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7 November 1984

PRIME MINISTER

PUBLIC EXPENDITURE CABINET

You might find it useful to have some ammunition for

Cabinet.

Sticking to objectives

Cabinet in July agreed to stick to existing spending plans.
M
That's what Cabinet also decided in 1982 and 1983, and kept
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to i1its word. This showed the Government's resolve to
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maintain a stable financial framework.
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i [ = Cablnet decides to increase public expenditure above its
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previous plans, this will undermine the Government's
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reputation for constancy and rigour. It will also upset the
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financial markets immediately before the BT sale.
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Public Expenditure growth

Public spending has increased in cost terms every year since

W
1979,
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19 80=28:1 113.5

1981-82 116.5 [ Q¢ ~§ 4 ﬁwech)

1982-83 118.4
1983-84 120.3

1984-85 120.5 (assuming no overshoot)

1985-86 120.7 (agreed baseline)

The Labour Government in 1976 cut public expenditure by
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6 per cent in real terms in one year!
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In c2§P terms, spending has risen from £77 billion in
1979-80 to at least £126 billion this year - an increase of
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two—-thirds.
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Public Expenditure as a percentage of GDP

Public expenditure rose from 1979 to 1981 as a percentage of
GDP because of the recession. But, despite the economic

recovery, we haven't fully reversed the increase. Even if
M

we stick to the survey baseline for next year, public
f

expenditure will be 41 per cent of GDP compared to 39.5 per
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cent in 1979-80. Is this rolling back the frontiers of the
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state?




Fiddling the figures

Colleagues should recognise that the figures are already

being fiddled to hold down the planning total.

Extra privatisation receipts and extra council house sales
will yield £800 million in 1985-86. That is very welcome,
A

but counting this as negative expenditure is scarcely
_m

reining back on public spending. In effect, we are blowing

M
all the proceeds on more spending, without keeping any for
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tax cuts.
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The Contingency Reserve next year is being cut back from

£3.75 billion to £3 billion. Yet the costs of the miners'
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strike may put it under considerable pressure. We are also
M

likely to breach the Reserve this year - another failure
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next year would undermine the credibility of the Contingency

Reserve system. So any further reductions in the Reserve

would be irresponsible.
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