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FUBLIC EXPENDITURE
——memm——————

The Public Sector Policy Group has examined the trends in
public spending, the problems of controlling it, and the scale
of reductions vhich need to be made to total expenditure in the
pericd ahead. Our conclusions are set out below. We would
ask members of the Shadow Csbinet to study the Appendices For
more detailed analysis and argunent.

WHAT IS HAPPERING

This Pinancial year, public spending is likely to be at
least £20 billion higher in money terms than in 1973/74. The
increasm'!'mﬁ'mg? over what had been projected by the last
Conservative government before it left office is about £4

bilion — more than the entire defence budget and about equal to
the health and sccial services budget (£3,860 million).

Looked at from the viewpoint of the public sector borrowing
requirement (now estimated at 51% billjon), the percentage of
GDP devoted to public spending Per cent now as against 50
per cent in 1971), manpower in the public sector (aver 500,000
more people are empioyed than inm 1971) or the allocation of
resources, it is clear that current trends are leading to a
disaster, Appendix 1 goes into more dJetalls and explains why.
———

REDUCTIONS NEEDED

We consider it essential to give members of the Shadow
Cabinet an idea of the dimensions of the probilem Facing us in
quantative terms, degpite the considerable difficulties of
estimating future public spending.

In order to avold the acute inflationary dangers which arise
from a Lorrowing requirement at present levels, we believe that
the PSBR must bé reduced by about £3 Hiﬂ&%ﬂ a year between now
and (see Appendix 2% a major extent this must be
achieved' in the short term, by cats in transfer payments.

We believe that on an assumption of 2 per cent average
annual growth of GNP and a 1 per cent i al
consumpiion = cur own “rescurces able ia in Appendix 3 =

ere must be a shift of resources from the public to the private
sector of £6% billion at 1975 prices and in demand terms by
1379, This will need to be achieved over a period to avoid
unacceptable reparcussicns on the level of economic activity and
employment,

METHCDS PROPOIED

The Group agrees that the overriding need is For an exercise
nof political will. No reduction will in practice be made unless
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it engages the complete commitmept of the P.M. and her closest and
. most powerful politic colleagues. . .
We believe it necessary that there must be more than one m

strong departmental voice in favour of lower public spending botl@e
e

in Cabinet and Cabinet committees.

We have yet to consider in detail a suggestion that this
might be achieved by creating a separate Ministry of the Budget.
As an alternative there might mwm*céﬁ'mﬁ%e ‘l“
containing the most powerful three/four members of the Cabinet *
“who would be sufficiently aware of the economic realitites to

support Treasury Ministers at all points and in all gatherings W/,
where spending decisions are taken.

One way or another the departmental balance between spending
Ministers and Ministers commited departmentally to reduce public
spending must be changed substantially in favour of the latter.

Assuming the will exists on the part of the Shadow Cabinet
we believe that it must be supported by the Following tools:

(a) cash ceilings - to be used not just as a means of controlling

. existing programmes but an internal mechanism for Fforcing
reductions in spending. We appreciate the major difficulties and
complications of this area but it is essential to have public
sector accounting principles which force Ministers, councillors
and officials to take the necessary ugly decisions where money
limits are exceeded. Cash ceilings are not a panacea but they
are a necessary discipline.

"f J(b) Manpower ceilings ~ detailed proposals are set out in
TOressor Merret{'s paper which put forward proposals for
4 in the public sector (equal to a 5
0" XPer cent reductid: numbers over at least 4 years). I1f the
N\& objectives were met there would be a reduction in employment in
Q@R the public sector of 500,000 over a four-year period, saving

£2,5 billion in public expenditure.

(¢) The elimination of functions in every department.
e er policy groups but the Public
Sector Policy Group will be making recommendations after the

. recess.

(d) Efficiency and cost cutting - there must be a more rigorous
and systematlc questioning of programmes and tighter
management control.

IMPLICATIONS FOR SECTORAL BUDGETS: AN ILLUSTRATION

There are three main elements to public spending:

Current expenditure on goods and semices

1§ Transfer payments
Capital expenditure

3
We believe that capital expenditure programmes have already
been sharply pruned wi EX ces for employment in
the private sector and the future infrastructure of the country.

Further reductions should be avoided in this area. In the
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immediate future we look primarily t¢ transfer payments for new
savings, even though the medium-term objective must be to shift
real resources from the public sector to the private sector as
fast as possible without creating intolerable unemployment.

T¢ establish the scale of the reductions required in current
conditions we put forward the following figures for reductions in
%ar 1. Spending depArtments will be able to gange the Funciions

ich will need to be eliminated to meet the figures below on a
current basis. It should be emphasised that these figures are
illustrative of the scale of reductions required and do net
Tepresent our view as to what the priorities should be. This is
Clearly a matter for the Shadow Cabinet. The figures For cuts
in expenditure on gecds and services have been arrived at simply
by #ssuming that cuts would be made across the board on a
proportionate basis (i.e. so that existing relativities between
sectoral budgets in relation to the total expenditure on goods
and services are preserved).

Transfer payments Reductionsz in
reductions required expenditure of

on Cmmd. 5879 goods & services
required on
Crmnd. 5879
£ million
Defence ® 127 @
-Overseas affairs 6
Agriculture, Fish, 488 4
Forestry {focd subsidies)
Trade, Industry, Employtent 16
Nationalised industry 250 75
(price restraint)
Roads and Transport 251 » a4
Other Environmental Services 50,
Law and Order . 38
Education 128
Health & Personal Sacial 138
Services
Sccial Security 10
Other Public Serviges 17
Common Services - 18
Housing 715 62
Northern Ireland 20
1,704 753
* The break-down of the figure is as follows:
British rail subsidy 98 .
Port subsidies 21 m,
Pagsenger Transport subgidies 100 m.
Bus Fuel grants 32 m.
251 m,



LR

4

24

The above figures are in ;g]i—’ugrveL_Prlces and represent
a reduction on those given in and 1.3 of the 1975
Fublic Expgnditure White Paper (Cmnd. 5879). The total of
£2,457 m. is equivalent to £3,000 m. in current prices.

The Shadow Cabinet should also note the Pollowing points:

The effects of reducing transfer payment by 00 m. would
clearly be to increase the retail price index. Quite what the
effect would be iz extremely aifficult to estimate. The only
reasonably sure estimate is that the removal of food subsidies
woutd put 1} = 2 per cent on the retail price index.

T~
The above reductions in transfer payments would have an
impact on employmeat in the private sector as a result of a
dampening of demand.

The illustrative Figure of £3 bn.(in 1974 survey prices)
is before providing any Ffunds for the protection of low income
families. Since the proposals envisage a cut in housing
subsidies by over a half ~ they are currently running at £1,200 m.
~ and the virtual elimination of food subsidies, it would be
necessary to find additional offgetting reductions to meet this
need.

In order to achieve the switch in real resources which is
sc necessary for the economy, the size of the reductions falling
on real resources employed in the pudliq sector over the period
up to 1979 will have to be at least 9 times the illustrative
hgu::eng £753 m, given for 1975/76 (l.e., to reach the target of
£6.5 bn),

Decisions Required
Approval by the Shadow Cabinet of the

adopted in this paper and reco tion th, i ﬁ major
implicaticns for poli ~ and policy statements = =
£ ards .

Agreement that after the recess the Public Sector Policy .
Group should proceed to a.detailed sc:mtin of departmen
with a view to determinin T ernative
targets agreed by the Shadow Cabinet) can be met and that thig
should be dene in close conjunction with other Policy Groups. . (The
Group would, for example, envisage a nwnber of meetings with
Chairmen and members of other Policy Groups to discusa levels of
expenditure within their spheres of interest.) .

Agreement that the Public 3ector Policy Group should .
examine more closely the methods and machinery needed for effective
contrel of public expenditure and report to the Shadow Cabinet.

study the more detailed work set

The Shadow Cabinet are invited to l
out in the attached papers.

EOH‘N' NOTT
Aalrman
Conservative Research Department,

MN/VA
24 01d Queen Street, London, 8.W.1. 22{};.75
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APPENDICES

Trends in government spending

Establishing a target for the reduction in the
public sector borrowing requirement (PSBR)

Resources

Professor Merrett's paper on manpower control
————

Members of the 3hadow Cabinet are reminded
that they have recently received from

Sir Geoffrey Howe a note on public spending
(ICC/75/81) with en attached spesch by
Sir Geoffrey =~ thig set: out the main raasens
why we must aim for a substantial reduction
in pwblic expenditure in the period ahead.

Conservative Research Department, MN /A
24 01d Queen Street, London, §.W.1. 23.7.75



Appendix 1 Trends in government spending

The Foliowing gives an idea ©f what has been happening
to public expenditure in recent months:

i According to the Government's supply estimates for
1975/76, total public spending this year (1975/76) will be
£53.5 billion. This is £20 billion abeve the level of
expenditure in 1973/74. This means an increase of 23.4
per cent over 1974/75 and 60,5 per cent over 1973/74.  But

! aven this could be a serious underestimate. Indeed if the
difference between Forecast and outturn For the present
Pipancial year is proporticnately as great as it was in the
financial year 1974/75, total public expenditure could exceed
£60 billion in cash terms this year. :

Last Pinancial year public expenditure increased In real
terms by some £5 billion over the previous year. IF one
compares the public expenditurs cutturn in rezl terms in
1974/75 with the last projections left by the Conservative
f] Government (i,e. taking into account the Barber cuts in
-.f December 1573) the difference is a figure of about £4000 nillion.

This is larger than the entire defence budget (£3,533 billion
in 1974/75) and roughly equal to the health and personal social
services budget (£3,860 million). :

Fublic spending in real terms, including RPE

The table below shows the percentage growth in public
expenditure at factor cost comparing it with the growth of GNP
_at Factor cost.

1970-71  1971=72  1972=73 - 1973=74 1974=75 average
ovar over over over aver .rate of
1969=70 197C=T1 1971=72 1972~73 1973-74 growth

%« increase in
cpenditure at

4-75 out— 2.9 145 5.3 9.9 To12.5 6.4
n prices - .
including RPE ~
% real increase - -
in GDP at Ffactor 1.8 1.3 4.3 2.4 2.1 2.4
cost - -

(sowrce: Cmnd. 5879, FSBR & CS0)

There is no official estimate of the real increase in public
sector spending in 1975/76 over 197a4/75, the Treasury being
unwilling to commit itself te a forecast of the rate of inflation
in the current Financial yvear. . The National Institute however,
Foreqasts an increase in real terms of 3.3 per cenmt. Though
this iz a comsiderable reduction over 1. yearfs increase, it

is still above the annual average rate Jf increase provided for
in the 1975 White Paper and quite out -of line with what is

likely to Eappen to the gross national product this year




Appendix 1, cont. . Bl

. Public spending as a pertentaga of GNP

Public expenditure has grown at a considerably Faster
rate than total economic resaurces and has therefore increased
its share of BNP. This increase was particularly sharp
beiveen 1973-74 and 1974-75.

Total public expenditure as'a percentage of GNP at current
Factor cost .

1971/72 1972/73 1973/94 1974/75
50.0% 975 52.6% 56.0%
{source: Financial Statistics, Monthly Dig’est; of Statistics, NEJB)

1376 and beyond

Te forecast the size of public sector spending For the next
financial year and beyond is stremely gifficult. In his
April 1975 Budget the Chancellor amnounced cuts in spending in
1976/77 of E900 million {at 1974 survey prices). On the basis
of the projections in the public expenditure White Paper this
would reduce public spending by 1.3 per cent in real terms in
1976/77. However, it is highly questionable whether this is
likely to happen. The proposed cuts could very eazily be
swamped by wnplamved increases in real expenditure of the kind
that occurred in 1974/75 and are als¢ likely to be reveated for
this Financial year. The two statistical ammexes contain

ther information about recent trends in govermment expenditure.

Estimate of the Reduction Needed

We are making the assumption in this paper that there is
broad agreement in the Conservative Party that the share of
national rescurces which is -currently being devoted to public
expenditure is excessive and needs to be reduced, As well as
the broad political reasons for holding this view, there are a
number of imperative economic considerations.

i
o
®

(i} Unless there are to be swingeing increases in taxation,
government spending at the present level must mean a
dangerously high level of government borrowing, with
the attendant risk that inflation will be stoked by
an excessive inecrease in the money supply {i.e. "printing
money"},

(ii) The inflationary spiral could be given a Ffurther twist
by the popular reaction against the excessive squeeze
on personal consumption which is implied by the
government pre-emption of real resources.

{iii) Insufficient room is leftf in the economy For the
)| expansion of exports and inveatment and this is
j obviously extremely damaging for longer—term prosperity.
Vhat is needed is nothing less than a major transfer of
resources from the public sector into the company

sector - a transfer vhich cne would obviously want to
achieve wITR The mininom of Alverse Consdquences For
emg OYI_TI.Ent in e short run.

(iv) an increasingly weak productive section of the econamy
has to carry the burden of a growing public sector, with
adverse consequences for Britain's ability to pay her way
in the world. -
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Appendix 1 cont. «

(v) Very high levels of employment in the public sector
automatically generate demands For its own enlargemen
and for supporting expenditurxes. .

Here it can be pointed gut that the situation is made
more difficult by the poor growth prospects For the economy
in the immediate future. The White Paper or public
expenditure published by the Govermment in January (Omnd. 5873)
bases its projections on three assumptions about the annual
average rate of growth between 1973 and 1978/79, namely 23%,
2% and 33%. In our view these assumptions are too optimistic
and our own estimates of the growth and allocation of resources,
set out iz detail in appendix 3 assume A substantilly lowver
growth rate.

Against the background of the above considerations the
Public Bector Policy Group has endeavoured to arrive at a view
of the parameters For public sector spending in the eriocd
ahead. It has adopted two avenues of approach: (13 the
establishment of a reascnable target for reducing the -
borrowving requirement; (2) by considering the likely growth
of resources and how they should be divided as between personal
sonsumption, investment, experts and the public sector. In
this approach we have chosen to reverse the procadure which
was followed in the 1975 White Paper on public expenditure;
i.e. instead of giving the public sector the First call on
rasources available For domestic use, however small these may
te, the demands of the public secter would be linked to the
rate of growth in the economy and aFfter taking into ascount the

. veasonable demands of all other secfors, including private

spending.

The detailed workings of these approaches are set out in
appendices 2 and 3 and the conclusions are summarised in the
main paper.




STATISTICAL APPENDIX

€7

¢, Public expenditwe EFrom 196%/70 to 1975/76

Total

volume (1974075 €m

autuvmn prices
inc. RPE)

% change on
previous year

Total
Ccurrent prices

% change on
previous year

-~

Goods & Services

Current prices Em

% change on
previous year

" Transfer payments °

Current prices

% change on
previcus year -

£m

I

19€9=70 - 1970-71 1971-72  1972-73._ 1973~74 1974-75 1975=76 (astimate)
32,494 | 33,447 33,851 35,740 39,261 44,151% | 43,404%
- 2.9 1.5 5+3 9.9 12.5 No true constant
price comparison available.
) . .
20,135 22,593 ‘25,070 28,577 33,922 44,151* 53.553*_
- 12.2 10.9 13.9 18.7 0.2 21.4
v
11,696 13,698 15,266 16,958 19,792 25.325* 30,769%
. - 5
- 4.4 11.4 1141 16.7 27.9 21.5 \.\
7,138 8,729 10,558 11,411 13,988 18,826% | 22,819%
- 22,5 20.9 8.1 22.6 34.6 21.2

(source: Cmnd. 5879) ~

.

~-.. % From 1975 F$BR

.‘?'From white Paper on public

b

g)enditure, January 1975, Crnd. 5873




{Source: Crnnd 5879, FSBR)

Public Fxpenditure (by programme)

The following table shows the real percentage rlso in
public expenditura of goods and services (G5) and transfer
payments (TF) in 1974795 over 1973/74. Also showm are the
estimates For the percentage rise in central programmes which -
are estimated to occur in 1975/76 over 1974/75. ~ These
percentage figures can be read in conjunction with the aggregate
Pigures For spending which have been taken From the 1575 White
Paper and are attached.

1974/75 over 1975/76 over

1673/74 (real 1874/75 (money
% rise % rise
Defence = BS - 1.9% £.6%
. TP 125
Overseas services &3 8.2 3.3
T 20.0
Agriculture Gs - 8,0 11.4
- TF 134.5
Trade, Industry, GS - 1441 8.3
Employment TP 10.5
Nationalised GS 11.9 -
industries' investment TP -
Roads & transport =] - 4.7 - 0.2
/ " 75.4
Housing 0 @GS 24,1 5.3
TP 39.8
Other environmental — GS - 7.3 15.4
services . TP 27.5
Law & order a5 3.3 15.1
. ™ .
Education, libraries, GS 2.4 11.5
etc. | b - 2,5 .
Health ’ GS. 949 9.4
TP 10.7
+ ’ . =
Social security &8 7.8 6.4
TP 6.2 "
Other public as . 6.9 18.8
services ~ TP - 3.4
Common services Gs 3.1 0.2
\ s
¥. Ireland -8 16 8.5
. “ - TP _25



Appendiy 2 Betablishing a tapgel Ffor tho reduslioil L tos
public sector borrowing requirement {PSBR) v

In any mature eccnomy it is normal to find a difference
between the sponding requirements and income of each of the
four majcr scctors ©f which it is cempesed - Companies, Persons,
Government and Overseas. Necessarily, the surpluses and

: deficits of the four sectors, commonly known as the "Fiow of

funds® must net out ex post facto. However, their plans and
expectations may initially be inconsistent. If the inconsis~
tencies. are at all substantial their reconciliation can have
harmful consequences. For example iP companies cannot berrew
as much money as they plan to, then they will have to gut their
spending on investment in machinery and stocks and reduce their
labour force. If, in particuiar, Govermment plans to borrow
mere money than can be lent to it by the rest of the econom
then it will be faced with two cholces: +to have recourse to
the printing press; or by some means or other to divert to
itself the surpluses which other Sectors need to finance their
activities on a proper scale. The First course of action
threatens inFlation, the second deflation, recession and
numerous damaging tensions in the economy.

Our long=term programme for control of public expenditureg
mizt therefore satisfy two conditions: i

(i) that the lending and borrowing fi't_:;ures' implied for each
of the four sectors are consistent with one another:

(ii) that the Figures implied are consistent with a healthy
. balance of payments, the recovery of the company sector
7 and a reatistic level of personal saving.

_We can derive from the above a flow of funds target for a

terminal year (which we have assumed to be 1978).  However,

in order to establish a target for reducing the public sector
borrowing requirement (PSBR? Financial transactions have already
been taken into account -~ the PSBR is the sum of the pwblic
sectorts net financial defigit.

The only simple way in vhich it iz posible to indicate
a suitable programme for the "domesticatign® of the PSBER is to
compare the position expected this year (in as far as it can be
guessed at) with what might be considered a desirable target
situation in a terminal year., This is set out in the table
below where Cols, 1-4. set out the central surplue/deficit which
set gums to zero — Col. 5 sets out the Government Finaneial
transactions, and Col, 6§ gives the Covernment's total (i.e.
gross) borrowing requirement; -

peficits, Surpluses & the Public Sectcf Borrowing Requirement

1975 and 1978 £ Billion 1975 prices

Sector: Overseas {Persons | Gompanigs | Public Financial Public ¢
b : Transactions | tor Doz
R i3 Requiren
) = 445
1975 %2 8 o -0 -2 -12%
1978 o | 3 0 -3 -] -4
resired change +74 1 s 8%




The implication of thesc caloulations and assumptions is
that the PSDR should be reduced from £124 b. this year to
£4 b. in 1978, & reduction of a 1little less than £3 b, & yoar.
These estimates rest on a number of imporant but necessarily
tentative assumptions:

Col. 1 overseas Sector: the degficit (i.e. overseas sector
Surplus) is Expected to deteriorate sharply later in the year
and give a full year outcome for 1975 quite clese to that
expected by reputable forecasters. Errors in this Figure do
not matter much, since they would not have much effect on the
expected public sector deficit yhich is what matters in the

‘present context. The target for 1978 is taken to he a balanced

position in 1975 prices.

Col, 2 pepsons: The enormous personal sector surplus of £81 b.
For 978 is Ehe figure implied by accepting the targets or
foracasts for other sectors. The 1978 target represents a

very rough guess at the maximum surplus one could reaschably
expect and desire persons to genarate under nermal circunstances.

Col. 3 Companies: The 1975 Pigure is a guess at this year's
Tikely outcome, r@Plecting above all the combined effect of

destroying lower investment and the Chancellor's tax reliefs.
That Por 1978 is a (highly debatable) target.

Col. 4 Public Sector: 'The 1975 Pigure is'a guess about what
wouTd be 1iFely To happen on present policiss, assuning no
further increase in the rate of inflation. The 1978 figure

is the rosidual dictated by the Figures put in for the other
three sectors.

I . .
Col. 5 Financial Pransactions: For this year it is assunaed

THat Finandial transactions Wiil cost about £500 million more

thar allowed for in the Budget, principally because of vnder=
estimation of the ¢osts of Bennery and nationalisation. The

1978 target is the most arbitrary figure in the table, essentially
embodying a political judgement that the undesirable transactions
which inflate the crrrent figure should be cut back to an

absolute minimum. As a share of government the £1 D. deficit
suggested is considerably lower than that experienced in most
years since the war and may, on further investigation, turn out

to be toe stringent. T
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Appendix 3~ Public expenditure and real resources
Table 3 is our alternative to the Growth and Use of

Resources table in the January 1975 White Paper (Cmnd. 587%),
The following can be noted regarding assumptions and aveats:

(a} As can be seen we have postulated growth rates of 1%.
2y and 2}¥ in contrast to the Vhite Paper which worked oo growth
assunptiom of 23%4. 3% and 3%, we believe there are.s numben

: of reasons for being less optimistie about growth than
the White Paper is. .

(b} Cur 2X growth assumption is the one we think the most
réalistic. We have inciuded Cases A and B not because we think
that 1 per cent average anmnual growth rate is a Likely
eventuality but becaus. it can help underline the implications
for government speanding of a stagnant or near stagnant situation
in the domestic economy.

(e) The assumptions we have made about the resources going
in to improve the trade baiance are necessarily rather arbltrary
= we have varied this assumption according te the growth rate.
However, we have kept the assumption abouf private investment
constant. This represents our view of the minimum level of
investment necessary to safeguard the economyts Future. The
assumpbins about nationalised industriest' investment and public
investment are those of the White Paper.

(a) Explanation of Tables 3 and 4

Table 3 assigns the necessary resources to trade,
investment and personal consumption (which is assumed
10 grov at 1% and 2% Por eash GDP growth assumption)
and then treats pudblic conswsption as a residual. In
most cases this implies Falling public expenditure in
m®al terms. .

-

Table 4 takes each case in table 3, adding 1975 prices,
and comparas the position where we should now be
(according to table 3) with the positicn at vhich we
think we are. Lines (1) and (2) of table 4 give our
estimate of vhat has occurred up to 1975, and line (3)
projects growth From 1973 on the assumptions of the
White Paper. .

(e) The extreme uncertainty of all the Figures in our tables
should be stressed, The Relative Price Effect (RFE) hae been
taken into account in gur estimates of the years up to 1975, but
thereafter no account has been taken of it. No reliable estimate
con be made of the real growth in expenditure betwesn 1974 and
1975, because the Treasury cannot commit itself to a rate of
inflation., The estimate we have made iz that no real growth

is anticipated, but this-is based on little more than a hint in
the obscure statistical literature on this subject. In any
case, the Treaswry has failed go badly to bit its targets in

the past year that any estimate is likely to prove wrong. Ve
have converted 1570 prices inte 1975 prices by doubling” them -
this is the extent by which the index of public expenditure rose,
Plus our own estimate for 1975. ° It should be emphasised that
81l the figures in tables 3 and 4 are in démand terms angd
therefore not strictly comparable with many other sources of
public expenditure Figures, such as Red Bocks, which use market

sea fPrice rath_e_r'




price rather than Factol coat Pigures and veed .to ba gonverted

into demasl1 terms. Mowever, the Figures in line (3) of table 4

are roughly comparable to those in table 3 and lines (a) to {2)
of table 4. .

(£} Observations., The cases which deserve most attention
are those in 13nas (6), (8) and (9) which refer to cases <, e
an X

In case ¢ (line 6) we assume 2 per cent growth and
growth of 1 per cent in personal consunption: if we were to be
properly on course to chieve this, public expnditure in 1975
would be £4,750 m, {at 1975 prices and in demand terms ) below
its present level and £3,044 m, and £6,550 m. below the Cmnd.
5779 levels for 1976 and 1977 respectively. Similarly in
cases E and F in lines {B8) and (93. the following cuts would be
requived: ’

Case E:

1976 - £1,224 m.
1979 - £2,610 m.

1975 ~ £3,170 m. }
Case Fi

1975 = £6,750 M.
1976 ~ £6,684 m.
1979 = £12,950 m.

Sce tables 3 and 4 overleal.

W




Table 3

Resources.

\ -

GDP
Net resources into ()
or out of (~) trade

Available for domestic
use

ivate :mvestnent
at. ind, ’
ublic *ypendlture
a Tub consumptiion
b Tub investment ~
c Dircet exp (m4b)
i Indirect exp.
Total pub. exp,
ersorml Consunption
vately finunced..
$309)

) ]ubllcly fm_\nced
{(GF3) (=n3d)

s Toizl percondl
cunsumption (asb)

* Tercentiyes are all approximate because of

Growth and Use of Hesourcey 1973—-1919

(in demand terms at 1970 fuctor coust prices)

15 prowth i growth case 250 growtl;x case
% C 5 C 1 ¢ 5 C 1% C CEmoc
1973 growth » growth growth growth growth . growth
£m, Case A Case B Cuge C Case D Cage E Cagse F
£n % L Yo £n % £m & £m % £m %
46,900| 469 1.0 469 " 1.0|° 938  2.0!°938 2.0| 1,250 2.5 1,250 2.5
-900{ 200 200 300 300 1360 360
47,800| 269 0.6 2069 0.6] 638 1.3| 638 i.} ﬁ90 1.8 850 ..1.8..
5,300 300 5.6 360 5.6| 300 5.6 300 5.6 300 5.6
1,300f 50 - 3.6 50 3.6 50° 3.6 50 3.6 50 3.6
9,5001~403, -4.2 ~755 ~7.9f =34 <0.3 275 2.8 -134 -1.4
2,260 =30 ~L.5 =30 «1.5 =30 -1.5 -%2_0‘_—1.5' X ~30 <1.5
L TOC| =830 3.7 =TS =67 “0f  =0.5 5 2.0 =164 -1.4
5,700 57 . 1.0 114 2.0 57 1.0 57 1.0 114 2.0
G| T27 0.1 =C3T -3.6 =7 ~0.0 362 1.7 507 -3.5
23,800{ 238 476 2.0 238 476 2.0 236 1.0 4'i6 2.0
5,706f . 57 . 10 114 2.0 57T 1.0{ 114 2.¢ 57.1.0 114 2.0;
29,500 .295 1.0-° 590 2.0 295 1.0 590 2.0 295 1.0 590 2.0

Source: CHND 5879, our smendments)
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roundings: ete.
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White I'aperprojections at

1975 prices:

Case & 0,14 growth
(1970 éemund prices)’
{1973prices) .

Gase B-3.6 growth

21976 domand prices) .

1975 prices)
Case 0 —-0.04 pgrowth

(1970 dewand prices)

{1975 pricss) -

Case D -1,7% growth

51970 domand prices)’

1975 prices)
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11875 yprices)
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1973 1974 1975 1975 1977 1978 1979 -
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17,400 19,575 19,573
39,150
35,774 36,476 37,804 3R,B64. 38,952 a,07¢.
: 5 4 .
17,400 17,420 17,440 17,450 - 17,470 17,490 17,570
34,080 34,920 34,940 34,580 35,020
17,400 16,700 16,110 . 15,550 -15,010 14,490 . 13,970
32,220 31,160 30,020 - 28,980 27,970
17,390 17380 17,386 17,370 17,370 ¢ 17,360
N 34,780 34,760 34,740 34,740 34,720
: 17,140 16,880 16,630 16,360 15,130 - 15,500°
33,760 33,260 32,760 32,260 . 31,800
17,650 17,590 18,206 18,600 18,910  18,%30
- 35,9080  36,5% 37,200 37,820 38,460
16,790 16,200 15,650 15,090 14,570 14,060
. 31,120 30,180 29,140 28,120

- 32,4000
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MANFQWER CONTROLS IN 1'HE PUBLIC SECTOR

THE NAYURE OF THE PROBIFH

Almost every ::omp:my in the United Kingdom Loday has sone form ol‘

manpover budgeting and nost atc

rating on a nil increase pohcy or natural

actually rednce nu.mbers. e underlying reasons for this ('.re first,

T mt manpower costs, are currently increaning at %4 per

annua 0 real ferme a8 wage by eral. ‘-?econd

:m 211 manpover intensive a activi ics, employment not only GOEtS WJHB.Y itself but

generates further costs both through the overheads of the indlviduals concémud -

and theu: tendency Lo generate self-justifying expendifures. Manpower controls
are therefore essential to the control of real expenﬂiture.

. 0f nowhere is this more true than in the pu'blm sectior which is 50%
¢ Q\:out mtensivu and exists primarily as an orga.nisation to sgend money in

ing mare igher qualxty aervmes. Slmply catting "bought in"

public scctuz- expendxtnre without cutting publia sector numbers will, therefore,
do nothing to alleviate the inexorable pressure for greater expenditure which
-this massive labour fevce of 4.3 to 5.3 million is bound t¢ gensrate nor the

-1

nense copt of employing one in five of the labourdros at an ever increasing
cost in real terms.

BASIC BTATISTICS

The basic statistics are as followe:

Bumbers Employed

1572 2973 15m
Health 980 1040 1340
Edueation 1370 " 1510 910

. . =
“ “Public Admintstration 17200 . - 1790 2010
' 4020 4340 5260

# Ceniral Government 583 and Local Gove}nment 960

There are, In additicn, sround 1 millien in the public wtilitips and
l
nationalised industries. CIvil Service ladour costs ave f.} £ billion and
average £5,000 per capita. 'l‘he total labour cost including 1005\1 authoriﬂea

btut excluding public ut.llihea ip eround £20 billion (an. 20% of G.D, P ).

P




. PROPCE D _OF CONTROL e
e

" Ro-allogation within Natural Wastame
. Subject te minimal exceptiona, the policy would be to impose on contral

: . *®
and lecal government a polisy of nil replacement in Lotal for matural wastage
Pl e e pn TR
{some 10} per ennum) and the requiremen{ that -any deficiency in numbers in vital
— e ]
. ervices shontd be wet by manpower ecunamms elsevhere, xe-allocation of

luvol of eez'vu:es offe nd

rserviccs dxractly meeting health ox safety needs (about 1 million),

Central Covernment: In the case of ceniral government services the policy can
be impoeed by fiat and, if recessary, could allov the follewing refinement.
Spending Minfsters within one year of the commencement of this policy would be
allowd to put forward requests for z-eplacement of a maximum of ane third of

natural wasta,ge Tt only on the basis that this is BGCOD.BDJ.BG by a specific

{ |1is% of Lov priority sctivities (LA 128t} Which voxld have %o bo uispé};s'ed with
e an alternative to accepting this increase. Sub,)ect Yo the the wsusl “auditing,
ihe Cabinet wou'!.d. then choose betwéen LHE rela:xation of the manpover atandards

or the LFA. (This policy Could have some aubstantial “Side

senefits since any
cpen-;é?iew of lew yielding activities applied to the revenue would undoubiedly
show th#t most high tex rates are not worth collecting and this information would
help make the case for their abolition.)

Locl Authorities: Subject to being careful to exclude losal public utilities

where confrontation with ihe wnions cowld defeat the government, the same
rrinciples of redeployment dewn o matural wastage could be applied in local

government.
(‘ This would need o be enforced, however, by dirsct finaucisml penalties
of which the most effective would be cut - Tour times

gt
\ the estimated coat of The local authunty's !‘ailu::e to compl:,-. ” 'i‘o nake this

policy =s with cash ceilings effective it wu\dd hwever, be necessary to throw
& financisl gordop ganitaire around =1l the locel sutherities to.prevent any
financial difficultigs in whick they found themselves irom jeopardising the
financial system as banks and other lendera are adversely affected by doubtful
iocal authorlty solvency, 5Such a cordon eould readily be erected, however,
elmply by the government effectively g\la!‘a.nteein‘g existing local authority
borrowing but refusing to guarantee aru;thing other than approved of,increases-

*® Num‘uers would be on a ueighted salary basis to prevent substitution of higher
for lover paid orficials.




' Thip would effeclively cut off the supply.of lean enpital to any transgressing
authorily while, at the same timoy exposing the latier to vexy considerable
ressure from its ordinury trade ctociitors. In sum, it would be vossible to
mobilise other cash prossure by this pelicy,

in parailel with this local authoritics would be invited to compile
their LPA list and it might be worthwhile having these reviewed before a publie
comtittee in the House te get the maximum publieity and support for cuts 111 less

" heneficial expenditures.
L}

Eduoalion end Bealth: These would be subject to special provisions boyond the
scope of this note,

Manpower Targets: Roll Back to 1971

. While sirictly enforced ro-allocation within natural vastage ptcvmes the
ethod, sone goeiding principle as to the areas in which numbers should be cut and ihe
ize of the run dewn needs to be Zetermined for general planning and control Puzposes.

All industrial experience shows that detailed function by function examination
tends to be highly ineffective since it needs a massive central stalf to underieke
the regeired examination while the very controversial nature of the conelusions in
the case ¢f government expenditure would $n any case preclude the central staff
from tsking the ultimate decisions so that the whole issue would be referred back
to the Cabinet, The latter would be overwhelmed by the scale and complexity of
the problen and in the end could do very littlel.

A practice in compén.i.es faced with this p.ruhlem iz eimply $o adopt a
pelicy of “roll back™ which amounts to the yolicy decisjon first that mumbers
1 Ioyed in each function will be rolled back to the level of some aoceptable base
'.gar and, second, that where this tazget can be achieved in ne other way the
l gtending instruction is that the extent and quality of service i= alsa %o be

roiled back to the base year level., (The only exceptmns would be "numbers
related" activities, e.g. teuhers ger 10 pupila.)™

The base year to be thosen should be one that the policy makers {the
Shadew Cabinet) are famjliar with and therefore able to Judge whether or mnot
standerds at that time were a,ccepté]:le o that ':hgy can izke the preceding policy
decisions on the basie of well Informed judgument, Thia puggesta making the basé
year 1971, . Simply rnll}ng back even from 1973 to 1971 would potentizlly
eliminate 330,000 jobs in public aector administraticn {30,000 in central and
local government, 60,000 in ‘the health services’ ond 240,000 in educetion although
the latter contains seme "numbers related” employment). An the roll back would .
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ffectively be from, say, 1976/7 the potential wanpower economies‘micht well be
“g'her by another 100,000 to 150,000.

The rell back policy could be refined on by chooping different years for
different funclions (e.g. making the roll baok target date for logal government
"1959 as it 4s since this date that the rusbers in administration alone have
increased by over 250,000). Similarly, it might be overall most economic in
terms of politicai resources and effectiveness initislly to exclude highly
schoitive arcas such as health from this policy.

With only an effective 3 .Aper anmym natural wastage in publie administration
and teac“hing alone the reduction in mmbers would be 140,000 per arvum. A target
of, say, 500,000 over four years ultimately saving £2.5 billion per anmum (in 1975/6
prices} would thereforz seem reasonable. - Moreover, mince 140,000 public scetor
jobd per annum is only 063 of the total "jobs" in the ecomomy it should be well
“ithin the capacity of even a slowly sxpa.nding economy to create alturnatxve
‘hymcnt. .

CORCLUSTONS

Without scceptance of the_princi'ple of target cuts in pudlic sector
employment 4t would be qufte unrealfstic %o expect that cash c‘uilingé or any other
controls of public expenditure will not Be eroded over a two to three year period.

© Bpending pressures from the 4 to 5 million atill empioyed ih the public sector,
the pressure {rom private Industries suffering prolenged depression from cut backs
in "bought in" government eXpenaiturs will inevitably bring about an effzctive
reversal of & policy which has in no way changed the basie cost generating
mechanism of the public sector.

‘®
sector spending and ack the Shadow Cabihet fox provisional guidance on this ecritical
Jssue and pointing out that if they do not accept su‘bstantial manpower Teductions

It is concluded, therefore, that we should set cut the options on public

- our. comnittee must devote iis maln energles to e reahstic assessment of the cost
of an ultimately increasing public sector and @evising mpans by which it can be
paid for without generating immense inflatiorary pressures,

Given thelr acceptance of the principle, however, we can them provide
useful guidancs to other commitiees and develop the detailed mechanics.
A :

T A 3, Merrett

& . - 4th July, 1975
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