien
of each settlement. I am still discussing MAFPF, OAL, Scotland and
Wales but I expect to be able to settle them bilaterally.

5. In summary, discussions so far imply the following additions

to baseline:




£ billion
1990-91 1991-92 1992-93

Additions agreed in
Bilaterals 5.8 10.3

Aggregate External finance for
local authorities (GB) - : 1.7

Community Charge transitional . 0.3
relief/safety net

Programmes still in bilateral
discussion (expected cutcoma)

Total additions to programmes . 9.

Substantial as these increases are, they reflect difficult
decisions by a number of colleagues on their own for
which I am grateful. The nrigiﬁal-bidﬂ for programme expenditure
at the beginning of September were €13/17/23% billion, for the

three years of the Survey.




SECRET

ANNEX
AGREED PROGRANRLE

LT:L]

1980E-%1. , 1985 aTFl-2
BASEL INE CHANSE BASEL IME CHANGE BASELINE CHANSE

Hinistry of Defence
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FOO = 004

Intervention Board for Agrfcultursl Produce
Forestry Comnissior

Trade and Imduster
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DOE = Housing I IR T [ -
BOE - Gther Environsents] Serwices i%.0 fda 1,2336.0
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Department of Education amd Science 5,93
BeparEment of Health and OPCS 1,%
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E million
1990-51 1991-52 1952-93

t+£15 +750

The addition for 19%1-92 is not new money but represents Treasury
contributions towards the cost of disposal by BNFL of pre-1371
wastes agreed in last year's Survey. The addition for 1952-93
represents a 3% increase in real terms in defence expenditure over
1989-50.

FCO - Diplomatic Wing

+33 +62 +59

Increases provide for additional visa work, economic assistance
for Pcland, continuing UK contributions to peacekeeping forces in
Iran/Irag and Angola, scholarships and exchanges; sacurity,

ralocation and overssas price movements.

BECO = ODA
+77 +1086 +137

Increases provide for continued suppert for economic reform in
Nigeria, soft loans under new arrangements for Aid and Trade
Provision, and increases to bilateral aid, including forestry
initiatives.




-152 =157 -121

Reductions reflect IBAP's latest forecast of expenditure, taking
account of UK and EC harvest information.

+1 3 +h

Additions are for superannuation, forest recreational facilities,
and land purchases, offset by savings on planting grants.

Trade and Industry

=54 =37 -14%

The main reductions are on science and technology spending, the
business development initiative, regional enterprise grants and

English Estates.

ECGD

+90 -1 =592

Changes result from changed assumptions about interest rates in
the UK and abroad.




tda +42 +30

The additions provide for increased expenditure on nuclear
decommissioning and radiocactive waste operations; extra R&D on
renewable energy sources; and the setting up of the office for
requlating the electricity industry following privatisation.

Employment

=97 -215 -274

Reductions in ET and YTS reflect a tighter Ilabour market and
increased contributions from employers towards the cost of
training young people. There is additional provision for the
amployment of disabled people, raticnalisation of the Employment
garvice's office network, and for the new Training and Enterprise
Councils.

. . EE_G,Aluﬁh )
[ flew L-f-ru' "-*:‘"JL#H-}EE +525 +550

The esettlement of €1.5 billion over the three years is half the
level of the original bids. It is consistent with the E(A)
commitment to a substantial increase in the roads programme:
roads expenditure in 1990-91 will be 30% above the 1983-90 level.
It will aleo enable DTp to fulfil ite commitment to eliminate road
maintenance backlogs by 1992-93. Local authority bids were cut by
two=-thirds. In addition, the nationalised industry figures below
include an extra £1.4 billion over the 3 years for transport.




+606 +35692 +334

Additions provide for substantial real increases in the Housing
Corporation grant to support subsidised rented housing by housing
aggsociations, and a E£% billion package of measures ©Tto eaBe
homelessness. There are technical additions of nearly £% billion
a year (which do not affect GGE) resulting from the reform of the
Housing Revenua Account Subsidy. Offsetting savings reflect
higher New Towns housing receipts and the effects of proposed

real-terms increases in council rents.
DOE - Other Environmental Services
+2315 +159 +160

Additions provide more support for Urban Development Corporations

(particularly for transport projects in London Docklands);

increased local authority credit approvals for waste disposal and
methane in landfill sites; the establishment of a Climate Change
cantre; increased environmental research; and more resources for

the HM Pollution and Planning Inspectorates.

g2 +20 =50

For Property Holdings, additions provide for higher rents, major
new works, some estate raticnalisation, a further reduction in the
maintenance backlog and major Parliamentary works projects; year 3
raductions reflect higher receipts. For Services, additions
include IT wcapital expenditure, set-up costs of new design

of fices, and redundancy costs.




+311 +417 +346

Settlement provides for a 10 per cent real increase in expanditure
on prisons in 1990-91 (with reductions below baseline in later
years to reflect lower prison populaticn projections); additional
staff for the passport department, more measures to divert
offenders from custody and new anti-drugs initiatives; and a 7 per
cent real growth in police grant in 1990-91 including an
additional 1,100 police officers.

+77 +120 +180

For LCD, additions allew for the resource implications of the
Civil and Competition Policy Initiatives, rising workloads in the
county  courts, and consequentials for legal aid; higher
accommodation charges (notakbly for the Crown court) and the rising
cost of the court building programme, partly ocffset by a slow-down
in new construction. For other legal departments, additions

largely reflect the rising costs of major building projects.

Department of Bducation and Science

+761 +868 +861

Progranmes agreed alleow for increases between 1989%-50 and 1%90-31
of: 8 per cent for the Science budget on top of the large increase
announced last year; 24 per cent for maintained sector capital
provision - largely for schoole; and 9 per cent for higher
education, to finance 27,000 more student awards than previously
allowed for, allow an B per cent increase in academic pay, and
help deal with deferred maintenance. They alsc allow for the cost
of introducing top-up student loans in SBeptember 1330.




+1198 +1555 +2127

Main additions provide for the knock-on effects of the 1358% pay
awards to doctors and nurses; revised forecasts of demand-led
expenditure on the Family Practitioner Services; continued growth
in hospital activity in response to demographic and other
pressures; the costs associated with implementation of the NHS
Review; increases for hospital capital expenditure; and the likely
cost of pay awards in 1990-91 to non-clinical staff.

Department of Social Security

+634 +1302 +3475

Large estimating increases result in higher expenditure in 13932-

93, particularly on pensioners and the disabled. Provision is
also made for the impact of higher uprating assumpticns. Higher
benafits for poorer families and poorer pensionsers, and abolition
of the pensioners' earnings rule require extra provision.
Expenditure on community charge benefit will be higher than on
rate rebates. The net effect of changes in disability benefits
will add to expenditure, particularly in later years. These
increases are offset in part by the effects of lower unemployment.
The Secretary of 5State has also decided to find savings through
not uprating Child Benefit, and by tightening up the rules for
recovery of maintenance from liable relatives.

Horthern Ireland

+110 +147

Additions include the cost of Shorts privatisation.




+532 +514

Increased provision for British Railways and London Regional

Transport will allow substantial new investment,; including safety
improvements. Real fares assumed to rise in 1990 by up to 3 per
cent in real terms. MNo provision has been made for new railway
lines in London. Increased provision for Post Dffice because of
axpected level of tariff increases on letters business and
additional capital requirements; reductions in year 3 from British
Shipbuilders from disposal of remaining yards and dssets;
electricity prices will rise by 6% per cent in 1550-91.
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Treasury Chambers, Parliament Strect SWIP 3AG

o
Tha Rt Hon Nicholas Ridley MP
Ssecretary of State for Trade and Industry Pﬁf-"-'*
Department of Trade and Industry
1 = 19 Victoria Street 13(l9
London

SW1H QET
20 october 1989
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1989 SURVEY: DTI RUNNING COSTS -

Thank you for your letter of 6 October.

I note your proposal to reduce your running cost bid by £1 million
in 195%0-91. I would have wished for more but am prepared to

accept it as part of our overall agreement. Our officials can now
gettle the detailed figures.

1 welcome your review of your department's policies, functions and

efficiency which will be completed in time for the 1330 Survey and
which you expect to produce significant running costs savings

beyond 1980-91.

I am copying this letter to the Prime Minister.

P A adeas

HORMAN LAMONT

ff
te Che .
e SR O,







PRIME MINISTER

PROGRESS WITH PUBLIC EXPENDITURE NEGOTIATIONS

During the last week the chiaf Eecratar? has made gand progress
in completing nagutlatlnns on the rumaiﬂ]nq expenditure
pProgramnmes. There will be no major issua for the Star Chamber to
settle. We are on schedule for the Autumn Statement on

8 Novemnbar.

—

Social Security is now wvirtually sorted out, includinq a package
fﬂr the digabled. I hope to get a note to you ahaut thls »

hefnre the uprating annﬂuncement next Wednesday.

Final details are alsoc being sorted out on Defence, Scotland and
——

%EEEE:

The most difficult programme has been Transport. But here too

progress has been made:

Agreement has today been reached on the reoads programme,
involving a total addition of £1.5 billion over the thresa
Years.

—

=

Agreement has also been reached on British Rail and London
Regional Transport, taking into account your views on the
maximum acceptable fare increases.

An extension of the Jubilee line into Docklands has been
agread. Mo extra money will be included in the Autumn
Statement, but it will be provided subseguently from the
Reserve. This is because the negotiations with Olympia and
e

¥York on the contribution they will make will not be
completed Gntil ZU NOVEBBEF, 1& After the Autumn Statement,
and 1f precise figures were included in that document it

would prejudice the negotiations.

_—

— ——

But there is one point etill outstanding on Transport. The
Treasury are arguing that nothing further needs toc be considered

CONFIDENTIAL




at this stage on the other two proposed London "mega" projects,

ie. a east/west Cross Rail and a Chelsea/Hackney line. You will

recall that at an earlier stage you felt we could only afford to

plan this year for one of tha three projects. Mr. Parkinsen,
otz - A

however, feels that a decision in principle should be taken now

to build a Chelsea/Hackney line, and that politically he must

announce this at the same time as the late November announcement

on the Jubilee line extension. He argues that if only the
Jubilee line project is announced - which will simply benefit the
Docklands - there will be uproar from comuters in the rest of

S TR =
London gliven the present levels of over-crowding cn BR/LRT. By

e ——

contrast the Chief Secretary sees no head for any announcement
about Chelsea/Hackney at this stage and argues that consideration
of it should await next vear's survey when a detailed financial

proposal can be considered.

To try to break this deadleck, Mr. Parkinson would like you to
chair a meeting, to be attended amongst others by the Chancellor
of the Duchy (who apparently supports his case for an early
annnunceﬁ;;t}. The Treasury are not keen on such a meeting and
would prefer to continue to handle this bilaterally with

Mr. Parkinson.

My own feeling is that there would hE_EElE? problems about an
early announcement about Chelsea/Hackney, before the proposal has

been properly looked at and_aithﬂutiﬂﬂy clear indication of the
likely costs. And given the magnitude of the other expenditure
inereEases that will be reported in the Autumn Statement, I am not

;qf*”dylﬁ‘persuaded that an early announcement is necessary. But the point
A

at issue is essentially political.

As regards handling, another possible approach would be to urge
Mr. Parkinson and the Treasury to try to sort it out, but if they
are unable to do so, to ask the sStar Chamber to consider this

e —

oint.




Conclusion

{1} Are you content to chair a meeting to look at the

Chelsea/Hackney issue? 12? Mo bt cprmman

Would you prefer to urge the Treasury and Mr. Parkinson
to try to resolve the issue, and if need be refer it to
the Star Chamber?

[ L

Ill-‘I

FADL GRAY
20 Ootober 1989
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M

The Prime Minister has seen the Chief Secretary's minute of
4 October. She agrees that it would now be appropriate to
establish a small group of Ministers, under the chairmanship of
the Lord President, to consider any public expenditure issues
that are still cutstanding and to make recommendations to
Cabineat.

1989 PUBLIC EXPENDITURE SURVEY

I am copying this letter to the Private Secretaries to
members of the Cabinet and to Martin Le Jeune (office of the
Minister for the Arts), Myles Wickstead (Overseas Development

Administration), Michael Saundere (Law Officers' Department),
Alan Maxwell (Lord Advocate's Department) and Trever Woolley
(Cabinet Office).

Miss Carys Evans,
chief Secretary's Office.

CONFIDENTIAL




10 DOWNING STREET
LONDON SWI1A ZAA

Froem #he Private Secrerarr
SIR ROBIN BUTLER

1989 PUBLIC EXPENDITURE SURVEY

You will see from my letter of today's date to Carys Evans, that
the Prime Minister has now agreed that a small group of Ministers
should consider any outstanding public expenditure issues.

I understand from Andrew Turnbull in Blackpool that the Chief
Secretary has now reached agreement with the Secretary of State
on the education and science programme. Against that background,
the Prime Minister is content that the group should compose:

The Lord President of the Council

Secretary of State for Employment

Secretary of State for Trade and Industry
Secretary of State for Education and Science
Secretary of State for Health

Chief Secretary of the Treasury

The Prime Minister would be grateful if you would now make the
necessary arrangements.

e

PAUL _GRAY
13 October 1989
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1989 PUBLIC EXFENDITURE SURVEY: STAR CHAMBER

Tha Chief Secretary is still in negotiations on Social Becurity,

—

pafence, Transport, and Education. He 1s seeing Mr Maclhregor
tomorrow and is hopeful of settling that. While negotlatlions

on the other three are continuing, the prospects for settlement
e
are less clear. The Chief Secretary and the Chancellor both
now think the time has come to constitute the Star Chamber.
————— 4 4 S

. . ‘_._.-F_ i -
Cabinet Office are also keen to make the arrangements which

would allow its work to start promptly next week.
The membership they have in mind is:

Lord President

Chief Secretary .

§/5 Health .-

£/8 Trade and Industry.
5/8 Employment .-

plug, if he has settled, 5/5 Education and Science. If Mr MacGregor
4

has not settled they would prefer to have a group of five

e —

rather than add Mr Wakeham. The smaller group should be sufficient

to cope with four programmes.

Content that the arrangements for setting up Star Chamber

d T
now ba put in hand?

e T —

Conptent with membarship? \7;ﬁ

Content not to replace Mr MacGregor if he has not settled?

——

R J

ANDREW TURNBULL
11 October 1989

o g
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Treasury Chambers, Parliament Street SWIP 3AG E\_.{Zfl.-l...

(1(1-15-

Stephen Crowne Esg

Private Secretary to the Ifﬁa
Secratary of State for Education and Science

Department of Education and Science

Elizabeth House

York Road

London

SE1 TPH

IO october 1989

Doar Sleder,

EDUCATION, SCIENCE AND ARTS COMMITTEE REPORT:
DES AND OAL EXPENDITURE PLANS '_;--_‘F
.
Your Secretary of State's letter of 5 October scught comments on a
draft reply to this report. -

2 Treasury officials have suggested two changes as follows:

(1) Paragraph 13 erroneously implies that growth in
capital spending on the Science budget in 1583-30 has
been deliberately reduced to 13.4 per cent. This
impression should be removed by referring to "slippage
in* expenditure on construction of a new research
vessel, rather than to *the phasing of" this spending.

Tha first half of paragraph 15 explains that the
number of postgraduate studentships has fluctuated in
recent years, but increased in 15988-83. It would be
worth adding that this increase 1s expected to be
maintained in 1989-50.

3 I am copying this letter to Paul Gray (Neo.l0) Martin Le Jeune

(OAL), the private secretaries to members of E(EP) and
Trevor Woolley (Cabinet Office).

Assistant Private Secretary
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Transport PES

I asked the Treasury (Mrs Case) about progress on Transport

in the Survey.

v A The bids, other than for nationalised industries, which were
inherited by Mr Parkinsen from Mr Channon, and confirmed by him,

ware [Efm]i
Bad 1038 1397

At a bilateral last week, Mr Parkinson reduced them to:

538 T2l 941

This was a reduction of about £800m over the period.

3 The Chlef BSecretary is writing teoday to offer an extra £l
billion over the three years, as against the £2.2 billion total of
Mr Channon's revised blds. The difference is almost entirely on
expenditure on roads. Mr Parkinson bases his case on the White
Paper which listed projects with a total cost of £12 billion. The
White Paper said nothing about the timescale of this investment,
although in Press briefing Transport said the intention was to make
it "within a decade". Mr Parkinson's bids are designed to start
achieving that. The Treasury say that even the £1 billion they
have offered would raise expenditure on rocads by 42% between the
current year and the end of the Survey period.
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4. The two sides are still a long way apart and the Treasury say
thay seea no sign of movement. Thay have advised tha Chief
Secretary to leave Transport on one side for the time being - and

not for example try to negotiate with Mr Parkinson at Blackpool-

while other programmes are settled.

5. As to the nationalised transport industries, the current bid

ia (£ Billion):
1.6

The Treasury have offered

The argument has been largely about transport projects in
London. There were three major ones: the Jubilee line extension to
Docklands; the Chelsea-Hackney line; and the East-West crossing
from Liverpool Street teo Paddington. The Treasury have accepted
the first, and Transport have dropped the second. The remaining
iggue, accounting for most of the difference betwsen the two sets
of figures above, concerns the third. The Treasury think that Mr
Parkinson will eventually accept dropping the third (because, they
believe, he would want to go to the Star Chamber only on roads),
and they therefore expect to reach agreement on the nationalised

industry part of his programme.

G W MONGER

Economic Secretariat
octobar 9, 1989

CONFIDENTIAL




029/4210

Treasury Chambers, Parliament Street, SWIP 3AG T

The Rt Hon Christopher Patten MP
Secretary of State for the Environment
Department of the Environment

2 Marsham Street

London

EWl

COMSTRUCTION PRICES

Cf October 1989

Thank you for your letter of }wﬂttﬂher; clarifying the infermation
which your office have previdusly provided on this subject.

2 It is clear from the range that you gquote (2-7 per cent)
for 1989-90 that there remains some uncertainty about exactly
how much faster prices will rise this year in the construction
industry than in the economy as a whole. But you still envisage
construction price inflatiom rising possibly up to twice as
fast as general inflation this year; and I note that your minute
of 22 September to the Prime Minister reported that all the
leading employers are concerned about serious skill shortages
in the construction industry.

3 However, the main point remains that the prospects for
next vyear would be dramatically worgened if the massive bids
originally made by colleagues were added to the existing
prospective levels of demand. Whatever difference of view there
may be, as you suggest, about the bounds of what is reasonable,
these seem to me to fall clearly outside it. If construction
industry overheating is not to remain a serious problem, they
must be sharply scaled back and phased so that they are, and
remain, at reascnable levels. 1 am grateful to those colleagues
who have responded positively to the request in my letter of
15 September that they should all contribute to phasing demands
on the industry in such a way that overheating is avoided.

4 1 am copying this letter to the Prime Minister and to Cabinet

colleagues.
B
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FRIME MINISTER

1589 PUBLIC EXPENDITURE SURVEY

You had the attached minute from the Chief Secretary in the
Cabinet folder this week, and stressed to Cabinet members the

Treasury any reference to expenditure issues in Party Conference

—_— ]

speeches.

As previously agreed with the Chancellor and Chief Secretary,
nothing was said in Cabinet about whether a Star Chamber
Committee would now be set up (paragraph 3 of the attached
minute). I gather from the Treasury that they are making

reasonable progress on tEE_EE;*praqramnus that you discussed at
the meeting earlier this week, but it is still thought guite
pdghiblg tﬁat a Star Chamber will be needed to resolve some Of
them. In any Eveﬁt, the Chief Secretary would welcome in
negotiating terms a letter going round to Cabinet colleagues

indicating your agreement that the Committee should now be
astablished.

e ——

R

Content for me to write out saying you agree it would now be
appropriate to establish a small group, under the Lord
President's chairmanship, to consider any issues that are still
unresolved after the Party Conference and to make recommendations
to Cabinet?

et

PAUL GRAY
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the department for Enterprise

The Re. Hon. Nicholas Ridley MP
Secretary of State for Trade and Industry

. The Rt Hon Norman Lamont Esq MF ﬁqiaﬂﬁﬂ Department of
Chief Secretary Trade and Industry
ST Ry 119 Victaria Street
Parliament Street 1L Loadan SWiH 0BT
HM Treasury Enguisies
Landon s 01-215 5000

SWLP 3AG Telex 82110745 DTHO G
Fax 01-22 2629

01 215 5623
JW4RCD

E} Octobaer 1989
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PES 1989: PROGRAMME EXPENDITURE AND RUNNING COSTS

I am pleased that we made such good progress on the proposals
covaering programme expenditure and running costs that 1 put
forward at our bilateral on 14 September. Our officials are
discussing the detailed allocation of the agreed overall
provision between my Department s programmes.

Although the proposals 1 cffered included increases in running
costs, thé net reductions on total DTI baselines remain very
substantial at £-61.6 million, £-52.2 million and E-176.05
million. As you have kindly noted, reductions on this scale
will be a helpful contributien to your overall PES settlement.

As promised, I have been locking again at my running Ccost bid
for 1990/91. £4.3 million of the pid is in respect of VAT on
rents which will not add to the net call on the Exchequer. A
further £6.7 million is a one-off exceptional item for early
retirements/redundancies at the National Engineering
Laboratory needed to reduce staff numbers from 550 to 400
during the year. This rationalisation iz based on
recommendations by Touche Ross and is essential to the
successful commercialisation and eventual privatisation of
NEL. Net of these two components the bid represents an
increase in DTI running costs over 1989/90 of 7.8% and 3.2%
over baseline.

To contain the effects of the higher than expected increaases
in pay and accommodation costs, I have offered both an
additional reduction in manpower of 70 (taking manpower to 120
below baseline) and to absorb further accommodation chalges
beyond the Department's comtrol. In addition, however,
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the depariment for Enterprise

following careful examination, I am now prepared to pare the
1990/91 bid by a further £1 million to E347.%9 million, if that
would be helpful.

As I mentioned when we met, I shall be reviewing over the
coming months the Department's policies, functionms and
gfficiency and I have therefore sought only a one year
settlement. I pxpact the reviews, which will be completed in
time to inform my 1990 Survey bids next spring, to identify
significant running cost savings beyond 1990,/91.

I am copying this letter to the Frime Minieler.
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EDUCATION, SCIENCE AND ARTS COMMITTEZ REPORT: DES AND OAL
EXFEINCITURE PLANE

tazsh a draft reply to the Educaticn, Sci e**e a0d Arts Salast
report on DES and DAL expenditure plans, which was
o

¥
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Qe Committea's recnmme1dat ﬂns this vear cover only a small
FFHJL of topics. The draft response takes into account

coniributicns from the nLhEL Depariments most closely concerned.
i should like to publish the response as scon as possible, and -
28 In earlier years - as a Command Paper I should be grateful
LC nave any comments on the taxt by 10 Gctabe

I 33 "E“Glrg copieg of this Letter to the Prime Minister, tha
Minister for the Arts, members of E(EP), and to Sir Hnnln Butler.
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DRAFT OF 5 October 1989

DEFARTMENT OF EDUCATION AND SCIENCE AND OFFICE OF ARTS OF
LIERARIES EXFENDITURE PLANS 1989-90 TO 1991-92 (CM 612):
GOVERMMENT RESPONSE TO THE SECOND REPORT FROM THE EDUCATION,
SCIENCE AND ARTS COMMITTEE, SESSION 19588-89

Introduction

L. The Government welcomes the second report from the
Education and Arts Committee on DES and OAL expenditure plans.

2. The Committee makes twelve recommendations in its Report
on DES and OAL spending plans: this response sets gut and
comments on each recommendatign in turn. The response, insofar
a8 it relates to DES responsibilities for local authority
education matters, refers to the pogition in England.

A: DEPARTMENT COF EDUCATION AND SCIENCE

Schools

We welcome the increase in expenditure on under fives, and the

corresponding rise in under fives in education, and lock forward

to an accelerated rise in under fives provision in future years
bayond 1989-90 (para 11).

- 3 The Government will continue to provide for the education
of very young children within the constraints of available
resources and after allowing for the major reforms initiated by
the Education Reform Act (ERA). As noted in its response to the
Committee's recent report on the under fives! the Government
believes the private and voluntary sectors can make an important
contribution to the fulfillment of demand for high quality

1 Educaticnal Provision for the Under Fives. Observations
bg the Government and Local Authority Associations on the
F1r§§4HEpmrt of the Committee in Session 1988-89, paragraph 5,
HC
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. nursery provision, and will seek ways to encourage this

contribution. The development of all aspects of policy on
nursery education will be informed by the report due next year
from the Committee of Inguiry into the gquality of the educaticnal
experience offered to the under fives.

Reliable guantitative performance measures must be devised if
this Committee, or anyone else, is to be able to judge value for

monay in the eaxpenditure of over £11 billion each year on
schools. We look to the DEE to publish proposals for such
measures in time for next year's Public Expenditure White Paper

(para 14).

&. The Government continues to regard the development of
performance indicators as essential to the development of good
management practice and a cost effective education service. The
development of indicateors is not of course an end in itself; the
data generated must be set in a broader context and sensitively
intaerpreted.

- Preparations for the intrcduction of Local Management of
Schools (LMS) from April 1590 have provided a stimulus by opening
gp the process of resource allocation within local aducation
authorities to publie scrutiny. Autheorities are developing their
own performance indicators to monitor spending and educational
output at LEA and school level as management responsibilities are
delegated to schoola. They are required to set out their proposed
monitoring arrangements in submitting their LMS schemee for the
Secretary of State's approwval. In preparation for their new
responsibilities for budget management, school governing bodies
have been ancouraged, in part through Government-supported
training materiale, to develop indicators to monitor the effect
of spending decisions. Such monitoring will also assist forward
planning.

6. The Department has taken forward its pilot work with a
group of authorities and headteachers exploring useful indicators
for schoola' internal management. A workshop took place this
spring and the Department hopes to publish a discussion document
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later this year. HMI has alsoc been involved in evaluating and

developing indicators.

y The current major education reforms will make available a
range of key guantitative data at national and local level.
Section 22 of the ERA provides for the publication by schools of
national examination results in a standardised format from Summer
1990 onwards. The publication by LEAs and the DES of Natiocnal
Curriculum aggregated assessment data, and the provisicn of
information to parants about their child's assessment results
with comparative data, will also add significantly to existing
information. Financial statements (to be produced under Section
42 of the ERA) will for the first time provide summary data at a
naticnal level on planned and actual spending on individual

gchools.

B. Internationally, the UK is participating in an UECD
project to develop indicators for monitoring and evaluating

schocl education in member countries.

We urge the DES to keep spending on bocks and equipment under

close scrutiny and to ensure that survey evidence is reqularly
made available about the guality and age of books in use (para

15).

9. The Government intends to keep spending on books and
equipment under scrutiny, as part of its annual consideration of
the pattern of spending by local authorities on education, This
scrutiny is informed by the evidence provided by HM Inspectorate
on the adequacy of the supply and state of books in schools. HMI
reports on schools, and their annual "Standards in Educatiocn"
report, comment on the provision of books and other teaching
resources. Relevant information may alsc be provided by some
Education Bupport Grant programmes - notably, in the 1990-81
programme, the Basic Curriculum and Assessment activity - which
include provision for the purchase of books and other materials.
Local Management of Schools will increase the ability of schools
to match spending on books to their own assessment of
priorities.
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As with books and equipment, current spending on repairs and
maintenance has risen by about one fifth in real terms since

1985-BB. We welcome the improvement to the fabric of scheools
which this additional spending should bring about and, as with
books and equipment, would welcome fuller information about the

actual improvements achieved by this element of schools

expenditure (para 16).

10, Various sources of information about the state of schocl
buildings, and the impact of spending on repairs and

maintenance, are already available. As with books and equipment,
HM Inspectorate reports on schools, and their annual report,
comment on the state of school premises. The Society of Chief
Architects of Local Authorities publishes an annual report on the
maintenance of local authority buildings, including schools. The
Department's 1987 "“Survey of School Buildings" reported the
results of a special exercise invelving a national sample survey
of the school building stock. However, major national surveys of
this kind cannot be carried ocut on a frequent basis. The main
need for information is at local level, given that LEAs have
primary responsibility for keeping the state of their school
buildings under review.

We strongly recommend that the 1990-91 RSG settlement should take
full account of any pay settlement for the year, particularly as
pay levels are determined by central Government (para 18).

i3 The Government's 1989-90 spending plans allowed for all
save £55 million (net of savings on superannuation) of the cost
of the 1989-30 teachers' pay settlement. That £55 million
represented the additional cost of the settlement over the remit
originally given to the Interim Advisory Committee (IAC), and was
equivalent to less than 0.4% of education provision. The
Government notes that the Committee would not favour the
abanconment of cash limits or automatic uprating for inflation.
For 1990-91 the Government intends to make provision within total
education standard spending for a teachers' pay award at a level
consistent with the remit given to the IAC on 26 September.
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We would expect future White Papers to make it clear if any
change in the scale of use of specific grants was contemplated

!Eﬂ.r!. 19?.

12. The size and nature of specific grants for education
spending will continue to be decided as part of the annual
determination of public spending and reported to Parliament 1in
the Public Expenditure White Papers. The Secretary oif State
remains bound to consult appropriate bodies representing LEAS
before making regulations governing the Education Support Grant
programme. The Committee might also wish to be aware that the
Department is conducting an efficiency scrutiny of its principal

specific grant programmes.

The Science Budget

We regret that the planned increase on capital has subsequently

been reduced to 13.4 per cent as a rasult of the postponement of
the construction of a new research vessel for the British

Antarctic Survey to the next financial year (involving scome £8m).

We recommend that this £8m is reinstated in the science budget
for next year (para 26).

13. The Science Budget was reduced by £8.49%3m in 1989-90
because of the phasing of expenditure on the construction of a
new research vessel for the British Antarctic Survey. Provision
for science in 1990-91 will be determined in this year's public
expenditure survey in the usual way.

We welcome the construction of a simple and robust measure of

science copts, and wa recommend that every effort bea made to

publish separate indices for current and for capital items, as

well as an overall science expenditure index (para 29).

14. The Department is continuing to investigate the
feasibility of constructing a robust index of science costs.
Initially this work is addreseing recurrent costs. The technical
problems associated with the construction of an indax,
particularly where capital equipment is concerned, are
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considerable. At this stage the Department is doubtful whether a
robust and simple measure of science costs, whether or not split

between current and capital items, can be davisad.

We find the fall in manpower training revealed by these figures
[of the overall number of postgraduate studentships] to be
disappointing, particularly at a time of increasing resgurces,
and look forward to receiving the results of the Research
Councils' investigations as to the reasons (para 30).

13, The figures presanted Ec tha Committes were taken from a
report produced by the Research Councils earlier this year.

Thesa figures have now been revised. They show similar but less
marked fluctuations in take-up between 1983-84 and 1987-88. More
significantly, they show an increase in take-up of awarde in
15988-89 instead of a decrease.

1983-84 19B84-85 1985-86 1986-87 1987-88 1988-89
6187 BO37 6245 6261 6079 6217

Deapite the overall increase in 1988-89 there was a decline in
the take-up of SERC's CASE awards and of awards in some other
fields, as outlined in the Department's submission to the
Committee. The Councils plan to commission a study of the
factore influencing students' decisions on whether or not to
embark on postgraduate study: it is hoped that this will explain
the differences in take-up between subjects and between advanced

course and research studentships.

We would welcome the publication of at least some of the

performance indicators for science referred to in paragraph 64 of
Cm 612. Where such indicators are published, it is essential
that a time-series is given for all the years covered by the
White Paper (para 31).

16. The Department will invite the Working Group on Output and
Performance Indicators to consider the publication of some of the
indicators which they have developed, in the form suggested by
the Committes,
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. Presentation

We recommend that the DES ensures that future White Papers allow
consistent comparisons to be made over the full period of the
particular White Paper of all items within the programme (para

33).

T The Government aims to make the Public Expenditure White
Papers as clear and informative as possible. The components of
the main table in the White Paper which sets cut the expenditure
plans of the DES have naturally been subject to changes over the
course of time because of developments within education which
have affected central and local government funding. When it has
been possible to present these changes over the full period of
the White Paper, this has been done. There may however be
occasions when the nature of the spending concerned makes such a
full comparison impossible, as was the case with the creation of

the PCFC sector.

We would expect to be consulted on the propesed presentation of
the main education and science table in the White Paper when
decisions come to be made about its future (para 34).

18 . The DES chapter of the 1990 FEWP will continue to provide
the information displayed in the main table of the 198% DES
chapter, but the format will reflect the introduction of the New
Planning Total. From 1991 departmental reports will replace the
departmental chapters of the PEWP; there are no plans at present
for any further changes in the table's format at that stage.
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. B: OFFICE OF ARTS AND LIBRARIES

Overall trends

We are concerned at the effect that An unexpected level of
inflation could have on the three-year funding system. This
cannot be judged on one year's fiqure alone. We therefore
recommend that, at the end of the first triennium (ie 1990-
1991), the operation of the system should be reviewed (para 37).

19, Tha Government notes the Committee's wview., It was always
the Government's intention that the coperation of three-year
funding should be monitored, for example in the context of
discussions with arts NDPBa of thelr corporate planas. The
institutions have welcomed the clearer planning framework which
the introduction of the three-year funding has provided.

REegional policy

We welcome the avidence that the abolition of the metropolitan
authorities has not harmed arts provision in those areas and look
forward to a8 continued commitment by local authorities to the

arts (para 41).

20, The Government notes the Committea's wview.

Information in the White Paper

We note that the OAL have only partially acceded to the
Committea's request in last year's Report for certain extra items
of information to be included in the OAL chapter of the White
Paper, including separate figures for OAL capital spending,
figqures for local authority performing arts spending, and figures
for grants to OAL's major clients. We ask the QAL to loock again
at the possibility of including the extra information suggested

!Eara 43].

21, The Government notes the Committee's reguest and will
examine further the possibility of including the information

RESFPONSE TC ESAC B




. suggested in the Publiec Expenditure White Paper.
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gep.cj/sept/lomax.27.1

.PIJ'BLIC EXPENDITURE SURVEY : PROGRESS REPORT

I e Lo

As expected, very difficult Survey - probably the most difficult
geince 1980. Intense economic and political pressures for higher

spending across whole range of programmes.

2. July Cabinet agreed that top priority was to defaat
inflation. Remit was to :z-

maintain downward trend in GGE ratic (ex pp).
stick "as close as possible to existing plans".
(Mecessarily vague, given change in definition of planning total.)

1. Starting point is existing plans which imply only modest
decline in ratio. Low expenditure and higher money GDP pushed
ratlo down in 1988-89. Could happen again this year, to some
extent [though spending not 1likely to undershoot). Recognised
therefore that might be a blip up in the ratio in 1990-91. But
all the more important to have some decline thereafter.

4. Evan this ambition now at risk. Since July, total bids
risen. Anything for the Community Charge would be extra.

BILATERALS

B First round bilaterals on all programmes; second round

meetings on some.

(i) Virtually Settled : DTI, Northern Ireland, Department of
Enerqgy.

(ii) Entered serious negotiations on Health, Defence, Home Offlice,

Wales, FCO, Employment. DOE.

1
S ECRET




.[111} Proving difficult : Transport (including HNationalised
Industries), Education, MAFF, Scotland. Some difficult specific

policy issues on Soclal Security.

LIKELY SURVEY OUTCOME

B Excluding any addition for the Community Charge, forecast
outcome of Survey implies:-

Substantial cash additions to GGE.

Rise in GGE ratic in 19%0-91, wvery little decline
thereafter, year 3 about same as 1989-90 outturn (assuming
latest unpublished assumptions about money GDP - could go
down as well as up).

Real growth in GGE over Survey period broadly the same as
that of real GDP ie well above 1% per cent achieved betwean

1978-79 and 1383-30.

Foracast outcome already assumes tough decisions on Social
security, Defence, Transport, Employment, Home Office, Education.
chief Secretary pressing very hard on individual programmes but
unlikely to do better in aggregate. Anything extra for Community
Charge adds directly to planning total on new definition, and
1ikely to push up general government spending.

KEEY OUTSTANDING ISSUES

(i) Social Secuxity: Child bepefit - Treasury seeking
further one year freeze, and to end present uprating
assumption in PEWP in vyears 2 and 3. Law Officers
advising on uprating assumption. Unemployment bepefit
- Treasury option to replace UB by income support
after six (rather than twelve) months requires primary

legislation. Disability - scale of package needad this
year to respond to OPCS and contain long term upward

trend in spending. Department bidding for amounts
2
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rising to €5 billion in 1992-93, including major
benefit, with no net savings until next century.

Transport: (Total road and rail bids about E64 billion
over three Survey years.) Affordable scale of extra
spending on roads, following E(A) and White Paper
commitment, given risk of construction owverheating.
Cost overruns, particularly on Channel tunnel related
rail investment. Large bids, additional to those for
safety, for London  Transport. Realism  and
affordability of commitment this year to three new
London rail mega-projects. These must be handled in
Sarvey. Strong case for golng ahead with improvement
in existing LRT llnes and with the Jubilee Line
extension for Canary Wharf (subject to satisfactory
O& Y contribution), but postponing East-West
Crossrail and Chelsea Hackney. (Department wantas to
introduce two private Bills this November. )

Environment : How much extra can be afforded this year
to meet preferences for gubsidised housing to
complement possible homelessness package. Consistency
with past policy and market orientated approach; no
public policy commitments; steeply rising (Housing

Corporation) baseline. How much can be affcorded for

UDCs etc given escalating cost of Docklands transport.

Education : Affordability. A wide range of very large
bids on higher education, science, schools capital.
Big gap remains, especially on schocls capital and

science.

Defence : Extent to which effects of higher inflaticn
can be absorbed by achieving 24% efficiency savings

promised at Prime Minister's VFM seminar.

QDA : whether overseas aid should maintain its share
of GNP, when public expenditure as a whole is falling

as a proportion of national income.
3

SECRET




Employment : Scale of reduction in baseline to reflect
lower unemployment, demography, need for employers to
contribute more towards training, and scope for
limiting access to ET by groups not covered by
manifesto guarantees.

Scotland : How vigorously to pursues reductions in
Scottish over-provision eg by adjusting population
base or disallowing bids on block or absorbing part of
AEG settlement within block.

OAL, : Seeking to re-open genercus 1587 3-year deal.
Strong arts and museums lobbying.

Central government support for local  government

capital spending (relevant especially to Education,
DOE) ¢+ Extent to which Central Government should

signal need for restraint on LA capital spending, by
holding down Central Government support (credit
approvals, grant). Huge overspend this year. Risk
that receipts could start to fall away after 1991-392,
but ample accumulated receipts in 1990-91. Low
priority of much LA spending.

Running costs : Growth im 1990-51 likely to be nearly

10%. Real pay pressures, but need for maximum efforts
to absorb through greater efficiency gains. Large
axecutive departments should aim for gyer 1%% target.




gep.cj/sept/lomax.27.3

PROGRESS IN INDIVIDUAL BILATERALS

DEFENCE

MOD increased their bids substantially following the revised
inflation assumptions issued in July. They made some reductions
following the first bilateral, but still seek to reopan 3 Yyear
settlement. Reasonable poseiblility of settling outside Star
Chamber, but large gap still remains in years 2 and 3 following
gecond bilateral.

Main issue : impact of higher inflation and scope for efficiency

savinga, to offset it.

FCO - DIPLOMATIC

Bids substantial - mainly running coats. Cettlement probably
poseible, linked to acceptable deal on aid.

Main issue : scope for pruning lower priority diplomatic service
activity to offset rising costs.

FCO - OVERSEAS DEVELOPMENT ADMINISTRATION

Large bids to meet existing commitments and new demands which
would increase overseas aid as proportion of GNP. still
significant gaps to be bridged at second bilateral.

Main isgsuye : how far overall programme needs to grow in real
terms, allowing flexibility for new initiatives (eg on
environment) in addition to commitments (eg Nigeria), and whether
in addition it needs to maintain/increase its share of GNP.

AGRICULTURE

Reductions offered on CAP due to prospects for harvest; but
1
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.substantial new bids for domestic agriculture. HNo significant

savings offered at first bilateral.
TRADE AND INDUSTRY

Virtually settled. Mr Ridley has offered substantial savings
below basaline, though with some increases (not finally settled)
on running costs. Details to be tied up in correspondence.

ENERGY

Settled close to baseline on departmental programme. Electricity
privatisation precludes firm decisions on Nationalised Industries
pending contract negotiations. Major long term threats on Coal,
but, as working assumption, stick to baseline for Autumn
Statement. Electricity EFL still to be decided.

EMPLOYMENT

Following first bilateral, Mr Fowler reduced bids and offered
savings to stay roughly on baseline (somewhat over in Yyear 3).
Treasury looking for substantial reductions below baseline in all
years. Could go to Star Chamber.

TRANSPORT (including Mationalised Industries)

Road and rail bids total some £6% billion. Treasury accept case
for significant increase, but want substantial reductions in bids,
on grounds of realism and construction prices, as well as
affordability. Unlikely to settle without collective discussion.

Iasues : Department not moving from £3 billion road bid justified
by higher construction c¢osts, early start to expanded road
programme following White Paper. Little progress on zail.
Department bidding to cover escalating costs, particularly of
Channel tunnel related rail investment (including property blight
in Kent). Also large new bids for London Transport (on top of
safety). Mo substantive discussion yet possible on J rall mega-

projects (EW Crossrail and Chelsea Hackney to relieve congestion
2
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plus Jubilee line extension for Canary Wharf). Department wants
private Bills on 2 mega-projects this November (including Jubilea
lina}. (Uncertainties about financing and timing of construction
of Channel fixed link could be relevant).

ENVIRONHMENT

very large bids for housing, local envircommental sexrvices, urban
spending (including LDDC). Department has moved, but significant
gap remains on housing and local environmental services.

Igsues t Department wants significant increase in gubsidised
housing as well as homelessness package. Treasury resisting
former on grounds of realism and affordability. Huge bids for
local  environmental  services (in practice largely LA
administrative buildinga and leisure centres as well as more
important waste disposal items) to cushion possible, but
uncartain, impact of lower receipts. Scope for offsetting

escalating cost of Docklands transport (where latest reports
suggest Rosehaugh Stanhope may be wavering on Royals).

HOME OFFICE

Progress on key issues, but still some way to go. Settlement
likely.

Issues : Implication of lower prison population projections
(allowing surplus of places in 1992-93) for spending on new and
existing prisons. Scale of additional police manpower needed to

maet public commitments.
EDUCATION

Could be long slow negotiation, possibly to Star Chamber. Mr
paker submitted wide range of wvery large bids {for higher
aducation, science, schools capital, and other minor items. Mx
MacGregor offered only small reductions so far, leaving big gap on
science and schools capital.

3
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Mr Luce seeking to reopen 3 year deal agreed in 1387 (reclled
forward last year). Firat bilateral 1 October.

Igsue : affect of inflation on 3 year deal.
HEALTH

Constructive progress, early settlement likely. Substantial
additions (over £1 billion in 1990-91) unavoidable to implement
NHS review and maintain reasonable level of service growth.

Issue is scale, in face of inevitable uncertainties about likely

coste of reviaw.
SOCIAL SECURITY

Additions since April 1988, including agreed benefit bids, worth
€1 bkillion in 1990-91.  Discussion narrowed down to a few key
issues which will need to be referred to colleagues.

Issues ' Child benefit. Treasury want further 1 year freeze, with
protection for poorer families, and to reaverse present uprating

assumptions in PEWP for years 2 and 3. Annual upratings would
still need policy decisions. Law Officers advising on this.
Unemployment benefit. Department guestion politics of Treasury
option to replace UB by income support after 6 months (now 12).
Needs primary legislation. Disability. MNeed to respond to OPCS
report and contain sharp long-term upward trend in spending. In
July John Major proposed a E100 million package to meet key
pressure points, in return for longer term action to reduce real
growth in spending on disability. Department now bidding for
amounts rising to €% billion din 1992-93, including major new
benefit, with no net savings until next century.

SCOTLAND

Mr Rifkind's unwillingness to discuss ways of reducing over
4
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.pruviainn led to postponement of first bilateral. Could go to

Star Chamber.

Issue: Mr Rifkind eseeking extra provision, beyond formula
consequential of comparable English increases; Treasury seeking to
reduce Scottish over provision, either by an adjustment for
diverging trends in population, or by other means. Bids gutside
block unlikely to cause trouble.

WALES

At first bilateral Mr Walker showed signs of willingnesa to
moderate bids. Settlement likely.

iggsues : Mr Walker has bid for programmes normally covered by the
block arrangements (as well as for expanded industry programmes,
including E3A) .

HORTHERN IRELAND

Settlead. Additions for Shorte and social security. (Mr Brooke
withdrew some blds and agreed to absorb others).

RUNNING COSTS

Total of departments®’ bids would represent over 11 per cent
increase in running costs in 1990-91 compared with 1989-90. Real
pay pressures will make it difficult to reduce this much below 10
per cent. Main issue is scope for efficiency gains to cffset pay
and price increases, and extent to which these can ba taken as

expenditure savings.
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FUBLIC EXPENDITURE

The Prime Minister held a meeting this afterncon to discuss
the position reached in the Public Expenditure Survey discussions.
Those present were the Lord President, Chancellor, Chief Secretary
and 5ir Robin Butler and Mr. Richard Wilson (Cabinet Office).

I should be grateful if you and copy recipients would ensure
that this letter is seen only by a strictly limited number of
named individuals.

The Chancellor and Chief Secretary explained that this was
proving an exceptionally difficult public expenditure reound. Even
if extremely tough settlements were reached in all cases the
prospect was for very large additions to the planning total and
general government expenditurae. It also seemed inevitable that the
general government expeanditure/CDP ratioc would increase
substantially between 1989/90 and 1990/91, and might only just get
back to the 198%/90 figure by 1992/93.

Discussion then turned to a selection of individual
programmes. The Chief Secretary said that a settlement had already
been reached with the Secretary of State for Trade and Industry and
that negotiations were proceeding reasonably satisfactorily in the
cases of Health, Environment and the Home Office. He hoped to be
able to reach sattlements in all these cases. However much greater
difficulties were being experienced in a number of other areas.

Transport

The Chief Secretary said that total bids over the three vears
of the Survey totalled some £6.6 billion and were egquivalent in
1550/91 to some 23 per cent of the base line. There was no way
that bids on this scale could be accommodated. The Prime Minister
agreed that the bids would have to be substantially reduced, both
to reflect to what could be afforded and given the implications of
the bids for pressure on the construction industry.

Industry Mg

The Chief Secretary said that difficulties had arisen because
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the Secretary of State wished to recpen the earlier three year
settlement. But this was unacceptable because the Department had
failed to achieve the planned 2.5% efficiency savings, and were in
any event continuing to under-spend the budget. The Prime Minister
commented that it would simply not ba possible, given the overall
position, to put up defence expenditure in this Survey.

Education

The Chief Secretary said that the present Secretary of State
was continuing to press the very large bids submitted by his
predecessor of well over f1 billion in each vear. The Prime
Minister commented that bids of this scale were clearly
unaffordahle. 5She said that the Secretary of State had mentioned
separately to her his desire not to press ahead rapidly with
further funding of Ccity Technology Colleges, and that he would
prefer to give priority to the funding of grant-maintained schools
and the science budget. She sympathised with these priorities. It
was alsc noted in discussion that as and when demographic trends
led to a renewed increase in the school population the appropriate
responsa to this would be to permit scme increase in pupil/teacher
ratios.

Employment

The Chief Secretary said he was looking for net savings below
bage line of around £100 million in 1920/51 and some £200 million
in 1991/91, via a scaling down of Employment Training and Youth
Training. The Primea Minister agreed that savings should be pursued
in this programme, given the background of much reduced
unamployment.

Social Security

The Chief Secretary said that large bids were unaveidable,
particularly those resulting from the higher than expected RPI.
But difficult decisions wara necessary on a complex set of policy
issues. The Secretary of State was pressing a large package of
assistance for the disabled, costing some [500 million. The Chief
Secretary thought that some extra help for the disabled would need
to be conceded, but he was seeking to persuade the Secretary of
State to accept a very much smaller sum. If so, this could still
only be afforded if policy savings were made in other areas; first
by continuing the freeze of child benefit, either for one year or
all three years of the survey, and second by reducing the pericd of
eligibllity for unemployment benafit from 12 months to 6 months.

The Prime Minister said that she agreed an increase in child
benefit could not be afforded in the coming year, although some of
the resulting saving would need to be re-deployed to additional
family credit. She also felt that, in the longer term,
consideration needed to be given to scme return to a system of
child tax allowances. As regards reducing the period of
entitlement to unemployment benefit, she had serious doubts; this
would be very difficult for the Government to present.

Other ISsSUues
Discussion then turned to the possibility that, if the Cchief

SECRET AND PERSONAL
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Secretary was unable to reach agreement bilaterally with all
colleagues on the outstanding programmes it might be necessary to
establish a "Star Chamber" committee under the Lord President's
chairmanship. If this did prove necessary it was agreed that, in
addition to the Lord President and Chief Secretary, the Secretary
of State for Trade and Industry should be a member. There would
also be advantage in appointing the Secretaries of State for Health
and Employment as members if, as was hoped, their programmes could
be saettled bilaterally. The sixth member of the committee might
be the Secretary of State for Education and Science, although
whether his programme could be settled bilaterally was in
considerably greater doubt. If it could not, the options would be
gither to do without a sixth member, or to consider the
possibilities of the Secretary of State for Energy or the
Secretary of State for Nerthern Ireland.

It was agreed that, should the Star Chamber need to meet it
should start its work immediately after the Conservativa Party
Conference. There was however no need for this to be raised at
Cabinet on 5 October; the possibility of establishing the
committee had already been covered in the July Cabinet public
expenditure discussions. The aim should be to completa all the
public expenditure negotiations so that the outcome could be
endorsed by Cabinet on 9 November, with an announcement the same
afterncon. If this timetable could not be achieved the fall-back

date would be 16 NHovember.

I am sending copies of this letter to the Private Secretaries
of the Ministers attending and to the others present.

\[!.:,1—-— ;

.

(PAUL GRAY)

John Gieve, Esg.,
HM Treasury.
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FROM: CHIEF SECRETARY
DATE: 4 October 1989

PRIME MINISTER
1989 PUBLIC EXPENDITURE SURVEY

At its meeting on 12 July, Cabinet adopted the objectives of
maintaining the downward trend in the ratic of public spending
(excluding privatisation proceeds) to GDP, and holding as close as
possible to existing plans. It is against the background of thess
objectives that I have been conducting bilateral discussions with
departmental Ministers.

2. I have now had at least one discussion with nearly all
colleaguee and it has been possible to make a substantial degrea
of progress in reducing the number of outstanding issues. A
number of departmental programmes have been settled; others are
close to settlement. I will ba continuing discussions with
colleagques over the next few days. However, it is clear that on
some programmes some difficult issues remain.

3. Cabinat agreed in July that, if it was impossible to reach
agreement on all programmes bilaterally, you would establish a
small group of colleagues to consider the outstanding issues and
make recommendations to Cabinet. You may feel that it would now
be appropriate to establish such a group so that it can begin work
after the Party Conference on any dquestions which by then are
g8till unresolved.

g. As in previous years, I will ensure that the ocutcome on all
programmes and the main policy changes involved are reported to
Cabinet at the end of the Survey.

By While negotiations continue on a significant number of
programmes, I would be grateful if all colleagues could agree with
the Treasury any references they may make in their Party
Conference speaches to policy changes  with expanditure
implications. - m—

6. I am sending copies of this minute toc Cabinet colleagues,
the Ministers for the Arts and for Overseas Development, the
Attorney Ceneral, the Lord Advocate and to Sir Robin Butler.

1







PRIME MINIST

PFUBLIC EXPENDITURE

You are seeing the Chancellor, Chief Secretary, Lord President,

Sir Robin Butler and Richard Wilson tomorrow afterncon to discuss
the state of play in the public expenditure negotiations. (This
meeting precedes your regular bilateral with the Chancellor, for

which a separate folder is in the box.)

There is no paper yet availabla for the meeting, but the Chancellor
may hand a note round when he arrives. The sort of points that
will be brought out in the note, andhwhat the Chancellor and Chief

Secretary have to say include:

on any basis there will be massive cash increases in the new

planning total: |

a significant "blip" in the general Government expenditure/GDP
; e —
ratesis also inevitable in 199%0-91;

and these pcutcomes will occur even if a series of tough

outcomes ls achieved for key programmes:
the main problem areas are:

Transport, where Mr. Parkinson's average annual bid i1s

—,
some £Z billion;
L e T T
Social security, where difficult decisions include
vhether to freeze child benefit again, whether to agree
Mr. Hewtnn‘s1bid for a substantial package for the
disabled, and whether to pursua the Treasury option B ﬁL—

reducing the period of unemployment benefit entitlement;

Defence, where Mr. King is seeking to reopen the I-year
deal and has a large bid for the new final year:

The Egﬁgprugrammes where, community charge apart,

Mr. Patten has very large bids;
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DES, where Mr. MacGregor initially maintained all b
Mr. Baker's bids and is negotiating for them hard:

Health, where perhaps surprisingly the negotiations are
going quite well, although a sattlement has still to be
reached.

You will want to decide to what extent to give steers on any of
these programme=. What is clear is that, if the Star Chamber doas

have to meet it will face a very tough task. It is probably toco

soon however to think in terms of what specific remit it should

F———— ——

work to.

But it would be worth tomorrow having an initial discussion on who
the members of the Star Chamber might be should the group prove
necessary. “ tradition in the years up to 1985, the last year
there was a full Star Chamber exercise, was to have six members
{(plus the Chief Whip if he wished to attend), although in 1984 when
Mr. Tebbit had to withdraw after the Brighton bomb, the group
managed with juat five members. So, assuming the target is six

that means choosing four to add to the Lord President and the Chief

Secretary:

- ”I;;. Eidley has already settled, and I think the Treasury would
be keéﬂ_tn have him. I think that would be a very good
choice;

d

- war. Clarke is the only person around (apart from John
MacGregor) who has served on previous Star Chambers. 1In
garlier years he was a valuable member, deploving his cross-
examination technigues to excellent effect. S0, if the health

programme could be settled, he would also be a good choice;

there are only three Db”iﬂui,Fanﬂidﬁ§F5 for the remaining twa

places, namely Messrs. MacGregor, Fowler and Wakeham. Ideally
the Treasury would prefer the first two. But it may be
difficult to secure settlements with Mr. MacGregor, given his
remaining large bids, and Mr. Fowler, from whom the Treasury
are looking for large net savings.




You will also want to consider tomorrow what if anything should be

said in E(LG) on Wednesday and in Cabinet on Thursgay about the

i " - ——— ¥ - 1
implications of the new community charge package +n other public
e ———

expenditure programmes. Does the Chancellor want to raise this in
- aerk

T

Cabinet on Thursday?

Q‘ic G,

[PAUL GRAY)

& Ooctober 1985
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Thank you for your letter of 15 September. 7
I am afraid the figures for construction prices which I gave you
in my letter of 8 September were a year wrong. Construction
industry prices were rising 6%-7% faster than the RPI in the last
financial year 1988789, not the present year. The best estimate
for 1989/90 is that price inflation is moderating and ie now
between 2% and 7% faster than general inflation, and coming down.
In 1990/91 construction prices are likely to slow to the general
rate of inflation. I attach a summary page from the full paper
clrculated in parallel with my previous letter at official level,
which set out these dates correctly.

The conclusion I would draw from these figures is that the
industry has coped reasonably with a limited period of sharp
growth of output, without excessive inflation (particularly
bearing in mind the socftening of prices and tenders earlier in the
decade). The current reduction of pressure seems likely to leave
some margin of spare capacity by 1990/91. But pressure has not
been evenly spread between different sub-sectors of construction;
s0 the available margin in different sub-sectors for the next year
may vary.

So far as my own capital bids for housing and other services are
concerned I see no reascn to think that the additional investment
implied would have a significant effect on ocur forecast for
construction prices. I believe the housing industry in particular
would now be well able to take up the modest increase in output
which I have proposed. Obviously, I cannot comment in detail on
the capacity of the relevant sub-sections of the industry to
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absorb the capital bids made by other colleagues. But in view of
the general reduction in the pace of construction price inflation
it would seem that most of the industry should be able to
accommodate a reasonable level of capital bids without causing
construction prices to accelerate ahead of general inflation
again. I realise that, at this time of year in particular, there
will be several different views on what is and is not reasonable.

Copies go to the Prime Minster and Cabinet colleagues.

R mjg

E 1

4 CHRIS PATTEN
g
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CONSTRUCTION INDUSTRY: FRICES AND DEMAND PRESSURES

Summary

1. There i3 no good astimate of the capacity of the constructicn
industry. Nonetheless; it appears that the industry has been
fairly fully if not uniformly stretched throughout 1988 and into
1989. The degree of stretch is now becoming less. By 19920/91
output should have ceased to rise, and might evan fall vary
marginally.

2. The Secretary of State's letter to the Chief Secretary of

31 August 1988 looked forward to construction price rises 5-10%
above general inflation in 1988/89. That forecast has been borne
out. The August 1988 letter also spoke of this excess over general
inflation tailing off into 1989/50 and later years. The current
best guess is that construction prices this year will rise 2-7%
more than general inflation, and that in 1%5%0/91 there might be a
range from a little below general inflation to a small percentage
abave it.

3. Private housing work has tailed off. Commercial construction is
very vigorous,notably in the South-East. There are no particularly
sharp sectoral or regional constraints on the industry. Amongst
technical specialisms, the previous signs of shortage of mechanical
and electrical work capacity in the South=East have faded. In civil
engineering scome specialisms may still give cause for concern.

4. Expected growth in road, railway, water, sewage and other
infrastructure work over the rest of the century, coupled with
continued long-term strength of housing demand, points to a need to
continue the expansion of the construction industry. Our current
guess is that the critical constraint may be in recruiting suitably
gualified managers and technical staff.

Nota: The dates above should be used in place of those in the
letter of 8 September 1989,
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PRIME MINISTER j

DISCUOSSION WITH TREASURY MINISTERE ON PUBLIC EXPENDITURE

I have arranged a meabting next Tueaday afternoon with the
Chancellor and the Chief Secretary to take stock of the

VLT e et D

o

position in the publies expanditure negotiations, This will
take place after yvour normal bilateral with the Chancellor.

It will alse be on the day thﬂrP the E:LG} discussion on the

community charge. That will enable ?nu to discuss what, 1if
anything, should be said in E{LG) and in Cabinet next Thuraday
about the implications for other public axpenditure programmes
of whatever community charge package amaerges,

You will want to consider who, Lf anybody, should atteand
Tuesday's mesting apart from the Chanuallﬂr and Chiaf

e —— ———

Eecrntarv+ The para;lel meetlng A Year ago was also attended
b? M;T.Pathnﬂmn, ag prospective Chairman of the Star Chamber,
Sir Robin Butler and Richard Wilson (who, LIf the Star Chamber
i8 regquired; will be its aELreLaLyl The raticnale for their
attendance was 80 that Lhef were aware of thE broad prospects

for tha Btar Chamber,

S50 there are two points on attendance:
(i) should the Lord President attend?
fxil ghould Sir Robin Butler and Richard Wilson attend?

Neither the Chancellor nor the Chief Secretary are prassing
for the Lord President to come, but would be content if that

ls what you preferraed.

One other point to bear in mind is that vou will be seaing the
Lord President at Cheguers on Sunday afternoon.

Who would yvou like o 7 1 G ; ';!?Jf
¥ Come : ue lhﬁ o

A
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Ministry of Agricullure, Fisheries and Food
Whitehall Placs, Leoedon S90A 211

The Rt Hon MNorman Lamont MP
Chief Secretary to the Treasury QE.{{;
HM Treasury ?
Farliament Street 1ff§
LONDON
SW1P JAG :

[ September 1989

T\H )
Daine Wlaet, TR ey

We have recently had to bid for extra rescurces for Kew Gardensg
in this year's PES round. Additional funding is required for an
extension of the Jodrell Laboratory and Development of the
Victoria Gate made up as follows: 1990/91 Victoria Gate E0.6M,
Jodrell £1.0M, 1991/92 Victoria Gate E£1.04M, Jodrell £0.78M.

Following her visit to Kew on 16 June, the Prime Minister gqueried
the sufficiency of the £10.6M grant in aid. She also spoke to
Lady Trumpington at Chequers about the excellent research work
being carried out there. Although this work has been
deliberately protected from the heavy cuts in our research budget
in recent years, and the grant has increased in line with the
Treasury s forecasts of increases in costs, there is now a case
for a further increase because costs have increased faster than
expected.

Kew 1s recognised worldwide as the pre-eminent centre of
excellence for the scientifie study of plants and the Jodrell
Laboratory i a most wvital component in this work. It i=
esgential for the Jodrell to maintain its pre-eminence. In order
to do so, the Laboratory needs to improve, modernise and
rationalise its facilities and to develop and integrate new
research initiatives. Most importantly it needs to be able to
develop work on molecular systematics, biochemical screening and
conservation technology in order to take advantage of outside
funding, particularly from the pharmaceutical and chemical
industries (where there is considerable interest in the screening
of plants for compounds of use in medicine and agriculture).

JDevelopment of the
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alopment of the Victoria Gate 18 needed to provide greatly

proved and safer entrance facilities in order to increase
visitor numbers and consequently income. The proposal stems from
4 survey carried out for Royal Botanical Gardens in 1987, The
Trustees see the development as eénabling them more effectively
carry out their responsibilities under the Hational Heritage
Act 1983 to afford entry to the Gardens by members of Ehe publiec,
both for education and recreational purposes, while at the same
time seeking bto increase earnings from visitors.

These two projects form an important of RBG's strategy for
revenue generation being developed in the first update of its
Corporate Plan which 1is currently being considered by our
officials. Completion of the work will be a major step dn Kew's
efforts to increase its income and I hope therefore, that ¥YOou are
able to give the bids your support.

I am copying this letter to the Prime Minister.

)

JOHN GUMMER
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Treasury Chambers. Parliament Street SWIP 3AG

The Rt Hon John Selwyn Gummer MP

Minister of Agriculture, Fisheries and Food
Whitehall Place

London

SW1A 2ZHH

Zl. September 1382

;@Mﬁ-«

KEW GARDENS: ADDITIONAL EXPENDITORE (M (L4 RE&UEST = LEOU FGL

I am grateful to you for your letter ntfﬁfﬁffénptemhar explaining
the background to your PES bids for extra resources for Few
Gardens.

The importance which you attach to this work is understandable but
I ought to point out to you that in this year's PES round I am
wrestling with a very formidable list of priority claims. You
will understand therefore that I cannot accommodate them all. 1
shall be locking to you and colleagues to assist with & rigorous
reordering of pricrities in your oOwn programmes .

The Kew bids are relatively small and should be capable of
accommodation within your existing programme at the expense of
lesser priority work. I would expect you to look similarly at the
remainder of your domestic agriculture bids which add up to an
increase in your baseline of 11 per cent in 1590-31, building up
to 17 per cent in 1992-53.

1 lock forward to a constructive discussion next Wednesday.

1 am copying this letter to the Prime Minister.
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Treasury Chambers, Parliament Street SWIF 3AG '"h_.l(ﬂu

The Rt Hon Nicholas Ridley MP

Secretary of State for Trade and Industry
papartment of Trade and Industry

] = 19 Victoria Street

London '
SW1H OET 11| September 1989

DTI PROGRAMME EXPENDITURE AND RUNNING COSTS

Thank you for your letter of 14 Septembér about DTI programme
expenditure and running costs which we discussed at our meating on
18 September. I am writing to record what we agreed. I will be
writing separately about the ECGD and the Post Office.

On programme expenditure (excluding running costs) Yyou wvery
helpfully offered reductions below baseline as shown in the
following table.

E million
1590-91 1991-92 1992-93

Basaline 955 go2 823
Proposed reductions -B3 -67 -194

Revised total 629

1 am most grateful to you for offering reductions on this scale
which are a helpful contribution in a difficult Survey.l accept
these proposals, and subject to the points below, I now regard
this part of your programme as settled for the current public
expenditure round.

Our officials will be discussing how the reduced provisicn is to
be allocated to the various headings within your programme. &
hope that this can be settled guickly on a mutually acceptable
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basis without the need for further correspondence between us.
The figures for 1990-91 included in the Autumn Statement will, of
course, be subject to the usual Estimates scrutiny later in the
year.

You indicated that you are in the process of reviewing DTI
spending programmes and I hope that once this has been completed
you will be able to offer further reductions in the 1530 Survey.
I lock forward to hearing the results in due course. Any changes
will of course need to be funded within the agreed provision, and
detailed proposals cleared with the Treasury in the normal way.
No doubt as part of your review you will be considering the
implications of the recent evaluation of the Business Development
Initiative, and the remaining industry support schemes such as
those for providing support for the shipbuilding industry and
redundant steelworkers. I believe that it is now appropriate for
our officials to undertake a more formal review of the
affectivenass and appropriateness of these schemes and to report:
in good time for the 1990 Survey. Similarly, on RSA we can take
account of the outcome of the current review in the next Survey.
On this basis I hope that RSA provision not higher than baseline
will be aqreed by our officials. I wrote to you on 30 August
about cash limiting RSA. My hope is that we will be able to reach
a constructive conclusion on this before the end of the Survey.

On EIEC 1 understand that your offer assumes slightly larger
reductions than those proposed in John Major's letter of 21 July.
As you may be aware we are currently congidering whethar net
receipts from EIEC can correctly be treated as negative public
axpenditure as has been assumed in the abova figures. My
officials are in touch with yours about this classification issue
which need not hold up our agreement on the overall settlement.
You indicated that you are considering radical options for the
EIEC following the disposals review which could generate
substantial additional receipte. We agreed that this is not
scmething which can be reflected in the current settlement, but
the financial implications will clearly be an issue for the 1350
Survey, and I look forward to your proposals for developing the
private sector property market without English Estates’

intervantion.

On running costs, 1 am grateful to you for agreeing to look again
at your additional bids, particularly in respect of next year. If
accepted in full your proposals would result in an increase in DTI
running costs of 11.6% in 1990-91 (12.8% per man year).
Settlements at this level are not compatible with the remit agreed
by the Cabinet to hold down the growth in departmental running
coste. You indicated that you are reviewing DTI's running cOSts
requirements and expect to be able to offer reductions in the 1930
Survey. But notwithstanding this, I very much hope you will be
able to offer some reductions now, given the difficult situation

we face.

I am copying this letter to the Prime Minister.

0 A8
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I have been reviewing the DTI PES bids submitted in May,
against the background of the pressures on inflation and
public expenditure that we are facing this year. You will
appreciate that it is difficult for me to reach firm views on
requirements after so little time at the Department. I shall
ba taking a closer look at the Department's objectives and
activities over the coming months. But as a result of a
rigorous examination of the original bids, [ am able to offer
m?%gz_ggﬂy;;inna on programme expenditure which take my net
bTds substantially below baseline in each PES year.

—

PES 1989

I hope that we will be able to reach agreement very guickly on
the hasis of these revised ovarall bid figures, which I shall
tahle at our bilateral. 1 shall want scme freedom to
determine the exact allocation of my programme expenditure in
the light of further consideration of the Department's
activities; but I have a fairly clear idea of its broad
distribution between programmes, which my officials will of
course explain to yours,

The substantial net reductions which I shall ba offering you
covar increases in rupning costs. 1 have examined the
ariginal bids carefully but concluded that there is no scope
for reducing them before I have had an cpportunity to review
the Department's activities. The increases result from higher
rises in pay and accommodation costs (including VAT) togethar
with provision to finance the necessary restructuring costs at
the National Engineering Laboratory. Indeed, the original
bhids understate the rises which are now likely, although I
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the department for Enterprse
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intend to avold the need to increase tham further by proposing
manpower reductions additional to those pffered in Dawvid

Young's original bidding letter.

I am copying this letter to tha Prime Minister.

e
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Treasury Chambers. Parliainent Street SWIP 3AG

David Mellor Esqg
Minister for Health
Department of Health
Richmond House

789 Whitehall

London

SW1A 2ZNS
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1989 SURVEY: PS5 SPECIFIC GRANTS AL 1’._,;~~:, ;

7 september 1989

Thank you for your letter Dﬂ]_'.'ﬂj_d-—-i‘l]':;j'ust..

1 am content-with the arrangements you propose for announcing the
various PS5 granmts for 1990-91, and for the terms of the
announcements to be cleared at official level in advance.

I am copying this letter to the Prime Minister, to members of
E(LA) and to Sir Robin Butler.
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Treasury Chambers, Parliament Stweet, SW1P 3AG

pavid Mellor Esg

Department of Health

Richmond House

79 Whitehall
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Dot Hondher

1989 SURVEY: PSS SPECIFIC GRANTS

Thank you for your letter of 26 July.

I welcome the fact that you are broadly content with the package
of new and continuing specific grants for personal social
services proposed in John Major's letter of 28 June. To
summarise, we are now agreed that the AIDS support grant should
continue throughout the Survey period at a flat £5.8 million;
that the existing training support programmes for the elderly
and childcare should continue for a further year in 1990-31 at a
combined level of £14.9 million; and that there should be two
new grants: £2.5 million in 1990-91 and £1.5 million in 1931-32
for the training requirements associated with the Children Bill,
and £2 million in 1950-91 only for a post-qualifying training
programme aimed at improving management deficiencies in the
SSps. I am grateful to you for not pressing your bid for the
practice placement programme.

There remains your suggestion that the childcare programme
should be extended for a further year now, into 1931-532. I
would however much prefer to defer for the time being any
further decisions on the training support programme for the
later years, and to consider this instead in the autumn in the
context of the wider review of the proposals you are developing
for a comprehensive strategy to improve social services
training. If at that time we agree in principle to extend the
grant for a further year, the local authorities involved would




have sufficient advance warning of the need to plan ahead beyond
1950-91. The childcare grant will morecover have bean in
operation for several months by the time of the review, and the
elderly grant for some 18 months, with the end-year report for
1988-B9 awvailable to inform our discussions. Wa should
therefore be in a rather better position at that stage to make a
valid assessment of progress with these grants so far. It would
in any case be undesirable, and possibly confusing, to give a
commitment now to continue with one element of what will from
1990-91 be a composite grant programme.

1 am copying this letter to the Prime Minister, members of E(LA)

and to Sir Robin Butler.
Yot sencorely
| Prcits A

KRORMAN LAMONT
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As you know, in his letter of 31 May, my predecesscr made no bid
for the London Docklands Development Corporation, feeling that the
uncertainties at the time were too great., The Prime Minister's
Group conaidered the Corporation's atrategy on 1% July following
Hicholas Ridlevy's paper of 11 July and decided to proceed as fast
as possible with its tranaporct programme. This letter is written
in the light of the outcome of that meeting.

Since the meeting, my ocfficials have tun over the figures in
detail with the Corporaticn. Some adjustmenta have been made but
the scale of the overall regquicement remains much as set out in
Nicholaa Ridley's paper of 11 July. The regquirement includes an
addition Eo the Corporation'as EFL for 1989/90. It is as follows:

1983/90 1990/91 1991/92 1992/93
£ millicon E milllon E million £ million

Current EFL lag* 2 1G4 94 96

Main Bid 34 g6

DLR Finance 99 38 { Fotential
cepayment Eo

Total Bid 228 134 HMT =ee para
7)

* includea E9]1 million from Summer suppleamentary
and E11 million EYF.

As you ses I have divided the bid between main Blid and the
congsgegquences of your predecessor's decision not to pursue a
private sector funding vehicle for the DLRE Extension. A detailed
breakdown of the programme which the bid would buy is ser out at
Annex A, The bid must be subject to two main uncertainties - the
actual level of tender prices and the eventual level of land

gales.




MAIN BID

The main bid which takes account of current forecast receipts and
land sales, will achieve the following objectives:-

it will allow the Corporation's roads infrastructure to
be built as guickly as possible in line with the

FPrime Minister's Group’s decision. We have adjusted the
estimates for road projects in the light of recent
contract prices;

it will allow site servicing and environmental work to
proceed which will boost the value of the Corporation’s
land holding and hence its receipts, and for some
further land acguisition;

it provides for a package of social and community
projects which underpin agreements with Newham and
Tower Hamlets that are essential if the transport
infrastructure is to be completed and which will ensure
a balanced regeneration benefitting all sections of the
community;

itk will allow for a modest programme of social housing

(E7m per annum in a PES year) for new building or
refurbishment. This will support the agresmenkts with
the local authorities in assisting with the local
housing problems and help to reduce the contrast between
the worst housing conditions and the new development
around them {(itself a deterrent to developers and
purchasercs).

DLE BECETON EXTENSION

The DLR Extension is to be financed from land sales, more
specifically the extra wvalue which the railway itself will create.
In rejecting the case for a private sector funding vehicle
{Tigerwall) your predecessor offered an agreed bid to provide
grant to even out cashflow from land sales and to meet additional
tax liabilities on thocse sales., Your officials indicated that the
besgde;timate of the grant reguired and the timing of repayment
WO 2

199091 199l 793 1992793
£ million £ million £ million

Gl 48 ={100)

We have rechecked the figures in the light of market changes and
re-worked the tax assumpticns. Our current estimate of the grant
ceguirement is E£137m over the two years. 1 should underline that
this iz an estimate; LDDC are doing further work on the tax
implications.




A major virtue of Tigerwall was its flexibility to respond to
unforeseen circumstances. The company could have drawn more
heavily on a bank facility if during a year land sales did not
yield the expected income. Funding a railway through grant as
proposed does not offer as much flexibility because of the
constraints of annuality and the supply process. I hope you can
reassure me that you will leok sympathetically at the nead for
additional resources in year in the event that LDDC's prudent land
sales forecasts prove optimistic or if tenders for building the
rallway come in significantly over our best estimates. The
Treasury would of course recover any additional outlay in later
years when land sales would be in surplus; I suggest my officials
discuss the timing of this with yours.

Otherwise LDDC propose to operate Tigerwall as previously planned
- that is the Corporation will transfer the land back to the
company and will ring-fence its operatioene and funding within
LDDC'e widaer budget.

CONCLUSION

It was clear from the outcome of the Prime Minister’s meeting on
19 July that the resources would be found for LDDC's programme and
I look forward to your acceptance of my blid against that
background. I strongly support the view expressed by

Nicholas Ridley that it would not be reasconable for the remainder
of the urban block to be cut back as a result. It would be very
difficult to explalin to the people of Sunderland and Sheffield for
instance, why we should spend less on their Inner Eit¥ problems to
gpend more in Docklands. Similar arguments would apply if you
ware to suggest reductione elsewhere in my Department’s
programmes. As you will no doubt recall Nicholas was himself
inelined to defer the Beckton sxtension.

I would be grateful for an early answer on thes position in 198990
- without prejudice of course to our wider PES discussions.

I am copying this letter to the Prime Minister and

Cecil Parkinson.
- : \
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CHRIS BATTEN
{Approved by the Secretary of Btate
and signed in his absence)
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EXFPENDITURE Emillion

Transport Projects
I. Limshouse Link - construction ete
= replacemont, housing
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- Total Limehouse Link

Canary Wharf Eastern Access
Poplar Link
East India Dock Link
loweitr Lea Crossing
Boyal Docks Major Hoads
Ueher Road and Transport Projects
ULE Heckton Extension
TOTAL TRANSPORT
Non-Transport Projects
_ ol b Servicing
Environmental Improvements
Land Acquisition [Hon—Transport
Commiini ty Support
Education and Training
Social Housing/Housing Refurbishment
Industry Support
- Fromotion and Publicity
TOTAL NON-TRANSPORT
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ADNINISTRATION
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TOTAL EXPENDITURE

INCOME (Emillion)
Jrant.
Lend Disposal Receipts (Net)

TOTAL INCOME (NET)

—

FROJECTED SURPLUS/ (DEFICIT)
CUMMULATIVE SURFPLUS/({DEFICIT)
*Fi2m carried forward from 1988/R9
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Your predecessor w;nte tn mine on 20 July about DOE programmes. I
thought that it might be helpful if I were to set out my initial
views, in advance of the detailed exchanges we shall obviously need
to have after the summer. This letter is concernsd only with
Housing and DOE Cther.

DOE public expenditure programmes have beer substantislly cedrced in
real terms over the last few years. Provision for hauaing gross
capital spending in 1989-90, for example, is down 34% since 1979-B80
outturn; and 1B% since 1954—35. The number of new subsidised rented
houses completed this year is likely to be around 30,000, compared
with 55,000 only 5 years ago. Similarly, on DOE Other, the 1990-91
baseline is over 20% lower, in real terms using the GDP deflator,
than outturn in 1984-85.

Moreover, since the 1988 Survey inflation has been considerably
higher than was assumed last year, particularly in the constructicn
industry. Even if the peak has now passed (as it has, for example,
in housebuilding) we still start this Survey knowing that the
baselines agreed last year will not go nearly as far as we had
hoped.

It is against this kind of background that Nicholas Ridley made his
bids. It is clear to me that those bids - as both of us would
expect from him - are tautly constructed and an accurate reflection
of the minimum needed if Government policies are to be properly
carried out. I do not intend, at this stage, to respond in detail
te John Major's letter of 20 July. But I must say that I stand by
Mick’'s bids as being entirely realistic; what would be unrealistic
would be to imagine that DOE programmes can be held at baseline
(still less, as John Major's initial response suggested, reduced
below baseline)} without reversing a number of Government policies in
my area of responsibility.




CONFIDENTIAL

Nick Ridley's bids left some pointe unresolved, which I need to
record now. Most were trailed in Nick’'s leter of 311 May; all have
heen the subject of some discussion with your officials.

¥You will be aware that no bid could sensibly be submitted for the
London Docklands Development Corporation (LDDC) in advance of the
Prime Minister’s cecent mﬂeELng. I am writing to you separately
with the detail of the LDDC bids, following the decisions taken
thece.

Paragraph 33 of the letter of 31 May said that DOE and OAL would be
discussing whether to bid for the National Heritage Memorial Fund,
who have been pressing us strongly for additional funding. Richard
Luce and I have discussed their reguirements. We shall each bid for
E4.5m in 1991-92 and 1992-93. Such an increase, which would bring
the tctal annual resources available to NHMF to £12m, would allow
WHMF to meet the annual rate of spend that we assess to be needed,
It is likely to be the minimum acceptable to the Board.

on the Wational Rivers Authority (NRA) a number of additional
expenditure items have emerged since the original bid. The main
ones in the PES period are the cost of buying out staff benefits
from those transferring from water authorities, and the costs of
completing works to provide the NBA with accommodation, laboratories
etec in each region. Taking account of these new elements, our
latest estimate is that the total NRA bid for the 3 Survey vears
should be E20.6m, £8.3m and £2.5m.

Finally, we nead to provide grant-in-aid for the new Football
Licensing Authority. Proposals for setting up the authority have
peen endorsed by members of H Committee. Exact costings are gtill a
little uncertain, but are likely to be in the range £500,000 to
ET50,000 each vear,

My officials will be supplying yvours with detailed material
explaining these bids. I hope also that officials can make
progress, in advance of the bilateral, in clearing away some of the
igsues that need to be resolved between our two Departments,
particularly on those bids that are either technical or inescapable.

I am copying this letter to the Prime Minister, Tony Newton, Peter
Walker, Malcolm Rifkind, and Richard Luce.
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