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Memorandum b y t h e C e n t r a l P o l i c y R e v i e w S t a f f 

The 
C h a n c e l l o r ' s p a p e r ( 0 ( 8 2 ) 3 0 ) c o n s i d e r s t h e p r o s p e c t s f o r PUbli 

G  e * p e n d l t 1 u r e i n t h e l o n g e r t e r m and p r o p o s e s a new and f u n d a m e n t a l 
at Publ ­

X C  S p e n d i nSQM S p r o g r a m m e s . T h e CPRS lias b e e n a s k e d t o examine e  o f

 6 e e r mr e 8ard  ° n ~ '  t  o p t i o n s o p e n t o t h e G o v e r n m e n t , e s p e c i a l l y as 
th 

1 p o s s i b i l i t i e s f o r m a j o r s t r u c t u r a l c h a n g e s a f f e c t i n g t h e 
e : c P e n d i t u r e p r o g r a m m e s . 2, 

n c sP l , ° s P e c t  a n u n u s u a l o p p o r t u n i t y f o r t h e G o v e r n m e n t t o r e v i e w 
o v o r +Vi 

b n e r e s t o f t h e d e c a d e a n d b e y o n d , a n d t o c o n s i d e r a n y 

« a o f d i r e c t i o n . We h a v e t h e r e f o r e c o n s i d e r e d what c h a n g e s 

Dcrv,, l n i 3 t e r s m i g h t w i s h t o examine i n e a c h o f t h e f o u r m a i n 
a A««iin(;a, c; 

t h ^ c h a n g e s w o u l d i n v o l v e a m a j o r s h i f t o f p o l i c y , so 

9fj i a h  • L S " t ers may w e l l n o t w i s h t o r e a c h d e c i s i o n s now, b u t i n s t e a d t o 
° J- Or n f . -i i 

U i lcons i_  '  r e v i e w t o r e p o r t w i t h i n s a y s i x m o n t h s f o r c o l l e c t i v e d

 fel>atio^ n t h e n . 
^ " t h o u g h +Vin * 

i e s exotai  f o u r programmes t o g e t h e r c o v e r n e a r l y t w o - t h i r d s o f 
P u b l i c 

e x4 i r  e ^ P e n d i t u r e , t h e r e may w e l l be room f o r r a d i c a l c h a n g e s o f 
X l O h,  i n 0 + V l 


u u n e r
l 6 X A  a r e a s a l s o . Some o f t h e s e a r e m e n t i o n e d b r i e f l y i n 

° n the ' ° M i n i s t e r s c a n c o n s i d e r w h e t h e r t h e y want more work done 
vheyond +v>a \ 

. «• tue r e v i e w s a l r e a d y t a k i n g p l a c e i n some a r e a s ) . 

' T h e *
e  i
 u 

e  a r e aC ° i l e c f  ° n i P u b l i c s e r v i c e manpower, where we b e l i e v e 

l v e 
c o n s i d e r a t i o n m i g h t be v a l u a b l e , a n d t h i s i s d i s c u s s e d i n v  B 

Ah o id  r e l a t e d o b j e c t i v e m i g h t b e t o r e d u c e p u b l i c s p e n d i n g b y 

r e l a t i v e c o s t s ( i n c l u d i n g wage c o s t s ) o f p u b l i c s e r v i c e s 
^ the 

r e  - t o f t h e e c o n o m y . B u t t h e p r o j e c t i o n s b y o f f i c i a l s a l r e a d y 

s e r v i c e wages f a l l i n g r e l a t i v e t o " m a r k e t s e c t o r " wages 

l n  t h e  d e c a d eU p p ° s e  + u  "to 1990, a n d i t seemsi u n r e a l i s t i c t o 

t h a t 


a f u r t h e r l a r g e p e r m a n e n t s h i f t c o u l d be a c h i e v e d . I n a n y e t l . i u 
4

 1 8 t u r n s o n f u t u r e wa 1ge n e g o t i a t i o n s , a n d we s e e no d i s t i n c t
y  c P t i o n " v h - u 

w n i c h c o u l d u s e f u l l y be r e v i e w e d a t t h i s s t a g e . 
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5 . I n c o n s i d e r i n g m a j o r o p t i o n s , we s u g g e s t t h a t M i n i s t e r s 


w i s h t o m e a s u r e them a g a i n s t s e v e r a l o b j e c t i v e s : ­

( i )	 t o i m p r o v e i n c e n t i v e s b y r e d u c i n g t h e b u r d e n o f t a x a t i o 1 

( i i )	 t o i n c r e a s e f r e e d o m o f c h o i c e ; 

( i i i ) t o	 e n s u r e t h a t t h o s e who demand p u b l i c s e r v i c e s a p P r  e 


t h e i r c o s t b y r e q u i r i n g them t o p a y ; 


( i v )	 t o a l l o w i n c r e a s i n g demands t o be met b y m a r k e t sources 


r a t h e r t h a n c o n s t r a i n e d b y p u b l i c e x p e n d i t u r e l i m i t s , 


( v )	 t o m a i n t a i n o r i n c r e a s e e f f i c i e n c y ; 

( v i )	 ( a s a minimum) t o r e d u c e t h e n o m i n a l t o t a l o f p u b l i c 
(This 

e x p e n d i t u r e , e v e n w i t h o u t a n y o f t h e s e c o n s e q u e n c e 

s i b i l i ^ 6  3 


m i g h t w e l l be d i s m i s s e d as " c o s m e t i c " , b u t two pos 


a r e d i s c u s s e d i n A n n e x C . ) 

w ewed,

I f M i n i s t e r s d e c i d e t h a t a n y o p t i o n s s h o u l d be f u l l y r e v i e
3

 » 

s u g g e s t t h a t p a r t o f t h e p u r p o s e o f t h e r e v i e w s h o u l d be 

how t h e y m e a s u r e u p t o t h e s e b r o a d o b j e c t i v e s . The f o l l o w i * 1 ^eSi 

p a r a g r a p h s o u t l i n e a b r o a d a p p r o a c h t o e a c h o f t h e f o u r m ^ j i i» 

a n d s u g g e s t o p t i o n s f o r r e v i e w ; t h o s e a r e d i s c u s s e d i n more 

A n n e x e s D - K . 

H e a l t h 
n c  i more 

6 .	 A s l i v i n g s t a n d a r d s r i s e , i n d i v i d u a l s a r e l i k e l y to d a m ­ t „ 

a n d b e t t e r h e a l t h c a r e . T h e r e i s some s o c i a l g a i n f rom imp o®e' (inC

i c e s 

c a r e , b u t m a i n l y i t i s a m a t t e r o f i n d i v i d u a l wants and 


h o  

p u D  i for
e l a s t i c d e m a n d ) . H e n c e i t i s a r g u a b l y n o t a p p r o p r i a t e 1 _ „d 

. Choi*8 
a 

- v i c e S f i n a n c e , a n d p u t s a s t r a i n on t h e E x c h e q u e r b y d i s t o r t i n 0 e I  

v,  4	 h e a l t h Q q	  c

J D Us h i f t i n g t h e b u r d e n f r o m consumer t o t a x p a y e r .  " 

a l s o	 t e n d t o be l e d b y p r o d u c e r s r a t h e r t h a n c o n s u m e r s . 

 n e r i o d  . { i e i a

7 .	 I t i s t h e r e f o r e w o r t h c o n s i d e r i n g w h e t h e r o v e r a jy  s i  l ^ l d

p r o v i s i o n o f h e a l t h c a r e f o r t h e b u l k o f t h e p o p u l a t i o n  ^ Q g e 
ef r o m	 t h e S t a t e t o p r i v a t e l y owned a n d r u n m e d i c a l f a c i l i  t i  g t a t e i 

+ by 

c o u l d no" a f f o r d t o p a y w o u l d t h e n have t h e i r c h a r g e s me ^ ^ 

v i a some f o r m o f r e b a t i n g o r r e i m b u r s e m e n t . As a n e x c e p t 

( m e n g e n e r a l r u l e , i t m i g h t be j u d g e d more e f f i c i e n t f o r t h e
+ i 6 n t s » 

c o n t i n u e t o p r o v i d e i n s t i t u t i o n a l c a r e f o r l o n g - s t a y P  . h u t e ­

h a n d i c a p p e d , e l d e r l y ) who c l e a r l y c o u l d n o t a f f o r d 
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8. m. , 

w o u l d mean l e a v i n g t o i n d i v i d u a l s how f a r t h e y i n s u r e d 

^gainst f a c i n g h i g h c o s t s o f h e a l t h c a r e , and i t w o u l d be i m p o r t a n t 

m o v  i i t o r t h e g r o w t h o f p r i v a t e h e a l t h i n s u r a n c e o v e r t h e i n t e r v e n i n g 

p  r i o d . G i v e n t h a t t h e S t a t e w o u l d i n t h e l a s t r e s o r t meet t h e c o s t s 

<=osary h e a l t h c a r e , t h e r e c o u l d be a d a n g e r o f u n d e r - i n s u r a n c e 

hy a l a 
a r g e p a r t f ^ . n  w o r d i n g p o p u l a t i o n , a n d t h o u g h t m i g h t t h e r e f o r e 0 e

have i , 
O- be g i v e n t o a scheme f o r c o m p u l s o r y p r i v a t e i n s u r a n c e . 

M i n i s t e r s a c c e p t t h e b r o a d c o n c e p t as a l o n g e r - t e r m o b j e c t i v e , 
they w i i -i 

want t o j u d g e more i m m e d i a t e h e a l t h o p t i o n s as s t e p s a l o n g 
'the road T 

a , u * i n p a r t i c u l a r t h e y w i l l want a n e x a m i n a t i o n o f how f a r t h e 
swi tch f-n 

r o m p u b l i c t o p r i v a t e p r o v i s i o n o f h e a l t h c a r e c o u l d b e 

^ H o t e d , a n d w h e t h e r t h e y a r e a n y i n s t i t u t i o n a l c h a n g e s , w i t h i n t h e 

' w h i c h c o u l d make t h i s s w i t c h e a s i e r . 

10.	 T h 

e r e has b e e n a d e p a r t m e n t a l r e v i e w o f h e a l t h s e r v i c e f i n a n c i n g 


s e a r^ °  n l i e  r t h i s y e a r . B u t i n t h i s b r o a d e r c o n t e x t t h e r e m i g h t be 
a ease fn 

t o r a f u l l e r r e v i e w o f two o p t i o n s , as s t a g e s t o w a r d s t h e 

° n S e r - t e r m o b j e c t i v e : ­
) i n c r e a s e d a n d e x t e n d e d h e a l t h c h a r g e s ( A n n e x D) 


P r i v a• t  e h e a l t h i n s u r a n c e (Annex E ) 

The demand f o r e d u c a t i o n , as f o r h e a l t h , i s l i k e l y t o be " i n c o m e ­

a s~  l i v i n g s t a n d a r d s r i s e , p e o p l e w i l l want t o s p e n d a h i g h e r 

0 r " t i o n o f t h e i r i n c o m e o n more a n d b e t t e r e d u c a t i o n f o r t h e i r 

» a n d w i l l be i n c r e a s i n g l y f r u s t r a t e d b y t h e l a c k o f a n y way o f 

c n o i c e e f f e c t i v e w i t h i n t h e S t a t e p r i m a r y a n d s e c o n d a r y 

system, T 


* m a d d i t i o n , h o w e v e r , ' t h e r e i s a s o c i a l i n t e r e s t , a r g u a b l y 

h e a t e r t h a 


n a n m h e a l t h , i n t h e q u a l i t y and q u a n t i t y o f e d u c a t i o n , 

°ecause t i 

_ tnese w i l l d e t e r m i n e t h e c a p a c i t y a n d v e r s a t i l i t y o f t h e n e x t 


n o f w o r k i n g p e o p l e . Hence i n o u r judgement i t i s p r o b a b l y 

t r e a l -i + • 


P r i . ^ ° e n v i s a g e , e v e n as a l o n g - t e r m o p t i o n , t h e w h o l e s a l e 

l s a " t i o n o f p r o v i s i o n f o r e d u c a t i o n i n s c h o o l s . H o w e v e r , i t "may 

he d e s i r a b l e t o make h i g h e r e d u c a t i o n more m a r k e t - o r i e n t e d , g i v i n g 
^e cho• 

i c e t o c o n s u m e r s a n d m a k i n g t h e s y s t e m more r e s p o n s i v e t o t h e 
u e e d s o f w i . 

o o t h s t u d e n t s a n d e m p l o y e r s . 

w

12.  H e 

e t h e r e f o r e assume t h a t t h e S t a t e w i l l c c n t i n u e t o p r o v i d e 

t a  c i l i t i e  s f o r c h i l d r e n o f p r i m a r y and s e c o n d a r y s c h o o l a g e , 

3 e c t °  b e  c ° n c e r n e d a b o u t q u a l i t y . B u t t h e p a r a l l e l s y s t e m o f p r i v a t e ­

s c h o o l i n g w i l l r e m a i n , a n d may e x p a n d w i t h i n c r e a s i n g p r o s p e r i t y . 
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M o r e p a r e n t s c o u l d be e n c o u r a g e d t o choose t h e p r i v a t e s ec tor , at * ^ 

m a r g i n , b y schemes f o r v o u c h e r s o r t a x r e l i e f ; b u t i f such schemes s ­̂

r e l i e v e p a r e n t s o f p a r t o f t h e c o s t o f e d u c a t i o n , t h e y are hound t° 

e x p e n s i v e f o r t h e t a x p a y e r . Hence as r a d i c a l o p t i o n s f o r schools 

e d u c a t i o n , M i n i s t e r s may w i s h t o c o n s i d e r a s u b s t a n t i a l reduction i 
has 

r e s o u r c e s g o i n g t o t h e p u b l i c s e c t o r ( A n n e x P ) , o r compulsory  c a 0 

f o r s c h o o l i n g ( w h i c h c o u l d be c o m b i n e d w i t h v o u c h e r s - Annex 0)« 

h i g h e r e d u c a t i o n (where	 most o f t h e p r o v i s i o n i s a l r e a d y P  r i v a t 6  ^ ]  t f0 

t h o u g h p u b l i c l y f i n a n c e d ) a n o p t i o n m i g h t be t o charge the f u l l 

t u i t i o n ( A n n e x H ) . 

S o c i a l S e c u r i t y 

13. T h e p r e s e n t s y s t e m i n d e x e s mos t b e n e f i t s t o p r i c e s , and a ^ 

l a r g e number o f b e n e f i c i a r i e s (9m p e n s i o n e r s , 3m unemployed 

t h e r e a l v a l u e o f t h e i r b e n e f i t s p r e s e r v e d , e v e n a t t imes when 

w o r k i n g p o p u l a t i o n h a s t o s u f f e r a c u t i n l i v i n g s t a n d a r d s . 

p r o b a b l y c a n n o t a v o i d r e c o g n i s i n g p r e s e r v a t i o n o f r e a l va lue as ^ 

o n U D l b e n c h m a r k ( a s f o r t a x t h r e s h o l d s ) . B u t i t c o u l d a v o i d any  c
, •firs 

t o p r o l o n g t h e l i n k b e t w e e n b e n e f i t s a n d p r i c e s , and t a k e & 

d o W Bl e g i s l a t i v e o p p o r t u n i t y t o b r e a k t h e l i n k . W i t h i n f l a t i o n

much l o w e r l e v e l , t h e a s s u r a n c e o f f u l l p r o t e c t i o n i s a r g u a b l y ^ ^ 

n e c e s s a r y . G i v e n d i s c r e t i o n t o h o l d b e n e f i t s be low i n f l a t e " ' 1 

umake a o n c e - f o r - a l l cu t	 as a c o n t r i b u t i o n t o r e d u c i n g the tax

I t w o u l d a l s o , o f c o u r s e , have d i s c r e t i o n t o a l l o w b e n e f i c i a l 

s h a r e i n i n c r e a s e d p r o s p e r i t y when e c o n o m i c c o n d i t i o n s i m p * 0 * 8 ' 

i n c r e a s i n g b e n e f i t s a h e a d o f p r i c e s . T h i s o p t i o n i s d i s c u s s e d 

D e f e n c e 

14. T h e U n i t e d Kingdom h a s b e e n s t r u g g l i n g t o m a i n t a i n i t s NAT ^ 

commitment , when many o t h e r NATO members have n o t done s o . ^ 

o f d e f e n c e s p e n d i n g i n GDP i n t h e UK i s among t h e h i g h e s t , and. 

a r g u a b l y r e f l e c t s some f a i l u r e i n t h e UK t o a d j u s t to poor eco ^ 

p e r f o r m a n c e a n d a r e d u c e d r o l e i n t h e w o r l d . T h e r e a r e s e r i o u  S 

c o m p l e x i s s u e s h e r e w h i c h M i n i s t e r s may w i s h t o c o n s i d e r : ­
• th f" a i r 

- c o u l d t h e r e be g r e a t e r e m p h a s i s o n m u t u a l d e f e n c e *ri 

s h a r i n g a r r a n g e m e n t s ?	 ^ 

- s h o u l d t h e r e be a l i n k b e t w e e n E u r o p e a n d e f e n c e (BAOR) 

EC b u d g e t n e g o t i a t i o n s ? 

- i  f a r e d u c e d r o l e has	 t o be a c c e p t e d , does t h i s have 

i m p l i c a t i o n s	 f o r PCO a n d a i d s p e n d i n g as w e l l as 
4 
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Some of* +V\ 

U-L xnese i s s u e s go o u t s i d e t h e d e f e n c e a r e a a n d a r e m e n t i o n e d 

nnex A . W i t h i n t h e d e f e n c e f i e l d , t h e m a i n o p t i o n w o u l d be t o 

h a l t  t h e  r e a l g r o w t h o f d e f e n c e s p e n d i n g a f t e r 1 9 8 5 / 8 6 - ( A n n e x K ) . 

S^nera l 
n t h e m a j o r o p t i o n s t h e r e a r e some g e n e r a l p o i n t s t o m a k e : ­

( a ) 

°«ie o p t i o n s may l e a d t o a n i n c r e a s e i n t h e amount o f r e a l 

r e s o u r c e s ( i n c l u d i n g l a b o u r ) d e v o t e d t o t h e s e s e r v i c e s . C h a r g e s 

f o r e d u c a t i o n a n d h e a l t h , f o r e x a m p l e , m i g h t have t h e e f f e c t o f 

i n c r e a s i n g t h e r e s o u r c e s consumed b y t h o s e s e r v i c e s , i  f p e o p l e 

chose t o b u y more o f t h e m . So l o n g as t h e s e r v i c e s a r e p r o v i d e d 

w i t h i n t h e p u b l i c s e c t o r , we t h i n k t h a t M i n i s t e r s w i l l w i s h t o 

S e e t h e c l a i m w h i c h t h e y make on r e s o u r c e s r e d u c e d . B u t where 

P e o p l e c h o o s e t o p a y more f o r p r i v a t e s e c t o r s e r v i c e s , t h e y 

s h o u l d be f r e e t o do s o . 

Some o f t h e o p t i o n s w o u l d i n v o l v e h i g h e r c h a r g e s f o r s e r v i c e s , 

a n  d t h e s e r a i s e d i f f i c u l t q u e s t i o n s a b o u t i n c e n t i v e s . A s s u m i n g 

n o change i n t h e e x i s t i n g t a x a n d s o c i a l s e c u r i t y s y s t e m s , 

b a r g i n g f o r t h e f u l l c o s t o f s e r v i c e s w o u l d c a u s e a m a s s i v e 

r e d i s t r i b u t i o n o f i n c o m e , i n g e n e r a l away f r o m f a m i l i e s t o 

P e o p l e w i t h o u t c h i l d r e n . T h i s w o u l d e x a c e r b a t e p o v e r t y t o a 

l e v e l w h i c h we assume M i n i s t e r s w o u l d j u d g e u n a c c e p t a b l e . T o 

t h e e x t e n t t h a t i t i s d e s i r e d t o a d j u s t f o r t h e s e e f f e c t s , 

changes i n t h e c h a r g i n g , b e n e f i t o r t a x s y s t e m s w o u l d be n e e d e d . 

' c h a r g e s were r e b a t e d o r r e i m b u r s e d t o t h o s e b e l o w some income 

t h r e s h o l d , t h e i n e v i t a b l e r e s u l t w o u l d be h i g h m a r g i n a l " t a x " 

r a t e s a t t h e b o t t o m o f t h e s c a l e . T h i s a d v e r s e e f f e c t on t h e 

i n c e n t i v e t o f i n d a j o b o r e a r n more w o u l d o f f s e t t h e g a i n f r o m 

l o w e r d i r e c t t a x r a t e s made p o s s i b l e b y t h e e x p e n d i t u r e s a v i n g . 

^ 0 v a i o f g r a d u a t e d i n c o m e s u p p o r t , p r o b a b l y r e q u i r i n g a f u l l y 

l n e g r a t e d s y s t e m f o r c o m b i n e d t a x a n d b e n e f i t s , w o u l d be 

P r e f e r a b l e ; b u t e v e n t h e n t h e r e m i g h t be l i t t l  e o r no o v e r a l l 

S a i n i n i n c e n t i v e s , t h o u g h t h e e f f e c t w o u l d be d i s t r i b u t e d more 

s m o o t h l y u p t h e income s c a l e . I f m i n i m a l c h a r g e s f o r s c h o o l i n g 

0 r h e a l t h i n s u r a n c e were c o m p u l s o r y , t h e y w o u l d o n l y r e d u c e t h e 

a £ g r e g a t e b u r d e n o f t a x a t i o n i n a n o m i n a l s e n s e ; b u t t h e y c o u l d 
a l l 

°w more p e o p l e t o make t h e i r own d e c i s i o n s a t t h e m a r g i n 

a( n a l o g 0 u   t o a s h i f t f r o m d i r e c t t o i n d i r e c t t a x a t i o n ) . s
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But i * 
( c )	 Some o f t h e o p t i o n s w o u l d make some p e o p l e worse o f f ' 


i s v e r y d i f f i c u l t - i n many c a s e s i m p o s s i b l e - t o e f f ec t 


i n t h e r o l e o f G o v e r n m e n t v / i t h o u t m a k i n g some peop le wor 

+ 'on & 

p a r t i c u l a r l y where p u b l i c e x p e n d i t u r e a n d hence t a x a ^ i f l T i 

i n v o l v e d . I t i s t h e r e f o r e n e c e s s a r y t o a c c e p t t h a t P ^ . y 
w h i l s t a l w a y s r e c o g n i s i n g t h a t i t i s t h e p r o p e r f u n c t i o n 

it* 
o f G o v e r n m e n t t o e n s u r e t h a t n o - o n e i s made so much wo 

ver ty	 1 5 

I f  p 0t h a t he o r she i s s u b j e c t e d t o undue h a r d s h i p .	
f f  e 

3 

t h o u g h t o f a s a r e l a t i v e c o n d i t i o n , a d v e r s e r e d i s t r i h u t i there 

become h a r d t o a c c e p t . I f , h o w e v e r , i t i s recogn i sed­ peopl6 

which 
i s s u c h a t h i n g as a n a b s o l u t e l e v e l o f p o v e r t y fro" 1 

the i n 
s h o u l d be p r o t e c t e d , a n d t h a t p o o r p e o p l e s h o u l d share 

f u l l 
i n c r e a s i n g w e a l t h o f t h e c o u n t r y , b u t p e r h a p s not m - , „ as 

n be a c c e P t e u 

p r o p o r t i o n , t h e n some r e d i s t r i b u t i v e e f f e c t s can ^ - t r i b ^ i 0 1  1 

d l St h e y must be i  f t h e amount o f w e a l t h a v a i l a b l e f o r

t o i n c r e a s e . 

C o n c l u s i o n 

16 .	 M i n i s t e r s a r e i n v i t e d to d e c i d e ­
f any 

( i )	 w h e t h e r t h e y w i s h t o c o m m i s s i o n f u l l s t r a t e g i c r e v i e w s 0 
12 and 

o f t h e m a i n o p t i o n s d i s c u s s e d i n p a r a g r a p h s 9 i 1 1  ' 

a b o v e ; i t i 
i b U 1 

( i i )	 w h e t h e r t h e y want t o i n c l u d e a d d i t i o n a l l y a n y o f the P ° s ^ o-es)' j na- cha^a 
l i s t e d i n A n n e x e s A , B ( m a n p o w e r ) , a n d C ( a c c o u n t i n g 

C a b i n e t O f f i c e 

6 S e p t e m b e r 1982 

6 
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ANNEX A 

S M A L L E R P R O G R A M M E S 

1. 

the -v.re*- programmes outside tne iour major pi-ugi-ammcD . .  .
main 

Paper could offer scope for very significant reductions in public 
J re. either by a generalised squeeze or by identifying policy changes. 

^ a list of smaller artas where there may be scope for review, with 
r e s  ^ r present annual spending (in 1980-81 cost terms, from the LTPE 

CO  b  does not reflect the fullU Export credits - the LTPE figure off £0.33 onn 

e*ent of commitments, and there may be scope for review. 


«• Employment - £2.2 bn - much of this ^ ^ ^ ^ t 

S t*e of the labour market and will continue to do so, 


8 0 m  e 8 c  °Pe for review:  h e p l a c  e of the 
- the Youth Training Scheme nnght take 

^ Year of compulsory schooling, instead of t a  x  o n 

- on the training side, a r 
emPloyers would reduce public expenditure; centres 

- on t o y m e n  , services, privatisation of job 
m i  £it be examined. 

Regional - counting together expenditure by the Departments^ of 
I n *»try and Environment, this is of the order of 
^eady being reviewed. 

* Housing - b .  » bn - has been faUing. but *  ̂ ^ ^ Z 
on the real level of rents (as wen as rate of - ^ 

"»» improvements); a review of rent policy, and  „ , 
« * »  t rather than historic values, might be worthwhile (though 
t h  e savings would not count as public expenditure). 
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A (cont 1) 
Annex 

Some other significant areas are ­

i . Payments to European Communities - £.1.8 bn - depends (Q

. •„ the possib,ll ty 

negotiations (in which it may be necessary to bring m 

alternative defence savings, eg in BAOR). 

be more 
ii; Other local authority services - £10 bn - there may ^ ^ 

for increased contracting out and/or charging, analogous to 

education. 

iii. Nationalised industries - £.2.3 bn: - privatisation will gene 
• a will have » 

efor-all gains, but where industries sold are self-financing iglit  b 

m

or negative effect on total EFLs thereafter; - continuing de i ..fficult 
J to be a 0 

removed or reduced in the longer term, but this is bouna 

and piecemeal process. 
nspending  i 

iv. Scotland, Wales, Northern Ireland ­ £10 bn ­ e x t r  a

 n d is 
, . the  P a  S 

Scotland in relation to needs has been investigated in 

probably not worth a further full-scale review. 



ANNEX B 

P U B L I C S E R V I C E M A N P O W E R 

asters would decide on a target for further reduction of civil service 
^Power by say 10 per cent during the next Parliament. This would entail 

n g a priority to ­

u treducing functions, contracting o ^ s e c  u r i t  y etc); 

simplifying policies and procedures » changes; 

legislation where necessary \ 

expenditure on information technology. 


The 
overall reduction would he an _ allocated among <*epa  departments and s e r i e  s 

°fdin 
n 2

" g to the scope for such changes. 

2. 

• targets would also be set for reductions in NHS and local authority 
) W e r  - These could be linked with increasing contracting out and 

Pfivatis 
a t i ° n of services. 

ground 
•« The""""""* 
t 5 n  f t h e  ° i v i l s e r v i c e^  thi P a  y ° r  ( i  n d u s t r i a l and non-industrial) is about 

y e a rs inC  p , * Numbers will already have been reduced by about 14 per cent 

1979 


Sctoee2e '  S o that the scope for further reduction merely by a continuing 
Cllan  n U m b e r s  i sges i n ° n  likely to be small. Hence the need for more radical 

functions and policies. 
4. 

In 
P l i n c i P l eH l i  G  there should be room for at least equal savings in other 

S e r V i C e S *n ^ b e r   The NHS employs approximately 1 million people, s 

l ncreased by 5 per cent between 1979 and 1981. The Government 
set 

0 u
^t a rgets for reductions in management costs as a proportion of NHS 

r 

r° V eSi^ho^  the next three years (in England, a cut of 10 per cent). Local 
 Pej! e niploy about 2 million people, and have reduced numbers by about 
^My h March 1979 - mostly in the education service, which employs 

a l  f the total. 
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B (cont 1) 
Annex 

Arguments in Favour 

5 ' m yield 

w111 yi  . Over the rest of this decade, information technology  to g d

economies in data processing, storage etc. It is already being 

Government administrative operations, but the pace could be accel 
in c i v i l 

i i . To achieve anything like a further 10 per cent reduc  t o 

• f u n c t i o n 3 

service numbers would mean a radical review of presen o^c 

nn

where e c ° 
achieve contracting out or privatisation of those services ^ 

n , v,p in  h 
costs might be charged (say PSA or ADAS). This would 

Ministers' objective of "rolling back the frontiers of the public 
ma NHS and 

iii. Very worthwhile savings might be achieved by subjecting ^  i n 

u t authority manpower to the sort of squeeze which has prove ^ g °  a c t  n  

the civil service. Pressure on numbers should lead to the con 

of functions to the private sector, with gains in efficiency* 

Problems 
6 - n i n ^ 

r e d U Ci . A good deal of effort has already gone into the | |  ts ^ a l c U  

Service numbers to 630,000 by April 1984. Further substan .flCan« 
v e be hard- to achieve unless Ministers are prepared to g i 
  

aspects of their present functions. 


h e r e i t ^ 

fr8 U i i . A separate manpower target can lead to inefficiencies, ^ffl

be more cost-effective to employ staff (eg on social s ^ o b j e cti v e ' 

cases); and if the reduction of unemployment remains a P  r  l 

any such inefficiencies conflict with that objection. 

! and * • & 
iii . In the NHS, given the decentralised system of control a ^ 

it will be a 
proportion of staff closely involved in patient care, i>­
any sizeable cut will mean a reduction in the quality of servic 

siv. In the local authorities, if the target is to go beyo  ̂  ^ ' c 

'th familiar 
some mechanism will be needed for enforcement, wun 
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A N N E X C 

A C C O U N T I N G	 CHANGES 

a '	  present  a Local Authority Expenditure,. Local authorities at ^  ̂ have ^ 
^ge degree of autonomy, including the ngnt ^ ^ 

Government's current spending target if they rai 

. Ministers have been ^  ' ^ 

decide not to impose direct central oont.o ^  - » ^ 

« *  . is a case for counting as "pubUc .  a 

to p a y	 f o r i t  

s 

•wal	 authorities' spending which is not financea ^ 

* »	 n a t i o n a l industries and water a u t h o r s n . ^ 

Par i t i e s	 in many other countries. T H  . would he  « ~ 

ware a i i . i t on — r grant. "I'l local 
e n t	 y^ndi ture heyond those limits was ^ ' c h a n g e  s are 

'"apayera/electors for extra services provtded, hoth 
""der consideration in MISC 79. 

v	 . mf  , f i q v.n1 of social security b - National Insurance Fund. More than half ttU ™ ^ ^ 

^ a n t  s are met from contentions to the Fund. * - go r d i  

»  •  - w State pension scheme, where public e x p e n d ^  J  M	 s 
'° «  -	 number ..contracted out". In other c o u n t  s coMr*ut 
a * often treated ..off-budget" rather than as part of pub 
* »	 case for such a change wouid be stronger to 

are regarded as different from ordmary 
8 , 1 1 5 as buying an "entitlement" to benefits. 
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ANNEX D 

INCREASED CHARGES FOR H E A L T H SERVICES 

Th 

6 N a t i o r » a l
higher  Health Service (NHS) would remain broadly as now but a 

eh- ^Portion of costs would be met from charges to patients. Existing 
rSes f01. . 

a r uejcto g s  , dental treatment and spectacles would be raised, and 
C o ^ e rclos  °  everyone (including children and old people), except those e

fop ^PPtementary benefit level. A modest charge would be introduced 
c°nsmt  i ing the general practitioner, and for hospital outpatient visits, 

Hi ta l inpatients would also pay a modest charge (say £5 a day). Total 

*°uld depend on the scheme of charges adopted, but would be unlikely to 
^ceed 

' t l b n  a year, even with a drastic reduction in exemptions. 

b, ^ ^ i t u r  e on the family practitioner services this year is expected to 

a  ' 4 b n  ' 0ne-eighth of which (£300 m) will be recovered in charges. There r e

D e n i  

n ° c h a  r g e  s for NHS hospital treatment, which will cost £8.8 bn this year. 
M  f a U° rW  services is expected to increase steadily, partly because the 

°f the ŝes . V e r  y elderly will increase up to 1990; and the cost of the NHS 
a^vanGe terms because it is labour intensive and because scientific 

S  t 0 D e t t e r^bef f  hut usually more expensive forms of treatment. The 0 

^ S s th P^Ple covered by private insurance is growing but still represents 
^n in ~ 

Per cent of the population. 
3. 
1 ^ e a s i ne 8 S e n  g the proportion of costs recovered through NHS charges clearly 

the distinction between NHS and private treatment; and the logical 
^ lus i 

i ! ,  l 0 n  t h e p r o c e s s w o u l d 1 x 2 t h e° f  abolition of NHS entitlement for 
g r ° u Ps of patient. Under a variant of the proposal above, therefore, 

S p e ° t a c l e  s

P x  , &nd dental treatment would no longer be provided under the 

"lata „ ° l i rnited exempt groups. The rest of the population would have to 
Private 

arrangements with the pharmacist, optician or dentist. 

CONFIDENTIAL 



sJTlAL 


Annex D ° 

Arguments in favour 
4 . 

i  . The proposal leaves the basic structure of the NHS intact. 

of 

i i . Patients and others would be more aware of the high costs 

treatment; unnecessary use of the service would be disco ^jng 

public opinion might act more powerfully to hold down NHS costs 
wage rates). 

the grow* o( 
iii. Heavier NHS charges would, at least modestly, stimulate ^ ce en

private medical insurance and thus relieve pressure	 on the N Ŝ ^ 
could be seen as a preparatory move before full privatisation (P° 

Problems 

5 *	 • c h a r g e * ^ 
i  .	 To save substantial sums involves raising 


existing
 f o f 

» /TPS V * * ' ' 

cbreaking unpopular ground in three areas - imposing  a ein£ ge

drugs) on patients who are now exempt (eg children); charging 

the general practitioner; and for hospital treatment. 
. s of 

i i . It would cost money and staff to collect new	 categories  v e 

necessary , 
and to carry out means tests (a taper would be » ge^e 

supplementary benefit level). Some of the staff involved 

practitioners) would object strongly. 
, fro"1 

d i scourag 6  0 

i i i . People who genuinely needed treatment might be  O J 

seeking it. 

• 
  c r e a s  i n  g 

n  

iv. As long as the poorest are exempted from charges, 1 -t les5 

charges would automatically increase the poverty trap "  i e 

attractive for people to increase their earnings at the margin* 
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ANNEX E 

P R I V A T E H E A L T H I N S U R A N C E 

*" ^ working population would be obliged by law to obtain insurance to 
„ the costs of health care for themselves and their dependants. 

1  8 would relate to the family's risks, not their means, and so the poor 
Would need help with meeting the costs. Either initially or later the scheme 

be extended to cover the non-working population, who would obviously 
need touch ^ore subsidy. 

e n d i ta u r e on the NHS this year is some £11.7 bn. The main components re

Some £2 1 v 
* - n e  tsefvi  of charges) for the family practitioner services (the 

p r o v i d e d£8.8 v  by family doctors, dentists, opticians and chemists); and 
n for h 

eld i "ospital and community health services. Demand for all services 
^ % is • 

to increase steadily, partly because the number of the very l n c res ing; and the cost of the NHS rises in real terms because it is 
a n""tensive d because scientific advance leads to better but usually 

tensive forms of treatment. 

3. 
It 

ter̂ j prohibitively expensive to insure against the costs of long­
medical ~ 

6 a n d s o  a s  i n  a UC°ntin.u '  countries, the state would have to 
p r o v i a eCaPped) °  f °  r certain types of patient (eg the mentally handi­

aVei>a  E V e n S O *  i s e s t i m a t e dge  that the cost of basic medical cover for an 
^ n i n g g  f a m i l  v of four would be about £600 a year. Those below average 

d p o s s i b le*tent tu ̂  a n  y others) would need help with these costs and to the this had to be channelled through payments rather than tax reliefs 
the Poorest do not pay income tax), the public expenditure savings 

l e S J It is difficult to envisage a scheme which would reduce Pubii^
e*Penditure on the NHS by more than say a third (£4 bn). 
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Annex E « * *  l ) 

;tors) 
(eg doci 

4. Within an insurance-based system, providers of health care 
c l i e t Scould be encouraged to set up companies to offer health care to " J h 

return for an annual subscription. Limited American experience with 

Health Maintenance Organisations suggests that they may help to restr* 

costs. 

Arguments in favour 

5 ' •„ the costs oi 
i . This proposal offers the prospect of a very large cut m 


health care to the taxpayer. 


nsihil^ 
i i . The public would have its horizon of choice and oi 


greatly widened. 


insurers) sh 
iii. Patients could (within the limits imposed by their tie 

around for health care, so that doctors and hospitals wo business­
more responsive to patients' wishes if they wished to stay m 

state 
r e r n a liv. Although initially at least NHS hospitals could ^ ogre S ' e p r  

ownership, trading like nationalised industries, they could t b$ 
^ for expen1"

 n 

. 
sively privatised. This would give much more scope ^ ^oC&\ ft&T 

for variety in such matters as rates of pay reflecting 

conditions. 

Problems 

r ei . Even though a free state service would be retained f °  ng
'ority tnc

 c n a  

jy 
and possibly for the non-working population, for the maj iinmenS 

e

would represent the abolition of the NHS. This 

controversial. 

i i . There would be transitional problems in persua pu

had been  D U 

companies to take on the risks before cash reserves 

meet them. 
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While this proposal would reduce the amount of public money spent on 
health . 
^ » it would not reduce the community's spending on health care; on 

contrary it would probably increase sharply. Some of this would be 

^sumers' preference for higher quality, shorter delays etc. But judging 
overseas experience, the providers of health care would also take 

ach/anto 
g e e e v e rof  °^ *  n  buoyant demand and of the inability of patients or 

^surance companies to control costs, or in most cases to make 
ormal judgments about the medical treatments on offer. Competition 

Between H 
doctors and hospitals would be on quality more than price. 

Providing help for those unable to afford the insurance premiums 
Would rn­

6 V a S t d i f f i c u l t i e s > m c l a i m a n t sp0Pula  (perhaps over half the adult 
xon) would have to be means-tested and even if the help were 

^aduated 
" J  . on negative income tax lines, there would be a sharp 

° 6 n t * V e  e ^ e c t 5 increasing one's earnings, or moving into work from u

P oyment, would become less attractive. 
v. p 

lents would face extra complications (form-filling etc). Patients r°  thai 
r insurers would need to be invoiced for treatment, and subsidies 

jj.  m Q kind would need to be provided to a large part of the population, 

also be necessary to police the compulsory insurance system. 
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ANNEX F 

C U T T I N G E D U C A T I O N SPENDING 

: n d i ng on compulsary education for 5-16 year olds would be cut byabout 
£ 1 bn a year while every effort would be made to maintain essential 

8tandi 

2 ^ 
°nomies should be possible across the range of school provision by 

n t rating  essentials . ThThee procesprocesssb a t i n g  anoonn ththee essenUalsandd cuttincuttingg ououtt ththee peripheralperipheral.
n e e < i to start from an analysis of what schooling is intented to achieve and how 

the important outputs could be maintained at lower cost. Since 70 
C 6 n t  o f

C U l > i >  expenditure represents teachers' salaries (£4 bn a year at 
P r i C e s ) >  1 1 w o u l a  b e impossible to achieve a £1 bn reduction without 

w« « H " = O W 1  C  "T" U/teacher ratio in bothn g teacher numbers substantially. But the pupi 
**y and 

V jj secondary schools has fallen dramatically since the end of World 
e x a m° rthe p !  f P l  e in England between 1950-81 when it fell from 31 to 23 in 

m a r y S e c toften o r and from 22 to 17 in secondary schools. Although it is 
claimed +K 

1 t n e^ W  - pupil/teacher ratio is a measure of the "quality" of 
l 0 n - , the 

k*form relationship between this ratio and academic student 
i S f a r f r o m*s afoun^06  straight-forward. At present the number of teachers 

t h e  5 2 0 ' 0 0 0e ' and the LTPE projections imply a fall to around 440,000 byn q

be decade, roughly in line with the fall in pupil numbers. r ^ ^ L F a v p u r 

W o u l d

RIW
^ss  Provide an opportunity to weed out the lower qualified and 

S a t i s f ac tory teachers, and achieve a more efficient teaching force, 
^Ported Kt 

U o v  0 7 modern information technology to supplement class-room 
5 v e  g cassette teaching, audio-visual aids, modular courses etc). 

i i . ^ 

ôui c l °sure of wasteful poorly attended schools with small classes 
d  b e speeded up. 
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ANNEX F Co"*  l ) 

dary 
iii. Schools would be required to concentrate, particularly a ^  ^ 

cutting 
n 

level, on a "core" of academic and vocational subjects, 

resources on other non-academic activities (unless on repayme 

Problems 

4 ' • local * * * * * 
i  . Some mechanism would be required for compelling >• 

wThis  w 

authorities to make the planned cuts, eg in teacher number •  ^ e t 

or to tai**B 

entail new powers of central control, with a fall-back powe 


the functions of LEAs. 

. « this 

• lementing 
ii . There would be other formidable problems in  i m Pproposal. In particular ­

above 3 iii 
s e l d b e a. Unless the curriculum were severely pruned - ^ o U  

.  n f who01 

schools could be left with a core of teachers eacn 

required to teach a wide range of subjects. 
fession* 

b. There would be major resistance from the teaching P 

c. There would be considerable redundancy costs. 

o f ^  C 8 t i ° n 

iii. There might be a significant fall in the overall quality ^teW 

provided by the State system, even if this fall were no 

reflected in public examination results. 
,ld ^ 

«nd this ^  , dn 

iv. Pupils would have to work more on their own a11" ^oV^e 

deleterious effects on classroom discipline and on the 
n help  t .  h t

achievement of the less able. On the other hand, it mig 


go on to higher education. 


 With t i b l e

v. This approach is distinct from, and probably not compa 


charging approach discussed in Annex G. 
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ANNEX G 

CHARGING F O R SCHOOLING 

e n t s able to afford it would be required to pay the cost of their 
8 education, whether in the State system (where schools would be 

t o charge fees which covered their costs) or in competing private 
W o u l dSchooi  still be compulsory to have children educated, normally at a 

^ c j lin  C o m  e  met statutory minimum educational standards. Those with 
t o  l o w(pp.- °  to afford to pay would either have fees rebated or 

lerably) would be subsidised via some form of income support. 

lOOls 
e X p e n r i . exPenditure this year is £7.4 bn, or 6J per cent of total public 

J N e a r l y^scret- *  all of this is spent by local authorities at their own 
ay  & n d  i s a b o u t aera '  third of their total current spending. The 

§6 Cost n 
1990 Pupil is about £950 a year. Numbers ~f pupils will decline to 

' and hen 
^atio spending is projected to fall (but less than proportionately). 

l n m a i^ t h * . n t  a i n e  d schools will remain one of the largest social services, 
Pnvate­cent 

a u such pupils) remaining small. P«r . S e c tor education for compulsory school-age pupils (at present 5 

e
schem 

*88  for issuing vouchers to parents is sometimes suggested, as a 
a nd 

alternative to charging. It could help to promote wider choice, 
Would 

make it cheaper to send children to private schools if vouchers had 
eimbur« 

sable "face value". But it would do nothing to reduce public e*Pe 
l n *tur ,e 

V » unless as an adjunct to charging with vouchers covering less 
t h  e full •Ubur C o s  t s  . Indeed there would be increased expenditure to meet any s

 n i e n t°̂ ion u  f °  r private education. Hence it is not put forward as an 
her e. 

4. iBFayour 

The 
saving could be as large as £3-4 bn, depending on the scale or 

* e b  a  t 

l n  g and whether it counted as public expenditure. 
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Annex G (cont 1) 

tnetf 

ii. Parents who wanted to secure a higher-quality education 0̂ppjng 
children, and were prepared to spend more, could do so bŷ  ^ ^ ye 

around within the State sector or by going to private schools 

would no longer be contributing to the cost of State schooling  ^ e 

•̂ •ht to a l l  0 ^ 
and local taxation). As real incomes rise, it is rigm t 0 

nts WIS' 

resources to go into education to the extent that pare 

purchase more and better schooling for their children. 
 and c^­

iri. State schools would need to become more competm •„flti0n 
H t i v e

(exaimn8 

conscious, and to pay more attention to parents' concern 

results, vocationally relevant courses, etc). 

Problems 
5. pro 

i .	 There 'would be formidable political and administrative tion 

0,1 
Some mechanism would be needed for compelling ,v/ers wne   P*̂  
authorities to charge "adequate" fees, which would entai 
central control and if necessary take-over. 

>n 

i i . Cost differences do not only reflect differences in 
and

costs* 
particular schools in inner city areas tend to have high .̂ j \fi 

<\a Drobahiy 

form of central government equalisation grant wouia v 

needed to offset this. 
jjeges 

i i i .	 Students taking A-level courses in further 
education 11 

 tr eatment of 4***^ ^also be required to pay fees (to match the
i n 

schools). This would increase the discrimination between tho ^ se 

education colleges undergoing training (on training allowa 

on "school equivalent" courses (paying fees). 

tJl0

iv. There would be a wholesale redistribution of disposable ltf0U

One way to o t f ^ paying parents to tax-paying non-parents, 
but this 

be to raise child benefit to cover (standard) school fees. 
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Annex G (cont 2) 

n e  m a in object of reducing public expenditure and taxation. An 
l v  e would be to re-introduce child tax allowance, but this would be 

a rPly regressive, helping only parents with taxable incomes. 

v,	 p . 

ven that fees would need to be rebated for parents with low family 

b. tt would inevitably mean high marginal "tax" rates at the 

°* the scale, with bad effects on poverty trap and in-work/out-of­
„ l n centives. Hence a form of graduated income support, on 
negative • 

income tax" lines, would be preferable - but previous tax credit 
8chernes v. 

nave been extremely costly, and the basic disincentive effect 

emain, however distributed up the income scale. 

face	 children could not be refused schooling, the business of 

g fees would be difficult and administratively expensive. 
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A N N E X H 

C H A R G I N G F O R H I G H E R E D U C A T I O N 

s i  g n i f i  saving could be achieved by charging degree students atc a n t

C i t i e s etc for their degree courses. The size of this saving would 

°n the amount of State assistance it was decided to make available to 

^ ^ o  n students; but £1 bn a year could be saved by charging the 
C 0 8 t of degree courses, while still providing assistance in the form of 
l a r s h iPs and/or State-guaranteed loans to, say, 300,000 students (themia/or state-guaranteed loans xo, buy, ouu,uu«*xact 

number f students who could be assisted for the same cost would0S i 
° n the way this assistance was distributed as between scholarships and 

P r esent. projections, there will be about 450,000 students in higher 
a t l °n in 1985-86 of whom 35,000 will be from overseas. The cost of

Pro 
g courses to these students varies considerably as between the arts 
^ ^  1986-81 prices) of a university coursei 8 c e s  t n e a v e r a g e c o s t C a t

 " b 0 U t £4,000 per year and that of a polytechnic is £3,000. At present, all 

^assisted institutions of higher education charge aU United Kingdom 

students the same fees, (£480); these are met by a grant of £480 
the • 

8

kcal authority. The rest of the cost is met by central government 
•«u

 t ofu n h

8 diversities (£1,263 million in 1982-83) and to other advanced 

for education institutions (£538 m); although some of this expenditure is 
i earCh. 

3. 
t h i sW .  1 1  ^  Proposal, universities and other higher education institutions 

deceiv  no funds direct from government (except for research) butreceivee
funded entirely through student fees, plus any outside endowment 

t h e V could raise. 
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Annex 

d i 8 , i n C t f T O r a t h  emain^T " "  =*e e for replacing m 

t U Wloans 7̂  ^  ' . State 
tans,  would o n  l y save „ „  . . „ „ , ( h  e  C - * K h l c h  8 m e £ 2 0  m  y e a r  e ( K 0 s o h e r a  S

be combmed, by o f f e r i n  ^ ^ ^ ^ e . g l o a n s  t o o o v e  r  m a j n t e n 8 n c  

Arguments in Favour 

5 ' o n i n ^ * " '  0 ' 
i . Charging full cost fees would increase the pressure o n „ iue f°r 

v a  

higher education to recruit students and add the dimension ^ ̂  o r e 

money" to decisions about higher education. This would make ^ 
_ R well flS 

responsive to the demands of potential consumers,  » D f tJieir 

0 

conscious of the need to control costs and to improve the ~^seS). 

"products" (eg it might encourage the development of two-year 
f f l o u n tHer  a ^ 

ii . More competition between students, for a smau rt l l j e  

d e n  t s t 0 Government aid, should lead them to appreciate the full g t u  

courses and to take them more seriously. It would encourage ^ ̂  t 0 

* n c J seek financial support from non-governmental sources (eg
nflrt'time» . 

find ways of supporting themselves eg by working  P B c»de 

a

ff between »l  / 

vacations, before going to university, during years-oii 

years etc. 

* n s t i t U t i ° n S  t 0h»v  ei li . It would encourage closer links between u l d

education and industry and commerce. The universities ^ 

make greater efforts to seek financial support from i n d u S t  ^ ta&flP0*6*' 
would want to safeguard their share of the supply of train  ^ t>ed

They could do this by providing scholarships to able students fter 

8

required to work for their "supporting" firms for a limited P 
having received their degrees, 

ed ' * i s  

an nds 
iv. To the extent that universities etc did not meet dema ^ tea 

finance for themselves, they would need to cut back 

resources, and student numbers would fall. 
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Annex H (cont 2) 

l* This proposal would attract fierce opposition from the academic 
Community, as giving rise to fluctuating demands and making planning 
imPossibie. 

U '  I f the effect of this proposal were to be a significant reduction in 
t o t a  l student numbers, this could mean a less qualified work force. But 

^rgirig  courses could lead to more students choosing f o r d e g r e e

^dustrially-reievant" courses or more mid-career study and this should 
e beneficial effects on economic performance. 

U l* Those who did not qualify for any form of State assistance and did 
o t Manage to secure support from industry or other private sources 

° 0 u l d face  bill of at least £12,000 (or more if maintenance costs were a

Eluded)  f _  degree course. The burden of servicing and o r a 3  y e a r

^ a y i n  g off  loan of this scale would be a considerable disincentive to a

* * *  * education. 

B f i C a u s eWh  higher education is effectively a life-long investment, those 
1  q ° b°rrow to finance it would wish to be able to repay their loan over 
° n 8 Periods. There could be difficulty in developing a private sector 
Market f 

ior such long-term student loans. 

This proposal might encourage many students to seek higher 

N a t i o n in those E E C countries in which fees are subsidised, with some 
m g permanent loss of highly skilled manpower. 

A c 
^ s science and technology courses are likely to be very much more 
e n S i V e t h a n a r t s o n e  s ( u n l e s s t h ef 0 l .  universities decide to subsidise the 

m e r from fees earned from the latter), students might consider the 
arts 

C ° U r s e  sadv  tester "value for money" in terms of potential career 
^cement, and it might be difficult to attract enough students to the 

^Pensive courses such as medicine. 
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A N N E X J 

CUTTING T H E R E A L V A L U E OF SOCIAL SECURITY BENEFITS 

P r e s e n t laws w h i c h r e q u i r e m o s t b e n e f i t s t o b e i n c r e a s e d a n n u a l l y b y 

s m u c h as p r i c e s w o u l d b e r e p e a l e d . N e w l e g i s l a t i o n w o u l d b r i n g 

b e f i t s i n t o l i n e w i t h the p r e s e n t a r r a n g e m e n t s f o r c h i l d b e n e f i t : 

s&  would b e c o m e a m a t t e r o f d i s c r e t i o n f o r t h e S e c r e t a r y o f S t a t e who 

^tempt to p r e s e r v e t h e i r r e a l p u r c h a s i n g p o w e r b u t o n l y a s f a r a s 
•omic 

C 1 r c u m s t a n c e s p e r m i t . I f d e s i r e d the G o v e r n m e n t c o u l d t a k e t h e 

8om  o u r i n g the f i r s t y e a r o f o p e r a t i o n o f the new l e g i s l a t i o n to u p r a t e a

cortg , ° e n e f i t s b y a m o u n t s w h i c h w o u l d e f f e c t s u b s t a n t i a l , o n c e - f o r - a l l 

r e a l  V £ u u ene^ ^  o f b e n e f i t s . T h e b o l d e r t h e s e i n i t i a l c u t s w e r e t h e l e s s 
^ there w 

0 1 1 5 0toflatJQ  b e i n f u t u r e y e a r s t o h o l d d o w n u p r a t i n g s b e l o w t h e l e v e l o f 

S o c i a l S e c u r i t y e x p e n d i t u r e i n the c u r r e n t y e a r i s e s t i m a t e d a t £ 3 2 b n , (28 -~k»ixiy expenditure 111 L U G u u n c m jrv.*** *-
P^T oan« • .. _ i« 1QQ1_QO cnmol 

r


i c 
  ? 6  <*nt o f t o t a l e x p e n d i t u r e ) . I n t h e t h r e e y e a r s t o 1981-82 s o c i a l 

>o  ^ ^ n d i t u r  e r o s e b y 74 p e r c e n t , w h i l s t p u b l i c e x p e n d i t u r e i n t o t a l Se

1  p e r*o ty**6  ° e n t ; b u t t h e d i s p r o p o r t i o n a t e i n c r e a s e w a s i n l a r g e p a r t d u e 

* r i se •i n the n u m b e r o f u n e m p l o y e d r e c e i v i n g b e n e f i t . A t . p r e s e n t m o s t 

m U s tl-9?2  t ~  ^ !aw b e i n c r e a s e d a n n u a l l y a t l e a s t i n l i n e w i t h p r i c e s . S i n c e 

b a s i cw h i ]  r e t i r e m e n t p e n s i o n h a s r i s e n b y 28 p e r c e n t . i n r e a l t e r m s e

«U ^ n a t i ° n a l d i s p o s a b l e i n c o m e h a s r i s e n b y s o m e 10 p e r c e n t . ( N e a r l y 

V e r y l a rl 9 ?9) g e i m p r o v e m e n t i n t h e v a l u e o f t h e p e n s i o n o c c u r r e d b e f o r e 

3. 

W lQ- P u r p o s e o f i l l u s t r a t i o n , t h i s o p t i o n would y i e l d s o m e £ 3 b n a y e a r 
1990­

9 1 i f a 10 p e r c e n t r e d u c t i o n i n t h e L T P E p r o j e c t i o n s i s a s s u m e d . 

o n the r e a l v a l u e o f b e n e f i t s d e p e n d s o n f u t u r e e c o n o m i c 

a n c e - O n t h e p o o r p e r f o r m a n c e c a s e - w h e r e t h e L T P E p r o j e c t i o n s 

t h aV;, * b e n e f i t s w o u l d b e m a i n t a i n e d i n r e a l t e r m s - b e n e f i t s i n 1990-91 

P e r c e n t b e l o w t h e i r c u r r e n t l e v e l i n r e a l t e r m s . O n the i m p r o v e d 
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ANNEX J

1 P*1* sumed 
economic performance case - where the LTPE projections as -reased 

nHitnre i e  i 

cent per annum real improvement in social security expenanu  b e 

uld pê  
real value of benefits and coverage - benefits in 1990-91 wo 

only a little below their existing real value. 

Arguments in Favour 

4. 
• •  „ 1 Q 7 0 S navei*P°s e d  8 

i The real increases in benefit rates during the i»<" i m P l e ' 
wort4 . 

very large extra burden on the tax payer and those in i n P * 5 1 * 
menting the proposal could produce very large saving w o r K i n  g 

u r e » n u . B w v . £ - g  w u 

,int 
expenditure and lighten the burden on employers and ^ ^ . 

f 
population. In relation to the 1982 uprating each 1 P**1" t h i r ( j o 

reduction would have saved about £.0.3 bn in public expenditure, ^ ^ ^ 

this being reflected in a reduction in the employer's con 

National Insurance Fund. 

t W lovH>91'i i . The reduction in the real value of benefits for those nf° lttraction

would increase incentives to work and increase the a 


jobs. 
B1 

KIIO service oc&V*
iii. There would be a consequential saving on puonc 

g 

pensions (eg those for civil servants, local government eXtt9^^iio^ 

 in t h e Sstaff, the armed forces). This is because increases ^ ^ire^ 
the state tor 

pensions are statutorily linked to increases m bl i c £ 

p U  

pension. A 10 per cent reduction in the value of these 

pensions would yield about £300 m a year. 


Problems in 
iuiar 

5. 
u n p ° p U l  c ni . Cutting the real value of benefits would be ^ a v i n  g  s * ^ 

relation to the benefits for pensioners where the largest s  ^ f l J t  n tn 
made. Pensioners would receive a lower share of the nati 
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A N N E X J (cont 2) 

h e y  d o now , at least until the benefits of the new pension scheme 
ek °  o m   significant (after 1990); this would contrast starkly with what 

0 u  r °nce provided (upratings based on higher prices or earnings). 

i i . 
There would be an increase in real poverty and current problems of 

social J „ 
0  1 neprivation would be worsened (crime, poor care of children, 

l r o m cold homes and poor nutrition etc). 
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A N N E X K 

D E F E N C E 

•  ^ E Projections assumed that defence spending would increase in volume 

7** * 3 per cent a year from 1982-83 until 1988-89, with 1 per cent a year 

^ e r  . ^ United Kingdom commitment to the 3 per cent growth target 

* * * *  * runs only to 1985-86. Tne proposal is to maintain the 1985-86 level 
t e r  ^  , which would save about tU bn a year by 1990-91 as against 

7" Internal forward planning in the Ministry of Defence currently 

no growth in the defence budget after 1985-86. Hence this option 

^ * achieved either by providing for no additions to spending at present 

or by reductions to make room for some inescapable additions, eg by 
a n C e  ^  g Trident. But the present planning assumption is deliberately c 

> *  . to allow for some flexibility, so it does not follow that the option 
0 6 achieved without affecting military capabilities. 

c 

2 

' Political and diplomatic difficulties of this option would be reduced if 

7 c°uld be persuaded to reduce the 3 per cent target to a level which all Q 

1 , 1 0 8 1 member countries could realistically be expected to achieve. 

g r o u n d 

 1 1 1 6J{  Present defence base-line is uncertain, in relation both to the level 
in  i 9 8 2  _ 8 3 and to any revisions of plans in the immediate 

of the Falkland conflict. But defence spending cannot be ignored 
6 X e r c i s e«  J - " now accounts for about 12 per cent of total public 

^ t u r  e programmes, and on the basis of the LTPE assumptions (including 
O p t i o  n that defence prices rise 2 per cent faster than prices 

U a c c o  ™  t for 15 per cent in 1990-91. On these projections, 
n ° 6 * responsible for more than a third of the total expenditure increase ( i n

p ^  C ° S  t terms) from 1982-83 to 1990-91 - a much larger share than any other 

m e t h g h a  d i f f e r e n t  b a s e  y e a r >  a  d i f f e r e n t  a s s u m p t i a b o u t° u ° n^ r "  ° r

Prices, would give different results. 

CONFIDENTIAL 




CONFIDENTIAL 

K (cont 1) 
Annex 

Arguments in Favour 
4. 

in rise 
i  . If defence spending is not slowed down, it will continue 

relation to GDP, to around 6 per cent on the projection we 

Sooner or later, depending on the performance of the econo ,^ ^  0g  t 

is very likely to be found unsustainable, so that drastic cuts a 

.  outset 1  U 

t h e

be made. It would be more sensible to plan	 from «-»c 

sustainable rate of defence spending, as in the proposal. 

' o meet ^ ^ 
I I . 	 In the past a number of other countries have 

b i l l t o « ~ >  w i f e itarget (even among those with GDP growth rates higher than ^ ^  g S 

Kingdom), and after 1980 (the last year for which comparative 


available) their performance is likely to continue to fall short. 


be nr oadiy in 

iii. The lower expenditure path would be feasible,	 it wuu*-
L ' v. the  n . .|V, 

line with the forward planning now being undertaken i gp ding en

this deliberately leaves room for flexibility - para 1)* t i ^ ' a n  

r(ra-n bn P  e
 

British industry could still be higher than it is today iv> 
 es 
scarce 

>rc

iv.	 A lower rate of spend on defence R &  D would free 

.  -  givil 


(high-quality scientists and engineers) for employment in 
n

Problems 
5. 

in 
and domestiC' ^ 

ai  . There would be political problems, international upP°rt 

s

 I 9 8 8 'changing course after 1985-86. Last year the United  t 0

the NATO Ministerial Guidance extending the commitm^ 


Present political pressures are for more defence spending, 


as 
i i . The absence of real growth in the defence budget, »nt» il 

,uld wo 
increase in complexity and cost of major equipment, 


reduction in United Kingdom military capabilities. 
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