PRIME MINISTER

POBLIC EXPENDITURE — THE EDUCATION PROGRAMME

The Chief Secretary's Office have told me that informal contacts
with other Private O0ffices, suggest the genaral messaqe to- kKeep

down bids in this yaar‘a gurvey may indead ha hﬂlng headed,

Blﬂdlnq_lﬂttcrs are due to bE rec21ved by 25 May

— -

The Chief Secretary is concerned however about the education

programme. For technical reasons, it is necessary for

ﬁf_ﬁhrcrcgmr to submit some bide before thE deadline. These

cover the uPEElflC grantﬂ paid by central government tGquﬂu

local authaflty education expenditure.

s

Mr MacGregor has bid for these teo increase by one-third next

year.

The Treasury are anxious, less this portend a general DES
atti;ggg_zg_the;gégféy. Last year's experience was that having
ﬂﬁt_ln very large bids (inherited from Mr Baker) Mr MacCGregor
fought tenaciously for them.

——

In order to smooth the Survey process, the Treasury see some
advantage in the message about the need for modest bids being

—ee e

FEJHfDIEEd “to DES.

—

¥You did of course intend to have a word with Mr MacGregor akout
his bids in the margins of the meeting on the national curriculum

last week: but pressure of time did not give the opportunity.

e — - e

Do you want to find another ocpportunity, ideally in the
margins of some other meeting, to have a word with
Mr MacGregor?

iy
Barry H Potter

18 May 1950
a: public (MT)




PRIME MINISTER

FOBLIC EXPENDI DUCATION PROCEAMME

The Chief Secretary's Office have told me that informal contacts
with other Private Offices, suggest the general message to keep
down bids in this year's Survey may indeed be being heeded.
Bidding letters are due to ba received by 25 May.

The Chief Secretary is concerned however about the education
programme. For technical reasons, it is necessary for

Mr MacGregor to submit some bids before the deadline. Thesea
cover the specific grants paid by central government towards

local authority education expenditure.

Mr MacGregeor has bid for these to increase by one-third next

year.,

The Treasury are anxious, lees this portend a general DES

attitude to the Survey. Last year's experience was that having
put in very large bids (inherited from Mr Baker) Mr MacGregor
fought tenaciously for them.

In order to smooth the Survey process, the Treasury sea some
advantage in the message about the need for modest bids being

reinforced to DES.

You did of course intend to have a word with Mr MacCGregor about
his bids in the margins of the meeting on the national curriculum

last week; but pressure of time did not give the opportunity.

Do you want te find another opportunity, ideally in the

margins of some other meeting, to have a word with

Mr MacGregor?

B
Barry H FPotter

18 May 1590
a: public [(MT)
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MONTHLY NOTE ON THE PSER

o WO E Ty

The PSBR in April is provisionally borrowing of
Ed: 1l blllycm. Excluding privatisation proceeds this is
£1.3 billion higher than in April 1989 and £1.1 billion
higher than anticipated last month.

Higher than expected borrowing by local authorities more
than accounted for the £1.1 billion forecast error in
April. Borrowing by public corporations was also higher
than expected, while central government borrowing was

lower than expected.

High borrowing by local authorities in April followed
lower than expected borrowing in March. This may partly
reflect capital expenditore incurred in March but not
recorded in local authority accosnts until April.
Delays in the payment of community charge may also be
partly responsible.

Recent trends in the PSBR indicate a c¢lose correlation
between public finances and economic activity.

The forecast PSER in the period May to July is expected
to be £0.1 killion, the same as in the Budget profila.
This would bring the total for the first four months of

15%0-91 to t£2.2 billion. Excluding privatisation

proceads, this is £0.6 billion higher borrowing than in
the same pericd in 1989.

PSF DIVISION 1B May 1990
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CONFIDENTIAL

BSBR in April

L. The PSBR in April ik provislonally borroving of £2.1 billion, the bulk of vhich was
accounted for by local authorities. Aprll's FSBR was £1.1 billion higher than forecast
in lagt month's Budget profile; higher than expected borrowing by local authorities in
particular and by public corporations were only partly offeet by lower than expected
borroving by central government. Excluding privatisation proceeds, the PSER in April is

£1.3 billion higher than a year ago.

Table 1: Borrowing in April fhilllon

- i
CGRE Q)

1990 outturn i 0.3

Difference from:
1990 Budget profile +1.1

1989 outturn 153
excluding privat-
-lzation proceeds

Z. The lower than expected borrowing by central government reflects mainly higher

Cuctoms and Exvise receipteé (by £0.2 billion) and lower than expected departmental
outlaye (by £0.3 billion). The former may be the result of greater than assumed Budger
forestalling in March which, because of payments lags, Increases receipts in A4pril.

There ie no information yet on the breakdewn of the lower central goverament spending,

= The LABE in April is the highest ever monthly figure beth in cash and real terms,
and the forecest error of £1.95 Billlion more than accounted for the whole of the error omn

tha FSER. There are two main factors which may be contributing te the lower than

expected April odtturn:

L

gome local authority borrowing my have slipped from March to April. It was
aesumed thset borrowing 1o March would be FEigh in view of the incentive to
foreptsll the nev capltal flnance regime. Part of this. borrowing may have
Epilled over Iintp April 1f cheques izsiued in March did not clear wntil April.

This would be more likely if & hipgh proportion of March spending took place




right at the end of the menth; if local suthorities wished to bring forvard
capitel purchsses from 1990-91 there would have been every adventage to leaving

the purchases as late sz possible in 19849-590,

receipts of community charge and NNDE may heve been less than expected as &
result of late billing and late payment. Charge capping may have contribuced
to both. Some allowance was made for this factor in the Budget profile, but
waE Bsgumed that the change in the timing of rate support grant, which i3

more copncentrated in the early months, would more than offset it.

4.  There is little information sc far on why public corporations borrowed £0.3 billiom

more than expected in April. 41l that 4is koown is that the Post OFffice borrowed

.l billipn more than forecast.

Eecent trends io the PSER

5. Chart 1 shows total borrowing ower the prevlous twelve months for the PSER and ics
components since the beglnnlag of 1982-8%. The observations Ffor Harch In each vyear
therefore coincide with cthe financial year totals and the figures for the other months

are on & comparable (ie twelve-ponthly) basis.

E. The charts show that betveen 1%83-84 and 1988-3% there was a4 clear downward trend in
the PSER which become much more marked at the beginning of 1986-87. The trend was
sharply reversed ar the end of 1988-89 reflecting primarily the behaviour of the CGBR(O)
with smaller contributions from the LABR and PCBR. The timing of these chanpes Iln trend
has coincided with turming points In ecomnmic activity; the acceleration in pgrowth 4n
1987 and 1988 was reflected in a much faster improvement in public finances, while the

more recent downturn in economic activity has been associated with & reduction in the

budget surplus.
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Chart 1 Trends In the PSBR: total aver previous twalve months
PFEBER
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Forecast for May to July

T The FSBE i1 forecast to he borrowing of £0.5 billion over the next three months,

bringing the FSBR 1n April to July te a total of £2.6 billiom.

B The forecast monthly path of the GGER{Q} in May to July is as detailed below:

In Hay the CGBR(2) is forecast to be £0.% billion. Debt interest pEYEENES &re
expected to. be seascnally high and TInland Bevenue receipks low. Partly

offeetting these factors will be the usual high receipbts of VAT,

In Junme, the CGBR(Q) is forecast to be £1.% billion. Both Inland Revenue and
Customs and Excise receipts are normally low in Jumne, but are expected to be
offset by szeasonally low interest payments. A& PSBR neutral grnat to British

Coal of £0.6/billion is also expected in June.

In July, the CGBR({O} is forecast ta be a net repayment of £1.6 billien.
Eecelpts of schedule D income tax agnd sdvarce corporakion kax dre;, EB ususl,
expected to be high in July and will he only partly offser by high intereat

PEFMEDLS.

£ The CGER(O) for May to July assumes that there will be some unwinding of April's

diecrapancy from the Budgec profile for Custoss and Excise and net depactmental outlays.

In addition, Inland Revenue cecsipts are now expected to be gsomewhat less than the Budger

profile in Hay. On the ather hand, receipts of netional insurance contributions are

expected to contimue to be rather abowse profile. The net effect is an expected reduction
in April's discrepancy From the Budget profile; che CGER(D) in the first four months is

expected to be 1.4 billion, £0.3 billion less than fn the Budget profile.
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Chart 2 Comparisons with 1989-80
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Chart3 Comparisons with 1990 Budget profile
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10. Local suthorities are expected teo smake a pet repayment of £0.1 billicom over the next
Eheee monthe, bDringing the LABE £for the flrst four monthe to £1.6 billiom. This is
rather higher borrowing than in the same peried in recent wyesre &8s 8 result of the
pEsuEpticn  that community charge receipts will be spresd more evenly throigh the wyear
then were domestic rates. In previcus wvesrs, &8 bhigh proporcion of rate Income  was
received 4in Hay and June as a result of s high proportion of payments being mede in two
ingtelEenta due 1in |'|['-r'i| and Cocteober. LateT TE'I'.'E'.'i.]_"I:'E ot |;'.._lr|1|7||,|1'|;i':':tlaI |'h.'|rE,|-' Are, however,
expected to be partly offset by earlier peyvment of rate support grant.

Chart 4: LABR 1990-81
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1l. Public corporations are expected teo make a net repaveent of £d.6 billion in Hay to
July, which would mere than cffset bBorrowing in April eof I0.2 billicm. Excluding the
expecred £0.6 billion grant from central government to British Ceal in June, which
PSER neutral, the FCER in the first four menths weuld be £0.2 bBillien, the same as

April to July last year.
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