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1389 PUBLIC EXPENRDITURE SURVEY: HORTHERN TRELAND

Purpose

The purpose of this letter is to set out my proposals,
covaring both FES and DRC, Efor the 1%8% Public Expenditure
Survey. Tha letter covers five main areas:

{a) my review of PES priorities in the Northern Ireland
Block;

daetails of a bid for electricity generation which you
agreed to consider sympathetically in your letter of
16 Septemhar 15887

other PES issues which wa may need to consider in the
Survey;

CORNFIDENTIAL
GP/BOFS/5750




CONFIDENTIAL

{d) some observations on the cperation of Comparability in
the 1989 Survey; and

(@) DRC reguirements within the NI Block.

Consistent with agreed practice, this letter does not detail
prﬂﬁased PES reallocations within the Block sincea I cannot
gensibly consider them until the picture on resource
availability, largely determined by Comparability clarifies
in Saptember/0ctober.

of Priorities

The procedures for handling the Survey in Northern Ireland
are familiar to you from previous correspondence. Thus what
Follows reflects my consideration of public expenditure
gtrategy and priorities at the outset of the NI Survey. The
determination of this strategic approach creates the
Eramework for continuing scrutiny of NI programmes by DFP,

and for the decisions on specific allocations which I will be
making at the conclusion of tha Burvey.

Law and Order

I have, as vou would expect, retained law and order as the
highest public expenditure priority within the Block. The
continuance of terrorist violence means that the police nead
gsubstantial resources and there seems little prospect of
radically reducing activity levels during the Burvey period.
However law and order expernditure has taken up an increasing
proportion of the NI Block excluding Social Security Benefits
{rising from under 14% in 1984/85 to over 16% in 1989/90),
and the sgueeze which this has put on other Northern Ireland

programmes remains a concern to me and a focus of criticism

within the Province. Recently the Northern Ireland Economic
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Council commented adversely on this trend, and I will have to
maintain a difficult balance between the pressuras from tha
law and order sector and the very real needs of other

programmes.,

Strengthening the Economy

- Since 1987 the cbjective of strengthening the economy (ie
giving priority to programmes which contributa to econocmic
growth) has been my second strategic target. This objective
remains critical eince per capita GDP in Northern Ireland is
only 77% of the national average and uneamployment remains
substantially higher, at over 15%, than even the worst
affected region of Great Britain (North of England, 11%).
Given the comparative weakness of ths region's economy, and
the relatively low level of private sector employment, the
need for expenditure to promote self-sustaining economic
growth continues to be of great importance in Horthern
Iraland. In this context both the IDBE and LEDU have recently
gcored significant successes, but even with nearly 11,000 job
promotions in 198B/89, the combination of economic and
demographic factors mean that major programmes to strengthan
the economy must be maintained and developed if we are to
gtimulate productive employment and hold NI unemployment even
to current levels, which are so far above the UK average.

The return of Harland and wWolff and Shorts to private sector
ownaership is consistent with this strategic priority and
should reduce the dependence of the industrial sector in
Northern Ireland on public funds, although in tha short tarm
the employment implications may well be adverse. I am most
grateful for the help and co-operation you have given on
thesa difficult iszuaes over recent months.
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Other Considerations

T

Aside from these two main priorities, there remain

disproportionately high levels of unmat need in other sectors
in Northern Ireland, and I have to consider how to address
these problems within the resources available. As well has

high unemployment, Northern Ireland still has substantially
poorer housing conditionse (8.4% unfitness in 1987) than
alsewhere (though both public and private sector efforts have
made a considerable impact on this in recent years).

NMor has the upturn in the Northern Ireland economy bean as
strong as in the other parts of the UK. I may, therefore,
need to continue te fund for example the Action for Community
Employment and Job Training Programme measures at or above
current levels, whereas the declining requirements in some
athar regions will preduce savings. YTP requirements are
affected by the difference in demographic trends in Northern
Ireland as distinct From Great Britain. The overall pattern
iz that, whereas there are now shortages of young people
entering employment in Great Britain (and a number of
measures have been already introduced to begin to counteract
this), the relevant age groups in Northern Ireland are not
contracting to the same degree as in Greast Britain and this
has major implications for my labour market programmes 1in
particular.

Anothar important factor which impacts on NI priorities, and
certainly on PE regquirements within the Block, is policy
development at the national level. Major new policies, such
as Education and NHS Reforms, require a response here if
Government's approach to these sectors is to be consistent.
While clearly there iz some scope for local variation of
detail and of timetables, such initiatives do create
significant and largely inescapable claims on Block
regources. 1 have to finance these developments against a
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pogition where there is a relatively larger school population
in Northern Ireland and higher levels of morbidity.

On a smaller geale I will ba seeking to build on the measures
I initiated last year to reduce community division. The
intention will be to shape policies and public expenditure
allocations in ways which improve community relations and
thus contribute to tackling one of the fundamental problems
facing tha Province.

Ovarall I hope to accommodate the wvarious needs and pressuras
within the resources made avallable through the Comparability
gystem, subject to its operation not being affected by
distortions such as that which necessitated the special

supplement in the 1988 Survey. However the various

regquiremants outlined above do create substantial pressures
and nacessgitata difficult decisions. Constraints on the
health and housing programmaes in the last two Burveys, and
the relative under-provigion in labour market services.
provide clear racent examples of this. In the current
Survey, the present indications ara that bids from
Departments (excluding Kilroot II and Shorts) exceed likely
available resources by some E145m rising to E215m over the
Survey periocod. Conseguently it is not possible for the Block
to finance certain major structural problems in whole or in
part without guite unacceptable consegquences for mainstream
public services. It is for this reason that I am compelled
to raise certain issues which I am confident yvou will agree
should be outside tha scope of the Comparability system.
Thesa are described below.

Electricity Genaration
T3 In your letter of 16 September 1988, following E(A)

consideration of future electricity generation in NI, you
agreed to consider sympathetically a bid for the construction
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of Kilroot II as a dual capacity oilfcoal fuelled plant. I
now wish to lodge that bid. It is not necessary to restate
here the full case for this proposal, since it was fully
explored last year. There has been, however, one important
development in this context. When we corresponded on
electricity generation last year, I referred to tha possible
nesd for a Flue Gas Desulphurisation facility to be
incorporated in the Kilroot II project. We have examined
this in some considerable depth, not least because of the
gubstantial PE implications. You will readily appreciate
that, although FGD at Kilroot II is a Horthern Ireland
expanditure proposal, the need for it arises from broader
consideration of UK environmental policy rather than a
particular NI requirement. At the end of the day, therefore,
tha decisive factor in our consideration was Government's
increasingly clear and public commitment to environmental
protection, and the difficulty of reconciling that commitment
with proceeding with what will in effect be a major new power
station not incorporating this technelogy. I have,
tharefere, concluded that I must add FGD to my bid for
Kilroot II.

Some other complex and important decisions in the electricity

gector will need to be made, for instance on futura tariff
palicy, and on the timetable and arrangements for electricity
privatisation. MNotwithstanding this, I believe that 1t 15
azzential to settle the PE aspects of Kilroot II in the
corrent Survey because, to achieve the commissioning of
Kilroot II by October 1996 (as envisaged last year), we need
to start work in 1990/91. Any implications for PE provision
of these matters can be taken into account as appropriate
when the relevant policy and other consideraticns becoms
clearer, hopefully during this Burvay.
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The amount of my 1989 Survey bid for Kilroot II itself is:

199091 19917932 1992793

£13.2m EST.Zm

These figures reflect the rapricing of the profile of

expanditure discussed last year, consistent with

commissioning in October 19396, and soma other changes which
area explained in detail in my officials' letter. The profile
of axpenditure beyond the 1989 Survey period is currently

estimated at:
1993 /94 1994795 1995796
E75.1m E65.3m E27.2m
The addition of FGD increases costs as indicated below:

199091 1991792 1992793 1993/94 199495 1995796

KII . 13.2 57.2 Tl 65.3
FGD 2.0 23.0 3l.0 26.0 10.0 -
Total 9.3 36.2 88.2 101.1 T5.3 27.2

I should emphasise that because of the complexity of
integrating the Kilroot II and FGD projects, the above
phasing may be subject to considerable change, and indeed the
total PE requirement might need to be revised somewhat. My
officials will keap in touch with yours as the costings Eirm

up.
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Bhorks

As you know from the progress of negotiations on the disposal
of Shorts (and in particular my letter of 22 May), it is now
to ba axpected that some of the cost to Government will fall
in 199091 and later. The gquantum and phasing remain
uncﬂftain, but the costs during the Survey period are likely
to be significant. I will, as you reguested in your 23 May
latter, guantify these as soon as possible. I would hope
that, &8s in 198B/89 and 1989/5%0, you will ba able to agree
that this pressure is exceptional and unmanageable and should
not be a call on NI Block rasources. I wish, therefore, to
lodge a bhid, over Comparability, for the full costs of the
Shorts disposal in the Survey, including the sales financing
arrangements. It has always been our first preference to
seek to achieva a clean break by a satisfactory disposal of
the sales financing subsidiaries, and the costs of such a

disposal would clearly be an unmanageable pressure on the

Block. If disposal does not prove possible, I would find it
difficult to accept that the related contingent liabilities
should bha a call on the Block in the first instance. But we
can look at this in more detail, as you suggest, when the
available options have been identified and the financial
implicatione assessed.

Harland and Wolff

b By AP When we considered the rescurce implications of the Harland
and Wolff disposal in March, I drew attention to a likely
pressure of somea £l1lm on my Block im 1990/91, but undertook
to usa my best endeavours to cover it. This, of course,
remains my intention but I will wish to assess, once the
resource position is clearer, probably in September, whether
I can in fact do so. Should the pressures seem unmanageable
at that point I may have to comea to you before the Survey
ends to discuss a possible Bleck increase, over
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Comparability, to cover this pressura. I shall avoid doing
so if at all possible. In March you also indicated that you
would consider sympathetically any Survey bid necessitated by
an overrun on the BP SWOPS contract. I will only need to bid
in respect of overrun costs arising after the point of sales
and in accordance with the formula set out in the sala
agreamant .

Local Authority Expenditure and Comparability

1B. Conseguent on the introduction of the New Planning Total,
this Survey will be the first in which the new arrangements
in respect of Comparability on the local authority sector
will apply. While I am satisfied in principle with the
GRE-based Comparability system which has been agreed for the
1989 Survey, I must reiterate that we are expecting that it
will provide a more realistic and fairer basis for LA-related
Comparability than has been the case in the past. I am
reassured that your officials have indicated to mine that
much greater realism will be evident in the construction of
LA figures in this Survey. I hawve asked my officials to keep
this very closely under review, since 1t could have a
critical impact on the yield from Comparability and on my
ability to resource the pressures which I face.

EC Water and Sewerage Directives

19. Finally on the PES front, I wounld draw your attention to an

issue with some unusual features. A major pressure for me in

tha 1989 Survey 1= the nead to bring standards of water
supply and sewerage services into line with the EC
directives. I have received bids for some £33m and E34m in
1991792 and 1992/,93 respactively and I understand that
similar annual investment will be reguired for a number of
years beyond the Survey period. Additional revenue would be
raised in NI on account of this, through the regional rate,
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but under tha normal rules that cannot be used to ocffset the
additional public expenditure. In England and Wales the cost
of complying with the EC directives will be reflected in the

privatised water autherities' charges to the consumer but, by
contrast, will pnot impact on FPE plans. With the very
diffarent structure of Government in NI, the Water Sarvice is

embedded in tha Department of the Environment for NI, and
with our bast endeavours, it will inevitably take somes
congiderable time to bring it to a state where privatisation
could take place. I suggest that our officials should
consider the most equitable way forward on this, in light of
devaeloping circumstances.

Departmental Running Costs

20. Turning to running costs, I attach an Executive Summary of
the Management Efficiency Plans prepared by departments
within tha NI Bloek. I am seeking DRC provision of:

1950/91 1991/92 1992/93 Em
Provision sought 584 .2 612.8 F3d4.9
Block Baseline 577 .6 E05.5 F20.6
Bids over baseline 6.6 7+3 14.3

Thesa hids reflect my review of the plans underlying the 1988
Block MEF in the light of:

{a) major new, mainly parity, additions to workload.
including the NHS White Paper, the 1931 Census, CGeneral
Eevaluation and Salmonella Monitoring:; and

forecast inflation which has been revised upwards (the
implications for my reguirements to be reviewed in the
light of emerging information);
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(c) a limited number of new MI initiatives, Including
increased staffing for the ARU and additional staff to
detect Social Security fraud as recommended in a recent
Efficiency Unit Scrutiny Report.

I have been able to find efficlency savings, in excess of the
required minimum 1.5% per annum, which in total now represent
some 2.2%, 1.7% and 1.3% of the provision sought. I am,
however, unable to contain all of the new pressures within
the baselines agreed last year. This partly reflects the
fact that some of the new reguirements simply could not have
been foreseen or gquantified in 1988, since the policy
decisions which give rise to the requirements had not been
made. Despite the newly emerging regquirements, my DRC Block
bid is pitched at just above Forecast inflation (as it
affects DRC) in 1990/91 and below forecast inflation in the
later years (reflecting, for instance, anticipated savings

Erom Opstrat).

The NI Block figures above do not take account of proposed
DRC transfers from DSS of £6.1m, EB.8m and EB.8m (subject to
confirmation), to cover the costs of certain Social Security
work which DHSS(NI) is to undertake as agent of DEE. This
is, of couree, merely a transfer and should result in a net
saving insofar as NI has been chosen because of costs,

recruitment and retention factors.

The DRC provision I am seeking represents a taut assessment
of my reguirements. My NIO Ministerial ceolleagues were asked
to scrutinise carefully the bids made by their Departments to
ensure that they were tightly drawn. Following scrutiny of
bids by DFP I have made further reductions of El1.5m, El.&m
and £1.7m. I have done this despite the implications for

service delivery, in order to constrain DRC growth and its
claim on Bleck PES rescurces. The submitted bids take
account of a framework of priorities described in the Block
Executive Summary. They have been framed against the
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background of a slightly slower rate of DRC growth im NI
compared to GB Departmants (excluding MOD)} and significantly
lower unit costs in NI. Taken together thesae broad
indicators confirm that relatively strong downward pressure
has been exercised on administrative costs over recent
years. My DRC bids are, therefore, the minimum which I
realistically require and will entail difficult choices and
decisions if I am to managa tha various services for which I
am responsible within the proposed baselines.

Tha Block Executive Summary gives details of how these bids
have been derived. Also attached 18 the Management
Efficiency Plan specific to the Northern Ireland Office.
Your officials are aware that the regquirements for the HI
Prison Service, the provision for which was ring-fenced in
the 1988 Survey settlement, pending further consideration,
take no account of the "Way Forward™ propesals (to replace
»Frosh Start"), a= theze have yet to be agreaed with the
POA(NI). I have some grounds for optimism that "The Way
Forward™, if accepted, will result in additional savings
which would have the effect of further reducing my DRC bids

in the survey period. It may, therefore, be necessary to

ravize the Prison figurework and my officials will keep in
touch with yours on this. For the time being, therefore, the
Block Summary continues to show Prisons as a separate
component of the Block figures.

Conclusion

I hope you will recognisa that I am continuing to make the
best use of the PES resources available in the NI Block in
thae face of very real and substantial pressures, and am
constraining DRC increases where this is consistent with
workload pressures., I am determined to keep up the pressure
to achieve value for money in all KRI programmes. I have
referred above, by way of illustration, to significant
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constraints on housing, health and labour market provision
and to the reguirements of law and order, the economy, health
and education. Against that background I will only be able
to contend with these pressures if the costs of electricity
genaration and Shorts are coveraed in full by way of
additional resources over and above whatever Comparability
makes available for other purposes. I am confident that,
following your officials® comprehensive and in-depth scrutiny
of my Block in the 1988 Survey, you will be reasurred that I
cannot absorb such substantial pressures. I lock forward to
a constructive dialogue on the various issues sat out above.

I am copying this to.the Prime Minister and Sir Robin Butler.
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