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PURIIC EXFEMNDITURE IN THE LONGER TERM

A Report by an Interdepartmental Group of Officials

Iy
"TRODUCTION

!
.y

Pub); This reéport considers the way in which the costs of the Government's
blic o 2 : - g
the by “Xpenditure policies could develop over the rest of the decade, against

Peyy ckground of some as sumptions about economic developments over this
iog

E;amm:;he aim is nct to forecast trftﬂl public ¢ ;:pnndit;u.re, or rir:.d:ivi.dtualll.[pr:-.

EE'-irr_: ) rr Or the course of economic dt:'&-'elﬂplﬂl.-'!tlf:, "i. he pL}hlu. expenc l. ur

at the z}l‘l:vn been built up on the basis of the -::ﬂntllnuntmn of current tpal:::_:; aml

“Pecifi o az;dmmf‘- level, and the economic HL(-I‘I.!Ilt-}S h?t.w.sh:::ms:o::fs r:;;‘iﬂian

The flgure “”"PFIUI?S. One should beware of any é-purluu. s ]::. - "
8 for individual programmmes are not to be regarded as bids or

dp et
%%ts, ang the results cannot be other than very broad brush,

° Teéport presents a snapshot of 1990, It also, in the notes on
Programmes in Annex 2, offers some comments on the path by which

_ oL the Programmes might achieve the levels shown for them in 1990, In

B Ihf:ra

Publi. . however, it is not concerned with possible developments regarding
E

{:“"md ;ﬁpemlitu'm in the period between 1984-85 (the last year cc_wcrr‘-d h}rt

hific,-mu ) Ef“d 1990-91, But it is clear that if the Gﬂvcrrnr{mnt 1|.1te=nrlﬂ Big-

th npcﬂ? to influence the outcome as regards public expenditure in 1990-91,
S8ary decisions would need to be taken a number of years in advance,

':'[;_E T
WO ECONOMIC SCENARIOS

.In CﬂnSidering the longer term implications of the Government's public
* Btance, the report first adopts a set of assumptions about produc-
e.ltiuﬂ. growth and unemployment which would represent a substantial
e L"‘“”E improevement on our recent national economic pnrfo'rm.?nc‘.t:.
’f%umpt;i:::lrm A, Its principal features are E_:l.‘:t out in Annex 1, The i
Teg Paint B r'lI"E-‘I that inflation will fall and remain at a modest !L*VL:i. ’th?t wage
bujyq., | “O9Mbined with lower tax rates and interest rates, permit rapid

of profit margins, that productivity continues to grow well, and that
Erowth will as a result be sustained at a level well above what has
‘_f‘:"“ achieved, Such a performance implies an all-round improvement
Hairs, and may not be far short of the best we can expect,

. Y inf
- 4 Contiy
Yhig ;

rr;ic

I'E:f?: thiags may not turn out like this, The United I{in[:{ﬂnml has lDf‘Lg i
5 Prnvﬂﬁm low efficiency and poor productivity, and there is stﬂ_l mileh to do
r'Fii:n " the ﬂﬁ}cibilit',r and performance of the economy., We are highly
"0 what happens in the world economy, The world economic
&a I‘r:j? fémainse very difficult, In common with our European neighbours,
ite ;Dr:tf.'r €xtent than some of them, we have lost competitiveness, and
€ recent improvement will not easily regain it,© It is accordingly

Dn .
t ¢ e




nﬁ%“ﬂrr to look at public expenditure against the background of much lE!.m

*¥ourable economic assumptions than in Scenario A, In Scenario B, which

§ algg described in Annex l,the main differences from Scenario A relate th

f;;ﬂu{:ti"’it}’ growth (13 per cent instead of 3 per cent per year in the de?ade of
+ Gross Domestic Product (GDP) growth (3= per cent instead of 23 per

and Unémployment and inflation (which stick around their present levels

ad of ﬂﬂming down }.

Cent)
ngta

&,
Either
Partie
Ubt&
ade

None of this is to say that events will turn out precisely ;mcnrding_tu
of these gcenarios. They are hypotheses, not forecasts; it would in
: ular be a mistake to suppose that a prediction of the future can be
‘ned by splitting the difference between them. But they seem to cover an
rﬁr?;atle range of possibilities against which to examine public expenditure
B in the light of the Government's objectives,

These economic scenarios interact with public expenditure trends in
On the one hand assumptions on economic growth, inflation,

nt, interest rates, productivity and earninge growth are needed to
grammes, On the other hand the taxation and interest rate con-
ono f public expenditure have impli-::.aticma for the supplty side ?f th::: 5
Sqﬂnarﬁ'? Eln-?i for employment and productivity, The p?e sumption -m‘:}ﬁr%}rmf
gmm;l? A is that expaneion of the private sector provides the .I'l‘lﬂl.n. Lnl{lllE“ or
i In the economy and that this expension would be promoted by reductions
10n and interest rates and hence in total public expenditure as a

ion of GDP,

Cosat the pro
-1
EquEnCEE 0

N tagay
Proporg

TH
E PusLC EXPENDITURE PROJECTIONS

the & i making the public expenditure projections it has ’c:ee:n assumed that
Vernment will continue to constrain the size of the public sector by

Hsation and restraint on expenditure, Firm intentions to privatise have
“eflected in the expenditure figures, but no account has been taken D.f any

*"Hp:;?tial further privatisation. Allowance has been made for changes in

Sery ‘ture as a result of demographic changes, z}nd. fa:::r some ECG[IOI“I'IIIC :
1mit;§ﬂ Such as transport, for the likely growth in nntmrlxal mf:nme._ Fut only
Bray, allowance has been made for the likely increase, if national muamzlr
""‘-rviaa 488umed in Scenario A, in the public's demand for some of the public

: Cesg, nutably health, education, and environmental services, and for

Are g Ng real social security benefits. (Social aecurity.be:zefitfj. for example,
Euggeiumed to increase by less than earnings. } Fn‘ternatmnal evidence

G vnrns that‘ this demand could increase on a Blg{llflﬂalitlﬁﬂﬂlﬂ: ; The 2

Dmvidement 18 not obliged to meet it and may decide to dr:..rerrt it into pn.va ely

Perj 5 8@rvices, But the scope for such diversion is limited DVE].I‘ thlﬂ.

And local authority expenditure, although projected to continue its

€cline, may continue to be difficult to control.

Pri-.,‘,a
Een

11-“:"‘ﬂar-:i

lative

The Projections have been combined with the two economic scenarios :
:::_What could happen to public expenditure as a proportion of GDP,. T}:_Lm
10 is algo a measure of the ratio of taxation and Government borrowing
n::.;; E'-lthﬂu_!.gh to the extent that this is reduced by ptriv:adltiﬂation resourcq_:ﬂ
Xa © réleased for expansion elsewhere, Privatisation f’f a curpﬂr?stlznt
thig 2 mple will move its borrowing from the public to the private sector, bu
Not reduce interest rates,

]

wil)

2
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The inflation as~umptionsg in the two scenarios are very -fli!'ft-rf‘nlf. BO

L @eaey to interpret differences in expenditure between the sc:'-nﬂl'mt'l.

he figures are set out in current prices, The figures have tsii_erufm'ul :
“€n deflated by the inflation indices assumed in the two scenarios, This
8 measurement problems caused by changes in the value of 11'10_11"-'?: but
ACcount of changes in the relative costs of different elements in the

it ig no
Whenp ¢
algg 4
Zl\fnid
t"'i}tf‘: B
Varig

i - 35 the totals are
exp us Programmes, Thie means that the programmes, and the total
Te

98ed both in what are called ''cost terms ' and as a proportion of GDP,
1,

wi]) The projections assume that levels of services over the period to 1990
il not

b + taking one year with another, be squeezed on account of inflation, ;

:nf'f levels of service at which it would be appropriate for Ministers to aim if
ton were high is a matter for future decicions.

12, _ o :

ex Figure | shows how, compared with 1979-80 and 1982-83, total public
andltl‘rQ could d.}v;ﬁinp on the basis of the two economic scenarios,

13, : z

is In cost terms, the 1990-91 programme total (the term programme total

pr:‘a-ﬁd here tgo describe total public expenditure as defined iln Emnd_ 8494 arltrl
.1 U8 public expenditure White Papers; also shown in figure 1 is the wider

uding debt interest and some other adjustments, often used for com-

Bong with GDP: the fipures for 1979-80 are outturn and those for 1982-83
Crming B4 b

SUdge

Cﬁn3

tal ingy
Parj
ire 94 adjusted for the changes in public expenditure announced in the
%) in Scenario A ie 20 per cent higher than it was in 1979-80, In
Eﬂn_ri‘m B it ig 18 per cent higher, As a percentage of GDP the total inl
:,-ki;r?g A fELlls, ccmpar(rd with 1979-80, b}r a little over l.pﬁ:]‘CU!"Lt:lﬂ(.‘ point,

& it back to where it stood in 1971-72. In Scenario B it increases by

P"—‘I'C'Dnta;;e pointa.

8

nﬂ'lt‘l

1
tj;mﬂ ﬁcenm.—-.riann of 1990-91 with 1982-83 s;lh::-ws the programme lt.n}ta‘lt i‘n cost
S':Ernr;l ::r:arlﬂ,r 14 per cent higher in Sm-;-nanrf A and 13 pcrrlcc:nl 111,-_1;\1_c.I1 in
'tenl;u_.q B; 28 a percentage of GDP the total is nenrlyl 4 1{30{[‘1‘;9 l?wlt.: in W
‘équm;d]}q A and 3 points higher in Scenario B, DBut this Tu in part because T :
Tece, ture in 1982-83 as a percentage of GDP has been m::rlun.:md by economic
It L:S\mn; this has reduced GDP and increased social security expenditure,
¥ therefore be a less satisfactory basis for comparison,

15
ti‘ihute Sigur""” 2 and 3 show how the various major p;'u‘r.;r:zmrm-.'ps ::nulld L'G;I‘.]..;
tey 3 O these chanpes, expressed both as a proportion of GDP and u:: ::f;r: -7
in 1996 In both scenarios the share of GDP devoted to dt_:fﬂnr:el “'0171[4.'].. J‘t 1113 ‘1
Woulg j:-‘}l than in 1979-80; although with no non-pay relative prL-:I.-.-‘.r_;ffL;_L_lt‘t m-:L
ire Sh.;:.n 15‘-"711*?‘11‘10 A be no increase over 193?-33. H-"*.nlth and cc:uul :_:_m;]; y
'ﬁﬁrtiﬂn\?“ -'?LH a broadly constant proportion in SC‘.‘I‘I:II’Z!.D.J"-'E. and a I":!...-ln;:_, p}:;th
“A8eg ‘0 Scenario B, Education is shown as a dﬂc].ll'l.llllﬂ proportion in

" The share of economic services (agriculture, industry, transport,
9€d industry borrowing), tends to fall, as does that of environmental

“muﬂiﬂz’,. water and sewage, etc).

LETE

: 't"UIJ..'Ili

g %
Ul“ﬂ'ﬁ
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In cost terms, iucreases in major programmes from 1979-80 to 1990-91

n the bas

18 of the assumptions in this report would be -

e 35 to 50 per cent in defence expenditure, depending in
Part on the assumed mon-pay relative price effect;

b. 30 to 35 per cent in the law and order programmes;

e 25 to 35 per cent in expenditure on health due largely

to de mographic pressures;

d, 20 to 25 per cent in the social security programme,
©ven though demographic changos are relatively favourable
for this pr ogramme in the 19808, compared with the 1970s or
the ]_{}[},Dﬁi

e 't of education would be slighily higher in Scenario A than Scenario B if
ONomie 2 y nig

8i ;

Stuati o

ig tﬁk{-n

C".':u]_d i :

Browth increased the real earnings of teachers, Different economic
could affect infrastructure and industiry programmes; higher growth
for example, to involve more road buildings; a sluggish economy
"xpk_-nd?t":;l:ﬂ more assistance to industry and employment and housing
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Public axpenditure

Percentege of GDP
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FIGURE 3 Public expanditure programmas
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Public expenditure programmes

Ebillion, 1980-81 cost terms
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£ f.-[.f:l:.] 'I-—C
m
e majy

m. tions of Scenarios A and B are summarised in
tahls -

Similap 4o 4

economic growth in the 8 years to 1990-91

e he 1950s and 1960s8. In Scenarioc B growth
Similgr + : &
-8r To that of the last 8 wears. Theszse growth rates
eombineg ; ;
o sHed w productivity sassumptions and a small growth
vie | ahoum . - . M ] .
OUT supply Fo glve consistent figures for unemployment.

'.:.-\HI'-'=-l 1 OT 3 ! il d 1 J
v10D 18 assumed to settle at 5% per year in Scenario A
e year in Scenario B, although this has little direct
on the : = : :
“H& public expenditure projections.

'-'f:em-- el s ; ) P :
Yearn =10 A assumes high productivity growth but, in the early
=y Muc} T . . . s om

Ch lower real wage growth. In Seenario B, real wages

rapidly th

1an in Scenario A in the early years and more

BT
l"l'__ W o a S
A0 ra

1 & 3 = 5 5 .
tater years. Public service wage growth is

Scenarios to fall behind thet in the marketed

thereafter wages in both sectors are assumed

ATV

public service wages relative to average GDI
1ve price effect". This "pay-RFE" has been

in projecting the public service expenditure
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MAIN ASSUMPTIONS

SCENARIO A ECENARIO

® Allhys s
Mmnual g 2% to 1085-86

then +% to 1990-

A0 the marics

Bt “ E-' = annus 1
s I'om -“Qgn Lo e
e _ i

BN ERs i s Tai WET TSIy " X ey g e
Nog] 1h a6 lnition, | 2 million in ' S million in 1990-91
1 leavers) 1990-01

5% per year 10% per year in
in mid and | mid mnd late 1980s
late 1980s

in 1990-91 2% in 1990-9

in 1990-91 | = 83 in 1990-¢

igp . Becty s e ok
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DEFENCE

T : i
he 1lkElF path of defence expenditure over the next decade is

“veryj
e
et
Nnn § .
bey al real growth. At present this commitment does not extend
4 19856

Ung the a1y

f¢d by the Government's commitment to the NATO target of 3 per

The UK supported the 1981 NATO Ministerial Guidance

iance's commitment to 4988,

In botp Scen

T arios, % per cent per year real growth is assumed,
) L s ol
he 5 from the 4

982-8% cost terms figure. It is assumed that

y .:"::'\"-"E]_ﬁ - 74
L Ament's commitment will be extended to the end of the NATO

=L Depi =
.'FH:_I"F:. & 10{1 I: "!r:..:'_‘-.ﬂ_.l—a'r:j}
| 'q:tEr_

and there will be 1 per cent annual growth

1 s
For the relat

; ive price effect (RPE) of non-pay expenditure
tlve Bg

:-HL
“Erng

BOn s
81t

Tite i

Ve f o
'Djh“i Tom 1982-8%, The effect of these assumptions on the
Tehion : b s
8 for 1990-91 is shown in the table below.

sumptions hasve been asdopted of zero and 2 per cent

h'r-u-.l

ULFENCE EXPENDITURE

1979-80 | 1982-83

10880 16400 14800 16400

IM‘? - 5.6 | 5.6 | 6.7
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v
“RSEAS AID AND OTHER OVERSEAS SERVICES

Like most developed countries we are committed to schieving =
. OVerseas mid of 0.7 per cent of GDP, but in general there
héi?flrmﬂﬁ* to a date. At present, the UK aid programme is
queh'ﬁkﬂ?ﬁut 0.4 per cent of GDP, slightly above the OECD
L ~% 18 likely that cash expenditure on the mid programme

Teage lesg rapidly than nominal GDP up to the mid-1980s.

The :
SNt FIDJE”tLOHJ agssume thet in Scenario 'B', the aid programme
o "' to a level of 0.4 per cent of GDP by ”Gﬁﬁ 91. In

L] A 1

‘g “%u » Some modest progress towards the 0.7 per cent target
g mr_}d _

Teaching 0.5 per cent of GDP by 1990-91.

The : :
Other Programmes for which the ODA is responsible

_'l
ad ;
Ministration vote; supplements etc to certain overseas

08 g
1 D F »
* £ lus, from 1982-8% to 1984-85, foreign currency borrowling

&
F-"J_d_

N b el
Topa Jear by the CDC) are de minimis in the context of this
TTEBy g : !

: ‘Nd are assumed to stay at roughly their present level
v“Brmg,

th
&r FCO expenditure will be affected to some degree by

d
edy
etions in civil service expenditure and the general

.E. tD
.ﬁh S Achieve economies, although some of the expenditure

2y
":l“:

in
ﬂmﬂd ternational subscriptions) cannot be unilaterally
_ wmg“ It has been assumed that this block of expenditure, and
") * itenm COvering the Commonwealth War Graves Commission,

" Tema
T -L
g 0 broadly constant after allowing for inflation worldwide

®Xchq
‘Dge rate fluctuations.

13
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EXPENDITURE ON OVERSEAS AID AND OTHER
OVERSEAS SERVICES, EXCLUDING NET PAYMENTS
TO EC INSTITUTIONS

1979-80

£m (1980-81 Cost
terms)
% GDP

2.5 Net contributions to the European Community Budge
ti
much lower than they would have been but for the refunds nee®

co
under the 30 May Agreement. That Agreement also commits the oy
- )
to avoid the recurrence of unacceptable budget situations fﬂr_m
member state., There will be strong pressure operating during 0L

1980's which will tend to increase the UK's net contrlbutlﬂnsgﬂﬂ‘
isP i

.._r

refunds: the growing costs of supporting farm incomes and ¢ 1{u
i ;

of surpluses this may produce, the extension of the Common A& n‘:j
Poliecy to cover Mediterranean products and the accession of spal
Portugal to the Communities. Maintenance of the ceiling on L2
Communities "own resources", under which they are entitled ¥
yield of a value-added tax not exceeding the 1 per cent of ﬂ1m3*
of transactions incorporated in the harmonised spending baser f;ﬁﬂf
help to contain EC expenditure on these policies. But 2 sat 5 48

es
outcome for the UK net contributions will depend on our suce p
cce

the
yal¥®

nle
Lt

persuading the Community to provide budget refunds on an a
Scale.

71
TABLE 2.2 NET PAYMENTS TO EUROPEAN COMMUNITY INSTITU

_._—-"'"'J-..‘
1990-9%
B

1979-80 1982-83
| =]

£m (1980-81 Cost
terms) 1010
% GDP 0.4

o
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A . S 3 . ”
S€regate expenditure on Programme 2 is summarised in Table Z.3

TOTAL EXPENDITURE ON OVERSEAS AID AND
OTHER OVERSEAS SERVICES

1990-91
1979-80 A | B

2520 | 2010
[:.?1 0.8

1S
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k|

AGRICULTURAL, FISHERIES, FOOD AND FORESTRY

5
Jil _
i A large part of the expenditure covered by this programme

ig
affe : . ‘
mefftCtEd by the rules of the Common Agricultural Policy, for which
Yep the future direction of poliey and the basis for funding are
Ty :
dNcertain over the longer term.

The Projections are based on the assumption that, apart from

e “mpletion of the Thames tidal defences, expenditure by MAFF
..yrEaSEE at l

hiq 4 per cent per year in cost terms from the level of the
: 980" s
o

Y tn as does Forestry Commission expenditure, while expenditure
[ EE = - ; -' :
g IntﬁrvEntan Board for Agricultural Produce increases at about
5 =l

T cent per

M g4y year throughout the decade. The projections exclude
%,gllﬂwancﬁ for capital expenditure by RWA's, as explained in para

Oth Vil ;
®r Environmental Services).

buttErTjin1PfﬂgTamme 3 includes some expenditure outside anland.
T Orial programmes also include expenditures on agriculture,
sumed to amount to £200m (1980-81 cost terms) in 1990-91
Scenarious, ie similar to their relative gize in 1980-8l.

TABIE 3.3

'.TIEEE_ are =
f
C both

EXPENDITURE ON AGRICULTURE, FISHERIES,
FOOD AND FORESTRY

1979-80
e T
MAFF
£ (1980-81
i terms)
% oDp

TBAT

£ (1980-81

. terms
#GDPp )

"_|—_,‘~."‘—--—__
‘orestry
£ (1980-81

terms)
% GDp

£ (1980-81

Terms
% GDP )

---_-_--_-———

0.5

6
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%MDUETEE, ENERGY, TRADE AND EMPLOYMENT
excluding grants to nationalised industries)

{:l1

EHHEn"+
diture by the Department of Industry on Regional and General

Iﬁﬂupt .
Strial Support should fall in real terms by about one third

!r\nt
=lWee i ; . . :
N the early 1980% and 1990-91. This fall is the effect of

*h
U8 ag 1 3 ]
Sumption that support for "problem companies” would only be

F”.-.I"i R - :
011s Royee in 1981-82. It is sssumed that regional and othe:

1-“r“--'l-'-].‘!‘[--.-..' -
‘Tial support will continue at roughly the level of the early

m a yvear as compared with the peak of about £800m for EL

1980 1.2
While Seientific and Technological Assistsnce is on a rising

1,1~nnd %
nd some provision iz also made for future "Taunch aid" projects

THEI—_: il

EXPENT T

EEIE#Ei?T‘}:?E BY THE DEPARTMENT OF INDUSTRY,
HU1ng assistance to steel and shipbuilding)

A

1990-91

1979-80

-
1 1780-81 cost terms)

~ e -

™ mH'LT 4 . T & .
gk ! items of expenditure by the Department is 1990-91 are
. e T'jl‘_]_ulé_-,ﬂ
flE-\,rE.-!

Mny

r research and development, non-nuclear research and

tmﬁm%i:Teﬁt including that on alternative sources of energy, and

th ‘'S to redundant coalmine workers (which do not count towards
These programmes are unlikely to be very gsensitive

. economic growth in the next few years. The lev
o =N~
=l i 5 1'\(:!-1

(=¥

and development expenditure on nuclear and other
=f 3 10r example, will depend on forecasts of reacuirements
10 the much longer term. However, £30m more has been

redundant mineworkers in Scenario 'B' to all

)
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further improvements in the terms of the scheme in order tO pive
greater encoursgement to men to leave the mines. The fﬂﬂEcPEt
assumes a substantial decline in expenditure on development of
Fast Reactor. If the UK enters a collabor ative agreement to dwﬁ
this technology expenditure could be rather higher, if & dEfLﬂGr

was taken to construct s Commercial Demonstration Fast Reactol

for

it would be significsntly higher. No allowance has been madé o
18rE*

substantial Government expenditure on a Severn Barrage or 0D 4
2 x e - # ﬂﬂ_’
scale demonstration of wind or wave power or of combined heat

power schemes,

TABLE

EXFENDITURE BY THE DEPARTMENT OF ENERGY
(excluding grants to nationalised industries)

197080

£m (1980-81 cost terms)
GDF

is

Expenditure in 1979-80 was higher than in previous years bu®
expected to decline as grant in aid to the Civil Aviastion Aut?
ends with the move to full ecost pricing. Thereafter, Piﬂendltu
can be expected to remain roughly constant in real terms at
level similar to that in 1980-81.

TABLE 4.3.
EXFENDITURE BY THE DEPARTMENT OF TRADE

1979-80 | 1982.

cost terms) oF 290
el

g
CONFIDENTIAT
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4 4 &
* ECGD

b
e —

Wit) '

1 the phasing out of losns to banks to refinance a proportion of
&
Q:lr fixed rate sterling export lending, the main expenditure by
" Will in future be on interest support costs. Future expenditure

U thig item depends heavily on market interest rates, but the
-GUqT

ECGD expenditure will depend on the rate of repayment of
Outgt :

“Buding refinance.

TABIE 4

B

I

e

“EENDITURE BY ECGD

s —

1990--91

A

Em .f'l.O"_."meﬂ‘}_;
Y
Hllp) .

“h of the

Sfat g . '
pi ® of the labour market. But this does not imply that, in sll
iBn

=

Department of Employment's expenditure is related to the

» €Xpenditure can simply be projected on that basis.

like)
%<._? Policy reactions to continued high levels of unemployment are

kB i ! 4 g . I daiia
tult to Judge. But past experience indicates that expeunditure

Bro 4 Job creation messures should most realistically be
“Vdecteqd g

of n the basis that it is broadly proportiomal to the level

un
aly “mployment (ie negatively correlated with GDP growth). Some
Dﬁn 1
the Ace should mlso be mede for pressures over time to contain
unji :
91t costs of schemes which take on a permanent status.
T'.'",:_. B
Uture on redundancy payments is also related toO unemployment,
J.r],_l f" :
80 to itg assumed rate of change rather than its level.
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However, it is doubtful whether there is any EtrnightforWﬂTd

re)
. : S £ GDE
correlation between expenditure on training amnd the growth ©‘

Following the introduction of the Youth Training Scheme, such
expenditure is planned to reach £1.5 billion in cash terms 1B
1984-85. It may be that faster growth could provide both the

incentive and the mesns for employers to conduct and pay for

p S iy 3 5 gsEY”
more of their own training. Alternatively, there could be PF

: > e - : om1e
for more public expenditure to accelerate the process of ecom w417
' : ALt AT 1 gfactl
adaptation. These conflicting possibilities cannot be satls?

reconciled, snd it would be entirely speculative to assumeé any Al
iput+="

shift in poliey to require employers to increase their contr

T Al ; : 18
to training costs. The projections are therefore based OU th opu-8%

L

maintenance in real terms of planned training expenditure 1B

TABLE 4.5.
EXPENDITURE BY THE DEFPARTMENT OF EMPLOYMENT

1979-80

£€m (1980-81 cost terms)

% GDP

£0

; : : ; : e
4,6. Total expenditure on Progrsmme 4, excluding agsistant

-~

nationalised industries is shown in Table 4.6.

TABLE 4.6

EXYPENDITURE: INDUSTRY, ENERGY, TRADE AND EMPLOYMENT
(excluding grants to nationalised industries)

1982-8%

£

£m (1980-81 epat terms)
% GDF

CONFIDENTTIAL
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GOVERNMENT LENDING TO NATIONALISED INDUSTRIES

yrants to snd borrowing by nationalised industries are
from Prograsmmes

i
lnag

bt iy T i o+ j =
i Porated in Section 16. Grants are subtracted .
fang g . . S
© to avoid double counting. It is more appropriste in the

-:r:‘_l.‘_
Wit gt
- demands

p of the study to congider Nationelised Industries’

Inon

ey : ; A .
ternal finanecing as a whole than to separaste grants and

L
iy h],.l 2
~T0wg ; : LG
NE a8 is done in Cmnd 8404,
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TRANSPORT (excluding grants to nationalised industries)

and Local Transport

0.1
-
<3

Hhi

Transport is not mentioned in the 1979 Manifesto, and there
“Ome flexibility about levels of expenditure. Successive Roads
1: " » # -
® Papers have however identified infrastructure projecte which

E.E‘;.;_.;i : ; 2
St industry and improve the environment as a priority,

by .

Wy 2
eeq 44
uﬁterimr

U I}Tﬁand £
0

In general, demand for expenditure on roads reflects the
increase road space as traffic grows and to prevent uneconomic
ation in existing roads with later increased costs of repair.

e Or loeal expenditure on public transport reflects in part
vJeot; b e ‘ = »
tive difficulties of adapting traditional services to lncreasing

Compe +4 4. . 1
Petition from the private car and in part subjective judgements

0f 4
© Need to provide services at less than cost to various classee

traveller or to all.

ij
Da Road traffic - both private car and lorry - is forecast by
+ _partment of

the ghout the period and for some decades beyond. If GDP grows at

Transport to grow despite increasing fuel prices

= - =
lan Department of Transport plans at present assume.

hlthe f??ﬁ though much of the motorway construction programme b%gun

19608 has been completed pressures for expenditure on road

N are likely to continue during the period. The emphasis
' away from inter-urban road building towards

of urban roads which will otherwise become in-

Y congested. The need for road maintenance is likely to

Particularly in Scenario A. Although levels of
ture on roads will remain therefore to some extent discretionary

*ial reductions might add to costs in the longer term.

Be

“KDengy

aabﬁtml

: Demang for expenditure on local public transport is unlikely
DEQPEaEE
NELicts s : S
I@gﬁlv © With the GLC and Metropolitan Counties are satisfactorily

E‘ » a i L ;
tharm_d' Of increases amounting to £% to £1 billion by the end of
¥erjog .

and there is a contingent threat, unless current policy

CONFIDENTIAL




CONFIDENTIAL ‘

- ] L] 1] t
6.6 The projections in Table 6.1 therefore assume that c08

. . 2 of
terms expenditure will continue to absorb about 1,1 per cent

DP 1n both scenariocus,

*
TABLE 6.1 EXPENDITURE ON ROADS AND LOCAI, TRANSPORT

1982-83

| £m (1980-81 Cost J
' terms) 2390 3250

% GDP | » 11 8 b -

*Grante to nationalised industries are covered

in a separate note

5

.7 Transport (excluding Roads and local Lranspnrt_ﬁﬂﬁ_ggffzk
covered

% = it admil”

the part of the Department's programme are related to ite 2 it

to nationalised industries): The items of expenditure

istration, research and licensing. To be broadly consi
assumptions for the rest of the programme, They are ass
in line with the assumed change in GDP (Table 6.2)

EXPENDITURE ON TRANSPORT (EXCLUDING ROADP
AND LOCAL TRANSPORT AND GRANTS TO
NATIONALISED INDUSTRIES)

1979-80

£m (1980-81 Cost

terms)

-l

% GDF

Note: Includes expenditure by DOE on

gEervices

23
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Total expenditure covered in this part of the Transport

iline is summarised in Table 6. 3.
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Publie expenditure on housing has fallen sharply over the last
: _ Sl &l s
Jeaprg, This has resulted from substantial rent ilncreases (whieh

"educed subsidies from central government and from rate funds

: um‘ +ha]" r(_} per Ci.‘.f.'}.aj, .g_x_(\j.-",'[}'j_[‘:li_il'] with less r‘:ja_ri tal i—'.")!pﬁﬂd'l‘;.ul‘tl an
By ku]-]-l“lar* 1

3 2 : - N Ty % - W I-"i. o = :"‘i‘l-
¥ local authorities, and an increase 1n recelpts om

(h

%8 under the 'Right to Buy' legislation in the 1980 Housing Act.

. ) o] = - 4 LT
are unlikely to continue beyond the present financlial

increases in the real level of rents would be largely
higher rent rebates (now part of Unified Housing Benefit,
0¥ programme 12), so that there would be little net gain to
° €Xpenditure., Some increase in gross capital expenditure 1s

3imp - : . 1 $7 4t : ] f the existing
Simply to maintain the habitability of much of the ex 1
£ i . . . ol ~ Tk &) T IRE Fex | 1. 11
and to peplace significant numbers of post-war dwellings buil
J”“qul methods that are now becomlng structurally unsound anda

e
-.-'J..,j"_r CAagan

L be i

ﬁ 3 e . 1 . -y S annarTi B than
Qusing expenditure is likely to be greater 1n Scenario b than

A. Private sector housebuilding would probably be lower, 8

at

Ly<p : b s g
Crmed households was to be met and the condition of the stock
“8lned at

at a level necessary to avoid a reverse in the steady

Bhargac: . AL NS : B

~ 'lae in !’:{'}1“'-'__5,_1'15_,1; standards. Sales 'I"I"f_"t be lower if tenants
JF'! =1 1 -. . % - = . y - =1 - Tk
“v€rred from buying by higher mortgage rates; while the effect

tWwo trends on net capital expenditure, and the higher level

w1 ses are completely uneconomic to repair. The peak in sales

+ . ' . g e 5 By 3 Te iecline.
“lll8 year; capital recelipts thereafter are expected to decline

]

Mg 9 . i . 1 3 F = g ey
“Te public sector expenditure would be needed if the demand fronm

interest rates, would increase the costs charged to Housing

* Accounts and thus the need for subsidy.

In

han Construct

: : ' . g 2 s i AGEAL G
ing projections of housing expenditure 1n 1990-3
Ao ] 4

Ly t.|',-r-]-|..\1 ol

i erefore been assumed that in Scenario A the same share of GDI

I.||-|r

'\."]'l[_
=Mgmn
:H gy’ " o=

1k has been assumed that the share will rather less than
ub) e .

v W 1 1'__‘;"!_ l !

- b : 1 " aa T 70 -
he level of provision being about the same as 1n 1979=¢

# 1 v - " e -l 1 = L Z uwhs -
to housing at the end of the decade as in 1982-83 while I

80.
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OTHER ENVIRONMENT SERVICES

. Expenditure covered by this programme has fallen in cost terms
Hhce the mid-70s. This mainly reflects reduced levels of capital
e:K}-:'Emii‘cup'&: by the Regional Water Authorities (RWAs) and of capital
?3PHHH¢UPE on local environmental services (refuse collection and

dig ; : ‘
~L$G551= recreation, administration offices and services, environ-
“ehta] health

etc). Partially offsetting these reductions has Dbeen
Euﬂ

*Pansion in expenditure on urban areas, both under the Urban
..Qgrﬂmmﬂ and by the newly-created Urban Development Corporations.

;£ Teductions themselves do not however reflect a continuing decline
Jﬁrequirements and are not sustainable indefinitely.
§~E In previous years, capital expenditure by RWAs has counted in

& but it ig now proposed that only finance provided by central
?MEPHMEnt (grants and loans) should be included in the main

Tﬁg?&mmev with net market and overseas borrowing and leasing included
r:f;§e Planning total. The figures in the table below HPE.deuEtHd.Hﬂ
t) ST this change in treatment; for convenience and consistency with

':1& ir * ;| $ "4 L -

- ‘Teatment in this exercise of nationalised industries, the total

“Xte :
Tnal Finane

ﬁﬂnda

4

ing Requirement is included. There has been & corres-

X Dg change to programme % to exclude land dralinage capital
xp&ﬂditure by RWis.

d~5 _
e About three-quarters of the expenditure in programme 8 is
: d-lr.: % - A
Drj “ed oug by local suthorities. Under block grant, local authority
ﬂrlmrity on
ount gy
EEQh : ) | : : .
Ung SUthority's discretion. The same applies to capital expenditure
“°T the new

g
-L"liﬂ-.
= .
L

current expenditure on particular services (and hence the

ing under different programmes) is largely a matter for

capital control scheme. Partly because of this local
hluretinﬂ and partly because of uncertainty ﬂurroundiFE ?xp&ndiFur$.
t ®8n-areas and-the-financing requirement of RWAs, it 1s d?fflcu*t
.rﬁiztablish an objective basis for determining likely exp?ndlfure
& for this programme. Nor is it clear what effects different
arios might have, since higher rates of growth while
S8ibly reducing the net cost of urban expenditure are likely to

b

Pla Nk Xa
°¢ additional strain on water and other infrsstructure. It 18
8 : . s 1

bntrﬁfurﬂ assumed that the level of provision will be the same in
2 SCenarios, and will in 1990-91 be 10% below the 1080-81 level.

ol
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and “EEQJ

. S . . e < 18
ing the EFR of the BWAs continues to decline in cost terms, t8%

Because of the reductions already achieved since 1980-81,

allows for some necessary recovery in expenditure on capital

: t
programmes from the present level, assuming always that curre?
expenditure is successfully restrained.

TABLE 8.1 EXPENDITURE ON OTHER ENVIRONMENTAL SERVICES

1990-91
1979-80 = T
A B

——

£m (1980-B1 cost
terms) 3117 2000
% GDP ; 1.3 1.0 1.2

i

NB Figures for 1990-91 include RWAs' total external

finance, and exclude their capital expenditure

2¥F
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OTHER ENVIRONMENT SERVICES
8.1
5 Expenditure
“xpeﬂditUPe by the

covered by this programme has fallen in cost terms
This mainly reflects reduced levels of capital
: Regional Water Authorities (RWAs) and of cepital
dfi::;um on local environmental services (refuse collection and
Uentga) s recreation, administration offices and services, environ-
“81 health etc). Partially offsetting these reductions has been
®Xpansion in expenditure on urban areas, both under the Urban
migi:2me ?Hd by the newly-created Urban Development Corporations.
hlrﬁ ?CthHH themselves do not however reflect a continuing decline
“QUirements and are not sustainable indefinitely.

In previous vears, capital expenditure by RWAs has counted in
b - ; 3 L e ;
Ecu Ut it is now proposed that only finance provided by central
Ver i : . LN ;
Ament (grants and loans) should be included in the mailn

Prg
I 1 " y "
ing 8mme, with net market and overseas borrowing and leasing included

Fhe Planning total. The figures in the table below are adjusted to
"¢t this change in treatment; for convenlience and consistency with
:ﬁtﬂiz:§t§?nt in this exercise of nationalised industries, the total
* g : i | A [ -
;Qading Fhlﬂﬂﬂilng Requirement is included. There has been &
®Xpena; -Dange to programme
iture by Rwas.

cOorres-—

3 to exclude land drainage capital

three-quarters of the expenditure in programme 8 is
by local suthorities. Under block grant, local authority

Amg current expenditure on particular services (and hence the
. unt fal14
“8ch BUthori

u ty's discretion. The same applies to capital expenditure,
ng 4 B
a3 °T the new

H‘EC_‘:

ng under different programmes) is largely a matter for

capital control scheme. Partly because of this local
Bti ] . 3 : ; :
On and partly because of uncertainty surrounding expenditure

o ban-aress and ~the - financing requirement of RWwAg, it is difficult
®&tablish q

.
“Peng o

n gy

n objective basis for determining likely expenditure
aeﬂnnmirgr this programme. Nor is it clear what effects dif#eTent
naﬁﬂibl: scenarios might have, since higher raFas of growth nrzla
Plage aa reéuﬂiﬂm the net cost of urban expenditure are lik&lf Tm
hHrEfG ditional strain on water and other infrastructure. It TB
b“th i e “?Eumed that the level of provision will be the same 1n
cenarios, and will in 1990-91 be 10% below the 1980-87 level.

2
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. . : ) ; gsul”
Because of the reductions already achieved since 1980-81, gnd & =

: . : : : . : 18
ing the EFR of the BWAs continues to decline in cost terms, '8

allows for some necessary recovery in expenditure on capital

-
- : { o v
programmes from the present level, assuming always that curre?

expenditure is successfully restrained.

TABLE 8.1  EXPENDITURE ON OTHER ENVIRONMENTAL SERVICES

1990-91
1979-80 | 1982-83 —
A B

]

£m (1980-81 cost
terms) : 3117 3000
% GDP 1.3 1.0

NB "Figures for 1990-91 include RWAs' total therﬂal

finance, and exclude their capital expenditure

=3
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10

EHUCETIDN, SECIENCE, ARTS AND LIBRARIES

é?;; The Projections for education have been calculated from a
p;IEEPEEHtUd analysis of the programme. Each major heading has been
th:izczﬁé on the basis of underlying demographic determinants where
age. &ntht: for example, on the number of children of primary school
With b °n & judgement of the levels of provision broadly consistent
“4€ policies underlying the Government's present expenditure
These policies are aimed at 'maintaining and improving the

Ualit : .
. J of education' (Cmnd 8175) to the extent that overall expend
r'e

COnEtT R < : : g
: Onstraints permit, and are thus largely determined by those
'Q'lstr&lﬂ‘['r, 2

5

Sagg o p i the projections therefore are illustrative only.
]@;atiuﬂidFltﬂl and some other expenditure there 1s ?D simple
Vingp . fhlﬁ available for converting demographic and other deter-

‘S 10to a demand for a stock of buildings.

The demographic basis for the projections is summarised in

-
0.1 for England and Wales.

TABLE 10.1: INDEX OF POPULATION

Age Group mid 1980 mid 1990

e

100 130
100 96
100 !
100 85
100 104

Source: OPCS population projections 1979-2019

in :EeflEuTES disguise the reduction in the primary school age grou;
ﬁﬂ&ﬁg ‘8rly 1980s which is followed by an upturn between the mid
i This upturn is not reflected in the 11-18 age group
i up to 1991. The 19-22 age group peaks in the early,
lmpﬁrt
irg

and T e ' ! = . ; "
declines thereafter. The demographic determinant is most
an

%

t in the area of compulsory schooling (5-16). Outside thi:
i » that jg

a
Provision for under fives, for those over school lea:

i I = : 3 ] . . :
i School, and for higher and further education (including

(4l
CONFIDENTIAL




CONFIDENTIAL .

adult education and the youth service), there is some discrﬂtinﬂ
over the numbers of pupils or students admitted - although PrEEIiaﬂt
policy, which reflects the relevant statutory provisions, is %0 .
demand from 16-18 year olds for full-time courses in school OF

college.

ory 86°
pup®:
pom ies

10.3 The projections of current expenditure for the compulé
groups are based on broadly constant levels of provision per
taking 1980-81 as a base, but with some allowance for disec©
of scale as pupil numbers fall.

aré
10. 4 The main assumptions about the other areas of EXPBﬂditurE
the following:

ig
2 . nE'
8. funding of nursery education based on half the ché Etl*

; :n DAL
the numbers of % and 4 year olds implying a decline€ ”lpby
cipation rates from 40% in 1980-81 to a little over 30%
1990-91;

b. funding for 16-18 year olds in schools and for all ?
: t
students on non-advanced courses in colleges according

projections of demand; \

1
. 4 the
is assumed to fall by about 10% up to the mid 19808 e oup”

decline further in line with the size of the 19-22 88° pich
It is assumed that this will lead to a reduction iB
pation rates from nearly 13% in 1980-81 to just ©oV@
T0=91 3

o provision for higher education (including univer

= g . yomi a
d. capital expenditure programmes set to stabills€
1984-85 at some two-thirds of the level in 1980-81.
X : . ; gncés
10.5 The residual components of the programme (mainly Eﬂlﬂhﬂ £
and libraries) are assumed to remain broadly constant throug

period.

10.6 Constraints on reducing (in cost terms) the leve
ture on the programme are imposed by:

a. the constitutional difficulties in securing ¢B

local authority expenditure (75% of the programme)]

=22
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b. the contractual position of staff and the extent to which
employers are willing to accept redundancies. The closure of
educational buildings and staffing cuts are also constrained
by national and local pressures from parents of pupils and
Other interest groups;

C. the high proportion (65%) of the programme which 1s

8pending on staff salaries.

10,7

- & i # -
Ebﬁ In practical terms, pressures to maintain expenditure levels
VE} t

th hose implied in the projections, for exeample to expand above
0

"

ge
implied in the projections, for example to expand the curricu-

a
Sep 2d to increase participation rates outside the compulsory
0

ol 8ge group, may be very great, especially if national income
|
OCreasing relatively rapidly.

TABLE 10.2: EXPENDITURE ON EDUCATION, SCIENCE, ARTS AND
LIBRARLES

1990-91

979-80

T

£m (1980-81 cost
terms) J 10610 10400 | 10200
% GDP : 4.5 3.5 | 4.2

e

1%
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HEATTH AND PERSONAL SOCIAL SERVICES

1.4

Expenditure on the NHS and PSS needed to provide a given

“a.nlj : A :
8rd of service is determined mainly by demographic change (that

h‘ hanges in the total size and age structure of the population),
‘? pI‘GEI‘Enp
better

br

in medical science (including the development of new and
“ﬂrE cal procedures, methods of diagnosis and pharmaceutical

0dyn+ o
4ets), ang social trends affecting eg the number of children in

Eu:_ A8 regards demography, total current expenditure on the
j$h 1 : : : - . " ey
ﬂhm¢tal &nd Community Health Services in England would rise by
0.7 Per

8a,
% in each o

Uy
I'e ; ;
th for expenditure on personal social services is 0.6 per cent in

8 nus
duber of men and women aged 75 and over between 1980 and 1990,

“Upay.
ed with 2 per cent for the population as a whole.

cent a year during the 1980s, if current provision per
f the main age groups remained constant. An equivalent

14
« 4 As
3&& .
D |
s 8 requi red as a contribution to the costs of medical advance to

1&&&
tiong “® inescapable innovations without enforcing offsetting reduc-

u -
in Standards elgewhere.

11.4

for the cost of medical progress, DHSS had estimated that
®88e in real current expenditure of about half a per cent a

¥or the hospital and community health services, the Government'

al Provision for 1982-83% will provide for a 1.7 per cent grow'h
OVigion jf

& :LD-E.I] l
in
p‘n
( savings of £39m are realised from increased efficiency
Paragraph 2.11.12 and announcement of special pay offers
This was the last vear of the commitment in the 1979
€5t0o. BSuch an increase would be sufficient to provide

.
ol

&
tion mani f

change and inescapable medical developments, with a
improvements or in mental handicap services. It
some 1evelllug up" in those parts of the country
.For 1983-84 and 1984-85 Cmnd B4Y4
Erowth in services of 0.5%.a year, to be provided by

Qrﬁﬂse
=
19&2 1

EQOD

O efficiency, subject to further consideration during the

Sury
®Y having regard to the availability of resources and the
g
OT improved efficiency.

24
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i B Fhe

improvements in levels of efficiency, the annusl increase 1B

necessary at least to meet the pressures exerted by denﬂﬁrﬂph 0
1 o . : +wee
and medical advances might be of the order of 1-1} per cent pev

: et re
1982-85 and 1990-91. There are however many areas of health oy
: : : : i ; (&
where there 1s a pressing need for more resources: eg Lo 1mPrOV 181
nospite™

standards in the worst mental handicap and other long stay i1
¥ ava+

to make hip operations, transplants, dialysis etc more widel
able, and to introduce minimum standards for maternity caré- g~
Expenditure would need to rise at 2-3 per cent a year tO mﬂkejﬂseﬂ
ficant progress in all these areas. On the other hand the GO?Eﬂm

is committed to securing progressive increases in NHGS EffisiencflI
rities-

e iﬂPqu8#
cadé:

The scope for this is subject to review with health autho
seems doubtful (though not inconceivable) that a cumulatiV
ment of 0.5 per cent a year could continue throughout the d€
The growth of the private sector may take a little of the Pr
off NH5 acute services. There could also be some small incred® pé
sted thab 7

t a ye&

y 8 7O¥ 1f
dard?”

income through charges. For these reasons it is sugge
minimum net real growth in provision will be 0.5 per cen
after 1984-85 on Bcenario B. With a further 0.5 per cel
efficiency savings, this would barely maintain present stap
GDP rises faster there will be strong pressures to use SOEE 2

- : ? i : e
extra wealth to 1mprove standards; health service expﬁﬂdltur
nier P

N
: Y ke - DF .
rises as a percentage of GDP as GDP rises, because weall 0lé

tions chose to spend more on health care, including care for
and handicapped who depend on state services.

suggested that the net real growth in provision might be 2
per cent a year after 1984-85 in Bcenario A.

e
. , = i ; . . assul
11.6 Expenditure on the Family Practitioner Services 18 AT

This *°
rgﬁﬂﬂ

grow by 2 per cent a year in real terms after 1982-83.
assumption in Umnd 8494 for the PES period, and is at P
reviewed.
G plif
o PR These growth rates are based on the judgement that PV
. . i pc
expenditure cannot be substantially reduced by increasiif i

s : D ¥
charges within the present system of financing. Public expe (5

o
could be reduced by radical changes within a tax based gyste £he
charges, withdrawing certain services) or by shifting part

<
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bopy ;

ul . e i : . :
wt_&tloﬂ (voluntarily or compulsorily) to private insurance. Such
Pelone v o e } ; i :

8) U8 would have mejor political implications and we have not
loweq ¢

Or such radical changes in the calculations 1in this chapter.

o,

C i ; 1 3 - =T - 3 ]
g Capital expenditure on hospital and community health services,
- Dot P . { :
in "h capital and current expenditure on central health services,
™ ta

ken to remain constant in real terms.

A
-

T
ha LXpenditure on the personal social services 18 estimated to
H

d L

Ve P o : !
198+ isen by some 7.1 per cent in real terms between 1978=-79 and
S e :

. The provision made for 1982-83 implies a reduction; but

servy

La rices where local authorities have their own discretion.
} man:j-ﬂﬂf—_!ﬂ

(]

Wlpe
] F-‘I"[':

nt in paragraph 11.2 above an 1lncrease in just over 0.6 per
. * Per anﬂum would

hange |

& deg

be needed just to keep up with demographic

m a . s - o
Lfhere is also pressure for increased services to meet exist-

\Pog *Clencies and
. Sldentigy
D

to complement Home Office provision for children
care orders, intermediate treatment). An increase of

ep J i

in Cent a year in current expenditure in volume terms from 1982-8%
Hg n'.i'l_lm[;._d he

B
D

re for Scensrio B and 3 per cent on Scenario A. Capital

1s

fndj : ;
B 4 ture is taken to run level in real terms, income from charges

Cakan b ;
0 to rise pro rata with current expenditure.

oom . ! g ,
The relative price effect for pay is calculated for the NHS

%&PEUEHL social services together on the same assumption as those
other public services. For the hospital and community
Services the RPE on current expenditure other than pay has
“Stimated at 1.5 per cent over the period 1976-1980. Whether

continue is very uncertain, but the same figure has

For the Family Practitioner Services the relative
current expenditure other than pay is put at 2.5 per
8 wa _
~ Year over the period 1976-80 and is again used for the pur-

0 AT : Fs ; :
f Calculation with the same gqualifications applying.
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TABLE 11.1 EXPENDITURE ON HPSS IN ENGLAND (NET OF CHAR

_-d-'-'-—'-

1990-9"

1982-83

£m (1980-81 cost
terms)

% GDP

2]
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SOCIAL SECURITY

al) 5 The Scenario B projections are based on price protection of
~* Denefi+ . v aa o - '
hay ®fit levels, no changes in eligibility for benefit and no
Beg 4 s . .
0 current take-up assumptions. Scenario A assumes a 1 per cent

Da by
e : Tk A :
;, Jear Browth in the real value of existing benefits. This

lg
E“F:jiiid L0 cover also any structural improvements. This would
}rﬂmnaiyﬁa?? mnqur development such as the introduction of a com-=
Iubﬁth 4 dlsability benefit (which might cost up to some £3b pa).
“teénarios benefits are assumed to fall relative to wages.

in line with prices. In some cases, such as pensions,

4 isterial commitments to increase benefits in line
inf) gt -+ : ; 2 : s R

Prggs. . 8tlon. cupplementary benefit and child benefit is in

. elng

i, lhcreased in line with prices. Child benefit has been

10 line with inflation in 1981 and 1982. In both cases
ey Ohslderable political pressure at least to maintain the
"8lue i

© of the benefits

=

; T e : ;
982 ._hﬂ base taken for the projections to 1990-91 is that of the
5 '”hlte Pap
‘*DvE*

er. Apart from the uprating assumptions mentioned

the s T : il . ; -
Major determinants of expenditure in 1990-91 are:

< L . : ; _ :

demographic (in particular the number of pensioners and

of children);

ii

Unemployment (both number and composition of the
4Remployed)

113, : i Sekde .
the Erowling maturity of the new pension scheme;
i"“rl- 1 1 5 . - <t g
locrease in the population qualifying for certain benefits

EEE Birkrnas~ 3 i " .2 .
. Slckness benefit and contributory benefits payable to
ar

Tled women).

i .ﬂpp Moximg
- Emﬁ,n -
fpg ¢ e e \ : :
lﬁ“"-'nrilj S and invalidity pensions. The number of pension-
af L R D S : .
tlﬁtir iicrease greatly by 1991 (although thereafter the number

iy, %d Persons ae . _
lep Persons as a percentage of the working population

tely half of the programme is accounted for by
y Widows!

T,
Sag “&Pldl}r) -

Nor does the new earnings-related pension scheme

RE
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have any major impact during the 1980s. For child penefit tB€

s o 0
number of 0-16 year olds had been used as.an indicator. The P
and I‘Eﬂﬂve

pulf"
: KR - skl risé
tion projections show this number falling until 1986
by 1991 to current levels.

TABLE 12.7 EXPENDITURE ON SOCIAL SECURITY

=]

1990-91
1982-8% plmme

A B

1979-80

£m (1980-81 cost
' terms)

% GDP

N
CONFIDENTIAL




CONFIDENTIAL

OFHER PUBLIC SERVICES

Expenditure on Other Public Services is subject to periodic
.~¢E&aan depending on the timing of Parliamentary elections and
&ﬂsugag Apart from these items, and the chenge to Trading Fund

¥ua g0z HMBO, expenditure has been roughly constant in cost
E:‘: Over the past few years. Most of the programme is accou nted
Y the costs of the Inland Revenue end Customs and Excise.

& major item of expenditure occurring after the current
“thilperlmﬁ is the computerisation of PAYE, which will involve
expenditure of around £200m, but result in large savings
i Costs. Apart from thie change, the figures below assume tha

e
' levey of expenditure on this programme remsins broadly conatant
Cost terms .

MBIE a5

EXPERDITURE ON OTHER PUBLIC SERVICES

1990-91

S A B
fn (1980-81 cost terms) ! 1160 1140
% Gpp -

"'h.-_________._
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COMMON SERVICES

&wﬁmm Two major items of expenditure under Common Bervices are
O0datigp services, provided by PSA, and civil superannuation.

"'|..

T

Gy A recent PEA report suggested that, with the cu¥s in the

tmdd S8rvice Presently planned, rationalisation of the estate

lead to savings of £37m pa (including rates) in London alone.

thﬂ?er

‘ “ffeatting this saving is the need to catch up with capital

Mg g
Preg ‘Mtenance expenditure which have been postponed to reduce the
Hr-eat level of

Bady o AT
“mlErF tdentifieq may therefore be possible, unless civil service
%vh@E ?Pe further reduced. The figures below assume further
;ﬁmr&:mln cost terms up to the mid 1980's and thereafter a level
s .

expenditure. Only modest savings beyond those

enditure on civil superannuation is also partly dependent

E a

hﬂta ;15& of the civil service, both because of the additional
L8]

htal ®8Trly retirement schemes, and through the effects on the

n

:WmidEuMbET of public service pensions. While showing quite a
T :

Ehmlu Sble increase in present plans, due to a retirement 'bulge’

; di
g o ng Voluntary early retirement), expenditure in cost terms

; gc
M 1g ;Ed to revert to a level about 10 per cent higher than that
~81,

i)
jEHEWQ.ﬁ ;
EXPENDITURE ON COMMON SERVICES

1982-83

1558
Dtﬁ

e
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SCOTLAND, WALES AND NORTHERN IRELAND

l¢
s 1 | - a

e S 48 ¥ . = = = X
Preg Projections for territorial programmes have been made using
Pregen+t

Brpe s
-“r:]:l—:.s:.}l_

ig a

a8sumptions for the relationship between them and relevant
Programmes .

BBumaed +- k : 4 i S Py : p )
Med to remain broadly at its 1982-83 level in cost terms.

Expenditure outside the territorial blocks

15.1 EXPENDITURE IN SCOTLAND, WALES

e S

AND NORTHERN IRELAND

| o
D

Scotland

tm (1980-81 cost |
terms)

Naleg

<M (1980-81 cost |
terms) | 2087 2016

I y

Northern Ireland

L

Lm (1980-8 l coat

- o L1 . { s
terms ) 2888 2950

I 7

I 4

I
10,19) ‘ 10,009
|

By A
CON l"fT‘JIi'N TIAL
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. NATIONALISED INDUSTRIES

A - GENERAT

?ﬂliCies
2.1

M:+h The Government's policy towards the nationalised industries
el A I‘

°¢ major long-term elements:

L) Financial targets. These take account of the need

for investment programmes as a whole to earn a 5 per cent
Teal rate of return, and of further moves to economic
Pricing. Financial targets are in place for most of the
iﬂdustries, the main current exceptions being loss-makers
Such ag the National Coal Board, the British Steel Corp-
Oration ang British Shipbuilders. The British Railways
Soard at present only has financial targets covering
Sealink, the Inter-City services and the freight business.
loss-makers in most cases have a long-term duty to break
*Ven after grant.

1) Improvements in efficiency both as a result of closer
S¢rutiny by the Government and the Monopolies and Mergers

Cﬂmmisaiﬂn, and through greater competition. .The setting
0d monji

%o p1

toring of performance aims will also have a part
ay.

=) Privatisation of both whole industries and individual
Vities and assets. By the early 1990's it is reasonable

to 88Ssume that the whole of British Airways, and parts of

“Be British Steel Corporation and British Shipbuilders, will

Bave been returned to the private sector, in addition to the
Britiah Transport Docks Board and Britoil (which are expected

%o be Privatised within the next year). British Telecom may
8180 have been privatised, although this is still subject to sub-
Stanti a1 uncertainty. Where an industry or activity with a
quiti?e eéxternal financing requirement is being returned to

"Re private sector, this will lead to continuing reduction in
Public eXpenditure; but most privatisation candidates are

acty

©wy
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profitable and have small or negative external finaﬂﬂl:1E
requirements. In these circumstances, there will b€ e
continuing net benefit to the Exchequer after the GTIE’
sale has been made. The proceeds from sale will Eengralj&
be counted as part of the special asset disposals progr®®
and so will have no net effect on total extermal financ®
for the nationalised industries.

16.2  Cmnd 8494 carried these policies forward on the baslﬁaﬁd
forecast reduction in total external finance for the n

industries from £2.7bn in 1982-8% (before adjustment for the efs
of the National Insurance Surcharge reduction) to £2.1bn iB 19 408
This expected improvement is also associated with a modest resu®
of economic growth.

long-Term Prospects

16.3 Forecasts of the difference between industries' toté:

revenues and expenditure in cash terms are subject to ErEﬂtE purt
uncertainty than are forecasts of other items of public expendl
even the later year plans in Cmnd 8494 are subject to 1arge ©
of error. Forecasts for the early 1990's cannot give moTe o
rough indication of possible changes. However, assuming 508
continued implementation, and success, of the Government 'S
the following general picture emerges:

i) Investment The level of investment will dﬂPEnd]ﬁ
part on economic growth. But many of the industrié®

: tme?
excess capacity at present; in others current inves

may well be occurring to save costs rather than 1
capacity; in yet others output levels and hence i
may be more or less invariant to economic growth.
example, the electricity industry currently has & e
quantity of spare capacity; NCB output may be 1nvar
to growth, and the Gas Corporation may well need ve
more with higher growth. Whether the real level of
ment changws significantly may well depend above all
changes in technology - eg in the energy sector. ove:
total nationalised industry investment is unlikel¥ *° 4
very much in real terms from ites present level. PoX

: t
purpose of this paper a reasonable assumption 18 the

“f e
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Will remain constant.

11) Internal remources Assuming some modest continuation

of economic growth, continued restraint on current costs

fnd improvements in efficiency, the industries' internal
Tesources should increase steadily, although even this
J“dﬁment is hazardous. For example, price competition =~
1tself aimed at improving efficiency - would tend to reduce
the industries' operating profits. Movements toward economic

Pricing may in any event be more or less complete by the mid-
19805

1ij : . A
1) External financing In the absence of a major increase

in inVEﬁtment, and assuming that the industries' internal
Teégourcesg continue to improve following the implementation
Of the Government's policies, the nationalised industries’
external financing requirements should continue to decline
Bradually. wWithin the total, finance for the two main loss-
Bakers (the National Coal Board and British Rail) - already
Tesponsible for threequarters of the nationalised industries
tota) external finance in 1981-82 - will remain predominant.
In turn, grant would probably ascount for the majority of
Dationalised industry external finance, as is planned for
198283, But the pattern depends particularly heavily on
the future of British Telecom. If the industry remains in
the Publie sector, and has a continuing large investment
prﬁgrﬂmme, there could well be a large external financing
Tequirement - perhaps as high as £500m.
15‘4 =
§fE“”&rn; Projections assume continued implewenta#imn and success
1Et ug ent policies in all industries and the picture they show
ot 4 8rguably an optimistic one. Some account needs to be taken

I
L POrtant ri
Bct

Ed ¥ I} o
m“*ri » that hoped-for improvements in efficiency will not fully
alige.
at &3

sks - for example that growth will be lower than

and that world energy prices grow more slowly than

, I‘EEE :
Ny "% Drojected. Adverse developments even in one or two
i - : e
thay 8 could well cause the outturn to be significantly worse

E »
Yotal of the individual industry figures implies. To
% more realistic view of the prospect for nationalised

gt g
i
°8 ag g whole, a contingency margin of £300m - not allocated
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To any individual industry - has been included in the agErﬂEata
figures for Bcenario A and Scenario B.

16.5 This produces the following picture for the nationalise’ :
industries as a whole (including in both cases an assumed £5000
British Telecom).

Table 16.1

NATIONALISED INDUSTRIES' EXTERNAL FINANCE
(excluding Civil Aviation Authority)

£ million, 1980-81 cost_EEEEL*“']
l

| 1990-91 |
11979-80 | 1982-83* 3

| A | ]
Borrowing | 1,79 778 |58
Grante 1,280 | 1,515 870

Total of individual
industries' external
finance 5*0?6 ?‘295 ,1‘5?0

Contingency margin - - 300

Total external finance 3,076 2,293 1,870 |

% GDP 4 0 1.0 0.6

A

*Figures do not take account of adjustments to EFLs in
light of NIS reduction and other changes.

NOTE: HRough adjustments have been made to Programmes 4,61
8 and 15 to take account of grants to natinnﬁliﬂed

industries scored as external finance.

National Coal Board

The plans prepared by the Board project declining extern 4
requirements, particularly through the late 1980's, and & ré

profitability. These are also the aims of Government pﬂlicf'ﬂﬁ

Although capital investment might grow in real terms toward?

]
end of the decade, the key question is how fast the Board E_cu

s ffi
performance on revenue account can improve. Given the aiff
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,

i;ii?mtiﬂg NCB output, higher economic grofth with Htteﬂdanf

QGMjniEd energy demands ought to improve this performance ﬂﬂé

in ed emphagis on cutting costs should also lead to a marked

E:E:ZZMEnt over the coming years. In 1980-81 cost termﬁ, e
that the total external financing requirements of the

.i::i&;i;ll fall from some £1100m in 1981-82 jﬂ-:'-qilld'illﬂ-'.lﬁf}me £500m

& 1994 : t? some £200m-£400m, including £100m-£200m in grants,
=91 in Scenarios A and B respectively.

El&c b=
HHJEEEEEE_EUQPIF Industry

me
e B :
Bon Ectrlﬂity Supply Industry in England and Wales 18 projecting
e .
th f®al increase in capital investment during the latter half of
e 193@IE
QurrEnt
Signy ¢

ify.
hreflh&nt profits before interest. It has been assumed, there-

Assuming that no significant change is nade to the
8pproach to pricing, the industry should continue to make

v51 that the current negative external fina cing requirement would
L+ m I 3
! ® zero by 1990-1991. It has been agsumed that there will be no

Urth
er i : : L ;
th T investment in generation in Scotland following Torness 80

&t
Elmmtha combined external financing requirements of the Scottish
11. : 5
1City Boards might also fall to zero by 1990-1991.

Br

Tity
—=8h Gas Corporation

Bpi 4

Rt
8t v

Etheni R
Je henlh% of the national transmission system. As these pro-

8 Corporation's investment is currently at a high level,
he development of the Rough and Morecambe fields and the

Lty

& v L .

Peripn Te completed and with the privatisation of the Corporation’s
e R : ; :

the ral activities, there should be a substantial reduction 1in

or : )
8ida Poration's investment in the later 1980's. On the revenue

y & ;
% an he gas levy can be adjusted to fine-tune the Corporation's
. +~OComeg,
15 like}
Paq : =

ulre :
m&m+a Tﬂnt in 1990-91. In Scenario B, it could have a more

bn-" ; .

legq 18l negative EFR, at the seme rate of gas levy, since the

Assuming a continued policy of economic pricing, it
¥ that BGC will have a zero or negative external financing

: ) .
Oe 4 develop new capacity and more costly sources of gas would
Efﬁrreﬂ‘

Woe

c
sho
uld be taken out of the calculations given the planned
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privatisation of Britoil. It is assumed that the external ;
4 1=
financing requirement of the residual trading body will be negl

gible.

British Steel

. ot . and®
Present policy is to returm individual businesses to prlvate h

2 : i8
and to close any unprofitable rump. The speed of moves 1D thi

direction will only partially depend on UK economic grmﬂth and
steel demand, and the £/DM exchange rate (European steel price?
are effectively denominated in DM). The assumption is that gnt
privatisation and/or closure is complete or at least that any P
remaining in the hands of the State has no EFR.

British Telecommunications

: will
If BT has not been privatised by 1990-91, its external flnaﬂFah
depend on 3 main factors: its efficiency; the extent to 1III‘]:Llcj_lﬂlt.;ai-
: a
competition (where it can be introduced) still enables it to ¥

a high self-financing ratio; and the scale of its investmﬂﬂt 5
m

gramme. One pogsibility is that its investment requiremﬂﬂts hﬂlaﬂ
t

off after the present bout of modernisation is completed in
1980's. But technological change and the wider exploitatio? °

profitable opportunities in "teletronics" could well mesn 8 'Fﬂa
continuing high investment programme. On this agsumption, s

of £500 million has been included in both scenarios.

Post Office

abt«

80
gpite of changes which may affect its business during the 195
£ thel

In recent years the PO has been a small net repayer of d

electronic mail, cable systems, etc, it is assumed tha
be no external finance requirement in either scenario-.

British Airways

g00
The Government's policy is to privatise British Airways lstal
practicable. It is essumed that profitability and/or ce&P*

reconstruction allows this to occur by the middle 1980°8:

e
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?i;mﬂ been set financial targets which, if met, nusht to enﬂ?r&

: 11l'cl:uarﬂ is an operating surplus which, together with depreciation,

A A cover investment. ©Such a position ghould obtain in both

ﬁi::rinﬂ A and B. NBC also receive grantﬁ from local authorities

131953rﬁ expected to remain constant in real terms, at around £50m
-81 prices.

Br

~tsh Waterways Board

Iy
e oth 8cenarios, grant to the BWB is assumed to remain at around

uE I3 u
Present real level, at £30m (1980-81 coset terms). Borrowling 18

LET
Uled to be negligible.

—=18h Trangport Docks Board

g
ned to be privatised.

il

I:}t 5
“~<lish Pransport Group

ihe BTG is
.ut 18 aggy

not expected to be a net borrower in either scenario
med to receive local authority grant totalling £15m
=81 prices.

T==28h Bhipbuilders

ﬁ Il
Dy Present policy is to eliminate subsidies and to privatise,.

Spo ;
tap,. oL of BS Bhip repair interests and peripheral engineering

ahi4
13&tillﬂhmﬂnts could take place before the election and privat-
on of y

i
Fﬁculativﬂ i

-
il) have e

ickers after the election, but the prospects are

While direct production subsidies for merchant ships
mﬁpbuildi d (the Home Credit Scheme cqnt%nuiﬂg} bofh mﬁ?nhant

ay ng and offshore rig building are highly cyclical industries,

A Bg .
&huha could well need further finance to cover losses on the down-
8 of

eag
Qnurﬂﬂ' A
(&l

“oulq pe
1ntg

the cycles or to finance further contraction in both thesae

It ig unlikely that contraction in BS will have run its

B early as 1999-91 but in the good years of the cycles BE

L Profitable and dividend-paying though much will depend on the
“%Y of the Japanese and South Korean competition.

9
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British Airports Authority

The BAA is in normal circumstances self-financing but this will
not be poseible during the proposed major expansion of its South
East airports. On the present timetable the major part of the
expendlture on this programme is not expected to be camplet&d
until 1990 at the earliest. Depending on the growth of traffic
the programme could be extended into the mid-1990s. In any casé

a requirement for a small EFL (of say £30m in 1990-91) could emeré®’

British Rail

In both scenarios the level of grant might be expected to declin®
from its present historically high point which is due in par?® i
the depth of the recession. Borrowing, on the other hand, 18 at
a historically low level, due to the historically low levels of
investment which result from the Board's decision to restrict

capital expenditure to reduce their need for external finance:

The future level of both grant and borrowing will depend on BR'8
ability to restrain their current costs., The forecast assumés

that the Board will succeed in reducing their costs in accordﬂﬂ¢e
with Government policies and make other changes, including inves?”

ment, to adapt the railway to the needs of the modern communi®y:

A : . t
ASsumling grant declines to the mid-1980s and then remains cﬂﬂﬁtaﬂ

and a modest programme of investment (ineluding electrificatiof
peaking in the mid-1980s, the Scenario A case produces borrﬂwlﬂg
figures of £30m-£50m at 1980-81 prices in 1990=9]1 and grﬂnt of
£650m-£700m, Scenario B assumes lower investment and net
borrowing of some £20m-£40m. rant, of around £600m-£650m, WGUIG
however be likely to be lower than in Scenario A because of o
lower assumed growth of wages. (For the purpose of conﬁtructiﬂg

¥ . ; ken:
aggregate flgures, the mid-pointe of these ranges have peen b8

SV
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Sivil Avietion Authority /mot strictly a nationalised industry/

Unce the major programme of re-equipment is completed capital
éxpenditure should decline and a zero borrowing requirement 1is
Projected for the early 1990's. The requirement for a Scottish
BevelﬁmeHt Department grant towards the costs of Highlands and
Islands aerodromes is expected to remain constant in real terms,

8% around £4m at current prices.

o
CDHFIﬂﬁHTIkL
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1

7. ASSET SALES, CONTINGENCY RESERVE AND DEBT INTEREET
1
b?ﬁ1 Asset sales are assumed to be largely complete by 1990-91,

Ut thig depends on he timing of decisions yet to be taken. The

as

88umed rate of sales during the 1980's affects the projected demanc

fo .
. I external finesnce for nationalised industries at the end of the
8Cade,

1.5 ;
/a2 The Programme Totals for 1990-91 include a 2 per cent

Con+ s
Otingency Reserve, similar to that for 1982-83.

17.3

: Projections of net debt interest are very uncertain. However,
it
is agsumed to decline to 2 per cent of GDP in Scenario B; and

in : ;
5 Scenario A, with lower inflation and interest rates, it is
8] " _

Sumed to decline to 1.5 per cent of GDP.

5L
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