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From THE Ricut HonouraBLe THE Lorp Mackay oF CLASHEFERN

House oF LorDs,
LONDON SWI1A OPW

CONFIDENTIAL 45 May 1989

N &

The Right Hooourable
John Major MP :
Chief Secretary IFJ.;- -
HM Treasury =t
Parliament Street "

London SW1P 3AG ; ’fj'_

E 2
TR ATTACH G FOLMST

1. In accordance with the guidelines agreed by the Cabipet I have reviewed
the priorities within my departmental programme. As A r'r-fr-'.u]t I am compelled
to seak the additional resources described in the annexe td this letter.

i My offiefals will as usual be submitting more detailed information 1o your
officials. Mesnwhile, | enclose Management Plang for LCD, Land Registry end
Morthern Ireland Court Sorvice. The Public Record Office are in separale
discussfons with your officials about the form and content of thelr plen.
Incorporated within these plans is Information on output, performance and value
for money,

LCD

3. When we concluded last year's negotiations you will recall that, in agreeing
to accept a three year settlement for running costs, 1 made it clear that a
combination of the wider economic background, and the major changes affecting
my Department might force me to seek to reopen the agreement this year.

g, The Inlervening period has seen a number of developments which,
collectively, leave me no alternative bul to do so. These include the further
development of the civil Initiatives and their resource implications, the
publication and discussion of the Green Papers on Competition Folicy and the
legal profession, the recent round of pay increases and the unforeseen growlh in
inflation. Although the Management Plan, which accompanies this letler,
succeesfully demonstrates the requisite efficlency galns over a whole range of the
department's activities, I do not believe, therefore, that it would be sensible
or practical for me to seek 1o esgree with you a revised three ysar settiement.
The department is involved in a large management of change exercise. Many of
the factors which affect the various businesses are llable to change cver the
period in guestion and often for reasons outside oor control. In these
clrcumstances, and notwithstanding progress  in guantifying the likely resosurce
affocts, a future need for net additional resources over the Survey period is a
real and unavoidable possibility which a three year settlement would deny us.




CON FIDENTIAL

3, The Management Plan is built around my Departmental Strategy. the key
elements of which relate to the reorganisation of civil business and competition
within the professions, As you are aware from cother correspondence I intend fo
pursug this through a phased programme of Iimplementation geared to the
Department's management capacity to deliver and the general capacity of the
gystem to absorb the changes. Wevertheless, despite the phasing, some
additional resources are required and these are covered in more detail In the
official letter. These are carefully targetted increases and 1 shall be looking
to all managers in the department to use maximum flexibility in the deployment
of staff and resources during the perind of Implementation.

i Turning to the Gresn Papers, you will be aware that the precise resources
implications of the proposals have yel to be guantified, although my bid does
include the sum of £500K to cover the costs of setting up and running the proposad
Advisory Committes. However, the real impact of the Green Paper on the current
Survey relates more to the additional attention it has focused on the performance
of the Courts. [ must ensure that we do not attract undue criticlism at a time
when we are seeking to reform the legal prolession.

s The effect of the recent round of pay awards has been much higher than
I anticipated last year. This is especially so in lLondan and the South East
WhE'T'F'.-. ]argl'_“i}' ﬂf necﬂqﬁ'ﬂ':’ll MO ‘than h.jl_f ]||:.-‘ U(:p.a'rTmE-ni 18 Sir.L'.Et'E'r!-. “Ihl]Ept

I welcome the moves towards more flexible pay, the extension of performance pay
and increases in the maximum payable for local pay additions as an aid to
recruitment and retention, the funds thess demand cannot be absorbed within
existing provisions. The problem is, of course, aggravated by the unexpectod
increase in inflation which makes it almost impossible to find savings to help
finance pay settlemants.

B. As usual, expenditure on accommodation features large in my running costs
expenditure. This has been given added emphasls in the current Survey because
of the acquisition of new responsibilities for accommodation from ist April 18480,
I have to say that we have not basen helped in our work to ascertain our
requirements by the delays in sending us essentlal data.

8. All these considerations make it pecessary for me lo seek additional
provision for rumning costs of the order indicated at Table 2, Although the sums
of money sought are not insignificant I must stress that 1 am not bidding for any
additional manpower for continuing business beyond that already included in my
published manpower plans. The additional manpower shown at Table 2 is solely
for the implementation of the wvarious initliatives and a detailad breakdown is
contained in the official material. The revised provision 1 seek will gnable the
Department to pay the tetal number in the manpowar plans plus the targetted
additions referrad to above, In the light of the assumptions we have made about
pay and other price Increases. 1 will, of course, have to look at my manpower
plans afresh In next year's Survey and 1 cannot discount the possibility of

increases being required then.

10, Revised sassumptions on price increases are largely responsible for the
additional bids for general non-running costs and Jurors and Court Reporting.
The latter also take account of the opening of new couriroams.
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11, The bid for judicial salaries payable from the Consolidated Fund takes
accoint of revised numbers, including some additions for new initiatives, as well
as higher assumptlons then last year about TSEB pay awards.

12, [ must again seek increased provision for the court building programme.
wotwithstanding its vital importance to the achiovoment of operational largets in
the Court Service, the programme is little changed from last year, But, with
inflation in the construction industry remaining high, the additiomal provision is
necegsary to keep the programme on target.

13. Problems of inadeguate and inaccurate forecasting of expenditure and poor
and. late Information continue to undermine the FII'F..EI!'HJEIEIE.'-'E effective []lﬂﬂﬂi'l'lﬂ Al
control.  An added difficulty this year is that PSA are moving to & new system
of fea charging, to replace resource costs, and have not yet supplied procise
details of how this will work.

14. As usual., In order to arrive at the additional bld we have made a realistic
estimate of likely slippage on the programme. However, in the light of events
in 1988-89, we have been a little more cautlous about this than in last Year's
survey., Reduced slippage should, of course, contlnue as we make improvements
in our project management.

15. The position on legal ald remalns very gimilar to last year. With the help
of the Treasury we have been examing our forecasting techniques 1o try and
improve their accuracy. The application of the Holt Winters forecasting method
has been run on & trial basis and f{s now being evaluated. However, it is too
early for this to have had any real effect on the [orecasts produced for this
year's Survey. Nevertheless, my bid for the first year {s 8 modest one and,
although it increases in the second and third years, the asgumptions used are
proper and defensible.

16. The Legal Aid Hoard has now taken over the administration of legal aid.
The Board is developing a corporate strategy and has already drawn up an I.T.
strategy which was sent to your officlals some weeks ago. The bid I am making
includes additional funds to allow the strategy to proceed. The Board have
already set themselves testing targets for improv ing efficiency and effectiveness
within the administration of legal aid. These will Involve some recrganisation
of Area Offices etc. and it is necessary to seek addltional funds 10 cover the
cost of the consequential redundancies. In addition to these specific items, tha
Board is, like the Department, affected by higher than expected pay and price
Increases.

17. The modest additional bids 1 am making for Office and General
acoommodation and Law Centres are dealt with more [fully in the official
latter.

18. You will see from Table 2 that I have again costed separately the effects
of major new policies on my Department's programmes end my officials will deal
with this in more detail. Where possible, we have sought to keep your pfficials
in touch with our work cn the assessment of the resource implications of these
policies and the only policies llkely top be new to them are the Statuta Law

e

Database and the Report on Security at the Rayal Courts of Justice,
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19, You may recall that the Review of Government Legal Servicos conductad
by Sir Robert Andrew recommended that work already In hand on a computerised
database of statuts law should be "pushed ahead as a matter of wrgency". This
work has besn procesding under the segis of a committes chaired by my Pormanent
Secretary and I have agreed that my Department should take the lead in the
management of this project. 1 am keen that this project should proceed as I
belisve it has fthe potential to bring considerable benefits to Parliamentary
Coungel, Farliament and the whole of the Government Legal service. A copy of
the Preliminary Study Report 1s included with the official correspondence.

). A comprehensive raport on securlty at the Royal Courts of Justice has been
conducted by the Security Services. This reveals some worry ing deficiencies In
the level of security currently provided and a Working Party here is examining
how best to take this forward. The flgures shown in Table represent the besl
gstimate to date of the costs of implementation.

21 . Turning to the other policies, the bid for legal aid rgsultng  from tho
oxtended use of DNA testing in immigration cases 18 based on workload
assumptions produced and agreed by Home Office and FCO. Your officials are
famillar with the issues on satellite T.V. links and my bid is provisional pending
a decision by Home Office Ministers on implementation. We corresponded on the
Football Spectators Bill earlier in the year and you agreed that the resources
feeups should be resolved In this year's Survay. My bid for the Road Traffic
Law Review is alsc provisional, pending decisions on a legislative slot becoming
available.

22, The decision to set up a Palents County Court came out of the Copyright,
Designs and Patents Act 1988. My officials are in correspondence with DTI
officials obout the possibility of a PES transfer. However, [ thought it prudent
to put in a formal bid at this stage.

LAND REGISTRY

23 The provisions sought by the Land Registry in its Submission geek simply
to convert the fees paid by applicants for registration into the cash and
respurces needed to deliver repistration services. | am pleased to say that
target unit costs for 1988-89 have been met and the targets for the survey period
provide for further year on year improvements. The Submission recognises the
decline in property market activity but seeks to maintain output at the level
needed to reduce the accumulated backleg of cases and so restore an acceptable
level of service. The capital building programme reflects the need (o meat the
department's expansion and relocation plans as outlined In the Registry's
Management Plan. These plans will continue to develop the potential in existing
\pcations, the relocation of work from the south-east and to improve overall unit
COSIs.

24 The effect on the department's workload of opening the register to public
inspection (under the enabling provisions of the Land Registration Act 1988}
cannot be reliably assessed. This will only become clear once the service is
avatlable and at this stage no specific provision has been sought other than some
minor capital and current expenditure of preparatory work based on small systom
compLting.




CONFIDENTIAL

=

25. All the additional current and capital expenditure sought will be entirely
covered by Land Registry fee receipts so no demand on public expenditure
arisos.

NORTHERN IRELAND COURT SERVICE

26, In the 1988 Survey the Court Service obtained Increases in running cosis
for the first yvear, with a small nominal percentage increase In subseguent years
which was to be reviewsd during the 1989 Survey., While case dispcsals are
expected to increase by 4.5% over the 19889 Survey period every effort is being
made to contain this within present staffing and judicial complements. The
Service is also endeavouring to contain and, where possible, reduce its general
administrative expendlture. Because aof thelr efforts in achieving better value
for money and rationalising and computerising office systems the running cost bids
in years one and twn have been restricted to the percentage Increases necessary
to mest the present staffing celling pay costs. In year three there Is an
additional bid of E£93K to meet the Increasing costs of computer hardware and
software support, rental reviews and the Senior Management Devalopmant
Programme.

27. The capital bullding programme has suffered greatly In recent years due
to security difficulties and intimidation of contraclurs. The wupshot is a
conslderable amount of re-scheduling which has resulted in a reduction in
provision in the first year and re-instalement in subsequent years. Provision
iz alse being taken in the second and third years for the replacement of Dungannon
and Antrim courthouses and the extension and refurbishment of Newry courthouse.
The Grant-in-Aid to the Law Society to meet the administration costs aof legal aid
has Increased by a little over £100k per annum, largely attributable to revised
pay assumptions.

28, Finally, you mentioned last year your concern at the growing expenditure
on legal aid, the degree of control and available management Information. In the
intervening period LCD officials and their counterparts in the NICS have been
examining the financlal and management information systems In use in both
Jurisdictions and a consultant has been engaged in NI to develop the systemns
necoseary to support this function. Her report and recommendations should be
available in September. [ have also been concerned about the backlogs of clvil
business in the Legsl Aid Department and, In order to increase efficlency.
propose to reduce the work on Initlal case assessment hy extending and
encouraging the use of the Green Form Scheme. This will bring forward Lhe
payment of certain cases, necessitating additional provision of E674k in the Tirst
year, though this will largely be recouped in subsequenl years. The bids far
the =econd and third years relste to the fincreased use of Legal Advice and
Assistance and Assistance by way of Representation.

PUBLIC RECORD OFFICE

28, Funding for planning and construction of the Kew extension continues 1o
constitute the major element of PRO's additional blds, The existing baseline
contains a substantial element for this and other major capital projects but the
bringing forward of bullding work at Kew and slippage on computer projects
{largely due to difficulties in recruitment and retention of IT specialists) have
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made a revised profile of expenditure necessary. These changes affect the design
and implementation of the machine-readable data archive (MRDA] and
computerised records information system (RIS completion of work at Chancery
Lane 1o convart the basement into reading rooms ready for the opening of the 1891
census returns  in 1892: and continuing refurbishment and conversion of
accommodation at both Haves and Chancery Lane o provide additional record
storage.

30. The major element within the running costs bid is pay. which constitutes 58
per cent of the running costs bid and almost 30 per cent of the total bld in the
first year. This reflects both the artificlally low baseline and "pay realism"
with allowance made for pay setilements in the region of 9 per cent in I[irst year
and B per cent thereafter. Funds are also requested for four additional staff
in each year of tha Survey: deployment of these posts ic expected o be
primarily in the area of i(nformation technology and congervation. The need ler
additional searchroom staff in 1992 can be avoided by improved guidance to
readers in the form of video-recorded introductions and more detailed catalogues:
bids to fund the productlon of these by casual and consultancy staff have
therefore bean Included. In respect of the general administrative sxpenses af
the department, funds are sought o meet the rising cost of maintalning specialist
accommodation both at PRO sites and at the British Film Institute; of training
{largely as a result of central initiatives and the expansion of Information
technology); of travel (entirely as a result of the relocation of departimental
records sections te the provinces); and of security. Market testing of securlily
services in the course of the next year may result in gavings from 1991-82 which
will be offered as such in PES 1390,

2 My officials stand ready 1o provide whatever additional information is
required. 1 am copying this letter and {ts enclosures to the Prime Minister, the
Lord President, the Home Secretary, the Attormey General, the Secrefary of State
for Morthern Ireland and the Secrstary of State for Scotland.

A
o




FES 1989 - LORED CHANCELLOR'S DEPARTMENT

BASELTNE

fmillion

1988-89 198994 1990-91 199192 1992-93
Estimate Estimate Plama Plares Plans

Funning costs 214.377 238,988 252 .545 272,446 279.257
Mon-RFunning costs 32.068 31,805 34,955 35.829 36.725

Jurors & Coumt
Repart Lng 33957 16,419 38, Be8 39,839

Conscl idated Fuma
[Judicial Salaries) 34,687 37.802 39.247 42,116

Conrt Building 631,42 80.202 8l.e5]

Offica anddl Ganeral
hecommodat fon 1.050 &, Thl D92 1. 0]

Lagal Aid 487.819 545,284 595,252 650,294

Grants to L.aw
Cantres i T8 . TBT 26

Coats fran
Cantral Funds 21.695 11,737 12,293 12,672

Legal Aid
Mministration 26 . 888 30.319 31,0058 33,567

ague Cormeant Lon 034 .36 37 .038 039

Appropriations-in-
Add -165.503 -=172.466 -17B.M5 ~-1B2.679 -187.246

TOTAL T51.3%  ea3.65 Q.09 97430 GR5..L00




PES 1989 = LORD CHANCELLOR'S DEPARTHMENT

TAELE OF ADDITIOMAL BIDS

Emillion
1990=91 1991-92 1992-93
Funning costs 29,154 el a0 .599
[of which new initiatives 3.93]
Non-Running costs
[of which new initiatives

Jurors and Court
Eeporting

[0f which new initiatives

Consolidated Fund -
judicial salaries

[of which new initiatives
Court Buillding

Office and GCenercal
Accommodal 1on

Legal Aad L 7L

[of which new initlatives 25.073

Law Centres 0.035

Legal Ald Administration F.578

SUB 'MOTAL ; 160.073
Appropriations-in-Aid 0.0 0.0 0.0

TOTAL 15.186 160.073 242 .080

MARPOWER PLANS 1990-91 1991-92 1992-93

11,287 11,250 11,250
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The Rt Hon John Major MP [f;:*_...'.u
Chief Secretary

Treasury Chambers riff,"
Parliament Street k.
LORNDOR -

SW1 25 May 1989
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PUBLIC EXPENDITURE SURVEY 1989
b ciiiciir 1 Eoia

In this year's Public Expenditure Survey I aim to build on the
developmente of the last 12 months, in particular the launch of
Employment Training and Training and Enterprise Councils. These
initiatives address two of the major problems in today’'s labour
market. Firat, the need to reduce the pressure on wages by
increasing the supply of labour; this is particularly
effective if those helped to take Jjobs would otherwise be
receiving state benefits. Second, to increase the volume of
employer funded skills +training, particularly higher lavel
transferable skills.

I judge that the momentum can be maintained without a significant
inerease in the baseline of our major programmes. But it i=s
important that we make no further reductions below baseline. Last
year‘s reductions of £300 million in YTS and ET in 1990-91 and
E400 million in 1991-9%2 have still to work through and we should
not add to them. Training is  |becoming an increasingly
important political issue and the period in which we set up TECs
is not the time to make bigger cuts than we have already agreed
to the programmes for which they will have responsibility. I
suggest our strategy should be to hold public expenditure broadly
constant while wusing TECs to secure the large increase in
training expenditure by employers which we are seeking. It is alsao
vitally important that, through the stricter benefit regime, we
keep up the pressure to minimise the unemployment count,
especially given the risk that a slowdown in economic activity may
cause the count to rise slightly. My objectives are at annex 1
and are reflected in the structure of my detailed bids at annex 2.

Eoapaliniini |.'q |l.'bl‘|€:'lll.1;:rlﬁq?3']l_'ll}li‘. f
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As part of the TInner Cities Initiative I announced two pilot
schemes, the Job Interview Guarantee Scheme and the Inner
City Development Fund, which offer incentives to the long-
term unemployed and other disadvantaged groups. I believe the
pilots will form the successful basis for a programme which
will encourage long term unemployed inner ity residents to
eastablish a bigger stake in their local economy. Therefore I am
bidding £12 million, £22 million and £22 million for the
programme to be implemented in full.

Many disabled pecple need help to keep and find work.
Technological developments now offar cost-effective ways of
helping a wider range of pecple with disabilities te find work.
At the same time there are more people with health problems and
disabilities in the community. We have the opportunity offered by
the tightening labour market to get more of these people into
jobs. I anticipate additional gross expenditure of £21 million,
£28 million and £37 million to provide equipment and adaptation
for the disabled in mainstream employment, sheltered placements
and to restructure Remploy.

Turning te my second theme, encouraging employer funded training,
only one of my initiatives requires new money. The others will be
met from ET and YTS and EAS. These and other bids also to be met
from existing resources are at annax 2. However, Business Growth
Training is an important development. At this early stage I am
not seeking a general increase to what is a fairly modest
baseline, but I have identified the need for special support to
enable TECs to establish Local Training Advisory Centres which
would have an important role to play alongside the BGT initiative.
TECs would contract with agents to set up and run the centras,
which would provide professional advice and assistance,
particularly to smaller firms, about new training
developments,practical demonstrations of new training technology
and information about training provision. 1 anticipate I will
need an extra €8 million, £12 million and £13 million.

I have been very encouraged by the results being achieved in the
first Compacts I established. Evidence from the first 30 Compacts
shows the value of pump priming te fund development work and
initial ©operations. I am bidding for additional funds of
E6 million in each PES year to establish partnership activities in
all TEC areas by the end of the PES period. This will provide
greater business involvement in schocls and better coherence
between education, training and work.

I have several proposals involving capital expenditure. In
particular, rationalisation of the ES local office network and
Information Technology for both the ES and TA. Business cases are
well advanced for these projects. My bid for additional non
running cost expanditure in total, mainly capital, is
E40 miélinn; £49 million and €28 million. The full analysis is at
annex 3.

2
CONFIDENTIAL
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Last year we negotiated a three year agreement on running costs,
Even though its assumptions on pay and prices have proved overly
optimistiec given, particularly, the nature of the long-term pay
agreamants made by the Treasury and the large increase 1in rents
and other charges coming through from PSA, I intend to stand by
that agreement. However, it will prove particularly difficult to
maintain those of my programmes for the unemployed run directly by
the Employment Service, because these costs are included 1in tha
running cost limit.

There are three items cutside the agreeament. Firget; the extra
up=-front running costs associated with relocation; on which there
has been a separate submission at official level. Delay in
starting the relocation programme engendered by the delay in
getting approval for the additional running coste and for
improvements In the package of relocation terms, &alsco under
discussion with Treasury at official level, now leads mea to
rephase those running cost requirements slightly. I also take the
cpportunity to add in some additional, relatively small running
coSt requirements recently identified and guantified, tha most
notable of which is &a bid in respect of HSE, who have now come
forward with a proposal to relocate some more staff to Bootle. My
bid for additional running coste for relocation ae a whole is
EB million, €5 million and £3 million. Second, wa have asked
that the TEC management fee should be treated as programme
expenditure, in the same way as we have been doing for fees to
Managing Agents of our training programmes - and indeed as wa do
generally for payments to grant aided bodies which cover, inter
alia, their administrative expenses. I have written separately on
this as an early decision is needed S0 we can plan expenditure
acrogs the Group for next year. Third, I would like the
administration by HSE of the Food and Environment Protection Act
to move o©on to net running cost control from 1 April 1990. This
would require a technical adjustment te the gross provision. Alsc
frem 1 April 1530 the Huclear Installatieons Inspectorate net
running cost ring fence should be extended to cover Wuclear Safety
Rasearch work transferred from the Department of Energy. I would
ba grateful for confirmation that you are content for discussions
to proceed on this basis.

I now fturn to the running cost bid T am making for 1992-53. My
decision not to reopen the running cost agreement for the first
two new PES years will mean not only that the ED Group will have
to achieve efficiency gains of more than the 1.5 per cent a year
stipulated in the Management Plans but also that some work will be
stopped or deferred. Projects reguiring expenditure now to
save money later must be postponed, in particular work on
the Employment Service’'s Information Technology strategy. I
propose to spend E26 million din 1992-93 teo go some way to
redressing earlier delays. Also by 1992-93 known large increases
in accommodation costs will have fully worked through. First, the

3
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addition of about £10 million VAT to rents, which has beean imposed
on us. Second, the steep rise in commercial rents as leases come
up for renewal. Third, some routine maintenance due over the
first two PES years may have to be postponed. I anticipate
accocmmodation coste in 1992-93 in total will be £31 million above
baseline. Similarly, we may have to delay training and other
human resource development work throughout the Group, with
consequent additional commitment in later years.

Tha HSE require £4 million in 1992-33, largely for new work
genarated by the harmonisation of European Health and Safety
regulations and in response to increased public concern about
workplace hazards. As mentioned abovae, I have not included a bid
in relation to pesticides work (FEPA) - which would otherwise have
requirad an additional £0.7 million in that year - which I am
assuming will have moved on to a net running cost basis by the
beginning of the PES period.

Finally I need some cover for the recent pay settlements entered
into by Treasury. I intend to absorb the 1985-90 settlement but
larger increases are already in the pipeline and there is a limit
as to how long I can go on absorbing them without endangering the
cora activity of the Group. I have assumed pay increases of the
ordar of 5.5 per cent in 1992-93, and I will need at least an
extra E58 million for pay in that vyear. The several items
discussed above produce an additional regquirement in 1992-93
totalling £119 million. There will of course be any number of
additional small requirements for new activities but I would
propose to absorb them by a continuation of increased efficiencies
beyond those identified in Management Plans and reduced activities
elsewhere. One major saving I can, however, now identify and
offer up as an offsetting saving. The privatisation of the Skills
Training Agency should release £24 million running cost provision
in that year. My retention of the likely running costa savings
from the STA baseline provisien in Years 1 and 2, as I am entitled
to do undar the fixed three year settlement, provides at least a
partial offset in those years for the increased costs, thus making
my task in standing by the agreemant that much more
manageable. In total, therefore, my requirement for gross
running coste in 1992-93 is £95 million above the baseline, as
revalued by 2.5 per cent. The details are at annex 4.

In addition to the above items I am seeking extra cover of
£4 million, £4 million, and £6 million for the Redundancy Fund.
This need arises because in PES 88 we overestimated the reduction
in requirement as the economy improved.

Finally, 1 attach at annex 3 details of output and
performance indicators to support my baseline and bids for
programme expenditure. My Management Plans are being reassessed,
to take account of my decision to stand by the three year running
cost agreement. Your officials are aware of the position and the
new deadlines agreead.

4
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i1 am copying this letter to the Prime Minister and also
the Secretary of State for Wales and the Secretary of State
tor Scotland with whom I intend to meet shortly on this.

5
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CHIEF SECRETARY | *“"T "

Overseas Aid Vote

1. This financial year we shall, for the first time
since 1979, have some real growth in our aid programme.
As a result we have at last checked the decline in the
proportion of our GHP spend on aid which in 1979 was
0.52%. The average for the last two years is 0.30% and
that is what we can expect for 1989. Halting the decline
in our aid performance is a welcome sign of our economlc

strength.

2. We have worked hard and successfully, as I think you
will agree, to ensure that our aid is used effectively.
But there are still important areas where we should be
making a greater contribution and where it would be in
our economic, political and environmental interests to do
g0. I need additional aid resources if we are to be able
to meat our three closely inter-related and fundamental

objectives:

a) to further the Government’s objectives
internationally of limiting glebal enviromnmental

damage;

"hr'!I.IF'r 7




CONFIDENTIAL

to maintain our present key policies, of supporting
economic reform, regional peace processes, and
contributing substantially towards a positive
measures policy in Southern Afrieca;

further to promote the role of the private sector
overseas and more affective alleviation of poverty.

3. Our economic success at home has restored our respect
abroad. There has been a renewed willingness to listen
to us. But with it has come also a renewed pressure for
Britain to accept its share of the aid burden. We see
this within the European Community and the OECD, at
Commonwealth and UN meetings, and at Economic Summits.
There is also growing pressure in multilateral aid
nagotiations for us to accept more generous
replenishments and to increase our shares now that our
economy is strong again. Our record has become
increasingly difficult to explain to our friends or

defend against our critics.

4. Furthermore, in the context of global environmental
concerns where we are already playing a leading role
internationally, we shall be expected to meet our share
of the costs of helping developing countries participate

in international initiatives. If we want developing

countries to give the priority to limiting global

environmental damage which we believe they should we must
be willing to provide them with additional resources. We
cannot expect the poorer countries to help solve the
problems we largely created by our own industrialisaticn
at the expense of their own develcopment.

/Programme Expenditure
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Programme Expenditure

5. My first bid is to enable the aid programme to help

further the Government’s objectives internationally of
limiting global environmental damage. I have already
explained why we must be prepared to provide additional
resources to achieve this rather than diverting existing
aid. My bid at this stage covers primarily an expansion
of our forestry work overseas which the Prime Minister

has recognised would make a valuable contribution to

efforts internationally to prevent de-afforestation, and
some provision for initiatives, bilaterally and
multilaterally, to increase energy efficiency and
encourage the adoption of ozone friendly technolegy. But
I have no doubt that in due course we shall find that we
shall need to do more than this. HNicholas Ridley’'s
latter of 15 May to the Prime Minister notes the pressure
we shall come under, after the London and Helsinki
meetings, to agree to a Climate Fund.

1990/91 1991/92 1992/93

£15m £40m £90m

&. My second bid is for the minimum additional resources

we envisage at this stage will be necessary to meat
further new commitments for multilateral aid. Without
this the real value of our bilateral aid overall would
need to decline still further. After a decade in which
the value of bilateral country programmes overall has
fallen by over one third, and many individual programmes
by one half, this trend must now be reversed. The PAC
noted recently the practical limitations of a policy of

Jeeeking
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seeking to constrain multilateral aid in order to protect
our bilateral programmes. I should alsoc otherwise have
to take an even tougher line in the IDA 9 negotiations.
As it is our resource constraints will regquire us to
adopt a restrictive position. My bid covers both EDF 7
which is currently being negotiated, and where we shall
find it very difficult to hold a replenishment of

9.5 billion ecu, which I am assuming here, and the
Treasury’s forecast growth in EC budgetised aid
expenditure which is attributed to the aid programme and
over which we have no contrecl. For 1990/91 1 am also
seaking to offset the agreed reduction in respect of the
overspend on EC attributed expenditure last year,
currently estimated to have been £15 million.

1990,/91 1991/92 1992/93

£37m E27Tm £40m

7. My third bid is to enable us to continue to play our

part bilaterally in support of economic policy reform,
particularly in sub-Saharan Africa and to help the front
line states reduce their dependence upon South Africa as
part of our positive measures policy. We have already
shifted the balance of existing rescurces as far as we
can. Any more would require further damaging reductions
elsewhere, prevent us from contributing to regional peace
processes, and cause us to miss out on new opportunities
such as in China. I include in my bid sums for Nigeria
on the basis we have already agreed (some (50 million
armnmually at current exchange rates). To the esxtent that

we could get away with less in the later years it would

/allow
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allow us to respond more effectively elsewhere: otherwise
my bid does not provide for Sudan and Zambia should they
accept the necessity of economic reform:

1990,/91 1991/92 1992/93

£E0m £70m £80m

B. My fourth bid is to allow me to fund an expansion of

CDC activity through the aid programme now that it is
clear that, despite having taken legislation to allow
overseas borrowing outside the PSBR, we have no assured
gsystem for deoing so which is acceptable to the Treasury.
The CDC is our main vehicle for investing directly in the
private sector overseas and should ba seen as part of our
overall policy of promoting the private sector. We shall
be encouraging it to do more in this area, including
equity investment, and also forestry.

1990,/91 1921,/92 1992793
C25m E£E35m E45m

9. My fifth bid is for a further expanszion of our

support for the work of the voluntary agencies overseas.
They are effective at grassroots level in helping to
alleviate poverty and to protect the local environment.
It also brings us considerable political credit
domestically.

1990/91 161, 1992 /93

CONFIDERTIAL




CONFIDENTIAL

10. My eixth bid acknowledges that having held the mixed
credit part of the ATP budget constant at f£66 million for
some years we shall need to augment it in the later years

of the Survey if we are to maintain our support for
industry in key markets, particularly the Far East.

11. I leave aside the issue of a possible extension of
the ATP soft loan scheme which we shall need to discuss

separately once officials have reported.

1990,/91 1991/92 1992/93

£10m E1E8m

12. Qur aid performance as a percentage of GHF has
bottomed out at a level which leaves us comparing badly
with other countries. Against the internationally agreed
target for aid spending of 0.7% of GNP to which we remailn
committed the latest figures show us ranked fourteenth
amongst OECD donors, above only Australia, New Zealand,
Ireland and the United States (which has never accepted
the target and whose aid in absclute terms i= five times
ours). Because of this and because we contribute
substantially to EC aid programmes, our overall bilateral
aid, the real value of which has declined substantially
over the last decade, is now small compared to the US,
Japan, Germany and France, and falling well behind that
of Canada and Italy.

13. The existing FES provision even on present Treasury

forecasts of inflation shows a decline in real terms

the prnvisian 1or the current year. The effect ol 1

bids would be for the aid programme to continue to grow
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in real terms. More sgignificantly, politically, it would
also have the effect of the aid programme being seen to
increase again, albeit modestly, as a percentage of GNP.
That would transform our position internationally and

domestically in presenting our aid policies.

Running Costs

14. Finally I need to bid for additional running costs
for ODA and ODNRI. It is only with considerable
reluctance that I seek to reocpen the three year
settlements we agreed last year. But my letter of

25 May 1988 did say that we were able to forgo any
addition to ODA resources for 1989/90 and 1990/91 only on
the understanding that pay settlements in those years did
not exceed the assumed level of S%. My bid therefore
includes provision for the additional cost of the 1%8%
pay settlements, to avoid arbitrary and inefficlent cuts
which would damage the effectiveness of programme
axpenditure. In order to try to avoid a recurrence of
this problem, the bid alsoc reflects revised pay
assumptions for the years 1950/91 to 1992/93 as detailed
in the ODA Efficiency Management Plan which will
accompany the PFO's letter. HNor is it realistic te
assume that, in addition to the plans for efficiency
savings which have already been agreed the ODA can absorb
the newly imposed cost of VAT on the rent of its ocfficial

premises.

15. I am also seeking additional rescources for staff to
enable the ODA to undertake three new activities. First,
additional money is needed in the first two years to
begin implementing ODA’s agreed Information Technology

JStrateqgy
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Strategy, developed in conjunction with CCTA and aimed at

improving staff effectiveness and the gquality of aid
delivery. From 1992/93 onwards we expect to find the
running cost resources for this from the efficiency
savings planned for that year.

16. Secondly, I am also concerned that present running
costs provision allows us no scope to respond to growing
concerns about the environment. I have therefore
included a new running costs bid in support of the bid
for additional programme resources in this area.
Thirdly, in parallel with my bids for the Diplomatic
Wing, T am also seeking additional resources to fund the
cost of improvements in health care arrangements for
staff overseas.

17. For ODNRI some additional running costs will be
necessary now that the actual costs of running the new
Chatham site can be more reliably assessed, to provide
for slightly enhanced external contracts programme, and
te reflect some further rephasing of relocation costs.

18. In total my running cost bid ls:

1990/91 15991/92 1992/93

£3.7m £4.6m £7.1m
19. Further details of all my bids and the improvements
in performance and output that they will achieve, are
included in the ODA's PFO letter, together with the draft
Manan: nt Plans for the CDA and ODNRI which are at

prezent the subject of discussion between our officials,

J20, Finally,
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20. Finally, over the PES period, we expect to take on
further contingent liabilities for the callable element
of capital subscriptions to regicnal development banks

and for providing guarantees under the forthcoming Lomé
Convention. These will add only marginally teo the total
reported ODA liabilities and will not put public
expenditure at risk. Details will be included in the
separate report on Contingent Liabilities.

21. I am copying this minute to the Prime Minister.

(GEOFFREY HOWE)

Foreign and Commonwealth Office
25 May 1989
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PCS5/89/099

CHIEF SECRETARY

Public Expenditure Survey: PCO (Diplomatic Wing)

1, Last year we halted a steady decline in the Diplomatic
Wing's resources, The arrangement we reached is already
paying dividends in allowing us to pursue more assertive
commercial, political and cultural policies abroad. As a
result, we are now exploiting the rise in Britain's
international stature for practical advantage. The successful
overseas visits by the Prime Minister and her colisagues,
together with the increasing flow of influential visitors to
this eountry, reflect the sound investment we are making in
promoting British interests so as to serve the security and
economie well-being of the country.

r This year I want to build on that progresa. In
particular I have focussed on meeting specific new pressures

or opportunities, Even after taking account of our efficiency
efforts, I shall regquire modest additional rescurces. Leaving

aside any adjustment for movement in overseas prices and some
contingency requirements identified at the end of this letter,
my bids for the 1989 Survey comprise:

fm (running cost in brackets)
1990,/91 1991/92 1992/93

48.00 (20.923) 58.59 (19.54) 55.23 (21,771}
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i My first set of bids is for meeting existing operational

comml tments,

They amount to:
£m
1990/91 1991/92 1992/93
24.00 ¢17.93) 29.56 (19.02) 33.06 (21.24)
of which
I Pay/
Allowances 7.12. 17.12) 6.35% (6.35) 6.81 (6.81)
II Visas 10.14 (9.36) 11.21 (11.00) 12.85 (12.61)
Security 4.04 (0.79) 1.78 (0.82) 1.50 (0.90)
Relocation 1.90 (=) 9. 35 (=) 11.00 (=)
Healthcare/
Tralning 0.80 (0.66) O0.BT ({0.B3) 0.90 (0.%0)

The bids are primarily intended to deal with:

highar than forecast increases in pay and allowances

negotiated by the Treasury;

growing pressure on our existing visa regimes and the

cost of introducing new ones for Turkey and the
Maghrab;

important additional security worksj

initiation of a cost effective relocation from central

London ;

the need to maintain adeguate health and training

Programmes .

The British Council are facing some similar pressures
on their own costs: a bid for resources to address their

problems is contained in paragraph 13.
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4. My first bid, for pay and allowances, reflects the higher
than forecast level of settlements negotiated by the

Treasury with the unions.

Last year we assumed a pay factor of 6.0% for 1989/90:
the reality is that the full year increase in our pay
bill will be at least B.9%.

Tha Treasury's own proposal for an increase in pay for
security guards will, if implemented, cost us some
£0.8m p.a,.

COLA revisions will cost some €0.6m p.a.

B - These represent major new hazards over which the
Diplomatic Service has no control. They could not be absorbed
within our existing running costs, which are already
hard-pressed. Since we established last year that the
Diplomatic Service should be adeguately funded to carry out
its agreed tasks, I must ask for extra provision to meet these
unexpected extra costs. We have already set in place a system
to ensure that unforeseen changes in foreign exchange rates do
not force unplanned alterations to our activities [(last year
it saved the Exchequer over £22 million). Similarly, we need
to ensure that unforeseeable changes in centrally negotiated

pay and allowance levels do not disrupt the carefully prepared

plans we discussed last year.

6. My second bid reflects the cost of increasing demand on
our existing visa regimes and the need to introduce new ones
for Turkey and the Maghreb. We are in touch separately about
the extra provision needed for tha latter, and I hope that we
will be able to convert this bid into an agreed one by the
time of our Survey bilateral in the Autumn.
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7. My third bid, for additional security work, reflacts the
continuing growth in the threats of terrorism and esplionage.

In particular I draw your attention to:

the proposed development costs of our new Embassy in
Moscow, whare the Amearican experience shows the true
cost of making false economies;

the nead to strengthen still further our peopla and
buildings against terrorism, including a new threat

posed by the drugs barons in Latin Americaj

the Foreign Office share of Caldbeck, the Whiteshall
intelligence communications networkjp

improved standards for security locks on buildings and

containers imposed by Cabinet Office and the Security

Service.

8. My fourth bid, for a major redevelopment and relocation
at Hanslope Park outside London, is fully documentad
glsewhere, The programme, which has been subjected to full
investment appraisals, will generate major gains in terms of
staff recruitment and efficiency. BSubject to adeguate
funding, we intend to transfer from Central London some 245
jobs, many of which will in due course be filled by Home Civil
Servants, This will result in greater long-term stability and
expartise, and significantly lower wage costs. I hope that we
will be able to agree on this sensible contribution to the

Government's overall strategy on relocation.

9, My fifth bid, for health and training, reflects our
commitment to provide staff world-wide with adegquate health
facilities against a background of remorselessly deteriorating
health care in the unpleasant and onhealthy environments whera
many currently serve. The radical reorganisation of our
Jhealth
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health facilities already under way is part of our obligation
to provide proper health care for our staff and especially
their families. Health obviously costs money, but this is an
area where I am not prepared to stitch and make do. We
currently spend a modest £l.6m. p.a., on health care, and
frankly we need more. On the training front, the supporting
material shows the need to strengthen our commercial, IT, visa
and language training. I attach special importance to this,
since the activities covered are at the sharp end of the
gervices that the Diplomatic Service provides.

10. Having secured our operating base with the bids set out

above, my next objective is to maintain and develop our
programmes. So my second set of bids is focussed on
well-directed efforts at projecting ourselves and our

interests oversaas.

Maintaining and expanding programmes:

1990/91 1991/92 1992/93
24.00 (3.00) 29.03 (0.52) 22.17 (0.53)

af which

VI UN peacekeeping
Education and
related prog-
grammes (incl.
AUS programme
budgets) {0.52) 12.57 (0.53)
British Council
operating and
relocation costs 131.00
Military/
Police Training 2.42
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11. My sixth bid, for UN peacekeeping, is straightforward.
We have already agresd on funding for UNIIMOG and UNAVEM, and
the bid simply reflects the figures carried forward, The UK
contributions to these forces, and to UNTAG (with which I deal
later), have brought disproporticonate advantages. They have:

secured the high reputation of our armed forces (it
wasg of course to us that the DN and the various

parties turned for immediate help during the crisis

over UN deployment in Wamibia)j;

confirmed the strength of our arguments that Southern
Africa's problems need to be addressed by sensible,
practical measures rather than by posturing. The
pressure on us over sanctions has undoubtedly eased as

a result.

12. My seventh bid is for additional educational,
information and other programmes. The arguments I set out
last year for strengthening these investments remain valids:
indeed they have been confirmed by the effectiveness with
which we and the British Council have deployed our resources
in the last year. We can do a lot more with a little extra

money .

The British Council's Corporate Plan, a copy of which
your officials have, has becoma a model of
well=-directed planning. The Council's objectives are
now fully integrated with our own.

We have engaged on a private consultancy basis a
retired member of the Service with the specific task
of raising private sector finance teo match our own
contributions to scholarship programmes,
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Qur AUS programme budgets are invaluable in providing
the flexibility to address immediate needs in a cost
ef fective manner, Attached to the Principal Finance
Officer's letter is a note illustrating the precise
benafits cbtained by just one Under Becretary. The
gtory ia repeated for the others.

As the Prime Minister has already observed, we must

make the British exhibition in Kiev next year a really

ef fective event argund which she can accompany
Gorbachev. The opportunities are likely to be at least
as great at Klev as those at the Seville Exposition for
which you agreed to provide substantial additional
funding last year. And vet the costs of participation
therae will be a fraction of those at Seville.

13. My eighth bid is in respect of the British Council's
oparating and relocation costs. The Council is facing the
game squeaeis on pay and rents as the Diplomatic Wing and
unless adegquate provision is made, its existing activities
will have to be curtailed., Its requirements are fully
quantified in the supporting material. Like us, the Council
has elaborated a sensible, cost-effective relocation plan
which will produce long-term savings.

14. My last bid is for additional military aid and police
training.

Our military aid programmes continue to be widely
welcomaed and respacted. The value of this was amply
confirmed during the Prime Minister's recent visit to
Africa and by her offer of increased military
assistance to Mozambigque. The relatively small sum we
currently devote (some £18 m. p.a.) is a remarkably
economical way of fostering long-term relationships
with military authorities throughout the world which

Jcan
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can generate handsome returns in terms of political
influence and military sales. A small (13%) cash
increase, precisely targetted, is sound business.

¥You will also sae that we have devised a modest plan
to close some gaps in police training which, for
reasons of policy, the ODA have bean unable to fill

themselves.

15, In addition to the formal bids, I have a number of

contingency requirements which do not constitute formal
proposals at the moment. Even though the figures are
mostly very speculative, we agreed in our bilateral last
September that it would be useful to identify these as

far in advance as possible.

They are:
CONTINGENT REQUIREMENTS :

1990/91 1991 /92 1992/93
15.72 (=) 7.60 (=) = (=)
of which
X UN Peaca-
keaping
{ONTAG,
W. Bahara) R R
Commonwealth
Secretariat 0.50 (=) (=)

16. Full details are set out in the Principal Finance
Officer's letter. I deo not propose to dwell at length on them
othar than to note in addition the continuing preblem of
Vietnamese boat-people in Hong Kong about which I have written
to you separately. We are, of course, doing everything we can
to control an increasingly serious situation, but I cannot
rule out the possibility that further money will be needed to

cope with the influx.

£17.
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Finally I should mention manpower. It is our intention

increase our information staff by some 18 officers
and transfar about 65 posts from COI. This will be
funded from a reduction in the amounts we currently
pay for COI services. Conseguently, there will be no
increase in running costs. Indeed we expect
significant efficiency gains which will enable us to
improve the gquality and guantity of our information

effort;

we will need to increase our manpower by scme 38 UK
based staff when extra visa regimes for Turkey and the
Maghreb are introduced. In addition, we will have to
employ from 15 to 30 more staff to handle increased

demand on our existing visa regimes,

19. The separate letter from my Principal Finance Officer
gives a full account of the bids. They are essential if we
are to maintain our existing activities and seize new
opportunities. Once again, they are tiny in comparison with
general Government expenditure or, I dare say, the hids of
other Departments. But they are important if we are to
continue working towards an adequately staffed, efficient
Diplomatic Service with the means to advance our British

interests abroad.

20. I am copying this minute to the Prime Minister.

(GEQFFREY HOWE)
Foreign and Commonwaealth Offica

25 May 1989
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1389 PUBLIC EXPENRDITURE SURVEY: HORTHERN TRELAND

Purpose

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

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

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

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

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

(@) DRC reguirements within the NI Block.

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

of Priorities

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

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

Law and Order

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

programmes remains a concern to me and a focus of criticism

within the Province. Recently the Northern Ireland Economic

CONFIDENRNRTIAL
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Council commented adversely on this trend, and I will have to
maintain a difficult balance between the pressuras from tha
law and order sector and the very real needs of other

programmes.,

Strengthening the Economy

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

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

T

Aside from these two main priorities, there remain

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

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

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

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

CONFIDENTTIAL
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pogition where there is a relatively larger school population
in Northern Ireland and higher levels of morbidity.

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

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

supplement in the 1988 Survey. However the various

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

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

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

Some other complex and important decisions in the electricity

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

199091 19917932 1992793

£13.2m EST.Zm

These figures reflect the rapricing of the profile of

expanditure discussed last year, consistent with

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

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

199091 1991792 1992793 1993/94 199495 1995796

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

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

up.

CCRAFIDEHNTIAL
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Bhorks

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

disposal would clearly be an unmanageable pressure on the

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

Harland and Wolff

b By AP When we considered the rescurce implications of the Harland
and Wolff disposal in March, I drew attention to a likely
pressure of somea £l1lm on my Block im 1990/91, but undertook
to usa my best endeavours to cover it. This, of course,
remains my intention but I will wish to assess, once the
resource position is clearer, probably in September, whether
I can in fact do so. Should the pressures seem unmanageable
at that point I may have to comea to you before the Survey
ends to discuss a possible Bleck increase, over

CONFIDENTIAL
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Comparability, to cover this pressura. I shall avoid doing
so if at all possible. In March you also indicated that you
would consider sympathetically any Survey bid necessitated by
an overrun on the BP SWOPS contract. I will only need to bid
in respect of overrun costs arising after the point of sales
and in accordance with the formula set out in the sala
agreamant .

Local Authority Expenditure and Comparability

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

EC Water and Sewerage Directives

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

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

tha 1989 Survey 1= the nead to bring standards of water
supply and sewerage services into line with the EC
directives. I have received bids for some £33m and E34m in
1991792 and 1992/,93 respactively and I understand that
similar annual investment will be reguired for a number of
years beyond the Survey period. Additional revenue would be
raised in NI on account of this, through the regional rate,

CORFIDEBNTIAL
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but under tha normal rules that cannot be used to ocffset the
additional public expenditure. In England and Wales the cost
of complying with the EC directives will be reflected in the

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

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

Departmental Running Costs

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

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

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

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

forecast inflation which has been revised upwards (the
implications for my reguirements to be reviewed in the
light of emerging information);

CONFIDERTTIAL
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(c) a limited number of new MI initiatives, Including
increased staffing for the ARU and additional staff to
detect Social Security fraud as recommended in a recent
Efficiency Unit Scrutiny Report.

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

Erom Opstrat).

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

recruitment and retention factors.

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

service delivery, in order to constrain DRC growth and its
claim on Bleck PES rescurces. The submitted bids take
account of a framework of priorities described in the Block
Executive Summary. They have been framed against the

CORBFIDENTIAL
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background of a slightly slower rate of DRC growth im NI
compared to GB Departmants (excluding MOD)} and significantly
lower unit costs in NI. Taken together thesae broad
indicators confirm that relatively strong downward pressure
has been exercised on administrative costs over recent
years. My DRC bids are, therefore, the minimum which I
realistically require and will entail difficult choices and
decisions if I am to managa tha various services for which I
am responsible within the proposed baselines.

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

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

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

Conclusion

I hope you will recognisa that I am continuing to make the
best use of the PES resources available in the NI Block in
thae face of very real and substantial pressures, and am
constraining DRC increases where this is consistent with
workload pressures., I am determined to keep up the pressure
to achieve value for money in all KRI programmes. I have
referred above, by way of illustration, to significant

CORNEFIDENTIAL
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constraints on housing, health and labour market provision
and to the reguirements of law and order, the economy, health
and education. Against that background I will only be able
to contend with these pressures if the costs of electricity
genaration and Shorts are coveraed in full by way of
additional resources over and above whatever Comparability
makes available for other purposes. I am confident that,
following your officials® comprehensive and in-depth scrutiny
of my Block in the 1988 Survey, you will be reasurred that I
cannot absorb such substantial pressures. I lock forward to
a constructive dialogue on the various issues sat out above.

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

CONFIDERTIAL
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FUBLIC EXFPENDITURE SURVEY 1989: WELSH OFFICE

Following consideration of the programmes within my
responsibility I am writing to you in accordance with the
FPES guidelines.

I have examined the existing provision available to me for

my Industry programmes very carefully. I have done so
against the background of the progress that we have been able
to make particularly in the last two years: of the problems
that wa continue to face; and of the huge opportunities that
are cpening up especially as we approach 1952,

The Single European Market offers the prospect of enormous
investment opportunities in the United Kingdom. 1 want to
ensure that Wales is able to take every possible advantage
of this. It will continue the essential diversification of
the narrow industrial base: create jobs and reduce
unamploymant (with savings in unemployment benefit to thea
Exchequer); benafit our trade deficit: help to improve the
parformance of our own manufacturing sector with beneficial
effacts for inflation: improve the perception of the
attractivenass of Wales and increase confidence in Wales.

There is still a long way to go before homa based production
will be able to respond in a more effective way to the
demand generated by domestic consumers.

The Rt Hon John Major MP

Chief Secretary

HM Treasury

Parliament Street

LOMDON SW1P 3AG JTha benefits of
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The benafits of attracting an avan l_:j.T.‘-EBtE.'L‘ share of inward
investmant are obvious. If yvou just take five of the larger
inward investments that we have obtained from Japan, Garmany
and America I belisve that when they are in full production
the balance of trade will be improved by about £1 billion a
vear. Moreover, by attracting this investment to areas of
relatively high unemployment, growth can be achieved without
fuelling inflation unlike investment in areas where the
tightnass of the labour market prohibits growth without
creating wage inflation.

On economic, political and cultural grounds the UK is of
course well placed to take advantage of increasing
investment. But competition will be increasingly fierce and
strong regional incentives will still be needed if wa are to
maintain and increase our share.

Fegicnal assistance must be administered more flexibly.

None of our compatitor countries within the Commundity
attaches the same prominence to demonstrating the "need” for
regional support; and nor do other countries apply the
formal cost par job ceilings. I entirely agree with what
Tony Newton says about this in his letter to you of 15 May.

It igs alsc egssential that the basic infrastructure should ba
available for potential investors as the momantum of
invesiment decigsions accelerates rapidly over the next few

years,

I therefore wish to pursue a strategy in which I will
further reduce unemployment in Wales, for it still exceeds
100,000 and tThera are areas where male unemployment is well
ovar 15%. This strategy will be effective if over the next
threa years I pursue a programme in which those firms
looking for a location in Europe can guickly make decisions
to locate in Wales. The total cost of that programme is
minute compared with both the savings in public expenditure
arising from the reduction in unemployment and soccial
gecurity costs and with the receipts that the Revenue will
enjoy thereafter from Corporation Tax and taxation of those
concerned.

Welsh Development Agency
My bid for the WDA is £28.3m - £19.5m - £14.9m. Essentially
this is to enable the Agency to acquire and develop sites,

provide additional factory building, clear more derelict
land and undertake anvironmental and urban improvements.

FAll of this,
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All of this, together with increasing the resources
available to tha Agency's marketing arm (now Welsh
Development International), is aimed at taking advantage of
the opportunity provided by the potential to increasa tha
flow of inward investment into Wales. In particular this
strategy will focus on those parte of Wales which still
contain unemployment blackspots and where private sector
participation continues to need encouragement.

Within the bid I must have £10m pa to allow the Agency to
continue with its current baseline factory building workload
of 150,000 =g metres a year because of ilncreased
construction costs - a cost increase driven principally by
ovaerhasating in the South of England. Price rises on this
scale cannot ba absorbed by the Agency whose costs have been
independently assessed as already being 11% below thosea of
other developers in the Principality. Without this we will
lose an estimated £120m of private investment and 2750 job
opportunities.

I nead £Bm pa to enable the WDA to acgquire and service
stratagic s=ite= in Rey posziticons which will help the areas
whara unemployment is highest. I have in mind here
pacticularly the development copportunities along the Heads
of the Valleys road and capitalizing on the opportunities
arisging from cur investment in improving the A5 in MNorth
Wales. The rescurces would open up 150 acres of land a year
for inward investment projects. The related injection of
private capital is likely to excead £500 million.

£7.5m in 1990791 and £4.5m in 1991,/92 is regquired to meat
the immediate need for factory provision and projected
demand, while allowing for increasing private sector
activity in the more prosperous areas of Gwant, South
Glamorgan and Clwyd. The additicnal budget would enable the
WDA to commission 25,000 sg metres in 1990791 and 15k =g
metres in 1991/92.

Associated private investment is projected at £50m and the
job potential at 1300. By 1992/93 the policy of pushing the
Agency's new rentals to commercial levels (the Agency
exceaded its E21 per sq metre target in 1988/B9 by £4 per sg
metre) should be vielding major dividend=s in increasing
private development still Ifurther.

As you know we have recently accelerated pit closures in
Wales and two major closures have been announced since we
last discussed public expenditure. This has inevitably
added considerably to the stock of land needing to be
reclaimed.

JMy officials will
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My officials will let yours have further details of thesea
bids and the other smaller elements designed to enable the
Agency to tackle the problem of dereliction on private land
located next to major industrial estates and main strategic
routes, particularly in the South Wales Valleys:; accelerate
the process of urban renewal in the Valleys; strengthen its
international marketing arm; and allow it to withdraw from
the provision of utility services on its estates which
requira a once for all capital cost to bring tha
infrastructure up to an acceptable standard bafore it can be
handed over to the appropriate authorities. The rescources
raleasad by this latter change allow me to contain my bids
to the levels I have indicated.

The WDA's receipts ara already running at a wveary high level
but, as vou will recall, I hawve been able to identify
additional receipts of £3m in 1990,/91 and £5m in 1991/92,
rising to £6m in 1992,/93. In order to continua to encourage
the Agency to generate as high a level of receipts as they
can secure I wvery much want to allow them to retain these
receipts and I have assumed in formulating my net public
expenditure bids that they will do so. Without this the
Agency's land reclamation programme would have to be reduced
by soma 500 hectares over the next 3 years, totally
undarmining our strategy of clearing the bulk of tha
deraliction by tha mid 1990s. I have askad my officials to
let yvours have the details.

Regional Selective Assistance

My bid is for £12m - £16m - £327m. This reflects the
anticipated level of growth in Wales and the changes in the
operation of RSA to which Tony Newton referred in his letter
to you of 15 May. We cannot go into the fight to secure
more inward investment with self imposed restraints which
our competitors will increasingly use to their advantage. 1
therefore believe very strongly that the changes that we are
proposing should be made; as I say, my PES bid reflects
this.

Regional Enterprise Grants

I hava a bid for £1.5m in 1991/92 and £2.5m in 1992/93
against tha background of the consideration being given to
extending the Recharbon areas.

SDevalopment Board
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Development Board for Rural Wales

My bid 18 £1.7m - £1.8m - £1.9m. These flgures assume the
retention of certain additional recelpts. The bild is to
fund a 3 year Enterprisa and Action initiative in rural
areas. The objective is to stimulate enterprise in the
deeper rural areas of the Board's territory where the
problems of rural deprivation are most acute and where the
difficulties of agricultural adjustment are grestest. The
programme would include the provision of village workshops
and enterprise centres, business advice and expansion
schames, school-industry liaison and enhanced social
davelopmant support.

Regional Development Grant

I naturally expect to ba able to identify savings in 1992,/93
as tha EDG schemes draw to an- end. I have asked my
pfficials to undertake further anaelysi=s of the claims that
have been submitted and tha likely pattern of expenditure
and I will write to you again about this with our beast
forecasts as soon as I can.

Flexibility

I raferred sarlier to the need for morea flexibility in the
oparation of RS5A and in the application of regicnal
assistance support measures genarally. I will want to
discuss with you in tha Survey how this might be achieved
g0 that we can deploy the resources avellable in a way that
ig bast suited to developing and changing circumstances. A
gummary of all my industry bids is set out in the attached
table.

Departmental Management Plan

I ghall be writing to you in the next few days about running
costs and the Departmental Management Plan.

I now turn to other programmes.

Home Improvement Grants

As I explained in my letter of 13 March the combination of
low incomes and bad housing is such that the new mandatory
housing grant system will be much more expensive to implement
in Wales thaen in England. Under thease circumstances, and
contrary to what you imply in your latter of 2B March, it
will be guite impossible for me to mest the additional
demands that this system will impose from either my existing
baseline or any formula conseguentials that may be
forthcoming.

/I therefore have
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I therafora have no alternative but to register a specific
bid. I have already let you have my initial assessment of
what the costs of the new system are likely to be in Wales.
I understand that thesa figures are still subject to change,
however, in the light of discussions currently taking place
batween officials.

Housing Revenue Account Subsidy

My letter of 20 March explained why I could not accept that
future adjustments to the Housing Revenue Account Subsidy
baseline should be derived by means of the Block formula,
and indicated that changes to provision - including thosa
arising from the application of a differant rants policy -
should be agreed by means of a separate negotiation. In the
abgence of any indicatiocn to the contrary since than I
agsume that you are content with this proposal.

Ag with Home Improvement Grants I am not yvet in a8 positiaon
to submit a fully gquantified assessment of the necessary
changes to the HRAS baseline. I obviously want to ensure
that the technical assumptions underlying this are
consistent with those being adopted by Nick Ridley. Ouzr
officials are in touch about this. As soon s the position
has clarified and I have had the opportunity to consider the
implications for rent guidelines I shall write to you again.

Local Authority Receipts

You recognisad during last year's Survey the parvarsa affect
of the disproportionatae level of local authority capital
receipts in England on my Block resources. Due in part to
the introduction of the New Planning Total, it is too early
to Jjudge whether my Block ig likely to be further adversely
affected. I certainly hope rnot. But clesrly if it is I
shall need to take this up with you in the course of this
year's Survey.

Other Matters

Thare 13 one cther matter to which I should refer at this
stage. You will Know from the previous two Surveys how
concerned I am about the pressures which I face in the
social programmes which fall within the Block, and this is
likely to be the more so this year with the nead in
particular to ensure that rescurces are avallable to
implement the NHS reviaw.

Lagt year I raised with you the particular difficulty that
arises because I always have to divert additional resources,
pver and above the formula consequentials, into NHS pay as a
result of tha older age structure in the NHS in Wales.

FThare mawr o
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Thare may ba other igsues which will arise from the
proposals that will be put to you by colleagues and thelir
implications for the formula arrangements, but you will
appraciate that I cannot even get a sighting shot on these
until I hava saen the bids from colleagues. I may need to
return to this later in the Survey.

¥You have asked me to reaport any new or increased contingent
ligbilities that are likely to arise during the Survey
period. The only such liahility so far identified arises
from the possible effect upon the water table in South
Cardiff of the Cardiff Bay Barrage. Consultants employead by
tha Developmant Corporation estimate that some £6 million
may be required toc cover the costs of possible remedial
works. Your officials are already aware of this. Whilst it
ig not certain that this lisbility will materialise during
this survey periocd I thought you would nonetheless wish me
formally to advise you of it at this stage. The £6 million
ig, of course, already included in the estimated tatal
Barrage costs of E113 milliom.

I am copying this letter to the FPrime Minister.
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The banefits of attracting an even greater share of inward
investment are ocbvious. If you just take five of the larger
inward investments that we have obtained from Japan, Germany
and America I believe that when they are in full production
the balance of trade will be improved by about £1 billion a
year. Moreover, by attracting this investment to areas of
relatively high unemployment, growth can be achieved without
fuelling inflation unlike investment in areas where the
tightness of the labour market prohibits growth without
creating wage inflation.

On economic, political and cultural grounds the UK is of
course well placed to take advantage of increasing
investment. But competition will be increasingly fierce and
strong regional incentives will still be needed if we are to
maintain and increase ocur share.

Regional assistance must be administered more flaxibly.

Nona of our competitor countries within the Communi ty
attaches the same prominence to demcnstrating the "need" for
regional support; and nor do other countries apply the
formal cost per job ceilings. I entirely agree with what
Tony Newton says about this in his letter to you of 15 May.

It is alsc essential that the basic infrastructure should be
available for potential investors as the momentum of
investment decisions accelerates rapidly over the next few
years,

I therefore wish to pursue a strategy in which T will
further reduce unemployment in Wales, for it still axceeds
100,000 and there are areas where male unemployment ig wall
over 15%. This strategy will be effective if over the naxt
threa years I pursue a programme in which those firms
loocking for a location in Europe can gquickly make decisions
to locate in Wales. The total cost of that programme is
minute compared with both the savings in public expenditure
arising from the reduction in unemployment and sccial
security costs and with the receipts that the Revenus will
enjoy thereafter from Corporation Tax and taxation of thosa
concerned,

Halsh Development Agancy

My bid for the WDA is £28.3m - £19.5m - £14.9m. Essentially
this is to enable the Agency to acqguire and develap sites,
provide additional factory building, clear more derelict
land and undertake envircnmental and urban improvements .
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Davelopment Board for Rural Wales

My bid is £1.7m - £1.8m - £1.9m. These figures assuma the
raetention of certain additiconal receipts. The bid is to
fund a 3 year Enterprise and Action initiative in rural
areas. Tha objective is to stimulate enterprise in thea
deepar rural areas of the Board's territory where the
problems of rural deprivation are most acute and where the
difficulties of agricultural adjustment are greatest. The
programme would include the provision of willage workshops
and enterprise centres, business advice and eaxpansion
schemas, achool-industry liaison and enhanced social
development support.

Regional Develcopment Grant

I naturally expect to ba able to identify savings in 1992/93
as the RDG schemes draw to an end. I have asked my
officials to undertaka further analysis of the claims that
have been submitted and the likely pattern of expenditure
and I will write to you again about this with our best
forecasts as soon as I can.

Flaxibility

I referred sarlier to the need for mocre flexibility in the
cperation of RSA and in the application of regional
aggistance support measures genersally. I will want to
digcugs with vou in the Survey how this might be achieved
so that we can deploy the resocurces available in a way that
is best suited to developing and changing circumstances. A
summary of all my industry bids 1s set out in the attachad
table.

Departmental Management Plan

I shall be writing to you in the next few days about running
costs and the Departmental Management Plan.

I now turn to other programmes.

Home Improvement Grants

Az I explained in my letter of 13 March the combination of
low Incomes and bad housing is such that the new mandatory
housing grant system will be much more expensive to implement
in Wales than in England. Under these ciroumstances, and
contrary to what you imply in your letter of 2B March, 1t
will be guite impossible for me to meet the additional
demands that this system will impose from either my existing
baseline or any formula consegquentials that may be
forthocoming.

J1 therafore have
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I therefore have nc alternative but to register a specific
bid. I have already let you have my initial assessment of
what the casts of the new system are likely to be in Wales.
I understand that these figures are still subject to change,
however, in the light of discussions currently taking place
batwaan officials.

Housing Revenue Account Subsidy

My letter of 20 March explained why I could not accept that
future adjustments to the Housing Eevenue Account Subsidy
baseline should be derived by means of the Block formula,
and indicated that changes to provision - including those
arising from the application of a different rents policy -
should ba agreed by means of a separate negotiation. In the
absence af any indication to the contrary since then I
assume that you are content with this proposal.

A2 with Home Improvement Grants I am not vet in a position
to submit a fully guantified assessment of the necesgary
changes to the HRAS baseline. I cbvicusly want to ensure
that the technical assumptions underlying this area
consistent with those being adopted by Nick Ridley. Our
cfficials are in touch about this. As soon as the position
has clarified and I have had the opportunity to consider the
implications for rent guidelines I shall write to you again.

Local Authority Recelpts

You recognised during last year's Survey the perverse effect
of the disproporticonate level of local authority capital
receipts in England on my Block resources. Due in part to
the introduction of the New Planning Total, it is too sarly
to judge whether my Block is likely to be further adversely
affected. I certainly hope not. But clearly 1if it is I
shall need to take this up with you in the course of this
vear's Survey.

Othar Matters

There iz one other matter to which I should refer at this
stage. You will know from the previous two Survays how
concerned I am about the pressures which I face in the
social programmes which fall within the Block, and this is
likely to be the more so this year with the need in
particular to ensure that resources are available to
implemant the NHS review.

Last year I raised with yvou tha particular difficulty that
arises because I always have to divert additional resources,
ovar and above the formula consegquentials, into NHS pay &3 B
result of the older age structura in tha NHS in Wales.

/Thera may be
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There may be other issues which will arise from the
proposals that will be put to you by colleagues and their
implications for the formula arrangements, but you will
appreciate that I cannot even get a sighting shot on these
until I have sean the bids from colleagues. I may need to
return to this later in the Survey.

You have asked me to report any new or increased contingent
liahilities that are likely to arise during the Survey
pariod. The only such liability so far identified arises
rom tha possible effect upon the water table in South
Cardiff of the Cardiff Bay Barrage. Consultants employed by
tha Development Corporation estimate that some £6 million
may be required to cover the costs of possible remedial
works,. Your officlials arse already aware of this. Whilst it
igs not certain that this liability will materialise during
this survey period I thought you would nonatheless wish me
formally to advise you of it at this stage. The £6 million
is, of course, already included in the estimated total
Barragea costs of £113 million.

I am copying this letter to the Primg Minister.
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The Rt Hon John Major MP f"rl Lo
Chief Secretary to the Treasury !;ﬁ’ff
HH Treasury

Parliament Srreet

LONDON SUIP 3AG 24 May 1989

FUBLIC EXFENDITURE SUEVEY 1989 FORESTRY COMMISSION

In accordance with Fart IV of the guidelines for the conduct of the 1989 Survey,
[ a= writing to report the outcome of this year's consideration of the Foresiry
Commission programmes (including reallocation of existing resources to meet
changing priorities) and to set out the case for the additional resources needed
to maintain existing policies,

ANNEX A szhows the exiating (Cm 60&) hageline, the underlying programmes and the
reallocation of resources that we have made to accommodate changing priorfties.
After a thorough and searching scrutiny enly these elements that could be funded
from additional receipts have heen approved. Other additional requirements that
could not be met from within the existing baseline wvere eliminated.

ANNEX B (page 1) outlines the additiomal resources needed to support certain of
our exigring “n]1c1u$ and progrannes . The additional hids cover penﬁinn
commitments; forest recreation; inereased private woodland grants which arise in
1991-92 and 1992-03, and land acquisitions. Theze requiremenis cannot he met
from the Commlsszion's own respurces.

The folloving brief comments on components of the additional bids will, I trust,
put them in perspective:

1. Penzions

The Forestry Commis=iom is virtually unique among departmenfts in heing made
regpon=sible by the provisions. of the Forestry- Act 1967 to. pay the
superannuation benelits of Commission staff out of the Forestry Fund.

fAotuarial retirtements and redundancies owver 1988-89% have been and in
19A9-90 will bhe, higher than anticipated and this has a cumulative knock on
effect in future years. Provision has also been made for former staff with
presecved pension rights to transfer these te new private pension schemes,
A further dAncrease iz necessary to cover the difference between the
Treasury updating factor and the actual pension avards together with higher
levels of pensionable pay. The bid takes into account the avard due from
1 April 1989 which has already been annovnced at 5.9%, and prevision has
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alsa been made for awards in future years, based on the Treasury’'s latest
economic assumptions, of 6.23% 1990-91; 4% - 1991-92; and 2.5X 1992-93.
However, should the July update of these assumptions result in any
significant changes then no douht the effect of these could be picked up
before the '89 PES round is finmallised.

The average number of Forestry Commission pensioners in 1990-91 is now
expected to be some 100 higher than the existing baseline, rising to 2300
more by 1992-23. At 31 March 1989 the average number of pensioners was
5821 end is expected to increase to an average of 6475 by 31 March 1993.
The additional hid is as follows:

£ million

1990-91 1991-82 199293

rofils 2.8 P

i Forest Recreation

The Forestry Commission has powers to provide recreational facilities in
its forests and there iz a high and increasing public demand for forest
recreation,

In the mid 70s a survey indicated that there were some 25 million visits a
vear to Forestry Commission voodlanda, vhereas present estimates of visitor
numbers are in excess of 50 million visfts a year. A recent survey (Willis
and Benzon, 1989) indicated that the consumer surplus arising from forest
recreation averaged £2 per vigit a benefit of zome £100 million per annum.

The main expansion of recreational facilitles oeccurred during the early
1970s. In recent years many of these facilities have suffered from a lack
of funds for maintenance and nov fail to meet acceptable standards.
ddditional funding is necessary to cover the replacement and renovation of
forest walks, plenic places; car parks, toilets and vigiter centres.

The programme for the survey perieod is directed tovards the maintenance and
refurbishment of existing facilities im oeder to sustain the existing
benefit te visitors. It concentrates on facilities in forests subject to
high environmental and recreational pressure which are accessible te large
numbhers of people, and in particular on the Commission’s forest parks. The
additional bid iz -as follows:-

inﬂ}llinn
19%0-%1 1991-92 1952-93

1Y 2.0 i |
ki,

e Traditional Forestry. For new planting under the old schemes
it iz now anticipated that planting options will be exercised sooner
rather than later in the transitional period te 1993, Interest in the
nev Uoodland Grant Scheme (¥GS5) shows signs of building up and the
current level of applications 15 encouraging. At this stage the
Forecast teflects the most optimistic programme that can  be
anticipated and allews for szome reductions in both 1990-9%1 and 1991-92
and a bufld up with an additional requirement in 1992-93.




k. Set Acide, Although the scheme is popular, farmers are in the
mrain choosing the option by which land iz left fallov for 5 vyears and
applications for planting are lov, The requirements have accordingly
been reduced to nominal levels in the three years of this survey.

i Farm Woodlands. During the first 6 months of the scheme BO0
applications had been received to plant 5800 hectares. Applications
received indicate a broadleave/conifer ratio of 80/20 wvhich compares
with a baseline provision of 50/50. The initial three year tacget to
30 September 1991 remains in force, although the programmes have been
rolled forvard to maintain that target at 33,0MM} hectares. Thereafter
Fl!'ﬂ'-""EEii:lTl iz made For the =zchems ta continue at an anfual rate af
11,000 hectares. Thiz has an effect on the underlying bazeline
programmegs over the [irst two years of the survey peried. The
financial provision has alag been reviged to take account of the extra
cost arising [rom the greater proportion of broadleaves to be planted.

The additional cost of FC planting grants for farm woodlands in 1990-91 are
offset by reduced requirements for traditional F[orestry and set aside.
However, ifnm 1991-92 and 1%92-93 the increased reguirement Eor farm
voodlands Is not Fully covered by net savings from traditional Eorestey and
set aside;, resulting in additional bids for those years as follows:-

t. million
1990-0] 1991-%2 TEE;;E}

' 1.8

iv. Land Acquizitions

Proposals for new planting by the Commission are 4 hectares per annum,
gome 1000 hectaces belov the level to which 1t is publicly commitred.
Baseline funds only provide for the purchase pf some 2600 hectares per
annum af some E312 te E333 per hectare. To sustaln the planting programmes
for future years at 4000 hectares per annum the additional requlcements
proposed are 300 hectares - 1990-91; 1000 hectares - 1991-92; 1400 hectares

1992-93. The additional bid is as Eollowsi-

£ millipn
1990-91 _19g1-92 @0 195753

0. 0.8

Turning finally te the Comsission’s sales under fts disposals programme. Ve
have made a separate submission concerning the future programme of disposals.
The relevant sums from the nev programme will be inserted in the survey when
they have been agreed between us.
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letter, agres with ne

are justibied;

John WacGregor and Peter Walker, to whom am copying this

that the additional bids set out in ANMEY B, and dizcuszed above,
We hope wvou will agree; therefore, that these additional resources may be
allocated in the way we have proposed.

A copy of this letter is also being sent to the Prims Minister.

MALLGHM KIFRIND
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EXPENDITURE ON EXISTING POLICIES AND PROGHRAMMES

1989-90

190-41

1991-92

ANNEX A
PAGE 1

1992-93

Baseline figures Cm 604

Increazed/reduced rﬁquirnrﬁn[ﬁ

Mon industrial salaries
Industrial Wages
Travelling and subsistence

Capital Buildings, Plant and
Offlce Equipment

Materials and Services

Valua Added Tax Payments

DEfzet by Additionmal Receipts

A |
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Main programmes excluding additional bids

The following programmes are covered by the existing baseline:-

1990-91 1991-92 1992-93

Land acquisition hectares 2600 2600 2600
Harvesting and marketing Cubic metres (000) 3590 3650 vio
Wew Planting and restocking - Forestry Enterprise hectares 133117 12920 13030

- Private zsector hectaras 43770 45E50 48400

Implications of the above programmes in terms of the targets set for new planting
tor Traditlonal Forestry and Farm Voodlands are as follows:-

Hectares

1990-91 1991-92 15952-9%

Traditional Forestry (1)

Forestey Enterprise 401010 4{K]

Private sectom 28013 26650 30630 29000 33000

Set Aside 200 a0 500
Farm Woodland Scheme (2) 13000 11000 11000

Total new planting 41513 42150 44500

(1) For Traditional Forestry the overall target is 33,(MX) hectares per annum.

{2} For the Farm Woodland Scheme the overall target is 33,000 hectares in the 3
vears to September 1991 {this excludes planting in Korthern Ireland of 3,000
hactaras). The original target has been rephased resulting im am increasze of
2,000 hectares in 1990-91 which iz finenced within the existing baseline. For
1991-92 thare is a programme of 11,000 hectares within the existing baseline
but the rephasing of the original target results in an additional bid imn
respect of a balance of 3,350 hectares. It is assumed that the scheme will
continue at an annual level of 11,000 hectares from October 1991.
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ANNNEXL B
Page 1

ADDITIONAL BIDS FOR FATSTTHG
POLICIES/PROGRAMMES

f million

1990-91 1991-92 136253

Additional Bids

i Pensions

Forest Recreation

Plant i.||||.lI Eranks

Traditional Forestry

et Aside

Farm Woodlands

Land Acquisitions

TOTAL BIDE
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ADDITIONMAL BIDS FOR EXLSTING
POLTCTIRS/ PROGRAMMES

Output measures and performance i |'|-:‘.'_'! catars

1. Pensions
Average number of pensioners
Existing baseline
Revised
Inerease

Forest Eecreation

The =scale of facilities which generate in excess of 30 million
vizits per year are set out helow.

Mumbex
Picnic places G4b
Forest walks and trails
Car patks
Vi={rar contron
Arhoreta
Tailar facilities
Forest bridle tracks

Forest Drives
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ADDITIONAL BIDS FOR BEISTING
POLICTES/FRIGRANHES

LaG{3-91 1 9] -92
{Contd)
Planting Grants
B. Traditional Forestry

hecrares Existing baseline SLATN 15100
Ravised 292l 123502
Reduction 2330 2750

- weighted average overall rate of
planting grant per hectare
{excludes management grants,
2nd instalments, etc)

Exisgting hazelins

Hevi=sad
ITnerease (decreasal)

b. Set-Azide
New Planting Tradltlonal Forestcy
hectares Exlsting baseline 2000
Revized S0
Reductions 1500
average rate of grant per hectare
Exiszting bazeline £.500
Revised €700
Inerease P
Farm Woodlands
hectares Existing baseline 1 LO00 L RO
Revised 1 301CH) 14350
[ncrease 2000 3350

weighted average rate of grant
petr hectare

Existing baseline 600 £600

Revised CAO0 fROO
[nerease E2LK) 20D

Blate:d The programme changes shown for 1990-91 lie within
baseline as shown in Annex B Page 1.

Land Acguisitien

- hactares
average pi { = PEL hectare

1992-5%3

33100
dasn
200

110040
11000

the existing
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ELIZABETH HOUSE
YORK ROAD
LONDON SE1 7PH
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The Rt Hon John Major mp Or994500C

Chief Secretary

HM Treasury

Parliament Street

London SW1P 3AG 25 May 1989

PUBLIC EXPENDITURE BURVEY 1989

- G Cur education reforms are winning public support. The
reforms, together with that support, will be at risk if we do not
provide the necessary resources for each sector of education. I
have reviewed my programme with care, and my additional bids -
all of which carry high priority - are listed below. I
appreciate that the bids are substantial. They include three
major elements which I believe we have to meet:i-

a) there are the agreed bids, our commitments including student
loans, and estimating changes for mandatory student awards
as more students enter higher educaticon. These requirements
alone mean that I need nearly £300m in 1990-91.

increased costs have eaten into the programmes which we have
agreed in successive Public Expenditure Burveys. The
financial viability of institutions in higher education
remains on a knife edge. While there is support for less
reliance on public funds, there i= concern that the paca of
change is damaging our universities and polytechnics. 1In
higher education and science, I need nearly £200m in 1990-91
just to maintain the targets we have set curselves.

as economic growth has allowed perscnal standards of living
to improve, parents, students and pupils are unwilling to
accept that we cannot afford to do something about shabby,
poorly maintained buildings and eguipment which are present
in all sectors of education. I must reverse the
deterioration over the last decade in our capital stock. I
need to be able to improve and expand facilities in schools
for science and technology in the Natiopal Curriculum.
Across all sectors, and allowing for forecast costs, I
assese that T need scme £600m for capital in 1990-91.

CONFIDENTIAL
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E million
1990-91 1991=92 1992-93
Agreed bid
University pay a0 38 39
Sanctuary Buildings B - o

Commitmentas

EAS ship

VAT on fuel and power
Student loans!

EC initiatives

Additional bids
Specific grants:
Inner London Boroughs
Travellers

Schoole and FE:

Teacher supply measures
Grant-maintained schools
City Technology Colleges
Assigted Places Scheme
Maintained sector capital:
a) LEA schools and FE

b) Voluntary aided sector

Continuing education

Higher education:
Iniversities=
PCFC sector
Stodent awards?

Bocienca:

Other:
Publicity
Running costa
Administration capital

! see paragraph 6

2 4in addition to the technical increase in the baseline agreed
before the Survey, which restores the level agreed last year

- 3 As I emphasised last year, I have very limited room for
mangeuvre within my programme. Higher education, including awards,
and science takes up some three-guarters of my programme. Much of
the rest is committed. I need some flexibility for smaller bids of
less than about £im which I have left out. There is no way in which
I can accommodate even the smaller bids in the list above.

CONFIDENTIAL
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Commitment s

BRITISH ANTARCTIC SURVEY SHIFP

fF million
1580-31 1991-93 1992-93

Purchase of "James Clark Ross" 172 1.4 =

3. You will recall that the cost of this ship proved higher than we
had anticipated because cof market conditions. I had to give this
priority within the science budget because of the wider implications
0of the presence of the ship in the South Atlantic. I agree with the
view of the scientific community that our main programme of research
should not suffer as a result. Before we consider the size of the
science budget for future years, I have to ask first of all that you
rastore to my baseline the extra cost of this ship.

VALUE ADDED TAX ON FUEL AND PCWER

£ million
1990-91 1961-92 1592=-83

Non-axempt funded bodies 13.5 17 17.5

4. We agreed in last year's Burvey that this bid, to cover the
costs of the imposition of VAT on fuel and power for non-LEA
educational institutions and other directly funded bodies, should
be deferred until the effects of the European Court of Justice's
decision were clear; and that you would consider sympathetically a
claim on the Reserve for any such costs which might fall in 1989-
0. It is now the case that VAT will be levied on fuel and power
from July 1 1990, I trust that, given your undertaking, you will
ba able to meet this bid in full.

STUDENT LOANE

F millionm
1981-92 1582=-63

Cutgoings (net of repayments)

Agreed bid . 16
Estimating changes :

Uprating of loan entitlement

Total

Administration

Access Funds

Loans for part-timers (net of
repayments )

Total

CONFIDENTIAL
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N Qur proposals in "Top-up Loans for Students” (Cm 520) will
lead to substantial savings in due course. You have agreed in
principle to meet the additional short-term costs, including
provision for sustaining access to higher education. My bid takes
account of a PES transfer from D53 of £10m per full year towards
the cost of the Access Funds, which are an integral component of
the top-up loans system. The total costs will be further offset by
the very substantial DSS savings in benefit expenditure. There
will also of course be significant savings after 1990-91 when the
maintenance grant will be frozen in cash terms.

€. The bid is based on the agreed figures set out in Cm 520,
adjusted for financial years, with some modest additions. First,
the bid takes account of the latest forecast of student numbers.
Second, it is based on a maximum loan for most students in the
academic year 1990-91 of £440, rather than the illustrative figure
of £420 used in the White Paper. That change is essential to
preserve the spending power of the loan given the actual and
predicted movements in the GDP deflator. Third, we must fund the
administration costs of the loan scheme: those figures will have
been refined by the time we meet, in the light of the decisions we
shall have reached by then on the way in which the scheme will be
run. Lastly, I am convinced that we need to increase the level of
support for the Access Funds beyond the £15m agreed between us for
the first full academic year. The responses to the White Paper
have brought home to us the degree of hardship which will be caused
to many students by the withdrawal of Housing Benefit. We shall
face enormous preesure on this issue in taking our Student Support
Eill through Parliament, and I judge that we shall need to be able
to point to enhanced Accese Funds if we are to persuade Parliament
and the country that our policy is right.

i I am also seeking provisien to allow the introduction of a
modest loan for part-time higher education students. They are a
key group: strongly motivated and generally already playing an
important part in the economy; potentially disadvantaged by the
move to higher publicly funded fees, since we cannot be sure that
all institutions will protect their position; and ecrucial to the
development of better access to higher education from non-
traditional groups. I have in mind a loan facility of £300 to help
with tuition fees and essential course costs such as books and
travel. Some small expenditure here will reap big dividends later
as the economy faces increasingly severe skill shortages.

EURQOPEAN COMMUNITY INITIATIVES

£ million
1980-91 1591-52 1392-33

EC initiatives 8.1 8.1 - A S

B Most of this bid reflects the cost of ERASMUS. As you may
remember, I was not willing to give this programme priority over my
domestic programmes but, in the light of pressure from the European
Council, I ultimately had no option but to go along with the views of
others. I would not want to quarrel with our arrangements for

CONFIDENTIAL
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handling expenditure on EC programmes but, in this case, we have had
to make provision by reducing the baseline in higher education,
mainly the universities. The ERASMUS programme of joint courses with
universities in other EC countries represents an additional claim on
the resources of our HE institutions. Unless I can restore my
basaline, the impact of this EC programme will be to undermine still
further the financial viability of the universities. At the time I
was forced to accept ERASMUS, you agreed a special arrangement under
which the costs for the first three years would be coneidered
separately in our Survey discussions. I hope that you will stand by
that agreement, and restore my baseline. I am not of course bidding
at this stage for LINGUA, since the costs for this programme will
fall later.

SPECIFIC GHANTS

f million
1390=-91 : 1991-92 19352-93

Inner London Boroughs 2 X
Travellers a 8

9, We have already agreed provision for my main specific grants -
Education Support Grants and LEA Training Grants - in 1990-891.
These programmes have proved to be crucial in redirecting resources
in support of my education reforms. The baseline for later years
declines in real terms. This will cause me real difficulty, but I
am prepared to see whether I can target the money even more
effectively to enable the Government's priorities to be met within
the baseline. I cannct be sure that I shall have enough but I am
not entering a bid at this stage. During the Survey, we shall need
to settle a PES transfer in connection with the transfer of
responsibility for Section 11 grant: I am in touch separately with
Douglas Hurd about this.

10. That leaves two small requirements. First, there will be some
grant payments outstanding in 1990-91 to cover the costs of the
Inner London Boroughs in preparing to take on their
responsibilities for education. The expenditure scored in my plans
for 1989-90 but, under the "new planning total" arrangements, I
have to make grant provision in 1950-91. I need £5m for that.

11. Second, I need money for the new specific grant for the
education of traveller children and refugees. You agreed that I
should take powers in the Education Reform Act to make these grants
available. These grants will effectively replace current pooling
arrangements which cannot continue alongside the new financial
regime for local authorities. Our latest estimate is that we need
to support expenditure of nearly £10m annually. This would be
sufficient to allow for the admission of extra Vietnamese refugees
from Hong Kong over the next two or three years. You will recall
that I raised the cost implications for the education service at
the time the decision about these refugees was being taken. There
is a reluctance on the part of local authorities to make
appropriate provision for travellers and refugees. The new
financial regime may accentuate that reluctance. I am convinced

CONFIDENTIAL
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that we need to offer a grant rate of 75%. My bid for grant above
iz based on that rate.

12. In order to ensure the effective use of the grant, I need to
be able to approach the local authorities about the programme
without delay. For that reason, my officials have already been in
touch with yours with the necessary supporting information. 1
hope therefore that you will be able to agree this bid and the bid
for Inner London Boroughs as an immediate response to this letter.
That would then settle my specific grant programme.

TEACHER SHORTAGES

£ million
1950-91 1961-92 1982=-93

Action programme 2.8 3 3

13. oOur education reforms for schools will fail if we lack suitable
teachers. Demands will increase with rising pupil numbers from 1991.
The introduction of the National Curriculum will lead to still
greater demands for teachers of maths, science, technology and modern
languages - where there are already sericus shortages.

14. My action programme is based on a wide range of initiatives so
that we can take advantage of all possible scurces of recruitment,
including mature entrants, former teachers and teachers from
overseas. The programme is already achieving some improvement in
recruitment but I shall need to expand it to meet the further
demands. That is the purpose of my bid. I also plan to mount a
major publicity campaign aimed at raising the status of education
and highlighting the need for teachers and the opportunities
avajlable within teaching. I return to this in my bid for publicity
at the end of this letter (paragraph 67).

GRANT-MAINTAINED SCHOOLS

£ million
1991-92 1952-93

Recurrent 20 24

Capital 29 45
49 (1]

15. The financial effects of allowing schools to become grant-
maintained are broadly neutral because the annual maintenance grant
to each school is recovered from the former maintaining LEA. But
if the policy is to be successful - and my present proposals are
basaed on 50 schools by next April rising rapidly to 300 schools by
1992-93 - there are some costs which must be met directly by the
Exchaquer:

a) tha costs of making the transition to grant-maintained status;
b) costs which fall outside the annual maintenance grant, but

which must be met if grant-maintained schools are not to be
worse off than LEA-maintained cnes.

CONFIDENTIAL
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In line with a), my bid therefore contains modest provision for

the funding of ballots of parente, for certain setting-up costa for
schools whose proposals are approved and for a small fund te

assist with dismissals, premature retirements and voluntary
severances initiated during the school's first year after
incorporation. My bid also includes, in respect of b), a sum te
cover the equivalent of Education Support Grants and LEA Training
Grants, the costs of VAT to the extent that these Are not covered
within annual maintenance grant, and a small reserve to allow me to
aggist schools with emergency needs arising from circumstances
beyond their control. Most of these are not additional costs: my
provision for ESGs and LEATGs would otherwise need to be increased,
and the VAT costs will return to the Excheguer.

16. My estimates also include provision for further grant to the
Grant-Maintained Schools Trust. The Trust is playing a valuable
promotional role which is being financed privately. Ouar grant is
needed for the essential additional role of assisting schools
approved for grant-maintained status to make efficient use of
public funds and to cope with their new legal and financial
responsibilities. I expect that much of the Trust's work will
eventually be funded through charges to schools, but pump-priming
in the early years is essential if schools are to get off to a good
ptart in their new =tatus.

17. 1 expect to come under heavy pressure to provide capital
grants for grant-maintained schools. Those schools may come into
the sector with a history of inadegquately-met capital requirements:
scme have been under threat of reorganisation and have been starved
of capital investment for some years. I am determined that they
should have a sum per annum comparable to expected expenditure on
local authority and voluntary aided schools, including expenditure
financed from capital receipts. My bid seeks to ensure this.

CITY TECHNOLOGY COLLEGES

£ million
1990-91 1991-92 19592-93

42 13 )

18. This initiative has now taken off. I have confirmed sponsorship
offers to date of nearly £40m. We shall have 3 colleges open by
September and are planning for a further 7 in September 1990. The
sponsorship money will cover at least 9 further projects so we are
within sight of our target of 20 CTCs by September 1591. All the
sponsors are pressing to get their schools open by our target date of
September 1991 if at all possible.

19. This very success has brought with it the problem of bunching
for capital spending. I have been able to keep within my programme
so far and should just be able to do s=o for the current year as well.
But as my bid shows, I need much more money in 1990-91 because we
shall be making some capital contribution in that year for all 20
projects. Thereafter, spending will fall back and will be mainly on
the recurrent costs of maintaining the new Colleges. In the longer
term, these recurrent coste will be affset by reductions in local
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authorities who will not need to provide for some 20,000 secondary
school places acreoss the country.

20. All the sponsors are prepared to find at least 20% of the
capital costs of each project - in most cases much more - and to
continue to raise endowment funds after the schools open. Unless I
have extra money, I shall have to ask sponsors to delay their
investment. But I clearly do not want to have to dampen in this way
their enthusiasm for this important Government initiative.

ASSISTED PLACES SCHEME

£ million
1991-92 1992-93

s B 4.4 6.3

21. I have already set aside money to meet our Manifesto commitment,
namely a target of 35,000 places in this scheme. But the money is
not enough because fee increases in the participating schools are
running beyond cur forecasts. The baseline assumes an average fee
increase of 7% this September. The indications now available are
that this average increase will be at least 11%. Given the
increasing demand for independent school places, I do not think that
we can reascnably assume that fee increases will fall substantially
in the following years. MNeither do I think that it would be
reasonable for me to attempt to limit fee increases for assisted
pupils. Hence I need extra money to meet estimating changes in the
cost of the scheme.

RATIONAL CURRICULUM

22. Effective implementation of the National Curriculum is, of
course, fundamental to all our policy objectives for education.

Last year we agreed baseline provision for central National
Curriculum costs of £35m in 1990-91, rising to £37m in 1992-93. It
now seems unlikely that this baseline will contain the substantial
costs which will arise as the National Curriculum assessment
arrangements come into operation from 1991-3%2. I am not, however, at
this stage, registering an additional bid for 1991-92 and beyond.
There are two major elements of uncertainty. First, I await advice
from the Schools Examination and Assessment Council on the cperation
of the assessment arrangements: key issues bearing on running costs
can only be resolved in the light of that advice, which I am unlikely
to have in final form before the end of the calendar year. Second,
we need to resolve whether the running costs of the assessment system
should be met from the Department's Vote or from local authority
expenditure. A number of issues arise here, which we cannot resolve
quickly. For these reasons, I am not bidding in this round for
additional resources for implementation of the National Curriculum,
but you will wish to note that there will be major issues to address
in next year's expenditure survey.
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MAINTAINED SECTOR CAFPITAL EXPENDITURE
{excluding grant-maintained schools)

£ million
1990=91 1991=-92 1992-913

Additional resources:

Voluntary aided schools 39 61 LE|
Local authority: schools 265 445 571
Local authority: FE 126 134
Other sducational services 15 s

TOTAL 445 782

a! Echools

Schools (VA: grant) 717
Schools (LEA: credit approvals) 571

Total 648

23. Investment in schoocl buildings has been inadequate for many
vears. The age profile of the school building stock creates
particular problems which do not apply to other services. A high
proportion of school buildinge was constructed rapidly and to tight
cost restrictions in the 50s and 608 to accommodate the enormous
rise in the school population at that time. Little or nothing has
bean spent on those buildings since and major components, such as
roofe, windows and heating eystems, are all reaching the end of
their working lives at the same time. In 1987 the School Buildings
Survey ravealed a backlog of well over £2 billion of urgent
improvement work. Between 1986-B7 and 1587-88 there was actually a
cash reduction in capital expenditure on education. In 1988-89 I
launched a modest improvement programme to start to remedy some of
the worst of the accumulated defects; but nearly all the benefite
wera wiped out by a 16% increase in building costs. The remaining
increase of 3% in real terms was largely used to meet basic need
for additional school places in areas of population growth. As
pupil numbers rise again, basic need is digging ever deeper into
the programme: Cambridgeshire, which needs to build the equivalent
of 20 new primary schools over the next decade to accommcdate
anticipated growth, is only one example. Inflation is also biting
sharply; the real value of education allocations fell by at least
5.5% in 158959-90.

24. DBecause there has been no increase in the purchasing power of
expenditure available for schocl improvements there is a mounting
backlog of essential work, with the result that recurrent
expenditure on emergency repairs is beginning to ocutstrip increased
provision for planned maintenance. The NAO will be reporting on
this later in the year. Some LEAs without access to substantial
receipts are in danger of defaulting on statutory obligations. I
am unable to cover LEA plans to remove surplus places except where
those plans are associated with approved statutory proposals; and I
am now having to defer the implementation of statutory proposals
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because I dc not have sufficient allocations in reserve to meet the
costs in the current financial year, This will increase my
cbligations in 1990-91.

25. I am also being forced to reject other reorganisation schemes
cffering an excellent rate of return because they require capital
allocations which I do not have. We are encouraging local
authorities to be more efficient, but are not giving them the means
to achieve this. A stream of deputations - many of our supporters
- have pointed out the contradiction in our policies. I have been
unable to produce a convincing answer.

26. The introduction of the new capital control system is likely
tc make matters even worse. Many of the improvements which have
been carried out in recent years have been financed by capital
receipts. For many authorities this additional spending power will
now be reduced. It is therefore essential that Annual Capital
Guidelines are sufficient:

- to cover the contractual commitments which flow from earlier
allocations;

to meet statutory obligations incurred but not implemented in
1989-90; and

- to cover new statutory obligations in 1980-91.

27. I also see the need to provide for a significant increase in
spending on structural defects; and to enable LEAs to make
significant progress in adapting school buildings to meet the
statutory requirements of the National Curriculum.

28. Since all pupils will have to study science from 5-16, more
laboratories are needed in secondary schools; and adaptations are
required in primary schools because science cannot be taught in
rooms without taps and in many primary schools classrooms lack this
basic amenity. Adaptations will alsc be regquired in both primary
and secondary schools to enable all pupils to study technology. We
cannot put our education reforms at risk for lack of the necessary
capital investment.

b) Further and higher education

£ million
1990-91 1991-92 1992-93

Additional credit approvals: 126 130 134

29. A consensus is emerging among employers and in Government that
all 156-19 year olds need to receive some form of systematic
education and training leading to a worthwhile qualification. As
the demographic decline begins to affect the supply of young
people, the retraining of the adult workforce is also emerging as a
priority. This is why my February speech to the Association of
Colleges of Further and Higher Education (ACFHE) called for
increases in participation and attainment levels in post-16
aducation. These themes will be driven home publicly by the CBI in
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the Autumn when its Task Force on vocatlional education and training
reports.

30, FE colleges have the potential to turnm these aspirations into
reality. The Education Reform Act will set them up with new
employer-dominated governing bodies and a greater degree of freedom
from the LEA so that they can compete for new business. If they
succead, they will generate significant new income for themselves.
But the FE sector will be gravely disadvantaged without sufficient
capital investment - a point being made freguently by the colleges.
Employers will not want to use the colleges if the courses on offer
make use of obsolete egquipment or are housed in unsuitable
buildings. Without properly equipped calleges, our chances of
tackling the nation's skill shortages are sericusly hampered.

31. The colleges remaining in the LEA sector have had very little
capital investment for many years. Owver the past 3 years, apart
from projects involving statutory school reorganisations and a
handful of other projects, I have been unable to make EES
allocations for new building starts in LEA colleges. And last year
I could not make E%I allocations for new eguipment, apart from
those associated with Education Support Grants.

32. Last year capital allocations for FE amounted to only £30
million. Over the past 5 years total allocations have amounted to
only 25% of assessed need to spend. And while actual expenditure
by local authorities has exceeded capital allocations, it still
only represents 5% of overall local authority expenditure on
further education. The result reported by HMI is a decline in the
fabric and eguipment of some colleges, particularly in specialist
areas. Some colleges have marked deficiencies in the supply of up-
to-date equipment. Some of their buildings are totally unsuited to
present-day needs.

33. My objective is not just to halt the detericration in building
and equipment stocks, but to achieve a marked improvement in both
over the three-year PES period. With the increases proposed,
colleges will be able to increase their responsiveness, generate
more inceme, and increase their efficiency in the use of buildings
and equipment, thus reducing running costs.

¢) Other educational services: Inner London boroughs

£ million
1590-91 1991-92 1992-93

Other educational services 15 - s

34. The third element of this bid for local autheority capital is
to assist the inner London Boroughs in establishing education
departments to take on responsibility from the ILEA in April 1990.
If the new LEAs are to achieve the management improvements we want,
their education departments - including the inspectorate and
careers service - must be properly housed. 1T am taking stringent
action to ensure that inherited ILEA property is used effectively,
but this source meets only part of the boroughs' needs. We made a
modest advance to them from GLC receipts during 1989-90, but most
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of them will need to spend more next year to avoid unsatisfactory
make-ghift provision. I shall therefore have to issue additional
AcGs from my youth and other educaticnal services block. We are
currently updating estimates made at the turn of the year of the
costa involved. It is however already clear that the sum I am
requesting is the bare minimum. It will still leave several
boroughs having to raid capital receipts earmarked for other
BERIVices.

35. I have considered whether my proposals would risk short-term
overheating in the building industry. My advice from expert bodies
suggests not, given the general downturn feollowing the decline in
the rate of house price increases.

CONTINUING EDUCATION

f million
1950=-91 1951-92 1992-93%

Developing new courses 12 14 L4

36, Building on the successful experiences of the FICKUF
programme, my target is for 1 in 10 of the working population to
undertake full-cost vocational continuing education by 189Z. My
bid would enable higher and further education institutions to
promote and develop the courses necessary to meet this target - in
agapciation with industry and commerce.

HIGHER EDUCATION

37. With polytechnics out of local government, we can now loock at
higher education funding across the beoard. Institutions are now
exposed to greater market forces - through the new approaches to
funding, the shift from grant to fees, the encouragement of private
earnings, and top-up loans. We are beginning to break the
dependency culture.

38. Even so, universities and polytechnics - as in all other
countries - will continue to rely on public funds for a substantial
proportion of their income. The cutput in terms of qualified
graduates continues to grow. We have said that we want that to be
maintained. There have been important efficiency gains which help
to make it possible. But our higher education policies and
financial viability in both sectors are at risk mainly because
increased costs have accentuated the decline in public funding in
real terms. I therefore have to bid for substantial sums.

39. The following bids for the Funding Cocuncils are based on
current tuition fee levels. The effect of the planned increase in
fees will be neutral in terms of public expenditure. It will
however require adjustments within my baseline programme and in the
allocation of additional sums agreed during the BSurvey.
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UNIVERSITIES

1. UIniversities Recurrent

a) Univergities Funding Council

£ million
1590-91 1591-92 1592=-93

Securing viability 79 80
Management education! 5 =
Computerisation 15 30
Continuing restructuring =
Deferred maintenance 45
UFC Running costs

{including relocation)

Total
Reduced rates reguirement
Net recurrant bid

L Bee paragraph 54 below

40. The restructuring programme which we agreed in 1987 is well on
course. Plans for the loss of 2,000 academic staff posts and the
appointment of some 500 new staff are being implemented on target.
There have been 315 subject reviews, a new appointment scheme, and a
series of management reforms to improve efficiency. Chart 12.13 in
the recent Expenditure White Paper Cm 612 showed that income from
sources other than public funds has increased steadily and now
accounts for one guarter of total expenditure. But our target of
achieving financial balance for the universities by the end of
1990-91 has been knocked off course by increased costs and a higher
than expected output.

41. Both the last two academic pay settlements (in 1987 and again
this year) have reguired an injection of additional funds to enable
the employers to make a sustainable offer. We cannot go on like
this. It encourages both parties in the pay negotiations to lock
first to the Government for more. It undermines our key policy
which is to encourage universities towards greater financial
independence. 5o my bid to achieve financial viability allows for
the likely outcome of the forthcoming pay round, given the way in
which market factors are moving against the employers. I shall
again insist that a significant element of any pay increase in
1990-91 is applied selectively to pay professors and lecturers
according to merit and to deal with recruitment problems in
particular disciplines.

42. Even with the extra money for pay, the universities are
finding that increased costs, including those arising from buoyant
student numbers, cannot be met in full through the improvements in
efficiency, restructuring and increased income from other sources.
The UGC/UFC is being forced to make special one-off payments to
institutions in difficulty thus making things even more difficult
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for the rest. London is the latest in the gueue for special
treatment. We are seeing what we have already seen in the
maintained secteor, namely a deferment of the replacement of
equipment and the maintenance of buildings: the UFC professional
staff advise that nearly £250m is needed to bring university
buildings up to a satisfactory and safe condition.

43. Without additional funds, the only solution is more
regtructuring. But that regquires even meore funds in the short term
to cover redundancy costs, and the UFC will say that more staff
costs will damage academic quality. No cne will understand why we
should want to see a further reduction in the total number of
academic posts, when our policy is to widen access. So I am clear
that we should make it posesible to stick to the targets of our
agreed restructuring programme. The main elements of my bid are

based on this.

44. There are two smaller but important measures which would offer
gsome limited encouragement to the universities, in initiatives that
will yield efficiency gains over time. I want to encourage
universities to improve the age structure of their staff. 70% of
all done are aged over 40: a major problem of renewal and
replacement is building up. The 1960s bulge will need to be
smoothed out, and this may best be done by an extension to the New
Academic Appointments Scheme. Another impertant point which I am
keen to promote is extending information technology. Computer
networks - much like that working so successfully in this
Department - would underpin efficient administration and good
teaching in the universities.

45. Finally I can offer a reduced requirement of scme £50m a year
as a result of the extra concession on universities' rates from
April 1990 onwards. This can be seen as a reduced cost for
universities to offset recent increases in their rates bill and
other cost increases. If we take away the benefit of reductions in
cost and leave universities to face increases, we shall be accused
of unfairness. So I am showing the reduced requirement as an

offset to my bid.

b) Open University recurrent

£ million
19590-91 1991-92 1992-93

Open University 5.5 8 9.5

46. The Open University is continuing to expand its undergraduate
population, with an increasing emphasis on the more expensive area
of mathematics, science and technology. There will be over 73,500
undergraduates by 1991, an increase of 5,500 since 1987. Scme of
the Ffurther expansion will be in the pricority areas of computing
and foreign languages: using the Open University would be a cost
effective way of increasing student numbers in these areas. The
University has taken effective action to improve its financial
management. As with the other universities, it is having to face
increased costs. The baseline for 1991 allows for only a very
small increase over 1990. I need the extra money to ensure that
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the University can balance its books as student numbers and costs
continue to increase,.

Universities Capital

£ million
l9an=-91 1991-92

Universities Funding Council 15 5
Open University 11.5 b L

47. The Advisory Board for the Research Councils has brought
forward some disturbing evidence about the age of teaching and
research equipment in the universities. Much eguipment is old or
obsplete. The reduction of 15% in real terms in the UFC equipment
grant between 1986-B7 and 1989-9%0 led to an unsatisfactory
replacement cycle. Industry expects new graduates to be familiar
with the latest equipment, but in many cases universities cannot
afford to provide it. There is now a need to undertake a proper
programme of replacement of equipment for teaching and research. I
acknowledge that equipment is provided both through general funds
and the Science Budget: this bid therefore should be viewed
alongside that of the Research Councils, which it complements. 1
am also bidding for funds to purchase the freehold of the Walton
Hall site of the Open University.

POLYTECHNICS AND COLLEGES OF HIGHER EDUCATION

l. PCPFC Recurrent

£ million
1990-91 1991-92 1962-93

Becuring viability 49 =11 51
Restructuring 7
PCPFC Running costs (including 1
relocation)
Management education! 1l

Total

Adjustments between PCFC
and LEA sector:
Additional debt/pensions
liabilities
New accessions
Reduced rates requirement -B.2

Net recurrent bid 68.8

I See paragraph 54 below

48. With the help of the transitional funds which we agreed in the
last two Surveys, the new PCFC sector has been launched
successfully. HNevertheless with their local government inheritance
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- in particular under-investment in plant - their overall tighter
level of funding than the universities, and the lack of any
financial reserves, the polytechnics and colleges are in a fragile
financial position. They need additional support if they are to
play their key part in meeting demand for higher education. Unless
we can provide that additional support we shall lose the political
gain of freeing the institutions from local authority control.

459. There are two points of special concern on recurrent funding.
First, as in the universities, student demand remains buoyant
despite the demographic downturn. The latest projections for the
sector and the forecast GDP deflator imply a further squeeze on
unit costs of 5% in real terms. The polytechnics and colleges have
over the past decade achieved efficiency gains of some 13%. A
further squeeze of 5% is not sustainable without lowering of
standards as institutions will be forced to cut expenditure on non-
pay items such as books and materials and PCPFC will be forced to
divert funds to shore up institutions in trouble. GSecond, we must
allow for employers in the PCFC sector to engage in meaningful
negotiations about pay during 1990-91. The employers may not be
able to reach a settlement with their academic staff which can be
contained within planned funding in the current and future years.
For 1990-91, I want to encourage the employers to pursue their
ideas about more flexible pay structures soc as to reward
performance and to review conditicns of service cffered to their
staff. The purpose of the main element of my bid is thus to
improve efficiency and keep the PCFC sector on a sound financial
basis in 1990-%1, bearing in mind that institutions have no
reserves and initially little scope for earning income outside
their public funding.

50. My bid for restructuring is intended to help secure the
efficiency gains that will still be required. In last year's
Survey we agreed to limited provision for restructuring simply to
enable those institutions most directly affected by the withdrawal
of topping-up to balance their books. I am bidding for a modest
extension of the existing programme. This will enable institutions
to plan the necessary further reductions in their staff and to
maintain a healthy age profile.

51. PFinally there are two items which will not add to public
spending - the accession of two further LEA maintained colleges to
the sector to which I will shortly be considering and an increased
level of local authority liabilities for debt and pensicns which
fall to be met by the PCFC compared to that assumed when we made
the initial transfer from AEG to the PCPFC baseline last year. I can
conveniently meet these additional costs to the PCFC through the
reduced requirement in the rates bill for institutions in the PCFC
gector from April 1990 onwards.

PCFC Capital

£ million
1990-91 1991-92 1992-93

Capital T0 70 70
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52. Despite the welcome increase in egquipment provision we agreed
last year, concern about under-investment is being impressed
forcibly on me by the PCFC and the businessmen who now play an
active majority role as institutional governors. There is no real
answer I can make when they say that no successful commercial
enterprise would have so low a level of capital investment. It is
vital that we equip the new sector with the tools to do a good job
and to attract employer support and private funding.

53. The PCFC this year can only meet about 1% of the bids for new
building prejects. Many polytechnics have never benefited from the
capital investment they needed and there is now clear evidence from
HMI that poor accommodation is threatening the guality of courses,
particularly in science and technology. It is unacceptable that
they should be the poor relation in terms of accommodation. A PCFC
building survey is likely to reveal a need for substantial extra
investment. My bid would enable the worst problems to be tackled
selectively, and would enable the institutions to move more guickly
in dealing with the backlog of cut-of-date eguipment.

Management education

54. We should begin to prepare for a more market-led approach to
management education. Management guality will determine our
competitiveness in world trade, not least in post-1%3%2 Eurcpe. We
need to improve the guantity and guality of management education
and the bulk of the cost of this increased provision must be borne
by the customers, mainly employers. My bids under the university
and polytechnice headings above are aimed at making this possible
by increasing the stock of high-quality management teachers and
contributing the restoration of standards of accommodation and
teaching facilities (including information technology).

STUDENT AWARDS

£ million
1390-91 1991=-92 1952-03

Estimating changes 74.6 101.8 106.1
Freeze on main grant rates
and parental contributions 0 : =157
Uprating for higher GDP
deflator
Oxford and Cambridge fees
London boundary
Lifting moratorium
Mixed-mode courses

Total 90.5 ; 115,11

55. It is important that I have sufficient money to cover the cost
of our statutory commitment on maintenance grants and fees in 19%0-
81 - the last year in which the main rates of maintenance grant
will be uprated. As explained in paragraph 39, adjustments will be
made to my baseline during the Survey to cover the proposed
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increase in tuition fee. My bid covers the latest estimate of
projections of the number of award holders, the latest estimate
based on most recent returns from local authorities of the average
level of award, and an increase in the main rates in line with the
latest forecast GDP deflator of 4%. As in the last two years, 1
shall want to revise this bid in due course to allow for the
forecast GDP deflator at the time of the Autumn Settlement.

56. There will be savings, as the Table shows, through freezing
the main rates of grant from 19%1-92. I am clear however that we
shall need to continue to uprate by the GDP deflator certain
allowances additional to the main rates. This is important if we
are not to prejudice our cbjective of broadening the base of entry
to higher education - particularly to include more older students -
and the cost is small.

57. My bid for Oxford and Cambridge college fees allows for
increases in line with those which I am seeking in funding for the
universities.

S8. 1 am proposing three other changes in the awards regulations
which have relatively small cost conseguences but are of
considerable importance to the reception of the new awards regime
next year:

 FP8 To end the moratorium on the designation of degree-
comparable courses.

1L, To make mandatory awards available for the full-time
components of mixed-mode COUrses.

14, To raticnalise the boundary within which grant is
payable at the London rate of grant.

£E9, The case for the first of these changes was argued last year
and I will not take space here to elaborate it. The second is of
great importance to my policy of extending participation. It
requires legislation, but the Student Support BRill provides the
opportunity. The third will enable us, at small cost, to remove an
anomaly in the treatment of students at London University.

SCIENCE

£F million
1590-51 1991-92 1992-93

Avoiding loss of science 26 a7 53
Manpower training and support 8 14 15
Equipment 23 22 20
Restructuring Councils' Institutes 15 14 10
New priority research 31 44 37

Sub-total 103 131 135
Hational scientific commitments [ 9 T

Total 109 142
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60. Everyone has welcomed the settlement for science which we agreed
last year. We now need to consclidate this. There have been two
main worries. First, what we agreed will now buy less. The Research
Councils are, for the most part, unable to influence the level of pay
settlements for the research staff which their grants finance, and
other costs have increased well beyond what we had in mind when we
sat the figures last year. Second, the settlement allowed for a
reduction in real terms in those years which fall within the new
survey. The first element of my bid is designed to offset these
WOLries.

61. The second element in my bid is designed to safeguard the
supply of very highly qualified manpower through an increase in
postgraduate maintenance awards, That is a priority need for the
yvears ahead. There has been a tendency for the take-up of awards to
fall in the past two years, and the number of awards has fallen.
This trend needs to be reversed if we are to meet the problems which
the demographic plunge will bring in the 19390s.

62, There is now firm evidence pointing to serious eguipment
deficiencies which have accumulated in research laboratories over
the years. This cannot be corrected all at once, but I should like
to make a start on a programme this year.

63. Last year, I gave you a list of desirable restructuring
proposals for Research Council institutes. You acknowledged that
the settlement would cover only part of the programme which I
envisaged. As you know, we are currently examining a numbar of
options relating to MRC's proposal for a major restructuring to
create a centre of excellence for clinical research. 1 shall keep
you in touch with this. There remain a number of other cost-
effective restructuring proposals which I would like to see pursued.
The fourth element in my bid provides for this.

64. My fifth element is for new areas of priority research. I need
particularly to be able to respond to proposals for new

environmental programmes of national and international importance and
to play my part in strengthening the UR's effort in global climate
research. 1 have already indicated my willingness to make a modest
contribution to the ERS-2 satellite and I propose to devote £6m to
this, spread equally over the three PES years. But if I am to be
able to play my part in our efforts in this key area I shall need
extra money.

65. TFinally, there are the national scientific commitments which I
have to press every year. This year they are modest. Apart from
the James Clark Ross ship there is no bid for the British Antarctic
survey. I do however need resources for the British Geological
survey to meet needs which I believe should be considered outside
the normal priorities for science.

66. I wvery much hope that you will be able to agree my new bids s0
that we can build upon the settlement agreed last year and expand
further the level of research in areas where we have an

gutstanding contribution to make. We have every reason to believe
that extra money will buy the results.
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PUBRLICITY
f million
1990-91 1991-92 1592-93

Campaigns on:
teacher recruitment, g 14 1359
National Curriculum
and parental involvement

67. We must ensure that our education reforms are understood by
those outside the education service. Unless we do this, conflicting
and misleading reports will circulate and our objectives will be the
more difficult to realise. Projecting a strong positive image of
education, especially the reforms which flow from the National
curriculum and associated testing of achievement, will help towards
our policy to involve parents more directly in schools. 1In order for
our reforms to succeed we need an adequate supply of teachers. 1
propose a campaign to encourage more young pecple and adults to enter
or return to the teaching profession. I would want to subject the
campaign to rigorous monitoring against specific objectives: but I am
convinced that it would be a cost-effective way of meeting our policy
aims.

RUNNING COSTS

£ million
1590-91 1991i-92

Inflation and pay
Increased staff
Accommodation
Other non-pay

Total . 16.1

68. When I agreed the three-year settlement last year, you accepted
that this might be recpened if significant changes in the
Department's staffing needs could be demonstrated; if forecasts of
inflation changed significantly; or if it became clear that the
putcome of the Treasury's negotiations with the Civil Service unions
during the Survey period was significantly different from the
earnings assumptions underlying the settlement. In the event, all of
these conditions have been realised, and I have to ask for a new
three-year settlement.

69. On inflation and pay, the three-year settlement assumed an
increase in the pay bill in 1950-51 of some 4.5%. But a first
charge on this will have to be the follow-through effect of some 2%
of the staged pay settlements agreed by the Treasury for 1989-90., I
clearly need more money to reflect the likely outcome of the
Treasury's negotiations with the €ivil Service unions for the 1990-
91 financial year and beyond. My bid allows for this.

70. ©On staffing, it is now clear that some of the work needed on the
abolition of ILEA, schemes for local management of schools, and the
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Hational Curriculum working groups will not fall away as soon as we
had expected. It is clear also that we shall need additional staff
to deal in particular with the increasing number of applications for
grant-maintained status, the introduction and auditing of financial
management arrangements for GM schools and City Technology Colleges,
the introduction of student top-up loans, and tackling teacher
shortages. In addition to this, our reforms have generated much
greater public interest in the werk being undertaken by the
Department, and the level of MP and other correspondence has
increased dramatically. I have seen figures to show that Ministers
in this Department received at least 10 times more MP letters per
member of staff than in scme other major Departments. We have over
500 letters at present still awaiting a Ministerial reply 4 weeks or
mora after they were received.

71. Many of the Department's staff continue to work exceptionally
long hours, as they have done since work on the Act began. I cannot
reasonably expect them to do more. A great deal has already been
accomplished. I am clear that more staff will be needed in 19%0-91
with some small reductions thereafter as shown in the table:-

1989-90 1990-91 1991-92 1992-93

Central Cost Centre 1585.5 1655.3 1639.4 1629.5
HMI 475 4B5 485 485
HMI Support Staff 239 244.5 247.5 249.5
Pensions Branch 314 309 299 289

TOTAL 2617.5 2693.8 2670. 2653

These figures do not allow for the transfer from the Home Office of
responsibility for grants under Section 11 of the Local Government
Act 1961, which will need to be covered by a PES transfer.

72. On accommodation, the Department's headquarters will move to
Sanctuary Buildings next autumn where the coat of the lease will
rise substantially over our existing accommodation. I am therefore
bidding for funds to meet this inescapable commitment, as well as
for the costs of temmporary accommcdation in London for overflow
staff (the new building is 25,000 square feet smaller). I hope
that our plans for permanent accommodation further afield can be
sufficiently advanced to make this unnecessary. In that case our
officials will negotiate separately the inevitable extra short-term
costs of permanent relocation.

73. I have to say that, unless this bid is met, the Department
will not be capable of implementing the reforms of the education
gystem which we have launched.
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ADMINISTRATICN CAFITAL

£ million
15930-91 1951-91 1992-93

Agreed bid
Sanctuary Buildings 8.5

Additional bid
Information technology

74. In addition to the cost of the staff themselves there will be
some increased capital costs to support the proposed level of
activity. I mention here two particular concerns - information
technology and accommodation.

75. First, the staffing bid has been formulated on the assumption
that we shall increase our investment in IT. Our new office system
is proving highly successful. As the Department's running costs
Management Plan (forwarded separately) demonstrates, we are already
securing valuable efficiency gains, and can get more by extending the
system.

76. Second, on accommodation, I am glad that our officials have
reached agreement on the capital cost of Sanctuary Buildings. About
one third of the expenditure will have been incurred by the end of
this financial year. Our relocation studies are being taken forward
with a view to relocating outside London staff who cannot be
accommodated in Sanctuary Buildings. As noted above, my running
costs bid includes an element for temporary relocation in London, but
given the tightness of the time scale I think it would be prudent to
bid for a £150,000 capital reserve to allow for minor alterations to
accommodation to be nsed on a temporary basis.

77. I am sending copies of this letter to the Prime Minister and to
the Secretaries of State for Scotland, Wales, Northern Ireland and
the Environment.
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PES 1589

This letter sete out, as requested in the Survey guidelines, my proposals
for the resources reqguired for my programmes outside the arrangements
for the operation of the Scottish block.

My bids, which are all of agqual and high priority, are summarised below
and , more detail for the Industry and the Agriculture and Fisheries
programmes 5 given in the Annex. As is customary, John MacGregor will
deal separately with a number of AFF issues in which-1 have an interest
although I have not yet seen the detail of John's proposals., The table in
this letier shows a number of particular Scoitish bids within the AFF
programme, lhe purpose of which 8 described in the relevant part of the
Annex.

tm
1990-9] 1991-92 199%2-93

Agriculture and

Fizsheries 3 4.2
Industry i ;
Housing subsidies ; = 5.044

[ revised economic

assumptions)
Water services

[ capiial)} S0, 60,0 TOMb, [¥

I should comment in particular on the bid for water services capital.
Both north and south of the Border we face major demand for capital
expenditure on water and sewerage services In order fo bring them up to
scratch, in the light especially of EC requirements. It 15 not yet clear
how this problem will be tackled in England and Wales - although
provision will have to be made one way or another - but | have no option
bul to address this issue In the PES round. As indicated in my letter
af 16 May 1939 1o Nigel Lawson on the EC drinking water directive,
following privatisation of the water services in England and Wales, there
CONFIDENTIAL
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is no programme soidth of the border with which capilal sxpenditure on
waler services in Scotland is comparable. My officials have been in touch
with yours about how bids for this service should be handled outside the
present block and formula arrangements and they are currently assessing
the requiremenis in Scotland both in the short term and the longer term;
I will wish to return to the lomger-term situation in next year's Survey.
The bids 1 have entered in this Survey will allow a reasonable start 1o be
made on the outstanding problems,

We are making good progress on prwuﬂsaucm of both the two Scottish
Electricity Boards and the bus companies in the Scottish Transport
Group. Bul we have nol yel sel the [inal timetable, Until we do we
cannot be certain when the receipts will be available, although in both
cases | hope thal these will start Lo come in in 1990-91. Even if they do
not, I will 5till be faced with expenditure on expenses in 1580-91. In the
case of the Transport Group, these will be modest, about £0.4m, but
those for the Eleciricity Boards will include flotation expenses. We
cannot be precise about these; we still have to decide on factors, such as
customer and staff inducements, which will affect them, but we are
working on the basis of £7Tm, In addition to the existing provision of
£5m, in 1990-%1. These expenses, and the receipis, are not part of my
programmes although I.hvlil:..I are mel from my Depariments' Votes, and the
prospect that receipts in 1990-81 will more lh.u.u meel the additional

remiing pood. In the meantime, provision for the additional

: .'-'tnst year, to make a bid for any PES transfers to DHSS

pit. | am not yet in a position to quantity my assessment
and will write again with the information as socon as

p Survey guidelines request the notification of contingent
ply to arise or to increase during the Survey period. My
be supplying wours with details of a number of such

[ linbilities relating to block programmes.

i as ugual, departmental running costs are the subject of a
e letter.

this letter go to the Prime Minister, John MacGregor,
John Moore, Norman Fowler, Nicholas Ridley,

. Byl Channon, Cecil Parkinson, Poter Walker and Tom King and to
" 5iF Robin Butler. /

MALCOLM RIFKIND

CONFIDENTIAL

HMP145L4.037 2




CONFIDENTIAL

AGRICULTURE AND FISHERIES
Rurml Enterprise Programme (REP)

Against the background of the reform of the EC structural lunds my
pfficials have discussed with yours our proposals for action in the
Highlands and Islands In terms of Objective (b) of the new [ramework
Regulation. While 1 am determined that the intreduction of the new EC
arrangements should not give rise to unrealistic expectations in the
Highlands and Islands, 1 am convinced that the circumstances of those
farming in extremely marginal conditions very much at the periphery of
the Community are such as to justify the introduction of a limited and

targeied programme.

The Rural Enterprise Programme bid envisagpes the introduction of
meagures to be targeted on specific localities within the Highlands and
Islands where objective indicators show that the agricultural sector is
erpecially fraglle and least able to adjust to the effects of CAP reform.
The REP would promote special measures to assisi with diversilication and
measures to improve the quality and marketing of produce. The aim
would be to stimulate viable self-supporting alterpatives to itraditional
agricultural production and broaden the income base of those involved n
agriculture. We propose a gradual bulld up of expenditure to ensure that
there is adeguate assessment of the emphasis of measures in specifie
localities before funding assistance.

Much work remiins to be done in firming up the details of our proposals.
However, if the Commission keeps to its current timetable, | shall he
under a great deal of pressure domestically later this year to announce
the extent of the Government's proposed actions under Objective (h). 1
think it essential that we keep the initiative and. that we should be ready
to set out our proposals. What | have in mind iz a S-year REP averaging
E5m a wyear from 1991-832. Belore then 1 would wish to see the
establishment (in 13890-81) of a project team whose main task would be to
assess ond test the feasibility of the range of measures which might be
put in place in the selected areas. The cost of the project team in
1990-91 is likely to be about £0.5m and | propose to meel this cost from
=avings that wear on fisheries protection (current) expenditure. The
first grant expenditure in targeted areas would occur in 1991-92 with full
coste in 1992-83, Accordingly | make the following bid:

£m
1990=11 1991-92 1952-93
- &0 L

Scottish Agricultural Colleges (SAC) and Scottish Agriculiural Research
Institutes (SARI) Capital

A significant aspect of the process of rationalisation following reductions
in funding of R & I expenditure was our decision, in 1986, to reduce the
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L tic] ! . - "+ 2 H
Hespareh Institute, based al Abesrdean A uew body the Macadiay Land
Use Research Institute (MLURI) was created and the decision taken 1o
transfer to the new institute at Aberdeen former HFRO staff from

Edinburgh.

We had hoped to carry out the capital works at MLUR] neceesary io
accommodate the staff of the joint body and to schedule the transfer of
staflf to Aberdeen in such a way as to accommodate the costs within the
existing baseline provision for SAR] capital. However, the former HFRO
facilities at Edinburgh were destroyed by fire at the end of March and,
while we have made temporary arrangements for the staff at Edinburgh, |
belleve we must speed up the necessary development at MLURI and the
transfer of staff from Edinburgh if we are to avoid nugatory expenditure
following the Ffire. My officials recently sought Treasury approval in
principle for the development option we have chosen. The total cost of
the project is £8.6m but, because of the need to proceed gquickly 1 am not
able to contain all of this cosl within existing provision.,

The second element of the bid relates to the additional capital expenditure
which will be necessary to improve the physical security of the SAC/SARI
bulldings throughout Secotland. We are now reviewing security
arrangements [ollowing the loss of MLURI facilities at Edinburgh due to
Arsan. We must take all reasonable steps to deter or prevent similar
attacks on other buildings and 1 propuse & 3-year programme of capital
works to cope with the more sensitive areas. My SACISAR] capital bid
iz therefore:-

Em

1990-81 1991-82 }AR2-93

SACISARI security 0.5 0. 0.5
k2

MLURI 2.7

Tuial el 2d .5

I should say that the preferred option for the MLURI development, when
completed, will release land outside the PES period [or disposal currently
estimated at £2.7m in value.

Scottish Apricultural Colleges [SAC)/SARI Redundancies

The reduction in funding of near-market R&D agreed in 1988 PES and the
squeeze on the advisory services are posing very real problems for the
Scottish  Agricultural Research Institutes and Colleges. Despite the
provision of additional Tunding for strategic research from 1951-82 and an
encoursging increase in revenue Trom non-DAFS sources, there will still
be & significant and increasing net reduction in total funding over the
PES period. These organisations are manpower intensive, and staifing
reductions will be necessary In order to help expenditure within cash
limits . This year we expect to lose about 30 posis through
voluntary/compulsory redundancies, and the costs of whirh we shall
accommodate within present cash limits. This will not be possible over
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Em
1981-41 188] =52 | 802=-93
2 ], 6 5.0
Fisheries Protection
In the last iwo PES rounds | have entered a bid for the cosis of
replacing the DAFS inshore fisheries surveillance alreraft (a Cessna
Titan). On both occasions the bid was withdeawn alter bilateral
discussions. The aircraft is now virtually at the end of ils useful life
and | make the following bid:
Em
| Ba0-11 15491-02 18892-83
a.0

Harbours

My bid in respect of harbours concerns DAFS granis for Local Authority
and Independent Trusts projects and ERDF receipts for projects carried
out by independent harbour bodies. The bids are:

im
1 S 0=51 1831 =02 1992-93

DAFS Grant (LAs) =1}, 148 0n.472 . 423
LA Net Capital Allocation -1, 558 . D16 =-[i. 156

MNet LA Harbours =), 6T [.a88 . 267

DAFS Grant { Independents) = = 3. 000
ERDF (Independentis) . 844 D.344 0.B459

The bid In years 2 and 3 in respect of DAFS grant {LAas) arises
essentially from eignificantly increased cosls on a project for which we
now have a revigsed Investment appraisal. We are slill o consider the
appraisal and only if it proves wholly satisfactory will 1 press the bid.
The bid for the Independent Trusts relates 1o proposed developments at
Eyemouth and Scrabster.

Accordingly, my total bid (including harbours) is:
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11,8
independent Harbours 3 0.3
LA Harbours oy 0.5

13,2

in addition 1 have a number of small bids for SACISAR] superannuation,
Marine Laboratory equipment, Farm Woodlands Scheme and animal health.
| propoge to meet these (together with the [irst year costs of the REF)
from savings on fisheries protection and capiial granis.

THDOSTRY

The objectives to my proposals are to take lull advaniage of the
opportunities presented by the Single European Market; o malniain and
increase the momentum of encouraging private sector invesiment in inner
rities and peripheral estates; and to give a credible response to the
potentially politically very difficult siation in Caithness. Al the same
time, the continuing run down in payments of regional development grant
means reduced requirements. My initlatlve for an evaluation of the
options for disposal of the SDA's properties and investments is making
good progress but it is still too early 1o estimate the proceeds or their
timing .

Scoltish Enterprise

My proposals take no account of peeds specific 1o Scottish Enterprise.
That will be discussed in detail in the next Survey. Necessary funds,
for example, for the setting up of pathfinder agencies, will be found from
the relevant existing programmes (in my case, from the 3DA) as
appropriate.

Regional Selective Aszigtance

With the ending of regional development grant, regional selective
agsisianee 18 our major vehicle for securing new invesiment in aRRisted
areas. [t i particularly important in attracting inward investment, where
we are experiencing tough competition from our Eurcpean pariners. In
the run=up to the creation of the Single European Market inm 1892 there
will be an opportunity to atiract to the UK in general and the assisted
arcas in particular investment which will be locating in the Community.

If we are 1o do 80, wo must ensure that we can compete. Recently we
have lost a number of desirnble projecis becsuse we are uonable to
approach the levels of assistance offered by our competitors. We are,of
course already seeking through the Commission 10 curb exXcessive
assistance levels offered by our partners. But that will not be enough
despite Britain's attractions for business. We have 1o be more [lexible,
particularly on ecost per job rules. Cost per job is an incomplete
indicator of the wvalue Tor money offered by an individual project; we
have also to take into account the type of jobs, the technology transfer
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the odditional resourees

capture projects that would otherwise b

i

L
i990-91 15991 -592 [oa8-93

Regional Selective
Assistance 4.0 T 15.0

Scottish Development Agency (SDA)

There are two elements to my proposals for additional resources lor the
SDA. First, 1 want the Apgency specifically to address itself to the
implications of the creation of the Single Buropean Market. We know from
experience that the ability to offer custom-built factories quickly can be
an important feature of the package thal will attract inwards investment,
From our point of view these are good investments, which |1 want to
continue as a key prlority within the 3DA's continuing role in premises
provision Tollowing the disposal of the bulk of its existing property
portfolio.

Secondly, there i an increasing need 10 deal with accumulated problems
of urban dereliction, to maintain the momentum of ocur peripheral estates
initiatives, and to keep up the effort to improve the environment more
generally in order to complement the efforts going into the attraction of
inwards invesimeni and ensure that Scotland continues o be seen 4s Aan
attrartive location for companies to establish and develop. [ am therefore
proposing an increase in the resources available for these activities for
uee hy the Agency with leverage from the privale sector.

Rid

fm
18480=-51 1991-42 19492=-93

Scottish Developmenit
ATanoy 2D A0

Highlands and [slands Development Board (HIDR)

Degpite the improvement our policies have brought o the economy
generally, the position in the Highlands and Islands s worrying.
Unemployment there is higher than in Scotland as a whole; and the
differential is rising. Within that, there are areas, especially in the
rural parts and on the periphery, where unemployment is at particularly
high levels. The area as a whole has generally suffered
digproportionately from the downturn on oll-related constraction.

We must aim lowarde the sustained and lasting improvement in employment
in the Highlands and Islands; and this, of course, means real jobs
stemming from private secior enterprize. We can help in ereating the
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through blanket subsaidies; but sensible selective inlervention through
limited financial assistance and factory provision does provide results,
The potential is there and 1 believe we can obtain additional private
gector investments, and the jobs and other ecomomic improvements they
bring, [ar in exeess of the increéased expenditure 1 am proposing.

Lid
im

1990-91 1981 -92 1982-33

Highlands and Islands
Development Hoard ) 9 d. 3.0

HIDB Caithness initiative

We have a particular problem in Caithness, where the rundown of the
Dounreay establishment, the only major employer in the area, will be
iraumatic. 1 belleve it is important politically that we act, and are seen
1o be acting, in response. OF course, HIDBE will have 1o reorganise their
priovities on account of Dounreay; and they will do just that. But there
is a limit to what they can do with existing resources. The rundown at
Dounreay heralds a major change in the economic and social circumstances
of the [ar north of mainland Britain. | believe that the {urther resources
1 propose are required. They will allow us to announce a £30m initiative,
comprising the new resources and diversion of existing HIDB resources,
over five years. | do not believe that anything less will be acceptable.

Bid
£m

1950-491 1991-92 1992~83

HIDE Caithness
initiative ] 5.0

Regional Development Grant
The above bids are offget by the following savings:-
Savings _
Lm
1980-81 18491 -82 1932 -93

Regional Development
Grant
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PES 1989%: SOCIAL SECURITY BENEFITS AND ADMINISTRATION

I am writing to give you my proposals for expenditure on social
pecurity benefits and administration for the 1989 Survey. The
principal figures are set out in the attached scorecard. My
officials are writing to yours with further details.

SOCIAL SECURITY BENEFIT EXPEMDITURE

Cpening position. My opening position incorporates the changes
that have been agreed and announced since the last Survey. These
are summarised at section 2 of the scorecard. The twe largest
are extra help for poorer pensioners and the abolition of the
pensioners' earnings rule. The abolition of the earnings rule
was, as you know, announced by the Chancellor in his Budget
statement. A substantial part of the cost of this measure will
be offset by additional income tax revenue. As to the two more
minor measures, we have agresd upon savings to offset the cost of
extra help for 16-17 yvear olds who are forced to live
independently and I can confirm that I shall be bringing forward
proposals later in the Survey to meet the cost of the widows
changes.

Forecasting changes. These are set out in section 4 of the
scorecard. 1 am pleased to say that I can propose a net
reduction of some £50 million in the first Survey year and a
further reduction in the following year. This net reduction
involves a substantial downward revision, for the first time in
many years, in the Government Actuary's and my statisticians'
estimates of future expenditure. This includes a decrease in
forecast spending on benefits for the disabled and on housing
benefit. Fresh forecasts will be avalilable in August. The
overall forecasting reduction would be still greater but for the
need to reflect revised economic assumptions, notably on prices,
a factor which may lead to further adjustments later in the
Survey.




Paliey bBids. Section 5 of the scorecard summarises my

proposals for policy shanges. They include a number of potential
savings as well as bids. I would simply say at this stage that
they amount to a very small net addition to my programme — onhe
half of one per cent; that they are carefully targeted on the
poorest ‘groups; and that even including them, and assuming no
increase in other departments' spending above baseline, social
seourity is projected to remain static as a proportion of public
expenditure. We now have flgures, and will soconer or later be
forced.to go public on them, which show that beneflit rates are
lower now in real terms than when we took office. In particular,
our economlsts have estimated that in 1989 the average real value
of basic pension will be 5% lower than in 19%986. I am convinced
that, with inflation nudglng upwards, the highly-focussed bids

I am putting forward are the very minimum we will need to assure
an effective defence of our soclal security strategy.

Poorer families and pensioner premiums. My first two bilds
exemplify my approach. The first would give extra help to the
poorest families, with proportionately more being directed to
poorer families in weork. Families receiving family credit
would receive an extra %2 a week; families receiving other
income-related benefits an extra £l a week. The second bid
Puilds on the approach adopted in this Octocber's poorer
peEnsioners package by providing for an extra £1 a week to all
pensioners receiving income-related benefits. It would have
the further advantage of halving the number of pensioners who
would, because of transitional protection, get no increase in
overall benefit at the 1990 uprating.

Disablility benefits. We are due to meet on & June. I
would stress here that the package I have proposed offers
substantial net public expenditure savings in the long term
but that, to achlieve these savings, Nick Scott and I believe
that pnlltically it is essential to make some short-tarm
improvements, leading to additional costs over the Survey

period.

Independent Living Fund (item 5.4). This fund was set

up to faclilitate the introduction of the 1988 reforms by
providing extra help to very severely disabled people on low
incomes who were not on supplementary benefit when it was
replaced by income support and who were therefore ineligible
for transitional protection. ¥ow that the scale of legitimate
demand for help from the fund is apparent, it is clear that -
despite tightensd management controls - the provislon in last
year's Survey was inadequate. In the medium term I hope that
the fund's activities can be transferred from my programme as
part of the wider reforms currently under discussion oh
community care. But ln any event I believe that an increase
in provision faor the fund is inescapable




Lone parents (item 5.5). You will be aware that my

Department and others have been reviewing welfare provision
generally for lone parents and I shall shortly be minuting
the Prime Minister. My officials have given yours detalls of
what we propose as regards social security benefits. This is
a self-contained package which involves overall net savings.
Within that, there are a number of relatively modest
increases in provision - in particular in relation to earnings
disregards - which are carefully designed to ensure that lone
parents reduce their overall dependence on the State. The
costs of these increases would be more than offset by my
proposals to increase payment of maintenance by liable
relatives. There would alsc be additional administrative
costs of just over El million a yvear from the extra liable
relative work, but again these costs would be cutweighed by
the savings involved. In my judgement, the expenditure would
represent excellent value for money.

Other bids. The contingency bids (item 5.6) relate to
expenditure which will be inescapable if legal proceedings on
two cases involving the EC BEqual Treatment Directive are not
resolved in our favour. The other bids (item 5.7) are
relatively minor in cost terms but represent worthwhile
improvements responding to pressure for change in various

areas. They include, for example, a rise in the social fund
capital 1limit for elderly people, enabling them to benefit
from the fund without jecpardising savings set aside for
funerals; and an increase in the rates of income support and
housing benefit payable after six weeks in hospital, to aveid
problems of community charge and water rates ArTears on
discharge from hospital.

Other benefit issues.

Water and community charges. You will have seen my letter of

1Z May to Nicholas Ridley commenting on his suggestion that
income-related benefits should be increased to take account of
prospective rises in water charges. As 1 indicated in that
letter, there are a number of other housing costs, as well as
water charges, which have to be met from people's income support
but which are currently excluded from the relevant uprating
formula - repairs, insurance, maintenance charges and the 20%
contribution to rates/community charge. Later in the Survey,
when we have more information on the expected rises in water
charges, we shall need to review whether or not benefit rates
need to be adjusted to take account of these various costs. 1
would expect however that any increase in social security
expanditure arising from the policies of territorial Departments
should be paid for by them rather than counting against my
programme bids.




.E. R.

Social Fund. My policy bids include (item 5.7 in the scorecard)
two specific bids on the social fund relating to maternity
payments and the capital limit. I am not making any bid at this
stage for a general increase in the social fund budget. But I
should put up a marker that social fund applications and
expenditure have picked up on the budget in the course of the
year I may need to seek an increase, at least to keep it 1in line
with its real value in the fund's first year of operation, as
well as seeking any necessary administrative resources to cope
with the increased demands on the fund.

Housing benefit. You wrote to me on 11 May about possible
restrictions on benefit and subsidy on dwellings at the top end
of the market. My officals will keep in touch with yours, during
the Survey, on progress in assembling the necessary information
on the newly deregulated market, identifying the best way to

move forward, and implementing a system of controls, but this
will clearly take time. It is too soon to commit ourselves to
the introduction of controls from April next year. Meanwhile, our
new guidelines to local authorities on the effective operation of
local rent limits should provide an important new weapon in the
control of benefit expenditure on over-expensive accommodation.

ADMINISTRATION.

Resulting from PES 88, we have an agreement on running costs
which covers 1990/91 and 1991/92. Thus in this Survey the focus
should be on requirements for running costs for 1932/93 and for
capital and other expenditure for the three Survey years. In a
Department of this size and structure, the major component of
running costs is manpower. 1 am pleased to say that the downward
trend in staff numbers begun last vear is being continued. Indeed
even after taking account of new work 1 am planning to reduce
staff numbers well below the baseline assumed in PES. Owerall,
staffing at the start of the period will be about 84,000, a fall
of 10,000 since it peaked at 94,000 in October 1987. HNumbers
will be reduced to about 74,000 by April 1993 and will then be
lower than any time in the past decade and for some time befare.
Such reductions represent a major management achievement and a
continuing challenge.

Thie is very much the direction in which we ought to be moving,
and over the PES period we will be taking forward a number of
initiatives which will improve the management of the Department's
operations - notably the move towards agency status in all key
areas. Our management plan demonstrates that we have already
begun to secure striking efficlency improvements of §.2%, 9.4%
and 11.3% over the survey period, better than the targets set
last year.

In spite of these significant advances, I believe we must loock
again at the settlement for 1990/91 and 1991/92. I am looking at
whether we can increase our staff savings still further, but 1if
this is possible at all it may only be at a cost in the short
term, which I would need to discuss with you.




Salaries The major problem is average salaries. They are
increasing significantly for two main reasons: the consegquences
of our rapid run-down [(which mean staff in the lower - and
cheaper - grades have left faster than others); and the effects
of pay settlements. Because of the staffing structure of this
Department, we have been particularly hard-hit by the effects of
the 1988/89 pay awards, notably the award for WUCPS/CPSA grades.
The settlement included changes to pay policy (notably the
extension of performance pay) on top of the basic increases. Of
the total £98m salaries bid in the first year of the survey, the
knock on effects of the BA/BY pay award account for about £3Bm; a
more realistic pay assumption would cost another £3Tm; with the
effects of the rapid run-down described above contributing the
remaining £23m. This follows through to later years. In the
third year the costs of performance pay hit us particularly hard
(some £32m).

I suggest that our officials should discuss the detailed
calculations which underlie the bid, which cowvers the 3 years
from 1990-91. But I should emphasise that I consider it
essential to adopt realistic assumptions about likely pay levels
for future years.

Non-manpower Baseline non-manpower provision over the two
remaining years of the settlement is also significantly below what
is needed. The main issue here is that the assumptions do not
raeflect the trends in prices. I demand efficiency in all my
operations: I have cut identified requirements significantly
during our own internal discussions. This has been far from easy.
But there are factore over which we do not have direct control.
For example, a major element of our running costs provision goes
to meet the costs of our arrangements with the Post Office.

There is no way in which we can reduce in the short term the number
of transactions. We negotliate for the best deal we can get: but
realistically there are limits to what can be achieved. The same
applies elsewhere - British Rall prices rising on average by 9%;
water, gas and electricity charges expected to rise significantly.
I appreciate the need to ensure that public services which do not
operate in a true market context are subject to pressures for
efficiency but we must take care that we do not simply transfer
the burden from one public service to another. Paper costs, rent
and rates are other areas where costs are rising well ahead of
inflation, and the problem i= compounded by the EC imposition of
YAT on rents.

Because of all these factors I see no alternative but to base my
bid on a revised price assumption.




Capital This bid covers the three Survey years: in the first
year, we are looking largely for resources for our computer
operations. By bringing forward some of the work on the
operational strategy, we will be able to secure significant
gavings on capital im 1982/93.

Consequences of programme bids Some of the programme bids set
out above have operational costs, which will need to be worked out
in detail if the principle is agreed. Again, I am antering a
'marker' that the operational consequences of any programme bids
accepted will need to be met.

Relocation of London HQ staff Work is continuing with the
Department of Health on the possibility of moving a substantial
area of HQ work away from London. A business case is being
prepared., There could be significant advantages to such a move,
but there may be transitional costs. 1 am simply entering a
'marker' at this stage that I may need to bid for such costs
once we have the full picture.

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

; f’f_’.x.- ‘{,.-1.-*--—'
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£ million ecash
1930/91 1991/92 1992/93

54,935 28,103 29,556

Poorer pensicners 193 200 205
Widows 5 6 6
Savings to offset costs of 2.2 -5 -6 -6
16=17 year olds 4 4 4
Savings to offset costs of 2.4 -4 -4 -4
Pansioners’' earningse rule 375 390

Total 568 590

55,677 59,052

-4.1 Economic 238
4.2 BEetimating 1,211
4.3 Net forecasting change 1,449

o
Poorer families 112
Pensioner premiums 151
Disability package (net of

savings) (1989/90 prices) 10 45 535
Independent Living Fund 18 29 30
Lone Parents (net of savings) -23 -17 ~19
Contingency bids 5 6 6
Minor bids & b 6
Total 262 325 821

6. Administration bids
Salaries 98 91 162
Non-manpower running costs 36 44 83
Capital 41 20 =60
Other costs 5 6 2
Total 181 161 186

7. Total new net bids
7.1 Benefits 206 300 2,270

7.2 Administration 181 161 186
7.3 Total 387 461 2,456

L
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Motes 1. Table includes bide made by DSS on behalf of DoE/Welsh
Office under the new financial regime.

2. Row 3 includes agreed adjustments of E175/358/367 million to
take account of the effect of the New Planning Total on housing
benefit subsidy.
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FES 1989

1. When I wrote to you last year with my bids for the PES round
I said that the demand for the services and facilities provided
by my Department had been rising and were likely to continue to
rise at a rapid rate. This has not changed in the intervening
twelve months. Indeed it is now abundantly clear that the growth
in demand for all forms of transport is far outstripping the
capacity of the supporting infrastructure and that we face major
and growing problems of congestion.

2. The increased provision agreed last year was helpful. But
it scarcely begins toc make inrcads into the problems. Although
we expect to continue to make efficiency gailns and savings they
too cannot make any material impact on the gulf between my
present PES baseline and what we need to spand on transport
infrastructure and allied services if we are to respond to the
neads of business in a growing economy and meet the legitimate
expectations of the public. Az B8 rTesult, I must tabla
unavoidable and substantial bids for additional provision in a
numbar of areas. I start with the national roads programmea, tha
largest of the bids.

National roads

3. I do not need to rehearse at length the very serious problems
with the motorway and trunk road network. Our officials jointly
undertock sometime ago now an extensive review of the position
and it has been considered at length with colleaguess in E{(A).
It has been agreed that we must substantially increase the scales
of the road construction programme and gquickly. The White Paper
"Roads for Prosperity" issued earlier this month commits us to
a graatly uxpanded programme. We must now translate words into
deads and to do so means substantial additions to the present PES
baselines.

4, I have considered most carefully how we can meat the
undertaking in the White Paper. The joint review concentrated




on the need to expand the total programme. But to complement
thig, and to ba consistent with our overall aim, we must also
accelerate the schemes in the programme which wa set out in the
White Paper two years ago. Many of these schemes will reach the
congtruction stage in the next three years. It is essential we
press on and build them. Construction of tha new schames
announcad in the recent White Paper "Roads for Prosperity” will
not start until the end of the period. If they are to be seen
as an adaguate response to the problams of congastion then 1t
cannot ba at the expense of not building schemes on which an
aarlier start can be made. In the past slippage in starting new
construction has been a worry. Whilst we can never avold it
entiraly, I have set my Department challenging targets which
aeffectively halve the time taken to get schemes to public
congultation and from there to announcement of the preferred
route. Tha results so far are encouraging.

5. But I cannot solve the problem that my present baseline is
inadequate to begin construction of cost effective schemes which
are, or soon will be, ready for construction. Nothing would be
achieved by merely reallcocating rescurces within an inadeguate
baselina.

6. Tha largest element of my bid for an accelerated programme
ig therasfore concerned with schemes on which most preparatory
work has already been done. The amounts regquired are £325m in
1990-91, £560m in 1991-92 and £665m in 1992-93. The biggest step
change is in 1990-91 and is a reflection of the number of schemes
which are about ready to go but which are held back for lack of
provision. The bid assumes a declining rate of price increases
after the recent peak.

7. 1In order to accelerate the road building programme, we need
also to aexpand its size in line with the latest White Paper
commitment. You have already agreed to release £315m from the
Resarve so that we can make a start in 1989-90. To build on
this, the amounts required for expansion are £100m in 1990-91,
£150m in 1991-92 and £400m in 1992-53,

B. As we recognised last year, not only do we need to build more
roads we must alsc maintain them adequately. It is in the end
a false economy to postpone maintenance work since delay results
in higher costs and poor value for money.

9., On road maintenance I need to bid for £50m in 199%0-91, E50m
in 1991-92 and £25m in 1992-93. This is to keep us on course
towards our commitment to eliminate the maintenance backlog by
the end of 1992-93 and to bring skidding resistance on the
network up to standard.

10. The regquirement for bridge maintenance is for an additional
E40m in 1990-91, £60m in 1991-92 and £80m in 1992-93. Some work
has been delayed, there is an increasing requirement for steady
state maintenance, and we must begin the remedial work on
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concrete bridges which the Maunsell report has identified as
necessary. We cannot skimp any of this work if we are to meat
the ending of the EC derogation.

11. Finally on current maintenance the addition required over
baseline is £25m in 1990-91, £30m in 1991-92 and £35m in 1992-
93. This is principally because of the reclassification of
survey work in line with vour officials advice. Without it the
capital maintenance bid would be some £18-20m higher. There is
alsp an extra requirement for additional inspections and routine
maintenance of concrete bridges and for extra litter clearance.

12. Taking together the acceleration of the road building
programma and maintenance reguirements, the total amounts
required for the road programme are £540m in 1990-91, £850m in
1991-92 and £1,205m in 1992-93.

13. I recognise that a bid on this scale is very substantial.
In the longer term, if our expectations are realised, the private
sector might be able to take up some of the burden of providing
the roads which the economy neads. But 1t can have no
significant impact in the PES period. Unless the public sector
is prepared to invest now on the scale I propose we shall have
no hope of keeping up with the growth of traffic on our motorway
and trunk rcad network or enabling business to respond to the
challenge of 1992. Colleagues in E(A) recognised that other
spending programmes might have to make room for a greatly
expanded roads programme. I fear the size of the bid I am making
will not make your task any easier in that respect; but that in
no way diminishes the need for the bid.

Local Transport

14. I am faced with two probleams on local transport. First I
must put right the damage done to local transport programmes by
the maldistribution of spending power under the present capital
control system: the three year legacy of underspend has to be
mada good. Second the success of the sconomy means growing
problems of congestion across the whole of local transport.
Although not as pronounced as on national roads it is
nevertheless increasing significantly.

15. We have to consider the needs of local roads, public
transport and airports separately although roads and public
transport are obviously closely related. In their case the
glimination of the sgueeze on capital allocations means that I
need to alter the balance between grants on the one hand and
credit approvals derived from the Annual Capital Guidelines on
the other. As a result I need your agreement to 8 transfer from
credit approvals to TSG as well as seeking increases in the
basalines.
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Local Roads

16. Local authority roads have suffered badly under the present
gystem of controls on local capital spending. The joint review
which our officials conducted confirmed the conclusions of an
parlier study that we neaded to maintain the real rate of
investment in local roads of more than local importance at the
level achieved 4in 1985/86. In practice there have been
increasing underspends in recent years on what we planned. Minor
roads have fared even worse. We now have an opportunity under
the new capital finance regime to get back on target. The public
and business will expect no less at a time when we are proposing
to spend substantially greater sums on national roads. Local
roads are vitally important as feeders to the national network,
particularly for the movement of goods. We must eansure an
adeguate local road network too if we are to get best value for
money from spending extra money to ease congestion on inter urban
routes.

17. 1 acknowledge that the new capital finance regime goes a
considerable way towards eliminating the mismatch of needs and
capital spending power that exists under the present system. But
it still falls short of the review target and local authorities
face the same prospects of higher prices as on naticnal roads.
1 recognise that local authorivies will not be sufficiently
geared up in 1990-91 on their preparation work to do more than
achieve investment equivalent to the sum of the Annual Capital
Guidelines implied by tha baseline credit approvals for transport
and the TSG and IDA baselines. What I need to ensure, however,
is that this is targeted towards important schemes on roads of
more than local importance to ensure consistency with the
national roads programme and to get maximum value for money. To
achieve this I must seek a transfer of £5im from credit approvals
to TSG for 1990-91 carried through into the later years.

18. In addition the baselines for credit approvals and grant are
ingsufficient to allow for anticipated price increases and they
certainly do not leave sufficient room to get investment lavels
up to those recommended by the joint review. Furthermore, I need
an additional £15m in both 1991-92 and 1592-93 4if 1 am to
implement an efficiency review recommendation that we should
accept preparatory work on major schemes for TSG support two
vears before construction is due to start. Ewven without allowing
for further growth in investment to meet the joint raview target,
I need additions to the credit approval baseline of £21m in 1991-
92 and £34m in 1992-93 plus increases in TSG of £25m in 1991-92
and £35m in 1992-93.

Local public transport

19. Public transport has an egually important role tc play both
in relieving road congestion in a number of urban centres and in
regenerating the inner cities. I am looking to involwve the
private sector in this on the basis of proper risk transfer and
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on the principle that users should pay through the fare box for
the benefits they receive. But a public sector contribution too
is unavoidable, not least because road congestion and
regeneration benafits cannot be captured in fares. This means
that there will normally still have to be a public sector
contribution at local level, which reguires credit approvals, and
from my Department by way of s.56 grant.

20. The existing baseline for credit approvals only makes
limited provision for the Manchester Metrolink project and there
are a number of light rapid transit schemes in preparation
including a privately promoted venture in Bristol. If thay all
prove viable tha local public transport programme would have to
be more than doubled to accommodate them, I am not proposing
this. But I do need adequate provision for the two projects
which are at a sufficiently advanced stage to be reasonably sure
of their merits. These are tha first stages of both the
Manchester Metrolink and the Shaffield Supertram scheme. To
accommodate both of them I need increases in the credit approvals
baseline of £14m in 1990-91, £23m in 1991-92 and £11lm in 199:-
93 and increases for s.56 grant of £7m in 1990-91, £20m in 1991-
92 and £21m in 1992-93. The bids for the second and third Survey
years include a small element to begin investment in othaer light
rapid transit schemes which are likely to come forward by then.

Local airports

21. Last year we made some provision for the Manchaster second
terminal, but not enough. It is vital that it opens in 1993 if
there are not to be severe problems of congestion at what is now
one of Eurcope's largest international airports. The advice I
shall soon be receiving from tha Civil Aviation Authority on
airport capacity will underscore the need to press on with
devaeloping terminal facilities at the other major regional
centres, not least at Birmingham and Luton. Traffic growth in
the regions generally means that there is no scope for savings
at other airports. We are already experiencing severe problems
at many airports in the summer peak, and in view of the forecasts
for future traffic growth, we must ensure adeguate provision for
further development of these regional airports. I therefore neaed
additions to the baseline credit approvals of £24m, £54m and
£36m.

Total bids for local transport

22. In total my bids for local transport are therefore:

£ million
1990-91 1991-92 1992-93

Credit approvals 38 9B B1

TSG 25 35
Section 56 grant 7 20 21

Total bid a5 143 137
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In addition to which I need a transfer of E£51lm from credit
approvals to TSG in all threa years.

Ports

23. You have already agreed to accept a claim on the Resarve
for extra severance pay in 1989-90 under the National Dock Labour
Board scheme. We clearly need to make similarly adequate
provision in the PES period for extra severances as the scheme
is wound up. To cover this I need additiona to the baseline of
£7m in 1990-91 and £3m in 1991-92.

London Transportation Survey

24. We shall need in 1991 to undertake this decennial study.
It provides the only comprehenzive scurce of data on travel in
London and we draw upon it extensively to model futura trends.
The new survey will be a major underpinning to our thinking in
the 1990's about London's transport needs. In order to meet the
costs I need additions to the baseline of £lm in 1990-91 and £6m
in 1991-92.

Running Costs

25. As you will see from the enclosed running costs management
plans, I plan to make continuing efficiency gains which acroes
the PES period will significantly exceed the minimum 1%% annual
target. It is only thanks to these savings that 1 expect to be
able to manage within the baseline carried forward from last
year's settlement for pay and prices and the generality of
running costs. This is on the assumption that pay and price
increases are not too far adrift from the assumptions agreed in
previous PES rounds for 1990-91 and 1591-52.

26. My Department underspent its running costs provision last
year but I do not expect this state of affairs to continue. To
overcome recruitment difficulties in key areas, for example with
civil engineers needed for the roads programme, we have been
making increasing use of the new pay flexibilities, with some
guccess. 1 expect we shall continue to have to do this as the
labour market tightens in the 1990s. My Department is also
having to find cover out of the baseline provision for centrally
negotiated awards that have been significantly higher than the
assumptions we made about pay increases in recent settlements.
A=z a result of these factors I expect the past underspend to be
gaten up in the Survey years.

27. Indeed I have to say that if my Department's pay bill
continuas to increase at the rate of the last year or two then
I can forsee real problems in keeping within my baselinea. To
take just one example, centrally negotiated and local pay awards
in the last pay round have increased DTp(C)'s pay bill by nearly
10% in 1989-90. This compares with an assumed increase of only
k% underlying the settlement for that year. If there continues
to be such a wide gap between the real increase in the paybill
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and the assumed pay increases underlying running cost settlements
then there must come a point when I shall have to reopen a three
year settlement for pay. But thanks to the savings we plan, and
those we have already made in recent years, we have not guite
reachad that point yet.

28. What I am unable to do is also absorb within the baseline
the demands imposed by new work, wvolume growth and certain
specific cost pressures which were not addressed in last year's
settlement. It will help to understand the position if I explain
my needs in terms of Highways, the rest of the DTp(C) and DVLD.

29, There are two elements to my bid for extra resources in
Highways. First, although I am already making progress in
cutting the time it takes to get roads built, I need to
accelerate further the delivery of schemes set out in the White
Paper two years ago. To do so, I need more rescurces in the
regions to handle them and for engineering and information
technology support. In addition, I not only need front line
resources in the regions to expand the size of the programme in
line with the latest White Papar but axtra staff ara raguired to
cope with the major demands it will create in other areas. These
are needed to maintain the expanding network, to take forward the
private finance initiative and to improve the M25.

30. I shall need 92 extra man-years rising to 127 by the end
of the pericd to accelerate schemes near te the construction
stage. This is a fairly modest reguirement bearing in mind the
volume of the extra construction and preparation activity which
my programme bid will support. As a result the extra gtaff will
generate a considerable efficiency gain.

31. I also need additional staff to expand the total programme
itself. Most staff effort on road schemes is needed before
construction begins and, because of the front end leoading, I
shall need 243 extra man-years rising to 373 by the end of the
paricd to handle the expanded programme. We agreed last year
that the running cost consequences of the expanded programme
follow automatically from whatever expansion is decided. Our
officials are currently considering what extra running costs are
neaded in 1989-90, within the ceiling of £2m which you have
agreed, to support tha £25m you have released from the Reserve
to make a start on the expanded programme.

42. This means that in total Highways needs an extra 333 man-
years in 1990-91, 443 in 1991-92 and 500 in 1992-93. To support
the increase I need additions to my baseline of £10m in 1990-91,
£13m in 1991-92 and £15m in 1992-93. Part of this is to carry
forward intoc the Survey years the increase in running costs
needed this year to make a start on the expanded programme.

33. For DTp(C) I must bid for two specific items not covered in
last wyear's settlement. Thase are the VAT surcharge to be
imposed by PSA on PRS rents and the potential costs of relocating
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staff out of Londen and the South East. These bids cover
Highways, whose accommodation costs are brigaded within the
DTp(C) totals. I realise that, when the arrangements were
announced last year for the VAT surcharge, the Treasury ruled
that Departments should absorb it just like any other cost
increase. Frankly, at a time when I am striving to absorb real
cost increases, not least much higher pay rates than we had
bargained for, I cannct accept that we should also be expacted
to absorb a self inflicted increase like the VAT surcharge which
is after all merely an accounting change and will not affect the
PSBR. The bid for relocation is provisional as plans are at an
early stage. But I must make some provision in order to enable
my Department to realise the potential cost savings whereaver
possible. I would be content for this element of tha bid to be
ring fenced, to be adjusted to meet actual costs as they occur.

34. The management plan shows that the expected efficiency
savings in DTp(C) are needed to meet cost pressures in the PES
period. They are insufficient to fund the manpower I shall also
need to deal with safety issues and to carry forward crucial
policy work in areas like privatisation, compatition and tha
development of new transport infrastructure. Staff are required,
for exampla, for the newly created Aviation Security
Inspectorata, in the Railways Inspectorate and for Channel Tunnel
traffic enforcement. Begides safety, I nead staff for the
privatisation of British Rail and deregulation of London Buses
and for the Channel Tunnel rail 1link, amongst other issues.
Total staff numbers in DTp(C) should declina in the Survey period
producing a net saving of 162 man years. Mevertheless, I still
require additional rescurces to cover the costs of this new work
which accounts for 133 posts, many of them requiring more highly
gualified and more expensive staff than we are releasing. Taking
the specific items and the staff costs together, the addition
to the basaline to met the requirements in the rest of DTp(C) is
£Bm in 1990-91, £10m in 1991-92 and £11m in 1992-93.

15. The pilcture for DVLD is similar. DVLD is faced with the
prospect of continuing substantial growth in its existing
workload and also with new tasks. Workload in 1988/89 was 9.3%
above the level of the previous year. This carries forward into
1989-90, whan a further increase of 4.9% is forecast, to be
followed by additional growth of 18.6% over the Survey period.
As a result, DVLD will need an extra 197 man years in 1950-91,
rising to 279 by the end of the period. This is on the
assumption that DVLD will be able to offset some of the impact
of workload growth through substantial further efficiency gains,
amounting to 6.5%, 4.1% and 2.9% in the three Survey years. The
increasing volume of activity alsc calls for additional provisicn
for postage and stationery.

36. Extra staff are also needed to copa with new tasks. Some
157 additional man years, rising to 201 by the end of the pericd,
are needad principally to enable DVLD to take over work currently
done by the Crown Prosecution Service in order to improve the
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aeffectivenass of VED enforcement. This will genarate over £3m
a year in receipts to the Emxchequer. My Department has proposed
to the Efficiency Unit that an Efficiency Scrutiny of the work
on VED enforcement should be carried out to see what further
improvement in the arrangements might be possible. I hope that
tha results of this will be available by the autumn. An axXtra
57 man years, rising to 108 by the end of the period, will be
needed for the new "Sale of Marks"™ initiative. I indicated last
year that additional resources would be needed for this and I
would like to make use of the marginal receipts concession to
covar staff and other running costs to ba incurred in the Sala
of Marks. For an cutlay of soma £3-4m a8 vear in running costs,
wa expect eventually to genearate annual receipts of some E£Z21m.
I must also bid to cover the costs of the VAT surcharge in DVLD's
case and of the Post Office agency contract. The agency costs
were set aside in last year's settlement and we agreed they could
be bid this year without re-opening the settlement.

37. In total DVLD needs 411 extra man years in 1990-91, 426 in
1591-92 and 588 in 1992-93. As a result, and to cover the other
costs which I have mentioned, the addition to baseline is E£13m
in 1990-91, £17m in 1991-92 and £27m in 15992-93.

38. Although I am seeking to absorb within baseline general pay
and price increases in all three areas in 1990-91 and 1991-92
I must allow for realistic increases in 1992-93 particularly
bearing in mind the cumulative effects of higher than budgeted
pay settlaments in the earlier years of the Burvey. The by now
traditional 2% uprating of the running costs baseline is clearly
inadegquates and I must bid on the more realistic basis that pay
in 1992-93 will increase by 6% and other costs by 5%. By recent
standards these are modest assumptions. Allowing for the carrcy
through intc the third year of bids I have made to cover extra
manpower and other costs the reguirement for pay and prices in
1992-93 15 £3m for Highways, £7m for the rest of DTp(C) and £3m
for DVLD.

39. My total bid for running costs is therefore:

£ million
1990-91 1991-92 1992-93
Highways
Additional regquirements
for accelerated programme
Expanded programme
Pay and prices

Rest of DTp(C)
VAT surcharge
Relocation
New work

Pay and prices
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DVLD
Stationery/postage
VAT surcharge

PO Agency

Sale of marks

New work

Workload growth
FPay and prices

I b bk QL8
| B0 - b

Total <5 3 40 62

40. I ocught to say a word sbout accommodation costs. These are
subject to great uncertainty, not least on the maintenance side,
bacause of the changing relationship with PSA. I need not bid
until July for maintenance, and my officials are in tha process
of assessing the forward reguirements. Becausea of the
uncertainties I have decided not to bid this year for rent and
rates or for other costs arising out of the PSA changes. But I
must reserve the right to bid these items next year when the
axtra costs are known. We shall in any case need to agree the
conditions which will allow this year's settlement to be
racpensd .

41. Finally, 1 am not expecting major changes in manpower

numbars in areas outside gross running costs. The Vehicle
Inspactorate expects broadly to maintain manpower numbers across
tha Survey pericd and the Driver Testing and Training
Organisation expects to reduce manpower by 85 man years by the
end of the pericd.

Minor items

42. I have not dealt in this letter with a number of minor items
and savings. As in past years, I shall try to meet any small
additional requirements by transfers within my existing
provision, subject to obtaining a satisfactory overall
settlement. PBut there are two points I should mention.

43. I must enter a contingent bid for Civil Aviation Services.
Eurccontrol plans to invest heavily to improve alr traffic
management systems in Western Europe. This would be highly
daesirable. Tha UK is pressing for Eurocontrol to finance the
investment by borrowings. If it is neverthaless decided to
finance it on the more traditional basis of capital payments by
member states then I would need additional net provision above
baseline of £2m in 1990-91, £6m in 1991-92 and £6m in 1992-93.

44. The other point concerns EUROPES. Formally I need to bid
for the £0.2m difference between the Treasury's FES 1988 and PES
1989 calculated offsets so that the difference can be reinstated
in my baseline for 19%0-91 and 1991-94.
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Summary
45. My total bids are therefora:

ftmillion
1990-91 1991-92 1992-93
National roads
new constructiosn-accelerated A25 560 BAS
programmes
-axpanded programma 100 150 400
capltal road maintenance 50 50 25
capltal bridge maintenance 40 60 80
current maintenanca 25 30 35
Local transport® 45 143 137
NDLE severance pay T 3 -
London transportation survey 1 f -
Running costs 31 40 62

Total bids 624 1,042 1,404

*plus a transfer of £5lm from credit approvals to grant in all
three years

Contingent liabilities

46. I have, as requested, examinaed all my Department's
osutstanding contingent liabilities and those of the bodies which
I sponsor. The only new or increased liabilities since we
reported the position last year are new potential liabilities of
up to £50m which we might incur as a result of arbitration on the
dispute with the United States government over user charges at
Heathrow and of up to perhaps £250,000 in the event of an
unusually large compensation payment for industrial injury
suffered by a trainee on the Merchant Navy Training scheme. I
should say that we are vigorously defending our position in the
Heathrow user charges dispute. A liability on the scale 1 have
suggested would arise only if the US government's claim were
accepted in full by the arbitration tribunal, other countries
also successfully pursued claims and the UK government, rather
than BAA, had to meet them.

47. 1 am sending copies of this letter to the Prime Minister,

tha Lord President, the Secretaries of State for the Environment,
Scotland and Walas and to Sir Robimn Butler.

\/
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DEPARTMENT OF HEALTH AND SOCIAL SECTTRITY
Richmond Flouse, 79 Whitehall, London SWLA 2INS

Telephone O1-210 3000
From ehe Mmster for Health

Y
The Rt Hon John Major MP Pkdgﬁikﬂ
Chief Secretary to the Treasury -
HM Treasury p 2 A
Parliament Street {L{““71#{ ~
London EW1 3AG B ,

2% May 1989

PERSONAL BOCIAL BERVICEB: BPECIFIC GRANTE: FES 1989

l. This letter constitutes my bid for specific revenue grants
for local authorities perscnal social services. At this stage I am
not putting forward any bids for specific grants in support of
Community Care [but may nead to do so depending on the outcome of
our discussions on Sir Roy Griffith's report.] Nor am I yet able
te put forward my proposals for post qualifying training in order
te complete a medium to long term strategy for social services
training. I hope to do that in the Autumn. But I do see the need
to make a start on correcting the management deficiencies in
social services departments and am therefore seeking a small
addition to the training programme for this purpose.

Bummary

2= I propose to continue the Support Grant for Secial Services
for People with AIDS and HIV Related Expenditure for a further
three years at increased levels of funding to meet the additional
cocets associated with the greater number of people in the
community living with AIDS. I also propose to extend for a further
three years the two existing Training Support Grants relating to
Elderly People and Child Care and to run them as one programme. I
wish to extend the training grant to cover thres new areas -
training in preparation for implementation of the Children Bill,
Post Qualifying Studies and Practice Placements.
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The cost of such specific grants will be as follows;

1550,/91 1991/92 1992,93
£m £m £m

Continuation of existing
Programmes 21.3

Inflation increase on
existing programmes

volume incrsase in AIDS

Hew training programmes

TOTAL

AIDE Bupport Grant

d. The specific grant to provide support for expanditure
incurred by local authorities' social services departments in
caring for people with AIDS and for expenditure related to HIV has
been well received by the local authorities. The programme came
into effect from 1 April 1989%. The specific grant has enabled the
department to target resources where they are most neaded. Thus,
out of a total of £6.5 million already allocated some £2.2 million
has been divided among the five inner London authorities who carry
the heaviest load. £3.4 million has been distributed between a
further 22 authorities in London and the metropolitan areas where
there is either a heavy concentration of cases or whera there is a
regional treatment centre. A further seventy seven authorities
will receive a maximum of £14,000 each to fund the establishment
of an AIDS coordinator in their area and to begin planning the
appropriate response for that authority.

5, Bafore gualifying for a grant authorities have been reguired
to submit detailed costed plans identifying their response in care
and prevention and in developing strategic plans. The total value
of approved expenditure for which bids were submitted exceeded the
available grant by f£1.5 million. The standard of these submissions
has been generally high.

6. Information is not yet available on the total expenditure
likely to be incurred on HIV related services in 1989%/90 or
1990/91.The Cox report issued in November 1988, which has been
accepted by Government as the best available basis for planning,
provides estimates of the number of people alive with AIDS at the
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end of each calendar year. The report suggests that the number of
people living with AIDS will rise by 40% between the end of 198%
and the end of 1990. and by a further 50% by the end of 1991. The
bid scales up the £7 million grant provision in 1589/50 in line
with these forecasts.

7. As a result the bid in respect of the AIDS Support grant is;

1990/91 1551792 1592793
£9.8 million £13.3 million £17.5 million

B. The continued aim will be to concentrate resources upon those
authorities with the highest incidence of cases whilst enabling
other authorities to prepare for service need.

Training Bupport Grant

9. over the last two years the department have reviewed the
arrangements for training P55 staff and established a medium to
long term plan for a cost effective improvements package. This has
included improving the existing <Gqualifying training and
arrangements for acquiring the practical skills required by
gtudents; supporting the Government inspired Nationmal Vocational
gualification (NVQ) framework to be in place by 1991, as the best
way to identify and achieve the competencies needed by the
majority of social services staff who do not require professional
qualifications; pursuing the grant aided programme for staff

working with the elderly and with children to put right the worst
deficiencies in both trained and untrained staff; and tackling the
problems and deficiencies of the existing gualified workforce by
encouraging post gualifying training. This composite plan may take
5 to 10 years to complete.

10. Tha strategy was announced in my speech at the Newcastle
conference in September 1988 following clearence with colleagues.
I am not yet able to come forward with detailed plans for post
qualifying training as discussions with interested bodies are
still underway. But I am including a small bid in this area for
management training which I see as an urgent priority.

11. The TSG (Elderly Pecpla) has been a great success in 1its
first year. All 109 PSS authorities have received grant in
proportion to the number of staff they have in the relevant
employment groups. All the indications are that it has provided
valuable preliminary and specialist training to the staff working
with the elderly and provided the stimulus for local authorities
to improve the quantity and gquality of training. Wa are
undertaking a thorough review of progress in the first year of the
secheme but detailed results will not become available until a few
monthe after the vyear end. Monitoring the effects on service
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delivery will necessarily have to take place over a longer time
scale. Whilst we expect considerable improvement in thea
preparation of staff working with elderly people only some part of
the deficit will have been tackled and reports such as Lady
Wagner's on residential care show how much progress still needs to
be made.

12. The TBG {Child care) started operation in April 1989. This
programme aims to improve the quality of social services provided
for children and their families by increasing training provieion
for staff who work in this field. The staff in the child
protection service who come under the scheme include untrained
care staff as well as professionals. There is a training need
across the board. It aims to cure deficits in basic childcare
training and then provide training in <child protection work,
including sexual abuse.

13, Special arrangements have been made in relation to that part
of the programme for training staff who come in contact with those
who have been, or may have been, sexually abused. This has been
firmly led from the department so that the lessons of the
Butler-5loss Report on Cleveland are followed. A specialist group
has been established to develop guidance for those organising
in-service training courses on child sexual abuse. This has
established general criteria to be met by all courses and provided
advice on suitable materials which are available. They have
organised a serles of workshops for 1local authority training
officers. A condition of the award of any grant in respect of

training in child sexual abuse has been that the LA representative
has attended a workshop and that the 1locally based training
courses they run will follow the guidelines set. The working party
intend to identify suitable advanced training courses for key
workers to attend.

Proposalsa

14, The two training programmes had to be run separately for
1989790 but this is administratively inefficient both for the
Department and for authorities. In future we wish to run them as
one programme and to raticnalise those features of both programmes
which aim to strengthen the infrastructure of training and to
build up the expertise of staff in management as well as targetted
specialist areas . In addition:-

i) Practice Placaments

Tony Newton and I have both identified the urgent need to
tackla the problem of the guality and gquantity of practice
placements. It was a key element in our refusal to fund the
extension to 3 year training for social workers that this
problem should be tackled in order to maximise the
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effectiveness of the existing mainly two year arrangements.
This proposal would enable us, through CCETSW, to maintain
existing practice placements (where there is currently a
turnover of 50% in practice teachers) and to increase thenm
over time to ensure that every social work student is
provided with an acceptable level of practical experience. My
intention in the first year is to target £7 million in a
programme of £10.8 million provision. This takes account of
the 84% increase in student numbers since a practice
placement element was included in RSG in the early 1970s, and
securing improvements in placement guality.

ii) Fost Qualifying Btudias

Ae mentioned earlier I will be bringing forward proposals for
a coherent policy in post qualifying training once current
discussions are complete. In the meantime there is an urgent
need to improve the management of social services. Tha
efficiency and effectiveness of the whole range of PSS
activities 1is very much dependant upon the gquality of its
management and I am convinced that there is much scope for
improvement. I therefore propose to start by targetting £2
million grant (£2.9 million provision) in 1990/91 on training
for the 4200 senior and middle managers. Figures for 1991/92
onwards are markers only pending the cutcome of discussions.

Implamentation of the Children Bill

15. Additionally I need to bid for a one-off training grant as
part of the implementation of the Children Bill. We are planning
to implement it in full in. There will be a significant training
task involved in preparing staff who work with children for the
new legislation and for the consequent new and changed procedures.
It is essential that this is completed speedily and efficiently so
that the benefits of the new provisions in the Bill can be gained.
The initiative would last for about twelve months spread over
1950/91 and 1991/92. I propose to top slice about £0.5 million of
this grant teo fund the central preparation of suitable training
material and courses to be used by the local authorities.

Value of specific grants for Training Bupport Programme
16. It 1is proposed that the elderly and child cara initiatives

and the first twe of these new programmes should be reimbursed at
a rate of 70% of approved expenditure but that the Practice




CONFIDENTIAL

E.R.
&

Flacemente should qualify for 65% grant. This produces the
following bid:

1990/91 1991/92 1992/93
fm £m

Elderly People 7.6
Child Care 7.3
Children Bill 2.5
Post Qualifying 2.0

Practice Placements 7.0

Total TSG 26.4
Monitoring and Value for Money

17. We will be closely monitoring the existing specific grants
during the coming year. We have asked authorities for detailed
training plans in respect of the grant for elderly people and for
children. These will be checked for relevance and completeness. We
have asked authorities for a progress report on the first full
year of the Elderly TSP and should know later in the BSummer how
far the targets they set have been achieved. Inevitably there have
been teething problems for the local authorities with the new
grants, both of which had to be established very gquickly and in
the uncertainty of their continuation. We hope that we can now
move to a peried of planning the programme with some certainty
over the next three years so that proper plans can be devised and
pursued and the necessary infrastructure put in place for the
gquantum leap in the quantity and quality of social services
training which is necessary to tackle outstanding deficiencies and
to prepare the service for the future. We will seek integrated
training plans to take account of the development proposed here
and will expect authorities to set and achieve targets for the new
elements of the programme and to account for the way in which they
have used the resources provided. The impact of training on
service delivery will be systematically explored through research
proposals now being pursued and through future inspection work by
my Social Services Inspectorate.

Submission

18. I am accordingly seeking your approval and colleagues support
for the extension of the existing AIDS grant; to the extension of
the existing training grants for elderly pecple and child care;
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and to the merging of theee into an integrated Training Support
Crant extended to cover training for the Children Bill, Post
gualifying Studies and Practice Placements. These proposals taken
togethar would increase specific grants to E36 million in 1990/91.
This is still less than 1% of the total PSS expenditure. They are
closely targetted on priority areas, will be closely monitored and
will provide good value for money.

Circulation

19, I am copyling this letter to the Prime Minister, Members of
E{LA) and to Sir Robin Butler.

DAVID MELLOR
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PUBLIC EXPENDITURE SURVEY 1989 /g

This letter sets out my proposals for central government
expenditure during the years covered by PES 1989, I am writing
separately about local authority expenditure.

I have reassessed the planned provision for Home Office
programmes against the Government's policy objectives for the
Survey period. This has been done as part of an integrated
resource and policy planning process based on devolved budgets
within the Department. I have identified savings and efficiency
improvements. Nevertheless, I must seek the following net
increases in financial provision during the Survey peried, if the
Department is to meet its objectives.

Existing Provision dditional ement
(£ millions) (€ millicns)

90=-91 i Fht = 82-533 20-91 51592 092-93

Prisons 1291.2 1281.7 1324.0 165.1 240.3 227.0
Non-prisons 556.6 567.2 581.4 B1.5 98.5 92.06
Total 1847 .8 1B58.9 1905.4 246.6 3iB.B 319.6

These bids are net of large offsetting reductions as follows:
f millions
Total offsetting savings 32.0 24.6 77.8

Prisons savings include a large reduction in expenditure on the
existing PSA building programme in the third year. There are
also large offsetting savings for the Directorate of
Telecommunications (set against the costs of restructuring
proposed below) and significant savings spread around the
remainder of the Department.

JThe Annex to

The Rt Hon John Major, MP
Chief Secretary to the Treasury




The Annex to this letter explains the detailed expenditure
proposals and the reasons for making them.

DIVERSION FROM CUSTODY

We must continue and strengthen our efforts to deal with
prison overcrowding and to improve conditions. Recent evente at
Risley have highlighted the need for action. One vital element
is reducing demand for prison accommedation, by decreasing the use
of custodial sentences and cutting the remand population. We
must act now to cbtain significant benefits in the future. It is
encouraging that the sentencing statistics for 1988 show a fall in
the use of immediate custodial sentences for indictable offences
to 17%, as compared to 18.2% in the previous year, but we need to
keaep up the impetus. We agreed in PES 1988 to a diversion
package for additional bail accommodation and supervision in the
community. I propose an expansion of that programme. On the
remand side, I propose provision for 352 hostel places. For
supervision, I propose the addition of twenty-five further
voluntary sector projects to encourage non-custodial sentencing.
My separate letter on local authority expenditure includes
proposals for additional day centres, together with probation
manpower to service these developments. I estimated that the
diversion package agreed last year could lead to a gaving of 1,000
prison places by the end of 19%21-3%2 and this is reflected in the
projections set out in the Annex to this letter. The expansion of
the diversion package now proposed could save around a further 550
prison places by the end of 19%52-93, I have considered this
potential saving in framing the bids for prisons expenditure set
out below. But given the margin of error in the projections for
both the proposed savings and the prison population I have not, at
this stage, thought it prudent to adjust our planning assumpticns.

FRISORS

In the course of last year's PES discussions I made clear my
gerious concern about the existing and likely future pressure of
overcrowding and poor conditions in the prisons. I was very
grateful for your recognition of these difficulties and your
agreement to allow us to plan for the provision of a substantial
number of extra prison places in order to provide some much needed
relief for the prison system in the short term, and to move some
way towards our goal of eliminating overcrowding. Since then a
lot of work has gone into planning for the delivery of this
substantially enhanced building programme. Though, as you will
know, we are encountering some difficulties - for example the
proposals to use the private sector to design, develop and
construct three remand centres have not gone smoothly - I am,
nonetheless, generally satisfied that we are making good progress.

JThe Annex




The Annex to this letter sets out the latest population
projections and the projections for CNA which together form the
backdrop for our discussions. The population projections reflect
the movement of the population over the last year when, as you
know, the population has been lower than expected. Meverthelass
we still face a very tight position in this year and in 15990-51,
though with the prospect of some relief thereafter until 1994-95
when the projected shortfall starts to rise again. This would
still be the case if the diversion package I have proposed is
accepted, and it produces the forecast benefits. Indeed there
may well be peaks in the population which worsen the shortfall
very substantially.

With the amount of building work planned it would clearly not
be practicable to try to add yet more accommodation to the prison
estate within the current Survey pericd. But once we are outside
the immediate PES period we face, as I have said, a rising
shortfall of accommodation. I am certain that we must maintain
the momentum, so helpfully established in PES last year and in
1987, towards the elimination of overcrowding. My proposals
therefore include a bid for four new prisons, to come On Etream
between 1994 and 1996. These prisons, each providing 600 places,
should enable us to reach our goal of eliminating the shortfall by
about 1996 if the trend in the prison populaticn deoes not
deteriorate. It is, of course, difficult to gauge these matters
with precision so far in advance. Any surplus of accommodation
in 1996 or thereafter, however, would of course enable us to
consider rationalising the prison estate, perhaps leading to
eventual disposal of one or two sites, the advantages of which we
both recognise.

Important though they are, the purpose of the new prisons will
be to enable us to cope and to improve our position in the medium
tarm. As regards the immediate future, as I have said I do not
think that there is anything which we can sensibly do by way of
further place provision over and above the existing plans. We
must, however, maintain our progress on delivery of planned priscn
places, both at new prisons or by additional places at existing
establishments, and we must also ensure that the fabric of our
astablishments is maintained so as to avoid any reduction in
capacity. The major part of my building bid is aimed at
achieving these ocbjectives. There is, in the second of the PES
years, a bid of £52.5 million to help us to keep on course PSA
expenditure for the existing prison building programme. (Thie
is, however, offset by savings in the first and third PES years).
A small bid for land purchase is also necessary partly to reflect
a more accurate assessment of costs, particularly in the South
East, and partly to enable sites to be purchased a little earlier
go as to avoid delays to the programme caused by planning
difficulties.

/But the major




But the major part of the bid is for the Directorate of Works
({DOW) programme. Your officials were aware last year that work
wae in hand to rationalise the DOW programme, for which I made no
bid last year, and that a bid for the funding consequences of this
was likely this year.

The DOW programme has traditionally been the area which we
have looked to when savings have been needed to fund other urgent
priorities. This has been possible largely because the programme
was more a statement of desirable projects than what it should be,
a properly costed, timed and prioritised plan of work. Clearly
this wae not a satisfactory state of affairs. Apart from the
obvious management problems, it meant that there was no way either
of measuring performance against planned activity or of judging
whether sufficient resources were being made available, in terms
of manpower and money, to keep the prison estate in a reasonable
condition. A considerable amount of time and effort has
therefore been devoted to scrutinising and ordering the DOW
programme during the last twelve months. Fach project has been
examined individually and about B0 have been weeded out. Even
allowing for this pruning of the programme, however, the work
which has been done reveals that DOW is substantially underfunded
to carry out the work which I am satisfied is essential. This
includes place producing projects (e.g. houseblocks) the
importance of which, particularly during the next couple of years,
iz self evident; integral sanitation projects; urgent security
work:; work invelved in commissioning new prisons; work which is
needed on health and safety grounds; essential maintenance; and
major refurbishment and redevelopment projects, such as that at
Risley, which are of crucial importance for the long term future
if we are to provide acceptable conditions, both for inmates and
gstaff, and to minimise the risk of losing places, whether as a
result of riot or simply because of the deterioraticon in the
fabric of the estate.

I have considered this element of the bid very carefully.
recognise that we are asking for a substantial increase in
resources for a part of the organisation which has not, in the
past, had a good record of delivery. But I am satisfied that its
past record was very much a consequence of a different management
approach: its very much improved performance over the last two
years (expenditure of some £71 million in 1988-89 compared to some
£43 million in 1987-88 and £28 million in 1986-87) certainly
supports this view and I am confident that the organisational and
managerial changes which have been and are being made will enable
it to deliver the programme which I consider essential and which
is implicit in the bid.

Turning now to prison manpower, the new prison places for
which I am bidding will not have manpower consequences during the

J/PES period.




PES period. My bid for manpower is therefore relatively modest
in size. The only significant bid is for 1992-53 and is needed
largely to provide manpower for the additional places due to come
into use in that year. As I pointed out in my letter to you last
year, increases in the number of immates, prison officers and
prison places increase the burden of work on staff at
Headgquarters, regional offices and for non-prison officer grades
working in prison establishments. If they are to cope with
this, together with the implementation of new policy initiatives
and the rising workload, (for example for staff in the Directorate
of Works), then, notwithstanding efficlency improvements there is
a need to increase staff levels. My bid therefore seeks money
fer this purpose also.

The remaining bids are described in more detail in the Annex.
As usual they cover a miscellany of important activities, many of
them non-staff operating costs in prison establishments and
Headguarters and a number, for example bids for increased
permanent transfer costs and for training requirements, related to
the increased number of prison officers due to be recruited during

the period.

You will notice that I am not bidding for any money to cover
the costs of housing priscners in police cells or other emergency
accommodation. We have made much progress so far this year in
reducing the use of police cells and a good deal of effort is
being devoted at all levels of management to ensuring that this
performance is maintained and improved upon. The Prisons Board
has set as a key priority for the Service for 1989-90 the
achievement of a rate of 98% of cccupational capacity and I hope
that this continued emphasie on making full use of the existing
estate, coupled with progress on the building front will mean that
by 1990-91 we can reduce to an absolute minimum the use of police
cells, thus removing the need for any additional provision for
this purpcsa. Risley has of course, reminded us that we may have
to have recourse to them in emergencies, but I do not think we can
or should plan for that in financial terms on a contingency basis.

IMMIGRATION AND NATIONALITY DEPARTMENT

The significant increases in resources for Immigration and
Mationality Department which you agreed in PES 88 have contributed
to real improvements in the service provided by the Department,
for example through the creation of the Liverpcel Naticnality
Office (LNO). The LNDO has already cleared mcre than 30,000
citizenship applications and is on course for clearing all
applications made before the end of 1987 by 31 March 1990.
Nevertheless, further increases are necessary in 1990-91 if the
level of service achieved in IND is to be at least maintained, and
at best improved. We need to increase the resources availakle to
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deal with the growing number of appeals. The bids mirror those
being made by the Lord Chancellor's Department. We are looking
for long term relief by procedural and other measures, but
backlogs are already unacceptable, leading to considerable publiec
criticism. The intake of cases by the appellate authorities has
increased by 50t and the backlog had almost doubled to 13,000 by
the end of 1988. The number of cases awaiting the despatch of
statements in IND has increased to 3,500, and the production of
statements in non urgent cases now takes 23 weeks against the
target of 13 achieved last year. The proposals for additional
manpower to manage IT developments are also very important. I am
offering savings for Immigration and Nationality Department in the
last Survey year. There are plans for increased staff in the
Immigration Service, mainly to staff the new internatiocnal
terminals at Stansted, Birmingham, Manchester and Shefflield, which
will open during the Survey period. There is a smaller bid for
traffic growth at other sites. The bids have been reduced by
£0.9 million to take account of efficiency savings through the
streamlining of procedures. The proposed increases are lower
than the forecast rate of traffic growth over the Survey as a
whole. They are necessary to give effect to our policy of
maintaining effective immigration controls. Given the rising
traffic forecasts, failure to make such provision would lead to
intolerable delays for travellers, damage to the economy, and
justifiable criticism of our forward planning. 1 am not bidding
in this Survey for the resources necessary to staff the Channel
Tunnel, planned to open in 1993, because the regquirements are not
sufficiently clear. I will return to this in PES 1950.

PASSPORT DEPARTMENT

I attach considerable importance to providing a decent
gtandard of service in issuing passports. Performance has
improved, but there are still many constituency complaints and the
Home Affairs Committee take a considerable interest. At present
{near the peak of the passport season) a straightforward postal
application is taking 20 days in London and 59 days in Liverpool.
Demand for passports has increased with economic prosperity, with
a rise of 14% in 1988-89 and a forecast of 14% this year, and 9%
next. Computerisation is underway, but it has not, as yet,
brought the hoped for benefits in full. I am convinced that the
baselines do not include adequate provision to meet the current
and future levels of demand. I must seek a substantial increase
in manpower. The bid will allow us to cut the target processing
time for passport applications to 5 days by the end of the Survey
period. The size of the bid has been reduced by assuming
cumulative efficiency savings (of 5% in 1990-31 and 2% in 1991-92
and 1992-93), 1 appreciate that passport fees are not counted as
negative public expenditure. Nevertheless, the effect of
increasing the output of the Passport Department will be to boost
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receipts to the Consolidated Fund, offsetting the increase in
expenditure. If adeguate rescurces are not provided delays in
obtaining passports will mount out of control, and Passport
pepartment will have to spend more and more time on complaints and
urgent cases, and be unable to provide a proper service to the
general public.

FORENSIC SCIENCE EERVICE

1 am increasingly concerned at the deteriorating level of
service which the Forensic Science Service (FS8) is able to
provide to the police and fire service. Forensic science plays a
vital role in pelice effectiveness in tackling crime, particularly
serious crime. As a result of resource rastrictions, the number
of cases dealt with has been decreasing and delays have been
increasing. In 1683, the Service dealt with 35,954 cases, with
an average turnround of 24 days. In spite of a 15% efficiency
improvement between 1983 and 1987, in the latter year the FSS
dealt with only 27,797 cases, with a 30 day turnround. Together
with the new management team we have established a strategy for
the FsSS, and set a standard for the level of service needed to
support the police and fire service. The target is to increase
the total number of cases dealt with, both in absolute terms, and
in relation to the number of serious crimes committed. The
manpower bid represents the additional rescurces required to

provide this service, taking account of significant efficiency
savings.

DIRECTORATE OF TELECOMMUNICATIONS

Effective communications are vital to the operational
efficiency of the Police and Fire Services in England and Wales.
The future of the Directorate of Telecommunications was discussed
in the course of PES 1988. From 1 April this year the
Directorate has been charging police and fire authorities for the
installation and maintenance of telecommunication egquipment.
authorities are free to go to the private sector for these
gervices if they wish. The settlement reached in PES 1988
assumed that the Directorate as a whole would produce a large cash
surplus in each year in public expenditure terms, and that the
trading account for the field services operation would show a
balance batween charges and costs. As a rasult of the
introduction of direct charging and competition from the private
esctor, significant overcapacity within the Directorate has been
identified by management, and it is clear that charges set at a
level to recover costs would make the Directorate uncompetitive.
We have a radical plan to reduce costs. But the scale of
overcapacity is such that the restructuring necessary to achieve a
competitive cost basis would, if imposed on too short a timescale,
threaten the viability of the organisation. I cannot risk the
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consegquences which the collapse of the Directorate would have for
police and fire service operational capability. The private
sector has yet to demonstrate capacity or even desire to handle
the whole span of the Directorate's work. Time will be needed to
establish adequate alternatives to the Directorate services.

The Directorate has a detailed strategy to reach competitive
cost levels by April 1992. It has already announced a cut in its
complement of 247 by 1 April 19%0. The strategy will involve
significant redundancy and reorganisation costs. Taking account
of these extraordinary costs, the Directorate as a whole will
produce a reduced cash surplus in public expenditure terms during
restructuring, and this gives rise to PES bids. If the
extraordinary costs are excluded the trading account will show a
deficit in the first two years, but break even in the third year.
My officials have already begun to discuss these issues with
YOUurs.

CRIMINAL INJURIES COMPENSATION

I will be writing to you soon to report the outcome of the
reconsideration of the scheme I agreed to in the course of last
year's bilateral discussions. I have reviewed the current
performance of the Board, and the realistic targets for output
during the Survey period. I am prepared to plan on the basis
that the Board will not make compensation awards in excess of the
provision already available in the baseline for 1990-91. This
has greatly reduced the size of the total non-prisons bids for the
Home Office. As your officials know, we are pursuing various
efficiency initiatives with the Chairman of the Board, which
should have the effect of improving the Board's output in later
years. This adds a further uncertainty to the forecasting
process for 1991-92 and 1992-93, and I propose that we should not
change the baselines for these years in this Survey. We would
then return in FES 1990 to the leval of expenditure in 1991-92
onwards.

PUBLICITY

Crime prevention publicity and encouraging community
involvement in support of the police are wvital to our strategy to
tackle crime. This has led me to propose two significant
initiatives for publicity campaigns in this Survey peried. our
current crime prevention campaign focuses on property crime and
aims to influence opinion formers and potential activists. The
change in attitudes built and sustained by our campaign has
contributed to improved home security and the growth in
Neighbourhood Watch. This trend is consistent with the recent
reverse in the long term increase in property crime. Continued
effort will be needed if the trend is to be maintained. At the

/same time




same time the strong public and media concern over the continuing
rise in violent crime is deepening, and it is crucial that we
develop our prevention campaign to embrace the main focus of
public attention. If we are to have an impact on violent crime,
and continue to maintain the momentum on property crime, we must
address the campaign to individual members of the public as well
as opinion formers, and this will regquire wider media exposure and
higher expenditure. Secondly, I see a need to harness in a
positive way the enthusiasm of the public to assist the police in
tackling crime. The best approach is to strengthen the Special
Constabulary. I am proposing a national publicity campaign to
increase public awareness of the value of the Special
constabulary, and to encourage recruitment. This would be
additional to, and not a replacement for, local recruitment
campaigns. The target would be to increase the numbers of
specials to 25,000 (20% of the regular force), as compared to
15,800 {or 13%) at the end of 1988.

MANPOWER

I have already mentioned the main components of the manpower
charges 1 am proposing in this Survey. The complete picture is
sat out in the Annex to this letter. In PES 88 we reached a
three year running cost agreement underpinned by a management plan
for efficiency savings, and I know that you, in general, do not
expect Departments to reopen such settlements. Neverthelass, I
am convinced that the nature of the developments and new demands
to be placed on the Home Office during the Survey pericd are such
that they cannot be met from within the provision agreed in PES
88. There are large offsetting savings in manpower for the
Directcrate of Telecommunications, and other savings elsewhere.

I have also looked at the full cost to the Home Office of the pay
awards agreed by the Treasury for Civil Service grades as compared
to the provision for pay increases included in the three year
running cost settlement. The settlement provided for a 7%
increase in 1989-90 followed by increases of 6.5% and 6%. The
full year cost of the recent pay awards for non-prison manpower in
the Home Office will be 12.1%. In 19%89-90 I will have to
constrain expenditure, if at all possible, within provision set
out in Budget Estimates. It is already clear that this is
putting a great strain on the Department, even though the full
year cost of the awards will not have to be found in 1989-90.

But I must bid for additicnal provision in the Survey years to
reflect the additional 5.1% increase in salary costs over and
above that provided for in the baselines. For prisons manpower
bids are needed for the same reasons, though there are two
complications. For non-industrial staff in regional offices and
prisons the cost of the pay award varies according to location,
and for prison service grades the pay award was different. The
total shortfall between provision and the actual costs of the pay

Jawards for all




awards for all Home Office manpower in a full year is over f[14
million. Failure to secure this sum would involve significant
cute in Home Office programmes. I have alsc bid for a 6%
increase in pay costs in 1992-93 (3.5% above the general uprating)
(with some differences for prison manpower) and to bring the
increase for prison service grades into line with those for civil
service grades.

RUNNING COSTS AND MANAGEMENT PLAN

My officials will be providing yours with details of the
running cost implications of my bid together with the updated
version of the Home Office Management Flan. The Management Plan
will be the subject of discussions between our officials. This
year I would hopa to see the Management Plan extended to cover
more of the non-prisons programmes within the Department.

OTHER MATTERS

There may be a need for me to make further bids later in the
survey, for example to adjust the planned expenditure on the Fire
Service College to take account of detailed work on cur decision
ta transfer the ceosts to local authorities. I have bid for a
small sum for the establishment of the Independent Television
commission on a shadow basis after the Second Reading of the
Broadcasting Bill, probably early in 19%0. I see considerable
difficulty with the proposal from your officials that the ITC
should be classified as a central government non-trading body.
will write to you on this. If the ITC were =0 treated there
would be a need for large bids.

PRIORITIES

I have considered whether it would be possible to set my
propesals in any order of priority. Those relating to crime and
eriminal justice are part of the overall strategy to which I
attach the highest priority, but in the other non crime areas I
have also been careful to put forward only those bids which I
consider to be of high pricrity.

I am sending a copy of this letter to the Prime Minister, the
Lord Chancellor and the Attorney General.

o o - J
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SUMMARY OF PES PROPOSAL

(All expenditure fiqures are in £ million and columns relate to

the three years of the Survey period).

1. FPRISONS

1.1 Expenditure proposals for the Prison Service are based on
the following projections of population and certified normal

accommodation (CHA):

91-92 852-913 93-94 94=95

Average 46,030 51,530 55,540 57,880 59,575 60,915

CHA

Popula-

tion 56,100 58,100 60,000 61,800

Shortfall 5,110 4,570 2,560 2,120 2,225

1.2 Building

The following are the components of the bid for prisons

construction, refurbishment, maintenance and repair:




DOW programme
consolidation

To maintain the
existing PSA
bullding programmme

Major building and
repair

Land purchase

Four new prisons
for 1994-96

Manpower

The following are the bids for manpower:

Headguarters
S&T Branch

Regions

These bids include provision to make up the shortfall on the

1989-90 pay award amounting to:

{The full year cost of the pay settlement for 1989-90 exceeds by

%.1% the provision for headquarters staff, by 3% the provision




for non-industrial staff in regions and establishments, and by

1.5% that for prison service grades (0.75% for prisen service

grades subject to the Framework Agreement)).

Also included is the prison service bid for pay increases in the
last Survey year (£13.9 million, based on a 6% pay assumption for
all staff except those subject to the Framework Agreement, for

who the assumption is 3%).

The total manpower bids also include a revised pay assumption,
for prison service grades, an increase of 1% (0.5% for Framework
Agreement staff) in the first two years of the Survey, to be
consistent with the projected increases being applied to other

gtaff.

The bids total 4.3, 18.9, 15.0. They are composed as follows:

(a) Prison Service Industries and Farms.

The bids are consistent with the PSIF Annual Planning
Document and include provision to replace ocbsolete and

unsatisfactory weaving machinery.

The bids are to make up for shortfall in PSIF

production of inmate supplies and to meet extra demand




resulting from the planned increase in establishments

partly offset by savings on store cperating costs.

The main element of the bid is to cover the cost of
providing a probation presence in the new prisons due
5 come into service and additional staff where

existing establishments have been expanded.

Information technology.

Principal elements are capital expenditure on delayed
switchboard and computer equipment purchases and bids
for the additienal use being made of computer
consultancy services, for example to maintain egquipment

and upgrade software.

This covers a large number of varied expenditure items
some of which are to meet extra demand resulting from
the projected increase in prison places and staff

numbers.

Eegions (Other).

Savings in the first two Survey years resulting from

the lower than expected projections of the prison




population are offset in particular by increased
accommodation coming into use, increase in staff and

increased prices.

Manpower bid

Non-manpower bid

Total bid

The manpower bid would allow the FSS to provide a target level of
service based on the projected increase in the level of serious
crime:; trends in the rate of referral of such crimes; and
changes in turnround time. The target is consistent with the
level of service provided in 1983, taking into account
developments such as DNA testing. The bid would allow the
recruitmernt of an additional +17, 457 and +68 scientific staff
during the Survey period. There is also a bid for +15, +30 and
+30 non-scientific staff to improve administrative support and
civilianise existing police liaison officer posts (with

offsetting savings on seconded salaries). Provision for local

pay additions is alsc included. There has been a 15% efficiency

improvement in terms of exhibits examined between 1983 and 1987.
The bid assumes a further improvement of 2% in 1991-92 and 2% in

1992=913. The non-manpower bid includes additional staff




overheads and accommodation costs associated with the increased

manpower, and the cost of relocating the Central Research and

Support Establishment.

This bid represents provision for consultancy services to support
FNC 2 and other developments; estimates of telecom service
requirements; a replacement for the Metropolitan Police's
videofile system for storing fingerprint records, which is coming
to the end of its useful life: and early studies on a number of
other new systems. There are large offsetting savings for

vehicle, plant and machinery and through increased receipts.

Manpower bid

Non-manpower bids (changes in
expenditure, other than
manpower, and in receipts)

Extraordinary costs of
redundancy and restructuring
costs outside the D/Tels budget

Total PES bid for
restructuring proposals

The negative manpower bid for D/Tels is based on forecast
reductions of 177, 276 and 310 staff as compared to the staff

numbers implied by the PES 88 settlement. This is part of a




general restructuring of the Directoratae. D/Tels is moving out
of the rental market for police and fire service radio equipment
and concentrating on the installation and maintenance business,
in competition with the private sactor. The PES BE settlement

assumed that the Directorate as a whole would produce a large

cash surplus in public expenditure terms, and that the trading

account for the field services cperation would break even, with
charges covering costs (including return on capital and
superannuation) . The settlement also assumed a 100% market
share for D/Tels in order to ensure that adequate resources wera
available, given the uncertainties of the impact of charging.
since the settlement the Directorate has lost 9% of its business,
and we are assuming a further loss of 10% in 1990-91. It is
also clear that to continue to set charges at a level to cover
current costs would result in a major loss of businesa. To
ovarcome this, costs must be reduced by removing over capacity
and improving efficiancy. But the scale of the reductions
needed iz huge and would threaten the viability of the
organisation if thay were achieved in a single year. Wa have
therefore producad a strategy for D/Tels to reach competitive
cost levels by 1992-93. There are large extraordinary costs for
redundancy and restructuring, with offsetting income from
extraordinary sales. putside the current PES period there will
be further redundancy costs of around £12.2 million. During the
Survey period the Directorate will produce a smaller cash surplus
in public expenditure terms. This gives rise to PES bids. The
trading account for the field service cperation would, if the
extraordinary costs and receipts are excluded, show a deficit of

£4.4 million in 1990-91 and £1.4 million in 1991-%2, but break




aven in 1992-93. The strategy makes no assumptions about new

business which, if achieved, would yield a significant

contribution.

2.4 Police Training

This includes a bid for the Police Staff College to improve the
condition of the building and student accommodation, and Police
Training Centre bids for replacement accommodation and the
refurbishment of existing accommodation. It also includes

provision for the relocation of the Crime Prevention Centre.

2.5 Central Units

This bid is mainly for the creation of a National Football

Intalligence Unit and an Animal Rights National Index.

2.6 Explosives and Counter Terrorism

The bids are for helicopter support, a specialised response force
and a counter-terrorist liaison officer. There arae offsetting

savings in the final year on explosives expenditure.




The bid includes a collection of important items. The largest
is for revised estimates of building costs for new buildings for
the Scientific Research and Development Branch. Others include

Safer Cities and the Police Complaints Authority.

There ie no bid for additional compensation payments in 1990-91.
This is based on a forecast of 43,000 resclutions in that year,
with a 9% increase in the level of award between 1988-89 and
1989=-90, and the same rate of increase between 1989-%0 and 1990-
a1. The level of provision in 1991-92 and 1992-93 will need to
be considered in PES 1990. The above bid relates to
administrative expenditure. We are not bidding for additional
gtaff for the Board, but there is a bid for extra provision to
cover increased costs, such as pay awards, not fully reflected in
earlier PES rounds. There ara offsetting savings in the earlier

years as a result of the relocation of some staff to Glasgow, but

accommodation costs are forecast to increase in the final year.




3.2 pDiversjon from Custody

Alternatives to remand bid

Supervision bid

Total bid

The objective is to expand significantly the diversion package
agreed in PES B8 in order to reduce the pressure on prison places
by providing alternatives to remanding defendants in custody, and
by encouraging non-custodial sentences. The bid combines two

eets of proposals:

(a) A _remand package: this will provide 186 new bail
hostel places over the PES years, plus the replacement
of 44 axisting probation hostel places, 22 new
probation hostel places for an intensive probation
echeme and the refurbishment of current and planned new

gtock.

(b) A supervision package: a central government

guparvision package would provide twenty-five new
voluntary sectoer projects (and the extension of two
existing projects for a further twelve months), and

cash bids.

are also local authority bids covered in the separate




latter. The complete expansion of the diversion package
(including the local authority elements) could save around 950

further prison places by 1992-953.

3.3 Victim Support

The bid is to allow the creation of an additional 150 new Home
office funded posts (including county coordinators), in victim
support organisations by the end of the PES period, together with
a court demonstration project and additional headgquarters work in
administering local grants. The cobject is to provide additional
paid coordinators to secure the creation of schemes in areas not

currently served, and to improve the guality of schemes so that

they are able to secure and deal with referrals for serious

crimea.

The bid is intended to improve the effectiveness of efforts to
cut the illicit drug supplies entering the UK by increased

international assistance.

3.5 Qther Crime




This bid covers a number of smaller elements including
magistrates' courts and probation training, electronic
monitoring, increased aftercare grants, increased grants to

RELATE for marriage guidance work and research.

Ipmigration and Nationality Department

Manpower bid

Non-manpower bid

The manpower bid includes changes in staff for B Divisions of
+38.5, -6.5 and -6.5. The main bids in the first year are for
appeals, IT and recruitment. Thera are Immigration Service bids
for an additional +47, +135 and +247 staff, most of which are to

man new terminals at Stansted, Birmingham, Manchester and

sheffield (+21.5, +83.5 and +152.5) with a bid for traffic growth

elsewhera of +20.5, +46.5 and +89.5. Over the Survey period as
a whole the proposed increases in Immigration Service manpower
are lower than the projected rate of increase in traffic. The
largest element in the non-manpower bid relates to detention
facilities, for the higher than expected cost of the new
detention facility at Hayes, and additional interim detention

accommodation pending the completion of Hayes. PEA estimates of




the cost of the Hayes facility have recently risen from £10
pillion to £20 millien. Although the costs are high, failure to
provide adequate detention facilities leads to higher costs in
the form of prison or police cells, costing £34 per night and
£200 per night respectively. Thare are alsoc bids for increases
in personnel overheads to reflect the large manpower bids, and
for IT. The larger elements in the IT bids are for the
computerisation of the Suspects Index and a file tracking system

both of which will lead to improvements in efficiency.

Manpower bid

Non-manpower bid

There are bids for significant increases for provision for
Passport Department manpower. The provision in intended to pay
for a mix of additional permanent staff, overtime and casuals.
The permanent staff equivalent is 4450, +422 and +395, but less
than half of this increase in manpower is planned te be in the
form of additional permanent staff. The bid is to allow the
Passport Department to copes with increasing demand for passports.
It assumes a need to increase output by 14% in 1989-90 and a

further 9% in 1990-91 to meet increased demands, and takes into

account improvements in staffing efficiency (5% in 1990-91 and 2%

in the second and third Survey years). The target is to reduce




the average time for processing straightforward passport

applications to five days by 19%2-33.

The two principal elements in the non-manpower bid are increased
provision for stationery to reflect higher demand for passports
and the introduction of computerisation, and a bid for the
abolition of re-entry visas. Re-entry visas are available to
most people subject to a visa requirement who have already
entered the country but who wish to leave temporarily and intend
to return. Their issue is automatic to those who meet the
eriteria and it is virtually impossible to refuse readmission to
someone who has cne. If they were abolished, the Immigration
Rules would be amended so that absence of a fresh visa would not
be an impediment to re-entry in certain circumstances but
immigration officers would determine at the ports in each case
whether the passenger was to be readmitted. Although unlikely,
the refusal of a returning passenger would become easier. The
effectiveness of the immigration control would theraby be
increased, and the work entailed in issuing re-entry visas
dispensed with. However, abolition has a net cost because

recaipts from re-entry visas exceed the costs of issuing them so

that the savings in costs from abolition will not cover the loss

of receipts. Nenetheless, abolition will reduce gross running
costs and the continuation of re-entry visas has no justification

in value for money terms.




Thaera are two elements to these bids. First, resources available

to the CRE and EOC have been squeezed in real terms over recent

years by the gap between pay and price factors applied to the

grant and actual increases (which in the case of pay follows
Civil Service rates). The gap for the CRE is £0.8 million and
for the EOC £0.4 million. A bid is therefore necessary to
restore the level of rascurces available to allow the Commissions
to perform their current functions. Secondly the remainder of
the bids relate to new strategies put forward by the Commission.
The strategies represent valuable attempts to prioritise and plan
the use of resources, and include detailed costings. The bids
represent reductions on the amounts sought by the Commissions

(£4.2 million for the CRE and fl1 million for the ECC).

4.4 Publicity

Thera ara four elements to the publicity bid.




o] io iative. A bid for £3.1, £3.2

and £3.4 million per year to develop the existing crime

prevention campaign to include violent crime and to

influence a wider audience.

Police special constabulary recruitment. £1.5 million

per year. The aim of the campaign would be to promote
the image and value of the special constabulary as a
means of increasing recruitment. The target would be
to raise the number of specials to 25,000, 20% of the
regular force (as compared to 15,788, or 13% of the

regular force at the end of 1988).

other publicity. £0.7 million each year. The

largest element is a bid for publicity for overseas

voting rights.

cash bid. £0.7 million each year to reflect inflation
of 10% in advertising costs as opposed to the 2.5%

allowed in PES 88.

4.5 pDomestic Budget

The two main areas of the bid are for information technology and
pother support services. The IT bids for 1990-91 and 1991-92 in

PES 88 were limited to the mainframe computer at Bootle and the




computerisation of passport issue. The current bid includes a

number of identified systems (such as changes to the CICE and
magistrates' courts computerisation plans) together with a rising
profile of expenditure on small systems. Expenditure on
maintenance is forecast to continue to grow as the amount of IT
in the Department rises. The other main element in the bid ia

for staff relocations and higher telephone charges.

4.6 Civil Defence and Fire

These bids relate primarily te civil defence, and the largest
element in the civil defence bid is for capital expenditure on

the replacement of two zone HQs in Scotland.

4.7 Egual opportunities, Broadcasting and Other Work

These bids (which exclude the CRE and EOC bids referred to above)
relate to grants for the reduction of racial disadvantage,
refugee grants, the Gaming Board, payments to the FCO for their
work on our behalf on overseas voting and the creation of the
Independent Television Commission, on a shadow basis, following
Second Reading of the Broadcasting Bill. There are significant
gavings in the final year as a result of a projected increase in

receipts for the Data Protection Registrar.




The manpower bids for the Forensic Science Service, the

Directorate of Telecommunications, the Immigration and
Nationality Department and the Passport Department have bean
dealt with above because of their size and significance. The
residual manpower bid above represents bids for 162.6, 98.8 and

116.8 staff in the remaining parts of the Office.

In relation to crime, these proposals include additienal staff
for increased international work; the diversion of mentally
disordered offenders from the criminal justice system; improved
evaluation of the effectiveness of police manpower; and improved
management information systems. on the police side there are
bids for additional staff to undertake increasing work in
relation to international issues, the Metropolitan Police, the
new local authority capital contrels and the security services.
There are alsc bids for improved administrative support for H.M.
Inspectorate of Constabulary. There are increases for Police
Training Centres to reflect developments in training, and feor the
Police Staff College to take account of the increasing number of

COUTSE8 .

There are bids for the Fire Service College to deal with the
backleog in training demand, and for the transfer of maintenance
gtaff from P5A to the Home Office. There is alsoc a bid for

additional staff to administer grants under section 11 of the




Local Government Act 1966, and for the Voluntary Services Unit.

6. EAX

A detailed survey of the increased salary costs in each part of

the Home Office arising from the recent Civil Service pay awards
has shown that total increase in the full year for non-prison
gtaff amounts to 12.1%, 5.1% above the 7% factor provided in
1989=-90. The bid for non-prisons manpower, to avoid what would

otherwise be a volume cut in programmes is:

In addition there is a bid of £5.9 million in the last Survey
year to bring the provision for pay increases to 6%, as compared
to the general uprating of 2.5%. Prison service manpower pay

ig dealt with in section 1.3 above.

The total offsetting savings referred to in the covering letter

have been made within the following programmes:

Frisons
IND
CICB
cCrime
Police

D/Tels




. Fire and emergency planning

Broadcasting, etc

Domestic Budget
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PES 1989: BIDS FOR LOCAL AUTHORITY SERVICES

In accordance with the requirements of the new system for
dealing with local authority expenditure I am writing to give you
my provisional bids for specific grant and credit approvals for
the local authority services for which I have responsibility and
to let you know the estimated 'need to spend' (and credit
approval requirements) for the fire service and minor services
which are not supported by specific grant. Firmer figures will
be available early in June once I have had the opportunity to see
what local authorities have said about their estimate of likely
neads .

In seeking increases across the board in respect of each of
my local autheority services, I must underline that the size of
the specific and capital grant bids is artifically heightened by
the way in which the baselines have been calculated. This has
had the effect of artificially depressing even the focus year
baselines. In contrast to the position in central PES the
existing baselines certainly cannot be said to represent a
realistic or previously agreed estimate of what we are likely to
spend, even without in-year pay and price increases. It is
assential to bear this in mind when considering our bids.

I have of course sought wherever possible to identify savings
and improved efficiency from all my services particularly the
major ones. The Department is doing a good deal to promote the
development of output and performance measures and the need for
value for money in all the services, but this inevitably takes
time and you will be well aware of the limitations of our
controls over the spending authorities. We must also face the
fact that, particularly in services such as the police and
probation, government pelicy continues to generate pressure for
growth because of the drive against crime and the need to reduce
the number of pecple given custodial sentences.

/The table

The Rt Hon John Major, MF
Chief Secretary to the Treasury




The table annexed sets out in summary form my reguirements
for England and Wales ((with the exception of my bid for police
manpower, for reasons explained below). The following paragraphs
outline the basis for my bids for each of my services.

POLICE

At this stage I am bidding for increases in specific grant
for current expenditure in order to make realistic provision for
police pay (now forecast to rise in the current year by 9%) and
to cover increased running costs. We shall alsc need to make
provision for the further programme of gubsetantial increases in
police manpower to which we have committed ourselves over the PES
period. I shall write to you separately about my proposed
increases in manpower in a couple of weeks' time, once I have had
the opportunity to consider the right size of the programme for
the PES period.

The bids for increases to capital Trant and credit approvals
reflect the need to make adequate provision for both major and

minor building works to ensure the proper maintenance of the
police estate as well as to make sufficient provision for the
purchase of vehicles, plant and machinery (VFM). I attach
importance to these bids not least because on the estate front we

are facing a critical report from the Mational Audit Office on
the lack of funding and poor condition of the Metropolitan Folice
astate and we know that such criticisme can be replicated across
the country. Over the coming year we shall be drawing up a
strategy for the police estate over the medium term, which may
result in further bids in next year's Survey. I am also
concerned that the amount of funds available for minor works is
now such that only 25% of bids for funds can be met in the
current financial year. This can only lead to greater
expenditure later. In respect of VFM I need to ensure that I
have adequate provision at the outset to meet projected demands
now that this expenditure will be cash limited.

MAGISTRATES COURTS' SERVICE

You are well aware of the problems facing me over the
recruitment and retention of magistrates' courts clerks where
vacancies are now running at 23%. This is having an adverse
effect on the throughput and overall efficiency of the courts, as
sittings are cancelled for lack of staff. It is essential to
ensure competitive salaries in the service in order to attract
good quality staff prepared to make a career in the service. My
bid for extra current grant reflects the corresponding need to
provide for realistiec pay settlements in the PES round as well as
to take account of the effects of the delayed 19%B88 pay agreement

fwhich are




which are starting to work through the system. 1 am also seeking
provision for 150 extra fine enforcement staff to ensure an
adequate level of enforcement. These staff represent excellent
value for money as they will more than pay for themselves from
the extra revenue collected; without them the level of fine
default will inevitably increase. Manpower increases are also
required to staff new courts due to come into operation during
the PES peried.

The bids for grant and credit approvals for the capital
programme are required to meet cutstanding commitments on
building projects already in the pipeline as well as to fund new
proposals which we assess are necessary. They would also allow
for a continued programme of computerisation of the magistrates'
courts which should yield manpower savings in due course. As in
the case of police capital a good part of the extra provision
required is to cope with escalating building costs.

FROBATION SERVICE

My bids this year for current grant reflect the need to make
provision for continuing growth in manpower (which I have no
power to control) of 1.4% per year to match increases in

projected caseloads under existing policies, as well as further
growth to meet the demands of cur new initiatives on diversion
and supervision in the community. I am not making bids at this
stage for provision to implement Part III of the Grean Faper on
Punishment, Custody and the Community or any proposal that may
arise as a result of our consideration of the Carlisle Report on

Farole.

The capital bids include a cash bid to take account of the
rise in the cost of purchasing properties (which is the principal
spurce of expenditure on buildings). They also include volume
bids to fund two new day centres in 1991/92 and three in 1992/93.
These day centres form part of the programme for diversion of
young offenders from custody which we are pursuing under Part II
of the Green Paper "Punishment, Custody and the Community". They
will be mainly for Inner London, where provision is poor compared
with other urban areas and where the numbers of yocung cffenders
committed to custody are high.

CIVIL DEFENCE

The main feature of my bids for civil defence is the size of
the increase in provision for capital expenditure. This has two
causes: a large percentage increase in building costs and a bid
of £1 million for volume growth in 1990/91 (carried through to
subsequent years) to allow an increased rate of growth in the

foconstruction




construction equipping and maintenance of local wartime emergency
centres. This is in line with my wish to encourage an
improvement in the slow rate of progress to date on that front.

This is the first year in which expenditure on section 11
grant has appeared above the line in the PES process. There is
still ocutstanding action to implement the efficiency scrutiny
which was completed last December, including the possibility that
we may decide to transfer to DES responsibility for the education
component of section 11. At this stage it therefore seens
sensible for me to submit bids, which are necessarily
provisional, in respect of the entire programme. The bids assume
the same level of growth as in recant years in the number of
section 11 posts that will come on stream in 1580/91 (300
additional posts). The provisional bids for years 2 and 3
therefore cover only salary inflation. We shall have to consider
in future PES years as new arrangements are implemented whether
bids for real growth will be neaded.

OTHER SERVICES

The rest of my letter outlines my estimates of the need to
spend on the non-specific grant gervices. Execaept in respect of
capital expenditure for the fire service, no estimates have been
made for years 2 and 3 of the survey. As I understand it, these
are not required at this stage.

FIRE SERVICE

I estimate a "need toc spend" on the fire service for England
and Wales for 1990/91 of £983 million. Our starting point in
arriving at this figure is the preliminary information that we
are now receiving about local authorities' budgets for the
current year. The estimate assumes a 9% pay factor for
firefighters this year, a manpower standstill and some savings on
staff costs through changed working practices. It alsoc includes
provision of £5.5M to take account of the part-year effect of the
proposed switch of the Fire Service College from central to local
authority funding (as we agreed in last year's PES round).

The bid for credit approvals reflects the results of a
detailed assessment of fire and civil defence authority capital
needs over the survey period as well as a fire inspectorate
survaey of the reguirements in the shires. This brings the
expenditure plans more in line with expected actual capital
spending, which in previous years has exceeded provision.

/MINOR SERVICES




MINOR SERVICES

The assessment for the minor services for which I am
responsible takes account of pay and price inflation.

My officials will be writing shortly with a more detailed
analysis of my bids for individual specific grant services and
supporting output measures and performance indicators.

I am copying this letter to the Prime Minister, Nicholas

\
U\,__..-"‘""_'\,‘

Ridley and Petar Walker.




SUMMARY OF PES BIDS FOR LOCAL AUTHORITY SERVICES

£M 1590/91
FOLICE

Current grant
Baseline 2000.10

Bid [+213.76]
Capital grant
Basaline
Bid
Capital
Credit approvals
Baseline
Bid

Epecial grants
(token bid)

MAGISTRATES COUHRTS
SERVICE

current grant
Baseline

Bid

Capital grant
Baselina

Bid
Capital
Credit approvals
Baseline

Bid

1991/92

172.5%8

+28 .58

35.47

+17.9%

19532 /93

2101.35

(414.93)




FROBATION SERVICE

Current grant
Baseline

Bid

Capital grant
Baseline

Bid
Capital
Credit approvals
Baseline
Bid
CIVIL DEFENCE

Current grant
Baseline

Bid

Capital grant
Baseline

Bid

Capital
Credit approvale
Baseline

Bid

COMMONWEALTH
IMMICRANTS
{SECTION 11)

cCurrent grant

Bid

1990/91

186.52

15.20

118.01

+2 .48

1991/92

1B8 .92

+30.82

120.96

+6.29

1992,/93

193 .64

+42.14




FIRE

Current expenditure

{£M)
Capital
Credit approvals
Baseline
Bid

MIMOE SERVICES
(Current) 15950/91

School Crossing
patrols

Registration of
electors

Oother Courts

1991/92

N/A

N/ A

N/ A

1892/93

N/A

N/A

H/A

The bids for specific grant and credit approvals for spacific
grant aided services are being made against estimated levels of

total expenditure on the services as follows:

£M 1990,/91
POLICE 4567.97

MAGISTRATES 295.61
COURTS

PROBATION SERVICE 271,92
CIVIL DEFEHNCE 24.76
COMMONWEALTH 161.78

IMMIGRANTS
(SECTION 11)

ESSSBLA.HN

1991,/62
4868.53

320.24%

1982,93
51B83.40

340,48

313 .53

e T




CONFIDENTIAL

10 DOWNING STREET

LOMNOHCEN SWIA 24N

Fromt the Privare Seceeiar) 19 May 1989

e, Lam
PUBLIC EXPEHDITURE

:t has been pointed out to me that my
letter to you dated 17 May contained a
nonsensical sentence. The fifth line of
the third paragraph should have read:

"General Government spending excluding
privatisation proceeds had risen by..."

I should be grateful if you and copy recipients
could amend vour copies of my original lettberx
accordingly.

I am copying this letter to Duncan
bparkes (HM Treasury), Trevor Woolley and
Fichard Wilson (Cabinet Office]).

.J

i
Pt

{PAOL GRAY )

Miss Carvs Evans,
Chief Secretarv's 0ffice.
CONFIDENTIAL




SECRET AMD PERSONAL

10 DOWNING S5TREET

LONDON SWIA ZAA
Fram the Privale Secretary

17 May 1989

PUBLIC EXPENDITUORE

The Prime Minister had a discussion this afternoon with
tha Chancellor and the Chief Secretary about the prospects for
the 1989 Public Expenditare Survey., Sir %obin Butler and
RHiekard Wilscon [(Cabinet Office) wara also present.

I should be grateful if you and copy recipients would
ansure that no further coples of this letter are taken.

The Chancallor said that the public sxpanditure
negotiations this yvear ware likely to be more difficult than
aver, To some extant tha Treasury would be the wvictim of the
guccass in contralling publiec spending in Ehe recent pazt)
ganeral government spanding excluding expanditure had risen by
only 1 per cenc in real tarms Ln total over the last fiva
"r"E-n'.I.E' S .

The Chief Sscretary agreed with this assessment. He
chought that kthere would be a number of difficaltlies this yaar
that had not heen exparienced, 4t any rate not to the same
extent; in the past. Pirst, after ten years of the presant
government, politically feasiblla policy savings were very
hard toa find. The main possibilitiea he had identified weare
employment measures, additional land salez and a continuing
freezge on child benefit; but these would not vield major
savings. Second, the estimating savings that had materialised
in 1988, [or exampls on unemployment benafit, would not racur
this year; neither would increased estimates of housing
recaipts, Third, there wers already substantial unavoidable
commitments Lo additional esxpenditure before the Survey had
begun. Absolutely firm commitmantas were glb., and thara wara
further unavoidable measuras of £24b. Takan together this
meant that the Funds traditionally available for relocation
from the Reserve cof some £34b. wers alrsady spoken forp this
was befors any consideration was given to the strong pressures
for sxtra spending that would arisze in otner prograAmres;
notably health.

Continuing, the Chief Secretary said that there would be
major pressures for additional Revenue Support Grant in the

SECRET AND PERSONAL
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.

negotlations on the local authority settlement. Thesa would
be particularly strong given that 1990-91 would be tha first
year for the commanity charge in England and Wales. On the
basis of the Scottish experience this year, however, high
levaels of grant would not necessarily serve to reduce the
layels of community chargs adopted by local authorities. It
would be particularly important to structurs the discussions
in B{LF) on the right basis, and ko avoid focussing only an
spending Ministers' assessment of "need®. It would be
egsantial to leok inm parallel at the consequences f[or levels
of grant. The Chancellar added that, as in the past, all the
garvice Ministers represented on B(LP) were llkely to sp=ak
with one voice in pressing for hligher grant; it would be
important to try to reach an agreed approach with the
Sacrecary of State for the Environment, and the attitude to be
taken towards his bhids on his central government programmes
could be a relevant consideration in this context. The Chief
Secretary said that a Earther aspect of in this year's EB{LF)
discussions would be the changed rulas of the game; not only
Ehe introduction of the community charge but also the new
planning total. The new ragime did, however, prowvide an
opportunity to get away from some of the old concepts, for
axample In raelation ko grant percentagea.

The Prims Minister said that she recognized the
difficulties likely to be encountered in the public spending
round, and tha importance of maintaining tight control over
public spanding. In ordar to constrain the discussions on the

local authority settlement she saw attraction in using last
yvear's GREs as the starting point [or tha assessmeant of need,
As the public spending round procesded it would be necessary
to consider which programmes pravidsd the graatast
vulnerability for the Goverament; she thought that health was
likaly to be the most sensitive area., 5he also [elt that, in
the round up ko the next election, there would be increased
pragaure to raise the basic ratirement pension; this meant it
was particularly important to emphasisae the benafits
pansionars would receive from the anding of the earnings rule,
together with the carefully targeted packages already agreed
for assistance to oldar pensionarg on income support.

I am copying this letter to Duncan Sparkes (HM Treasury)
and to Trevor Woollesy and Richard Wilson {(Cabinet Cffical.

Mizss Carys Evans
HM Traasury.

SECRET AND PERSONAL




the departmient for Enterprise

@ o oenriaL

The R Hon, Lord Young of Graffham
Lecretary of State for Trade and Industry

.The Et Hon John Major MP Department of
Chief Secretary Trade and Industry

H M Treaoury §=18 Viomoma Street
Farliament Strest ; Lendon 5%1H 0ET
LONDON SW1P 3AG Swrischboard

1-215 TETY

Teer 8110745 DTHQ G
Fex 01-122 2629

215 5422
LQLAHV

/7 May 1989

Vorr Clof Sacny

1989 PUBLIC EXPENDITURE SURVEY

I have reviewed with the Chancellor of the Duchy my
Department's expenditure programmes for the 1989 Survey. This
latter sets out our proposals for the Department's programme
expenditure and running costs. As required, I enclose with it
the Department's running cost management plan for 199%0-91 to
1992-93,

Overview

2 As the table at Annex A shows; my bids total +£18.2m;
+£51.0m and -€27.1lm. My nat blds therefore total just over
£40m, and lead to a baseline declining to uonder £1140m by
1992-93. My bids for cash-limited programmes are below
baseline in sach PES year. The Department's expenditure has
of course decreased very significantly in recent years : it
now spends less than any other Department identified
gaparately in the Public Expenditure White Paper axcept Enerqgy
and the Dffice of Arts and Libraries.

3 1 have sought to keap as close to baseline as possible,
and I have in particular examined my bids clesely in the light
of underspends in 1988-89. I have howaver concluded that I
need the resources for which I am bidding to consolidate the
Department's active role in the stimulation of enterprise and
competition. My bids show some shift from programme
axpenditura to running costs. This reflects increases in pay
and accommodation bids which are outside my gontrol, and which

=
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. the department for Enterprise

.offset accommodation savings arising from relocation : it is
alsc in line with the new objectives I have set for the
Department which reflect my determination to promote
enterprise and competition without throwing money at problems.

4 I should add that T am still reviewing the case for
additional bids for the Research Establishments and standards.
Howewver, I shall only ba making an additional bid for the
Research Establishments if I am convinced that this wounld
allow the rationalisation of the National Physical Laboratory
site and lead to savings which could be shown in investment
appraisals to outweigh initial costs. Anv extra bid on
standards would be 1992-related and would be relatively small.

Mon cash limited programme expenditure

5 1 am making a significant bid for Regicnal Selective
Assistance which reflects the scope I sse for marketing the UK
aggressively to inward investors seeking to set up oparations
in the EC in the run-up to 1992. I attach considerable
importance to making the most of the window of opportunity
which will undoubtedly arise in this connection. Following
consultation with Malcolm Fifkind and Peter Walker,

Tony Newton wrote to you about this on 15 May and he will be
discussing our proposals with you in detail before long. The
bid also continues to reflect the likelihood of a knock—on
increase in demand for RSA as a result of the closure of the
RDG scheme. Since the reductions in RDG and Regional
Enterprise Grants (see paragraph 15 below) more than outweaigh
tha RSA bids, the figures for regional expenditure as a whole
show a marked decrease. However I should make clear tht there
are a number of issues under review that could affect them:
besides the initiative we are taking on REgicnal Selective
Assistance, an evaluation of the REG scheme will be completed
in June; decisions also need to be taken on the Fiture
strategy for English Tndustrial Estates Corporation. I de not
exclude the possibility that some upward revision of the
figures may be necessary as a result of all this.

& I need deal only briefly with my other non cash-limited
programmes. The aercospace changes principally reflect a
ravised profile of launch aid payments in raspect of the
A330/340 : over the three PES years, the bids for asrospace
are still nearly £20m below baselina. The shipbuilding bids
result from revised forecasts for interest relief under the
Home Credit Shipbuilding Guarantee Scheme, and from the need
to provide intervantion fund (IF) support from the private
sector IF budget for the Appledore yard following its
privatisation : this money would otherwise have had to come

e
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from provision for British Shipbuilders. The bids also covaer
estimated likely IF requirements for the Ferguson yard, about
the future of which Tony Newton is writing separataly to you.
The steel bid results from revised forecasts of payments to
redundant steelworkers under the statutory Iron and Steel
Employees Readaption Benefits Scheme (ISERBS). There are
reductions in the requirements for Regional Develcpment Grants
and National Selective Assistance.

7 I should note that I have not made any allowance in my
regional expenditure bids for offsetting savings to match ERDF
receipts for English Local Authority measures to assist small
and madium sized firms : these are estimated at some ES5m a
year, although the figures are still highly uncertain. Thase
ERDF receipts are of course meresly channellad through the
Department to local authorities and others, and mostly relate
to projects which are far cleser to the cbjectives of the
Environment and Employment Departments than to those of my
Department. There is no case for this Department having to
find offsetting savings in respect of these projects: I shall
De writing separately to Nicholas Ridley and Norman Fowler
dbout this.

Cash limited programme expenditure

8 1 am sure you will note with pleasure and approval that,
az I have already pointed cut, my bids for cash-limited
programmes are below baseline in each of the three PES years
and, taken together, are more than £6m below baseline., 1
regard this as highly satisfactory.

9 The innovation baselines have again been reduced
significantly as a result of the operation of the Buropes
system : over the three PES years, the baseline reductions
this year total some £46m, on top of the £30m reductions made
in last year's Survey. The total Buropes reductions in
innovation baselines this year and last therafore total some
€76m., T am prepared to accept a further considerable baseline
reductlion this year, particularly given the underspend on this
budget in 1988-89 (about which I warned you during last year's
bilaterals). However, I expect expanditure under my new
innovation programmes to build up, and I cannot accept the
whole of this year's enormous additional Europes
reductions,which are based on the wholly erronescus assumption
that all EC R&D spending is of benefit to my Department's
objectives. I am therefore bidding to reinstate part of thass
reductions : even with these bids, the innovation baselines
would be over £30m below their 1989 pre-Europes levels, and

Qosirtie.
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that is without taking account of the Buropes reductions made
in last year's Survey.

10 As you know, T have concluded that a case could be made
for UK participation in the proposed second European Remote
Sensing Satellite (ERS-II), and offered to fund 50% of the
costs. Thera 18 no scope for finding these costs from within
the existing baseline for space : I am therefore bidding for
these costs, which I propoee to offset against reductions in
other cash-limited programmes, in line with my undertaking to
you ln correspondence on ERSII. I look to customer
Departments to provide PES tranefers to fund the athar 50% of
the costs. ERS-II notwithstanding, our prime objective in
space remains the commercial exploitation of earth observation
services. To achieve this I am convinced on the evidance of
nagotiatione iln ESA to date that we need to step up our level
of participation in the relevant ESA programmes sc as to
achieve leadership and drive these programmes in the direction
needed to secure our objectives, I am therefore also bidding
faor the costs of increasing our participation in the Columbus
Polar Platform and its instruments. Actual payment of an
increased subscription would be conditional on ESA choosing a
satellite configuration and payleoad clearly offering greater
scope for development directed towards commercial operations.

11 My bid for exports arises principally f[rom a small
increase in expenditure in 1990-91 before the costs of new
exporkt services are offset by other reductions,; together with
axtra funding for EXPO 92. 1In line with the Prime Minister's
direction that the costs of EXPO 92 should be met without any
additional funding, I also propose to offset these costs
agalnst reductions in other cash-limited programmes. The bid
makes no allowance for receipts from any new cost-basad
charging regime, and may therafore need to be reviewed in the
light of any decisions on this subiject.

12 The Departmental administration bid relates to computers
and major warks. 1 am detarmined to ensure up to date
computer systems to improve the delivery of the Department's
service and to increase internal efficiency. My assessment is
that a significant increase in provision is necessary to fund
Key projects within the Department's overall gstrategy and to
improve efficiency: in the long run this will produce savings,
although it means a short-term increase in running eeosts. All
such projects would of course first be established as
worthwhile in line with Treasury guidance. There is a major
works bid in 1990-91 only : this is needed for relocation and
for essential accommodation works, and is partially offset by
incraased receipts,

- il
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13 I am also making bids over baselines on other programmes.
On standards, almost all the overbid results from likely
expenditure in support of Sir Basil Feldman's Quality Mark
campaign, to be aoffset by zavings on other cash-limited
programmas : the rest reflects the increasing impoartanca of
gstandards in the run-up to 1992, The overbid on miscellaneous
support services is for inward investment promoticnal
axpanditure and similarly reflects anticipated higher demand
from overseas investors in the run up to 1992. The overbid
for the protection of innovation results from increases in
intarnational subscriptions and from expenditure on computers
and relocation, which will lead to longer term running cost
gsavinga. The regqulation and consumer protecticn Programmes
covers support for a number of bodies, and my overbids reflact
increased workloads and staff costs For the MMC and for
investor protection prosecutions, together with increased
staff and accommodation costs for the Citizens Advice Bureaux.
The overbid from the Companies House Executive Agency relates
to capital expenditure : it is consistent with the Companies
House 1988 Corporate Plan, which has of course been agresd
with the Treasury.

14 I am content to hold to baseline funding for the Inner
Cities Initiative, and for education and training, aircraft
and aercengine RkD and other services. I am also entering a
provisional bid at baseline for the Epnglish Industrial Estates
Corporation pending decisions on a number of issues affecting
its future strategy.

15 I am prepared to offer major reductions against baseline
for the Business Developmenk programme, which covers the
Consultancy Initiatives and Regional Enterprise Grants. The
underspend on the Consultancy Initiatives in 1988-89 was
principally a transitional problem caused by a slower than
expected build-up in the rate at which consultancies wers
taken up, but the rate of initial applications and aof
consultancies is much higher than a year ago : I am therefore
bidding to baseline for this part of the Business Development
programme. Take-up in 1988-89 of the Regional Enterprise
Grant scheme was very low. GSubject to the evaluation of the
schame I anticipate that there will continue to be major
savings against baseline. This anables me to offer ocffsetting
savings which greatly exceed the overbids on those programmes
where I am committed to covering particular increases by
compansating cash-limited reductions elsewhere {ERSII in the
Space programme, EXPO 32 in the exXports programme, and the
Qualiey Mark in the standards programme).
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.16 I am also prepared to offer reductions against baselines
on two other programmes. The reductions for trade
co-gperation reflect revised assumptions abaut the Ffature
costs of our subscription te GATT. The reductions far
Research Establishments capital follow major baseline cuts
last year, and would mean far lower baselines than in previous
years : however, the Touche Ross costings for the National
Technology Centre option for MEL, which as you know is the
optlion I propose to pursue, allow me to offer yet farther
savings this year. I should however stress that the detailed
NEL figures are still under discussion: I may therefore need
to review these reductions at a later date.

17 I should add that the main elements of paid publicity in
my 2ids continue to be Consultancy Initiatives advertising and
the Single Market Campaign. Proposed expenditure on paid
publicity for the Consultancy Initiatives amounts to about
El2m in each PES year : for tha Single Market Campaign, it
declines from €£6m in 1990-9]1 to £4.9m in 1992-93. The
proposed paid publicity slement of all other programmes is
minor, and remaing in line with past expenditure.

Bunning costs and Management Plan

18 My running costs bid is based on the current structure of
the Department and will need to bz adjusted before the
bilateral to take account of machinery of Government changes
following the Pickford report. The bid alse covers the DTI's
current and prospective executive agencies except for
Companies House which is subject to a net running cost control
system and whose PES bids are set out in its corporate plan,
and Eor the Mational Measurement Advisory Service, which is
excluded for the same reason. Before the end of the Survey
technical adjustments will need to be made to take account of
our agreement in principle to move Warren Spring Laboratory to
net running cost controls, which will involve converting
running cost provision into programme expenditure. I also
hope that we will be able to agree on net running cost
contrals baing applied from 1 April 1990 to
Radiocommunications Division, the Laboratory of the Governmant
Chemist, and possibly alsg the Mational Physical Laboratory.
These too will reguire technical adjustments to the bid.

Management Plan

19 I attach a revised DT1 management plan for 1989 which,
you will see, reflects a further shift in the emphasis of the
Department's work. Tony Newton and I have continued the
process 1 began last year of transferring staff resources from
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activities linked to programme expenditure into work on the
delivery of services. We have given more resources to the
Reglions and Inner Cities, and have also strengthened our work
on investigations under the Companies Acts by the creation of
a new Investigations Division.

20 At the same time we have kept up the pressure on DTI line
managers to deliver efficiency savings. The management plan
chapters dealing with individual Deputy Secretarles' areas of
responsibility show that prograss is being made an a broad
front, and they provide good anecdotal evidence of
improvements in efficiency in the face of substantial
increases in demand, The wide variety of the Department's
activities means that any single percentage figure for the
Department as a whole has to be treated with caution. We
have, however, made an attempt at this and believe that the
overall improvement in 1989/90 will be around 3,3% =
comfortably above your own target figure of 1.5%.

21 Against this background I would have hoped to avoid
making a running costs bid in this PES round. I find,
however, that for a combination of reasons a bid is
inescapable. It flows from factors outside my control such as
pay and accommodation. However, in order to minimise the bid
and despite the shift in emphasis in the Department's work
away from straightforward subsidies towards more
labour=-intensive work, I am able to offer some further
reduction in manpoewer below basaline.

Running cost bid

22 My bid is as follows:

{Em) 1990/91 1991/92

Funning cost bid 347.4 349,1

Excess over baseline 21.3
comprising:
Pavy
Accommodation
NEL
Orher

Manpower (excluding Companles
House and MAMAS) 11508 11408 11314

Feduction on
manpowar baseline - 50 - 50 - 140

Qosriee.
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- Pay

23 The situation con pay is particularly difficult., I have
done what I can to reduce manpower, but with inflation and pay
settlements now running at levels considerably in excess of
levels forecast last year, a bid is inevitable. My
assumptions on pay this year by comparison with last are set
out below. While the restructuring of Civil Service pay to
encourage performance and reflect market pressures is a move
which I welcome,the conseguences could well be more expensive
than T now anticipate, especially if inflation does not fall
in line with the forecasts la this year's Financial Statement

and Budget Report and does not continue to fall further
tEhrough the PES period.

8889 89,90 40,91 g91,/92 892/93
{% increases)

1988 PES 5 5.5 4.5 3.0
1989 PES 8.9 7.0 W |
Accommodation

24 Last year I made a number of decisions aimed at achieving
major savings in accommodation costs towards the end of the
PES period. The Patent Office is relocating in Newport and
part of the lnsolvency Service is to move to Birmingham,

These decisions will produce savings of over £10 million a
year by the end of the PES period. But it may not be possible
to lmplement special measures to aenable Radiocommunications
Division to relocate outside London and, in case this is 80, I
have bid for £3.3 million a year to cover its continuing
accommodation in London.

25 I also understand that Government buildings are likely to
be subject te vAT. Although no eclear guidance has been izsuesd
on the subject it seems likely to be levied at an average rate
of about 10% and against this possibility I am therefore
making a technical bid (since the sums involved would
automatically revart to the Treasury) of £3.3 million a year
over the PES period. In the last few days there has been an
indication that changes may also be made to the application of
rates to Government bulldings. We have yet to establish the
factz and work out their implications for the DTI but I may
need ko adjust the accommodation bid later to take account of
such changes. 1In addition, I may need to increase the bid if,
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as I understand, PS5A are unable to pass on to the Department
sufficient baseline provision for the maintenance work which
thay think we will need over the Survey period.

Mational Engineering Laboratory

26 The National Engineering Laboratory will contribute ko
the manpower savings I am looking for over the PES period,
But I need extra running costs provision to finance the
up-front costs, primarily for redundancies, envisaged in the
report by Touche Ross on the future of the laboratory.

Other costs

27 As I have said, as part of my drive to focus the DTI on
delivery of services I wish to invest more in office computing
and associated training 1n the use of modern office
technigues. This i1nvestment should pay off in tha long term
in reduced costs and manpower savings in the mid 1990s as the
benafits of the investment begin to show through, as well as
in guality of service, but it necessitates a modest additiocnal
bid in this PES round.

Contingent Liabilities

28 I propose only one new contingent Jiability during the
PES period, and that is a minor cone arising from my decision
to introduce an export service card. Details will ba provided
by my officials.

Conclusion

29 I attach high priority to all the bids which I have put
forward, and I have set out briefly in this latter why I
regard them as essential. My officials can of course let
yours have further details on any points upon regquest,
including further details of objectives where relevant.

30 I am copy¥ing this letter to the Prime Minister. Copies

of the passages dealing with regional expenditure alse go to
Malcolm Rifkind and peter Walker.
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PES 199 ¢ BTI RASELIMNES PMD BIDS frmex @
L 99091 1911-52 1992-93
Base. Bid 4/ | Base. Bid 4/ | Ease. Bid #/-
67,1 B5.8 -2L.3 4 &R0 14l 547 10.7 -
I6A. 3 157.6 49.31 159.0 181.7 +2L71 1GR9 W& T HLb
Nat iomal I I

. MON (36 LINITED |
i
|
|
L1  Selective fesistarce | 150 T4 800 75 22 AN LT 13 -4
|
|
|
|

bede 1/27 Perospace (Launch Aid) 752 0.9 -2.3 -1 =17 +224 -MA.7 -4 7 -33.5

&3 5/6 Shipbuilding I8 .9 #1111 B2 ALE  #4 351 IS0 -L1
Assistance for | i

Ll Bedundant Steelworkers LI 183 #6.2 AL 111 #2281 A5 A5 0

I 1

TOTAL (momcash limited! | 189.5 388,5 -1.00 Z39.5 277.9 +38.5! 245.1 M4 ~42.8
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FRIME MINISTER

1989 SURVEY

We are to discuss next week the prospects for the 1939 publie
expenditure Survey.

2. Public expenditure restraint has been a key instrument of our
economic strategy over the past ten years. We have held the
growth of public spending below that of monay GDP, in crder to
eliminate the borrowing requirement and to make room for
reductions in the tax burden. Since 1982=83, the ratio of
government spending to GDP has fallen by 7 percentage points,
bringing it, for the first time in 20 years, to under 40 per cent.

3. But our success In controlling expenditure has been used
primarily to tighten the fiscal stance. The tax burden has fallen
only slightly since the 1981-82 peak, and is still well above the
1976-79 level. If we are to get below that level we  must
continue to keep a firm grip on expenditura.

—

i. We have been halped in the last year or two by very sLrong
aconomic growth. That pushed up money GDP; it also meant savings
on expenditure from lower unemployment, more housing sales, better
performance by the nationalised industries, and lower debt
interast. We took credit in the expenditure plans announced after
the 1988 Survey for the progress thus made. We were able to
increase provision for key programmes, and find sufficient savings
to maintain a modest decline in the ratic of government spanding
to GDE.

Lo The outloock for the 1989 Survey must at this stage remain
uncertain - as regards both the extent of spending pressures and
the path of the economy. But we have no reason at present tO

expect anything other than the slowdown in the growth of money GDP
projected in the Budget; and some of the developments which worked
in our favour in the last Survey will not do so this time.

SECRET




6. hg for spending, I have reviewed the prospects for each
department carefully. It i e¢lear that after 10 years of
searching scrutiny it will be far more difficult to find
offgsetting policy savings than in the past. It is therefore
egsential to achieve any savings that are available, and to
restrict increases in all but tha highest priority areas.

Ta There will be strong upward pressura oOon many Sspending
programmes. The bids will reflect the commitments we have already
madEFT;EETng about £1 billion to expenditure in 19%0-91) and other
proposals are already in view which are unavoidable and amount

to another E2% billion or so.
—_—

B. Any increase in investment in housing, rail, or prisons, and
any extra for education and science or an expansion of the/ health
service would have to come on Ttop of that. Departments will also
hEH?ETT_EﬂHEETEﬁEFE¥FEEE- prospects for inflation, particularly
those whose programmes have been squeezed because inflation has
turned cut higher than when last year's plans were set.

9. There will also be great pressure this year for highar grant
to local authorities so as to keep down the levels of The
cnéﬁunitg charge in the year of its introduction. However, there
is a real danger here that any extra grant would simply pass
hrough into higher spending and not be usad to hold down
ﬁummunity charges. Some councils will undoubtedly set a high
cofimanity charge in order to embarrass the Government. Thera is
clear evidence of that in Scotland, where councils have increased

the community charge further than was required, even to finance

the excessive levels of spending they budgeted for.
g

—

10. It will be important for colleagues to understand that the
budget surplus is not a cornucopia. The prospect is that a goeod
deal of it wllih'autnmatiCﬂIly disappear as economic growth
moderates. Spending it “Yhcautiously —~ would rISK— Tuelling
inflation, and as I indicated in paragraph 31 above, it needs to be
dedicated to reducing the tax burden if we are ever to bring it
back to the level we inherited ten years ago - which we regarded

as too high at the time.
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11. Since savinge thie year will not be available on the scale of
last year, neither can we afford increases on last year's scale

. without damage to our gensral policy. The first decision - and
politically one of the most difficult - will be the settlement for
local authorities in E(LF). The ocutceme of that will inevitably
J have a major impact on the rest of the Survey. I conclude that,

as avar, difficult choices will be inescapable.

/]
féf{/j 4
/

JOHN MAJOR
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PROSPECTS FOR THE 1989 PUBLIC EXFENDITURE SURVEY
Meeting with the Chancellor and Chief Secretary,
17 May 1989

Minute from the Chief Secretary of 12 May

DECISTIONS
The purpese of this meeting is to review the prospects for this

yaar's Survey. The main issues you may wish to discuss are:

g objectives. Have the Treasury Ministers yet given any
thought to the objectives for this year's Survey?

ii. room for manoeuvre. How much room for manoeuvre is
there within the likely objectives?

iii. pressures. Where do Treasury Ministers think the main
prassures will come?

ISSUES
Obhjectives

i Last year Cabinet agreed the following main objectives for

the 1988 Survey:

1. that public expenditure should be held as close as

possible to the existing planning totals; and

ii. that the ratio of total public expenditure to GDP
should continue to decline steadlly over the three Survey

years.,

< 1 You may wWish %to ask the Treasury Ministers if they have
given any theought to the obijectjves for this year's Survey. Of

the two above, the more important is (ii). It reflects long

standing




5
policy and was repeated as recently as the Budget. It will
almost certainly have to be reaffirmed.

Room for manceuvre

4. Spending Departments usually try to find out how much room
for manceuvre there is to raise public expenditure within the
cbjectives set. You will probably not want to encourage any
discussion about this in Cabinet, but you may wish for your own
information to find out how much room for manceuvre there will be
within the likely objectives, You could beqgin by asking that
general guestion.

5. The important objective is to keep publie expanditure
falling as a percentage of GDP. For this purpose, public
expenditure is taken to be General Government Expenditure, (GGE)
excluding privatisation proceeds. The Budget Red Book showed the

following figures for this percentage:

1989-90 1890-91 1991-92
X3 39 38 3/4

6. You could ask what changes in programme expenditure would be

gonsistent with achieving or improving on this decline. The

reasons for thinking some increases will be possible are:

L o Debt interest. This is included within GGE.
Faster repayment of debt means that it will probably be lower
than foreseen at the time of the last Survey. Last year's
Autumn Statement forecast debt interest at £16bn in 199%0-91
and £15%bn in 1991-92. This year's Budget Red Book gave the
figures as £15%bn and £14% bn.

ii. Reserve. This alsec is included within GGE. In
every Survey, it is fixed, for the second and later years, at
a rising level substantially greater than will be needed. In
the following Burvey, all the years move forward one and the
figures are correspondingly reduced. Thus the Reserve for
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1990-91 was fiwed in last year's Survey at £7bn. If in this
Survay 1t was reduced to the level fixed for the current year
- £3.5bn - an extra f£3.5bn could be spent on Departmental

programmes within the objective.

1141, Level of GDP. Faster growth in money GDF allows
for higher expenditure while maintaining the target ratioc-
er for a fall in the ratio if expenditure remains unchanged.
Lagt wear this had a big effect. It is not claar that it
will this year, but you could ask about this.

7. The Planning Total is reduced by the amount of privatisaticn
proceads: if they are increased, it falls. The assumption for
1990-91 is that the proceeds will total £5bn, compared with E7bn

in 1%8B-89. You may wish to ask if the Chief Secretary will

& objective aof =] gible to

the Plannipng Total; if this will be the Total after deducting

iy ' i aceads:  and t o &

privatisation sguggest any room for manceyvre in achijeving this

Elb |EE;1IE in l990=91.

8. Last year the Chief Secretary also proposed an objective fer
running costs: that their share in planned public expenditure
should remain constant. Mainly because of pay pressures, it
provad difficult to achieve this, and the outcome was only that
this share remained "roughly® constant. Fay pressures are now
stronger. You might ask the Chief Secretary what target he has

in mind for running costs this year.

Pressures

9, The Chief Secretary's minute refers to upward pressures but
is not very explicit. i e ea of where
the pressures will comg. In particular:

; paragraph 7 refers to commitments already made
of £1bn in 1990-91 and "unavoidable" proposals which would

add about another £2ibn. You might ask for a breakdown of
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these figures.
i1, The Chief Secretary also refers to higher

spending by Local Authorities. It could amount to £1-Zbn.
I= an allowance for local authorities included within the
figures in paragraph 772 If not, what does the Chiefl

Secretary think it should ba?

141. Inflation is higher than foreseen at the time of
the last BSurvey. The Autumn Statement assumed a GDP
deflator of 64%% in 1988-89, 5% in 1989-90, and 3%% in 19%0-
91. The Budget Red Book assured figures of 73%%, 5i% and 4%.
Will this higher inflation Jlead to substaptial bids from
Departments?

[

E T J WILSON







FRIME MINISTER

PUBLIC EXPENDITURE

I have arranged two mestings over the next fortnight for you
e o
to consider the background to this year's public expenditura

I ——

naegotiations.

Next Wednesday, following your normal bilateral with tha
Chancellor, he will be joined by the Chisf Becretary,

e —_—
Robin Butler and Richard Wilson for a half-hour talk about the
general Public Expenditure Survey prospects. Then in the
following week thera will be a meeting, with the same cast

plus MNicholas Ridley and Cecil Parkinsen, to consider the

——

1 - I} l'* I
more specific issue of prospects for the local authority
sottlementy this will he in preparation for the meatings of
e ] . I i ¥ = [
E{LF} on this subject which you will be chairing in Juns and

early July.

A note from John Major for next Wednesday's general discuesion
is at flagq A. I also attach at flag B a note you saw last

weak from Robin Butler concerning the chairmanship of the Star
T "y | T———

Chamber {(though this is probably not an issue you will want to
raise at this stage with the Chanceller and the Chief

SBecratary).

It is par for the course at this time of the year for the
Treasury to say that the public expenditure round will be even

tougher than in the past. That is broadly the drift of

John Major's minaote, though it is cast in commendably
- e ———
restrained terms.

e E—

Following experience in the last two years, there is a

temptation to think that the Treasury is crying wolf. In both
I-\___'—-

1987 and 1988 they have been able, towards the end of the
—_—

negotiations, to pull rabbits cut of the hat to balance the

books - notably in 1988 when, despite earlier forecasts of a
likely €2 billion increase in the year one planning total,

they managed to hold 1t constant.
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Im fact, I think this will be a very tough Survey. The
general prospects ramind me very much of the 1985 Survey when,
at the end of the day, we were cbliged to addhﬁgz?iy ES
billion to the firs: vear planning total. The favourable

developments in 1587 and 1988 were wvirtually all due - sither

direcktly or indiractly - to the rapid growth of the economy.

This year, 1f we are to get on top of inflation, we have got

to ensure that economic growth is contained. And it is

difficult to see any of the developments that came to the

Treasury's aid last year on public spending - lowar

unemploymant , axtra housing receipts, lower agricultural
e ——
support spanding and improved nationalised industry

performance - recurring this year.

o

So, If anything, I suspect the Chief Becretary is understating
the diffieculties. There is a very sarious risk of the
downward trend in the general Government expenditure/GDP ratio

=

The key to containing the problem does not lie in identifying

major new policy savings; after 10 years the politically

acceptable ones have been exhausted. The approach will have

ko be of rezisting to the maximum extent the very large

additional bids that spending Ministers are sure to put

forward.

R,
PAUL GRAY
12 May 1989
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SIR ROBIN BUTLER

CHAIRMANSHIF OF STAR CHAMBER

The Prime Minister was grateful for the
thoughts in your minute of 5 May to Andrew Turnbull.

She has noted that she will be having
the first discussion with the Chancellor

and the Chief Secretary about the public
expenditure prospects next week.

PAUL GRAY

B May 1989
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Chairmanship of Star Chamber

The public expenditure survey will shortly be with us again,
and the guestion will arise of the chairmanship of the S5tar

Chamber (if it has to operate). In the past, the chairmanship of
e
the Star Chamber has been announced at the time of the July

Publie Expanditure Cabinet.

2. The Prime Minister will remember +that, following Lord
Whitelaw's departure, Mr Cecil Parkinson was chairman of the Star
Chamber last year, but the Star Chamber never had to meet in

sarnest. If the Prime Minister were to appeoint anyone else,

PR

that would stimulate speculation either that Mr Parkinson had
. - - ¥ —_|_-

fallen from grace or about his destination in any reshuffle.

3. If therefore,K the Prime Minister were to appoint anyone as
chairman of the Star Chamber before the Recess, there would be a

m—

strong case for appointing Mr Parkinson again, whatever might

subsegquently happen with a reshuffle. But, élven that the Star
Chamber has not had to operate for the last two years, I wonder
whether There i= any need for the Prime Minister teo take this
defisiun before the Recess. It seems to me that it will be
possible for the Prime Minister to gsay at the Publiec Expenditure
Cabinet in July that, in view of the fact that in the last two
years no Star Chamber has been needed, she hopes that it will be
possible to do without one again this year but that she will be

ready to set one up if it proves neceasary. A similar line could
be taken with any enguiries from the press with the additien

1
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that, unless or until such a committee had to be established, the
guestion of the chalirmanship deoes not arise.

4. There is no need for the Prime Minister to reach a decision
-, e

about how to handle this yet. But, since the first discussions

with the chancellor of the Excheguer and the Chief ESecretary

about the prospects will soon be taking place, I thought that it

might be useful toc let the Prime Minister have this note now.

lere B

ROBIN BUTLER

CONFIDENTIA
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FPESC (89) 10
PESC (WHM) (89) 14
31 March 1983

Downgrade to Restricted after J years

Her Majesty's Traasury

Public Expenditure Survey Committee

Guidelines for the 1989 Survey

Mote by the Treasurcy

Introduction

This paper sets out the Guidelines for the 1383 Survey. This will
ba the first Survey conducted on the basis of the new Planning

Total, and several significant changes to Survey procedures will be
necessary to take account of this, affecting all departments which
are responsible for grants to local authorities or have an interest

in local authority capital spending.

2. The remainder of this paper is divided into the following

gactions:

Timetable
II Easelines
pemonstrating Value for money
I¥v Ministerial proposals for changes to the baseline
v Nationalised industries
VI Eurcpean community expenditure and receipts
VII Contingent liabilities
VIII Further information




1985 Public Expenditure  Survey: key
March-May.

Construction of the Baseline.
Official letters.

Information on the economic composition of proposed
changes to the baseline.

Contingent liabilities.

Handling of leocal authority components of the New
Planning Total.

Timetable

3. The key dates are shown in Annex A. Departments are asked to
submit running tallies to set up the baseline by 13 April.
Information on value for money relating to baseline plans should be
gent to the Treasury by 28 April. The baselines will be set anc
agreed by 17 May and circulated on 25 May. Ministerial and ocfficial
letters proposing changes to departmental baseline expenditure plans
should reach the Treasury by 25 May. Information on contingent
liabilities should also be sent to the Treasury by iI5 May.

11 Baselines

4. The process of creating the baseline for the 1989 Survey is
complicated by the introduction of new elements for local
authorities as part of the new planning total. The method of
setting baselines for these new elements has been discussed in
PESC(LA) and PESC (NPT), and are recorded in the Chief Secretary's
latters of 31 January {current expenditure) and 10 February (capital
axpenditure). The details of these agreements are set out in

Annex B.

- 3 For the elements of the baseline not affected by the change
to the New Planning Total (central government's own expenditure,




nationalised industries and othar public corporations) the basellines
for 1990-91 and 1991-92 will be the filgures agreed in the 1388
Survey and published in the 1589 public expenditure White Paper
subject to classification changes and EUROPES adjustments (see
paragraph 6 bDbelow). For 1992-93, the baseline for these elements
will be constructed by the Treasury by adding 2% per cent to the
cash figures for 1991-82.

8. Under the BEUROPES system, some departments' baselines will be
reduced to reflect excess spending by the European Communities on
lines of the EC budget which they sponsor. PESC(WM)(B%)13 sets out
the reductions required and the timetable for running tallies. The
reductions should be made in cash limited central governmeni

pProgrammes .

: B The baseline for gross running costs will be conatructed in
the same way as the baselines for other central government spending:
for 1990-91 and 1991-92 the PEWP figures will be used, and for
1992-93 the baseline will be created by applying the uplift factor
of 24 per cent to the 1991-892 figures. Departments have been asked
to provide a breakdown of their running costs baseline, and

consistent manpower figures, on form DRC2Z (see PESC (WM)(B3)11).

B. The baseline figures will be circulated to departments on
25 May, in a similar form to 1987 and 19B88.

I1I Demonstrating Value for Money

9. As in previous years the Treasury will need to be satisfied
that baselines and any additional bids can be justified by output
and performance information and that the expenditure is achieving
the greatest possible value for money. All additional bids must be
accompanied by wvalue for money information in accordance witl]
paragraph 15 and Annex C.

10. For the baseline the general requirement is that departments
should submit for each main element:

{L) & current statement of objectives;




(1i) an assessment of what outputs the plans for future years
will buy and relevant historical information for earlier

years;

(ii1) the moet recent outturn Ainformation relating to
existing agreed value for money targets (whether or
not these have been published).

{iv) information on value for money targets for future year:
including measures of effectiveness and efficiency.

1L In 10({iv) abovae particular emphasis should be placed on high
level aggregate indicators and unit cests covering full Iinput costs
and outputs. Departments should alsc indicate what plans they have
for extending the range of such measures. valua for money
information will also need to cover specific grants to local
authorities (see FESC{LA)(B88)8).

12. Expenditure Divisions will need this information by 28 April
so that thay can discuss the baseline with departments. For some
programmes Expenditure divisions may already have the most up to
date information; for others they may not need the full range listed
above because they may wish to concentrate on areas of particulas
concern. Departments should therefore contact their Expenditure
Division as scon as possible to discuss the precise requirements,
thus avoiding the risk that information will be produced which is
not golng to be used.

13. Departments will also need to supply information derived from
policy evaluations, scrutinies and reviews completed in the last
year where this is not already available; and should set out their
plans for further evaluations etc for 1989-90, taking account of
cases where the Treasury has given notice of its wish to discuss the
performance of a particular programme and of its intention to
request evaluation information.

14. wWhere HNext Steps agencies are created or proposed, after
discussion with OMCSs and the Treaasury, the department's




value-for-money material or their running costs management plan
(paragraph 21 below) as appropriate should identify the higher
efficiency and effectiveness targets expected in conseguence and
their effects on expenditure. Where, excepticnally, a Minister
geeks additional resources for an agency or proposed agency he
should explain in his letter to the Chief Secretary (paragraph 15
below) why its needs cannot be met from improved pericrmance.

IV Ministerial proposals for changes to the baseline

15. Ministers are asked to write to the Chief Secretary by
25 May, copying to the Prime Minister and other Ministers with an
interest, to report the outcome of their personal scrutiny of
priorities within their programmes. These letters should contain:

(i) any reduced requirements on their programmes.

(ii) any proposals to reallocate baseline provision to
accommodate changing priorities, listing proposed
increases and offsetting savings (specifying whether
they result from policy or estimating changes);

if, exceptionally, the Minister proposes to seek
increases for which offsetting savings are nol
offared, a 1list of his bids in order of pricrity,
and the reasons why the proposals are thought to be
aessential and cannot ba offset elsewhere by
reducing outputs, if necessary, or by improved
efficiency. In the case of new local authority
glements of the baseline, a full Justification of
proposed changes will still be regquired.

it is wvery helpful for the Treasury if all bids and proposed
reductions are also set out in tabular form, showing the amounts
involved for each of the Survey years as additions to or reductions

from the baseline.




(iv) an outline of the cost implications of bids for other
departments, where relevant, which should have been
discussed with the departments concerned, and of the
understandings reached on responaibility for funding the
costs involved (see PESC(88)3, which also makes clear
that subsequent modifications of such propesals, whether
arising in the course of the Survey or otherwise, should
be cleared with the other departmente involved);

a summary of the objectives for each bid (what is to be
achieved, by when, at what cost);

a summary of proposed changes in running costs provision
and civil service manpower where appropriate (see
paragraphs 21-28 below) identifying separately changes
relating to Next Steps agencies. The Ministerial letter
should enclose the department 's management plan,
incorporating clear commitments to efficiency gains.

(vii) a summary of any proposed new or increased
contingent liabilities (ses paragraphs 37 and 38
below) .

16. Increases or reductions for 1989-90 should not be proposed as
part of the Survey: any such proposals will be dealt with separately
as they arise through the year.

| 5 47 Supporting cfficial lettars including more detailed
information will also be needed: guidance is at Annex C. Thay
should explain, for each proposed increase, how effectiveness and
efficiency will be evaluated, including the main performance
measures and indicators.

Options for reductions

18. In #areas where the Treasury believes that there are or ought
to be options which could be used to offset requests for additicnal

resources or to produce savings and these have not been identified
by departments, departments may be asked for costings of these




options. In some cases it may be more appropriate for departments
to set out how they could achieve a given level of savings in an
arsa of spending. In either case departments should, as in previous
years, provide the Treasury with the necessary information.

Local authority current grants

19. The new planning total includes central government grants to
local authorities. These grants have been identified and baselines
for them will be constructed (see paragraph 4). Ministers' letters
in May should not cover proposals for RSG or NNDR, which will be
datermined separately. FProposals for variations from baseline for
specific grants should be included in Ministers' lettars on the
basis set out in paragraph 15 above. (See Annex F).

Local Authority Capltal

20. Basalines for credit approvals and capital grants to local
authorities will alsoc be constructed (see paragraph 4). Ministers'
letters should include any proposale for changes from these
baselines, again on the basis set out in paragraph 15 above. There
will be no baselines for gross or net LA capital expenditure or fo:
annual capital guidelines (as agreed in response to the Chief
Secretary's letters of 13 January and 10 February). (See Annex F).

Gross Running costs and agsociated manpowar

21. During the 1988 Survey the majority of departments negotiated
firm 3 year running cost settlements with commitments tc deliver
agreed efficiency gains. As stressed in PESC(B89)3, the presumption
is that these agreements will not be re-opened, although the
Treasury will need to be satisfied that the efficiency gains wlll be
achieved. All such departments will be expected to submit in the
coming Survey new running cost Management Plans +that reflect, or
improve upon, targets agreed in the 1988 Survey and are rollad
forward, showing how the extra efficiency gains will be delivered
in 1992-%3.




27 . In accordance with Mr Luce'\m letter to PFOs of 20 July 1988,
bids to increase gross running costs provision on the promise of
additional receipts can be considered from departments with 3-year
ranning cost settlements without formally re-opening those
gattlements. Bids in support of relocation proposals identified and
pat forward since the 1988 Survey may similarly be considered
without formally reopening 3 year running cost settlements.

23. Departments that did not reach 3 year running cost
gsettlements on the basis of their Management Plans in the 1988
Survey will ba expected to offer acceptable plans in the
1989 Burvey.

24, Where appropriate to assist the negotiation of a 31 year
settlement, the Treasury Expenditure Division may ask to see a
department's planning material in draft before it is formally
submitted by the Minister. All departments' Management Plans should
be discussed in detail between officials in advance of Ministerial
bilaterals. These discussions will also take account of the stages
reached in departments' relocation reviews and market taesting
programmes .

25. If any Minister feels it is necessary to re-open an existing
agreement because of a significant change in the declared
assumptions underlying the agreed Management Plan, he will neec to
write explaining why the rescurce needs cannot be met by a
ra-ordering of existing prilorities as set out in paragraph 3 of
PESC(87)23. In such circumstances, other figures in the earlier
settlement may be challenged anew by the Treasury.

26. Details of the measures of output and performance relating to
each bid, and of any offsetting savings or reduced regquirements
elsewhere within gross running costs, should be provided in the
parallel official letters (see Annex C), which should also attach a
separate DRC3 form for each proposed change to the baseline. It is
important that the manpower implications of any proposed change to
cash provision are identified when the proposal is offered for
consideration.




7. Where satisfactory output and performance data have already
been supplied, as at paragraphs 9 and 10 above, and do not reguire
updating at the time the management plan is submitted, it i=
adequate for that plan simply to identify the earlier material; it
does not need to ba resubmitted.

28. The implications for accommodation costs of the changes in
responsibilities for paying for maintenance and the division of the
civil estate and the accompanying charging arrangements ara set out
in PESC(89)11.

Civil Service Manpower cutside gross running costs

29. Proposed changes to manpower plans for areas not covered by
gross running costs control must be identified clearly in the
material supplied with official letters, and if significant should
be referred to in Ministerial letters.

Economic composition of proposed changes to baseline

30. Annex D gives details of the information the Treasury needns
to collect about the composition of proposed changas te th
baseline. This information should be forwarded, on copies of th
forms attached to Annex D, with the official letter sent to th

Treasury. Information on economic category analysis of bids is an
important contribution to the Treasury's econcmic forecasts, and
departments' co-operation in submitting these forms premptly will be
appreciated.

Tarritorial implications of proposed changes to baseline

31. Some changes to the operation of the territorial formulae
have been agreed to take account of the new planning total (see
Annex F). Information on territorial implications of proposed
changes to baseline should be included in official latters.
Departments are asked to keep the territorial departments informed
of possibla changes affecting the territorial blocks throughout the
1989 survey by copying relavant Ministerial and official
correspondence to the respective Secretaries of State. 8T3 division




in the Treasury will advise in any case of doubt - Teresa Burnhams
(270-5057) on HNorthern Ireland or Libby Wiseman (270-3064) on
Scotland and Wales.

Science and technology

32. The Treasury will again be monitoring the changes to science
and technology spending through the Survey, and the Chief Secretary
will report the outcome to the Prime Minister. A table showing the
baseline provision for science and technology spending will be
included in the baseline working document. Any proposed changes
from these baselines should be set out in official letters.

Surplus Land and Bulldings

33. Departments will also be asked to supply information on their
plans for disposal of surplus land and buildings. Expenditure
divisions will be writing separately toc departments about this.

Economic assumptions

34. Where they are needed, revisions to specific economic
assumptions will be issued to the Departments concerned.

v Mationalised Industries

3s. The external f£finance of the nationalised industries, and
related expenditure as agreed by the Treasury and gponsor
Departments (including redundancy provision), will be separately
considered in the Investment and Financing Review. Arrangements for
this are being notified to sponsor departments. The Arrangements
for reporting on contingent liabilities in respect of nationalisad
industries are covered in paragraphs 37 and 38 below.

VI European Community Expenditure

36. PESC(EC) will consider spending allocated to programme 2.7.
Departments should provide EC division in the Treasury with details
of their latest forecast outturn for EC receipts for 1988-8B5 and




their estimates for 1989-90 by 3 April. This information should be
consistent with the provisions contained in the 1989-9%90 malin
Estimates, but set out on the basis of receipts by sub-programme
within programme 2.7. EC division will write separately to
departments to confirm the outturn for earlier years and to seek
their wviews on UK percentage shares and level of EC receipts for
future years.

VII Contingent Liabilities

37. Departments are reminded of the Prime Minister's requiremeni
that they review all contingent 1liabilities at least annually.
These reviews should also cover the contingent liabilities of bodie:
they sponsor. As 1in previous vyears, a further review should be
carried out concurrently with the initial stages of the Survey.
Further advice on the coverage and conduct of the review is given in
Annex E. The review should check that all contingent 1liabilities
have been identified; that all available steps are being taken to
minimise the risk of payments being required and their amounts; and
that the gquidelines set out in Government Accounting, including
those on the notification to Parliament of new and outstanding
liabilities, are being scrupulously observed. Departments should
report the results of the reviews, which should be approved by
Ministers, to their Treasury Expenditure Division by 25 May 1383

Departments should also confirm that their Accounting Officer 1is
satisfied that all the Department’'s contingent liabilities have been
reviewed and that all those over £100,000 reported.

38. 1f a department expects that they or any of their eponsored
bodies will take on any new contingent liability, or expects any
increase in the size of an existing contingent liability during the
period covered by the 198% Survey, the departmental Minister gshould
mention this in his letter to the Chief Secretary, and detalls
should be included in the official letter, so that the matter can be
considered in the context of the Survey.




VIII

39.

Further Information

The papers listed below are relevant:

PESC{EB8} 3
PESC(89)3

PESC(B9)8

PESC(B9)3

PESC(689)11

PESC(WM) (89)3

PESC(WM) (89)6
PESC{WM) (89)11

PESC(WM) (89)13

PESC(WM) (8] 15

PESC(LA) (88)8

PESC(LA) (89)7

PESC(WM) (LA)(83)5

Rezouwcing Policy Change Across Departments

The 1989 Survey: Departmental Running Costs
Management Plans

The 1989
Reviews
Payments by Government Departments in Lieu of

Survey: Deparmental Relocation

Community Charges.

Departments' expenditure on accommodation
arrangements for PES 1389 (to follow).

The 1989 Survey:
Management plans
Central Government Grants to Local Authorities
The 1989 Survey: Running
Information - DRC forms
1989 Survey Baseline:
tallies

198% Survey Baseline: Submission of EURQPESE
running tallies (to follow)
The of Output
Measures Specific
Authorities

Treatment of authority
expenditure in the 1989 Survey

198% Survey Baseline: Submission of Running
Tallies

Departmental Running Coste

Costs

Submission of running

and Performance

Grants

Development
for te Local

local current

Treatment of local capital

expenditure in the 1389 Survey (to follow)

PESC(NPT)(B9)1 authority

General questions arising from this paper should be addressed to the
secretaries, Sarah Walker (270-5522) or Justin Wray (270-5523).
questions on departmental running costs should be addressed to
Graham Binns (270-4996) or Tony Davis (270-45%97), on manpower to

Ron Carpenter (270-4865), on contingent liabilities to Dick Meadows
{270-5363), and on EC expenditure to John Addison (270-4425).

MISS 5 P B WALEER
MR J G WRAY
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1989 PUBLIC EXPENDITURE SURVEY: EEY DATES MARCH-MAY

MARCH

Friday 17 March Last date for departments to comment oI
formats of main departmental baseline tables.

Thursday 23 March PESC(WM} paper seeking running
tallies to amend PES database issued.

Monday 3 April Last date for forecasts of outturn for
1988-89 and 1989-90 EC receipts to be sent to EC
division.

Thursday 13 April Last date for departments to submil
running tallies to amend PES database for years up i«
1991-92, and for DRC2 forms (1930-31 to IQEE—EEl whert
departments are unlikely to submit running tallies to
amend the PES database for 1992-93.

Thursday 20 April deadlinae for return of EUROPE!
running tallies.

Friday 28 April Last date for departments to submit
value for money information on baseline plans

Wednesday 10 May GEP Data Unit c¢irculate draft survey
tables =showling Survey baseline including new third year
(with separately identified running cost baselines and
manpower plans), and more detailed PES standard reports

to expenditure divisions and departments. Draft Ttexts
explaining changes since White Paper figures circulated.

Friday 12 HMa Last date for departments to submit
running tally forms to amend PES database for 1992-93
including EUROPES adjustments, and where appropriate
DRC2 forms for 1990-91 to 1992-93 to provide breakdown:
of running cost baselines and manpower plans.

Wednesday 17 Ma Last date for final comments on
departmental tables. Last date for comments on textual
axplanations of changes since White Paper figures.

Thursday 25 May Working document circulated to PESC and
Ministers.

Thursday 25 May Last date for Ministerial and official
atters an management lans to be sent te the Chief
Secretary and expenditure diviegions. Last date for DRC3
forme to support each proposed change for gross running
costs and aggsociated manpower. Last date for
information on contingent 1liabilities to be sent to
expenditure divisions.




CONSTROCTION OF THE BASELINE

The arrangements for constructing the departmental Survey baseline
tables for the 1989 Survey will need to reflect the introduction
of the new daefinition of the planning total. The purpose of this
annex is to explain how the figures in the baseline tables will be
constructed.

Figures for 1990-91 and 1991-92

2. The starting point for those elements of the new planning
total which were also included in the planning total used in the
1988 Survey - central government's own expenditure and most public
corporations = will be the same as in previous Surveys, ie the
cash plans published in tha 13892 public expenditure White Paper
(Cm 601-621) adjusted for classification changes. This year
sevaral substantial classification changes are being made to
coincide with the introduction of the new planning total - the
departments affected are already aware of this and have been
involved in providing baseline figures. Manpower plans fo
1990-91 and 1991-92 are as published in Cm 601-621 except whert
subsequently amended by agreement with the Treasury.

3. The arrangements for dealing with the elements which weres not
previously included in the planning total which have been agreed
in Ministerial correspondence (Chief Secretary's letters of 3l
January (current) and 10 February (capital)) are:

a. Current grants to local authorities. Data for these
grante for the years up to 1989-30 have been extracted from
the Treasury's Estimates database and checked with
departments. Figures for 1930-91 and 1991-92 have been
produced by applying the uplift factor of 24 per cent usaed
for both tha two previous Surveys to the previous years'
figures for grants expected to exist in those years.




b. Capital grants to local authorities (other than EC). A
similar approach has been adopted to that for current grants.
The baselines for those few capital grants referred to in the
third sentence of paragraph 27 of Annex F will be as set out
in John Adams' (DOE) letter of 7 March to John Kidman (HMT),
and John Kidman's raeply of 4 April. (Note that European
Community capital grants (other than for HNorthern Ireland)
are excluded from the new planning total - they will be
treated as financing grants not conveying additional spending
power to local authorities. EC capital grants to Northern
Ireland district councils are included in the planning
total.)

C. NMaticonal non-domestic rates. Proxy figures for NNDR

payments and figures for non-domestic rates in Scotland for
the years from 1984-85 to 1989-90 have been calculated from
data on the yields and incomes of existing non-domestic rates
in Great Britain. As with grants to local authorities the
figures for 1990-91 and 1991-32 have been calculated by
applying the uplift factor of 2% per cent used for both of
the two previous Surveys.

d. Credit approvals. Proxy figures for Cis for the years
from 1984-B5 to 1989-90 have been calculated based on capital
allocations for those years. For 1%90-91, for England and
Wales, the baseline for CAs has been calculated from grosa
provision taking into account the various sources of spanding
availabla tc LAs. Por 1951-92 the figures for CAs have been
darived by applying the uplift factor of 2% per cent te the
1990-91 figures. For Scotland, whose capital control regime
remains unchanged, baseline figures for the equivalent of
credit approvals have been derived from existing provision.

Figqures for 1992-93

4. Figures for the new third Survey year (1992-33) for programme
expaenditure, finance for local authorities and gross running costs
will be calculated by the Treasury by adding 24§ per cent to the
cash baseline figures for 1991-52, Baseline manpower plans for
1992-93 ghould be consistent with the baseline figures for gross
running costs calculated as above.

1




Adjustments to the PES database

L Apart from the classification changes mentioned in paragraph
2, on which the Treasury will be taking the lead, there are a few
areas where other changes to the database may be made in advance
of the production of the Survey baseline tables. They are as

follows:

a. Coding errors that need correcting. For example,
departments may have identified data that are wrongly coded
and needed to be corrected by switching money between sub-
programmes, economic categories, territorial areas, spending
gectors or accounting authorities;

b. Any minor and non-contentious amendments to figures for
central government spending beyond 1989-9%0 as a result of the
Estimates scrutiny for 1989=-20. PESC(WM) (89)13 asked
departments to align PES and Estimates for 19835-90. In some,
but not all, cases changes in 1989-90 might have implications
for later years involving switches between sub-programmes,
economic categories or spending authorities and these may be
reflected in the database. Increases in expenditure (oI
switches from programme expenditure into gro2s running costs)
should not be included, even where policy agreements have
already been reached as these will be dealt with as part of
the Survey itself and recorded on the database aftar the
SUrvey.

Cs Adjustments to figures for grants to local authorities
for the years 1989-90 to 1991-92 arising from differences
between the figures for 1989-90 on the Treasury's databasze at
the end of January and the final main Estimates figures for
1985-90.

In all cases these adjustments can only be implemented by prior
agreement with Treasury expenditure divisions. Any changes
resulting from re-assessment of priorities should be part of the
Survey and not reflected in the baseline. In particular, switches




into gross running costs from other expenditure should not be made

{except where already made in Estimates or by prior agreament with
the Treasury). This will apply to the three Survey years 1390-31
to 1992-33.

6. Running tallies for any agreed changes to the baseline
covering all years of the Survey (ie 1984-85 to 1391-32), or just
the first two forward years as appropriate, should be sent to the
Treasury by 13 April. Running tallies for agreed changes to the
baseline for 1992-93 should be sent in, after the baseline fo

that year has been created, by 11 May.

7. Adjustments will also need to be made to some cells as &
result of the EUROPES arrangements (see paragraph 6 of the main
paper). PESC({WM)(B89)15, requesting departments to submit tallies

for thesa adjustments, will be issued in early April.

Supplementary analyses

B. In addition to the departmental tables a series of additional
analyses tables will be circulated to PFOs. These tables give
summarias of the planning total by spending authority and
departmant and analyses of public sector capital spending,
expenditure on science and technology, running costs and manpower
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OFFICIAL LETTERS

8 Official letters should list proposed bids and reductiona in
order of priority as in the Ministerial letter. They should also
include any further detailed explanation which Departments wish to
put forward or which the Treasury may regquest. For example, if
additional provision is propesed the letters should explain more
fully how the need for it arises. They should alsc give full
datails of reduced regquirements for provision already in the
baseline indicating whether they result from an estimating change,
revieed economic or demographic assumptions, or proposed policy
changes. In the case of proposed changes to demand led
programmes, the Treasury will in due course seek agreement with
Departments on an analysis of outturn for the relevant programme
for at least the past two years, and an estimate of outturn for
the current year (1983-30).

2. The letters should provide any additional details that may be
necessary of the improvements in output and performance which
would be achieved by any bide put forward, and how effectiveness
and efficiency will be evaluated, including specific performance
measures and indicators.

3. These letters should clearly indicate which elemente of the
total proposed changes to baselines relate to running cost
proposals or involve manpower changes. In addition they should
separately identify running cost proposals which do not involve
changes to expenditure baselines. Capital expenditure proposals
and major items of maintenance expenditure of a similar nature, ie
with benefits running into future years, should be supported by a
full summary of the information Jjustifying them. This will
normally include details in each case of: a clear statement of
objectives; the expected return (eg NPV, and/or other measures of
net benefit: details of a new Treasury discount rate are likely to
be anncunced shortly after Easter); alternatives considered; the
material factors 4in the proposed decision, including risks; the
coste of foregoing or postponing the expenditure; and the impact
on maintenance or other current expenditure.




4. The official letters should indicate whether the change
requires amendment to proposed or existing legislation or
regulations.

5. For any proposed change affecting other departments, the
letters should set out the details of agreements reached with
thoge departments on the responsibility for funding the costs
involved.

6. Official letters should alse give information on thi
territorial consequences of proposed changes to the baseline, and

of proposed changes in science and technology spending, and
details of proposed new or increased contingent liabilities.

7. Annex D gives details of pgupplementary information on
proposed changes to the baseline needed by the Treasury. Copies
of the forms attached to Annex D should be returnad to the
Treasury with the official letrters.

B. All letters and supporting information (egq DRC3 forms for
gross running costs and related manpower) should be sent to the

Treasury by 25 May. official letters should be sent by the
Principal Finance Officer to the appropriate Head of Treasury

Expenditure Group (or division in the case of small departments),
with coples to other departmeants affected.
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INFORMATION ON ECONOMIC COMPOSITION

The Treasury needs to collect information about proposed changes to
the baseline by economic categories. This information is used by the
Treasury forecasters in preparing the forecasts for the July Cabinet
and the Autumn Statement. Departments are therafore asked to split
their bids and reduced reguirements by the economic categories shown
in the attached table. The first ten columns refer to central
government expenditure, the next three to finance for local
authorities, and the final column covers all planning total items in
the spending sector: "other public corporations” (le excluding
nationalised industries).

The definitions of economic categories are given in Section 2J of the
FIS Handbook. In case of difficulty please consult David Deaton
(270 5337).

Departments should provide the basic informaticn needed by completing
copies of the form attached to this Annex (one; or more if necessary,
for each year of the Survey) and forwarding them to expenditure
divisions with their official letter by 25 May. Divisions will checl
the information, and will forward it to the Secretaries.

Capital Spending

The Autumn Statement generally includes a statement, in broad terms,

of the change in public sector capital spending as a result of Survey
decigions, using a definition consistent with Table 2.1.11 of the
1989 PEWP. To help compile this figure, it would be helpful if
departments would complete the second form attached to this annex,
listing the bids and reduced requirements for central governmenl
expenditure falling within ECs E20, E30, E40, G10, and G20, and
return it at the same time.
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Capital ependin (ECs E20, E30, E40, G10, G20: payments only

receipts)

Please list central government bids only

Department:

£E millien

1991=52

Description of bid

1952=-93

———

Name of originator:

Telephone number:

net
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CONTINGENT LIABILITIES

Introduction

The purpose of this annex is to give advice on the coverage and
conduct of the reviews of contingent liabllities referred to in
paragraphs 37 and 38 of the covering PESC paper and to set out
details of the action to be taken by departments in reporting the
results of the reviews to the Treasury.

Coverage of the review

2. The review should consider all contingent liabilities and
should seek to identify any liabilities of an hitharto
unrecognised nature (including those which arise as a result of a
department's staff acting in an ex-officio capacity, advice on
which was ecirculated to Departments last year). Departments
should satisfy themselves that the contingent liabilities they
have are necessary and that every effort has been made to minimise
the risks of payments being required. Departments should also
ensure that they have scrupulously followed the requirements of
Government Accounting, Saection O paragraphs 26-57, on the
assumption and control of all contingent liabilities, and
particularly, in appropriate cases, the requirements for reporting
to Parliament new and changed liabilities and the regular
reporting of outstanding exposure on continuing liabilities.

Types of liability to be reported

3. Departments are again asked to report all their coutstanding
contingent liabilities and those of the bodies which they sponsor
whera the potential risk to their programmes exceeds £100,000
except those which fall into the following categories:-

a. Those which arise in the normal course of business (see
paragraph 4 balow).




b. Those which may arise as a result of tha Government's
general practice of non-insurance.

2 Thosa which may arise as a result of department's
sponsorship of the nationalised industries; these are
monltored in the context of EFL reviews.

4. In deciding whether a contingent liability has arisen oI
will arise in the normal course of business, departments should
consider whether:-

a. the activity which gives rise to the liability is an
unavoidable feature of their essential responsibilities o
statutory duties; and

b. Parliament could reasonably be assumed to have
envisaged the activity when it passed the statute or, for
the activities resting on the sole authority of the
Appropriation Act, voted the supply expenditure.

. Indemnities given for the loan of articles for exhibition
should be reported. Although exhibitions are part of the every
day business of museums and galleries, the borrowing of exhibits
is discretionary and the associated indemnities are reported to
Parliament at the PAC's regquest.

6. Departments will still need to send a separatae return to the
Accountant, HM Treasury, by the end of June each year, setting out
detalls of contingent liabilities resulting from statutory
guarantees; this 18 reguired for inclusion in the annual
Supplementary Statement to the Consolidated Fund and National
Loana Fund Accounts but any such liabilities in this category
should alse be included in departments' reports to expenditure
divisions if the risk exceeds £100,000. Departments are also
reminded of the need to report liabilitiss on outstanding
non-statutory contingent liabilities in the introduction to the
relevant supply Estimate.




Format of reports

7. It would be helpful if, in reporting contingent liabilities
to the Treasury, departments could fellow the format attached. In
completing this the following should be notedi-

A. Column 1 should clearly indicate whether the liability
arises from the department's activities or from those of a
sponsored body (giving the name of the body);

b. Column 2 should set out details of the statutory
authority or, in the case of non-statutory contingent
liabilities, the reference of the departmental minute, whex:
geither of these exists. Departments should consider whethel
existing reports to Parliament <remain sufficiently
up-to-date, taking account of any significant change in the
nature or increase in the size of the contingent liahility,
or change in material circumstances since it was accepted or
last reaffirmed. Departments should confirm here that they
have followed the relevant reguirements for reporting
outstanding liabilities to Parliament.

2. Column 3 should be completed to compare this year's
figure with last year's: if this year's figure is not fully

available by 25 May and estimated figure should be inserted.

d. Column 4 should include a brief description of the
action departments are taking to minimise the risks.

Submiseion of reports

B. The reports should be approved by the department's Ministe:
and sent to the Treasury by 25 May. The reports should ceonfirm
that the department's Accounting Officer was satisified that all
the department's contingent liabilities have been reviewed and
that all those over E£100,000 were reported.

Planned new contingent liabilities

9. Proposals for new or increased contingent liabilities to be
taken on during tha Survey period should bs summarised in the
Ministerial letters and details given in official letters.
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1988 PES: SIMMARY OF REVIEW OF OONTTNGENT LIARILITTES
TO BE RETURNED TO HM TREASURY BY 25 MAY 1983

(Separate return using the
same format for planned new
or increasod liabilities)

Rature of Ot ingent Statutory Athority or Amount at Risk at 31.3.89 Department 's Comments

Liability I:qt:_nrtlm.a.l Mirute Em To cover action to minimise
Reference the risk of payment,
(If either exist) restgons for any significant

changes in amount at risk

2 4

S

Liabhilities in existence at 31.3.68 (Show in brackets immediately
(To includs any not previously reported) below this year's figure the
amamt reported last year)

e

Liahilities arising or entered into between
1.4.88 and 31.3.89
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ANMEX |

HANDLING OF LOCAL AUTHORITY COMPONENTS OF NEW PLANNING TOTAL

The operation of the public expenditure Survey will raflect the
reform of local government finance and the introduction of the new

planning total.

2. For local authority current in GB, the new planning total
will include the following components:

(a) Revenue Support Grant [(R3G);

National mnon-domestic rate (NNDR) payments (and the
eguivalent in Scotland);

Specific current grants (including grants covering
community charge benefits, and European Community
current grants to local authorities).

ITtems (a) and (b) will be included in DOE, Scottish Office and
Welsh Dffice departmental programmes; item (c) will be included in
the appropriate departmental programmes .

3. For local authority capital in GB, the new planning total
will include:

(a) Domestic (non-EC) capital grants;

(b) Cradit approvals (or their equivalent in Scotland)
issued by central government authorising local
authorities to borrow or raise other forms of credit
for capital expenditure.

4. The coverage of the new planning total in N Ireland reflect:
the diffearent arrangements there.

L3 The capital and current expenditure which local authorities
in effect determine and finance for themselves, from the community
charge, the use of capital receipts, or from other income, will be
cutside the new planning total.




5. The Survey will determine local authority components of the
new planning total identified above; the Autumn Statement will
also include within the figures for GGE, projections for the self
financed expenditure of local authorities throughout the UK. This
Annex describes in more detail how the individual components will
be handled in the 1985 Survey. The attached appendices summarise
the timetabla.

LOCAL AUTHORITY CURRENT

England

T Ministers have agreed to the proposals in the Chiei
Secretary's letters of 31 January and 2 March for the conduct of
the Survey. The baselines for the relevant components of local
authority current will be constructed by applying to the
corresponding 1989-90 figures uplift factors of 2% per cent to
creata figures for 1990-91 and 1991-5%2. Figures for 1392-33 will
be created by applying the same uplift factor of 2% per cent as
used elsewhere in the Survey.

8. Ministerlal letters, and supporting official letters, due by
25 May will need to cover any proposals for changes from the
baseline for individual specific grants. Departments will be

axpacted to provide supporting information as in Annex C. As with
other proposed increases departments should say what priority they
attach to these bids and set out the reductions which are proposed
to offset these increases.

9. Decisions on local authority current for 1990-91 will be
taken in two stages. In July Ministers will declde in E(LF) on an
aggregate amount of Exchequer support and the aggregate need to
spend. In September/October Ministers will take final decisions
on the distribution of the aggregate need to spend amongst
departments and the split between RSG, NNDR payments and specific
grants (to the extent that the latter are not decided in July).




The July decisions

10. Ministers have agreed that, in July, there should be an
announcement covering, for 1990-31:

(a) an envelope of "Aggregate Exchequer Finance" (AEF),
including the NNDR payments, RSG and certain specific
grants;

the aggregate need to spend;
() the community charge for spending at need.

Once decided, the AEF figures would remain fixed for the rest ol
the Survey.

11. It has already been broadly agreed which specific grants
should be included within AEF [see attachment to Chief Secretary’s
letter of 31 January). Final details will be agreed as soon as
possible, and circulated in a PESC(LA) paper.

12, In order that proper decisions on AEF can be taken by E(LF
in July bilateral discussions on specific grants within AEF will
take place before the E(LF) meetings. E(LF) will then be in
position to agree figures for most if not all of the specific
grants within AEF.

13. In addition Ministers will consider the AEF envelope for
1991-92 and 1992-33 though no announcement will be made in July

about the later years.

The Autumn decisions

14. 1In September/October Ministers will take final decisions or
the distribution amongst services of the aggregate need to spend
agreed in July. In addition they will agree the RSG and NNDR
payments figures within the AEF total in the light of the final
forecast of the yield from the NNDR.




15. Specific grants outside AEF will be considered in the
bilaterals. Decisions on these grants will be taken as part of the
normal bilateral discussions on Departmental programmes.

16. Ministers will announce in the Autumn Statement, or around
the same tima, provision for RSG, NNDR payments, and specific
grants for each of the three forward years and the assessment of
service needs for the year ahead.

Scotland

17. In Scotland, the local authority current expenditure regime
will be different in certain respects from that in England and
Wales. Baselines for Revenue Support Grant, estimated
non-domestic rate income and specific grants will be =get in a
broadly similar way to the provision in England. Following the
decisions in July on AEF for English local authorities for
1990-91, there will be bilateral discussions between the Chief
Secretary and the Scottish Secretary on the corresponding
aggregate for Scotland and hence on Revenue Support Grant and
those specific grants which make up AEG for Scotland. AEG for
1990-51 will be announced in July. Provision for the aggregate
corresponding to AEF in 1991-92 and 1992-83 will be considered in
July. In October the BSecretary of State for Scotland will
announce provision for RSG, projected non-domestic rate income and
gpecific grants for at least the year ahead. Figures for all 3
years will be included in the Autumn Statement.

18. The provision for these components of local authority current
will not be covered by the Scottish block formula. Specific
grants outside AEG which are the responsibilities of other
Sacrataries of State will be handled as part of the appropriate
programme bilaterals. These which are included in the block will
be determined by the Secretary of State within the overall change
agread for the block as a whole. These arrangements are set out
in Barry Potter's letter to Godfrey Robson of 15 March.




Wales

19. Baselines for Revenue Support Grant, NNDR payments and
gspecific grants will be set in a broadly similar way to that in
England. Following the decisions in July on Aggregate Exchequer
Finance for English local authorities there will be bilateral
discussions between the Chief Secretary and the Welsh Secretary,
to settle AEF, assessed nesd to spend and the community charge for
spending at need for Wales for 1990-91 in the light of the English
settlement. These figures will be announced in July. Provision
for those specific grants within AEF which are the responsibility
of the Sacretary of State for Wales will also be settled in July.
Provision for AEF for 1991-92 and 1992-93 will also be considered
in July. In October /November the split between HNNDR and RSG
will be determined and announced at least for the year ahead.

20. The provision for these components of local authority current
will not be covered by the Welsh block formula. Specific grants
outside AEF which are the responsibilities of othar Secretaries of
State will be handled as part of the appropriate programme

bilaterals. Those which are included in the block will b
determined by the Secretary of State within the overall changs
agreed for the block as a whole. These arrangements are describe:
in Barry Potter's letter of 21 March to Colin Jones.

Northern Ireland

21. For district council current, the new planning total will
include only current grants - DOE(NI)'s general grant and specific
grants. These items will be included in the NI block. Basalines
for current grants will be set in the light of the corresponding
figures for England. Provision in the NI block will be adjusted
to reflect the formula consequentials of changes to comparable
English figures, as described in Max Sharratt's latter of
20 Decembar to Andrew McCormick.

92. Further information on all local authority current itams
covering all four territories can be found in PESC(LA)(89)7.




LOCAL AUTHORITY CAPITAL

23, There are 6 main blocks of local authority capital
expenditure within the new planning total.

(i) English Local Authority Block (ELAR)

24, The method for setting baselines for credit approvals anc
capital grants within ELAB was set out in the Chief Secretary's
letter of 10 Pebruary. (See also Annex B). Figures already on
the database for capital grants will be adjusted to reflect
changes made in 1989-90 Main Estimates. The baselines for credii
approvals will be finalised by early April, in the light of
further information only about the volume of accumulated and
in-year receipts. Baselines for 1992-83 will be created by the
Treasury by adding 2% per cent to the cash figures for 1331-32.

25, The baselines are set by department. For this purpose, the
credit approvals for “other services block" within ELAB will be
allocated between departments.

26. Departments are asked to cover any proposals for changes fron
these basalines in the Ministerial and official letters due to be
sent to the Treasury by 25 May. These letters should set out
comparable information to that requested in paragraphs 15-17 of
the main Guidelines, and should be accompanied by official letters
setting out information as requested in Annex C.

27. Provision for credit approvals and capltal grants for each
department will be discussed in the Ministerial bilaterals in the
Autumn.

28. The Survey will determine, for each department, credit
approvals (and the Annual Capital Guidelines issued by departments
to the relevant local authorities) for 1990-91, as well as credit
approvals for the 2 later years. To form the ACGs, the credit
approvals for 1990-91 will be added to figures for receipts taken




into account. The receipts taken into acccount for 1990-21 will be
fixed in mid-July; once fixed, the figures will not be changed
during the Survey, so that any additions or subtractions 1o
basaline credit approvals agreed in the bilaterals for 1330-31
will add or subtract £ for £ to Annual Capital Guidelines.

29, BAall domestic (non-BEC) capital grants toc local authorities
that represent a source of finance directly available for spending
ara included in the new planning total, and will be determined in
the Survey. A list of these grants is attached to PESC(MPT)(83)1.
They include a small number of DOE capital grants, previously paid
as specific grants towards loan charges incurred on borrowlng <
finance capital projects, but in future to be paid as lump sun
contributions to project capital costs. (Payments to local
authorities capitalising sums that would otherwise have been paid
in support of loan charges on projects already started will not be
included within the new planning total. Any residual specific
grants on loan charges which have not been capitalised will alsc
not score in the new planning total.)

30. Provision for EC capital grants to local authorities will nof
be sattled in the bilaterals. These grants will be financing
grants. They will substitute for the use of credit approvals, and
local authority expenditure financed by them will be covered by
the total of ecredit approvals agreed in the Survey. Thay will
therafore not score in the new planning total.

31. PFurther information can be found in PESC(NPT)(8%)1.

(ii} urban Block ({DOE/UAl)

32. The urban block (DOE/UAl) at present includes expenditure of
central government, local authorities, and public corporations

It is included within the cother environmental services programm:
of DOE. The central government and public corporations elaments
will continue te be handled in the Survey as normal. All the
local authority elements covered at present will be included
within the new planning total, as there is deemed to ba no local
authority expenditure on this bleock financed from receipts or




revenue contributions. The total baseline provision for the local
authority elements for the 1989 Survey will therefore be as in the
1989 PEWP. Any changes to this provision which the department
wishes to propose should be included in the Ministerial and
official letters submitted to the Treasury by 25 May and
accompanied by supporting information as requested in paragraphs
15-17 of the Main Guidelines and in Annex C. Provision will be
discussed in the bilateral meeting with the Secretary of State for
the Environment as has been tha case in the past. These
arrangements are as set out in Mark Betenson's letter of 1 March
to John Adams and John EKidman's letter to HNigel Ledgerwood
31 March.

(iii) Home Office (HO/LAl)

331. Arrangements for Home Office services (police, magistrates’
courts, probation and civil defence) will be similar to those for
the English local authority block, subject to certain additional
controls. (S5ee Mr Hurd'se letter of 15 February, and the Chief
Secretary's reply of 6 March). The new planning total will
include provisicn for credit approvals and capital grants from
central government . Any proposals for changes from these
baselines should be covered in the letters due to be sent to the
Treasury by 25 May and supported by the information reguested in
paragraphs 15-17 of the Main Guidelines and in Annex C. Provision
for credit approvals and capital grants will then be discussed in
bilaterals between the Chief Secretary and the Home Secretary.
Credit approvals will be distributed by the Home Office as
Supplementary Credit Approvals on the basis of the project
approvals issued by the Home Office.

{iv) Welsh Office Local Authorities Block (WOLAB)

34. Welsh local authority capital iteme within the new planning
total are covered by the Welsh Office Local Authority Block
(WOLAR) . This includes credit approvals and capital grants.
Bagelines for these iteme have been set, (ses Barry PFolLter's
latter of 15 March 1989 to Colin Jones). The provision for WOLAB
is included within the Welsh block. Total provision within the
Walsh block will be alterad in 1line with the formula
consequentials of any changes to the credit approvals and capital
grants included within ELAB.

3%




(v] BScottish Office Local Authorities (50/LAl and SO/LA2)

i

35. BScottish local authority capital iteme within the new
planning total are covered by the Scottish Office Local Authority
Blocks 1 and 2. These will cover capital allocations (the broad
egquivalent in Scotland of credit approvals and capital grants).
Baselines will be established following the method set out in
Barry Potter's letter of 1 February 1989 to Teny Camercn. The
timetable for setting the baselines will be similar to that
proposed for ELAB., Provision for SO/LAl and SO/LA2 is included
within the Scottish block. Total provision within the Scottish
block will be altered in line with the formula consequentials oif
any changes to the capital grants and credit approvals within

ELAB.
(vi) N Ireland

36. The new planning total will include central government and EL
capital grants to Northern Ireland district councils. Baselines
for these will ba set in early April on the basis of the figure:
underlying the 1989 PEWP. Provision for thesa items, which fall
within the N Ireland block, will be altered at the discretion of
the Secretary of State for HNorthern Ireland, within the block
total which will be altered by, inter alia, the formula
conseguentials of the changes agreed to the comparable programmes

in GB.
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TREATMENT OF LA CURRENT EXPENDITURE IN THE 198% SURVEY: OUTLINE
TIMETABLE

- Basaline tables finaligsed, including
1992-83.

- Ministerial latters, and supporting
official letters, with proposals for
variations from the baseline for individual
specific grants.

June=July - Bilateral Ministerial consideration aof
individual specific grants within AET.

July - E(LF):

(a) settles for 1990-91, an envelope of
"Aggregate Exchequer Finance", the
aggregate need to spend, the community
charge for spending at need, and most if
not all specific grants within AEF.

(B) congiders AEF for 1931-52
1992-913.

= Announcement of Governmant decision on (&)
above .

- Bilateral discussions and announcements of
(a) above where relevant for Scotland and
Wales.

September/October - Discussion of any ospecific grants withis
AEF not finalised in July.

- Bilateral discussion of specific grant:
outside AEF, as part of discussion of
departmental programmes.




RESTRICTED
B

- Final decisions on:

{a) split of AEF for 15%30-91 into RSG,
HNMDR payments, and specific grants;

(b) distribution of aggregate need to
spand batween services for 1390-31.

October /November - Announcement of split of AEF for 1530-31
and distribution of total needs by service.
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TIMETAELE FOR LA CAPITAL
BASELINES
February i set baselines for domestic capital grants and
credit approvals for 1990-%1 and 15921-92 en

provisional assumptions about recelpts;

set provisional assumptions about RTIA
1990=-91;

(iii) finalise baselines in the light of latest
on receipts:

(iv) create baseline for 1992-83;

VARIATIONS FRCM THE BASELINE

End-May (V) deadlines for any Departmental bids
and capital grants;

July {vi) RTIA by department for 19%0-891 fixed;

BILATERALS

September / (vii) bilateral negotiations on CAs and capital
Octobex grants for all three years;

(wviii} ACGs for 1990-91 formed by adding CAs to
for each service block.




CONFIDENTIAL

PRIME MINISTER
GUIDELIMES FOR THE 1989 PUBLIC EXFENDITURE SURVEY

The Chief Secretary's minute of 15 March attached seeks agreement
to the guidelines for the handling of the early stages of

this year's Public Expenditure Survey. This does not cover
L1 pal | ¥ not.

e
the handling of the main Ministerjal negotiations in the
aotumn, which will be settlad later.

Most of the material in the guidelines follows well=-established

arrangements from previcus years. The main differences stem

from the change this year to the way that local government

finance is measured in the new planning tetal. All the relevant

details have, however, been sorted out between departments

gvaer the last couple of months.

Content to agree the proposed arrangements?

(lece

PAUL GRAY
17 March 1989

CONFIDENTIAL
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FRIME MINISTER

GUIDELINES FOR THE 1989 PUBLIC EXPENDITURE SURVEY

We need to agree the arrangements for the early part of this
year's Survey.

The Mew Planning Total

2 This year for the first time, we will be using the new
planning total, and agreeing totals relevant to the new system of
local government finance. This will affect the arrangements for
reaching decisions in the Survey as well as the results we publish
in the Autumn BFfafement. I attach a draft of the Survey
Guidelines which incorporates the procedures I have agreed with
colleagues for settling the local authority elements which are
included in the planfiing total for the first time in Annex F.
This Annex contalns one or two passages in Equnfa brackets,
reflecting issuaes still toc be agreed. I hope that these can be
settled by the time the final version is circulated at the end of
the month. = :

3. Apart from this, the Guidelines are largely unchanged Irom
last wyear's version. 1 eshould draw attention te the following

points.
Basalines

4. The methods of creating baselines for the new elements of the
planning total have been agreed with colleagues. Otherwise the
baselines for 1990-91 and 1991-92 will be the plans agreed in last
year's Survey. For the final year, 1 propose that, as in previous
yeéEET_the baseline should be created by applying a {factor of
24 per cent EE_;hE plana for the second year (1951—5ﬁ1fh___d




CONFIDENTIAL

.ids and options

B 1 propaose that Ministers should once again review priorities
within their programmes personally before writing to me with any
proposals for changes inrﬁEFT__ﬁépartments ara asked to cooperate
with tha Treasury by producing or costing options for reductions
in expenditure when regquasted.

Value for money

6. Valua for money from all public expenditure is esssential.
The Guidelines ask departments to produce information on the
cutputs and performance expected from planned or proposed
expenditure, and I expect to discuss this information with
colleagues during the Survey. We should also aim to establish
more performance targets wherever possible. The Guidelines also

include a reference to the improved efficiency and effectiveness
| — —

to be expected from Hext Steps agencies,

i
e m—

_—

Science and Technology

qa In my letter to you of 14 October 1 said that I would
continue to pursue the E[{ST) objective and find savings in science
and technology expenditure to offset the increases we agreed in
the DES science budget. T will continue to loock for such savings
in the l?EB_ﬁHFvey, and I hope that colleagues will hEIET to

identify them. I envisage reporting the results to E(ST) in
Octobar.

8. I would be grateful for any comméent you or other colleagues

may have by 231 March, Subject to these I propose that the
_._'_._-——_-'

Guidelines should be formally circulated by the end of the month.

8. I am copying this minute to other Cabinet colleagues, Richard
Luce, Chris Patten, Patrick Mayhew, Peter Fraser and Sir Robin

Butler.
JOHN HAJOR
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Downgrade to Restricted after 5 years

Har Hajesty's Treasury

Public Expenditure Survey Committee

Guidelines for the 1989 Survey

Note by the Treasury

Introduction

This papar sats out the Guidelines for the 1989 Survey. This will
ba tha first Survey conducted on the basis of the new Flanning
Total; and several significant changes to Survey procedures wlll be
necessary to take account of this, affecting all departments which
are responsible for grants to local authorities or have an interest
in local authority capital spending.

r The remainder of this paper is divided into the following

sactionst

Timetable

Baselines

Demonstrating Value for money

Ministerial proposals for changes tc the baseline
Hationalised industries

European community expenditure and receipts
Contingent liabilities

Further information




1989 Public Expenditure Survey: key ‘ﬂ.tﬁﬂ
March-May.

Construction of the Baseline.
ODfficial latters.

Information on the economic composition of proposed
changes to the baselines.

Contingent liabilities.

Handling of local authority components of the Hew
Planning Total.

Timetable

s The key dates are shown in Annex A. Departments are asked to
submit running tallies to set wup the baseline by 13 April.
Information on value for money relating to baseline plans should be
sent to the Treasury by 28 April. The baselines will be set and
agreed by 17 May and circulated on X5 May. Ministerial and official
letters proposing changes to departmental baseline expenditure plans
should reach the Treasury by 25 May. Information on contingent
liabilities should also be sent to the Treasury by 25 May.

II Basalinas

4. The process of creating the baseline for the 1989 Survey is
complicated by the introduction of new elements for local
authorities as part of the new planning total. Tha method of
setting baselines for these new elements has been discussed in
PESC(LA) and PESC (NPT), and are recorded in the Chief Eacretary's
letters of 31 January (current expenditure) and 10 February (capital

axpenditure). The details of these agreements are set out in

Annex B.




5 For the elements of the baseline not affected by the change
.the New Planning Total (central govermment's own expenditure,
nationalised industries and other public corporations) the baselines
for 1990-9%1 and 1991-92 will be the figures agread in the 1988
Survey and published in the 1989 public expenditure White Paper
subject to classification changes and EUROPES adjustments |see
paragraph & below). For 1992-%93, the baseline for these elements
will be constructed by the Treasury by adding 2% per cent to the
cash figures for 1991-92,

6. Undar the EURCPES system, some departments' baselines will be
%EEEEEE-tD reflect excess spending by the Eurcpean Communities on
lines of the EC budget which they sponsor. PESC(WM)[ ] sets out
the reductions required and the timetable for running tallies. Tha
reductions should be made in cash 1limited central government

Programmes .

T The baseline for gross running costs will ba constructed in
the same way as the baselines for other central government spending:
for 1990-91 and 1991-92 the PEWP figures will be used, and for
1932-33 the baseline will be created by applying the uplift factor
of 2% per cent to the 1991-392 figures. Departmants have been asked
to provide a breakdown of their running costs baseline, and
consistent manpowar figures, on form DRC2 (see PESC (WM) [ ] ).

8. The baseline figures will be circulated to departmente on
25 May, in a similar form to 1987 and 1988.

III Demonstrating Value for Money

9. As 1n previous years the Treasury will need to be satisfied
that basaelines and any additional bida can be justified by output
and perfermance informatien and that the Exﬁzﬁaiture is achieving
the greatest possible value Tor money. All additional bids must be
accompanied by wvalue for moneay information in accordance with
paragraph 15 and Annex C.

10. For the baseline the general regquirement is that departments
should submit for sach main elemant:




a4 current statement of objectives; .

an assessment of what outputs the plans for future
yeare will buy and relevant historical information for
earlier years;

the most recent outturn information relating to
existing agreed value for money targets (whether or
not these have been published).

information on wvalue for money targets for future
years including measures of effectiveness and
efficiency.

11. In 10(iv) above particular emphasis should be placed on high
lavel aggregate indicators and unit costs covering full input costs
and outputs. Departments should also indicate what plans they have
for extending the range of such measures. VYalua for monay
information will also nead to cover specific grants to local
authorities (see PESC(LA)(B8B)8).

12. Expenditura Divisions will need this information by 28 April
gc that they can discuss the baseline with departments. For some
programmes Expenditure divisions may already have tha most up to
date information; for others they may not need the full range listed
above bacause they may wish to concentrate on areas of particular
CONCarn. Departments should therefore contact their Expenditura
Division as soon as possible to discuses the precise reguirements,
thus avoiding the risk that information will be produced which is
not going to be used.

13. Departments will also need to supply information derived from
policy evaluations, scrutinies and reviews completed in the last
year where this is not already available; and should set out their
plans for further evaluations etc for 1989-90, taking account of
cases where the Treasury has given notice of its wish to discuss the
performance of a particular programme and of its intention to
reguest evaluation information.




‘ Where Next Steps agencies are created cr proposed, after
discussion with i [ and tha Treasury, the department's
value-for-money material or their running costs management plan
{paragraph 21 below) as appropriate should identify the higher
afficiency and effectiveness targets expected in consegquence and
their effects on expenditure. Where, excepticnally, a Minister
seaks additional resources for an agency or proposed agency he
should explain in his letter to the Chief Secretary (paragraph 15
below) why its needs cannot be met from improved performance.

IV Ministerial proposals for changes to the baseline

15. Ministers are asked to write to the Chief Secretary by
25 May, copying to the Prime Minister and other Ministers with an
interest, to report the outcome of their personal scrutiny of
priorities within their programmes. These letters should contain:

(1) any reduced requirements on their programmes.

(11) any proposals to reallocate baseline provision to

accommodate changing  PLlorities, listing proposed
increases and offsetting savings (specifying whether
they result from policy or estimating changes);

if, exceptionally,” the Minister proposes to seek
increases [ for which offsaetting savings are not
offered, a list of his bids in order of priority, and
the reasons why the proposals are thought to be
essential and cannot be offset elsewhere by reducing
outputs, if necessary, or by improved efficiency. In
thea case of new local authority elements of the
basaline, a full Jjustification of proposed changes
will still be requiraed.

It is very helpful for the Treasury if all bids and proposed
reductions are alsc set out in tabular form, showing the amounts
involved for each of the Survey years as additions to or reductions
from the baseline.




an outline of tha cost implications of bids Eugthar
departments, where relevant, which should have been
discussed with the departments concerned, and of the
understandings reached on responsibility for funding
the costs Involved (see PESC(88)3, which alsc makes
clear that subsequent modifications of such proposals,
whather arising in the course of the Survey or
otharwisa, should be cleared with tha othar
dapartments involwved);

a summary of the cbjectives for each bid (what is to
ba achieved, by when, at what cost);

a summary of proposed changes in running costs
provigsion and civil service manpower where appropriate
{see paragraphs 21-28 below) identifying separately
changes relating to Next Steps agencies. The
Ministerial letter should enclose the department's
management plan, dincorporating clear commitments to
efficiency gains.

(vii) a summary of any proposed new or increased contingent
liabilities (see paragraphs 37 and 38 below).

16. Increases or reductions for 1989-3%0 should not be proposed as
part of the Survey: any such proposals will be dealt with separately
as they arise through the year.

17. Supporting official latters including more detailed
information will also be needed: guidance is at Annex C. They
should explain, for each proposed increase, how affectivenass and
efficiency will be evaluated, including the main performance
measures and indicators.

Options for reductions

18. In areas where the Treasury believes that there are cor ocught
to be options which could be used to offset regquests for additional




rgsources or to produce savings and these have not been identified
‘departmanta, departments may be asked for costings of these
options. In sSome cases it may be mora appropriate for departments
to set out how they could achieve a given level of savings in an
area of spending. In either case departments should, as in previous
years, provide the Treasury with the necussary information.

Local authority currant grants

19. The new planning total includes central government grants to

local authorities. These grants have besn identified and basellnes
EEE EEEQ_;Iij_EE‘CﬂHEtructEd | saa pnragrﬂﬁ5.4j. Ministars' letters
in May should not cover proposals for RSG or NNDR, which will be
datermined HﬁpaE;telft‘ Froposals Eur variations from baselina for
3peﬁific grants should be included in Ministers®' latters on the
basis set out in paragraph 15 above. (Sea Annax F).

Local Authority Capital

20. Bagalines for creadit approvals and capital grants to local
authorities wﬁLl also be constructed (see paragraph 4). Ministers'

latters shmujd include any proposals for changes from thesea
baselines, again on the basis set out in paragraph 15 above. There
will be no baselines for gross or net LA capital expenditure or for
annual capital guidelines (as agreed in response to the Chief
Secretary's letters of 13 January and 10 February). (S2e Annex F).

Gross Running costs and assoclated manpower

21. During the 1988 Survey the majority of departments negotiated
firm 3 year running cost settlements with commitments to deliver
agreed efficiency gains. As stressed in PESC(89)3, the presumption
is that these agreements will not be re-opened, although the
Treasury will need to be satisfied that the efficiency gains will be
achieved. All such departments will be expacted to submit in the
coming Survey név running cost Management Plans that reflect, or
improve upon, targets agreed in the 1988 Survey and are rolled
forward, showing how the extra efficiency gains will be delivered
in 1992-53.




22. In accordance with Mr Luce's letter to PFDs of 20 :m]!ﬂﬂﬂ,
bids to increase gross running costs provision on the promise of
additional receipts can be considered from departments with 3l-year
running cost settlements without formally re-opening those
sett’ements. Bids in support of relocation proposals identified and
put forward since the 1988 Survey may similarly be considered
without formally reopening 3 year running cost settlements.

23. Departments that did not reach 3 year running cost
settlements on the basis of their Management PFlans in the 1988
Survey will be expected to offer acceptable plans in the
1989 Survey.

24. Where appropriate to assist the negotiation of a 3 year
gettlement, the Treasury Expenditure Division may ask to see a
department's planning material in draft before it is formally
submitted by the Minister. All departments' Management Plans should
be discussed in detail between officials in advance of Ministerial
bilaterals. These discussions will also take account of the stages
reached in departments' relocation reviews and market testing
programmes .

25. If any Minister feels it is necessary to re-open an existing
agreement because of a significant change in the declared
agsumptions underlying the agreed Management Plan; he will need to
write explaining why the resource needs cannot be met by a
re-ordering of eaxisting priorities as set out in paragraph 3 of
PESC({87)23. 1In such circumstances, othaer figures in the earlier
settlement may be challenged anew by the Treasury.

26 . Details of the measures of output and performance relating to
each bid, and of any offsetting savings or reduced regquirements
elsewhere within gross running costs, should be provided in the
parallel official letters (see Annex C), which should alsc attach a

separate DRC3 form for each proposed change to the baseline. It is
important that the manpower implications of any proposed change to
cash provision are identified when tha proposal is offered for

congideration.




. Where satisfactory output and performance data have already
been supplied, as at paragraphs 9 and 10 above, and do not require
updating at the time the management plan is submitted, it is
adequate for that plan simply to identify the earlier material: it
does not need to be resubmitted.

28. The implications for accommodation costs of the changes in
responsibilities for paying for maintenance and the division of the
givil estate and the accompanying charging arrangements have been
saet out in PESC(89)] ]-

Civil Service Manpower cutside gross running costs

29. Proposed changes to manpower plans for areas not covered by
gross running costs control must be identified clearly in the
matarial supplied with official letters, and if significant should
ba referred to in Ministerial letters.

Economic composition of proposed changag to baseline

30. Annex D gives details of the information the Treasury needs
to collect about the composition of proposed changes to the
baseline. This information should be forwarded, on copies of the
forma attached to Annex D, with the official letter sent to the
Treasury. Information on economic catagory analysis of bids is an
important contribution to the Treasury's economic forecasts, and
departments' co-operation in submitting these forms promptly will be
appreciated,

Territorial Implications of proposed changes to baseline

31. Some changes to the operation of the territorial formulae
have been agreed to take account of the new planning total [see
Annex F}). Information on territorial implications of proposed
changes to baseline should be included in official letters.
Departments are asked tc keep the territorial departments informed
of possible changes affecting the territorial blocks throughout the
1583 Survey by copying relevant Ministerial and official
correspondence to the respective Secretaries of State. ST3 divieion
in the Treasury will advise in any case of doubt - Teresa Burnhams
(270-3057) on Northern Ireland or Libby Wiseman (270-5064) on
Scotland and Wales.




Science and technology .

32. The Treasury will again be monitoring the changes to science
and technology spending through the Survey, and the Chief Secretary
will report the outcome to the Prime Minister. A table showling the
basaeline provision for scienca and technology spending will be
included in the baseline working document. Any proposed changes
from these baselines should be set out in official letters.

Surplus Land and Buildings

33. Departments will alsoc be asked to supply information on their
plans for disposal of surplus land and buildings. Expenditure
divisions will be writing separately to departments about this.

Economic assumptions

34. Where they are needed, revisions to specific economic
assumptions will be iszsued to the Departments concerned.

Nationalised Industrias

35, The external finance of the naticnalised industries, and
ralated expenditurea as agreed by the Treasury and Sponsor
Departments (including redundancy provision), will be separately
considered in the Investment and Financing Review. Arrangements for
this are being notified to sponsor departmentas. The arrangements
for reporting on contingent liabilities in respect of nationalisad
industries are covered in paragraphs 37 and 38 below.

L' Europaan Communlity Expenditure

36. PESC({EC) will consider spending allocated to programme 2.7.
Departments should provide EC division in the Treasury with details
of their latest forecast outturn for EC receipts for 1988-89 and
their estimates for 1989-90 by 3 April. This information should be
consistent with the provisions contained in the 1985-90 main
Estimates, but set out on the basis of receipts by sub-programme
within programme 2.7. EC division will write separately to
departments to confirm the outturn for earlier years and to seek
their wviews on UK percentage shares and level of BEC receipts for

future years.




' Contingent Liabilities

37 Departments are reminded of the Prime Minister's reguirement
that they review all contingent 1llabilities at least annually.
These reviews should also cover the contingent liabilities of bodies
they sponsor. Ae in previoue vyears, a further review should be
carried out concurrently with the initial stages of the Survey.
Further advice on the coverage and conduct of the review is given in
Annex E. The review should check that all contingent liabilities
have been identified; that all available steps are being taken to
minimisa the risk of payments being required and their amounts; and
that the guidelines set out in Government Accounting, including
those on the notification to Parliament of new and outstanding
liabilities, are being scrupulously cbserved. Departments should
report the results of the reviews, which should be approved by
Ministers, to their Treasury Expenditure Division by 25 May 1989,
Departments should also confirm that their Accounting Officer 1is
satisfied that all the Department's contingent liabilities have been
reviewed and that all those over £100,000 reported.

38. If a department expects that they or any of their sponsored
bodies will take on any new contingent liability, or expects any
increase in the size of an existing contingent liability during the
pericd covered by the 1989 Survey, the departmental Minister should
mention this in his letter to tha Chief Secretary, and details
should ba included in the official letter, so that the matter can be
condidered in the context of the Survey.

VIII Farther Information

39. The PESC(WM) papers listed below are also relevant:

PEBC(WM) (89)[ ] - 1983 Survey Baseline: submission of
running tallies;




PESC(WM)(B9)3 - the 1989 Survey: Dapartmental ”‘ming
Ccosts Management Flans:

[PESC(WM) (B9)[ 1 - 1989 Survey: running costs information-
DRC forms]:

PESC(WM){(893)[ ] - 1989 Survey baseline: submission of
local authority running tallies;

To follow:

PESC(WH)[BS)[ ] - EUROPES adjustments to baseline.

Genaral gquestions arising from this paper should be addressed to the
secretaries, Sarah Walker ([270-5522) or Justin Wray (270-5523).
questions on departmental running costs should be addressed to
Graham Binns (270-4396) or Tony Davis (270-4%97), on manpower to
Ron Carpenter (270-48585); on contingent liabilities to Dick Meadows
(270-5363), and on EC expenditure to John Addison (270-4425).

MISS 5 P B WALKER
MR J G WRAY
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1989 PUBLIC EXPENDITURE SURVEY: EEY DATES MARCH-MAY

QULRCH Friday 17 March Last date for departments to comment on
formats of main departmental baseline tables.

Thursday 23 March PESC(WM) paper seeking running
tallies to amend PES database issued.

Monday 3 April Last date for forecasts of outturn for
1988-89 and 1989-50 EC receipte to be sent to EC
division.

Thursday 13 April Last date for departments to submit
running tﬂIiEEE to amend PES database for years up to
1991-92, and for DRCZ forms (1950-31 to 1992-93) where
departments are unlikely +to submit running tallies to

amend the PES database for 1992-93.

Thursday 20 April EUROPES running tallies issued.

Friday 28 April Last date for departments to submit
value for money information on basalina plans

Wednesda 10 Ma GEFP Data Unit circulate draft survey
tables sﬁnwing Survey baseline including new third year
(with separately ldentified running cost baselines and
manpower plans), and more detailed PES standard reports

to expenditure divisions and departments. Draft texts
explaining changes since White FPaper figures circulated.

Friday 12 May Last date for departments to submit
running tally forms to amend PES database for 1992-93
including EUROPES adjustments, and where appropriate
DRC2 forms for 1990-91 to 1992-93 to provide breakdowns
of running cost baselines and manpower plans,.

Wednesday 17 HMay Last date for final comments on
departmental tables, Last date for comments on textual
explanations of changes since Whita Paper figures.

Thuraday 25 May Working document circulated to PESC and
Ministers.

Thursday 25 May Last date for Ministerial and official
letters and management plans to be sent to the Chief
Secretary and expenditure divisions. Last date for DRC3
forms to support each proposed change for gross running
COoSLS and assoclated manpower . Last date for
information on contingent liabilities to be sent to
expenditure divisions.
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CONSTRUCTION OF THE BASELINE .

The arrangements for constructing the departmental Survey baseline
tables for the 1989 Survey will need to reflect the introduction
of the new definition of the planning total. The purpose of this
annex is to explain how the figures in the baseline tables will be
constructed.

Figures for 1990-91 and 1991-32

2s The starting point for those elements of the new planning
total which were also included in the planning total used in the
1988 BSurvey - central government's own expenditure and most public
corporationg - will be the samea a8 in previous Surveys; ie the
cash plans published in the 19%89 public expenditure White Paper
(Cm 601-621) adjusted for classification changes. This year
saveral substantial classification changes are being made to
coincide with the Iintroduction of the new planning total - the
departments affected are already aware of this and have been
involved in providing baseline figures. Manpowar plans for
1990-91 and 1991-92 are as published in Cm &601-621 except where
subsegquently amended by agreement with the Treasury.

3. Tha arrangements for dealing with the elements which wera not
previocusly included in the planning total which have been agreed
in Ministerial correspondence (Chief Secretary's letters of 31
January (current) and 10 February (capital)) are:

a. Current grants to local authorities. Data for thesa
grants for the years up to 1983-30 have been extracted from
the Treasury's Eatimates database ;nd chacked Wwith
&EEEftm&nta. Figures for 19390-91 and 193%1-92 have been
p:ﬂm by applying the uplift factor of 24 per cent used
for both the two previous Surveys to the previous years'
figurea for grants expected to exist in those years.




b. Capital grants to local authorities (other than BEC)]. A
similar approach has been adopted to that for current grants.
The baselines for those few capital grants referred to in the

third sentence of paragraph 27 of Annex F will be as set out
in Barry Potter's letter of March to John Adams. { Note
chat EBuropean Community capital grants (other than for
Northern Ireland] are excluded from the new planning total -
they will be treated as financing grﬂhts ndﬁ_:nﬂva?ing
additional spending power to lﬂcal_aﬁiﬁaiiﬁies. EC capital
grants to Northern Ireland district councils are included in
the planning total.)

G Mational non-domestic rates. Proxy figures for NMNDR
payments and figures for non-domestic rates in Scotland for
the years from 1984-B5 to 1989-80 have been calculated from
data on the yields and incomes of existing non-domestic rates

in Great Britain. As with grants to local authorities the
figures for 19%0-31 and 1991-%2 have been calculated by
applying the uplift factor of 2% per cent used for both of
the two pravious Survays.

d. Credit approvals., Proxy figures for CAs for the years
from 1984-85 to 1389-90 have been calculated based on capital
allocations for those years. For 193%0-91, for England and
Wales, the baseline for CAs has been calculated £from gross
provision taking into account the various sources of spending
avallable to LAs. For 1391-92 the figuras for CAs have bean
derived by applying the uplift factor of 2% per cent to the
1990-91 figures. For Scotland, whosea capital control regima
remaing unchanged, baseline figures for the equivalant of
credit approvals have been derived from existing provision.

Figures for 1%92-51

g, Figures for the new third Survey year (1992-33) for programme
expenditure, finance for local authorities and gross running costs
will be calculated by the Treasury by adding 2k per cent ta the
cash baseline figures for 1391-92. Baseline manpower plans for
1992-93 should be consistent with the baseline figures for gross
running costs calculated as above,




Adjustments to the PES database .

5. Apart from the classification changes mentioned in paragraph
2, on which the Treasury will be taking the lead, there are a few
areas where other changee to the database may be made in advance
of the production of the Survey baseline tables. They are as
follows:

a. Coding errors that need correcting. For example,
departments may have identified data that are wrongly coded
and needed to be corrected by switching money between sub-
programmes, economic categories, territorial areas, spending
gectore or accounting authorities;

b. Any minor and non-contentious amendwents to figures for
central government spending beyond 1989-90 as a result of the
Estimates scrutiny for 19859-30. PESC (WM) (89) asked
departments to align PES and Estimates for 1989=-90. In =ome,
but not all, cases changes in 1989-90 might have implications
for later years involving switches between sub-programmes,
aconomic categories or spending authorities and these may be
reflected in the database. Increases in expenditure (or
gswitches from programme expenditure into gross running costs)
should not be included, even where policy agreements have
already been reached as these will be dealt with as part of
the Survey itself and recorded on the database after the
sSurvey.

@ Adjustments to figures for grants to local authorities
for the years 1989-50 to 1951-92 arising from differences
batween the figuree for 19839-90 on the Treasury's database at
the end of January and the final main Estimates figures for
1385-30.

In all cases thesa adjustments can only be implemented by prior
agreement with Treasury expenditure divisions. Any  changes
resulting from re-assessment of priorities should be part of the
Survey and not reflected in the baselina. In particular, switches




into gross running costs from cther expenditure should not be made
.E:{CEPE where already made in Estimates or by prior agreement with

the Treasury). This will apply to the three Survey years 1990-91
to 1992-53.

6. Running tallies for any agreed changee to the baseline
covering all years of the Survey (ie 1984-85 to 1991-32), or just
the first two forward years as appropriate, should be sent to the
Treasury by 13 April. Running tallies for agreed changes to the
baseline for 195:2-93 should ba sent in, after the baseline for
that year has been created, by 12 May.

T Adjustments will alsc need to be made to soma celle as a
rasult of the EUROPES arrangements (see paragraph 6§ of the main
paper). A PESC(WM) paper requesting departments to submit tallies
for these adjustments is due to be issued in early April.

Supplementary analyses

8. In addition to the departmental tables a series of additional
analysas tables will be circulated to FFOs. These tables give
summaries of the planning total by spending autherity and
department and analyses of public sector capital spending,
expenditure on science and technology, running costs and manpowaer.
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OFFICIAL LETTERS II'

) Official letters should list proposed bidas and reducticns in
order of priority as in the Ministerial letter. They should also
include any furcher detailed explanation which Departmente wish to
put forward or which the Treasury may request. For example, if
additional provision is proposed the letters should explain more
fully how the need for it arises. They should alsoc give full
details of reduced regquirements for provision already in the
baseline indicating whether they result from an estimating change,
revisad economic or demographic assumptiona, or proposed policy
changes. In the case of proposed changes to demand led
programmes, the Treasury will in due course seek agreement with
Departments on an analyvsis of outturn for the relevant programme

for at least the past two years, and an estimate of outturn for
the current year (1989-90).

2 The letters should provide any additional details that may be
nacessary of the improvements in output and performance which
would be achieved by any bids put forward, and how effectiveness
and efficiency will be evaluated, including specific performance

measures and indicators.

3. These letters should clearly indicate which elements of the
total proposed changes to baselines relate to running cost
proposals or involve manpowar changes. In addition they should
saparately identify running cost proposals which do not fnvelve
changes to expenditure baselines. Capital expenditure proposals
and major items of maintenance expenditure of a similar nature, ie
with benefits running into future years, should be supported by a
full suommary of the information Jjustifying them. This will
normally include details in each case of: a clear statement of

objectives; the expected return (eg NPV, and/or other measures of
net benefit: details of a new Treasury discount rate are likely to
be announced shortly after Easter); alternatives considered; the
material factors in the proposed decision, including risks; the
costs of foregoing or postponing the expenditure; and the impact
on maintenance or octher current expenditure.




. . The official letters should indicate whether the change
requires amendment to proposed or existing lagislation or
regulations.

3. For any proposed change affecting other departments, the
letters should set cut the details of agreements reached with
those departments on the responsibility for funding the costs
involved.

6. Official 1letters should alsc give information on the
territorial consequences of proposed changes to the baseline, and

of proposed changes in gcience and technologqy spending, and
details of proposed new or increased contingent liabilities.

7 Annex D gives details of supplementary information on
propoeed changes to the baseline needed by the Treasury. Copies
of the forms attached to Annex D should be returned to the
Treasury with the official letters.

8. All latters and supporting information (eg DRC3 forms for

gross running costs and related manpower) should ba sent to the
Treasury by 25 May. Official letters should be sent by the
Principal Finance Officer to the appropriate Head af Treasury
Expenditure Group (or divislon in the case of small departments),
with copies to other departments affected.
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“!E.‘KD
INFORMATION ON ECONOMIC COMPOSITION

The Treasury neads to collect information about proposed changes to
the %“aseline by economic categoriws. This information is used by the
Treasury forecusters in preparing the forecasts for the July Cabinet
and the Autumn Statement. Departments are therefore asked to split
their bids and reduced requirements by the economic categories shown
in the attached table, The first ten columns refer to central
government expenditure, the next three to finance for  local
authorities, and the final column covers all planning total items in
the spending sector: ‘"other public corporations® (ie excluding
nationalised industries).

The definitions of economic categories are given in Section 2J of the
FIS Handbook. In casa of difficulty pleasa consult David Deaton

(270 5337).

Departments should provide the basic information needed by completing
coples of the form attached to this Annex (one, or more if necessarcy,
for each year of the Survey) and forwarding them to expenditure
divisions with their official letter by 25 May. Divisions will check
the information, and will forward it to the Secretaries.

Capital Spending

The Autumn Statement generally includee a statement, in broad terms,
of the change in public sector capital spending as a result of Survey
decisions, using a definition consistent with Table 2.1.11 of the
1989 PEWP. To help compile this figure, it would be helpful 1if
departments would complete the second form attached to this annex,
listing the bids and reduced reguirements for central government
axpanditure falling within ECs E20, E30, E40, G10, and G20, and
return it at the same time.
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Capital spending (ECs E20, E30, E40, G10, G20: payments on not
recelpts) .

Please list central government bids only

Department:

E million

1990-91 1991-92 1992-93

Description of

Name of originator:

Telephone number:
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CONTINGENT LIABILITIES

Introduction

The purpose of this annex is to give advice on the coverage and
conduct of the reviews of contingent liabilities referred to in
paragraphs 33 and 34 of the covering PESC paper and to set out
details of the action tc be taken by departments in reporting the
rasulte of the reviews to the Treasury.

Coverage of the review

2. Tha review should consider all contingent 1liabilities and
should saak to identify any liabilities of an hitherto
unrecognised nature (including those which arise as a result of a
department's staff acting in an ex-officic capacity, advice on
which was circulated to Departments last year). Departments
should satisfy themselves that the contingent liabilities they

have are necessary and that every effort has been made to minimise
the riskse of payments being required. Departments should also
ensure that they have scrupulously followed the requirements of
Govarnmant Accounting, Section O paragraphs 26-57, on the
assumption and control of all contingent liabilities, and
particularly, in appropriate cases, the requirements for reporting
to Parliament new and changed 1liabilities and the reqular
reporting of outstanding exposure on continuing liabilities.

Types of liability to be reported

3. Departments are again asked to report all their outstanding
contingent liabilities and those of the bodies which they sponsor
where the potential risk to their programmes exceseds £100,000
except those which fall into the following categories:-

a. Those which arise in the normal course of business (see
paragraph 4 balow).




b. Thosa which may arise as a result of the Gover nt's
general practice of non-insurance. #

. Those which may arise as a result of department's
gponsorship of the nationalised industries; these are
monitored in the context of FFL reviews.

§. In deciding whether a contingent liability has arisen or
will arise in the normal course of business, departments should
consider whether:-

a. the activity which gives rise to the liability is an
unavoidable featurea of their essential responsibilities or
statutory duties; and

b. Parliament could reasonably be  assumed to hava
envisaged the activity when it passed the statute or, for
the activities resting on the sole authority of the
Appropriation Act, voted the supply expenditure.

5. Indemnities given for the loan of articles for exhibition
should be reported. Although exhibitions are part of the every
day businesse of museums and galleries, the borrowing of exhibits
is discretionary and the associated indemnities are reported to
Parliament at the PAC's regquest.

6. Departments will still nesed to send a separate return to the
Accountant, HM Treasury, by the end of June each year, setting out
details of contingent liabilities resulting from statutory
guarantees; this is required for inclusion in the annual
Supplementary Statement to the Consolidated Fund and Naticnal
Loans Fund Accounts but any such liabilities in this category
should alsoc be included in departments' reports to expenditure
divisione if the risk exceseds £100,000. Departmants are also
reminded of the need to report liabilities on owntstanding
non-statutory contingent liabilities in the introduction to the
relevant supply Estimate.




1'i?rmat of reports

T It would be helpful if, in reporting contingent liabilities
to the Treasury, departments could follow the format attached. In
completing this the following should be noted:-

& . Column 1 should clearly indicate whether the liability
arises from the department's activities or from those of a
sponaored body (giving the name of the body);

b. Column 2 should set out details of the statutory
authority or, in the case of non-statutory contingent
liabilities, the reference of the departmental minute, where
either of these exists. Departments should consider whether
existing reports to Parliament remain sufficiently
up-to-date, taking account of any significant change in the
nature or increase in the size of the contingent liability,
or change in material circumstances since it was acceptad or
last reaffirmed. Departments should confirm here that they
have followed the relevant requirements for reporting
putstanding liabilities to Parliament.

Cs Column 3 sheould be completed to compare this year's
figure with last year's: if this year's figure is not fully
available by 25 May an estimated figure should be inserted.

d. Column 4 ghould include a brief description of the
action departments are taking to minimise the risks.

Submission of reports

B. The reports should be approved by the department's Minister
and sent to the Treasury by 25 May. The reports should confirm
that the department's Accounting Officer was satisfied that all
the department's contingent liabilities have been reviewed and
that all those over £100,000 were reported.

Planned new contingent liabilities

9. Proposals for new or increased contingent liabilities to be
taken on during the Survey period should be summarised in the
Ministerial lettersm and details given in official letters.
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1988 PES: SUMMARY OF REVIEW OF OONTINGENT LIABILITIES

TO BE RETURNED TO HM TREASIFY BY 25 MAY 1989

return using the
same format for planned now
or increased liabilities)

Statutory Authority or Amoumnt at Risk at 31.3.89 Department ‘s Comments

Himate Em To cover action to minimise
REEErEn:E 4 the risk of payment,
(1f either exist) reasons for amy significant
changes in amount at risk

. 4

Liabilities in existence at 31.3.88
(To include any not previously reported)

(Show in brackets immediastely
below this year's figure the
amount reported last year)

Liabilities arising or entered into between
1.4.88 and 31.3.89
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ANNEX F

HANDLING OF LOCAL AUTHORITY COMPONENTS OF NEW PLANNING TOTAL

The operation of the public expenditure Survey will reflect the
reform of local government finance and the introduction of the new
planning total.

L. For local authority current in GB, the new planning total
will include the following components:

fa) Revenue Support Grant (REG);

National non-domestic rate [(NNDR) payments (and the
equivalent in Scotland);

Specific current grants (including grante covering
community charge benefits, and European Community
current grants to local authorities).

Items (a) and (b) will be included in DOE, Scottish Office and
Welsh Office departmental programmes; item (c) will be included in
the appropriate departmental programmes.

ki For local authority capital in GB, the new planning total
will includa:

{a) Domestic (non-EC) capital grants;

Credit approvals (or their equivalent in Scotland)
issued by central government authorising local
authorities to borrow or raise other forms of credit
for capital axpenditurea.

g, The coverage of the new planning total in N Ireland reflects
the different arrangements thera.

5 The capital and current expenditure which local authorities
in effect determine and finance for themselves, from the community
charge, the use of capital receipts; or from other income, will be
outside the new planning total.




6. The Survey will determine local authority components , tha
new planning total identified above; the Autumn Statement will
also dinclude within GGE projecticns for the self financed
expenditure of local authorities throughout the UK. This Annex
dascribes in more detail how the individual components will be
handled in the 1989 Survey. The attached appendices summarise the
timetakble.

LOCAL AUTHORITY CURRENT

England

T Ministers have agreed to the proposals in the Chief
Secretary's letter of 31 January and 2 March for the conduct of
the Survey. The baselines for the relevant components of local
authority current will be constructed by applying to the
corresponding 1989-90 figures uplift factors of 24 per cent to
create figures for 1390-91 and 1991-92. Figures for 1992-93 will
bha created by applying the same uplift factor of 24 per cent as
used elsewhere Iin the Survey.

B. Ministerial letters, and supporting official letters, due by
45 May will need to cover any propeosals for changes from the
bagaline for individual specifiec grants. Departments will be
expected to provide supporting information as in Annex C. As with
other proposed increases departments should say what priority they
attach to these bids and set out the reductions which are proposed

to cffset these increases.

5. Decisjons on lacal authority current for 1990-91 will be
taken in two stages. In July Ministers will decide in E({LF) on an
aggregate amount of Excheguer support and the aggregate need to
spend. In September/October Ministers will take final decisions
on the distribution of the aggregate need to spend amongst
departmants and the split between RSG, NNDR payments and specific
grants (to the extent that the latter are not decided in July).




.l‘ha July decisions

10, HMinisters have agreed that, in July, there should be an
announcement covering, for 1990-91:

(a) an envelope of "Aggregate Exchequer Finance" (AEF),
including the NNDR payments, REG and certain speacific
grants;

(b} the aggregate need to spend;
(e) the community charge for spending at need.

Once decided, the AEF figures would remain fixed for tha rast of
the Survey.

11. It has already been broadly agreed which specific grants
should be included within AEF (see attachment to Chief Secretary's
letter of 31 January). Final details will be agreed as soon as
poesible.

12. 1In order that proper decisions on AEF can be taken by E(LF)
in July bilateral discussions on specific grants within AEF will
take place before the E(LF) meetings. E(LF) will then be in a
poaition to agree figures for most if not all of the specific
grants within AEF.

13. In addition Ministers will consider how figures should be set
for 1991=92 and 1332-93 on the AEF envelope, though no

announcement will be made about the later years in July.

The Autumn decisions

14. In September/October Ministers will take final decisions on
the distribution amongst services of the aggragate need to spend
agreed in July. 1In addition they will agree the RSG and HNNDR
payments flgures within the AEF total in the light of the final
forecast of the yvield from the NNDR.




15. BSpecific grants outside AEF will be considered ’ tha
bilaterals. Decisions on these grants will be taken as part of tha
normal bilateral discussions on Departmental programmes.

16. Ministers w#ill announce in tha Autumn Statement, or around
the same tima, provision for RSG, NNDR payments, and specific
grants for each of the three forward years and the assessment of
service needs for the year ahead.

Scotland

17. In GScotland, the local authority current expenditure regime
will be different in certain respects from that in England and
Wales. Baselines for Revenue Support Grant, estimated
non-domestic rate income and specific grants will be set in a
broadly similar way +to the provision in England. Following the
decisions in July on AEF for English local authoritiea for
1990=-91; there will be bilateral discussions betwean the Chief
Secretary and the Scottish Secretary on the corresponding
aggregate for Scotland and hence for Revenue Support Grant and

those specific grants which make up AEG for Scotland. AEG for
1990=-91 will ba announced in July. Provision for the aggregate
corresponding to AEF in 1991-92 and 19%2-93 will be considered in
July. In October the Secretary of 8State for Scotland will
announce provision for RSG, projected non-domestic rate income and
specific grants for at least the year ahead. Figures for all 13
yaare will be included in the Autumn Statement.

18. The provision for these components of local authority current
will not be covered by the BScottish block formula. Specific
grants outside AEG in support of local authority current
expenditure will be handled eaeither as part of the appropriate
programme bilateral, or, where included in the block, will be
altered in line with the formula consegquentials of the comparable
English programmes. [These arrangements are sat out in
Barry Potter's letter of March. ]




Wales

19. Baselines for Revenue Support Grant, HNNDR paywments and
specific grants will be set in a broadly similar way to that in
England. Following the decisions in July on Aggregate Exchequer
Finance for English local authorities thera will be bilateral
discussions between the Chief Secretary and the Welsh Secretary,
to settle AEF, assessed need to spend and the community charge for
spending at need for Wales for 1990-91 in the light of the English
settlement. These figures will be announced in July. Provision
for those specific grants within AEF which are the responaibility
of the Secretary of State for Wales will also be settled in July.
Provision for AEF for 1991-92 and 1992-93 will also be considered
in July. In October/November the split between NNDR and RSG
will be determined and announced at least for the year ahead.

20. The provision for these components of local authority current
will not be covered by the Welsh block formula. Specific grants
outside AEF in support of local authority current expenditure will
ba handled either as part of the appropriate programme bilateral,
or, where included in the block, will be altered in line with the
formula consegquentials of the comparable English programmes.

21. For district council current, the new planning total will
include only current grants - DOE(NI)‘'s general grant and specific
grants. These items will be included in the NI block. Basalinas
for current grants will be set in the light of the corresponding
figures for England. Provision in the NI block will be adjusted
to reflect the formula consegquentials of changes to comparable
English figures, as describad in Max Sharratt's latter of
20 December to Andrew McCormick.

22, Further information on all local authority current items
covering all four territories can be found in [PESC(LA)(89) ].




LOCAL AUTHORITY CAPITAL {.'

23. There are 6 main blocks of local authority capital
expenditure within the new planning total.

(7} English Local Authority Block (ELAB)

24, The method for setting baselines for credit approvals and
capital grants within ELAB was set out in the Chief Secretary's
letter of 10 Pebruary. (See also Annex B). Figures already on
the database for capital grants will be adjusted to reflect
changes made in 1983-90 Main Estimates. The baselines for credit
approvals will be finalised by early April, in the light of
further information only about tha wvolume of accumulated and
in-year receipts. Baselines for 1992-93 will be created by the
Treasury by adding 2% per cent to the cash figures for 1991-92.

25. The baselines are set by department. For this purpose, the
credit approvals for “"other services bleck" within ELAB will be
allocated between departments.

26. Departments are asked to cover any proposals for changes from
these baselines in the Ministerial and official letters due to ba
sent to the Treasury by 25 May. These letters should set out
comparable information to that requested in paragraphs 15-17 of
tha main Guidelines, and should be accompanied by official letters
getting out information as requested in Annex C.

27. Provision for credit approvals and capital grants for each
department will be discussed in the Ministerial bilaterals in the
Autumn.

28. The BSurvey will determine, for each department, credit
approvals {and the Annual Capital Guidelines issued by departments
to the releavant local authoritias) for 1990-91, as well as credit
approvals for the 2 later years, To form the ACGs, the credit
approvals for 13990-91 will be added to figures for receipts taken
into account. The receipts taken into account for 1990-91 will be
fixed in mid-July; once fixed, the figures will not be changed
during the Survey, so that any additions or subtractions to
paseline c¢redit approvals agreed in the bilaterals for 1930-91
will add or subtract € for £ to Annual Capital Guidelines.




.E, All domestic (non-BEC) capital grants to local auathorities
that represent a source of finance directly available for spending
are included in the new planning total, and will be determined in
the Survey. Thesea grante are listed in PESC(WM)(89)[ ]. They
include a small number of DOE capital grants, previously paid as
specific grants towards loan c.arges incurred on borrowing to
finance capltal projects, but in future to be paid as lump sum
contributions to project capital costa. (Fayments to local
authorities capitalising sums that would otherwise have been paid
in support of loan charges on projects already started will not be
included within the new planning total. Any residual specific
grants on loan charges which have not been capitalised will also
not score in the new planning total.)

30. Provision for EC capital grants to local authorities will not
be settled in the bilaterals. These grants will be financing
grants, and will substitute for the use of credit approvals. They
will therefore not score in the new planning total.

31. Further information can be found in PESC(NPT)(89)[ 1.

(ii) Urban Block (DOE/UALl)

32. The wurban block (DOE/UAl] at present includes expenditure of
central government, local authorities, and public corporations.
It 18 Aincluded within the other environmental services programme
of DOE. The central government and public corporations elements
will continue to be handled in the Survey as normal. All the
local authority elements covered at present will be included
within the new planning total, as there is deamed to be no local
authority expenditure on this block financed from receipts or
revenue contributions. The total baseline provision for the local
authority elaments for the 198% Survey will therefore be as in the
1989 PEWP. Any changes to this provision which the department
wishes to propose should be included in the Ministerial arnd
official letters submitted to the Treasury by 325 May and
accompanied by supporting information as requested in paragraphs
15-17 of the Main Guidelines and in Annex C. Provision will be
discussed in the bilateral meeting with the Secretary of State for
the Environment as has been the case in the past. The new total
will be divided between credit approvals and capital grants at the
end of the Survey. These arrangements arsa as set out in
Mark Betenson's letter of [ ] March to John Adams.




(iii) Home Office (HO/LAL)

33. Arrangements for Home Office services (police, magistrates'
courts, probation and civil defence) will be similar to those for
the English local authority block,; subject to certain additional
controls. (S5ee Mr Hurd's letter of 15 February, and the Chief
Secratary's reply of 6 March). The new planning total will
include provision for credit approvals and capital grants from
central government. Baselines for credit approvals and capital
grants for Home Office services [have been] agreed betwean the
Chief Secretary and the Home Secretary. Any proposals for changes
from these baselines should be covered in the letters due to be
sent to the Treasury by 25 May and supported by the information
requested in paragraphs 15-17 of the Main Guidelines and in
Annex C. Provision for credit approvals and capital grants will
then be discussed in bilaterals between the Chief Secretary and
the Home Secretary. Credit approvals will be distributed by the
Home Office as Supplementary Credit Approvals on the basis of the
project approvals issued by the Home Cffica.

(iv) Welsh Office Local Authorities Block (WOLAE)

34. Welsh leccal authority capital items within the new planning
total are covered Dy the Welsh Office Local Authority Block
(WOLAB). This 1includes credit approvals and capital grants.
Baselines for these items have bean =2et, (Bea Barry Potter'a
letter of | ] March 19E% to Colin Jones) . The provision for
WOLAB is included within the Welsh block. Total provision within
tha Welsh block will be alterad in line with the formula
consequentials of any changes to the credit approvals and capital
grants included within ELAB.

(v) Scottish Office Local Authorities (S0/LAl and S0/LA2)

35. Scottish local authority capital items within the new
planning total are covered by the Scottish O0ffice Local Authority
Blocks 1 and 2. These will cover capital allocations (the broad
agquivalent in Scotland of credit approvals and capital grants).
Baselines will be established following the method set out in




Barry Potter's letter of 1 February 1989 to Tony Camaron. The

.:imet:a.hla for setting the baselines will be similar to that
proposed for ELAB. Provision for SO/LAl and S50/LA2 is included
within the Scottish block. Total provision within the Scottish
block will be altered in line with the formula consequentials of
any changee to the capital grants and credit approvals within
ELAB.

(vi} N Iraland

d6. The new planning total will include central government and EC
capital grants to Northern Ireland district councils. Baselines
for these will be set in early April on the basis of the figures
in the 1989 PEWPF. Provieion for these items, which fall within
the N Ireland block, will be altered in line with the formula
conseguentials of the changes agreed to the comparable programmes
in GB.
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TREATMENT OF LA CURRENT EXPENDITURE IN THE 1989 SURVEY: W‘LIHE
TIMETABLE

- Baseline tables finalised, including
1992-93.

- Ministerial letters, and supporting
official letters, with proposals for
variations from the baseline for individual
specific grants.

June-July - Bilateral Ministerial considaration of
individual specific grants within AEF.

July - E{LF):

(a) settles for 1930-91, an envelope of
"Aggregate Exchegquer finance", the
aggregate need to spend, the community
charge Ior spending at need; and most Lf
not all specific grante within AEF.

[(B) considers AEF for 13991-=92 and
1992-33,

- Announcement of Government decision on (a)
above .

- Bilateral discussions and announcements of
(a)} above where relevant for Scotland and
Wales.

Eaptambarﬁﬂctnber - Discussion of any specific grants within
AEF not finalised in July.

- Bilateral discussion of specific grants
cutside AEF, as part of discussion of
departmental programmes.




RESTRICTED

- Final decisions ont

(a) split of AEF for 1930-91 into RSG,
NNDOR payments, and specific grants;

{b) distribution of aggregate need to
spend between services for 1990-91.

October /November - Announcement of split of AEF for 19%90-51

and distribution of total needs by service.
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TIMETABLE FOR LA CAPITAL

BASELINES

February

VARTATIONS FROM THE

(ii)

(£id)

{iv)

set baselines for domestic capital grants and
credit approvals for 1950-9. and 1991-92 on
provisional assumption about receipts;

set provisional assumptions about RTIA for
1590-91;

finalise baselines in the light of latest data
on receipts;

create baseline for 1992-93:

BASELIHE

End-May

July

BILATERALS

September /

Detabar

(¥)

(wiii)

deadlines for any Departmental bids
and capital grants:

RTIA by department for 1990-91 fixed:

bilateral negotiations on CAs and capital
grants for all three yearsj

ACGs for 1990-9%1 formed by adding CAs to RTIA
for each service block.
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To: ce Mp Liesner
Mr Ward

PS/FRTME MIKISTER

PES/SECRETARY OF STATE

PE/MINISTERE OF STATE

PS/PARLTAMERTARY UNDER SECERETARIES DF STATE

FS/PERMANERT SECRETARY

Froms

R WILLIAMS
Head Branch 2
B0

Heanri

GTH 1211 2252

14 Harch 198%

CAPTTAL EXPENDITURE PRESS ROTICE

A press notice giving revised figures for the
fourth gquarter of 1988 is attached for information.
The notice will be published st 11.30 am en
Thuraday 16 March. Ag usual, the contents should
ke troated as confidential until then.

The revised figures for the fourth quarter are,
overall, almost 5 per cent higher than at the
provisional stege, with the figures for
manufacturing reviged marginally upwards and thoss
for construction, distribution and financial
industries revised upwards by nearly 8 per cent.

The figures for 1986-8 are not fully consistent
with the figures of total fized investment in the
Financial Statement and Budget Report 1989-90. The
latter figures incorporate upward revisions to take
account of additional Information, for which no
induscrial detall 1s yet available. AnY necessary
revigions to the guarterly secies will be made
later this year when final results are available
frop annual inguiries for 1987,

& —

s

i e

i

R WILLIAME




10 DOWNING STREET
LONDON SWIA JAA

Friwn the Private Seeretorn 18 Ja nuary 1989

PUBLICATION OF THE 1989 PUBLIC
EXPENDITURE WHITE PAPER

Thank you for yvour letter of 16 January.
The Prime Minister is content for the
publication date of Monday 30 January
to be announced by Written Answar.

I am copying this letter to the Private
Secretaries to Ministers in charge of
Departments, Murdo Maclean (Chiaf Whip's
Qffica), Trevor Woolley (Cabinet Dffice)
and Bernard Ingham.

Mizs Carys Evans,
Chief Secretarv's Office,
H.M. Traasury.
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Private Secretary
10 Dowvning Street
London
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|l January 1989

FamA_

PUBLICATION OF THE 1989% PUBLIC EXPENDITURE WHITE PAPER

The new arrangements for financial reporting to Parliament agreed
with the TCSC mean that the expanded Autumn Statement is now the
main announcement of the Government's public expenditure plans.
This implies a lower-key launch for the public expenditure White
Paper than in previous years, without a press conference.

This year the Chief Secretary proposes that the White Paper
should be published on Monday 30 January. Embargoed confidential
final revise copies would = made available to the press at
11.00am, with full publication at 3.30pm.

If, as in the past, other departments wish to issue their own
press notices to coincide with publication, commenting on the
plans in their own chapters of the White Paper, these should be
cleared in draft with the relevant Treasury expenditure divisions.

If the Prime Minister Is content, we will arrange for the
date to be announced by Written Answer.

I am copying this letter to the Private Secretaries to
Ministers in charge of departments, the Chief Whip and Sir Robin
Butler and to Bernard Ingham.

i1hq \

Lﬁttﬁqﬁ

MISS C EVANS
Private Secretary




CHANCELLOR " 5 SPEECH FOR AUTTHN

STATEMENT DEBATE, 12 JANUARY 1989
I beg to move tha motion on tha
Order Paper in the nama of my RHF

the Prime Minister.

Thae whole House owes a debt of

gratitude, once again, to my RHF the

member for Worthing, whose Committee
has produced a report on the Auotumn

Statemant .




One matter which greatly exercised

my RHF and his colleagues was the

manifest shortcomings of a number of
the published economic statistics.
As he knows, the Government shares
this concern, and set up a Scrutiny
of Government Economic Statisticas.
That first stage is now complete,
and the Govaernment is now
considering its findings.

A comprehensive report

published in due course.




In recent years, it has become
customary for me to use the occasion
of this debate, on the Autumn
Statement, to announce the date of
tha Budget.

I am happy to follow that precedent,

and inform the House thet the Budget

this year will be on 14 March - that

iz, in a little under % weaks' time.
RH and hon Members opposite will no
doubt wish to make a note of this in
their official Labour Party
filofaxes, which 1 see were among

the prizes to be won in the 1988




Labour Party Christmas Lottery -
along with a Black Sea cruise for

the Ron Todd wing of the Party.

As usual, the Budget will be the
occasion to announce the rates of

taxation for the coming year and the

projected size of the Public BSector

Borrowing Reguirement - or; to be
accurate, in the new era which our
prudent fiscal policy has ushered
in; tha gize of tha PFublic Sactor
Debt Repayment, or Budget surplus.

What it is not is an occasion for




announcing changes i public

axpeanditure.

Our public spending plans for the
coming year were announced in the
Autumn Statement, which wea are

debating today.

The House will be aware that public
spending in the current year is
likely to be the lowest it has been,
&5 a share of total national income,
for over 20 years, with a further
decline in this ratio likely in the

year ahead.




This has been achieved by sticking
firmly to the planning total
published in last year's  Public

Expenditure White Paper, while

ensuring, within that total,

significant extra money for priority
programmes, from the Health Service
to roads.

And overall public espending has been
further contained by the reduction
in the burden of debt interest that
flows directly from the
transformation of the massive Budget

deficit which we inherited from the




Party opposite - eguivalent to some

£25 billion in today's terms - into

a substantial Budget surplus.

I will leave other aspects of public
spanding to my RHF the Chief
Secretary, who will be winding uap
thisa debate 1if he is fartunate
encugh o catch Yyour Bya;
Mr Speaker, and who 8o skilfully
conducted last year's public
spending round.

I would only add that firm but

COmmon-gensa control of public




expenditure remains, as it always

has been, central to our economic
strategy and a major contributor to
tha economic succegs w2 are HNow

anjoying.

It is a success widely acknowledged
by British business and industry,
who have seen productivity and
profitability improve beyond
recognition, and now  have the
confidence to invest on an

unprecedented scale.,




It is a success widely recognised
abroad, where Britain's standing has
never been higher.

One sign of this is that last year,
despite a gubstantial current
account deficit on the balance of
payments; the pound stayed strong
and cur foreign exchange researvas

ended the year at an all-time high.

And of course it is a success widely

enjoyed by the British people, who

BEae steadily rising living

standards, more pecople in work than




ever before, and inflation far lower

than it was under Labour.

Indead only Labour have failed to
recognise the tranaformation that

has occurred to the British economy.

As even Fravda was obliged to paint

cut; in an article on Britain last

month,

“the Left have been in retreat

for tan Years, unabla to




respond to tha Thatchar
challenge, unabla to adapt to

life in the 1980=".

One of the key reasons why we have
been able to achieve this long term
gsuccess is that we hawve nevear
shirked from taking the measures
necessary to deal with short-term
probleme, even if those measures
ware unpopular.

Gatting the economy right does not
mean that there will never be

problems .




That idealised state of affairs is
not for this world.

What it means iz getting the
fundamentals right, and tackling
short=term problems effectively and

declsively as and when they emerge.

In particular it means acting firmly
Lo deal with the BOrt of
inflationary pressures that emerged
in the second half of last year,

when i1t became clear that total

spending in the economy was growing

at a wholly unsustainable rate.

12




And that is why interest rates have

had to rise.

As every sachool boy should know by

now, there is no way inflation can

be controlled other than by a
sufficiently tight monetary policy,
and that means having the courage to
ralse interest rates a8 and when it

is necessary to do so.

There is nothing new in this.
It is what all other successful

countries do.




£ is what we - unlike the
disastrous inflationary Labour
Government which preceded us - have
always been prepared to do, and
consistently made clear we would

continue to do, throughout the ten

yaars since we first took offica.

As a result, the underlying rate
inflation, a8 measured by tha
excluding the distorting effect of
mortgage interest payments, which
reached 5 per cent in July, is

likaly ¢to edge up a little over the

14




next few months, perhaps to the

Elfi per cent or s8¢ it reached

during the last inflation blip in
1985.

But then,; just as it did in 1985, it

will start coming down again.

Let there be no doubt about that.

Monetary policy works.

And the passage in the official
Oppesition amendment before us

today, urging us to "combat




inflation [and] move interest rates

downwards® betrays that irredeemable

economic 1illiteracy that is their
hallmark in every economic debate we

have ever had.

Sa far as the recorded RPI i=s
concerned the pogition iE
complicated by the fact that, of all
twalve nations of the European
Community, wa are one of the only
two = the other is Ireland - that is

daft enough to include mortgage




interest payments in its retail

price index.

S50, for example, next week's RPI

figure for December would gshow a
further rise of almost half a
percent simply because a mortgage
rate fall made the December 1987
index artificially low, even it
there was no change in underlying

inflation at all.

But to assert that monetary policy

works 1is not to say that we are

17




b
. Im‘; on monetary policy alone.

It is a matter of not being afraid
to use monetary policy where

monetary policy is called for.

But it is of course buttressed by
the firmest fiscal stance of any
Government since the war: for the
first time for at least half a
century we have a Government in this
country that is engaged in repaying
the national debt; and will continue

to do 80 naxt yveaar too.

#w \O




And it 1is this immensely strong
fiscal position that guarantees that
tha historic tax reforms and tax
reductions in last year's Budget -
for which 1 make no apology

whatever - will remain fully in

place, to the immense benefit of the

British economy in the years to

cCome .

I understand full well that the
Opposition don't like it.
What theay want - what they always

want - is to see income tax put up.

13




That is why they voted against each

and every reduction in incoma tax -

each and every one of them.

I recognisa, of course, that the
rise in inteareast rates will mean
that pecple with mortgages will have
toc curb their s=spending on other
things, in a minority of cases
considerably, in order to meet the
highaer mortgage payments.

Indead, the policy would not bea

working if this were not so.




And there are growing signs that it

1ls working.

But the Opposition‘s charges that

the Government has been deliberately

stoking up borrowing, apparently by

keeping interest rates persistently
too high, once again betray their
irredeeamable economic illiteracy.

What we have done is to give people
the freedom to chococse how much to
borrow, in the light of what they

think they can afford.




And that Jjudgement has to taka
account of the fact that mortgage
rates do go up and down.

Responsible people know this - eaven

though the HM f{for Islington South

evidently doesn't, judging from his

recent pronouncement on behalf of
the Opposition front bench about
"home buyers who budgeted sensibly
in taking cut thelr mortgages, who
mortgaged themse lves up to the
hilt".

That's not sensible budgeting: it's

Labour budgeting.




In a soclety which treats people
like adults, it must be for
individuals to decide for themselves
how much it is sensible for them to
borrow.

That 1is the only way to a free and
responsible society.

And that in turn is the only way to

a successful economy.

As far as the impact of interest

rates on companies is concerned, the

plain fact is that companies are now

23




in a far stronger financial position
than they have been for a very long
time.

Whereas in 1980, company borrowing

amounted to 45 per cent of their

equity, it was down to around 28 per

cent by the end of 1987.
Profitability has been transformed:
the rate of return on capital
employed has trebled from 4 per cent
in 1580 to 1! per cent now.
Moraowver, although short term

intarest rates have risen




considerably, long term rates have
barely moved at all.

With the Government now actually

redeeming some of its outstanding

debt rather than making continuing
demands on the markets, there are
aexcallent opportunities for
borrowers who wish to take advantage
of this market.

Lagst year, for example, there were
over £10 billion of fixed rate long
term sterling bond issues, and there
iz likely to be even greatar scope

this year.




Much concern has beean expressed
recently about the sharp fall in the

personal savings ratio = thea

proportion of personal disposal

income that is saved.

It has certainly been dramatic.

And equally certainly, high interest
rates - which make savings MOre
attractive and borrowing less
attractive - are likely to reverse
this trend.

Not least because the sharp fall in

tha parscnal savings ratio has been

26




overwhelmingly caused by the sharp

rise in personal borrowing, since

savings Are measured net of

borrowing.

But it is important to set this in
lts proper perspective.

The UEK's overall national savings
ratio has remained virtually
unchanged throughout the 1%80s, with
the sharp fall in personal savings
offsat by a sharp rise 1in company
savings as profitability has been

transformed, coupled with the




improvement in the public finances

from deficit to surplus.

Even 8o, the strength of the recent
investment boom has meant that total
domestic investment exceeds total
domestic savings, and tha gap has
therafore had to be financed from
overseas.

As a result, we have moved into
pizeable current account deficit,

with a surge in importse of capital

goods and other matarials for




industry, superimposed on a slightly
leas rapid growth in consumer goods
imports.

But ag savings rise in response Lo
higher interest rates; particularly
with the collapse of the housing
boom, and as the growth of spending
slows down from last year's peak,
the current account deficit will
narrow, though this process is bound

to take time.

Mr Speaker, two things are vital to

the long-term success of an economy.

23




One is a foundation of gound

finance - and that is why, as I have

explained, we are determined to take

whatever action is necessary to deal
with inflation.

But what is egually important for
aconomic growth, and hence for the
prospects for Jjobsa and living
standarde; is the supply side of the
gconcmy - productivity, investment,
and profits,

And the transformation in the supply
gide of the British economy has been

dramatic.




Manufacturing productivity has grown

far faster than in any other major
nation in the 19808, after growing
slowest of all in the 19608 and
19708 .

The industrial relations scene is
unrecognisable from the depths
plumbed in the Labour Government's
winter of discontent ten years ago.
Profitability is at its  highest

lavels for 20 years.




And partly as a result, Britain‘'s
investment performance has improved

dramatically.

One of the reasons why we grew more

Slowly than any other major European
country in tha 1360z and 19708 was
because we fall behind in
investment.

Comparing the rates of growth of
investment in the twelve European
Community countries, in the 1960s,

we were ninth out of twelve.




In the 19708, we slipped to tenth.
But in the 1980s we have shot right

to tha top - an achievement that

bodea well for the future.

Within the economy, there has been a

marked shift in the balance of

growth, between investment and

consumption.

In the five years betwean 1968 and
1973; consumption grew by about
3 per cant & year and investment by

about 2 per cent a year.




Between 1973 and 1978, and again
between 13978 and 1983, consumption
grew slowly, but investment actually
fell.

But since 1983, investment has grown

at getting on for twice the rate of

consumption so that private sector
investment now stands at 16 per cent

of GDP - the highest figqure ever.

So mach for what the Opposition like
to call a short-lived consumer boom.
What we have seen is a long-lived

investment boom - and one which is




set to continue, as the surveys from
the CBI, the I0OD, and the DTI all

confirm.

The transformation of the supply
glde of the British economy has been
the foundation for what is already
the longest peried of strong and
steady growth, and the longest
sustained fall in unemployment,
gince the War.

And Britain's economic renaissance

is set to go on, though growth this

year will be slower than in the past

35




two years, particularly 80 far as

domestic demand is concerned.

Perhaps the best evidence of the
transformation of the supply side is

the way the economy has forged ahead

through the coal strike, the oil

price collapse, and the stock market
crash.

There will be further evidence in
the way we shall come through the

presant problems.




In the past, each and every one of

these incidents would have created a
major crisis.

Now ,; they are little more than
changes of pace in the sustained
upward march of the British aconomy.
Our BConomic proapacts Wwill
inevitably depend to scme eaxtent on
the wider world economy.

The closar intarnational
co-operation that has been in place
for well over three years now has, I

am sure, been of great baneflt in

37




creating the right climate for
healthy growth, and particularly for
investment.

As the House will be aware, I was in
Washington on Tuesday for an
informal discussion with US Treasury
Secretary Brady, and I am sure that
the new US administration will
continue to play its full part in
that Process of international
co=ocperation.

In this context, low-profile

meeting of the G7 - the Finance

Ministers and Central Bank Governors

k}:




of the seven major industrial

nations - and the first Involving
thea new US administration, may well
take place within the next few

weaks.

Mr Speaker, I have set out in the
Autumn Statement the prospects for
1989, and I have explained the
policies I intend to pursue to
ensure that our economic success
continues.

When he comes to reply, I hope the

HM for Dunfermline East will have




the honesty and courage toc set out

his own Party's policies as well.

For in spite of all his speeches;
letters; and TV appearances; the
House 18 little clearer than it has
ever been on what Labour's policy on
the economy actually is.

We are still walting to hear what
they decided at their retreat into
saclusion in a convalescent home at
Rottingdean a few weeks ago.

We are still waiting to hear the

outcomes from their much waunted

40




policy review, which seems to have

disappeared from sight.

But I must be entirely fair.

That great economist, the RHM for
Sparkbrook has published his
proposal to solve all Labour's
problems.

He recognises that they have alreaady
lost the next election.

S50 on the principle that if he can't
win, he isn't playing, he proposes
that we split the country up into

aver smaller units, until W

41




eventually find ona where Labour

might hope to get a majority.

Well, now we know what one saction
of Labour offers - tha Yugoslav
golution: total devolution and
total ungovernablility.

Small wonder that the entire

Yugoslav government resigned bacause

it couldn't find a way cut of its
aeconomic difficulties on the wery
day that the RHM weant into print,

commending this model to the British

pecple.




But let me come back to the hon

Member for Dunfermline, and ask him

a straight question.

First, can he bring the House up to

date on what Labour's tax policy

actually is this week, and in
particular what Labour's basic rate
of tax would be?

| realise he may find this a
tiresome gquestion but it is of some

interest to the House.




Labour wvoted against the cut in the
basic rate from 29 per cent ta
27 per cant in 1987, and also
against the cut from 27 per cent to
25 per cent in 19848.

But when he was pressed on the

subject by Mr Brian Walden, a few

days ago, the [Leader of the

Opposition said that, for the 95 per
cent of taxpayers who pay at the
basic rate, “the possibility of
increasing their income tax is wvery,

vary remote®.




Though I have to say that when

Mr Walden kindly offered to change
the subject; the EHM exclaimed
"Thank Godl!*"

Perhaps the HM for Dunfermlina East
will now confirm to the House that
Labour now admit they were wrong to
vote against the cuts in the basic

rata of income tax in 1987 and 1988.

And, gince we are debating the
Auntumn Statement and tha
Government's public expenditure

plans, perhaps the HM for




Dunfermline East, who has, after
all, been shadow Chief Secretary for
over a8 year now, will tell us by how

much Labour would increase public

expenditure, in the unlikely event

of thelr returning to office.

I look forward to his reply.

Because the only policies we have
heard from Labour; throughout the
19808, have been a repeat of the
disastrous policies which laid the

country low in the 1970s, and would




do 8o again, as the British people

s0 clearly recognise.

By contrast, the Autumn Statement
offers the prospect of a further
year of healthy growth and strong
investment, wwith inflation resuming
ite downward trend.

I copmend it te the House.

And above all, an economy that has
been fundamentally transformed for

the batter.
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AUTUMN STATEMENT DEBATE: GOVERHMENT MOTION

Following my minute of yesterday, the Chancellor has decided that
the Government motion should be as follows:

2.

.

That this House approves the Autumn Statement presented by Mr
Chancellor of the Exchequer on 1 November 1988; endorses the
action taken by Her Majesty's Government to ensure that
inflation resumes its downward trend; welcomes the prospect
of continued growth and strong investment as the basis for
maintaining the trend of rising employment; and congratulates
Her Majesty's Govarnment on the continuing reduction in the

ghare of national incoma pre-empted by public expenditure.

This needs to be cleared with No.10. Please could Mr Gray
lat me have any comments as soon as possible.

Subject to that, please could you ask the Whips to put this

down in the normal way.

APt

A P HUDSON
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