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CAPITAL AND CURRENT EXPENDITURE

Memorandum by the Chief Secretary, Treasury

Iy that Cabing

lstributiﬁn of {p

fh expenditure between current and capital

€Xpendjt

and for its ea ruary discussion of the economic situation

2-
S0 pre =‘\(c sector capital spending has declined,

i : BER pitezl and current expenditure.
3 ) - ‘
LR T gl s :
S Paper considers in turn

1. The Cﬁékb

Te i i i
spending.p sentation of the faiﬁgjan public sector capital

2, i

CapitT?e case for any particular lqungf public sector

cury &l spending or relative proporti®ns of capital and
€Nt expenditure.

4 .

: ce 3 : ¢ 2 :
0 the pr2381v? Public Expenditure White Papers ha own a decline
totay pOrt}OH of capital within the public exp ¢re planning

D neyy . ovalled table 1.9 on this same basis willCaFAip be included

; W : :
flgures Sﬁsi.s 1984 White Paper. It is shown at Anne
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Estimated Plans

outturn
sh 9
.1 10.2 131 10.8 10.0 10.4 10.0

© £ billion
cié;Q 1978-79  1979-80 1980-81 1981-82 1982-83 1983-84 1984-85
o)

ST the period 1978-79 to 1984-85 this aggregate suggests a fall
q%iﬁ%fo Per cent in cost terms.
4

URlic expenditure planning total, of which these figures are
\W/FD aggregate of individual control totals. But it does not
a

;ﬁg%aonomic and social significance of public sector activity,

2-83
O terms 14,9 14.2 13.0 11.6 10.0 9.9 9.4
@

Constryeey T guide to public sector spending on capital goods and the

House . 22 Nlndustrles. - The Chancellor og the Exchequer Fold the

Presentaq: °V9mb?r that it was hoped to improve the clarity of the
lon of th aspect in the forthcoming White Paper.

o |
Whole ¢ better Raicesor for this purpose is gross spending by the
°f the public @ r on new capi
5 ° capital goods.
85

The . . .
Plannlng tot l)gures understate this in three ways:

?18Ur?s of cap¥fa) ¥prmation are shown net of asset
»  this does not ‘,-f,ﬂu new work.
b, : <§i!’
By lnternational co --#ﬁton, virtually all defence
€Xpengd . O
1ture is classified@d

Ghaees ayrent not capital. This

e ires the real nature o fdhdefence spending, and
TPAact on the equipment

:;ggSftruction industries.
c. g . - 3 -
Externa) financing limits ‘fa than capital

€Xpendi 3 L
sziendlture are scored for the n&fs lised industries and
o

3 ther public corporations. :

O3 00 : '

Ineluge iEagues Will now have seen that tM new White Paper will also
1S Showp ;- 7 table 1.13 on a more comprehensive basis. The full table
Teagop forntAnnex B; Annex C shows the adjustments and details the

@
10
)
€ Summary statistics on the new basis show(:::>
W lion :
'978~79 1979-80 1980-81 1981-82 1982-83 Ry 1984-85
Esti Plans
Publ' outt
Sods Capltal Spending on
s
19875, MRS e e a9 3 18.7° + 20,3 ‘igg;%a
CQS te
)
R T s Ll o 19.k;§5>
2 E%§?>
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1979-80 1980-81 1981-82 1982-83 1983-84 1984-85

Estimated Plans
outturn

Q
©
% oo £ billion
f
@

i : ] 2
g Capital Spending on Goods and Services
8Pital Grants to Private Sector:

% 13.4 15.8 18.4 19.4 21.4 23.4 23.9
&8
RN

- eyﬂ-a 22.0 21.6 20.7 21.4 22.2 o5
115
“heth335§§;2> rast with the planning total presentation is striking.
capita] Ng at spending on goods and services alone, or including
change igr 'S to the private sector, the picture is of virtually no
the Whitz ;°St terms over the 1978-79 tp 1984-85 period. In presenting

a

Per we shall be able to demonstrate that much of the

Critjey
ASWTCE 'the d of the capital spending figures had been misplaced.

N LATER
123
White F:gureS on the sis after 1984-85 will not be given in the
Lo the Ear_bec?uqe e roblems. Particular difficulties relate
the lanneglta% Propor defence spending and the treatment of
and nterpriprlv?tlsatlon o itish Telecom (BT), British Airways (BA)
Mean Brat "nse'Oll FEO).. gramme of privatisation wlll‘undoubtedly
‘NVestmen _at%onallsed ind 3 v?stme?t".-.and hence public sector
OhWardg (ae ¥ill be Freated ing significantly from 1984-85
€arljey Ve ndeeé, privatisati already had some effect in the
£300 ars; investment by co ¥#s already privatised was some

milly :
Ve cap rilon 10 1978~79.) This i iberate act of policy and one

2Ssume th:if Y Present, But colleag(€s May like to note that if we

1, 5 Ci;; -
remai;he capital proportion of tot ence spending
 3s is planned for 1984-85 (Sge-third);
13, ' :
ot thethe three privatised corporations continue to invest
S&me rate in cost terms as in 1984-85;

erVicEs o

then
and ¢ terms figures for public sector ¢
0 the new presentation show:

£ billion 1952?%;2p95t terms

1984-85 1985-86 QZZQ§Q> 1986-87

E ;
Egludmg BT, BA ang /
after 1984-gs 19.1 17.0 @16.6

pending on goods

A ang EO ) 1954 19.0
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13, : i i i
: 1985 On a broadly comparable basis this suggests little change in
8 and a small fall in 1986-87.
: §;§>WHAT LEVEL OF CAPITAL SPENDING?

The new

L presentation shows that the level of public sector
sl Spending has been broadly maintained. We cannot expect that
lence our critics; they will continue to argue that we should
JOre still, This plea is always seductive and strikes a chord
Supporters. Certainly no-one can deny that certain types of
oject should be a high priority for any Government. However
that ié§5>that we should continue to examine projects one by one and
even d be a great mistake to start looking for a correct = cor
= level of capital expenditure in aggregate.

15, ,
% mininfz ching a balanced assessment of this.question we must bear
important rst thgt some types of cur?enj exPendltuFe'can.be as
investmentas capl_ttal. For example, 1ndu5tr}a1 training is as ?uch an
to improve ?S briefazand mortar. Mos? R&D is current, but des%gned
Provigeg Va10ng”<:i pbroductive capacity. Muc? current expenditure
’ational uablexoy and work for private industry, such as )

Health sert rchases of drugs. More work for the private
to increases in productive capacity and
industries. .

16, :
QQUallghaz 1S mot to say all/Zurrent expenditure should be viewed
as loca) aVoura§1y. To th&Zéxfent that we fail to hold back areas such
boung ¢ uthority current ing the capital/current balance is
be affected, Simila e growth of large current programmes

ke go0;
. la SeCur' . . ot .
Publje SPending 1ty holds do capital proportion within total

>» there are areas in whi would wish to see investment

e Privatelg sector held back becau {s more properly a matter for
: éctor. Some investment, as defence, can effectively

Out only by the public secto t elsewhere, as in housing,

8 matter of policy cut back pdlic sector investment to

transtrrl ShlfF towards private sector provision. Similarly,

Lo free thng Dationalised industries to the private sector is intended

fully comzizilnvestmnt from Government constr and to ensure that

ffurg

€ as
EnCOUrage 2

€ neeq EQil; al considerations will apply to f investment decisions.
and agere ook, therefore, at investment in the ?ﬁiy as a whole;

Publie Sefite Private sector investment is much grfately
But on o bror .. Frecise comparisons on the new pre st —’;.ﬂ
PUrchage adly equivalent basis, after deducting priys

S o f 7 =
Yas g £ council houses, private sector investment

ang seryice ion compared with public sector capita ing on goods
preSentatics °f £18.7 billion. (The conventional nationa
2 N 8lves figures of £31 billion and £12 billion ively.)

| . Thir :

? botp b Ei’ @PPropriate levels of public sector investment a cted
examples ofD%i:phlc factors and the rate of economic growth. re

need" for capital spending falling; such as th
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of ¢ . :
C?é;> emphze'bl?th rate on the need for educational buildings, the shift of
effy 518 in the health service from expansion of facilities to more
lclent yg

e ; e of the existing capital stock, and the effect of lower
C§§>. onomic pro

Wth in recent years on demand for energy and other
astructure projects.

A\ Fourth, capital investment is not an end in itself, but a means
2y end.  In some policy areas, consideration must be given to

tﬁe end is best served by capital or current spending. For

_19.t§e aim of better education best served by improved

> aining or new school buildings? Is the aim of maintaining

the ¢ tandard of infrastructure best served by maintenance of
in the capital stock or by new capital works? In the public as

sector, it is essential to consider the costs of
Oposals and compare them with expected returns; and in

A3€S to compare the returns with what could be achieved
Capital spend ing A

ised industries the test should nearly always be

ill earn a commercial return. In the public

ten not possible to put a market value on the

s be set against an evaluation of the benefits
1960¢ angl?;g% or imp the sgrvice to meet demonstra?ed need, The

r Commercyag S produce projects wher§ the costs, timescales

Teturpg achie risks wer usly underestimated and Fhe a?tual. el
Yeturns on g ved were inade In general, the nationalised industries
&Xampleg inc?Pltal since t }y 19?95'have been very poor; particular
moderniSatig = the'lsle of ' ,.Brltlsb ?teel Corporatlon-

Deans the N and rail electr on. Similarly, Concorde is by no
investment by central and -loczal

» the cost
of maint £l

St be ihizarting POint for assess(ng jpture capi?al spending plans
guldelines ugh PToject appraisals 1 dance with the normal
Which Part: Consideration of the corf@i%%Zevel turns on the return
for alterilcular pProjects can be expect achieve. The initiative
Current exng tbe balance within programmé(totals between capital and

ePartmentzendlture must rest with spendingf Ministers and their
®XPend;i tyye | U?dEr the present arrangements for controlling public
OVeralj b 18 not possible for Treasury Mini s to alter the
alternativ significantly, nor is it likely(f£hat) satisfactory

° € arrangements could be devised which nable them to

cowcLUszoNs @ .
22
s The
zear's Whizzw table of public capital spending to be inclu in this
2S bee Paper will demonstrate that this type of exp e
nb yp

ro :
5 adly constant in cost terms over recent years.

re it
alance

There ig

et Drnort © way of determining in aggregate what are th
b°tal of Publ%ons of current and capital expenditure within a
€ ¢o sideredlc Spending. The case for capital expenditure can cééib

Project by project.
Rk %
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f??enc_iing must depend primarily on colleagues' judgment of the priorities
althm their own programmes. But it will be evident that the scope for
/.. CCOmmodating cost-effective projects within the planning totals we

@ 240 At the end of the day the balance between current and capital

3""- agreed will depend on our ability to withstand pressure for increased
r

®rent expenditure,

By
T
%

PR

Tr €asury Champ ers /@

3 Pebruary 1gg,
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M

Pup

NDITURE BY EcONOMIC CATEGORY

|E|_5

£ million cash

1978-79 1979-80 1980-81 19B1-82 1982-83 1983-B4 1984-85 1985-B6 19B6-87
20,948 24,840 30,847 34,245 36276 38468 39,120 40,650 41,880
11,501 14,012 16652 18,357 22,376 24,623 26,026 27550 28,820

4,004 4,838 6,102 6.027 6.060 6,128 5,423 5,060 4,710
18,542 22115 27,053 32,846 37,316 40,286 42,408 44,880 47,100
1.618 1,819 1.306 1,289 1,784 1.812 1.779 2,050 2,140
735 450 220
67,725 B1,955 83,764 103.812 111,316 115491 120640 124,880
6.018 6,238 5,166 5,428 5,933 5,285 6.100 6.390
=14 B4 7 353 381 447 270 270
1,868 2,204 2,338 2,954 3,299 3,032 3,100 3,130
658 921 1,356 732 =62 980 500 410
2,464 2,770 1,943 1,583 901 882 150 =370
-319 =521 =270 =97 47 192 150 140

=1 an 151 3
-4B1 -623 284 =1.281 =238 -819 -600 =820
10,186 11,073 10,833 10,053 10412 10,012 9,680 9,050
=988 -356 79 -488 -1,200 -1,800 -2.000 -2,000
100 2,750 3,750 4,750

=300

65,752 76,8922 92672 104,676 113,377 120,328 126,353 132,080 136,680




ANNEX B
File B:KEITHO6
?
abl, L13 23/01/84
# million
e
SchnR
\ CAPTTAL Speam oy ' ! ! ! ! ! !
| 1978-79 1 1979-80 | 1980-81 | 1981-82 | 1982-83 | 19A3-84 | 1984-85 |
M | outturn | outturn | outturn | outturn | outturn l!estimated! plans |
and Servy, — | 1 1 | | | outturm ! !
Seneryy AR g ! ! ! ! ! ! ! !
Py o ks ! I ! | ) | ! 1
TPoraggn RNt ang 14 Ixil;uhlic : : { : : : : :
Zxpe
"y ! I I I ! | ! 1
L] Ure
p::c::nnmcﬁnd“‘luns. ! ! 1 | I | | 1
whtney (DN other g, 4, ! 21011 23951 23021 19431 22041 22121 22271
tnery ) Of vehic)es pliitins; ! 25561 31651 37661 39121 43401 43021 45241
' and | 1 | I ! I ! 1
LY ! 6291 7361 8771 9021 10561 11401 11321
® ®xpengy,, (D ! ! ! t ! ! ! !
ture
Conag, 1 ! ! ! ! I ! !
gy tigy 8| 1 ! | ! | | |
{Paent ! ! I | ! | | !
1 461 2051 2831 2711 3951 4561 5281
Hongy 1 17791 22111 29051 34451 38001 45541 52001
g gy e g, ! ! I t ! ! ! !
Publy,  ttTles ang 1 ! ! | ! I I
Cor other )
Bapng, POFations (yy(3y *t 1 | ! [ ! ! ! ! !
Ney - Lture 1 1 ! ! | ! ! !
Purezzzitruczzozu‘liingg I ! I ! ! I I !
nteg (0" Other py, 1 1 21 3 21 3t 51 3
' Magry ") Of vehyeyqn d:filiﬂss 1) 47341 19291 23521 2489! 26941 29301  2838!
» Plant and ) | | ! I | I !
I : 1 ! 35641 39621 43881 42400 47431 46471
I ! ! 1 ! I ! !
! I ! I 1 ! ! !

1 118451 142071 164501 173521 187321 203421 210891

to ! 192501 197601 192751 185041  18732! 193731 191371
Pl’iv‘te =

ct
“reryy AN 1 ! ! ! 1 ! ! !
Corpgp, 20Verny, 1 1 l 1 1 ! ! !
rationn 0t ang Lige 11&1) 1 ! ! ! 1 | 1 !
public | | I 1 ] ] ! !
| ! 15521 16191 19361 20191 26381 29881 27491
‘ ! 1 ! I ] ! ! |
! 1 I | ! | ] |
1 1 | ! ! I ] 1
| 91 121 121 141 141 241 25!
] 15611 16311 19481 20331 26521 30121 27741

! ! ! 1 ! ! ! 1
! ! ! 1 ! ! | |
! 13406! 158381 183981 193851 213841 233541 238731

1 217871 220291 215581 206721 213841 222421 216541

(1)

1 1
and : J
" ng Lige 11 Pt : :
I I

1

1

|

— - -

! 1 ! ! | 1 |
2441 6581 9201 13561 11031 891 9831
2671 -3191 =5211 -=2701 =971 471 1921

c:“d III public corporations in Part 5 of Volume 2.
nmﬁtal expenditure.
( 3‘.'“. l“ Avaq) Clude the ]_.°d industries” figures need to be noted:- (a) they are not included in the planning
5) n able £qp zns.‘ﬂned capital spending in 1984-85 of British Telecom and British Airways but no
for (d) the | ;Wilc 011, (e) British Telecom changed the ting treatment of cdrtain fixed
expe ‘Bconcililtio =79 figure includes net expenditure on land and existing buildings.
Ndipyy " of this total with capital expenditure in Table 1.9
" company securities
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WNEX ¢ cop INUED

T

nmezi:i:nzets out the adjustment in moving from the old to the
atlion of capital expenditure. These are:

i figures of gross domestic fixed capital formation are

Shown in the national accounts net of assets sales. But

in measuring new work placed with industry it is not

appropriate to deduct (or add) sums which merely transfer

the ownership of assets between the public and private

Sectors. Hence, the adjustment excludes the purchase and

Sales of land and existing buildings. Council house sales

is by far the largest component, which has risen from under

£500 million in 1978-79 to over £2000 million a year now.

by international convention, virtually all defence expendi-
ture is classified as current not capital. The adjustment
includes the NATO definition of defence capital expenditure
Tather than the conventional definition. The NATO
definition of capital covers equipment (excluding
dmmunition) and construction, but excludes spares and
Pepair and maintenance. It gives a groad indication

°f expenditure of a capital nature rather than operating

Costs, although the method of compilation is necessarily
aPProximate.

SXternal financing limits rather than capital expenditure
?re scored within the planning total for nationalised
*hdustries and some other public corporations. The
8djustment substitutes their aggregate capital
eXpenditure which is currently around £7 billion a

year ang has shown little change in real terms since
1978- -79.

he adjustment omits net lending from the total.




