& CONFIDENTIAL

Pt a7

. M | WA oo
N~ [f"-m b e Me I v, larur
ﬂ/\ H""“"JV“" f-w\]-.\,_ MM“.MJ Lr(l‘_
Treasury Chambers, Fhlhanle t Street, SWIP 3AG
Er : oy
e | conmdl”] MM &
. Ast =
, PO up i o ¢ W
-~ QC'IA—. L s K
PRIME MINISTER fo
Ve
o
~~
,QJI “A
PUBLIC EXPENDITUR ITW( h
l)" 4

This minute is to amplle mW r?‘ whi?ﬂ ﬂ_
the public expenditure tctalsﬁ e"ﬂd*/w i
sh

3
Paper which we hope t le'UTl orva'udget Dayo M/" 'L'l./"

circulating a full draft to Cabinet early next mﬁ

2, There may still be some changes in the figures, but
“
it is clear that they will present problems both of substance
e i
in regard to the PSBR and the Budget, and of presentation.

e
This was always inevitable after the last round of public

expenditure discussions in Cabinet ended with the programmes

so much higher than we hoped. There have been further
e — ——————
increases since. The outturn in 1980-81 now looks like

——

being about 2 per cent in volume terms above the plans of

the White Paper of last March, rather than the 1} per cent
mentioned in my November statement, and the 1981-82 plans
nearly 3 per cent above those in the March White Paper. Main

reasons for the further increase this year are the larger

take up of special employment measures and the increased

scale of defence overspending, and lower sfales of assets.

Next year the main increases come also from the special

employment measures, and from a lower estimate for shortfall.

/The table




CONFIDENTIAL

3. The table attached compares the totals as they now
e
stand with those of the March White Paper and with the plans

of the previous Gavernment. It also shows the totals in

"cost terms”, which take account of relative price changes.
e g,

4. There is no doubt that these figures are uncomfortably
high and will disappoint our supporters. The cost terms

increases are particularly striking. In 1979-80 prices in

cost terms, the planning total compared with the projections
underlying the medium term financial strategy has increased
by about 3-37 billion in both 1981-82 and 1982-83, and by
——
2-2; billion in 1983-84. In actual cash, the planning total
is likely to rise from EZZ billion in 1979-80 to around £94
billion in 1980-§, (a rise of 22 per cent) and £102 billion
e P e e e —
(a further 9 per cent) in 1981-82, ie about £2 billion
e —
higher in the latter two years than the projections underlying
the Medium Term Financial Strategy. Opposing forces have
been at work: the volume of expenditure (at constant prices)

has risen by about £2 billion in each of the years 1981-82
oY

and 1982-83. 1In adg??TE:-zﬁzra has been an increased adverse
relatT:ErBrice effect because of the faster than expected
increase in public sector pay relative to the general price
level, which has increased expenditure in cost terms by

a further £1-2 billion. On the other hand the slower than
expected inflation rate reduces the aggregate in terms of

cash at current prices, with the result that - coincidentally -
Al vL f"‘TFS

ey e
the increase in caskyis roughly the same as the increase in

constant prices.

B The figures in the table include the provision for the
Reserve which I propose to ask Cabinet to endorse. These

/are (in the 1980
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are (in the 1980 survey prices used for the detail of the
White Paper) £1500 million for 1981-82 and £2000 million

in 1882-83 and 1983-84. The figure for 1981-82 is somewhat
higher than the Reserve of £1160 million (at 1980 survey
prices) which we had last year for the year then next ahead,
but we must include enough in the Reserve to avoid breaching
it, that is, enough to cover those additional proposals,
some foreseeable, which will come forward and which in
practice Cabinet will consider inescapable. The £2000
million for the two later years is probably too small for
realism, but it is not at this stage a control figure and
shall be reconsidering all the figures for those years in

the next survey.

B I am considering some changes in the way in which we
operate the Reserve for next year, and will caonsult you
about these later. They do not affect the volume figures

here under consideration.

7 I propose to say frankly in the White Paper that we
should have preferred lower expenditure totals. (The

precise wording can be considered when we look at the draft.)

We can point to the recession as one cause, but shall need
to lay stress on the efforts we have made, and our success

in reducing expenditure below the previous Government's plans.

8, I am sure, however, that these totals are not acceptable
for the medium term and that we shall have to return to the
question of how to get them down in the survey discussion

next summer and autumn. But this need not be decided firmly now.

(G.H.)
Z3January 1981
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