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1989 SURVEY: PROGRESS IN FIRST ROUND BILATERALS

This note sketches progress to date, and looks at the next steps.

Bilaterals to date

& Annex A shows the position. You have held bilaterals on all
the major departments except MAFF, Energy, the transport
industries, OAL, the Celts, and Customs. Bilaterals on each of
these will be held in the next few days.

3. You have settled most of DTI. Northern Ireland looks
virtually settled. Most ol departmental Encrgy is tied up.
Discussions on the legal departments rest with officials.

4. Bargaining has begun on FCO/ODA, HO and DH; it looks likely
to begin soon on DE. But we have seen no movement from DTp or DOE
and virtually none from DSS; it remains to be seen whether we get
any out of DES and MOD.

Latest Scorecard

5 The latest scorecard is at Annex B, along with a summary of
the reasons for the main changes. We have increased our central
adjustment for year 2 by £% billion, given the advice of LG that
the discussions on the community charge may lead to a package
worth some £300/700/300 million - rather more in year 2 than we

had previously allowed for.
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(% Annex C shows the implications for GGE and the ratios.

(i As in past scorecards, we have assumed Reserves of
£3/7/10 billion. This is only a working assumption. The size of
the Reserves will be for you and the Chancellor to decide towards
the end of the Survey. But there is not much room for manoeuvre

if the Reserves are to be credible.

Prospects for GGE

8. We have reviewed the figures for debt interest, the national
accounts adjustments, and local authority self-financed
expenditure; but the only significant change from previous

scorecards is a reduction in 1local authority self-financed
expenditure in years 1 and 2 to give a smoother profile. The
overall additions to GGE are only slightly different from last

week for years 2-3, but lower in year 1.

9 The figures for money GDP reflect EA's latest view of the
position for 1989-90. For the later years they use the July
assumptions for the GDP deflators, and the FSBR real growth rates.
These numbers, like those in the paragraph above, are very much
subject to the outcome of the Autumn forecast.

10. The estimate of GGE excluding privatisation proceeds in
1989-90 has been reduced, in 1line with the 1latest monthly

assessment. There 1is also a lower estimate of national accounts

adjustments in that year.

11. The net effect of all these changes is that the pattern of
GGE ratios looks less satisfactory this week (% of GDP):

1989-90 X1390-91 1991-92 1992-93

38% 39 39 38%
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But the ratio for 1989-90 is close to the point where it would
round to 38%; similarly, the ratio for the last 2 years are close
to 38%% and 38%%. The real growth rate between 1989-90 and
1990-91 has increased to 3%%, all due to the lower estimate for
1989-90. The average real growth rate for 1988-89 to 1992-93 is
2%, as last week. It would not take a very big improvement to get
us back to the FSBR ratios for 1990-91 and 1991-92, and to the
Autumn Statement average real growth rate of 1%%.

Second round bilaterals

12. Second round bilaterals have been fixed up (see Annex A) for
DSS, DH, DE, MOD, HO, FCO/ODA and DOE. Second round bilaterals
will also be needed for DES, and DTp, as well as for any of the
departments still awaiting first round bilaterals. I gather it is

proving difficult to fix a time for DTp.

13. Thereafter there may in some cases be scope for an exchange

of letters and conceivably some third round bilaterals.

14. Your aim in the second round bilaterals will be to reach a
firm judgement whether a programme will go to Star Chamber; if
so, to put yourself in the best possible position to get a good
outcome; if not, to set the scene for some haggling and a

settlement over the next few weeks.
15. In practice, departments fall into 3 categories:

(a) temporarily in baulk - DOE (because of the Community
charge discussions), and DSS (because of the need to
consult on CB).

(b) probably negotiable - DH (you have made an offer),

and HO (Mr Hurd has written), as well as FCO/ODA, and

some smaller departments.
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(€) unclear - MOD (Mr King refused to engage at the first
bilateral, and is to write); DES (Mr MacGregor is to
write); DE (Mr Fowler is to write); DTp (you are
discussing rail on 22 September); MAFF, SO and WO
(bilaterals still to come)

16. We doubt if there is any point in making moves on (a) until
the logjams clear. So you may want to focus over the next week or
so on making as much progress as possible towards settlements on
(b), and establishing how much progress is possible on (c). Given
the 1likelihood that (a) and some of (¢) will go to Star Chamber,
it would be helpful to have come closer to a settlement on (b) and

some of (c).

17. Where a settlement is in prospect, you will want to get down
to haggling. You have made an offer on DH, and on FCO/ODA.
Mr Hurd has on HO. On any departments promoted out of category
(c), you will want to consider in each case whether to make the
first move, or to go on trying to drag it out of your opposite
number. Any offer could be made in full bilateral, in a smaller
meeting, in a private meeting, or on paper. The haggling is often
better done with few officials, or possibly only one or two, on
each side. Some detailed issues can be settled by officials ad
referendum, provided that Ministers can agree on the overall

envelope or principles defining the scope for manoeuvre.

18. It will be crucial to persuade each colleague that the
outcome you seek can be presented by him positively.

19. If there is little prospect of a settlement, your aim between
now and 6 October will be to try to pick out the issues that must
go to Star Chamber on each programme, and to put yourself in the
strongest possible position. This may mean, for instance, making
an opening offer designed so that your position seems not
unreasonable, but also so that Star Chamber can split the
difference without exceeding the forecast outcome. To make Star
Chamber's work manageable, smaller issues will need to be settled
bilaterally, so that the group can focus on the key issues for
each programme. It probably helps if the difference between you

SECRET - SCORECARD



SECRET - SCORECARD

and your colleagues is neither so small that Star Chamber feel
they have nothing real to decide, nor so big that there is scope
for a disaster if they are slightly more generous that we expect.
This might mean that the envelope within which we ask them to
settle all the programmes in front of them should be at or
slightly below the sum of the forecast outcomes on the issues we

put to them.

aa ey ith PM

20. You and the Chancellor are meeting the Prime Minister on
3 October. You will want to discuss with her the likelihood that
Star Chamber will be needed; we can, if necessary, give you a
draft minute shortly thereafter asking her to set it up. You and
the Chancellor will want to think whether you want to suggest that
Sir Geoffrey Howe be involved in the 3 October meeting. You will
also want to be ready to discuss with her who should be on Star
Chamber. We will be providing a note on all these questions, for
discussion with the Chancellor on 2 October, together with an

updated scorecard and a draft position report for the PM.

Star Chamber

21. At present, DOE, DTp, DES, DSS, MOD all seem to be possible
candidates for Star Chamber - or, in the case of DSS, an ad hoc
group including the Prime Minister and the Chief Whip. (SO and WO
may also go to Star Chamber). But it is early days yet. We may
see some movement from DOE when the outcome of the discussions on
the community charge is known; and from DSS when the Law Officers

have given their advice on Child Benefit.

22. Star Chamber normally begins by reviewing the task before it,
on the basis of a paper from you. This ideally needs to happen on
16 or 17 October - a quick start is necessary if the work is to be
finished on time. Some programmes may in the event be settled
outside Star Chamber; but we need to keep the pace up in case Star
Chamber is required to settle a number of programmes.
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23. It is worth noting that in each of the last 2 years it was
not clear until the very last minute that Star Chamber would not
be needed. All the preparations were made, and Star Chamber was
formed and met; we need to proceed on the same basis this year.

Preparations for Star Chamber

24. Unless a programme has been settled by 6 October, we should
agree with the relevant Minister during the last bilateral or
exchange of correspondence that officials should start
preparations during the Party Conference. (These preparations can
of course be aborted if a settlement is reached at Blackpool or

back in London the week after).

25. We will give you a fuller submission in the week after next
on how all these preparations will be handled. But in summary the
steps are as follows. Treasury officials will draft short papers
(about 2-3 pages) setting out the issues on each programme; we
will agree these papers with officials in the relevant department
during the week of the party conference, ready for circulation to
Star Chamber at the beginning of the following week. For your own
use only, we will also update the briefs on each individual
programme. Separately, we will prepare much shorter briefs for
Star Chamber members, and a handling brief for the Chairman. We
also need to write the paper for you to present to Star Chamber.

26. You may want to discuss all of this with us.

i

J MACAUSLAN
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gepl.ip/tables/bilat prog

- PF'{ESS IN BILATERALS

DEPARTMENT FIRST ROUND OQUTCOME

DSS 7/9 DSS letter 20/9

DH 8/9 CST letter 20/9

DTp 11/9 DTp letter 19/9

MOD 11/9 MOD letter due 19/9,
likely 22/9

DOE 13/9 DOE letter 18/9

HO 14/9 HO letter 21/9

DES 13/9 DES letter due 22/9

DTI/ECGD 18/9 Almost settled

DE 18/9 DE letter due 25/9

FCO/0DA 19/9 Both sides to
reflect by 25/9

IR 20/9 IR to write by 25/9

WO 22/9

DTp (nat ind) 22/9

Customs

MAFF

SO

OAL

N Ireland

[?28/9]
27/9
[28/9]

3/10

21 September 1989
ANNEX A
SECOND RQUND
[26/9 if appropriate]
25/9

[difficulties in arranging]

27/9

3/10

2/10

[to be fixed for 4-5/10]
[Correspondence prob enough]

29/9

4/10
FST may be able to settle
May be needed

[See DTp above]

May be needed

May be needed

[prob not needed: may be settled in correspondence]
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Date of last update:

21/09/89

(imillion].

1991-92

Scotland: forrmula

Scotland: local government

Wales: negotiable 4,133,
Wales: formula

Wales: local government

Northern Ireland: negotiable 5,655,
Northern Ireland: formula

Chancellor’s Departments &,322.
fabinet 0ffice, Erivy Council Office, etc 337
Furopean Comnunities 1,950,
Nationaliced Industries -396.

Optimism/bids to come

o S om Y o i o Y3

1990-91

BASELINE

Ministry of Defence 21,187.0
FCO - Diplomatic, Information, Culture 841.0
FCO - 0DA 1,627.0
Intervention Board for Agricultural Produce 1,342.0
Ministry of -Agriculture, Fisheries and Food 578.0
Forestry Commission 77.0
Trade and Indust-~y 1,300.0
Export Credits Guarantee Department 122.0
Energy 421.0
Department of Employment 3,887.0
Department of Transport 2,645.0
DOE - Housing b, 18750
DOE - Other Environmental Services 1,194.0
DOE - Property Services Agency -138.0
DOE - Local Government 19,365.0
Home 0ffice (inc. Charity Commission) 4,504.0
legal departments 1,188.0
Department of tducation and Science 5,824.0
0ffice of Arts and Libraries 56.0
-Department of Health and OPCS J 20,987.0
Department of Social Security §5,126.0
Scotland: negctiable : 9,179:0

1999-91
JEPT
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LEL
629.
984.
408,
144,

521.
118,
1,410
‘6.
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1.
38,
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FORECAST
OUTCOME
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1
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1991-92
DEPT
POSITION

199.
-141.
125.

56.

43.
169.
1,012.
1,196.
428,
156.
744,
722.
206.
15781

52

2,744,
2,028.
104.
864,
156.
219.
388,
78.
149.
316.
301.
15,

1,417,

1991:-92
FORECAST
OUTCOME

-143,
73,

-49,
=1
2.

-224.

538,

771,

124,
42.

786.

516.

130.

837.
10.
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|
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I
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I 2,014.0 700.0
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i 149.6 89.9
i 5.6 5.6
foew <2902 5 -174.6
fe el 90Ky -92.2
i 33.1 31.6
RO 053 - -032.5
! 1,350.0 609.0
b 1,273.4 739.4
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SUMMARY OF CHANGES IN FORECAST OUTCOME
SINCE LAST SCORECARD

Ministry of Defence

FCO - Diplomati:, Information, Culture
FCO - Oversea: Cevelopment Administration
Intervention B:ard for Agricultural Produce
Ministry of Agriculture, Fisheries and Food
Forestry Commizzion

Trade and Indus:cry

Export Credits Guarantee Department
Energy

Department of Sxployment

Department of “~ansport

DOE - Housing

DOE - Other Environmental Services

DOE - Property Services Agency

DOE - Local Government

Home Office (inc. Charity Commission)
Legal departmen:ce

Department of Education and Science
0ffice of Arts and Libraries

Department of Health and OPCS

Depdariment of Sccial Security

Scotland: negotizble

Scotland: formulsz

Scotland: locai government

Wales: negotiab.s

Wales: formula

Wales: local government

Northern Ireland: negotiable

Northern Irelarc: formula

Chancellor’s Departments

Cabinet Office, ®rivy Council Office, etc
European Communities

Nationalised Incustries

Bids to come/optimism

i
1

1990-91

i CHANGE IN

FORECAST
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gepl.jw/docs/diff21.9 (ﬁ%)
Changes in forecast outcome

(1) IBAP: savings lower because anticipated devaluation of
green £ in 1990-91 larger than forecast; also increased market
support because of revised forecast of 1989 harvest;

(ii) MAFF: revised estimate for take up of capital grants,
and lower savings forecast on reductions proposed by Treasury;

(iid) ENERGY: reduction in UK Atomic Energy Authority's
EFL offered in Mr Wakeham's letter of 15 September;

(iv) DOE-HOUSING: less optimism on credit approvals and New
Towns receipts partly offset by likelihood of defeating DOE bid
for LA capital grants for renovation;

(v) DOE-OES: DOE unlikely to be able to offer receipts from
sale of land around Docklands Light Railway in year 3;

(vi) PSA: (a) increased forecast outcome for IT bid and also
offsetting receipts from clients no longer expected;

(b) hard to resist increased staffing and
administration bids with no offsetting receipts;

(vii) OAL: British Library, St. Pancras: lower bids for
construction and telecommunications;

(viii) HEALTH: reductions in years 2 and 3 reflect low priority
that DH believed to put on capital loan fund bids (but forecast
outcome on capital loan fund possibly too optimistic);

(ix) DSS: increase in administration costs reflecting:
(a) more realistic appraisal of strength of DSS bids;
(b) settlement at official level of (£110/125/210m) on
running costs plus additions to cover RC element of new policy

bids;

(x) WALES (negotiable): changed economic assumptions leading
to increased bids on HRA subsidy and interest rate concordat;

(x1i) WALES (local government): previously incorrectly scored:
no material change;

(xii) SCOTLAND: arrangement for funding transitional grant for
harmonising business rates in Scotland incorrectly scored: no
material change;

(xiii) CHANCELLOR'S DEPARTMENTS: increased bid for pay from
Paymaster General's Office; revised estimate of likely Treasury
bid;
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ANNEX C
SECRET

ADDITIONS TO GGE (EX PRIV PROC)

(£ billion)

1989-90 1990-91 1991-92 1992-93
Baseline GGE ex priv proc 210 22015 228.95
Additions on scorecard : 8% 10% 14%
Drawdown of Reserve 1 -4 -4 -4

Additions to local authority
self-financed expenditure,

central government debt interest,

and other adjustments 1% 1% 1%
TOTAL ADDITIONS TO GGE 5% 7% 11%
NEW GGE (ex priv proc) 199.2 215% 228% 239%
Money GDP T 516 552 587% 621

Ratios of GGE to GDP 38% 39 39 38%

1 Giving Reserves of £3/7/10 billion.
74 Using July deflators, and real growth of 2% in each of 1989-90 and
1990-91 and 2%% in each of the later years (as in FSBR).

2 Skpiercr
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* ANNEX D

SECRET

.XPENDITURE TRENDS

GGE EX PRIV PROC

(£ BILLION)
Cash Real % Real growth % GDP
on previous year

1978-79 (outturn) 75.0 15373 50y 43%

1979-80 90.3 1583 3.3 43%

1980-81 109.0 161 .1 1.8 46

1982-82 121.0 163.0 12 46%

1982-83 L3321 167.5 257 46%

1983-84 141.6 170.2 157 45%

1984-85 a2l 175.0 2.8 46%

1985-86 160.9 174.17 -0.2 443

1986-87 168.8 177.6 1.7 43%

1987-88 176.9 176.9 -0.4 413%

1988-89 185.7 173.1 -2.2 39% PEWP FSBR
1989-90 199.2 L7355 0.3 38% (39%) (39%)
1990-91 (forecast 215.8 129 .0 3.2 392 (39) (39
of Survey outcome)

1991-92 228.5 183.2 38 (38%)
1992-93 23949 186.6 19 38% [38]
Annual average real growth (%)

1968-69 to 1978-79 3

1978-79 to 1988-89 1%

1987-88 to 1992-93

1988-89 to 1992-93

1989-90 to 1992-93 2%

2.( S€)5004E
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PUBLIC EXPENDITURE SURVEY : PROGRESS REPORT

fa]st.

As expected, very difficult Survey - probably the most difficult

oducti

since 1980. Intense economic and political pressures for higher

spending across whole range of programmes.

2. July Cabinet agreed that top priority was to defeat

inflation. Remit was to :-

- maintain downward trend in GGE ratio (ex pp).

- stick "as close as possible to existing plans".

(Necessarily vague, given change in definition of planning total.)
3 Starting point 1is existing plans which imply only modest
decline in ratio. Low expenditure and higher money GDP pushed
ratio down in 1988-89. Could happen again this year, to some
extent (though spending not likely to undershoot). Recognised

therefore that might be a blip up in the ratio in 1990-91. But
all the more important to have some decline thereafter.

4. Even this ambition now at risk. Since July, total bids

risen. Anything for the Community Charge would be extra.

BILATERALS

S. First round bilaterals on all programmes; second round

meetings on some.

(i) Virtually Settled : DTI, Northern Ireland, Department of
Energy.

(ii) Entered serious negotiations on Health, Defence, Home Office,
Wales, FCO, Employment.



e w2

(iii) Proving difficult : DOE, Transport (including Nationalised
Industries), Education, MAFF, Scotland. Some difficult specific

policy issues on Social Security.
LIKELY SURVEY OUTCOME

6. Excluding any addition for the Community Charge, forecast

outcome of Survey implies:-
- Substantial cash additions to GGE.

- Rise in GGE ratio in 1990-91, very 1little decline
thereafter, year 3 about same as 1989-90 outturn (assuming
latest wunpublished assumptions about money GDP - could ga

down as well as up). )

- Real growth in GGE over Survey period broadly the same as
that of real GDP ie well above 1% per cent achieved between
1978-79 and 1989-90.

Forecast outcome already assumes tough decisions on Social
Security, Defence, Transport, Employment, Home Office, Education.
Chief Secretary pressing very hard on individual programmes but
unlikely to do better in aggregate. Anything extra for Community
Charge adds directly to planning total on new definition, and

likely to push up general government spending.
KEY OUTSTANDING ISSUES

7. (1) Social Security: Child benefit - Treasury seeking
further one year freeze, and to end present uprating
assumption in PEWP in years 2 and 3. Law Officers
advising on uprating assumption. Unemployment benefit
- Treasury option to replace UB by income support
after six (rather than twelve) months requires primary
legislation. Disability - scale of package needed this
year to respond to OPCS and contain long term upward

trend in spending. Department bidding for amounts
2
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"These must be handled in Survey context. Strong case for
gszﬁéhmhhéad with improvements in existing LRT lines and with
the Jubilee Line Extension for Canary Wharf (subject to O & Y
contribution), but postponing East-West crossrail and

Chelsea-Hackney. "




rising to £% billion in 1992-93, including major new

benefit, with no net savings until next century.

(ii) Transport: (Total road and rail bids about £6% billion
over three Survey years.) Affordable scale of extra
spending on roads, following E(A) and White Paper
commitment, given risk of construction overheating.
Cost overruns, particularly on Channel tunnel related
rail investment. Large bids, additional to those for
safety, for London Transport. Realism and
affordability of commitment this year to three new
London rail mega-projects [lFW Crossrail and Chelsea
Hackney, to reduce congestion, plus Jubilee Line

extension for Canary WharfiJ?LﬂDepartment wants to

s,

introduce two private Bills this November.) | ,usfeT hick
: MONCHK. 'S CONTRIBUT (onN
é;ﬂw le3€)
(iii) Environment : How much extra can be afforded this year

to meet preferences for subsidised housing to
complement possible homelessness package. Consistency
with past policy and market orientated approach; no
public policy commitments; steeply rising (Housing
Corporation) baseline. How much can be afforded for
UDCs etc given escalating cost of Docklands transport.

(iv) Education : Affordability. A wide range of very large
bids on higher education, science, schools capital.
Big gap remains, especially on schools capital and

science.

(v) D nce : Extent to which effects of higher inflation
can be absorbed by achieving 2%% efficiency savings

promised at Prime Minister's VFM seminar.

(vi) ODA : whether overseas aid should maintain its share
of GNP, when public expenditure as a whole is falling
as a proportion of national income.

(vii) Employment : Scale of reduction in baseline to reflect
lower unemployment, demography, need for employers to
3
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(viii)

(ix)

(%)

(x1)

contribute more towards training, and scope for
limiting access to ET by groups not covered by

manifesto guarantees.

Scotland : How vigorously to pursue reductions in
Scottish over-provision eg by adjusting population
base or disallowing bids on block or absorbing part of
AEG settlement within block.

OAL : Seeking to re-open generous 1987 3-year deal.
Strong arts and museums lobbying.

CIlLra JOVEeINMernt UPPOTX OX DCal gOVeIrnner
capital spending (relevant especially to Education,
DOE) : Extent to which Central Government should
signal need for restraint on LA capital spending, by

holding down Central Government support (credit
approvals, grant). Huge overspend this year. Risk
that receipts could start to fall away after 1991-92,
but ample accumulated receipts in 1990-91. Low
priority of much LA spending.

Running costs : Growth in 1990-91 likely to be nearly
10%. Real pay pressures, but need for maximum efforts
to absorb through greater efficiency gains. Large
executive departments should aim for over 1%% target.
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ANNEX A

STAR CHAMBER

Referrals

DOE (Housing and Other Environmental Services)

uite likel
Transport (including Nationalised Industries)

Education

Social Security

Possible : Employment
Defence
Scotland

Star Chamber can be set up by correspondence. Chief Secretary to
minute Prime Minister, copied to colleagues, picking up reference
to possible need for Star Chamber in July Cabinet minutes. No
need to identify Departments likely to be referred.

Prime Minister will want to consider membership of Star Chamber.

It could comprise:-

Sir G Howe
Mr Lamont
Mr Ridley

Plus (depending on progress on their programmes by the end of the
week) two or three from:

Mr Wakeham

Mr Clarke

Mr MacGregor ) but may not have settled by then

Mr Fowler )

Parliament will be sitting during Star Chamber, dealing with some
very difficult Commons business. Timetable is tight, given water

privatisation. May be a case for six members.

5
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ANNEX B

PROGRESS IN INDIVIDUAL BILATERALS

DEFENCE

MOD increased their bids substantially following the revised
inflation assumptions issued in July. They made some reductions
following the first bilateral, but still seek to reopen 3 year
settlement. Reasonable possibility of settling outside Star
Chamber, but large gap still remains in years 2 and 3 following

second bilateral.

Main issue : impact of higher inflation and scope for efficiency

savings, to offset it.
FCO - DIPLOMATIC

Bids substantial - mainly running costs. Settlement probably

possible, linked to acceptable deal on aid.

Main issue : scope for pruning lower priority diplomatic service

activity to offset rising costs.
FCO - OVERSEAS DEVELOPMENT ADMINISTRATION

Large bids to meet existing commitments and new demands which
would increase overseas aid as proportion of GNP. Still

significant gaps to be bridged at second bilateral.

Main issue : how far overall programme needs to grow in real
terms, allowing flexibility for new initiatives (eg on
environment) in addition to commitments (eg Nigeria), and whether

in addition it needs to maintain/increase its share of GNP.

AGRICULTURE

Reductions offered on CAP due to prospects for harvest; but
1
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‘substantial new bids for domestic agriculture. No significant

savings offered at first bilateral.

TRADE AND INDUSTRY

Virtually settled. Mr Ridley has offered substantial savings
below baseline, though with some increases (not finally settled)

on running costs. Details to be tied up in correspondence.
ENERGY

Settled close to baseline on departmental programme. Electricity
privatisation precludes firm decisions on Nationalised Industries
pending contract negotiations. Major long term threats on Coal,
but, as working assumption, stick to baseline for Autumn
Statement. Electricity EFL still to be decided.

EMPLOYMENT

Following first bilateral, Mr Fowler reduced bids and offered
savings to stay roughly on baseline (somewhat over in year 3).
Treasury looking for substantial reductions below baseline in all

years. Could go to Star Chamber.
TRANSPORT (including Nationalised Industries)

Road and rail bids total some £6% billion. Treasury accept case
for significant increase, but want substantial reductions in bids,
on grounds of realism, as well as affordability. Unlikely to

settle without collective discussion.

Issues : Department not moving from £3 billion road bid justified
by higher construction costs, early start to expanded road
programme following White Paper. Little progress on rail.
Department bidding to cover escalating costs, particularly of
Channel tunnel related rail investment (including property blight
in Kent). Also large new bids for London Transport (on top of
safety). No substantive discussion yet possible on 3 rail mega-

projects (EW Crossrail and Chelsea Hackney to relieve congestion
2

SECRET



SECRET

. plus Jubilee line extension for Canary Wharf). Department wants

private Bills on 2 mega-projects this November (including Jubilee
line). (Uncertainties about financing and timing of construction

of Channel fixed link could be relevant).

ENVIRONMENT

Very difficult. Little movement on substantial bids for housing,
local environmental services, urban spending (including LDDC). May
go to Star Chamber.

Issues : Department wants significant increase 1in subsidised
housing as well as homelessness package. Treasury resisting
former on grounds of realism, affordability and politics. Huge
bids for local environmental services (in practice largely LA
administrative buildings and leisure centres as well as more
important waste disposal items) to cushion possible, but
uncertain, impact of lower receipts. Scope for offsetting

escalating cost of Docklands transport (where latest reports

suggest Rosehaugh Stanhope may be wavering on Royals).

HOME OFFICE

Progress on key issues, but still some way to go. Settlement
likely.

ues : Implication of 1lower prison population projections
(allowing surplus of places in 1992-93) for spending on new and
existing prisons. Scale of additional police manpower needed to

meet public commitments.

EDUCATION

Could be long slow negotiation, possibly to Star Chamber. Mr
Baker submitted wide range of very large bids for higher
education, science, schools capital, and other minor items. Mr
MacGregor offered only small reductions so far, leaving big gap on

science and schools capital.

E RET



OFFICE OF ARTS AND LIBRARIES

Mr Luce seeking to reopen 3 year deal agreed in 1987 (rolled

forward last year). First bilateral 3 October.

Issue : effect of inflation on 3 year deal.

HEALTH

Constructive progress, early settlement likely. Substantial
additions (over £1 billion in 1990-91) wunavoidable to implement

NHS review and maintain reasonable level of service growth.

Issue is scale, in face of inevitable uncertainties about likely

costs of review.

SOCIAL SECURITY

Additions since April 1988, including agreed benefit bids, worth
£1 billion in 1990-91. Discussion narrowed down to a few key
issues which will need to be referred to colleagues.

Issues : Child benefit. Treasury want further 1 year freeze, with
protection for poorer families, and to reverse present uprating
assumptions in PEWP for years 2 and 3. Annual upratings would
still need policy decisions. Law Officers advising on this.
Unemployment benefit. Department question politics of Treasury
option to replace UB by income support after 6 months (now 12).
Needs primary legislation. Disability. Need to respond to OPCS
report and contain sharp long-term upward trend in spending. In
July John Major proposed a £100 million package to meet key
pressure points, in return for longer term action to reduce real
growth in spending on disability. Department now bidding for
amounts rising to £% billion in 1992-93, including major new

benefit, with no net savings until next century.

SCOTLAND

Mr Rifkind's wunwillingness to discuss ways of reducing over
4
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.provision led to postponement of first bilateral. Could go to

Star Chamber.

Issue: Mr Rifkind seeking extra provision, beyond formula

consequential of comparable English increases; Treasury seeking to
reduce Scottish over provision, either by an adjustment for
diverging trends in population, or by other means. Bids outside
block unlikely to cause trouble.

WALES

At first bilateral Mr Walker showed signs of willingness to
moderate bids. Settlement likely.

Issues : Mr Walker has bid for programmes normally covered by the
block arrangements (as well as for expanded industry programmes,
including RSA).

NORTHERN IRELAND

Settled. Additions for Shorts and social security. (Mr Brooke

withdrew some bids and agreed to absorb others).

RUNNING COSTS

Total of departments' bids would represent over 11 per cent
increase in running costs in 1990-91 compared with 1989-90. Real
pay pressures will make it difficult to reduce this much below 10
per cent. Main issue is scope for efficiency gains to offset pay
and price increases, and extent to which these can be taken as

expenditure savings.
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PLANNING TOTAL AND STATE OF THE RESERVE 1989-90

This submission provides details of GEP's September assessment of the
Reserve and planning total for 1989-90.

25 This month's assessment estimates total claims on the 1989-90

Reserve to be £4.2 billion against a Reserve of £3.5 billion. This

implies an overspend of £0.7 billion on the 1989 PEWP plan of

£167.1 billion and a planning total outturn of £167.8 billion. This
. month's assessment is £0.4 billion above August's.

CONFIDENTIAL



The main increases since last month's assessment are:-

i. £850 million fewer privatisation proceeds mainly
reflecting the decision to make the cash injection into the
water companies in one instalment, rather than in three as

previously assumed;

- B O £100 million for British Coal mainly reflecting an
overspill of costs from 1988-89, lower sales to CEGB and further

restructuring costs;

Fixeie £80 million for Social Security to correct a technical
error in last month's DSS forecast; DSS had inadvertently used
an unemployment assumption of 17l million instead of
1.75 million as in the Summer forecast.

The main decreases since last month's assessment are:-

i. £250 million for Electricity (England and Wales) mainly
reflecting lower payments of corporation tax by CEGB;

L5 et ¥200 million in the estimated outturn for Defence;

S £150 million for IBAP mainly reflecting savings on
disposal schemes of milk products, increased receipts of export
levies and reduced intervention purchases for cereals and lower
payments on the variable sheep premium scheme;

iv. £50 million for British Rail reflecting a reduction to
£200 million in the expected EFL overshoot.



The estimated outturn reflects the following assumptions:-

i, Defence expenditure slightly above the original cash
limit - but some £700 million 1lower than MOD's full possible
entitlement (ie. including EYF and BNFL);

F R the forecast for Social Security assumes a year on year
growth in take up similar to that which occurred in the mid
1980s, in contrast to the very 1low rate of growth between
1987-88 and 1988-89. This sharp reduction was in ST's view a
"one-off" effect caused by changes in the benefit regime;

1344 a shortfall on cash limited votes slightly lower than
last year - £1.2 billion compared to £1.4 billion ‘(on-\a
comparable basis) in 1988-89. The lower shortfall results
mainly from the lower forecast underspending against final cash
limits by Employment;

iv. local authority expenditure some £2.9 billion above
plans. Additional gross spending of £3.2 billion is partly
offset by £240 million extra local authority capital receipts.

v. a net demand for external finance by nationalised
industries of £290 million. This is some £0.3 billion higher
than the White Paper plans of -£30 million;

vi. privatisation proceeds of £4.4 billion, some £600 million

below plans;



6. Table 1 shows the main claims on and benefits to the

. Reserve: -

Table 1: Main claims and benefits to the Reserve, 1989-90

£ million
Estimated total

net claims

Central government 310
of which:

Northern Ireland (inc. Shorts) 310
Health (inc. NHS/FPS pay review) 290
ECGD (interest costs) 120
End-year flexibility from 1988-89 890
Cash limit shortfall -1,240

Local authorities 2,910

of which:

. Relevant current 1,520

Other current -320
Capital 1,720

Public corporations 370

of which:
Nat Ind EFLs 320
List I & II PCs 90
List III PCs -40

Privatisation proceeds 600

Total estimated claims 4,190

Reserve 3,500

Estimated overspend 690

7. The attached annex shows the latest estimate of outturn analysed

by department, compared with the 1989 PEWP plans and last month's



assessment. The attached chart shows how our assessment of the

planning total outturn has changed each month.

8. Claims on the Reserve totalling £1.0 billion have been formally
agreed. Table 2 shows the total claims charged and expected,

discretionary and non-discretionary.

Table 2
£ billion
Formally Expected Total
agreed

Discretionary 0.7
Non-discretionary 0.3 147 2.0
TOTAL 1.0 32 4.2
9. The running costs outturn is expected to be £14,208 million,

nearly £60 million above initial limits. This assumes underspending
of £50 million on final running costs limits.

Conclusion

10. Our latest assessment is that the 1989-90 planning total will
be overspent by some £700 million. Paragraph 5 notes some of the
uncertainties that surround this estimate. Meanwhile the assessment
underlines the need for a rigorous approach to any bids on the
1989-90 Reserve.

N Hawskws

‘PP, M G RICHARDSON



1989-90 TOTAL PUBLIC EXPENDITURE BY DEPARTMENT

CONFIDENTIAL

£billion

Ministry of Defence

Foreign & Commonwealth Office - ODA
Foreign & Commonwealth Office - other
Curopean Comiiuinitly

Intervention Board for Agricultural Produce

Agricul ture
Forestry Commission
Trade & Industry
Expart Credits Guarantee Department
Energy
Department of Employment
Department of Transport
DOE - Housing
DOE - Property Services Agency
DOE - Other Environmental Services(6)
Home Office(incl Charity Commission)
Lord Chancellors and Law Officers Dept
Department of Education and Science
Office of Arts and Libraries
Department of Health and OPCS
artment of Social Security
‘1‘ L Superannuation
Scotland
Wales
Northern Ireland
Chancellor's Departments
Cabinet Office, Privy Council, Parl etc
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Change on
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(5)
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Implied overspend on plans
Reserve available

(1) Cm 621 adjusted onto Departmental groupings to be used in the Autumn Statement.

(2) Consistent with PEPR(89) 6.

Q) Consistent with PEPR(89) 7.
)

Column 4 = Column 3 - Column 1, calculated on unrounded figures and independently rounded.
(5) Column 5 = Column 3 - Column 2, calculated on unrounded figures and independently rounded.
(6) Including Office of Water Services and Ordnance Survey.

* indicates less than +/- £5 million.
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PUBLIC EXPENDITURE PLANNING TOTAL
CHANGE FROM PLANS 1989-1990
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0.76 —

0.25 —

g | L] I |

Apr May Jun Jul Aug Sep
Forscast made In:




min.fv/Plan
SECRET AND PERSONAL: SCORECARD LIST ONLY

Copy No. 2. of 14 copies

FROM: J. ANSON
22nd September, 1989.
Ext. 4370

CHIEF SECRETARY
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PLANNING TOTAL: STATE OF THE RESERVE 1989-90

Sepl
Mr. Richardson's submission of 22nd Oc er below reports a
further deterioration in the prospects for the 1989-90 Reserve.
The latest estimate of claims on the Reserve is £4.2 billion

against a Reserve of £3.5 billion.

2 The change since last month's report is more than accounted
for by the increase of £850 million, due to the decision to make
the cash injection into the water companies in one instalment.
This leaves privatisation proceeds £600 million below target.
Mr. Moore has advised separately on that in his minute of 1l1lth
September to the Chancellor. However, even leaving aside
privatisation proceeds, the Reserve is at present forecast to be
rather more than fully spent with the other estimated claims upon
it, especially the very large overspend (£2.9 billion) on local
authority current and capital.

& There will of course be further changes in the assessment as
we get towards the end of the year and the various estimates can
be firmed up. If the outturn were as shown in the present
report, it would be possible to play down. the overspend partly by
reference to the new controls on 1local e&uthority capital which
should avoid such a large overspend cn that in the future (at

least within the planning total).
SECRET AND PERSONAL: SCORECARD LIST ONLY
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4. It is seductive to suggest that a modest overspend this year
would also tend to raise the starting point for the GGE/GDP ratios
in the Survey years, and hence smooth the path of that ratio and
help with the overall presentation of the outcome of the Survey in
the Autumn Statement. But it is a seduction which is better

resisted, for two reasons.

5. First, GGE contains elements which are not in the planning
total, and the forecasts of GGE and GDP may well change again in
the Autumn forecast. The ratio cannot therefore be fine-tuned so
precisely. (And if an overspend arises from a shortfall of
privatisation proceeds, this would not help with smoothing the
ratio, which is defined to exclude them.) Secondly, and more
important, the presentation of the expenditure plans in the Autumn
Statement will anyway only be convincing if the markets are
persuaded that we will stick to them: in other words, if we show
that we can and will live within the planned Reserve.

6. I agree therefore with the conclusion in Mr. Richardson's
submission that we shall still need to adopt a very rigorous

approach to any new bids on the Reserve during the rest of the
year.

J. ANSON

SECRET AND PERSONAL: SCORECARD LIST ONLY
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FROM: D I SPARKES
DATE: 22 SEPTEMBER 1989

@&

PS/CHIEF SECRETARY

1989 SURVEY: PROGRESS IN FIRST ROUND BILATERALS

The Chancellor has seen Mr MacAuslan's useful summary of progress
in the first round of bilaterals. He commented that Star Chamber
will clearly be needed this year but noted with regret that DES
may be a possible candidate. He thought it would be monstrous if
a former CST failed to settle bilaterally and thinks that he may

need to have a word with Mr MacGregor.
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FROM: S I M KOSKY
DATE: 22 September 1989
EXTN: 5088

MR J TAYLOR

SCOTTISH OFFICE AND MAFF BILATERALS

Because of logistical difficulties it is unfortunate that the only
time for both the Scottish Office and MAFF Bilaterals will mean
working through Ilunch. We are proposing, therefore to buy
sandwiches for those present in each case, these will not be from
CISCO as it is cheaper to buy from the private sector.

I would be grateful to your authorising our use of £45 to cover

both meetings.

I am sorry to have to trouble you with this but needs must when we

no longer have a sub-account of our own.

cea k8

S I M KOSKY
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J M G TAYLOR
22 SEPTEMBER 1989

MR S I M KOSKY

SCOTTISH OFFICE AND MAFF BILATERALS
Thank you for your minute of 22 September.

2. I am content with what you propose.

N

J M G TAYLOR

UNCLASSIFIED
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1989 SURVEY: MEETING WITH PRIME MINISTER, 28 SEPTEMBER

I understand the Chancellor is having a brief word with the
Prime Minister on Thursday, before her meeting on the Community
Charge, to remind her of the general position on the Survey. ;)
attach a summary of points to make, an annex on progress in the
bilaterals so far, and some tables showing the implications of the
forecast outcome for GGE, past expenditure trends, and the latest
economic assumptions. he forecast outcome is consistent with
last week's scorecard, but excludes any allowance for further
additions to the July AEF settlement/transitional relief for

individual Community chargepayers.

2% There will be an opportunity for a fuller discussion of the
overall Survey position next Tuesday, on the basis of an updated
scorecard. I imagine, therefore, that the Chancellor will not

wish to get drawn into detailed discussion of individual

programmes at this stage.

*

!Og ’;\“n’\d

£r

RACHEL LOMAX
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MEETING WITH PRIME MINISTER: 28 SEPTEMBER

Points to Make

(1)

(i1)

(iii)

Recognised all along that would be hard to meet Cabinet remit
(ie maintain downward trend in GGE ratio, stick as close as
possible to existing plans). Total bids risen since July
[now £13/16%/23 bn] excluding any addition to July AEF
settlement /more Community Charge transitional relief. On
same basis, forecast outcome of Survey implies:-

- Substantial cash additions to GGE [6/7%/11%].

- Rise in GGE ratio in 1990-91, very 1little decline
thereafter, year 3 about same as 1989-90 outturn
(assuming latest unpublished assumptions about money GDP
- could go down as well as up). Only Jjust consistent
with PEWP ratios (if that).

- Real growth in GGE 3% per cent in 1990-91, 2% per cent
1989-90 to 1992-93, compared with 1% per cent 1978-79 to
£ 1989-90.

Extra grant/transitional relief for Community Charge
adds to planning tnotal on new definition. Also likely
to add to GGE. Local authorities tend to spend extra CG
grant: particular risk next year. Relief to individuals
will increase spending, by raising politically tolerable

level of Community Charge.

See virtually no scope for offsetting extra grant/
transitional relief within planning total. Forecast
outcome already assumes tough decisions on Social
Security, Defence, Transport, Employment, Home Office,
Education (see Annex). CST looked at scope for even
tougher outcome earlier this month: wunlikely to do
better in aggregate, though pressing very hard on

individual programmes.

Conclusion: Very serious risk that extra spending for Community
Charge will jeopardise public expenditure objectives.

/.
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PROGRESS IN BILATERALS: MAIN PROGRAMMES

Outstanding
DSS: Bids [1%/2/4%]: forecast outcome [%/1%/3%]). Waiting for Law

Officers advice on child benefit. Other main issues: Unemployment
benefit; disability.

Health: Bids [2/2%/3%]: forecast outcome [1%/1%/2%]. Moving to
early settlement.

Transport: Total bids:1%/2%/3%]:Bids:[roads only [%/1/%]:forecast
outcome (roads only) [%/%/%]. Difficult. No movement on roads:
little progress on rail. Other issues: rail megaprojects (no
progress so far).

pefence: Bids [%/1/2]: forecast outcome [-/-/%]. Some movement.
Issues: scope for efficiency improvements.

Education: Bids [1%/1%/2]: forecast outcome [%/%/%]. Very little
movement. Issues: schools capital, science, effect of inflation
on higher education.

: Bids [140/170/250]: forecast outcome [-120/-225/-230].
CST sought further reductions below base line. Very slow
movement. Issues: ET, YTS.

Home Office: Bids [%/%/1]: forecast outcome [375/520/620]. CST
sought further reductions. Moving, but slowly. Main issues:
prison building/prison population, police grants.

Environment (excluding PSA and AEF): Bids [1%/1%/1%]: forecast

outcome [1/1/1]. Very difficult. No movement. Issues: housing
and homelessness, local environmental services, Docklands
transport.

Scotland: (excluding nationalised industries and AEG): Bids
[70/105/140]: forecast outcome [-30/-20/-15]. Troublesome. Issue:
relative overprovision.

Settled [or nearly]
DTI: likely outcome -60/-50/-175 on departmental programme, Post
Office £90 million over baseline in 1990-91.

Energy: likely outcome - close to baseline on departmental
programme and Coal [for AS: but major long term threats on Coal].
Electricity EFL to come.

: likely outcome - additions for Shorts and Soc.Sec.
[110/150/170)

26 September 1989
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‘I’ SECRET

TABLE 1: 1989 SURVEY 1989-90 1990-91 1991-92 1992-93

BIDS

Total* (£bn) +13 +16% *23

[compare July total] [+12% +15 +21]

of which
MOD +0.4 +1.0 +2:0
DTp (road and rail) +153 +20d +3.1
DOE (excl Aggregate Exchequer Finance) +1.4 +1.6 #L.6
DES . +1.4 157 +1...9
DH 159 +2.7 +3 47
DSS +3.3 +2.0 +4.4

GENERAL GOVERNMENT EXPENDITURE (GGE) (excluding privatisation proceeds)
ifsldcats ¢ bidat

Additions to GGE (£bn) +10% +14 +20
GGE as % of GDP 38% 40 40 40
Real growth on 5% 2% 2%

previous year (%)

Possible outcome*
Additions to GGE (£bn) +6 +7% +11%
GGE as % of GDP 38% 39/39%  38%/39  38%/38%
Real growth on 3% 2 2%

previous year (%)

[compare: FSBR]
[GGE as % of GDP 39% 39 38% 38]
[Real growth of GGE 1% 2 1]

on previous year (%)

* excluding any possible addition resulting from revisicns to the July
settlement of Aggregate Exchequer Finance or additional transitional

relief to individuals.

26 September 1989
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TABLE 2: TRENDS IN GENERAL GOVERNMENT EXPENDITURE
(excluding privatisation proceeds)

Real growth GGE /GDP
(% change year (ex pp)
on year earlier)

1978-79 4.9 43%

1979-80 3.3 43%

1980-81 1.8 46

1981-82 132 46%

1982-83 257 46%

1984-85 2.8 46%

1985-86 -0.2 44%

1986-87 1.5 43%

1987-88 -0.2 41%

1988-89 -2.0 39%

Forecast/estimate
(PEWP) (FSBR)

1989-90 0.3 38% (39%) (39%)

1989 Survey : forecast outcome(excl additions to July AEF/extra cc

relief)
1990-91 3.3 39/39% (39) (39)
1991-92 2.0 38%/39 (38%) (38%)
1992-93 2.1 38%/38% - (38)
1987-88 to 1992-93 1
1988-89 to 1992-93 2
1989-90 to 1992-93 2%

Past Trends

1968-69 to 1978-79 3

1978-79 to 1988-89 1%
1978-79 to 1982-83 2%

M

1982-83 to 1988-89

Note : Outcome 1988 Survey : annual % change 1988-89 to 1991-92
Planning total ex pp ("programme spending") : 3%

gge ex pp : 1%
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TABLE 3: ECONOMIC ASSUMPTIONS
July 1989 (unpublished)
1988-89 1989-90 1990-91 1991-92 1992-93

GB Unemployment (000s)

AS 1988 1900 1900 1900 -
March 1900 1900 1900 1900
July 1750 1750 1750 1750
GDP deflator (%)
FSBR 1988 43 4 3% 3 -
July 1988 5% 43 3% 3 -
AS 1988 6% 5 3% 3 -
FSBR 1989 7% 5% 4 3 2%
July 1989 7.3 7 5 33 3
[Cumulative Change +2 +3% +4 +4%
since AS 1988
exc. 88-89]
RP1
(%; September on previous September)
AS 1988 5% 4 -
March 6% 4 2%
July 7% 5 3
ROSSI
(%; September on previous September)
AS 1988 5 4 -
March 5 4 23
July 5 4 3
3 month interest rates (%)
AS 1988 35 | 9% g -
March 12 10 8% 7
July 13% 11% 9 8
Money GDP
1989 FSBR 509 539 571 603
£bn
% change (6) (6) (5%)
September 516 552% 587% 621
% change (7) (6%) (5%)

Assumes July deflators, FSBR real growth (2/2%/2%)
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PUBLIC EXPENDITURE SURVEY AND THE RPI

Before you left for Washington you mentioned to
Sir Peter Middleton that you were concerned about the possible
impact of public sector prices on the RPI. I have made a quick
check on the main areas where Survey decisions might have an
impact on the index. These are the Community Charge, nationalised
industries, and rents.

Community Charge

2 On the Community Charge, you have already seen and commented
on the paper which was submitted to the Cabinet Office by Treasury
officials (Annex A) as part of the documentation for the Prime
Minister's meeting on 28 September. Not all the measures now
under consideration would have a direct impact on the RPI. But in
the case of the central government grants, it is estimated that
even on the optimistic assumption that half of any extra grant
goes to reduce Community Charges rather than add to spending, a
reduction of 0.5 per cent in the RPI inflation rate would cost a

further £2% billion in grant. This is clearly cost-ineffective.
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3. On the nationalised industries, a note provided by Mr Moore
is at Annex B. The most conspicuous prospective price increases
are those for water, but these do not have a big weight in the
index and are no longer affected by the Survey. The prospects now
are governed by the decisions on K-values taken in the context of
privatisation, and which are heavily influenced by the investment

needs of the industry.

4. Of the other main industries, the one with the biggest weight
in the RPI 1is electricity. Even here, however, 1 per cent on
electricity prices has a direct effect on the RPI of only
0.026 per cent. Apart from any helpful impact on sale proceeds, a
1 per cent increase benefits the 1990-91 EFL by about £75 million
(the precise figure depending on when in the Autumn the
distribution companies are sold). In the bilateral discussion
this week, Mr Wakeham readily agreed with the Chief Secretary that
a price increase of 6.5 per cent nominal from April 1990 was about

right.

5. On postal services and rail, the position is set out in
Mr Moorec's note. We uneed some substantial price increases to
improve viability and finance investment; and the RPI consequences

are small.

6, Even though the specific RPI consequences may be small, there
could still be a general reaction that yet again there is a
succession of large increases in public sector industries. The
main answer to that would be that increases for, eg, water, rail,
underground and posts are all needed to help finance investment

which will improve service to the customer.
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Rents

7. On rents, I attach a background note by Mr Dodds at Annex C.
The policy on private rents is to put private tenants in a
position to charge higher rents for new tenancies, thus removing
the distortion of the old "fair rent" system in the longer term,
but without penalising existing tenants. This policy is not at
issue in the current Survey. On council rents, which are still
well below free market rents, DOE have offered to set housing
subsidy at a level which should produce an average rent increase
of 5 per cent in real terms in 1990-91. This was also the
intention in 1989-90, although only 3 per cent was achieved
because the present housing subsidy system did not enable DOE to

enforce it.

8. Compared with a nil real increase, a 5 per cent real rise
would increase the RPI by 0.1 per cent, and would reduce public
expenditure by £60 million (net of the offsetting rise in rent
rebates). The expenditure saving is significant, but an important
motive is to raise council rents in order to establish more of a
level playing field with the new market-dominated private sector
and housing association rents, as well as reducing the burden of

public subsidy.

Conclusion

9 The extent to which particular public sector prices will rise
more quickly than the total RPI will depend critically on the

mortgage rate. If the mortgage rate were to rise during the next
few months, then, by comparison with total RPI, increases such as
the electricity price rise would not look quite so bad; indeed for
electricity there would not be a real price increase for
consumers. We do however expect many public sector prices to be
rising faster than the RPI net of MIPs - the measure which is used
in public presentation. The conventional presentation in the
Autumn Statement (Table 2.7) will almost certainly show
nationalised industry prices and housing (which includes the

community charge) rising more rapidly than "other" prices over the

CONFIDENTIAL
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year ahead. The community charge is clearly going to be a source

of heavy pressure on the RPI next year.

10. Nevertheless, for the reasons explained above, I do not see
much practical scope in this Survey for tailoring decisions to
favour the RPI. The Treasury position in these areas is not
dictated solely by the Exchequer outcome but also by wider
considerations (privatisation; progress towards viability; meeting
investment needs; market rents). And as you know, the room for
manoeuvre on the Survey is also very tight, and we have to press
for adequate price increases if we are to avoid unwelcome
increases in the expenditure plans, all of which would make it
more difficult to achieve the Cabinet remit.

J ANSON
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ANNEX A

THE COMMUNITY CHARGE AND THE RPI

‘ This note describes how the introduction of the community charge
(CC) will affect the RPI. It also points to a number of issues which
will be raised by any measure to reduce the impact of CC in the RPI.

2 The treatment of the CC in the RPI was considered during late
1988-early 1989 by the Retail Price Advisory Committee (RPIAC), an
independent committee with representatives from government departments;
industry, retailers, unions, consumer groups and other interest groups.
For the past forty years all important issues covering the construction

of the RPI have been referred to the RPIAC. Ministers have accepted
its recommendations.

3 RPIAC reported in March 1989 and its Report was accepted by the

Secretary of State for Employment, after considerable consultation with

and between other Ministers including the Erime Minister, Chancellor of

the Exchequer and the Secretary of State for Environment. The

Committee recommended that it was proper to replace domestic rates in

‘ the RPI by the CC when it was introduced in Scotland (April 1989) and
: England and Wales (April 1990).

RPI impact of community charge

4. The main RPI impact of community charge (as with domestic rates)
will be the actual increase in local authority revenues per head
derived frcm this source. In April 1989 average 1local authority
domestic rate poundages (the-price indicator for rates in the RPI) rose
by about 9 per cent. This contributed 0.4 per cent to the rise in the

total RPI. If the community charge rose by the same amount in April
1990 it would have a similar effect on the RPI (excluding the index
household effect - see below). If local authorities raised their

budgets excessively, eg by 11%, community charges would rise further;
such an increase in community charges would add (0.9%) to the annual
rate of inflation as measured by the RPI. In April 1991, RPI inflation
would fall back, however, if local authorities set budgets for 1991-92
which rose only in line with general inflation.

The index household effect
5. But there will also be a separate once and for all effect on the
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level of the RPI in the year CC is introduced. The households whose

.ypical basket of goods and services are covered by the RPI (the "index

households") exclude one- and two-pensioners households and the
households of one/two adults who are in the top 4 per cent of the
income distribution. These broad groups are excluded mainly because
their consumption patterns differ widely from the rest of the
population. It is the exclusion of the top 4 per cent of income
earners which gives rise to the "index household effect". Typically
this group will have paid higher domestic rates than the rest of the
population. With the introduction of CC, however, they will pay the
same as everyone else. For a given level of local authority revenue
from rates/community charge, therefore, index households will pay a
higher proportion of the bill than under the domestic rates system to
compensate for the lower contribution from the top 4 per cent. In its
1989 Report the RPIAC estimated that the bill (or the "price" of
community charge) for index households would be 3.5 per cent higher
just on this account. This is worth 0.1-0.2 per cent on the total RPI
between April 1990 and March 1991. There would be a fall in RPI
inflation in April 1991 as the index household effect dropped out of
the calculation.

Government grants and the RPI

6. The level of central government grants to 1local authorities
affects the RPI since it can reduce the impact of CC to all consumers
of LA services. Whether it does so in practice depends crucially on
local authorities using grant to reduce community charge bills. There
would be no favourable impact on the RPI if local authorities used any
additional grant to increase_their expenditure.

7. If local authorities budget for an increase as high as 11% above
this year's budgets, that would add 0.9% to RPI inflation. To attempt
to reduce this impact on RPI inflation by 0.5%, ie to only 0.4%, would
require a massive injection of grant. With the introduction of the
community charge, many local authorities will set charges at very high
levels - irrespective of the amount of qrant that is available.
Additions to grant may therefore end up being spent either next year or
added to reserves for future spending. Even on the optimistic
assumption that half of any extra grant goes to reduce community
charges rather than adds to spending next year or thereafter, in order
to reduce the RPI inflation rate by 0.5%, it would be necessary to

PERSONAL AND CONFIDENTIAL
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%
inject a further £3 billion in grant. That would represent raising

‘evenue Support Grant by approximately 30%.

The treatment of rebates in the RPI

8. The treatment of rebates (eg rent and rate rebates) in the RPI
was considered by RPIAC in its 1986 report and again in its 1989 report
(copies of relevant extracts attached). In general the Committee's
guidance - again accepted by the Government - was that any system of
rebates or other subsidies which were available to everybody should be
scored as a reduction in the price of the relevant good or service.
Where such rebates or subsidies were available only to a restricted

group they should be regarded as income subventions and not be scored
as a reduction in price.

9. In accordance with this view, RPIAC noted that the proposed 20
per cent CC liability for low income groups and students should not be
treated as a lower average price of CC but as an income support
measure. Nor, by implication, would any other system of rebate or
subsidy, which was not available to everybody, be treated as a
reduction in the price of CC. This follows the established principles
by which the RPI is calculated.
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NATIONALISED INDUSTRY PRICES
' t Office (RPI weight 2)

The dssumption was 1/1p on first and second class letter post
annually in October. The Chief Secretary and Mr Ridley have
provisionally agreed to assume 2/Zzp in October 1990, 2/1p in
October 1991 and 1/1p in February 1993 (NB: this pattern may need
amendment from 1991 onwards in the light of further work on the
financial target).

1/1p adds 0.01% to the RPI. Assuming the increase is in October
the yield over 3 years is £63, 104, 82 million (the second and
third year figures are net of corporation tax).

Rail and London Underground (RPI weight 7)

As part of a package of savings offered so far in the bilaterals,
Mr Parkinson is proposing real fare increases in January 1990,
‘ 1991 and 1992 of:

BR Network SouthEast: 5/2%/2%% which would imply average real
fare increases for all BR passengers of 3/1.3/1.3 (forecast
assumes 3% real annually for all rail passengers). This is
based on BR's RPI assumption of 5/4/3 and relates only to the
undiscounted tariff. Receipts per passenger mile - the
average fare per unit of travel - will be rising by lower

amounts because of discounts.

London Underground: 7/3/3% (forecast assumes 4/3/3) on top of
their current RPI assumption of 7/5/4.

In both cases the high real increases would be justified by

increased investment to improve services.
The effect on the RPI, by comparison with the forecast, would be

. negligible: 1% on all BR and LU passenger fares adds 0.007%. (BR

accounts for almost 5 times as much passenger revenue as LUL.)
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In a full year each real 1% on NSE fares yields about £7 million
and each real 1% on LU fares about £3 million.

Electricity (RPI weight 26)

The forecasts assume a real increase of 1% in April 1990. The
Chief Secretary has proposed 6.5% nominal to Mr Wakeham.

Assuming sale of the distcos in November 1990 each 1% on the April
1990 price could benefit the 1990-91 EFL by about £75 million. It

could also help with sale proceeds.

1% on electricity prices adds 0.026% directly to the RPI after 4
months. Taking account of the indirect effect through higher
prices in industry and commerce the total RPI impact of 1% might
be 0.035% after a year.

Water (RPI weight 7)

Water will have been sold before the present Survey period starts.
Price increases are largely determined through the K
announcements, although those in 1991 and onwards may be higher if
the Regulator allows "cost pass through" applications in respect

of extra costs.



ANNEX C

BACKGROUND NOTE ON RENT POLICY

1. PRIVATE SECTOR.

The private rented sector has been in decline for many years:

Dec Stock of privately percentage of
rented dwellings total stock
GB - (milliens) (%)

1950 e 53

139570 3 20

1980 el 13

1988 56 7

Th-s decline has been the result of several factors: the
denand for privately rented housing has fallen as a result of
people wanting (and being able) to buy their own homes and the
large growth in council dwellings in the 1950s and 1960s had
an impact. But the supply has also fallen because rent
restrictions made it impossible for landlords to gain a
reasonable return on their property and security of tenure
laws made it difficult for them to regain possession of their

property when necessary.

Th= government recognises that in the long term most people
will wish to buy their own homes but recognises that a supply
of privately rented housing is essential for certain groups:
eg voung people sharing with friends who do not want the legal
complications of buying jointly; and mobile workers away from

their families.

It is suggested that a shortage of privately rented
accomodation in some parts of the country is a major factor in

preventing labour mobility.

The rent laws were until recently based mainly on 1977 Rent
Act which provided for the determination of fair rents which

were specifically made without reference to market forces. As



a result fair rents and capital values of property got out of
line so many landlords in areas of increasing housing demand

sold at first opportunity.

Government tackled this in a 1987 White Paper ("Housing: The

Government's Proposals") which was implemented via the Housing
Act 1988 From 15 January 1989, new tenancies are on the
basis of market rents: assured tenancies would have security

of tenure guaranteed but rents would he freely negotiated
between landlord and tenant whilst shorthold tenancies would
have no security beyond the period of the tenancy but either
party could seek adjudication of the appropriate rent by the
Rent Officer. But existing tenancies would continue under the

old fair-rent systenm.

As the new scheme has not been in force for many months, DOE
are not yet in a position to say what the impact will be on
rents in the short-term. In the longer term however, we
believe that rents on individual properties may rise by around
50%, but the over_ all impact will depend upon how quickly

existing tenancies are replaced by new ones.

There is of course no direct link between this policy and the
Survey, although to the extent that deregulation attracts more
private landlords back into the market it should lessen

pressure for investment in subsidised housing.

Effect on the RPI

The impact of a 1% rise in private rents is estimated to have
a 0.01% effect on the retail price index, so a 50% rise would
have a 0.5% effect on the RPI. In practice, because of the
phasing in of the new rents the impact is certain to be much

less than this in any single year.
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Rents in the public sector lag well behind market rents and do
not in many cases differentiate adecquately between different
types of property or parts of the country. As a result, there
is an inefficient allocation of the public sector housing
stock, eg with manv large homes occupied by small families,
and excessive demand in some parts of the country but with
little incentive for the tenants to move to property

reflecting their real economic preferences.

Because private sector rents have been controlled for so long
there is a lack of actual free-market information against
which to compare council rents. However, DOE have made
estimates of likely free-market rent levels based on
information about the capital value of property. This
suggests that in April 1988 average council rents were £18.86
a week, just over half the estimated free market rent of
£35.07 a week. In Greater London council rents were only 45

per cent of the estimated free-market figure.

E(LF) agreed that council rents should begin to take more
account of the desirability, state of repair and value of
homes to reflect more consistently the regional pattern of

owner occupiers' costs and new housing association rents.

By means of the new Housing Revenue Account system, DOE will
be able to extert indirect but effective pressure on council
rents by determining the amount of subsidy going into local
authorities' Housing Revenue Acounts. DOE are proposing an
average 5 per cent real rent rise for council rents in 1990
but this will vary from authority to authority depending on

each's individual circumstances.
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Effect on the RPI

A 1% rise in public sector rents is estimated to have about a
0.02% effect on the RPI. A 5% real rent rise would therefore

increase the RPI by 0.1 percentage points.
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TREASURY PES

You and the Chief Secretary will wish to know how we are

getting on with the Treasury PES. I attach a draft
submission which I will put forward if you are both content.
As has been my practice in the past, I have tried to pitch
our requirements so that they will not cause difficulty to
you when compared with other Departments. And, of course, I
want to avoid anything approaching an argument about the
Treasury between its two senior Ministers.

2% As will be apparent from your own knowledge, the central
Treasury is operating under great stress. On a conservative
estimate we are over fifty staff short of what we need to do
the tasks which we have been set. Pay rates for the key
management and professional grades are increasingly below
those available not only in the private sector but in other
parts of the public sector - such as the NAO and the Audit
Commission. This affects quality and puts a strain on the
Department at all levels. We continue to perform as we do
thanks to substantial amounts of largely unpaid overtime and
an increased effort by senior officers to compensate for

inexperience lower down.

3s In addition, there are some large new areas of work.
Three are likely to be with us for some time: Europe,
Next Steps and the NAO. The amount of briefing we have to
provide seems to be on the increase again. There is no area
of work which I have been able to identify which we could run
down in order to save on running costs. I have looked in
particular at the possibility of contracting out the Treasury
model; but the savings would be minuscule, and I cannot
quite see the Treasury exposing itself to the obvious risks
of buying-in. I attach a report by the Chief Economic

adviser which you will no doubt wish to consider separately.
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4. The various businesses are all under the microscope.
The CCTA is being reviewed by the new director and I expect
to put a report to you by the end of the vyear. There is
little here that will help the Treasury's overall running
costs in the short run. CCC is under pressure; it 1is very
efficient and is taking on more payroll work (on a repayment
basis). It is presently being considered for privatisation
or agency status. A full submission will be made soon.
CISCO operates on a trading basis and so cannot help with the
Treasury's overall running cost problems. It, too, should be
either privatised or turned into an agency. Again, a
submission will be coming forward when the alternatives have

been analysed.

5is I hope, therefore, that you can accept these figures.
If not, I should of course wish to put forward a different
submission with a higher bid in an attempt to secure the
resources to bring the staffing of the Department more into
balance with the demands which we have to meet.

PETER MIDDLETON
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TREASURY PES 1989

I have reviewed Treasury's own Public Expenditure Survey needs.
This submission sets out the level of resources required for the
Department's work and for the other elements in Treasury's PES
programme over the Survey period. Against baseline the picture

is:

; 1989-90
£m Estimate 1990-91 1991-92 1992-93
Baseline 233.856 199.293 223.630 229.220
Requirement - 205.316 228.462 235.853
Net Bids - 6.023 4.832 6.633

(The fall in requirement between 1989-90 and 1990-91 1is due
mainly to reduced need for Coinage Vote and Election Expenses

expenditure.)

The table at Annex One gives figures by Vote and for non-Voted

items. A note describing our bid in more detail is at Annex Two.

Non-Running Costs items

2 The bulk of our non-running costs expenditure is for
non-voted items of which the Bank of England takes the lion's
share (90.6 per cent in 1990-91). The latter has been held to a

2.5 per cent year on year increase throughout the Survey period.
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3 Otherwise, the major items are:

(a) grants in aid to Royal Trustees and Parliamentary

bodies which are very difficult to resist;

(b) provision for the continued refurbishment of toilet
facilities in GOGGS; and

(c) enhancement of the Chessington Computer Centre's IT

capacity (to enable it to cope with increased demand).

There are reductions against baseline for some non-Voted items
and in CCTA's Vote. And while demand-led Coinage Vote
expenditure (which 1is in any event ring-fenced) is notoriously
difficult to predict, some surrender appears possible in Years 2
and 3.

4. The non-running costs requirement against baseline is:
1989-90

£m Estimate 1990-91 1991-92 1992-93

Baseline 158912 121.284 141.724 145.267

Requirement - 122.588 140.655 143.829

Net bids - + 1.304 - 1.069 - 1.438
(Net bids

less coinage) (+ 1.304) (+ 0.931) {(+ 1.562)

Running Costs

5. Running costs expenditure is the area of real difficulty for
us. Actual pay and price movements have been substantially
higher than the assumptions used when we agreed a three-year
running costs settlement in 1987. We managed to plan for 1988-89
and 1989-90 without seeking to reopen the settlement. Indeed,
you will recall that Treasury was the only department to do so in
1988 PES. But from 1990-91 we simply could not both adhere to
baseline and achieve our work objectives; something would have

to give even if our workload remained constant.
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6. The general picture however is of increasing work pressures,
particularly on central Treasury. For example, additional work
on "Next Steps" has had to be absorbed. This is equivalent to
the work of ten Grade 5/7 posts, plus secretarial support and
accommodation, and the workload is certain to increase further.
Still on the public expenditure side, the time available for
value for money work is being squeezed by other control
pressures. And activity responding to NAO is burgeoning, not
necessarily in areas to which Treasury would give priority, but
we cannot choose not to be involved. You are also aware of the
extent to which Europe-related work is growing across a number of

fronts.

7. Turning to the businesses, both Chessington Computer Centre
and the Civil Service Catering Organisation (CISCO) expect
greater demands for their services. The enhancement to
Chessington's IT capacity, a non-running costs item, is to allow
for an increase in activity; the increase in CISCO business will
be paid for by increased receipts from departments. Some scope
for reallocation of running costs resources might become
available in future years following the review of CCTA, but such
an easement is unlikely for a year or two (the short-term picture

is one of additional costs, for example for early retirements).

8. The running costs requirement against baseline is:
1989-90
£m Estimate 1990-91 1991-92 1992-93
Baseline 74.944 78.009 81.906 83.953
Requirement - 82.728 87.807 92.024

Net bids - 4.719 5.901 8.071
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9 These net bids include an additional £0.7 million a year for
CISCO. This will, however, be covered by receipts, all of which
flow from expenditure from other departments and thus entail no
increase in overall public expenditure. The net bids, 1less the

extra CISCO receipts, represent year on year increases of:
1990-91 1991-92 1992-93

Per cent 009505 +. 6l + 4.8

10. The 1990-91 figure is in line with the average figure across
departments which we expect for running costs, but has to be seen
against the fact that we alone did not reopen the 1987 settlement

last year.

11. We have looked hard for efficiency savings and gains to
offset against running costs pressures and will continue to do
so. Our present plans are to achieve cumulative efficiency
savings of 5.5 per cent by 1992-93 (some 87 per cent of the
cumulative savings are cash-releasing), against a cumulative
Civil Service-wide target of 7.5 per cent. The 5.5 per cent
figures assumes that Next Steps work will remain stable (a
conservative assumption) and it takes no account of the
efficiencies we expect to gain as CCC and CCTA move towards
agency status: we shall secure further savings but they are not

quantifiable until we have done more work.

PETER MIDDLETON



Summary of Treasury's PES Bid

1990-91 *.1991~-92 1992-93
Change Change Change
Bid on Bid on Bid on
Baseline Baseline Baseline
Treasury Vote:
Non-administrative
items 9372 +1106 9878 +1306 10486 +71700
Non-running costs 834 +31379 681 1533 180 ®51053
Running Costs 53779 +4019 57569 +5166 61012 +: 7299
Total Treasury Vote 63985 +6504 68128 +8005 71678 +10052
CCTA Vote 13017 - 148 13063 - 888 14300 -
CISCO Vote =132 = =138 - e 1 4.2 =
Coinage Vote 25684 - 42923 -2000 43046 =.-3000
Non-Voted Items 102772 ~E3 3.3 104486 =3 285 106971 w419
g
TOTAL 205136 +6023 228462 +4832 235853 + 6633
Total excluding
Coinage 179632 +6023 185539 +6832 192807 + 9633

8

Mainly increased Grant to
Royal Trustees, reflecting
pay/prices increases.

Mainly provision at CCC for
a third processor mode
(1989-90), and further
refurbishment work in GOGGS
(1991-92 and "1992-93).

Mainly to reflect increased
assumptions for pay/price
increases.

Mainly increased receipts.

Reflects current estimated
need. 3}
Mainly ending of Tithe
Redemption Scheme

2UQ xauuy
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PUBLIC EXPENDITURE SURVEY (PES): HM TREASURY

This note sets out the Treasury's own PES requirements. It reflects the
recommendations of the Treasury's Planning Board, and has been agreed with ST2
the Treasury's expenditure division. The note does not cover the Civil
Superannuation, Rates on Government Property or any privatisation requirements

which are dealt with separately.
Cash Requirement
2. An analysis of the changes required to the Treasury PES compared with the

baseline established last year is at Annex 'A'. Bids by areas are shown in

the table below:

fmillion

1990-91 1991-92 1992-93
UK Coinage Vote = -2.000 -3.000
Non-Voted Items -0.333 -0.285 -0.419
CCTA Vote -0.148 - .888 =
CISCO Vote = = -
Treasury Vote +6.504 +8.005 +10.052
Total Bid +6.023 +4.832 +6.633

Coinage Vote

2l Both the demand for coins and the price of metals remains extremely volatile
and thus forecasts of them for the Survey period can only be very tentative.
It has been accepted that there is no practical alternative to meeting demand
and that costs should be treated as non—-discretionary: demand-led estimating
changes. There are uncertainties for each of the three years. About £3million
more provision than baseline might be required if 1988-89 levels of demand for
bronze coin continued into 1990-91 but such a sum is not large compared with
the historic margin of estimating error. The 1likely picture on current
information for 1991-92 and 1992-93 is that about £imillion might be saved on
baseline in 1991-92 and £5million in 1992-93.

22 At this stage the most reasonable course would be not to seek additional
provision for 1990-91 but seek a Supplementary Estimate and a non-discretionary
bid on the 1990-91 Reserve in the event that existing PES proves insufficient.
For 1991-92 and 1992-93 £2million and £3million could be surrendered respectively.



Non—-Voted Items

23 There is a net reduction against baseline for each of the Survey years
for the total of these items, the principal contributor being the end of the
Tithe Redemption Scheme.

CCTA Vote

2.4 CCTA have entered a bid showing a net reduction against their cash baseline
for 1990-91 and 1991-92, and holding to baseline in Year 3. This is mainly
as a result of expected increases in receipts. CCTA running costs are dealt

with at Section 3 below.
CISCO Vote

26D CISCO have entered a marginal extra receipts case for 1990-91. CISCO's
future is under review. If it is not abolished or privatised it is likely to

move to operating as a trading fund and Agency by 1 April 1991.
Treasury Vote

2.6 There are three parts to the bid in this Vote - non—Administration items;
Administrative non—-running costs; and running costs. The latter is the major

cause of the bid and is dealt with at Section 3 below.
Non—Administration Items

2RIE These items include Grant in Aid to Royal Trustees, Parliamentary Bodies
and NEDO and payments in respect of Pay Review Bodies and Honours and Dignities.
There is a net bid in each year for these items. The majority of this is due
to bids in respect of the Royal Trustees Grant in Aid which has been hard hit
by price increases, particularly the NUCPS/CPSA pay awards. The bid reflects

this. In return however they are to accept a three year settlement from 1 4 90.

248 In addition there is a substantial additional bid in each year in respect
of the Parliamentary bodies. This reflects increasing costs, particularly air

fares, and more certainty about the timing and location of planned visits.



2.9 The bid for Honours and Dignities in 1990-91 is in respect of computer
equipment for the Central Chancery. This is likely to release staff resources

in the future years.

2+1.0 The requirements for these items are difficult to resist and largely
beyond Treasury control, and amount to an additional bid of £1.1, £1.3 and £1.7

million respectively in the three survey years.
Administration Items: Non—Running Costs

2.11 For central Treasury these include capital items (including IT), Economic
Research, Subscriptions/Grants, Surveys, Bank of England charges in respect
of the Consolidated/National Loans Funds, Government Actuaries payments, and
Receipts. The major bid (£1.7 million in 1991-92) is for further toilet
refurbishment work in GOGGS together with other smaller accommodation projects
(eg security mesh around the outside of the building). The accommodation bids
have to be provided by Treasury, as PSA is unable to finance such projects.
There 1is very modest expenditure at RGPD. CCC is bidding for provision for
a third processor node (1990-91). Increased workloads were anticipated when
considering the mainframe needs of CCC in the Report on the Computer Replacement.
Reassessment of work loads now suggests the need for greater capacity. The
greater work load should also give rise to greater CCC receipts. These needs
require an additional bid of £1.4, £1.5 and £1.1 million respectively in the

three survey years.
Running Costs
CISCO Vote

3.1 CISCO's operations are likely to produce receipts of some £700,000 in 1990-91,
above the level allowed for in the gross running costs baseline established
in the 1987 Survey. These receipts fulfil the requirements of marginal extra
receipts treatment and such a sum is therefore included in this submission. All
the receipts come from the Votes of other Government departments. The figure
of £700,000 is 0.9 per cent of total Treasury running costs. A similar figure

is included for the last two Survey years for purposes of comparison.



CCTA Vote

3.2 CCTA have held their bid to baseline. The new Director is reviewing CCTA
and its functions. Any resultant change of priorities, and loss of functions,
is likely to lead to a reduced staff requirement. In the short term any reduced
expenditure requirement will be needed to offset associated increased costs

eg early retirement expenditure.
Treasury Vote

33 A large part of the running cost bid occurs on this Vote. The majority
of it talls in central Treasury. The major cause is changed assumptions for

pay and prices.

3.4 For last years survey we considered that a 6.5 per cent assumption would
be more realistic for 1989-90 pay but nonetheless held to the 1987 cash settlement
based on 5 per cent. In the event a figure of 6.5 per cent has been rendered
wholly unrealistic by the pay settlements subsequently awarded. It would not
be tenable to hold to the 1987 settlement for 1990-91 without fairly major surgery

as regards levels of activity to be undertaken and the staff in post to do it.

a5 The NUCPS/CPSA pay awards will add some 9 to 12 per cent to the cost of
the grades involved, which account for some two-thirds of our staff (the cost
is high because most of our staff in the grades are in London and the majority
are at or near the maxima of their scale). The grades 5-7 levels survey cun
be expected to add to the cost of those grades later this year beyond what was

assumed in 1987.

3.6 There is likely to be a secondary effect because our assumptions included
the premise that recruitment and retention difficulties would persist during
the settlement period. The pay awards might well have the intended effect of

reducing wastage and of increasing recruitment.

3.7 There have also been general price increases on GAE items in excess of
the 1987 L4 per cent assumption (eg the latest RPI shows travel costs up by 7.3
per cent, fees up by 9 per cent and fuel and light costs up by 6.6 per cent).
There has also been the EC ruling on VAT on rents, which will have its first
full year effect in 1990-91, and which will add about £0.3million to costs;

departments have had to absorb this increase within baseline.



o .3.8 Bids for staff in this year's Work Programming round appear to be more
realistically based than in earlier jyears (they are for some 30 less than in
lasl years round) . Responsibility Centre returns show impressive achievements
as regards progress with 1988-89 objectives during a year in which Treasury
managed with an average of 1421 staff in post. The impressive achievement was
possible only by absorption of extra workload in already fully stretched areas.
Work on Next Steps' agencies is a case in point. The main Groups involved thus
far have been IAE, HE, ST, LG and FM with increasing pressures expected in GE,
RC, Pay, TOA and specialist divisions. In these circumstances it would not
be appropriate to continue to remain within baseline by means of imposing further

pressure on staff resources.

39 RGPD is moving to the end of a major revaluation exercise. Its future
remains to be decided. As part of the Review of Location initiative the savings
which might be expected to flow from relocating RGPD in less costly accommodation
is being studied. At this stage though it would be surprising if the level
of savings which should be achievable did not match RGPD's additional bid
for 1991-92 and 1992-93.

3:10 The requirement for running costs (showing marginal extra receipts

separately) is as follows:
fmillion

F900-91 -~ 399198 1992-93

Bess 82.028 87.072 91.252
Marginal Extra Receipts 0.700 Q.735 OLTF2
Total Bid 82.728 87.807 92.024
Baseline 78.009 81.906 83.953
Diff + B 719 4+ 5.90T . .+ 8L0T1

3.11 Treasury's running costs bid represents the following year on year increases

(%):
+ 9.5 + 6.1 + 4.8
This excludes the marginal extra receipts required for CISCO. All those receipts

will flow from expenditure by other Government departments and therefore do

not entail an overall net increase in PES.



3.12 The figure of 9.5 per cent increase of 1990-91 on 1989-90 running costs
represents an increase over a figure settled in the 1987 Survey, not the Survey

which took place last year. Treasury was the only department not to reopen

the 1987 running cost settlement last year.



028/BAS10 ANNEX A

] . ANALYSIS OF PES BIDS
1990-91 1991-92 1992-93
£000 £000 £000
Coinage Vote = -2000 -3000 Assessment of

likely demand/
metal prices

Non—-Voted Items:

Civil List - - - 126 Revalution of fixed
baseline

Royal Household/Pensions/
Euro MP's Pensions/Election

Expenses - 48 - -1

Tithe Redemption = 285 =285 =208 Ending of Scheme
Total Non-Voted Items —=43 3 - 285 - h19

CCTA Vote - 148 - 888 - Running costs held

to baseline, man-—-
power some 20 below
plan, increased
expected receipts

[CISCO Vote - running

costs + T00 + 735 + 772] This bid is made
under the rules for
Marginal Extra Receipts,
and will be offset
by additional receipts

Treasury Vote:

Royal Trustees/

Parliamentary Bodies:

Grants in Aid +10Lk +1292 +1686 Increased costs,
mainly pay in the former,
travel costs in the
latter plus more
certainty about where
planned visits will be

Pay Review Bodies/

Honours and Dignities + 62 + 14 + 1k Mainly purchase of
computer in Central
Chancery. This will
release staff
resources in future

years.
Capital/Non-
Running costs:
Central Treasury + 277 +1684 +1198 Mainly to provide

for further toilet
refurbishment work in
GOGGS



» .

1990-91 1991-92 1992-93
£000 £000 £000
RGPD/CCC +121(3 + 129 + 203 Mainly to provide for
a third processor
node to cope with
increased work loads
Receipts - 171 ~ 280 - 348 Increased receipts
particularly at CCC
Running Costs:
Central Treasury +3496 +4590 +6353 ) Mainly changed
) pay/price
GGG + 356 + 412 + 733 ) increase
) assumptions
RGPD + 167 + 164 + 213 )
Total Treasury Vote +6504 +8005 +10052

TOTAL +6023 +4832 +6633
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1989 SURVEY : MEETING WITH THE PRIME MINISTER (3 OCTOBER)

You and the Chief Secretary are meeting the Prime Minister on 3

October to discuss progress on the Survey.

i
It hasnot yet been

decided whether Sir G Howe will be present, but there is a

‘ presumption that he will be (Mr Parkinson was, last year).

2 The purpose of the meeting will be:

(1) to consider the position reached in the bilaterals,

and to discuss the way ahead on some of the key

outstanding policy issues.

(ii) to discuss the membership of Star Chamber, and the

3

you, which you have left behind with the Prime Minister.
a draft note, along similar lines to last year's.
issues

it should be pruned, at your meeting on Monday.

programmes likely to be referred to it.

(iii) to review the likely outcome of the Survey.

On previcus occasions, you have taken an aide memoire

with

I attach
The list of key

is on the long side, and you may want to consider whether

If Sir G Howe is

quMinvited to the meeting, you may also want to consider editing the
No (O kuss section on the likely outcome (eg deleting the numbers in
ks Y™~ brackets).

square

ST



4. I also attach an optional Annex, summarising the position on
individual programmes. It is mainly for your information at this
stage, and there is some overlap with the main paper. If you
wanted to leave this with the Prime Minister too, it should
probably be edited, in the light of any changes to the main paper.

55 At the time of writing, the outcome of discussions about the
Community Charge is unknown. Both the paper and the Annex are
virtually silent on the subject, and the underlying figuring makes
no allowance for additional funds for this purpose. At your
meeting on Monday, you will want to consider how to take account
of the position reached at the Prime Minister's meeting this

evening.

6. In the meantime, we will let you have a revised Scorecard,

which, as previously, will incorporate our best guess at the

KL

RACHEL LOMAX

likely outcome on this issue, (and others).
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PUBLIC EXPENDITURE SURVEY : PROGRESS REPORT
Introduction

As expected, very difficult Survey - probably the most difficult
since 1980. Intense economic and political pressures for higher

spending across whole range of programmes.

2% July Cabinet agreed that top priority was to defeat

inflation. Remit was to :-

- maintain downward trend in GGE ratio (ex pp).

- stick "as close as possible to existing plans".

(Necessarily vague, given change in definition of planning total.)

I Starting point is existing plans which imply only modest
decline in ratio. Low expenditure and higher money GDP pushed
ratio down in 1988-89. Could happen again this year, to some
extent (though spending not 1likely to undershoot). Recognised
therefore that might be a blip up in the ratio in 1990-91. But
all the more important to have some decline thereafter.

4. Even this ambition now at risk. Since July, total bids
risen. Anything for the Community Charge would be extra.

BILATERALS

5 Annex summarises position. First round bilaterals on all

programmes (except Scotland); second round meetings on some.

(i) Virtually Settled : DTI, Northern Ireland, Department of
Energy.

(ii) Entered serious negotiations on Health, Defence, Home Office,
Wales, FCO, Employment.



(iii) Proving difficult : DOE, Transport (including Nationalised
Industries), Education, Scotland. Some difficult specific policy

issues on Social Security.
STAR CHAMBER

6. Referrals

Quite likely : DOE (Housing and Other Environmental Services)
Transport (including Nationalised Industries)
Education

Social Security

Possible : Employment
Defence

Scotland

Star Chamber can be set up by correspondence. Chief Secretary to
minute Prime Minister, copied to colleagues, picking up reference
to possible need for Star Chamber in July Cabinet minutes. No
need to identify Departments likely to be referred.

Ta Prime Minister will want to consider membership of Star
Chamber. It could comprise:-

Sir G Howe
Mr Lamont
Mr Ridley

Plus (depending on progress on their programmes by the end of the
week) two or three from:
Mr Wakeham
Mr Clarke
fhr Hurgl
L/Mr MacGregor ) but may not have settled by then
Mr Fowler )



Parliament will be sitting during Star Chamber, dealing with some
very difficult Commons business. Timetable is tight, given water

privatisation. May be a case for six members.
LIKELY SURVEY OUTCOME

8. Excluding any addition for the Community Charge, forecast

outcome of Survey implies:-
- Substantial cash additions to GGE [£6/7%/11% billion]

- Rise in GGE ratio in 1990-91, very little decline
thereafter, year 3 about same as 1989-90 outturn (assuming
latest unpublished assumptions about money GDP - could go
down as well as up). [Ratios in 1990-91 and 1991-92 the
same as in 1989 PEWP - but only just].

- Real growth in GGE 3% per cent in 1990-91, 2% per cent
1989-90 to 1992-93, compared with 1% per cent 1978-79 to
1989-90.

Forecast outcome already assumes tough decisions on Social
Security, Defence, Transport, Employment, Home Office, Education.
Chief Secretary looked at scope for even tougher outcome earlier
this month: unlikely to do better in aggregate, though pressing
very hard on individual programmes. Anything extra for Community
Charge adds directly to planning total on new definition, and
likely to push up general government spending.

KEY OUTSTANDING ISSUES

9. (1) Social Security: Child benefit - Treasury seeking
further one year freeze, and to reverse present
uprating assumption in PEWP in years 2 and 3. Law
Officers advice on wuprating assumption due on 2

October. Unemployment benefit - Treasury option to

replace UB by income support after six (rather than

twelve) months requires primary legislation.
Disability - scale of package needed this year to

3



(i1)

(iii)

(iv)

(v)

(vi)

(vii)

respond to OPCS and contain long term upward trend in

spending.

Transport: (Total road and rail bids about £6% billion
over three Survey years.) Affordable scale of extra
spending on roads, following E(A) and White Paper
commitment, given risk of construction overheating.
Cost overruns on Channel tunnel related rail
investment. Realism and affordability of commitment
this year to three new rail mega-projects (2 Central
London, plus Jubilee Line extension for Canary Wharf).
(Department wants to introduce two private Bills this
November. Postponement would avoid up-front spending

on compensation.)

Environment : How much extra can be afforded this year
to meet preferences for subsidised housing to
complement possible homelessness package. Consistency
with past policy and market orientated approach; no
public policy commitments; steeply rising baseline.
How much can be afforded for UDCs etc given escalating
cost of Docklands transport (where latest reports
suggest Rosehaugh Stanhope may be wavering on Royals).

Education : Affordability. A wide range of very large
bids on higher education, science, schools capital.
Big gap remains, especially on schools capital and

science.

Defence : Extent to which effects of higher inflation
can be absorbed by achieving 2%% efficiency savings
promised at Prime Minister's VFM seminar.

Employment : Scale of reduction in baseline justified
by lower unemployment, need for employers to

contribute more towards training.

Scotland : How vigorously to pursue reductions in
Scottish over-provision eg by adjusting population

SECRET



(viii)

(ix)

(%)

base or disallowing bids on block or absorbing part of
AEG settlement within block.

OAL, : Seeking to re-open generous 1987 3-year deal.
Strong arts and museums lobbying. Highly

discretionary area : not this year?

Central government support for Jlocal government

capital spending (relevant especially to Education,
DOE) : Extent to which Central Government should

signal need for restraint on LA capital spending, by
holding down Central Government support (credit
approvals, grant). Huge overspend this year. Risk
that receipts could start to fall away after 1991-92,
but ample accumulated receipts in 1990-91. Low
priority of much LA spending.

Running costs : Growth in 1990-91 likely to be nearly
10%. Real pay pressures, but need for maximum efforts
to absorb through greater efficiency gains. Large

executive departments should aim for over 1%% target.



' gep.cj/sept/lomax.27.3

PROGRESS IN INDIVIDUAL BILATERALS

DEFENCE

MOD increased their bids substantially following the revised
inflation assumptions issued in July. They made some reductions
following the first bilateral, but still seek to reopen 3 year
settlement. Reasonable possibility of settling outside Star
Chamber, but large gap still remains in years 2 and 3 following

second bilateral.

Main issue : impact of higher inflation and scope for efficiency

savings, to offset it.
FCO - DIPLOMATIC

Bids substantial - mainly running costs. Settlement probably

possible, linked to acceptable deal on aid.

Main issue : scope for pruning lower priority diplomatic service

activity to offset rising costs.
FCO - OVERSEAS DEVELOPMENT ADMINISTRATION

Large bids, to increase overseas aid as proportion of GNP. Still
significant gaps to be bridged at second bilateral.

Main issue : how far overall programme needs to grow in real
terms, and whether in addition it needs to maintain/increase its
share of GNP.

AGRICULTURE

Reductions offered on CAP due to prospects for harvest; but

1
SECRET



substantial new bids for domestic agriculture. No significant

savings offered at first bilateral.
TRADE AND INDUSTRY

Virtually settled. Mr Ridley has offered substantial savings
below baseline, though with some increases (not finally settled)
on running costs. Details to be tied up in correspondence.

ENERGY

Settled close to baseline on departmental programme. Electricity
privatisation precludes firm decisions on Nationalised Industries
pending contract negotiations. Major long term threats on Coal,
but, as working assumption, stick to baseline for Autumn
Statement. Electricity EFL still to be decided.

EMPLOYMENT

Following first bilateral, Mr Fowler reduced bids and offered
savings to stay roughly on baseline (somewhat over in year 3).
Treasury looking for substantial reductions below baseline in all

years. Could go to Star Chamber.
TRANSPORT (including Nationalised Industries)

Road and rail bids total some £6% billion. Treasury accept case
for significant increase, but want substantial reductions in bids,
on grounds of realism, as well as affordability. Unlikely to

settle without collective discussion.

Issues : Department not moving from £3 billion road bid justified
by higher construction costs, early start to expanded road
programme following White Paper. Little progress on rail.
Department bidding to cover escalating cost of Channel tunnel
related rail investment (including property blight in Kent). No
substantive discussion yet possible on 3 rail mega-projects (2
Central London lines to relieve congestion plus Jubilee line

extension for Canary Wharf). Department wants private Bills on 2

SECRET



mega-projects this November (including Jubilee line).
(Uncertainties about private finance for Channel fixed link could

be relevant).
ENVIRONMENT

Very difficult. Little movement on substantial bids for housing,
local environmental services, urban spending (including LDDC). May

go to Star Chamber.

Issues : Department wants significant increase in subsidised
housing as well as homelessness package. Treasury resisting
former on grounds of realism, affordability and politics. Huge
bids for local environmental services (in practice largely LA
administrative buildings and leisure centres as well as more
important waste disposal items) to cushion possible, but
uncertain, impact of lower receipts. Scope for offsetting

escalating cost of Docklands transport elsewhere in programme.
HOME OFFICE

Progress on key issues, but still some way to go. Settlement
likely.

Issues : Implication of 1lower prison population projections
(allowing surplus of places in 1992-93) for spending on new and
existing prisons. Scale of additional police manpower needed to

meet public commitments.
EDUCATION

Could be long slow negotiation, possibly to Star Chamber. Mr
Baker submitted wide range of very 1large bids for higher
education, science, schools capital, and other minor items. Mr
MacGregor offered only small reductions so far, leaving big gap on
science and schools capital.

OFFICE OF ARTS AND LIBRARIES

Mr Luce seeking to reopen 3 year deal agreed in 1987 (rolled
3



forward last year). First bilateral 3 October.

Issue : effect of inflation on 3 year deal.

HEALTH

Constructive progress, early settlement likely. Substantial
additions (over £1 billion in 1990-91) unavoidable to implement

NHS review and maintain reasonable level of service growth.

Issue is scale, in face of inevitable uncertainties about likely
costs of review.

SOCIAL SECURITY

Additions since April 1988, including agreed benefit bids, worth
£1 billion in 1990-91. Discussion narrowed down to a few key
issues which will need to be referred to colleagues.

Issues : Child benefit. Treasury want further 1 year freeze, with
protection for poorer families, and to reverse present uprating

assumptions in PEWP for years 2 and 3. Annual upratings would
still need policy decisions. Law Officers advising on this.
Unemployment benefit. Department question politics of Treasury
option to replace UB by income support after 6 months (now 12).
Needs primary legislation. Disability. Need to respond to OPCS
report and contain sharp long-term upward trend in spending. In
July John Major proposed a £100 million package to meet key
pressure points, in return for longer term action to reduce real
growth in spending on disability. Department now bidding for
amounts rising to £% billion in 1992-93, including major new

benefit, with no net savings until next century.
SCOTLAND
Mr Rifkind's wunwillingness to discuss ways of reducing over

provision led to postponement of first bilateral. Could go to
Star Chamber.



Issue: Mr Rifkind seeking extra provision, beyond formula
consequential of comparable English increases; Treasury seeking to
reduce Scottish over provision, either by an adjustment for
diverging trends in population, or by other means. Bids outside
block unlikely to cause trouble.

WALES

At first bilateral Mr Walker showed signs of willingness to
moderate bids. Settlement likely.

Issues : Mr Walker has bid for programmes normally covered by the
block arrangements (as well as for expanded industry programmes,
including RSA).

NORTHERN IRELAND

Settled. Additions for Shorts and social security. (Mr Brooke

withdrew some bids and agreed to absorb others).

RUNNING COSTS

Total of departments' bids would represent over 11 per cent
increase in running costs in 1990-91 compared with 1989-90. Real
pay pressures will make it difficult to reduce this much below 10
per cent. Main issue is scope for efficiency gains to offset pay
and price increases, and extent to which these can be taken as

expenditure savings.
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I attach, at Annex A, this week's scorecard, and at Annex B a
table showing the changes in divisions' forecasts of outcome since
last week's version, and a short description of the reasons for
the main changes, prepared by Mr Wray. Annexes C and D show the
implications of the new figures for GGE and the GGE/GDP ratios and
growth rates.

2. There have been significant increases in divisions' forecasts
of outcome for Employment, Other environmental services and
Education on grounds of realism. We still think that several of
the forecasts are optimistic, and will ask divisions to think
again after your meeting with the Prime Minister next Tuesday,
when some of the key programmes, such as Transport and Social
Security, are likely to be discussed.

3. For this reason, the scorecard still includes an allowance for
optimism and bids yet to come, although this has been reduced
since last week. This includes an amount for further measures to
alleviate the effects of the community charge: it would allow for
a scheme of individual protection witkin the range discussed at
the Prime Minister's meeting yesterday, and (in 1991-92) the
safety net variation originally proposed by the Chancellor.

4. The changes affect the GGE/GDP ratio in 1992-93, bringing it
down from 38% per cent (on last week's forecast of outcome) to



38% per cent, the same as the 1likely outturn for 1989-90.
However, the ratios in both 1990-91 and 1992-93 are very close to
the point where they would round up (to 39% and 38% per cent
respectively), so any concessions beyond the forecast could make a
significant difference to the presentation of the outcome.

5. The GGE growth rates shown in Annex D are not affected by this
week's changes. You also asked about year on year growth in the
planning total. Because spending in the current year is not being
monitored on a new planning total basis, we do not have a proper
forecast of the new planning total outturn for 1989-90 (one will
be prepared for the Autumn Statement). But on the basis of a
rough estimate, real growth in 1990-91 looks like being about
4% per cent, with 4 and 2% per cent in the later years
respectively. Excluding privatisation proceeds, the figures are
4%, 3% and 2% per cent.

jim/ Ll

S P B WALKER



SECRET Date of last update: 28/09/89
SUMMARY SCORECARD

(¢million)
xR 1990-91 | 1990-91  1990-91  1990-91 | 1991-92 | 1991-92  1991-92  1991-92 | 1992-93 | 1992-93 1992-93  1992-93
BASELINE | DEPT FORECAST HMT | BASELINE | DEPT FORECAST HMT | BASELINE | DEPT FORECAST HMT
S | POSITION OUTCOME POSITION | | POSITION OUTCOME POSITION | i FOSITION OUTCOME POSITION
; Ministry of Defence 21,187.0 | 381.0 81.0 53.0 { 22,101.0 | 757.0 29.0 0.0 } 22,653.0 | 1,264.0 700.0 0.0
,ﬁ FCO - Diplomatic, Information, Culture 841.0 | §6.0 43.0 37.0 | 884.0 | 63.3 50.9 §uas 906.0 | 60.2 67.1 5.2
,\FCO - 0DA 156270054 134.2 91.5 61.5 1 1,692:0:} 211.9 112.7 2700 1,736:0 327.9 142.0 2.0
Intervention Board for Agricultural Produce 1,342.0 | -106.7 -108.3 =170 1,518:0. 1 * -161.9 -143.8 -147.1 | 1,556.0 ; -103.2 -105.3 -109.6
Ministry of Agriculture, Fisheries and Food 578.0 | 90.5 50.5 -66.3 | 590.0 | 125.1 73.4 -76.8 | 605.0 | 149.6 89.9 -95.6
Forestry Commission 00 )i 1.1 i 80.0 | 3.2 3.2 3320 82,0 5.6 5.6 5.6
Trade and Industry 1,300.0%; -60.4 -60.4 -60.4 | 1,155.0 | -49.6 -49.6 -49.6 | 1,185.0 | -174.6 -174.6 -174.6
Export Credits Guarantee Department 122.0 | 89.5 89.5 88.9 | 61.0 | -1.1 -1.1 -4.8 | 63.0 | -92.2 -92.2 -101.2
Energy 421.0 | 27.4 25.8 -8.3 | 353.0 | 63.9 42.6 -1.0 | 362.0 | 33.1 31.6 -16.1
Department of Employment 3,887.0 | 141.3 -95.9 -385.2 | 3,894.0 | 169.0 -205.6 -623.1 | 3,991.0 | 253.2 -183.0 -770.5
Department of Transport 2,645.0 | 629.8 332.0 3,042, 724004 R 0121 538.9 0.0 2,792.0 | 1,360.0 609.0 0.0
DOE - Housing 5,737.0 | 954.1 706.7 14053:217565157.0 ¢ = 154551 771.4 105760 6,311.04 +1,221°4 739.4 32.3
DOE - Other Environmental Services 1,194.0 | 402.9 206.2 -184.8 | 1,226.0 ;| 620.4 153.4 -188.6 | 1,256.0 | 328.5 174.1 -61.9
DOE - Property Services Agency -138.0 | 1510 82.1 82.1 1 -186.0 | 157.1 19.7 28,74 =190 1122 -49.6 -49.6
DOE - Local Government 19,365.0 | 706.2 714.5 732.0 | 19,849.0 | 789.6 786.2 1,055.9 | 20,345.0 | 1112 769.9 1,096.8
Home Office (inc. Charity Commission) 4,506.0 | 678.4 373.8 80.0 | ¢,581.0 | 657.6 505.9 -190.7 | 4,695.0 | 760.7 611.9 -214.1
Legal departments 1,188.0 | 143.3 80.7 -4.3 1 1,261.0 | 206.3 123.6 -4.3 1 1,292.0 ) 310.6 202.8 -5.0
Department of Education and Science 5,824.0 | 1,267.1 875.9 243:90% 95,932,005 1,514 962.3 277.0 , 6,080.0 ; 1,718.1 984.5 280.3
Office of Arts and Libraries 456.0 | £6.5 21.0 -1.8 | 486.0 | 52.4 10.6 -1.9 ) 498.0 | 88.9 16.4 -1.9
Department of Health and OPCS 20,987.0 | 1,55¢.6 1,173.9 750.6 | 21,961.0 | 2,014.7 1,533.5 1,056.8 | 22,489.0 | 2,849.2 2,155.7 1,572.1
Department of Social Security 55,126.0 | 1,260.9 716.1 456.0 | 58,300.0 | 2,028.9 1,326.7 756,80 59, 75250 ) 4,421.8:'3,383.5 -2,558.5
Scotland: negotiable 9,179.0 | 68.4 -26.4 -487.4 | 9,491.0 | 104.0 -18.2 -523.2 1 9,728.0 | 138.9 -15.0 -573.0
Scotland: formula i 513.0 326.6 a1r2 i 676.3 410.6 67.3 | i 853.2 509.1 132.6
Scotland: local government ! 143.3 143.3 1435305 | 156.3 156.3 156.3 | i H 151.3 151.3 151.3
Wales: negotiable 4,133.0 | 136.9 71.4 047 &4,247.0% 219.9 37.3 -8.7 | 4,353.0 | 169.8 8.0 -44.0
Wales: formula i 261.0 1774 55.1°} i 334.4 215.0 73.6 | ' §10.2 252.9 102.5
Wales: local government i 76.1 7653 75.0 | 1 79.1 193 92.7 | : 79.3 78.9 95:1
Northern Ireland: negotiable 5,655.0 | 117.3 117.3 117.3 | 5,866.0 | 153.0 153.0 153.0 | 6,013.0 | 173:5 173.5 173.5
Northern Ireland: formula I 228.4 166.1 67.0 | | 282.1 192.7 66.9 | i 336.0 221.2 80.0
Chancellor’s Departments §,322.0 | 230.0 181.4 153:3 1 1,530,054 301.0 243.2 195.2 | 4,6464.0 | 630.4 343.5 261.5
Cabinet Office, Privy Council Office, etc 337.0 | 14.7 12.9 12:93) 352.0 | 15.3 12.4 12.4 | 361.0 | 9.8 9.7 9.7
European Communities 1,950.0 | 35.0 35.0 35S0 1158070 -35.0 -35.0 -35.0 | 1,620.0 | 230.0 230.0 230.0

Nationalised Industries -396.0 \ 1,957.7 1,425.2 H 97901 - 1,417:3 - 1,032.8 15002803 1,87630: 1,286.0

] 1 ] 1 1
] 1 1 ] 1
Optimism/bids to come ? 600.0 | d 1,150.0 ' ' 800.0

TwTAL ADDITIOii T0 PROGRAMMES 173,450.0 | 12,168.7 8,742.9 2,139.8 |181,644.0 | 14,962.8 10,333.3 2,246.6 1186,182.0 | 20,630.5 14,185.8 §,571.7
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Changes in forecast outcome

(i) FCO-ODA: new bids for ATP soft loans in 1991-92 and
1992-93; less optimistic forecast in year 1;

(ii) EMPLOYMENT: outcome revised in light of Mr Fowler's
letter of 26 September - outcome in 1992-93 may improve;

(iii) DOE-OTHER: reduced optimism on outcome of bid for
credit approvals for local environmental services;

(iv) DOE-PSA: changes reflect latest position as outlined in
Mr Edwards' submission of 25 September reporting official
negotiations;

(v) HOME OFFICE: (a) non-prisons: improved forecast
outcome following reduced bids (Home Secretary's letter of 21
September) for police helicopter support and minor bids, and also
increased savings offered for years 2 and 3 on charging for
forensic science testing;

(b) prisons: increased optimism on
outcome of bids for prison services HQ staff;

(vi) EDUCATION: less optimistic forecastof outcome on
maintained sector capital;

(vii) LEGAL DEPTS: division expect to be able to force
reduction in performance pay element of LCD running costs in years
2 and 3; cutbacks also likely in court building; offset somewhat
by rise in net Land Registry provision because of downturn in
housing market;

(viii) HEALTH: improvements because of further probing on NHS
review bids and running costs; DH likely to accept some savings in
AIDS provision and have withdrawn bid for VAT on fuel and power.
Increases, however, because more importance than previously
thought attached by DH to additional investment and LA credit
approvals. Also, hard to refuse additional bid on centrally
financed services;

(ix) SOCIAL SECURITY: recosting of the effect of a 1 year
freeze of Child Benefit;

(x) SCOTLAND (FORMULA): removal of HRA subsidy from formula
calculation - now established that it is not comparable;

(x1) WALES (NEGOTIABLE): more realistic assessment of
provision necessary in 1990-91 for home improvement grants in
Wales;

(xii) N. IRELAND (NEGOTIABLE): effect of July revision to
economic assumptions on housing loan charges;

(2iix) NATIONALISED INDUSTRIES: increase in Scottish
Electricity EFL in 1990-91 due to increased interest costs because
capital reconstruction now not likely to be possible much before
date of flotation;
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ADDITIONS TO GGE (EX PRIV PROC)

(£ billion)

ANNEX C

Baseline GGE ex priv proc 210 220475 <
Additions on scorecard 8% 10% 14%
Drawdown of Reserve 1 -4 -4 -4%

Additions to local authority
self-financed expenditure,

central government debt interest,

and other adjustments 1% 1% 1%
TOTAL ADDITIONS TO GGE ,:T??u//A“.f;;JX. 11%
‘NEW GGE (ex priv proc) 199.2 216 5 228% 239%
Money GDP » 516 552% 587% 621
Ratios of GGE to GDP 38% 39 39 38%

1 Giving Reserves of £3/7/10 billion.
2 Using July deflators, and real growth of 2% in each of 1989-90 and
1990-91 and 2%% in each of the later Years (as in FSBR).

29 Semptember 1989
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EXPENDITURE TRENDS

1978-79 (outturn)

1979-80
1980-81
1982-82
1982-83
1983-84
1984-85
1985-86
1986-87
1987-88
1988-89

1989-90

1990-91 (forecast

of Survey outcome)

1991-92
1992-93

gepl.ip/tables/ex trend

Annual average real growth (%)

1968-69
1978-79
1987-88
1988-89
1989-90

to
to
to
to
to

1978-79
1988-89
1992-93
1992-93
1992-93

29 September 1989

ANNEX D
SECRET
GGE EX PRIV PROC
(£ BILLION)
Cash Real % Real growth % GDP
on previous year
75.0 153.3 5.1 43%
90.3 158.3 3.3 43%
109.0 161.1 18 46
121.0 163.0 i 46%
13 167.5 9.7 46%
141.6 17<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>