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PRIME MINISTER

CABINET: 158% PUBLIC EXPENDITUERE SURVEY
Paper by the Chief Secretary: C(89)13

CONCLUSIONS

The Chief Secretary's paper lists in paragraph 13 the points
on which he invites the agreement of Cabinet. The main point is
that he seeks Cabinet endorsement of the settlements which he has

reached on individual public expenditure pranaﬁﬁes. ¥You will
want the Cabinet to accept his proposals.

2. The Chancellor of the Exchequer will in discussion

— | —
forward his proposals for the levels of reserves, and hence

planning totals, over the Survey peried. You will want
Cabinet to accept thé_;h%ﬂéﬂllﬂrlﬁ;ﬂxﬂﬂﬂiﬂlﬁ_iEE-

3 The Chancellor of the Excheguer will alsc set out his
assessment of the prospects for the economy, including the
Industry Act forecasts, as it will appear in the Autumn
Statement. There is no nesd to record a Cabinet decision about
this.

4. You will wish at the end of the discussion to read ogut the

copmunigque to be given to the press after the meeting, announcing
that the Chancellor will make his Autumn Statement later that
day. The contents of the Autumn Statement should be kept strietly

confidential until then.
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The Chief Secretary's paper

- 18 You will want to start by asking the Chief Secretary to
introduce his paper. It gives details of the settlements on

individual programmes; the conseguent total additions te
programmes; the Survey outcome on capital spending and running
costs; and the estimated outturn in 1989-90.

The Chancellor's Statement

B. You may then wish to ask the Chancellor to speak. Ha will
propose that reserves and planning totals should be fixed a=
shown in Table I attached. The important point here ls how far

the Government has met its main objective of maintaining the
downward trend in general Government expenditure as a proportion
of GDP. Table I shows that this will rise from the unexpectedly
low level of 38 3/4% in 1989-90 to 39% in 1990-51, but will then
decline in the two following years to 38 3/4% and 3BAR.

0 3 The Chancellor will also anncunce his intention, subject to
cabinet agreement, to make his Autumn tatement in the
afternocon. He will describe briefly the prospects for the
economy to be shown by the forecasts in the Statement. The main
elements of these are:

GDP growth at 2% in 1989, and 14%% 1in 1990;

b. current account deficit at £20 billion in 1989 and £15
billion in 1990; |

c. RPI inflation at 74%% in the last guarter of this year,
and 5 3/4% in laat quarter of 1990.

Subsequent discussion

B. After the Chief Secretary and Chancellor have spoken, Yyou
might invite other Ministers to speak. The Lord Fresident of the
Council will have an interest as Chairman of Star Chamber,
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although it was not in the event asked teo adjudicate on any
programme. You could then provide an opportunity for
Departmental Ministers who wished to say a few words about the
settlements they have reached on their own programmes. You may
wish to ensure that any decisiens which may cause a row (eg on
Social Security) are brought to the attention of the Cabinet and

their justification explained. But you will wish to emphasise

that there can be no reopening of these settlements, and to
discourage comments by Ministers on programmes other than their
oWn. You may find it helpful to have the supplementary notes,
provided by the Treasury, which are annexed to this brief,
covering both the Survey outcome and economic prospects.

Presentation and next steps
9, You may wish to propose that the No 10 Press Office should
issue a statement along the following lines:

"Cabinet today successfully concluded its work on the 1589
Public Expenditure Survey. The Chancellor proposes to make
his Autumn Statement to the House this afternoon, setting
out the outcome of the Survey and the prospects for the
economy . The full printed wversion of the Autumn Statement
will be published ﬂn_ggg;?ny z?ﬂﬂiﬂgybgf"i

| o g A=

You may also wish tukémghﬂaise:
i gonfidentiality. Until the Chancellor has completed his
statement in the House its contents must remain strictly

confidential.

ii. presentation. It is important that there should be a

consistent and positive presentation by Departments of the
decisions affecting their own programmes, with full
consultation where necessary.

HANDLING
11. You will wish to ask tha Chief Secretary, Treasury to speak
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Eirst on C(8%2)13 and then the Chancellor of the Exchedquer on the

regervas and plunning totals, and prospects for the aconomy. The

Lord President of the Council has an interest as Chalrman of the

Star Chamber. You could give any Cabinet Minister who wishes to

Epeak an uppmrtunity to do s4.
|
2R.B.

ROBIN BUTLER

14 Hovenmber 1989

SECRET
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@ TABLE I : SURVEY OUTCOME $

1989-90 1990-91 1991-92 1992-83
Qutcome on programmes 165.9 181.0 191.3

Rasarvas (1.3] 3 6
Privatisation proceeds =5 -5

New Planning Total 179.0 192.3

2 12.0 12.0
3 15.5 14.0
1 4.5 4.0
r; 5 5

Add LA self-financed spending 3
Add CG debt interest . 7
Add other adjustments 4
Add back Privatisation proceeds 4

egquals GGE (excl priv proceads)200.5

GGE (excl priv proceeds)

% change in real terms ' 2.3 1.9
as % GDP 39 8%
1988 AS 39 gk

' For 1989-90, plans are being monitored on gold definition of
planning total [outcome is £168.2 billion, compared with plan
€167.1 billion].

Mogte For Survey period, there was an unpublished baseline for the
new planning total, and local authority components. Only new levels
for these will be published.

TABLE II 3 PUBLIC EXPENDITURE TRENDS

Real GGE (excl priv proceeds)
annual average % change

1968-78 to 1978-73 3
1978-79 to 1988-83 1%
1988-89 to 1992-93 1%

EﬂLiﬂ4ﬂI_EﬁI,iEIﬂalIiIuEIﬂﬂﬂﬂﬂﬂl_hﬂ_ﬁDE
per cent

1965-66 3Tk
1375=76 48% (post-war peak)

1378-79 435
1982-83 46% (peak under this Government)

1988-89 39

SECRET




GECRET
until 15 Hovember 1989
then UNCLASSIFIED

ETRATEGY AND MAIN ISSUES

overall objective of ecopomic policy te create conditioms for
sustained economic growth through:-

firm financial policies designed te bear dewn cm inflarion.

supply-side policles to improve econcmic performance through
creating an eavironment which  encourages and rewards
enterprise and initiative,.

ELLY Main pelorpity is progressively to reduce inflation amd bring
sconomy back to a path of steady growth,

f1ii) Using all practical levers to this end Monetary policy is key
lever against Ainflacion, and will be kept as tight as necessary. It is
supported by fiscal policy vhich is and will remain very tight.

{iv) No_change in monetary pollicy Essential lnstrument is interest
cates, which will be kept as high ms necessary for as long as necessary in
order to reduce inflation, with decisions guided by a range of monetary
fndicators including growth of MO in relation to CArget Tange, and exchange

cate.

2 {w) Firm exchange rate 1s needed to defeat inflation, since a fall in
/ extchange rate directly raises prices and reduces the discipline on UR

L

industry. GSomeé movement in exchange rate bound to happen, but GCoverament
does not jntend to allow depreciation to undermine fight against inflation.

(wi) Fiseal policy Set at Budget time, Fiscal stance is wery tight,
and will remain tight.

(wii) Figcal prospecks Now F[orecasting PSDR for 1989-90 of £12.6
billion - £1.2 billion Jlower than in FSER forecast. WVould be slightly
smaller surplus than in IPE5.a09, bur srill second largest on recerd.
Excluding privatisation procesds, projecced Fucplus in 1989-%0
(£8.3 billien) larger than in 1%28-3% (E£7.3 billlon} and largest on record,

[wiii) Public Expenditure Policy unchanged. Plans maintain downward
rrend over time in ratio of public spending to GDF while value Zor money is

constantly improved.

{4x) Public_Expend

Ceneral government expenditure (GGE), pxcluding privacisation
proceeds, expected to be 38% per cent of 80F in 19B9-903 -
lower than 39k per cent previously Corecast. Down Erom
46% per cent in 1982=-83.

Some increase in GGE/GDP ratio expected in 1390-91, Erpom
unexpectedly low figure this year. But downward trend in
ratio expected to continue over time.
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GGE/GDP ratio for 1990-91 (33 per cent) and 1991-92
{38% per cent), as in 1988 Autu=n Statement.

By 1992-93, GCE/GDP ratie should decline =o 38% per cent,
lowest level since 1963-46.

hverage pgrovth rate n GGE in real terms 1% per cent from
1988-89 to 1992-03, game 2 AvVerage Erowth TATe from 1988-89
ko 1991-92 in 1988 Autumn Statement.

Outturn in 1989-90 is £1.1 billion over plan, (cld definiticn
of planning tetal) but more than accounted fer by lccal
authorities (£2% billion), and privatisation proceeds
(£% billiom}.

Spending in Priority ATE8s

cybstantial real growth in spending in priority PpIORTaEmes
over past five years mads possible by declining requirezents
elsevhere, greater efficiency end falling debt Interest

burden.

New plans show further real growtk in spending on priority
programmes. Extra money for NHS, roads, rail, homelessness,
disabled, higheér educationm.

Industry Act Forecast

Demand pgroving at unsustainably high rate through 1987 and
1988, Following poliecy tightening, has slowed In 158%.
Forecast to slov further in 1990.

GDP growth projected te fall from 44 per cemt in 1988 to
2 per cent in 1989. Forecast to slov further to lk per cent

In 16960,

curcent account deficit nov forecast at E£20 Billion for 198%9.
preductlon te £1%5 billion forecast for 1990, as demand slows.

BRPI inflacion peaked im May a2t 6.3 per cent. Forecast at
74 per cent in 1989%0Q4. Reduction to 5% per cemt forecast for
1990Q4, as inflationary pressures ease.
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(xii) Autumn Statement and MTFS

Honey GDP path in Autumn Statesent 15 higher thaan in 1989 MTFS, Raflects
higher GDP deflarors.

Percentage Erowth on previous financial year
1988=89 1989-30 1980-91 1991-92 1992.93

Mopey GOP*
FSER 11 % B 2 LY
Antumn Statement 10% A% T Gl sk

(*pAutumn Statement figures for money GOP in 1989-90 are reduced by about
% per cent by incroduction of community charge in Scotland. Thus oversabot
on HTES for 1989-90 is actually larger than ghown here.)

{(xiil) Mationsl Insursnce Contriburions
no changeé in main Class 1 concribution rates.

lower earnings limit (LEL) &nd upper earnings limit (UEL)
toth raised, consistent with statutory link set between LEL,
UEL and basic pension.

Defensive

Honetary and Fiscal Policy

{ L4 1f inflatiom so important, why was it allowed to rise in first
. place? Re-emergence of inflationary pressures the reselt of two years of
{ exceptional growth in demsnd on scale which no-one expected. FPressores
! evident both in rising domestic prices and in deterioration of current
account. Rise in inflation over past two years a vorldwide phencmenon - not

just in UK.

{11} Rise in inflatiom result of lax monstary policy? With benefir of
hindsight, accept that policy too loose at end 1987 and beginning of 1988.
' Represented suthorities responze to stock market crash, when policy relaxed
’ _ hoth im UE asd abroad - in order to avoid threat of major cellapse of
" confidence. On balance of risks as then appeared, was Tright te relax

| policy.

(iil) 1f poliey is Fiem exchange rate, why has it been allowed to_go
down? Bound to be some movement in exchange rates, but £ still sround same
level as it was in 1987 and above level of Cthree years dgo [average rate in
1987; 90.1 ERT, DM 2.94, $1.64. BRate in 198604 - low podint, and thres
years ago - 85.1 ERI, DN 2.8F, &Bl.43]. Tight budgetary and monetary
policies designed to keep exchange rate firm.

{iv) Should join ERM to stabilise exchange rate! Joining ERMN not a
nanacea. Would still nmed to use interest rates to control inflatiom.
Government has made it clear that will join ERM as part of Stage one of
Delors prescription For EMU, vhich haz been agreed.

(wl Interest rakas not enough - need sore policy ipstruments?
GCovernment is using all pracetical levers at its dispesal to bear dovn on
inflation. One of these is fiscal policy. Figscal stance is tight, and will

- AL.3 -
wpu.
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repain tight. Credit controls would be ineffective in today's sophisticated
financlal markets and unfair.

B Should anpounce now that there will be no tax guts in next Budget?
Decisions on taxation are always announced in annual Budger; no reason EO
depart from this practice. Figcal stance is mr present very tight; PSDR of

2% per cent of GDP forecast for 1589-90.

twil) Mini-Budget needed for take strain off interest rates? Fiscal
stance vwvery tight. [Ko case for emergency peasures.] Fiscal stance for
1990-91 will be set in 1990 Budget, in usual way.

(viif) Honey GDE groveh overshooting MWTFS again? Government  has
demonstrated villingness to set interest rates at whatever levels required
v defeat inflation. BRaising of interest rates is MTFS 4in actico. But
demand earlier ln 1989 still stronger than amyone expected. Scme overrun ln

money GDF inevitable.

Public expenditure

{ix) Ratlo of General Government Expenditure (excludipng privatlsscion

progeeds) to  GOE rige in 1990-91 - now abandoned policy of reducing
public spending as proportion of national income? Plans provide for ratios
for 1290-91 and 1991-92 unchanged from 1988 Autumn statement. All that has
changed is unexpectedly low projected outcome for 1983-80. Ratio for

1992-93 below 1989-30, and lowest since LO965=66.

[x) Large additions to spending pl show_previous plans wishful
thipkiag? Government has held to sane GGE/GDPF ratios in last year's
Autumn Statement, and is maineaining dovnward trend in ratio over time.
Average real growth in spending af 1% per cent per annum from 1588-89 to
1992-93 is same as eavisaged for 10BE-89 to 1991-982 in 1588 Autumn

Stareamentc.

{xi) Growth of new planning total 1989-90 to 1990-91 (54 per cent])
shows__spending out of contral? Largely reflects introduction of mev systenm
of lg;!;_agggruxngj_finnnng in 1990-91. Huge swing from LA spending putside
new planning total im 1989-80 te ¢ gupport for LAs, which is within it.
(4% per cent real increase in lattsr). Central Government's own spending
shows real growth of 3% per cent, reflecting gubstantial real Increases in
priority programmeés. A ardable within even lowsr growth in GGE, because of

declining debt interest.

————e—

(xii) much added to public expenditure? Projected level of GGE in
1990-91 £5% billion higher than in 1588 Autumn Statement. Comparisons with
planning totals in previous plans not poesible because of change in
definition. Previous plans did not include forward f£igures for some key
elements in new planning total such as grants £oO local authorities.

(xiii) Overspend in 1988-90 shows public axpenditure out of contrall
Central government expenditure well under control. Excess of £1.1 billion
more than accounted for by Local aothoricies (E2% billiom, of which
£1.6 billion capital). BReform of local government finance should put chat
right for {uture. GGE ratio in 1089-00 actually % per cenc lower than
projected in 1988 Autumn Statement.

- Al.& =
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Industry Act Forecast

(xdw) Economic_outlook worst for many years? Inflation coming down.
autlook is necessary preliminary to resumption of steady, sustainable
growth. Rate of expansion in 1987 and 1988 unsustalnable; noev need pause
for breath. Looked at over a run of years, [orecast represents satisfactory
modius term growth performance. in line with earlier HTFS assumptions
[eg 1087 MTFS envisaged 104 per cent growth over four years to 1980; if
forecast right, outcome will be 12§ per ceat growth].

(xv} Deterioration in outlook since Budget? Domestic demand and
inflaticnary pressures proved stronger Gthan expected at Budget time.
Required further policy tightening; thus prospect is for more prooounced
slowdown in output growth, Reflection of Government's determination not to

accommodate inflationary pressures.

{xvi} Governnent Not expecting
output te £all., Forecast for 1990 is for year of slow rowth. WVherther or
not output actuslly falle not something which Govern n itself comtrol.
Depends oa  private eector bahaviour, especially in labour market.
Government's supply side reforms have greatly isproved flexibility and
dynamism of econmomy; should ease adjustment process. : -

{xvil) still under estimating buoyancy of doaestic demend /inflation/
guccent account? Forecasts wishful thinking? Forecasts esre ceéntral. But
substantisl uncercaincies around forecasts - have slvays emphasised margins
of error. W¥ill be errors - but vrong to assume that will pecessarily be in
game dirsctiom &3 in recent past. Just as onderestimared speed of upturn,
by no means impossible that mnight undecestinate speed of downturm Too.
Torecasts certainly not over-optimistic when compared with thoee of other

Forecasters. [For details of putgide forecasts, ges Bl, Anmex. Table 3.}

(gwiii) Ligrle evidence that domestic demand slowing down? Clear evidence
that consumer spending has slowved down; retail sales virtually flat Housing
sacket has cooled off markedly. Company spending takes longer to respond to
policy tightening, but uamigtakeable evidence of slowdown in TeCent

intentions surveys (eg CBI quarterly trends survey).

{xix) figh interest rates for a year now, but no real DIOgIess in
reducing inflation? Inflatiomary pressures will take rime to subside.
Clears signs that policy is working. Demand growth has fallem off.
Underlying inflation has stabilised.

{xx} Gurrent account deficit serious problem? Deficlt certainly sign
that sccnomy has been overheating. Policies tightened sharply to deal with
it; clearly being successful in reducing demand pressures. MNot like GOs and
708 current account deficits which were counterpart of large public secter
deficits. Rather result of private sector moving into deficit - vhich is
unprecedented since early 1950e. Unlikely that private sector will stay in
deficit for any length of ctime, though timing of return to surplus very
gncertain. Witk Firm policies in place, and plemtiful investment
opportunitiea in UK, Efinancing of deficit should not be major cause for

concern.

raduction between 193% and 1990 equivalent to just over 1 per cent of GDP.

{xxi) Is forecast of current account over-optmistic? Forecasting

= AL.5 =
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Have had year-to-year improvements larger than this cn number of poccasiong
in past; eg 1968-9 (1.6 per ceat), 1974~5 (2.4 per ceat)., [NB early 1980s
not geod example becsuse of o1l butld-up. ]

{xxii) Current account deficit a structural problems? FReflects run-dewn
of manufacturing industry? Rise 2n manufacturing trade deficit reflects
yery strong grovth inm domestic demand, which sucked in I1mports. But only
one gquarter of manufactured importe are consumer goods; three quarters are
for production and investment. Thus large part of deficit reflection of
strengch and confidence of UK panufacturing industry, which has seen very
rapid rise in investsment over past tvwo years. ¥ill help to reduce deficit

in future, as naw capacity comes On SLTE&EM.

(xxiii) Forecast shows no fall in underlying inflat.op OVEr DXL year?
Forecast fall inm RPI merely reflects mortgage rate effecrs? Forecast does
show some reduction in inflationary pressures over next year. Thoge prices
vhich are 'macket-determined' are expected EO moderate. Producer output
prices forecast to be rising by only & per cemt by 1990 Q4, as compared with
s4 per cent in 1988 Q4. Inflation rate for ‘other' retail prices [ie retail
prices other than food, nationalised industries, housing] forecast to fall
to 4k per ceat in 1990 Q4 as compared with 5 per cent in 1939 Q4. Food
price inflation alse expected to moderate from current high rate.
{Inflation rate for all items REL higher because of forecast increases In
those categories whece prices are largely administered - housing and

natiocnalised industry prices.]

(xxiv} Vhy is Government pushing up public  sector administered prices
[Hationalised Industry prices; housing - through rents, community chargel,

when policy objective to ger_ianflation down? HNatlcmalised Industry prices
riges reflect need to finance substantial investment programnes. Hot right
that all of burden should full on taxpayer, when it is industries’ CusStOmMEDSE
who will bepnefit. Community charge a matter Zor local authorities, not

cencral government.

{xxv) What does forecast aggume about WOCLEsge rates community chacge?
Mot our practice to give more detailed forecascs than shown.

{xxwi) Unemployment _ to  rise? Not practice of this or previous
Governments to give forecast for unemployment. ¥ith slow-down in output
growth, fall in unemployment could level off in coming months.

Contact point: Allen Ritchie (EB) 270 45489
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10 DOWNING STREET

LONDON SWIA 2AA
|

Fromm e Priviate Seceoiary

13 November 1989

CHIEF SECRETARY'S CABINET PAFER
ON PUBLIC EXPENDITURE

Thank you for sending me a copy of the
draft of the Chief Secretary's paper 1or
cabinet next Wednesday. The Prime Minister
has seen this; she is content with it and
for it to be circulated to Cabinet on
Tuesday.

I am copying this letter to Sir Robin
Butler (Cabinet Office).

{PAUL GRAY)

Miss Carys Evans,
chief Secretary's Office.

CONFIDENTIAL
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Cc({89)
10 Movember 1989

CABINET

1989 PUBLIC EXPENDITURE SURVEY

Eemorandum by the Chief Secretary, Treasury
This paper reports the outcome of my bilateral discussions with
colleagues, which have been conducted, within the remit agreed by
Cabinet in July, on the basis of the new definition of the planning

total.
The Cabinet Remit

2. Cabinet agreed that the top priority was to defeat inflation, and

that the objectives for the Survey should be: =

to maintain the downward trend in general government
expenditure {excluding privatisation proceeds) as a

proportion of GDP;

to stick as close as possible to existing plana.

Progress in Bilaterals

3. At the start of the bilaterals, thea bids totalled some
€13 billion for 19%0-91, rising to £17 billion and E£E23 billion for the
later two years. Within these totals, we were already committed to
increases in 1990-91 of over £4 billion.

4. The table at Annex A records the settlements I have reached with
colleagues. Annex B provides a brief description of each settlement.
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’ In summary, the settlements imply the following additions
baseline:

e ——

E bhillion
1990-91 1991=-92 1992=93

Survey additions 5.7
aggregate External finance for
local authorities (GB) (excluding 1.1
ILEA and low rateable value grants) —

Transitional grants to local 0.7
authorities

Total additions to programmes

Large as these increases are, they reflect a substantial scaling
down of the bids, and some difficult decisions by a number of
colleagues for which I am grateful. As a result we are in a
position to achieve a satisfactory outcome, consistent with the

remit we set in July.

6. We have still been able to find money to meet the cost of the
NHS review proposals over and above ﬁruvisinn for service growth,
and to provide for substantial increases in road and rail
investment. Other important initiatives which we have been able to
fund include a package to alleviate homelessness, the introduction
of student loans, new measuras to help d{pthed_paapla, a schemea
of transitional relief for ““““““iff charge payers, and extra
police manpower. There is also pruvinian for some less expensive,
but politically attractive measures, such as a know-how fund for
Poland, extra money for environmental research and protection,
publicity for the recruitment of teachers, more spending on the
arts, and accelerated introduction of improved training for

NUuTaaEs .
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r The new plans include extra provision for capital investment
by central government amounting to some 1 billion a year. This
includes increases for roads, hospitals, education and science and
housing. There are also additions of &4 billion in 1990-91,
rieing to £% billion in the later years, for those industries
rﬂmaining in the public sector throughout the peried. The total
additien for anvestmﬂnt in tranapﬂrt {by both central government
and nationalised industries) comes to around £2 billion over the
three years. The new plans also include provision for substantial
support for local authority capital spending on schools, local

transport schemes, and housing renovation.

Running costs and manpower

8. Running costs settlements imply incraasad spending on the
Civil Service of 9% el cent in cash (4.3 per cent in real terms)
Between this year and next. Though markedly lower than the bids,
this is a hlqhar p&r:entuga increase than in recent yeara, because
rising provision " for pﬂr and new initiatives is not fully offset
by efficiency improveménts. The cash increases for 1991-92 and
1992-55 are 5 per cent and 4% per cent.

9. Most  departments have  reached three-year settlements
including planned efficiency qainn averaging 2 per cent a Yyear,
with higher figures for most Larqe executive departments. I look
to colleagues to ensure that their departments® efficiency targets
are carefully monitored and wherever possible exceeded. In future
Surveys, we shall need to examine the outcome.

10, Civil Service manpower will remain well below 600,000.

1989-90 Outturn

11, The planning total for 1989-50 was set, on the old
definition, at §£167.1 billion. This included a Reserve of
£3.5 billion. The estimated outturn is now E168.2 billion.
Expected claims on the Reserve total some £4.6 billion; within
this, additional au;anﬂiture bf local authorities locks likely to
account for some €2% billion, lower privntisntiun proceeds some
g% billion and public corporations some e €% billion.

= g P | & rarlin hu L&h; o EAPLJLJ ¢¥&plq5- ﬁL;G




Public expenditure totals

12. At Cabinet the Chancellor will inform colleagues of the level
of Reserves which he believes will be required, and of his
proposals for the planning totals to be adopted for the next three
years. In the light of these pﬁnpuaals he will give an indication
of the implications for the trend of GGE as a proportion of gross

e ——— —_—

domestic product.

Conclusion

13. I invite colleagues:

(a) to endorse the agreements I have reached on individual

programmes
to note the running costs outcome, and tha need to
examine in future Surveys the delivery of efficiency

improvements

to note the estimated cutturn for 1989-390.
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1989 SURVEY: abOITIONS 100 PROGRAMNES E millian

15R0-91 & 1981=92 -5 1990-92  P9I-R4 199243
BASELIRE S45ELTHE CHAMEE | BASELIME | CHANGE

AlnLetey of Defence - ; U | 1 S ks 1 22,887
FCo - Diplomatic, Im*crmation, Culture i i i 57 i S0k |
FCO - DO H : } 1692, 115 : 1.7
Intervention Board fer kgriculbural Produce 3 ] i.514 L 1,554
Rimiskry of dgriculbwes, Flaheries and Food | i:d Lk 589 &7 | BDE |
Forestry Commizsion 1 | a0 ! X | k|
frese and [mdustry k : [ =5 1,155 . L L | ] F T
Erpart Credits Buarantes Depsrtment : id-y &1 =y £ |
Enargy ; 22 | k| 353 | 1] ez
Departwent of Ewplorsent vooLes SR B SenEd o Leed
Gepartesnt of Transpor: : : ! ! . by L
(0E - Heusing - r - &, 157 Mo Tk
0CE - 0%her Environmantal Services ] 1,188, . 1,229 § 15 | 1,185
OCE - Procerty Services Agency : " -183 | Mo -110
D0E - Local Goverrament L] J 19, k49 | 1,497 | 2 JaS |
Home Office [inc, Charity Commisaion) : - : i, &00 | I A ki |
Legal departments - H - 1,24} 11 1,293 5
Ceparteent of Education snd S2ience H . i H £, 932 a7 6,081 |
Oftice of kris mnd Libraries : . ids | 33| (LT
Degarinent of Health amd OPLS i | 1 SR . & biSel | TRARD
Departaent af Social Seéurity . 1 ¢ 54,303 L35 | 5902 |
Seof land i ; 9,450 10 | 9737 |
bales L7 1 [ i, 351
Nartherm [reland 5,857 32 1 8,013
Chanceller's Departments i, 54 e 4,65
Cabinet Offfee, Privy Cowncil 0f7ice, ebe L] i} 36
Eurcedan Comsunities |, 580 L] 1620
Matiommlised industries - i 2 1, G0k

R o i i
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SECRET AND PERSOHAL

SUMMARY OF AGREED PROCRAMMES

€ million
1990-91 1991-92 1992-93

+215 +750

ks The three-year settlement for the years up to 1331-32 agreed
in the 1988 Survey has been confirmed. (The 135%1-32 addition is a
technical change, part of which represents sums due under the
1988 Survey agreement, while part is offset by reductions on other
programmes). A new three year settlement covering 1990-91 to
1992-93 has been agreed. Defence provision increases by about

£l billicon a year.

ECO - Diplomatic Wing

+48 +57 +54

2., Increases provide for additional visa work; continuing UK
contributions to peacekeeping forces in Iran/Irag and Angola;
scholarships and exchanges; security; relocation; and oversaas

price movements.

FCO - ODA
+82 +115 +144

3. Increases provide for continued support for economic reform
in Nigeria and for the know-how fund for Poland; increases in the
Aid and Trade Provision; and additional multilateral and bilateral
aid, including forestry initiatives.




=12l -158 -121

4. Reductions reflect IBAP's latest forecast of expenditure,
taking account of UK and EC harvest information and the continuing
process of reform of the Common Agricultural Policy.

Domestic Agriculture
+ 53 + 67 + B2

7P additions are mainly for demand led schemes (including
salmonella and BSE slaughter and compensation), flood defence, the
sat-aside scheme to reduce arable production, a pilot scheme for
reducing use of nitrates in sensitive areas, and MAFF departmental
administration. Additions in Scotland provide for a rural
enterprise programme and for raticnalisation of agricultural
research bodies. Thera are reductions in the net cost of
chargeable advisory services to farmers, and of registration of
pesticides and veterinary medicines. There are also savings from
reduced frequency of brucellosis testing, reduced administrative
support for the Potato Marketing Board, reduced grants for fishing
vessels, and increased land sales.

Forestry Commission
+1 +3 +6

6. Additions are for superannuation, forest recreational
facilities, and land purchases, offset by savings on planting

grants.

Trade and Industry
=50 -35 -148

7. Thera is extra provision for space. There are reductions on
raegional development grants, the huaineqs_devalupment initiative
(including regional enterprise grants), launch aid and innovation.

There are increased receipts for English Estates.
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+120 +9 =31

8. Changes result from changed assumptions about interest rates

in the UK and abroad.

Energy

+34 +46 +33

9. The additions provide for increases on nuclear
decommissioning and waste management; extra expenditure (including
ReD) on renewable energy sources and energy afficiency; and the
setting up of the office for requlating the electricity industry

following privatisation.

Employment

=97 =215 =274

10. Reductions in Employment Training, the Youth Training
Scheme, and the Enterprise Allowance Scheme reflect a tighter
labour market and increased contributions from employers towards
the cost of training young people. There is additional provision
for the employment of disabled pecple, rationalisation of the
Employment Service's office network, and for the new Training and

Enterprise Councils.

Department of Transport

g7 mM—- O I R +425 +525 +550
,H-L-JL"“ *h“'"b'l;,.u;u_- Wl . Ph et
11. The settlement totals £1.5 billion over the three years. It
ig a substantial increase in the roads programme, as agreed by
E{A): roads expenditure in 1990-91 will be 39 per cent higher
than plans for 1989-90 and 80 per cent higher than for 1988-89.
It will also enable DTp to fulfi% its commitment to eliminate road
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maintenance backlogs by 1992-93. In addition, the nationalised
industry figures in paragraph 25 Dbelow include an extra
€1.4 billion over the three years for transport.

DOE - Housing

+633 +571 +534

1 additions provide for a £4% billion package of measures to

aagse homelessness, and substantial real increases in the Housing

Corporation grant to support subsidised rented housing by housing

associations. There are tethp;cal additions of naﬂrly € billion
a year (which do not affect GGE) resulting frﬂm the ‘reform of

housing subsidy system for local authorities. Offsetting savings
reflect higher New Towns housing receipts.

DOE - Other Environmental Services

+234 +158 +160

13. Additions provide more suppert for Urban Develcpment
Corporations (particularly for transport projects in London
Docklands); increased local authority credit approvals for waste
disposal and methane in landfill sites; the establishment of a
Climate Change Centre; increased envirommental research; and more

resources for the HM pollution and Planning Insp&ctmrates.

DOE - PSA

Property Holdings +319 +9 =53
Services +43 +12 +3

14. For Property Holdings, additions provide for higher rents,
major new works (including Parliamentary works), Ssome estate
rationalisation, and a further reduction in the backleg of
maintenance. Reductions in year 3 reflect higher receipts. For
Sarvices, additions include IT capital expenditure, set-up costs
of new design offices, and redundancy costs.

4
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+316 +413 +440

15. The settlement provides for a 9 per cent real increase in
expenditure on prisons in 1990-91 (with reductions below baseline
in later years to reflect lower priscn population projections);
additional staff for the passport department, more measures to
divert offenders from custody and new anti-drugs initiatives; and
a 6 per cent real growth in police grant on current expenditure in
1990-91 including an additional 1,100 police officers.

Lord Chancellor's and Law Officers' Departments

+77 +119 +1789

16. For LCD, additions allow for the resource implications of
the Civil and Competition Policy Initiatives, rising worklocads in
the county courts, and higher costs of legal aid; higher
accommodation charges (notably for the Crown court) and the rising
cost of the court building programme, partly offset by a slow-down
in new construction. For other legal departments, additions
largely reflect the rising costs of major building projects.

Department of Education and Science

+782 +870 +878

i7. The provision allows for increases between 1989-30 and
1990-91 of: B per cent for the Science budget on top of the large
increase announced last year; 24 p%ifg;;E_ for capital provision
for local authnrify achﬂnlérﬂzad colleges; and 9 per cent for
higher educaticn, to finance 27,000 more studant awards than
previously allowed for, an @ paf_ﬁent increase in the academic pay
bill, and inroads into the backleg of maintenance work. The plans
also allow for the cost of introducing top-up student loans in
September 1990. N T

5
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+38 +37 +46

18. A new three year settlement has been agreed, providing for
a substantial increase in real terms between 1989-90 and 1950-31.
There is alse extra provision for the British Library's St Pancras
project, to finance further construction work.

_Department of Health and OPCS

(+1198  / +1548 /+2122

1 R . |IILiL
19. Main additions provide for the knock-on effects of the 1989
pay awards to doctors and nurses; revised forecasts of demand=-led
expenditure on the Family Practitioner Services; continued growth
in hospital activity in response Lo demographic and  other
pressures; the costs associated with implementation of the NHS
Review; increases for hospital capital expenditure; and the likely

cost of pay awards in 1990-91 to non-clinical staff.
Department of Social Security
Attributable to DSE

Total Survey changes
{including adjustments to
rent rebate subsidy
attributed to DOE and WO)

20. The largest single factor explaining the increases in
1991-92 and 1992-93 is the impact of highar uprat;ng assumptionsa.
The underlying growth in expenditure is also important in 1992-93,
particularly in expenditure on pensions and disability benefits
(these increases were already in the baseline for the earlier
years). Benefit increases for poorer families and poorer
pensioners, and abolition of the pensiocners’ earnings rule require

extra provision. Expenditure on community charge benefit will be
6
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higher than on rate rebates. Thae net effect of changes in
sicknees and disability benefits will add to  expenditure,
particularly in the third year. Ten new measuras have already
been announced, helping % million sick and disabled pecple and
carers, costing E100 _ﬂllliun in a full year. The longer term
impact, however, will be to constrain the growth in spending on
these benefite as a result of the decisions to end the reduced
earnings allowance and to phase out the additional pension paid
with invalidity benefit. These increases are offset in part by
the effects of lower unemployment. Estimating changes in the
first two years also show savings. In addition, the Secretary of
State has also decided to find savings through not uprating Child
Benaefit, through changes to statutory sick pay, and by tightening
up the rules for recovery of maintenance from liable relatives.

Scotland

+479 +530 +601

21. Additions include formula conseguentials of changes to
English programmes (some £340/390/460 million). HNew provision
alse reflects higher receipts for the Scottish Development Agency;
additions to the block for local authority capital expenditure on
wvater services (for which there is no comparable provisien in
England and Wales following privatisation); and the cost of the
local authority settlement announced in July and the move towards
harmonising business rates with those in England.

Hales

+307 +321 +330

22. Additions are mainly the formula consequentials of English
settlements (some £170/190/220 million) and the cost of the local
authority current grants settlement announced in July.




+296 +362 +442

235 The additions include the cost of privatisation of Shorts,
and increases in social security provision as a result of
estimating changes and revised economic assumptions. The Morthern
ireland Block will also receive the normal formula consaquentials
of increases in comparable programmes in GB; these are expected to
amount to some €175 million in 199%0-91, £200 million imn 1931-92,

and £220 in 1992-93.
Inland Revenue +214

Customs and Excise + 39 ¢ 54 +1058

24 . Extra provision reflects increased workloads, including on
indapendent taxation, the Channel tunnel and 1932. There are
additions for information technolegy and for relocation of posts
from London. The plans take account of substantial efficiency
gains. Provision for payments of life assurance premium relief
and mortgage interest relief to non-taxpayers is increased.

Bationalised Industries

4915 +534 +512

25. Increased provision for British Railways and London Regional
Transport will allow substantial new investment, including safety
improvements. H&il fares are braadly assumed to rise in 1990 by
up to 3 per :ent 1n'¥EE£“termﬁi ﬂrfprnviaian has been mada for
new railway lines in London; but given satisfactory contributions
from  davelopers and a Bill laid by 20 November, provision for an
extension of the Jubilee Line into Docklands will be met from the
Reserve. The gross cost of this project will be E54]1 million in
£Egﬂéurvay period. Increased provision for Post Office supports
investment to deal with increasing traffic volumes and improve
quality of service. Reductions in year 3 on British Shipbuilders
reflact disposal of remaining yards and assets. Electricity

pricea are ptanned to rise hy €=_E§r cent in 1330- 91.
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26. Revenue Support Grant and payments of non-domestic rates
will be around £1% billion higher in GB than the 1985-90 levels,
ag adjusted for functional changes. This reflects the
introduction in England and Wales in April 1530 of the new
community charge system. There are also gignificant increases in
a number of specific grants to local authorities within
departmental programmes. Total central government support for
local authority current expenditure will rise further in the two
later years. An additional €670 million has been provided 1in
1990-91 for transitional grants to phase in the new community

charge system, rising to some £B00 million in 1991-92, reflecting

the costs to the Exchequer of the new area protection grant which

will replace the area safety net.







