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THE LONGER TERM

Note by the Chancellor of the Exchequer

ih’"POrt The 18sues we are to discuss on 9 September are among the most
a ! § § u T = o T k- k
hang) At we shall consider at any time in this Parliament, The way we

them wij) crucially affect the policies we put forward at the next election,

g the Perg
flormance and shape of the economy for many years to come,

tHE PROBLE M

=
t:a came to power in 1979 with a firm commitment to reduce the share
e St

N the . : kg
ang State spends and borrows too much, ''taxes, interest rates, prices

to§ LIE::]FLU?I““'“ rige go that in the long run there is less wealth with which
E*“Periﬂnz: our standard of living +s...'s Our expérience since 1979, and all
* abroad, has demonstrated how well-founded that judgment was,
POTt by officials (C(82) 32) shows, however, how far we still are from
T manifesto commitment: indeed, if we maintain our present
ppmisi::th_the expenditure to which they commit us, we could well move in
* direction,

ate takes of the nation's income, We argued in the manifesto that

¢ :‘lncr: 1979, prospects for the world economy have worsened substantially,
3 that no one can now confidently predict more than a fairly modest
E-'{“'':':'h-:_.!.-ll.,l:;-r.I:IWth during the rest of this decade., In addition, the United Kingdom
the ris‘_}r.has faced the particular problems of the pay explosion of 1979-80 and
E“"-'lin ‘Rt the exchange rate resulting from the petro-currency status of
& The resulting loss of competitiveness will take some time to remedy.

'sc‘__:tn;ﬁri;-:}g_tﬁﬂuut this difficult background that the official TL‘P"T\‘.I-L f_.le,';rt_'ri.'l_n‘.‘ﬂ
- 8" for the development of the economy to 1990, Neither is a
Simply illustrate what might happen if we maintain our present
liciesg against two economic backgrounds, one rather more
an the other, On the low=-growth Scenario B, the report shows
Fodyey [G!_j’];’l-;ﬁ‘-111dit11re might rise to nearly .4? per cent of Gros 5..;;};_}..1,,1{\5[}3
in 1990-91 - a higher proportion than at any time since the




di
.lff"!'tantlin
Pointg abo
o : 3 i UL E ] - central aims
for 41 for 1982-83, Such a major departure from one of our cent

1€ economy would, surely, be altogether unacceptable,

g of the war economy, This level would be nearly 6 percentage
ve that of our first year of office and 3 points above what we have

3, _Dn the somewhat more optimistic assumption of 23 per t‘.i::l'it i-__r'nwlh in
T;:'Lrlu A, public expenditure would gtill be nearly 40 pr:r_ cent of .ﬂ'f!l_l‘ by 11_*)?1‘].,11
6 lglasas[frm:what below the level of 1979-80 mndl about 4 points I}D]I.Dw tt.;.t..p anne
€Xpend; =83, But we cannot be reassured by this. In realte :_-m.-;, I|I*u1 1:.,}'\- ¥
g,I,L:_,: l.tur.,,. would still be higher in 1990=91 than in ll*}T‘i-Ei{} or 1982-83, . ore-
:cn?;}:;;ﬁ'ma of the assumptions on which the E'Jru_?l?ctmnrﬂ .211.'1! b;.{_!?.{:f-i dr.,“' if i
'8 Over-optimistic, They make little allowance, for example, fl?'!" .L_]Il

~8es in expenditure which public opinion might expect in a period of higher

Ero s 3. 3 : L
Bla w,L-h' And they ignore 'creep' - the apparently inexorable tendency for the
3 ““nlng tﬂl e

be
EQﬂuED re
I 'E:-?I.EQ”E

incre

al for any future year to be added to as it comes closer to the present
W and compelling policy commitments are entered into, or for other

at (The effect of this in recent years is clearly illustrated by the chart
d ?Lnnux A*}

b

Bignig Mqr"’m”t‘-r. the projections in the officials' report, showing as they do
gnific :

lmp) Ant increages in the social security, health and defence programmes,
. ¥
.'l:l t-hl&

I‘D,..-”_n

% degree of restraint in the provision of other public services which may
“vent prove politically unacceptable, We need to give ourselves some
for manoceuvre in public expenditure,

I accordingly believe that -

-
E"

We must find new ways of permitting some of the demands
“0be met, both by encouraging people to make extra provision
for themselves at least at the margin, and by finding ways in
Which those extra services demanded can be supplied without
burdc:ning the Exchequer,

b, We must consider carefully the extent to which we are
ﬂ'&nying ourselves room for manoeuvre by past pledges and
Commitments, We must review these, questioning both the
Objectives and, in some cases, the underlying assumptions,
Where priorities have changed, we must be prt.‘p:trf:d to drop
“Ommitments or modify them, perhaps drastically.

C.

We must look much more closely at the efficiency of
our

“Pending programmes, This means in practice not only
policy reviews, scrutinies and stringent control of manpower,
but also Opening up more of the business of central
Guvﬁrnm‘?ﬂt. local government and the National Health

°rvice to private sector competition, as is already being
“ndertaken with local authority direct labour organisations,

d

Last but not least, it is essential that we get across
*o the country at large the nature of the longer-run problems
of publie spending m::_l then seek its support and understanding
fox Sengible ways of salving them,

2
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\XATION AND GROWTH
8

I attach at Annex B a note by the Treasury which considers what the

L'n]: :d‘tu”’ Projections in the officials' report (C(82) 32) could mean for
allon,

|

L
in

C(g On the face of it the gap between revenue and expenditure in Scenario A
v:t{ 2) 32 doas not look too bad., But the better growth of output and produc-
**¥ re 3

Ln.l.l._l:_:-ura
Eh'ﬁri,{'&ﬂ

flecteq in this Scenario is based ~n an er¥nansion of the private sector

ged by reductions in interest rates and in taxes, especially taxes and

or gt °n business, such as Corporavice Tawx, Nalional Insurance Surcharge
hf:r M

r.-“:}"i“\'c-

i

ational Insurance charges. 1t wiii a.i0 be important if we are to

this bettex growth performance, to rod varsonal taxaticn so as to

Prove

SxECLQr n

flrmlv‘
] thrnuﬂ

‘Ncentives, We cannot secure the lower interest rates that the private
€€ds if we do not hold the Public Secior Borrowing Requirement down
The way fcrward to better ecenomic performance can therefore only

h Teducing expenditure,

: ,Tht: Tates of tax implied by the low growth Scenario B and related
“Nditure Projections would plainly be quite unacceptable, They would be

amaging to industry and crippling in their effect on personal
Moreover, the increases which would be needed are if anything
partly because the expenditure projections make no allowance for
' but also because such high rates of tax would create major problems
81on ang enforcement. They would almost certainly run into diminishing
"8 and lead to a further growth in the black economy,

Vag,

Undep gy,

| "tdtl:d.
L

':!E:P, [
Of €va
I"~'—'tL1.r

Qv
ERsg AS EXPERIENCE
1

The : : : , s
he United Kingdom is not alone in having to take hard decisioms ~n

I'h Ly it?flt;t{ding- Other countries, too, have had to rein back spending pl.l.t‘ls.
iteq Strlltei h':fh rich and poor. Among our major mdystrial partlm.-ru, rLs:u
*Tench "-'nnm:: ‘““ermany and Japan have all E.f}u;__ght Epe ndTnl.___T uc:unun*llms. he
"-‘fnbitim;_. fnment, too, is now seeking stringent cuts. in itﬁ_prirvmus:ly e
' ; p?n‘ns' Even among the Scandimavian countries, with a long tradition
In many cases, previously

U

f" Share iy, th F;Tiirn::nv:u such as social E'-ncurityr,_ hu‘alth ;.1?:1 t*duc?tion lm'-.r-crlhad

Merica 2 % “"Cl'l-lt“-f-lons. In developing countries m_Afrma, Asia and Ll.ﬂtm

' Teductions in public spending plans form a vital part of many of the

1e ::;I-I;tt F;.:‘“E-ﬁrammc: agreed with the International Monetary Fund, Mexico
‘Cent to join the list,

lg t

Con
“NCLUsIoN
12
of ¢ Th,"._.
. OTmylaeg
B hihfl Bog
y ;gi]nurt: o

'
record of the past two decades has shown all too clearly the dangers
1g Or accepting policy commitments on the assumption of a con-
nomic growth which in the event has not been achieved. It has been
L{‘Uuqm f Successive Governments that they have assumed growth in the
?Kpgndii:’}thaul.; taking the steps necessary to make it possible, Successive
‘ul]—ﬂw.;_.d g rE:_v“"WS have thus followed a dreary cycle of over-optimism

' uw.tha]lej by retrenchment,

o
k




l‘i.t mak—:fst;laﬁm_.:::: romen: we uc—::__*cl a more robust str nte:-r_.r;:; ;}lm_nt 'L]:::ls. : ‘r'-.":;“jﬂ:;;kﬁ
We 2 irr:i!.:takt. of aﬂtﬁ;lfmlng t‘t_a:_i_t f._'LE-tLT ;r_;z;{}?,u,t.h :,M iju:r::ﬂu:u.:m{y = 5.
Which the -‘--.li*- the n;_'f_lmdr.tmns for a _t‘L-L-.i.=I'1an<.l moT ..I}?r‘ 15.1T| Ill,q’-l 1,1

View go. Hpub_llﬂ sector is smaller and -L-L:-c_::tu:m is lm.:.le. ; ],lﬂ t:nﬂ n : y
Tadies) d‘ﬂ'mt thorough study rmc.l new insights, ]0;1%1113;; at a f;-.l.(.-u ﬁ..tngx:::c: g
I‘Eé;la;t lLiELDle_‘.‘;‘lf[ecting most if not all of the major programmes, We canno
iny possible approach,

14

ture,

I. Am not now proposing some kind of long-term total for public u:\cpc‘.nr.lii-
"kpc-n;;:ll less specific cuts or changes of direction in nny.p:-:rtu: tlij"LI I’_I’t‘-.‘kl O:E
E““E‘-‘st;zﬂr‘a. I do, however, invite my colleagues to agree l.h.::t_ tht--prosp::r.

i by the officials' reports are unacceptable, and that we need to take a

nEg'lf- £ i
aeﬁkhnd fundamental look at levels of public spending. More specifically, I
th"iT a greement -

o that (except where work is already in hand) we should as

2 first step commission further studies along the lines identified
by the Central Policy Review Staff in their paper (C(82) 31) (and in
the Annex on minor options) as well as any other possibilities
Wwhich colleagues may care to suggest, These studies should

© completed and reported back to the Cabinet in the spring of
198 3.

b

that meanwhile, to allow ourselves freedom of manoeuvre,
"€ should agree to make no further public commitments which
Would add significantly to expenditure beyond 1985-86, and that
"€ should avoid repeating former pledges which would otherwise
""‘xPiTE;

C

that in considering this year's public expenditure Survey
W€ should have particular regard to the longer term implications
0 . S ooty . - E_B e

f our decisions, especially, for the ''new’' year 198 =B 0; and

d

- that we should consider further how these difficult igsues
Might best be presented to our supporters in Parliament and to

|

1.411..- f:ﬂu]].tl..’,. at l-:'ll'gi.:.
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Ury Chambers
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Budget

March 1981 Budget

CMND 7841

Ty LA

March 1980 White Paper ?

‘Lonvarie e F ’ o B
i Verie 0 cash from the plans in 1980 Survey Prices
“Converted if

10 Casn using the same nflation assumplons as

used o converting the MARCH 1981 BUDGET plans.
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