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PUBLIC EXPENDITURE 


Reductions i n 1979-80 


1. T h i s note comments on the options f o r r e d u c t i o n s i n 1979-80 


prepared by the Treasury, and compares them with the r e d u c t i o n s 


agreed on i n O p p o s i t i o n . It i s a p r e l i m i n a r y " d i r t y look". 


2. The Treasury's o p t i o n s f o r savings i n 1979-80 (by means of 


p o l i c y changes r a t h e r than squeezes through cash l i m i t s ) are 


almost a l l cuts i n c a p i t a l expenditure and i n c r e a s e s i n charges. 


T h i s repeats the p a t t e r n of expenditure r e d u c t i o n s under Labour 


and i s something we have decided to avoid as f a r as we p o s s i b l y 


can. The Treasury may be q u i t e r i g h t i n t h i n k i n g that no cuts i n 


c u r r e n t spending beyond those suggested by themselves are p o s s i b l e 


i n the c u r r e n t f i n a n c i a l year. But i t would be h e l p f u l to have 


a documented argument against such cuts. 


3. In some areas we assumed that i t might be p o s s i b l e to make 


r e d u c t i o n s i n 1979-80 by reducing the cash l i m i t on the RSG and the 


i n c r e a s e orders, i n order to make l o c a l a u t h o r i t i e s cut current 


expenditure, or perhaps run down res e r v e s so that they would be 


more s u s c e p t i b l e to such pressure i n subsequent years. It would 


be h e l p f u l to o b t a i n the Treasury's view on t h i s s p e c i f i c p o i n t . 


4. The expenditure programmes f o r which the Treasury have prepared 


r e d u c t i o n s are c o n s i d e r e d below. The programmes f o r which we plan 


r e d u c t i o n s , but the Treasury do not, are l i s t e d next. Sales of 


assets are d i s c u s s e d l a s t . F i g u r e s f o r Treasury cuts are i n 1979 


Survey p r i c e s ; ours are i n 1978 Survey p r i c e s . A l l savings are 


i n 1979-80. 


Health S e r v i c e s 


5. Treasury cut: £35 m i l l i o n ( i n c r e a s i n g p r e s c r i p t i o n charge 


from 20p to 50p) 


We agreed: ( i ) Increase p r e s c r i p t i o n charges to 60p. 


( i i )	 R e s t o r i n g pay-beds might r a i s e some small 


amount i n 1979-80. (£5 m i l l i o n ? ) . 


/ Housing 
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Housing 


6.	 Treasury c u t s : 


( i )	 Increase l o c a l a u t h o r i t y rents:£25 m i l l i o n , 


( i i )	 Cut l o c a l a u t h o r i t y housing c a p i t a l spending 


by £300 m i l l i o n . 


We agreed: 


( i )	 Increase l o c a l a u t h o r i t y r e n t s enough to 


save £142 m i l l i o n , 


( i i )	 We expected revenue of some £70 m i l l i o n from 


s e l l i n g c o u n c i l homes. The Treasury appear to 


be s c e p t i c a l about savings from t h i s measure. 


Educat ion 


7.	 Treasury c u t s : 


( i )	 Increase school meal charge by 10 pence 


(£20-25 m i l l i o n ) . 


( i i )	 Defer some b u i l d i n g (£20 m i l l i o n ) , 


( i i i ) Savings on scheme f o r awards to 16-18s (£10 m i l l i o n ) 


We agreed: A r e d u c t i o n of £74 m i l l i o n , spread over 


meal charges and c u r r e n t expenditure i n general. 


L o c a l	 A u t h o r i t i e s 


8.	 Treasury cut: £10 m i l l i o n by i n c r e a s e d charges (other than 


r e n t s , meals, e t c . ) 


We agreed the same	 f i g u r e . 


Employment s e r v i c e s 


9.	 Treasury c u t s : 


( i )	 E a r l y t e r m i n a t i o n of 1979-80 temporary employment 


measures (£50-100 m i l l i o n ) , 


( i i )	 R e s t r i c t MSC s p e c i a l employment programmes 


(£25 m i l l i o n ) . 


We agreed on these changes, but estimated g r e a t e r savings. 


/ N a t i o n a l i s e d I n d u s t r i e s 
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N a t i o n a l i s e d I n d u s t r i e s 


10.	 Treasury cut: R e s t r i c t BNOC's new commitments (£40 m i l l i o n ) . 


We assumed (but d i d not d i s c u s s with the Industry team): 


( i )	 A r e d u c t i o n of £150 m i l l i o n i n support f o r 


B r i t i s h S t e e l , 


( i i )	 A r e d u c t i o n of £30 m i l l i o n i n support f o r 


B r i t i s h S h i p b u i l d e r s , 


( i i i )	 A f a r more r a d i c a l approach to BNOC (see s e c t i o n 


below on Sale of A s s e t s ) . 


I n d u s t r i a l Support 


11.	 Treasury c u t s : Stop NEB new a c q u i s i t i o n s (£50 m i l l i o n ) . 


We agreed: 


( i )	 A s m a l l e r s a v i n g on NEB; there may be problems 


of d e f i n i t i o n here, 


( i i )	 A cut of £20 m i l l i o n i n S e l e c t i v e A s s i s t a n c e , 


( i i i )	 £15 m i l l i o n o f f r e g i o n a l a i d . 


( i v )	 £35 m i l l i o n o f f the SDA and WUA. 


Other	 Environmental S e r v i c e s 


12.	 Treasury cut: £30-40 m i l l i o n by stopping o p e r a t i o n s of 


Community Land Act. 


We agreed the same. 


13.	 Our f u r t h e r r e d u c t i o n s are l i s t e d below. 


Overseas Aid and Other Overseas S e r v i c e s 


14.	 A i d : £20 m i l l i o n . 


Overseas r e p r e s e n t a t i o n : £2 m i l l i o n . 


Other e x t e r n a l r e l a t i o n s : £1 m i l l i o n . 


A g r i c u l t u r e , F i s h e r i e s , F o r e s t r y 


15.	 A d m i n i s t r a t i v e costs: £10 m i l l i o n . 


F o r e s t r y : £5 m i l l i o n ( c u t t i n g purchases by F o r e s t r y Commission). 


Trade 


16.	 Promotion of tourism: £1 m i l l i o n . 


/ Transport 
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Transport 


17.	 Motorway c o n s t r u c t i o n : £20 m i l l i o n . 


S u b s i d i e s ( r a i l , bus, f e r r y , underground): £80 m i l l i o n . 


Concessionary f a r e s : £5 m i l l i o n . 


Northern I r e l a n d 
 £ m i l l i o n 


18.	 Trade, i n d u s t r y and employment 15 


Roads 2 


Housing 30 


Law and order - 3 (An in c r e a s e ) 


Education 5 


C i v i l S e r v i c e _1 


T o t a l : 50 


Energy 


19.	 Research: £6 m i l l i o n o f f . 


Sales of Assets 


20.	 The Treasury assume that only the f o l l o w i n g could e a s i l y 


be disposed of i n 1979-80: 

BP shares 
(Em) 
500 

BNOC asse t s 100 
NEB ho l d i n g s 100 
Covent Garden Market 

A u t h o r i t y 
Suez Canal shares 

14 ( o f f i c e block) 
20-25 

about 700-750 

They a l s o o f f e r the p o s s i b i l i t y of s a l e s i n B r i t i s h Airways, Cable 


and W i r e l e s s , B r i t i s h A i r p o r t s A u t h o r i t y and B r i t i s h Aerospace. 


21. We had assumed that the f o l l o w i n g c o u l d probably be s o l d i n 


1979-80: 


/ (£m) 




5 


(£m) 

B r i t i s h Airways ( 4 9 % ) 
NEB a s s e t s 

100-150 
40 

N a t i o n a l F r e i g h t 
B r i t i s h Gas (say 50%
BNOC ( 5 0 % ) 

) 600 
40 

300 

about 1,080-1,130 

We had envisaged a s i n g l e Act empowering e i t h e r the r e l e v a n t 


S e c r e t a r i e s of St a t e , or a new agency, to arrange r a p i d s a l e s of 

shares. There may ne v e r t h e l e s s be very good reasons why these s a l e s 


could not take place i n 1979-80, i n which case we should wish to 


take up the Treasury's o p t i o n s . 


22. BNOC presents s p e c i a l problems. The UK needs to r e t a i n adequate 


c o n t r o l of o i l e x t r a c t e d from i t s c o n t i n e n t a l s h e l f . There should 


be an assessment of the p o s s i b i l i t y of s p l i t t i n g BNOC i n t o a concern 


that e x p l o res f o r , and e x t r a c t s , o i l (which concern could be s o l d 


in whole or in p a r t ) and a second concern that would r e t a i n the 

r i g h t to purchase o i l . 


Contingency reserve 


23. The Treasury assume £300 m. could be cut from the Contingency 

r e s e r v e . T h i s i s in l i n e with what we had assumed. 


Cash l i m i t s 


24. The squeeze on the volume of expenditure as a r e s u l t of not 


i n c r e a s i n g l i m i t s to cover higher p r i c e i n c r e a s e s than those f o r e 


cast w i l l amount to between £200 m-350 m. in the case of C e n t r a l 


Government, and l o c a l a u t h o r i t y c a p i t a l , expenditure. Higher than 


expected pay i n c r e a s e s w i l l a l s o cause some squeeze i n the volume 

of expenditure, but no c l e a r estimate seems ready. We may presumably 


wish to squeeze even more than t h i s by means of cash l i m i t s , but i t 


would be u s e f u l to be given some idea of what such a squeeze might 


imply i n p r a c t i c a l terms. 


/ 25. Some 
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25. Some i n c r e a s e s i n cash l i m i t s w i l l of course be r e q u i r e d , 


to o f f s e t the squeeze on defence and p o l i c e . It appears that up to 

£330 m. w i l l be r e q u i r e d to o f f s e t the squeeze on defence. We may 


wish to go even f u r t h e r and allow f o r a volume i n c r e a s e i n 1979-80. 


No estimate f o r the e f f e c t of the squeeze on law and order seems 


ready yet. 


Conclusion 


26. We should c e r t a i n l y wish to save as much as p o s s i b l e i n 

1979-80. Th i s means p r e s e r v i n g as many as p o s s i b l e of the cuts we 


agreed i n Op p o s i t i o n (of which a more d e t a i l e d account i s a v a i l a b l e ) 


and adding any a d d i t i o n a l savings the Treasury have suggested. 





