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bring public spending down progressively as a

1 income. Over the past five years we have succeeded

rsing the overall trend of the 1960s and 1970s. As

in this, and of our supply side reforms, we have

ady but controlled growth of public expenditure
ination of public sector borrowing and with

xi.ion.
2. These policies have '1aid the foundation for our economic success.
And it 1is because the economy has been strong that we have been able to
afford more resources for our priority public spending programmes. It 1is
particularly important that we continue to follow these policies, not
least given the overriding need t intain confidence both at home and
overseas, as the Chancellor poin

in his paper.
% There remains a major task ahe@us. The overall burden of tax

(excluding the North Sea), at 37.7 p , 1s still well above the
34.3 per cent figure we inherited in 1 . f we are to get below that

figure, and maintain confidence, public iture must continue to grow
significantly less rapidly than the Gross ic Product (GDP).

4, But the plans in the last Public Expen ite Paper involve
growth in expenditure only just below that of Cﬁan average of 21/4 per
cent real growth a year in spending on departmeWtal programmes (ie the
planning total excluding privatisation proceeds), compared with a

reasonable assumption for the trend growth of the economy of 2% per cent a
year.

THE BIDS

a2 The baselines for this year's Survey are based on th ns. They
total £172.1 billion in 1989-90, £181.2 billion in 1990-91, '
uplift factor of 2% per cent, £188.9 billion for 1991-92,

additional resources were required. My minute of 7 July to the
Minister summarised the bids received from Departments. In additi
must take account of the nationalised industries, of higher expecte
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payments to the EC, and of the extra provision agreed for local authority
relevant current expenditure,

Q The size of these bids clearly puts our objectives at risk., If
hing like this were accepted, the growth rate in real terms of the
ing total (excluding privatisation proceeds) would exceed that of the
on as a whole. Public expenditure would rise as a percentage of GDP,
as the tax burden. There would be no prospect of progress towards a
20 pence basic rate. This would reverse the progress we have hitherto
made towards our objectives. We would be seen in the financial markets
and more generally as having lost our grip on public expenditure, at a
time when the battle against inflation clearly calls for restraint; and as
having buil massive spending commitments for the period up to 1991 on
the basis exceptional rate of economic growth in 1987 and 1988
which is no inable over a period of years. Letting expenditure rip
in this way c¢ ly lead to painful retrenchment later in this

Parliament - pr the kind of short term reversal that our careful
planning has ena to avoid,

Is If these conseq
possible to the exis
total public expenditu

are to be avoided, we need to keep as close as
nning totals, and ensure that the ratio of
luding privatisation proceeds) to GDP
continues to decline ste over the three Survey years. To achieve
this, the bids must be cut back, and we shall need to look for policy
changes and other savings to help offset any that are unavoidable.

8. In particular, for a number of years the Govermment's capital
programmes have benefited from 1in es in construction prices below
those of inflation generally. B e are now clear signs that
pressures in the construction indu e causing prices to move against
us., A number of the bids have a la struction content; we will need
to consider very carefully whether we be adding to those pressures,
which may well exceed the industry's p capacity to deliver.

RUNNING COSTS

9. Running costs bids are also much too hi ey imply a real rise of
5 per cent in Civil Service costs in 1989-90 OVWB-B% an increase 1in
Civil Service numbers of 20,000 to more than 60%¥,000 by 1990-91, and a
rise in the share of public expenditure devoted to administration.

10. We should be criticised for reversing our past achievements on Civil

; Service manpower and losing control of Civil Service costggaf we were to
allow increases on anything like this scale. I hope th@e that

colleagues will co-operate in settlements which will ena as agreed
last year, to hold roughly constant the running costs sha lanned

expenditure. This means that all Departments will need to for less
than their bids, in most cases much less.
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:@ 11, We agreed last year that realistic three-year running costs
l o

settlements would be conditional on the development of satisfactory

management plans. I am grateful to colleagues for the personal impetus
’hey have given to this process,

In a few cases it 1s doubtful whether there is yet a satisfactory

@ ork for adjusting provision. In some cases there should be scope

f ing for clearer and more ambitious efficiency targets. I shall ask
my officials to explore that scope with Departments before the
bilaterals.

13. For Departments with satisfactory management plans underpinning
agreed thre ar settlements, I should be willing, on a limited scale, to
consider a extra margin of provision where they commit themselves to
increasing s for services for which they charge and for which
demand press e strong. I also propose in future White Papers to
show administr osts both gross and net of receipt income,

14, These small
the annex. They sho
more clearly the cos
no ground for relaxin
unacceptably high leve

ations to the running costs system are outlined in
rovide some increase in flexibility and bring out
inancing Government administration. They give

fforts to contain these costs, or for the
s received in this Survey.
NATIONALISED INDUSTRIES

15. Some of the nationalised industries are already bidding for more than
their baseline provision, and all hem have the opportunity to put in
revised bids this month. 1 prop t our aim for the industries, for
so long as they remain in the pub tor, should be to keep overall
provision to baseline or less. We o privatise the Water and the
Electricity industries during the pr urvey period. We will need,
therefore, to take account of the loss ir substantial negative
External Financing Requirements; this wil d careful handling in the
Autumn Statement although 1t does not beco ajor factor until the last
of the Survey years, 1991-92. In the mean e should continue to
examine their plans rigorously - as for the industries - bearing in
mind the implications both for public expenditu ile they remain within
the public sector and for proceeds when they ar® privatised.

LOCAL AUTHORITY CURRENT EXPENDITURE

Ministerial Steering Committee on Economic Strategy, Su ittee on
Local Authority Expenditure about the Rate Support Gran ments for
England and Wales for 1989-90. We have agreed to make pr for
"relevant current" expenditure by local authorities in Engl £29,140
million and in Wales of £1,785 million. Taken together, the plans
represent an addition to programmes for 1989-90 of just under
billion; we will need to take account in the remainder of the S
this substantial increase. I am discussing the equivalent settle
Scotland with the Secretary of State.

16, Cabinet on 7 July endorsed the decisions that had be’ reached in the
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CONCLUSION

- o 17. 1 ask the Cabinet:

Y. to agree that public expenditure should be held as close as

‘@ possible to the existing planning totals, and that, after excluding

’privatisation proceeds, the ratio of total public expenditure to GDP

!
=
1

ould continue to decline steadily over the three Survey years;

ii, to agree that the share of running costs in planned public
expenditure should be held constant; and to agree the proposals in
the Annex;

1315
and r
taken 1

te that, to secure these objectives, bids for expenditure
costs must be cut back and difficult decisions need to be
areas;

at our aim for the nationalised industries, for so
in in the public sector, should be to keep overall
ine or less;

iv. to ag
long as the
provision to

ould now conduct bilaterals with colleagues on
their spending pr s, and to note that, if it proved impossible
to reach agreement tWese discussions, it might be necessary at the
appropriate time to establish a small group which would consider
outstanding issues and make recommendations to the Cabinet,

V. to agree t

ra

11 July 1988

1
Treasury Chambers @
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ANNEX

costs: Treatment of Receipts

we introduced the running costs system in 1986 it was
running costs expenditure should generally be planned
on a gross basis. We also agreed that where blocks

be made entirely self-financing and can demonstrate
satisfactory management control systems they can be exempt from
gross control. Six suchH exemptions have already been agreed
I.'=md more applic S have been made in the present Survey. To
reflect the ris ale of this exemption from gross control

1 propose to provi supplementary analysis in the 1989 White
Paper showing trends dministration costs both gross and net

of receipts. @

2 The exemption arrange

of work

provide an important element of
flexibility in the running costs system. But they cannot usually

be applied where receipts are insufficient to finance in full
the blocks of work which generate - To increase the incentives
for generating more receipts and ow acity to respond to marginal
demand pressures in such cases, 1 d be willing in this and

future Surveys to consider margina §icreases 1in agreed gross
running costs provision where these are

to increase receipts over and above exi
and departments have management plans

»le for three-year
settlements of their main running costs provifion.

ed up with undertakings
trends and forecasts
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