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PUBLIC EXPENDITURE: MAIN ISSUES

Note by the Chief Secretary, Treasury

The attached paper by Treasury officiale is circulated as background to
the Cabinet's discussion of the 1980 Public Expenditure Survey. It has
been prepared in accordance with the preposals in my minute of

{8 February to the Prime Minister concerning the preliminary work for
the 1980 Scrvey. It summarises the main issues which are likely to arise

in the courge of the Survuy,

Treasury Chambers

3 Tuly 1980
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THE PUBLIC EXPENDITURE SURVEY 1980:

THE MATN ToOOITEE
[HE MAIN ISSUES

Note by the Treasury

aper by Treasury officials is to summarise the
iiture plans as they now stand and to indicate
which arise from the additional bids and options
tions which have been put forward by Departments in
s

publiec expenditure survey. The detailed material

zirculated separately, for reference.

A8% year the Government set a ne ; tepy and direction

iblic expenditure, in the plans published on Budget Day in

'841. The theme was & progressive :tion in the volume

Mk

expenditure over the period to 1983-84. The plans

cted the Government's view of priorities and their object

proving efficiency. On the assumptions of the medium-ter

ial strategy published at the same tir he plans would

-

e

tent with the intended path for the public s T DOrTOWLng

rement, and thus with the overriding objective of progres

tion in money supply growth. [t waa stated that publie

liture plans, tax policies and interest rates will be

e A8 nacegsary 1o order to achieve the monevy supply

annual review

slve

Cmnd 7841. The periocd wered is to be one year shorter

previous survers, &0 it deals with the years 1981-

two basic que are:

What changes have occurred or are in prospect in

the public e diture plans as they now gtsnd?

Has the genery economic prospect changed in a way

which calls or revigion of the plans to sustain

the medium-term financial strategy?
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sa-makers and by making the optien cuts, mainly reductions
* luvestment plans, included in the separate repopt Ministers?

here are other threats in the industrial sector, notably

Hoyce (perheps an extra £100 million in 1981-82) , and

i Leyland. The Department of Industry has additional bids
ing to over £100 million in 1981-82: the Secretary of State
king offsetting savinges, and it remains to be s:zen what

done.

he gas levy agreed by Ministers earlier this yesr will
BGC's internal resources and so inerease public expenditur
unts rising from around £350 million or more in 1981-82 to

bly £700 million or more in 198%-84, depending on the rate

but there will be no effect on the PSBR,

he prospect of industrial recession is also reflected in
epartment of Employment's proposals that, in addition to
# extra demands on the redundancy and maternity pay funds,
rision should be made to continue throughout the pericd the
tuporary short-time working scheme and the job release scheme
1380-61 levels. These schemes have hitherto been funded

year.

Local puthorities' budgets for 1980-81 imply current expen-

ome 2-3% over the present plans (about £3 billiom at 1980
r pricea). The Government have ssked for revised budgets,
inisters are considering other possibilities for correcsi
ution. CGan and should farther action be taken to achieve the
rther rrductions alresdy planned for 198182 and the laoter
Should further provision be made inthe relevant programmes
1 ailow for the possibility thet local authorities will not
inere to the Government's plana?

Other programmes where major additions have been proposed

(1) Education The =school transport defeat will cost
40 - 50 million a year. Additional bids "to maintain
and improve the guality of education" in schools, based
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on a Queen's Speech commitment, rise from £30 milllon
in 1981-82 to over £100 million im 1983-84. A roport
by Treasury and DES officials on schools expenditure

being submitted scparately to Ministers and it

Lit Lol

consideration exactly whet is implied by the Covernment'

commitment.

(ii) Health. The delayed introduction of the Road Traffic 4
charging proposals, caused by H Committee's reservations,
and the lower income now expected from overseas visitor
will cost some £80 million inm 1981-82 and £15 million
later years. Withdrawal of the sight test charge will
£10 million a year. Againat this has to be sct n Menif
commitment to maintnin the planned growth of health
gpending, and & list of options for reductions which
rejected by Cabinet in the last survey.

(iii)Soecial security. Bids rise to £700 million in 1983_8¢
About half represent including in the social security
programme provision for uprating child benefits in
with prices from its value in November 1980. (Provisio
for future uprating bas so far been contained in the
contingency reserve.) The bulk of the remaining bids
for higher increases in child benefit, and for restorin
this year's eutn in the real value of certain short-ter
and other benefits, which cannot all be setbled
immediately. If Ministers have to plan for earnings to
rice by less than prices in the immediate future, it

reasonable to consider less than full price indexation

of at least some berefits.

Scope for reductions

17. Local suthority current rxpenditure, nationslised industry

finance, the health service, rocial security and defence togcther
amount to threec-quarters of total expenditure. Increases in any
of thes« programmes, or a rediction in the total, must largely be
met by reductions elsewherc in there arens, Cor the ncope Tor
[inding offactting savings in the rest of the publis expenditar:
is limited.

To the extent that furthor net reductions are nceded, ci
(o produce n gatisfactory prospect for the PSER or to offset
unavoidable additione, it will be necessary to draw on the
optione for reductions in the survey report. Different types
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rpenditure (eg procurement, transfers, or receipts from
eg) have different effescts on the PSBR and money supply.
agent circumstances the effect on industrial nwfithJ will
be particularly relevant, ond this has 8 bearir

between capital and current expenditure referred

raph 25.
[SSUES

et movements
'he plans published in the last White Feper have been
year's movemente in coste ie. broadly from 1978-79
80 price levels. ash needed in 1981-82 to fulf
would be ..'.'i}_'._-l.ll'!:\ becaunse aof the further effect
awards in the last round (eg. staged payments), known
lements in the current round, and forecast further pay
BRECBREES 1R,E2 19575800 051000 2 E0ER RER. RO RRA B0 175 R B850
ices in 11981-82, with the -“.—xzh.-'-.':"_'-f-'g !:'j_r_‘..l- Mmovemen

L=
4
L

8 in ka
my generally. For some Departments - notably Defence,

ronment (other environmental services), Home Office, DES, DHSS

lth and personal social services) and Scotland - the increase

8t8 is noticeably higher than genersl inflation. This upward
h 21 = I

ep" is largely due to the working through of the Clegg awards

yther staged comparability pay settlements. Should the volume
the programmes which show gignificant increases in relative

be trimmed back to contain the eventual ecash expenditur

have decided to reduce civil service manpower by
284, but it is not yet settled where these
made or how far by contracting out services.

will determine the net expenditure maving

Gontinued pressure on local authorities to reduce manpower

bé necessary to achieve the planned expenditure cuts.

‘ritieisms of the last White Paper: detail of plans, and c

apital

FCSUB current

The last White Parer showed less detail than its

8 predocensqrs
later years. This attracted some criticism in Parliament,

rticularly as to the housing programme. It was also criticised

to the nationalised industries, though for these as much detail
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previous White Pepers.

1T mast

st White

been decli

greater in 1980-81 ths
limits will consequentl
volume of most cash-limited
million has so far been identified by
reduction i . service manpower in
forward into the later years, but the
s8 to apply the smavings to other

sgping the total defence budget unchanped.

liture

inisters principally concerned met earlier

whether any actlior ative shares of

between the Tour 1 tries should be taker

the Heeds Assessment Study. They agreed that,
question of a redistribution of existin
ttish, Welsh, Northern Irish and
on the findings of the Needs
it would be legitimate to take the results of th
Study into act 1t a5 a relevant factor in
distribution inereages or reductions in the

expenditure plans.
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scisiene on the size of the contingenc)

autumn. An ample

gerve will be n

intieg 1n the economic and

- n_."

iustr

bids, eg British Nuclear Fuels
that it should no longer raise

and ] ride Tor some limited

and the next, and

68 not allowed for in G

ChAE :-:-._J'En'll_- g




1

artments (incl.
borrowing)

elICYy reserve

ez of assets

total after
annual ¢

from Cmnd

contribution
+ other factors
k ﬂx'.‘,::r_".'i-"‘. Lture

economic

gqueege in 1580-81:-

nanupower squeeze with
forward 1n later years

reduced 1“:-qui.1'-r-u:|---r|| - |

2]

ible estimating increases

industries’

oA
bids other than
14, net of

SEVAIIEE
ang3)

for reducti

saAvVings

reaval ued

of revised economi

3 the target for net/sales to which

£500m for
for the later yesrs represent

sters are committed. 'he figures
ilanceé of receipts from British Airways Board, British
g & Wireleas sales, and the unwinding of BNOC forward oil
hey are current best estimates but

J'L"'."!"[EH':' v

the prospects are very




barrier snd some minor agricultural e
nce of home shipbuilding and interes

o=
building redundancy payments and cost

4=

payments; export credit refinance and cost escalation;
and maternity pay funds; eivil superannuation; regional
assistance in Scotland, Wales and NHorthern Ireland.

These options, particularly for the "smaller", staff-i:
Departments, may overlap with the further civil servic

1
cCuts now planned.
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ITmplied change

i1 relative
cost in 1981-82
(relative to GDP
deflator)

Index Index £m, 1980
1978-79 = 100 1978-79 = 100 survey prices
Defence 12 131 160 +280
FCO (admin) 117 127 154 =
MAFF 0 130 165 +20
Industry 11€ 125 158 -
Energy 12 144 73 +20
Trade 112 127 22 -
Employment e 132 59 +10
Transport 122 +10
oS %Eﬂuse Hales 134 ‘ -230
DOE (PSA) 126 5C +10
DOE (other) 131 1€ +110
Home Office - 1%3% 159 +50

-

Lord Chancellor's Dept : 6, ‘ 15 -10

+190

housing, gross) 122 8 +20

+63%0
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