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In Chris Fatten's absence from the office, I am replying to your
lettér of 14 Auguest about the press reportse on the Publie
Expenditure Survey.

I share yvour views about the need to keep correspondence on thias
in strict confidence: A You may imagine, on the detailed
gqueation, the way in which reference to HATs appeared in the
newsapaper wWas wvery unwelcome in this department. But of course
the wider guestion about the Survey is the cver-riding concern.

¥Your letter, which has been circulated to Ministers and senior
officials here:; will eerve as a further reminder of the need for
confidentiality and care in handling correspondence on this
subject .

I am copying this as for your letter.

‘1;-u_r; 252 [

UeLagf.

MICHAEL FPORTILLO

The Rt Hon Merman Lamont MP
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Treasury Chambers., Parliament Street, SWIP 3AG

The Rt Hon Christopher Patten MP

Secretary of State for the Environment

pepartment of the Environment

2- Marsham Street

London

SW1P 3EB I August 1590

ﬂ(f)tkuf iijg;tf
1990 POBLIC EXPENDITURE SURVEY

I know you will have been as concerned as I was about the stories
which appeared in Sunday's and yesterday's press about expenditure
on Housing Action Trusts. However, I thought I should write to
you, and to other cclleagues, to ra-amphasise the essential
importance of ensuring that all papers and correspondence about
the Survey are treated in the strictest confidence. These latest
stories come on top of earlier reports in the press which referred
specifically to my letters to John McGregor, Peter Lilley and
Michael Howard about their spending bids. And yesterday's article
actually guoted directly from my agenda letter to you. I am sure
you will agree that such unauthorised disclecsure makes the conduct
of negotiations between us extremely difficult.

You and other colleagues are well aware of the very difficult
economic background against which this year's Survey is being
conducted, and of Cabinet's conclusion on 1% July that
departmental bids should be eliminated or very sharply reduced and
that any increases in discretionary spending that colleagues
regard as essential should be offset by savings. In these
circumstances it is all the more important that I can look to you
and other colleagues to ensure that the confidentiality of our
correspondence on the Survey is preserved and that papers are
copied only to those with a strict need to know. I hope you will
look again at your copy lists for Survey correspondence.

I am copying this letter to the Prime Minister and the Lord
President, all Ministers in charge of Departments and to

Sir Robin Butler.
i.z_,_,.f

HORMAN LAMONT
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The Rt Hon David Waddington QC MP

Home Secretary

Home Cifice

50 Queen Anne's Gate

London

SW1H 5SAT A July 1990

PUBLIC EXPENDITURE SURVEY 1990: HOME OFFICE

Thank you for your letter of 24 May setting out your proposals for
changes to your department's expenditure provision in the current
SUTVeY.

2 1 am writing to set out my initial response to your proposals
in the light of the remit given by Cabinet on 19 July and to
propose an agenda for our bilateral meeting., My office will be in
touch to arrange a time which T suggest should ke early in
September .

3 The attached table summarises vour proposals and some options
for reductions which T would like to discuss with you. The
figures have been discussed by officials and I hope we can take
them a8 an agreed starting point for our discussions. If any
changes are needed to reflect new information, a revised table
will be sent to you befors we meat.

4. our officials have been discussing your bids for local
authority current grants. I hope to be able to write to you
shortly suggesting a provisional settlement for 1331-32. There
will be some outstanding issues to discuss in the autumn, however,
relating to police manpower, police grant, Commonwealth immigrants
grant and civil defence. Expenditure on police specific grant in
particular has been growing rapidly in recent years. 1In the light
of the very difficult economic circumstances thie year and the
pressure on police pay that arises from the Edmund-Davies formula,
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[ do not think 1 can agree to yet further increases in police
officer complements. Moreover, as I said Lln my letter of 18 June
and not withstanding yours of 17 July, I believe we need to look
again at the possibility of cash limiting police grant.

5 I As you know, Cablnet toock the wview in april that strict
control of public expenditure must be malntained, bids to increase
planned levels of public spending could not be afforded, and the
approach must be Lo offset any necessary increases in particular
areas by savings elsewhere,

6. However, as I told Cabinet on 1% July, bide for additional
spending this year exceed savings by an exceptionally large
margin. Cabinet noted the very substantial pressures on demand=
led programmes and the large cost of commitments already made, in
particular the settlement on AEF, which will severely constrain
the scope for any increases elsewhere. It agreed that bids should
be eliminated or wvery sharply reduced, and any increases in
discretionary spending which colleagues regard as essential should
be offset by savings.

F i I am therefore asking all colleagues, in this exceptionally
difficult year, to scrutinise their existing baselines and to
identify options for making further substantial =avings to offset
thaose bids to which they glve most priority. I would be grateful
if you would report on the outcome of this exercise by the time we
meat in the Autumn. I offer below some thoughts on where you
might look for savings.

8. It is only by doing so that we will fulfil the remit given by
Cabinet on 19 July that strict control of public spending must be
maintained by sticking as closely as possible to the planning
totals set out in the 19%0 White Paper, with the aim of keeping
the ratio of public spending (excluding privatisation proceeds) to
GDP on a downward trend.

9 1 & therefore disappointed that you have submitted
gubstantial bids for increased spending which are not offset by
savings elsewhere in your programme. As they stand, your bids for
1991-92 imply a 16 per cent increase in provision over the
previous year, or almost 10 per cent in real terms. Such
proposals are completely at odds with the Cabinet remit. By the
Lime we meet therefore, I hope you will be in a position to selecl
from the bids you have submitted only those to which you attach
the wvery highest priority and which can be matched by reductions
elsewhere.

10. Your departmental procgrammes have grown very substantially
eince we came into office, with a doubling of expenditure in many
areas. With the easing of demographic and other pressures and the
very difficult public expenditure position it seemsE to me that 1t
is now time to consolidate and reassess priorities.

11. On prisons, for example, we have a wvery good story to tell.
An unprecedented and sustained rise in spending. The largest
prison building programme this century with B new prisons already
openad and a further 14 in the pipeline. These will add a further
BO0OD new places to the 8500 already gained.
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12 . Thea Eontinoed decline in the priscn population preljections is
we lcome. You have indicated that, subject to the August update of
the projections, you might De able to drop your plans for
Fazakerly and delay the start of work on Ashicord, at a saving of
around £82 million. I am, of course, grateful for this. But we
need to look for something more.

1. All the indications suggest there will De a considerable
crude surplus of prison places in the short to medium term. The
current projections are obviously far too high - indeed, T find
them very hard to take seriously: the figqure for this April,
45,318 1s way below the planning assumption of 532,600 foxr 1330-21
for example. Once the figures are revised in BAugust, and
gliowance made for likely reductions resulting from policies for
diversion from custody, I hope you will agree that we should take
out of the baseline both Marchington and Ashford, along with
Fazakerly.

14. Our officials are in touch on the case for relocation of the
Frison Service's Headguarters. I appreciate that the decision to
reorganise and move from London has already been taken. But the
bid is extremely large and we will need to discuss the cperational
benefits and efficiency gains you expect to obtain.

15, 1 am grateful for your decision to withdraw the bid for
contracting out prison escorting services. While the changes you
propose are welcome, we will be in a better position to discuss
them next year when you have had time to work up your proposals in
more detail,

16. The majority of yOour non-prisons central government
programmes have grown significantly in real terms over the last
few years. Your bids this year cover almest avery sectcr o©f non
prisons spending with no indication of relative merits, and you
are again looking for significant further increases. For example,
your bids imply an increase in spending of over one third above
currant plans for police, by almost a third fcr "other crime", and
by over 15 per cent for central and miscellaneous services. Quite
simply, these cannot be afforded. I must ask you to look again
with rigour to identify only those bids of overriding importance
and to find savings to offset any increases which you conslder
asaantial.

17. On Jlpcal authority capital vyou are bidding for grant and

credit approvals amounting to 36 per cent of baseline provision in
1991-92 rising to 46 per cent in 19%93-94. Thesa very large bids
need to be scaled down very substantially.

18. Turning to my cptions for reductions, I have suggested
removing three prisons from the baseline. We can lock at this in
light of the revised prison population projections due in August.
On the non prisons side, T seek reductions in civil defence, CICRE
and some more general efficiency savings.




cat.ps/dr/17nl18.7

CONFIDENTTIAL

19. On civil defence, you are aware of my wish to see savings in
the light of the recent developmente in Eastern Europe and the
raduced threat to our security. For the reasons set puot in my
latter of 1B May, I will be looking for a reduction in expenditure
of 20 per cent.

20. On the CICB, your bids would imply increasing expenditure by
over 50 per cent above current planned levels for 1992-83. 1
understand these bids merely take account of the conseguentials of
the additional &0 staff taken on in response to the critical
report by the Home Affairs Committee. Whatever the cause; the
proposed increases are s8uch that I think we need to take a hard
look at the scheme and its future. I do not think wa can continue
to run the widest and most generous scheme in Europe. For the
Survey, I would like to aexplore optiona to keep expenditure a&s
clpose to this year's likely level as is possible. This could
involve, among others, a substantial dincrease in the minimuom
threshold for awards or basing awards on only a proportion, say
two thirde, of commcn lawv damages. I have asked my officials to
digcugss with yours the wvarious options in time to inform our
bFilateral ‘discussions,

21. Elsewhere, I would loock to you to make continued progress Iin
market testing and competitive tendering and to produce further
EaAVings.

22. On local aunthority current spending, my options include
gection 11 grant, civil defence and magistrates' courts fees. On
gsection 11 grants toc Commonwealth immigrants I am concerned about
the size of the bids and the difficulties you face in keeping
within the cagh limit. We nead to explore ways of keeping
axpenditure under contrel, and I suggest we should lock in
particular for a greater tapering and time limiting of grant and a
reduction in the rate of grant. I alsc wish to sea payments made
in arrears as recommended by the review. This will produce a
substantial one off saving in 1991-92. On civil defence I look
for reductions on the =same basis as for central government
expenditure. On magistrates' courts, we nesd to move ahead on
proposals for restructuring and updating fees as quickly as
possible. 1 understand the fees were last changed in the 1%60s.

23, 1 was very disappointed to see that you have reopened the
firm three year settlement we carefully negotiated last year and
have submitted substantial bids for 1991-92 and 1992-91. These
are simply not affordable. Cabinet has agreed that expenditure on
the Civil Service must continue to reduce as a proportion of the
planning total, and that higher levels of cost containment must be
achieved. I must therefore press you to cut back your bids
dragtically and to postpaone non-urgent expenditure. In
particular, I look to you to absorb any knock-on costs oOf this
year's pay settlements within the figures we agreed last year, and
to re-axamine critically your manpower plans. We shall need to pay
careful attention to your management plan, to judge the scope for
increasing the level of efficiency gains to offset tha cost of
other priority tasks.
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24. I hope that provision for the Charity Commission can be
sattled between officials, preferably before our bilateral. If
that does not prove possible, we will need to discuss It
ourselves.

25. I am copying this letter to the Frime Minister,Malcolm
Rifkind Peter Brooke, and to Sir Robin Butler.
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Barry Potter Esg
Private Secretary
10 Downing Street
London
EWl
€ July 1990

Deoy Bow o
PUHLIC EXPENDITURE CABINET: BRIEFING

I enclose some briefing for use with the press after Cabinet, as
promiged in my letter of 13 July.

I am copying this letter toc Bernard Ingham and ta Pater Owen
(Cabinet Office).

MISS C EVANS
Privata EEE:EEtﬁ]."]F
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POSITIVE POINTS

Cabinet reaffirmed that defeat of inflation is top
priority. Tight policies already restraining private
demand . Cannot allow that to be undermined by
imprudent public spending.

Public expenditure objectives reaffirmed. Firm
control essential. Aim to keep public epending as
ghare of national income on downward trend. Ratio
has fallen by nearly 8 percentage polints since
1982-83.

Ministers have accepted that decisions on finance for
local authorities mean less for other programmes.

DEFENSIVE POINTS

What are existing plans?

Cash plans published in 1990 Public Expenditure White
Paper, plus adjustments made at time cof Budget.

Incroasod inflation must put pressure on programmes?

Bound to affect cost of social security upratings.

Elsewhere cash planning means departments must stick

to existing plans by reordering priorities, improving

efficiency and looking for offsetting savings.

Ho automatic additions to existing cash plans.

R




Cash planning breake down when inflation accelerates?

Makes Survey discussions mora difficult. But when
inflation has risen all the mors important to avoid
accommodating it. Cantral part of Government 's

approach to defeating inflation.

Spending has been kept too low too long « Time to

increase substantially?

Level of spending determined by what can be afforded.
Programmes such as health, transport, housing and
social security have received generous increases in

recent years.

What is total of bide? What is bid for {({this or that

programmes) ?

Not giving any figures. Bilids at this 8stage always
high. Cabinet has agreed they must be reduced and
offsetting savings found.

Higher inflation means higher monay GDP, 8o cash

plang can be increased substantially while still
having downward trend in GGE/GDP ratio?

Chancellor will give forecast of money GDP in Autumn
Statement. Cabinet has agreed objective is to stick
as closely as possible to existing cash plans. Plans
not adjusted auvtomatically to level implied by
particular ratios.

Remit wording weaker than last year?

No.




Exceptionally difficult Survey: Star Chamber will be

needed?
Cabinet agreed, as in previous years, to set up Star

Chamber . Will certainly be used if needed to
complete this excepticnally difficult Survey.

Will Sir Geoffrey Howe chair Star Chamber?

Tes.

Defenco?

Individual programmes not discussed at Cabinet today,
other than AEF settlement.

PSDR figqures for firast Lhree months show public
expenditure spending out of control?

Special factors affecting PSDR in last few months

Ara:

privatisation proceeds coming through later
than last year;

teething problems with collection of Community
Charge by local authorities. Likely to unwind
later in year.

Cannat reach conclusions about whole year from first
three months. Figures nevertheless disappointing.




(xiii) AEF settloment shows Government losing grip on publie

gpending?

Mot at all. Expansive, but top political
priority this year. And Ministers accept that
it maans less for other programmes - as Cabinet

remit makes clear.

AEF settlement adds £2.1 billion to White Paper
plana, allowing local authorities to finance
senaible increases i1n revenue spending without

excassiva incroasas in Community Charge.
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Ref. AQS0/1732

PRIME MINISTER

Public E i I . it

I have sent forward separately a brief for tomorrow's
Cabinet discussion of public expenditure. This note adds a
comment on running costs.

2. Like you, I was concerned to see from the Chief Secretary's
paper that running cost bids imply an increase in spending QHJEHE

Civil Service of 16 per cent next year. I thought you would fwi.ah

to be aware of some of the factors underlying the increase. They
include:

(a) Substantial dincreases in PSA charges for rent and

rates, reflecting higher property values. (In thae case of

the Cabinet Office, for axample, this more than accounts for
tha net additional bid we have had to make.) These charges
increase gross running costs, but do not add to public
expenditure because they are matched by PSA receipts. The
increases do not represent a real addition to the public
expanditure resources used by Departments.

(b) Higher pay Iincreases this year than were provided for
in the last Survey, and an expectation that increases next
vear will also be significantly higher than enwvisaged in the
last SBurvey. S0 this has a double effect on Departments -
catching up with last year's pay increases and having to
provide more for next year's. Hext year's general price
lavel will alsoc ke some 5 per cent higher than expected a
year ago.

1
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(c) Investment in computerisation which can perversely
count as running costs, although it is necessary to save
staff in the future.

(d) An increase of 7000 in manpower plans for next year.

A large element in this is the Inland Revenue bid for staff
to deal with independent taxation and the new treatment of
bank and building society interest.

I would not want you to feel that Civil Service costs have
suddenly run out of control. In fact most Departments continue

to be under very great pressure.

{3

2

CONFIDENTIAL
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Ref. AQ0SO0/1723

PRIME MINISTER

EUBLIC EXPENDITURE

Economlc Prospects: C({90}6
Memorandum by the Chancellor of the Exchedquer

1990 Public Expenditure Survey: C(90]5
Memorandum by the Chief Secretary, Treasury.

DECISTOMNE

Ho conclusions are needed on the Chancellor's Paper, C(90)6. But
you will want the Cabinet to endorse the conclusions in paragraph
22 of the Chief Secretary's paper, C(90)5. The most impa;tant of

i

these concern the Government's objective for the public
expenditure figures. The Chief Secretary also proposes that, if
necessary, a small group should be set up in October to consider
outstanding issEEE=%EEn the bilaterals are concluded. Finally,
yvou will want to agrea what should be said to the Press after
this Cabinet.

L
MATN POINTS

Economic Prospects

2. No decisions are needed on the Chancellor's paper on

economic prospects which is a general review of the prospects.

—_-

3. It does howaver present a worrying picture in the following
raspacts:

. 12 The public sector debt repayment (PSDR) is proving to

be lower in the current yvear than expected at the time of
the Budget, and the Chancellor anticipates that it could
fall rapidly over the next couple of years.

ii. Inflation as measured by the RPI may rise to over 10
per cent in the next couple of months, and is likely to be
still over 9 per cent in the fourth quarter of the year.




iii. The current balance daficit iz forecast at £16 billicn
for 1950, somewhat higher than at Budget time. i <

—

o i

4. The Chancellor is likely in his opening remarks to give the
Cabinet the GDP deflator forecaste for later years. They are as
———

1250=-91 198]1-93 1963-=53 l1993-94

E % % %

follows:

New forecast 7 34 & 4 3,4
—— Lo

0ld forecast 6% 4 3,4 3%

The new forecasts may prompt some Ministers to press for
adjustmente to Departmental programmes to reflect higher

inflation.

Ba ¥You may wish to draw the conclusion, as the Chancellor does,
that the economic prospects, and particularly the PSDR outloaok,
demonstrate the need for continuing restraint in public

spending.

The objectivea for public expenditure
G The Chief Secretary proposes the following objectives, which
are similar to those agreed last year:

i. hoeld as clo=e as possible to the planning totals set
out in the 1930 White Paper, in order to:

ii. keep the ratio of publie spending (excluding
privatisation proceeds} to GDF on a downward trend.
=7 i

Ta The Chief Secretary's paper points out that the £3 billion
increase in Aggregate External Finance for local authorities has
already constrained severely the scope for adding to other

2 53 4 eyt
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programmes. Social security expenditure will be increased by the
higher level of RPI inflation, while unemployment is no longer
falling. The total of bids, on the other hand, is a good deal
higEE? than was tabled in the 1989 Survey. He does not however

give a figure for this total since it would be damaging if
leakead.

B. You may wish to endorse the objectives, and to emphasise the

importance of achievin ad

with increasing taves ne¥t vear.
" = e ——

9. Cther points on which you may wish to draw if necessary ara:

ls peed for rezstrajpt. At a time when private spending by
both companies and consumers is being held back in order to
reduce inflation, it is even more important to ensure
continued tight control of public aspending.

ii. Cash planning. The Government should adhere to the
presumption underlying cash planning that inflation is not
automatically accommodated. The present high lavel of
ianEEiEﬁ“EEEIEEE&Ly makes this difficult, but nonetheless
all the more important.

iii. Priorities. Ministers should take a ecritical leok at
departmental bids, discarding those which are not absolutely

eazential and finding offsetting savings for any that are.

Aggregate Exchegquer Finance for local authorities

10. The Chief Secretary's paper refers to the settlement aon
local authority finance reached by E({LG) under your Chairmanship
(paragraphs 7 and 8). This will already have been discussed
under the previous item and there seems no need to repeat that
discussion, except to note that the AEF settlement has already

re-empted much of any reom for manceuvre in the Survey.

3
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Funning costs

11. The Chief Secretary proposes that spending on the Civil
Service should continue to fall as a proportion of the planning
total, and that manpower mumbers should be kept on a downward
trend. ¥ou will wish to endorse these proposals, and ask
Ministers to give their personal attention to departmental plans
to contain costs and improve efficiency.

Hationalised Industries
12. The cChief Secretary recommends aiming at substantial

reductions in the additional bids from the nationalised

industries, and that all of these industries should have proper

fifancidl management and corporate planning systems. You will
P

Eiéﬁ to endorse this.

Future discussions

13. The Chief Secretary recommends that he should now conduct
bilaterals with his colleagues. They should be complete by early
October. It is not yet clear whether a Star Chamber will then be
needed but it would be useful to have farmai_;qreement now that
cna can be set up if necessary, without the need for further

discussion in October. You could say that you hoped that the

Chief Secretary would be able to reach agreement with his

colleaques on  the basis proposed, but that if this proved
impossible you would at the appropriate time establish a small
group under the Chairmanship of the Lord President of the Council
o consider outstanding issues and to make recommendations to the
Cabinet.

Handling the Press

14. The Press will ask about the outcome of the Cabinet. As
usual you will wish to agree a form of words which your Press
Office can use in briefing them after Cabinet. The Treasury have
suggested the following which you could read out to Cabinet:
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"The Cabinet had its wusual July discussion of public
expenditure today. It agreed that strict contrel of public
spanding must be maintained by sticking as closely as
possible to the planning totals set out in the 1990 White
Paper, with the aim of keeping the ratio of public spending
{excluding privatisation proceeds) to GDF on a downward
trend. The Chief Becretary will be conducting bilateral
discussions with colleagues in the Autumn. These will take
account of the decisions on local authority finance [which
are being annocunced later today]. In the light of these

d'fg.c_:-uasinnsf the Government will take decisiocns on
individual spending programmes and the planning totals and
thesa will be announced, as usual, in the Autumn Statement
in November."

You might al=o emphasise that other members of the Cabinet should
adhere to this line, that bilaterals should be carried out in
confidence, and that the media should be giv ich

to base speculative stories of Ministerial disagreements.

HANDI.ING
15. You will wish to invite the Chancellor of the Exchequer to

open the discussgion by describing the current economnic

background and prospects and the Chief Secretary, Treasury to

follow with a more detailed account of his propeosals on public
expenditure. All members of the Cabinet may wish to contribute

to the subsequent discussion.

ke 8.
o

ROBIN BUTLER

b

SECRET
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Lreasury Chambers, Parliament Street, SWIFP 3AG

Barry Potter Esg
Private Secretary
10 Downing Street
London
EWl
7 July 1990

Peor Bormy

CASH LINITS FOR 19839-30

Further to my letter dated 10 July, it has now been decided that
publication of the annual White Paper showing provisional outturn
for 1989-30, will be on Wednesday 25 July at 2.30pm and not
Thursday 19 July as previously planned.

I am sending coples of this letter to the Private Secretaries of
other members of Cabinet, the Ministers for the Arts and Overseas
Development, the Attorney General and the Lord Advocate, and to
Sonla Phippard {Cabinet Office]).

yn-ur,r, ﬂ;m;d‘f

ISLEEH CAMPBELL
Assistant Private Secretary
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1990 PUBLIC EXPENDITURE SURVEY

NMemorandum by the Chief Secretary, Treasury

‘The control of public expenditure has been one of the great success
stories of this Government. Before the 1979 Election we promised to
reduca spending as a share of naticnal income. Our record in doing
so has enabled us to cut taxes and transfurn the public sector's
finances. These achicvements have earnad us a high reputation in
financial markets at home and abroad. They were hard won, and, as
John Major and I have repeatedly warned, holding on to them in
present circumstances will require considerable determination. It
is of the first importance that we do so.

- The difficult economic background to this year's Survey is set
out in the Chancellor's paper. Bringing down inflation must be our
top priority. Fiscal policy must remain tight, in support of
monetary policy. At the time EE_EhE_Eﬁaﬁat, we projected a small
figcal Surplus for 1991-92, with limited scope for tax cuts. The
latest figures suggest a rather worse fiscal prospect. It will not
be possible, as in previous years, to add to public expenditure
plans in the reasonable expectation that buoyant tax revenues will
offset the affect on the PSDR. If we are to avoid a damaging
relazation in fiscal policy, or an increase in taxes in the 1531
Budget, we must keep additions to the planning totals this Autumn to
the absolute minimum.

3. Some increase in public expenditure is already unavoldable.
As I warned in April, the limited room for drawing down the Reserves
over the Survey period has already been exhausted. Higher inflatiom
will add substantially to demand-led social security programmes.
Tha very large increase In Aggregate External Finance for local
authorities decided by E(LG) thus implies large additions to the
planning totals for 1991-52 and later years.
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4. The generous and unprecedented AEF settlement is a political
necessity. The scope for meeting other political priorities will
therefore depend critically on finding offsetting savings. In
prasent circumstances, I recognise this is bound to be exceptionally
difficult. But the alternatives are even bleakar.

Developments since the 1989 Autusn Statement

5. The plans we agreed last year provide the starting peoint for
this Survey. There are intense pressures. Revised economic
assumptions, notably higher inflation, will add £3% billion to
demand-led programmes next year alone. Community charge benefit
will cost an extra £% billion a year, at this year's leval of
charges, Policy commitments, agreed since the last Survey, total a
further El1-1% billion.

6. The expenditure projections in the Budget Red Book assumed
unchanged planning totals. But total public spending was marked up
Iﬂhﬂrply, for current and future years, to reflect the higher level
of spending for which local authorities are now budgeting. Although

tougher capping should reduce the scale of future overspending,
higher local authority expenditure has already limited our room for
manoceuvre in this Survey.

Aggregate External Finance for local anthorities

7. E(LG) has now decided on the Ilevel of central government
support for logal authority current expenditure in England for
1991-92. The sattlement, together with vigorous use of tha
Government's existing powers to cap charges, should make it possible
to limit the average charge to significantly below E£400,. We need
the charge to be as low as possible both for political reasons and
toc minimize the impact on the RPI.
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8. These decisions, including measures to improve the perceived
fairness of the community charge, will add some £2.2 billion to the
public expenditure planning total. There will be further additions
for 'EEE?Iinq__EEE__Wulea. The increase in AEF next year, compared
with this year, is £3 billion for England alone.

e

9. This settlement reflects the high priority which we are
obliged collectively to give to local government finance in the
second year in which the community charge will be levied in England
and Wales. But, as E(LG) has recognised, it has unavoidable
implications for what can be afforded for other programmes. If extra
support for local authorities is not offset by greater restraint on
central government spending, it will have to ba financed from

central government taxationm.

The Bids

10. My minute of [13] July to the Prime Minister summarised the
bids received from Departments. In addition, we must take account
of territorial block conseguences, the nationalised industries, and

our net contributions to the EC.

11. The bids exceed, EI a large margin, those tabled this time
last year. This is very disa inting, in view of the warning of
the difficult situation given to colleagues by the Chancellor and

myself on April 18%.

12. Running cost bids alone are double those submitted last year.
Subject only to confirmation of MOD's figures, they imply an
increase in spending on the Civil Service of no less than 16 per
cent next year. E‘{F—-
13. This is quite unacceptable. We must contain administrative
costs as a proportion of the planning total. I shall be pressing
colleagues to cut back their bids drastically, especially in 1591-
92, and to find much higher offsetting efficiency savings. We must
also be prepared to postpone non-urgent expanditure.

R
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14. In particular, I shall loock to colleagues to absorb the knock-
on costs of past and current Yyear pay settlements and to re-examine

their manpower proposals. Running costs are our chosen mechanism
for controlling manpower numbers, but the bids imply a net Iincrease
on plans of 7,000-13,000 Civil Service posts. p———

o ——
—— e

e
15. The major naticonalised industries are looking for very large

increases over their baselines. These bids will have to be
substantially reduced. Where large projects are involved, we must
take account of the longer term implications for future Surveys. It
is a matter of continuing concern that financial management and

corporate planning in some of these industries is inadequate.

Implications

1s5. Given these bids, we face an exceptionally difficult Survey.
They imply a substantial real increase in spending, far outstripping
any sustainable growth in real output. This remains so, after
taking account of the worse inflation prospect describad in the

Chancellor's paper.

17 We clearly cannot contemplate adding to public spending on
anything remotely resembling this scale. Market commentators would
conclude that we had abandoned our decade-long policy of reducing
gpending as a share of national income. They would immediately
recognise the very serious problems this would pose for fiscal
policy. And ‘they would undoubtedly question the firmness of our
intention to defeat inflation. That would cause adverse market
reactions. Indead, the AEF announcement may raise some of these

worries even before the Autumn Statement.

18. The best reassurance we can offer is to reaffirm the policy of
sticking as close as possible to the planning totals set out in the
last White Paper, with the aim of maintaining the share of public
spending (excluding privatisation proceeds) to GDP, on a downward

trand.

-y -.-.-.—q- ————
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19, In present circumstances, both objectives will be extremely
demanding. But anything less will be seen as a weakening Iin our
resolve to maintain atrict control of spending. I recognise that
many programmes are feeling the effects of higher inflation. But
cash planning is part of our armoury against inflation. That is why
we introduced it inm 1981. This year, above all, we must respect the
logic of cash planning. We cannot afford to accommodate inflation.

20. I therefore ask all colleagues to review again their
priorities, with a view to selecting from their bide only those
which they regard as essential; and to lock again at their
programmes to find the offsetting savings which will be needed to
fund any such increases. We certainly need to re-examine
expenditure programmes within the baseline. 1 should emphasise that
this applies to all programmes, not just the five largest: gocial
security, health, education, defence and the Home Office, which

account for nearly % of programme spending.

21. I must warn that I shall need to secure much larger reductions
than in recent Surveys, to achieve an outcome consistent with an
appropriately tight fiscal stance, and to avoid serious damage to
the credibility of tha Government's macro-economic strategy. Wa

cannot afford to fail.

Conclusions

22, Against the background of a more difficult economic prospect,
we must give top priority to defeating inflation, and maintaining
confidence in our policies. I therefore ask the Cabinet to agrea

thatts

(1) this is an exceptionally difficult year, and strict control of
public spending must be maintained: we cannot afford to

accommodate inflationj

we should hold as close as possible to the planning totals set
out in the 1990 White Paper, with the aim of keeping the ratio
of public spending (excluding privatisation proceeds) to GDP

on a downward trend;
- -
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(iii) the wery substantial increase in Aggregate External Finance
for local authorities has severely constrained the room for

adding to other programmes;

given the intense pressures on demand-led programmes, on Lop
of the cost of existing firm commitments, bids for other
programme expenditure and running cCOBLS will need to be

eliminated or wvery sharply reduced, and any increases which
colleagues regard as essential should be offset by savings

elsewhere;

spending on the Civil Service should continue to fall as a
proportion of the planning total, higher lavals of cost
containment must be achieved, and manpower numbers kept on a

downward trend;

major reductions should be made in the bide from the
nationalised industries, and all these industries must have

firm and timely financial management and corporate planning;

1 should now conduct bilaterals with colleagues on their
spending programmes; and if it proves impogsible to reach
agreement in the bilaterals, to note that it might be
necessary, at the appropriate time, to establish a small groug
which would consider cutstanding issues and make

recommendaticns to the Cabinet.
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1990 SURVEY: PERSONAL SOCTAL SERVICES: SPECIFIC GRANTS
Thank you for your letter of 24 May.

2w I have considered carefully the case you have made for
continuing and new specific grants for personal social services.
It is obviously desirable that we should settle this in time for
your forthcoming statement and the Opposition debate on community
care. T have therefore tried to construct an offer which 1 hope
you will be able to accept as the basis for agreement.

AIDS Support Grant

3. I am prepared to agree to the continuation of the AIDS grant
into the third year of the Survey, as you propose, subject only to
one point. I accept that this scheme has proved effective in
etimalating local authorities facing the greatast demand to
provide suitable care for people with AIDS/HIV. However, it will
have been in opearation for 4 years by 1993-94, and the relevant
authorities should by then be fully committed to it. I propose
therefore that the grant should from that year be payable at 350%
of relevant expenditure, rather than 70%. This would mean
increases of ¢m 0.4/0.8/7.8 over the Survey period.

Mantal illness specific grant

4. We are agreed in principle that a new specific grant for
services to people with mental illness should be introduced in
April 1991, and I am content with the coverage and payment
arrangements for the grant ocutlined in your latter. However, I do
not believe that a convincing case has yet been made in support of
your bid for continuing step increases in the level of the grant
in the later years. For example, no specific evidence has been

RS . L L R T R
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offered about the inadequacy of the current levels of expenditure
by local authorities on services for the mentally {11, of the
numbers or distribution of the people who need help, or in what
way the additional funds proposed would be targeted in order to
bring about an improvement in the current situation.

D Therafore, while 1 am prepared now to accept your proposal
for a grant in 1991-92 of E21 million (covering  total
expenditure of €30 million), I could not agree at this stage to a
target of increasing the estimated current level of expenditure by
LAs of £200 million by a further £60 million by the end of the
Survey period. Instead I suggest that, at this stage, we simply
uprate the agreed 1991-92 provision; we can then reconsider the
position for 1992-93 and beyond in the 1991 Survey, when more and
better information will be available.

b. I am therefore proposing provision for this new grant of
Em 21.0/22.4/23.1, covering total expenditure of €m 30/32/33.

Drug/alcohol misuse

7. Since your letter, we agreed an amendment to the NHS and
Community Care Bill which would allew a specific grant for local
authorities to make payments to voluntary organisations providing
services for drug and alcohol misusers. You have now proposed that
the grant should be introduced, at a rate of 70 par cent oOn
expenditure of E2 million from next April. Although I said when
agreeing the proposed amendment that I would expect you not to
submit a new bid in 1991-92, I am prepared to reconsider this in
the interest of early agreement to a package, and to offer the
full El.4m in each survey year.

Training Support Grant

8. I am contant for the existing programmes for the elderly,
child care and post-gualifying training to continue for the
duration of the current Survey period. I am also prepared to agree
to your emall bids im 1991-92 and 1992-853 for training in
connection with the Children Act.

9. You are proposing two further extensions to the scope of the
existing training grants to cover certain other community care
client groups and for further post-gqualifying training in
management.

10. I have some sympathy with both objectives, though not with
the extent of the proposed increases in provision. For axample,
your bid for post-qualifying training would more than double the
existing level of provision for a grant which was introduced only
in April; I am not convinced that this can be Justified until
avidence is available which demonstrates the effectiveness of the
existing provision. As for the proposed extension of the elderly
training grant to cover other community care groups, the immediate
need for extra provision for this purpose is clearly reduced by
the decision to defer implementation of the new arrangements until
1993. As part of an overall settlement, I am however prepared to
agree to half of your bids for these items, ie increases of £4
million a year. I am therefore proposing overall increases in
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provision for the training grants of £m 23.3/25.0/24.2, which
would mean a 28% increase in the 1991-92 provision compared with
1990-91.

11. Against your total bids of Em 50.1/64.0/85.6, I am therefore
prepared to offer increases on baseline of £m 46.1/49.6/56.5,
giving total provision of €m 57.4/59.4/56.5. I am moreover content
that you should treat this as an envelope within which you can
adjust the allocations between different grants without reference
back to the Treasury. This is by any standards a very reasonable
offer which I believe should be acceptable to you. In return, I
would ask for your agreement to two further proposals.

12. First, while I am happy to give an undertaking that the AIDS,
T8P, mental illness and drug/alechol misuse grants should all
continue for a further 3 year period (le until March 1994), in
order to help LA 5SDs' forward planning processes, I am not at
this stage prepared to give a commitment to their continuation
beyond then. 1 will instead be looking to you to make a case in
future Surveys for any further extensions of these grants beyond
the agreed initial 3-year period. My strong preference would be
for these pump-priming specific grants to be replaced by RSG after
the initial peried.

13. Second, I must ask you to relingquish your baseline provision
for the PSS element of the Urban Programme which falls within AEF
(Em 22.8/23.4/24.0). You will have seen my letter of 21 May to
Chris Patten pressing for savings in urban spending and the Frime
Minister's positive raesponse. I understand that little, if any,
reliable information is available about what this grant is spent
en, and what value for monay is achieved from it. Since,
therefore, this expenditure clearly has a far lower priority from
your point of view than your proposals for new and extended
spacific grants for the PSS, I must ask you in this very difficult
Survey year to allow this provision to go at least some way
towards meeting the cost of your bids. That would leave net
increases in your baseline provision of Em 23.3/26.2/32.5.

i4. I am copying this letter to the Prime Minister, members of
E{LG), and to Sir Robin Butler.

o {r’h-- %7
7
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1990 PUBLIC EXPENDITURE SURVEY: ADDITIONAL BIDS

The Survey baselines for the Department of Health
on pages 39 and 40 of the summary of bids attached to the Chief
Sacretary's minute to the Prime Minister dated 11 July have been
amendad. I am sorry for any inconvenience this has caused.

I am copying this leatter to the Private Secretaries of other
Cabinet members to PS5/Richard Luce and PS5/Sir Robin Butler.
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DE THENT OF HEALTH

£ million
1991-92 1992-93 1993-94
Survey baseline 23429 24603 25221
PROPOSED ADDITIONS
{(Hospital and community health services)

(i} Review Body pay awards 329 340 351
Consequentials of funding for 1990 awards.

{ii) Whitley Pay 132 132 132
To provide 3% over inflation generally, and extra selective increases.

{iii)Main services' provision 503 742 1374
To restore growth in activity to previous levels, eg 2% per annum for
acute in-patients; includes costs of changes in staff structurea.

{iv) Creditor levels 80 0 0
Te enable all health authorities &to reduce average times for paying
creditors to eight weeks maximumn.

(v) HHS Trusts' debt interest 100# 200* joo*
To enable purchasers to meet Trusts' charges for interest on initial
debt (PSDR neutral).

(vi) Management skills, medical education

and audit 63 &8 76
To strengthen professional skills of NHS staff and improve guality of
services to patients.

(vii)Junior doctors' hours, training,

alectric wheaslchairs, IT atc 72 106 140
Training for nurses, clinical staff and ambulancemen. Extra fully
qualified doctors to reduce junior doctors' hours, provision of electric
wheelchairs, Family Health Serviece Authority administration.

(viii)Caring for People 19 48 57
HCHS coste of implementing Caring for People White Paper: professional
input for needs assessment, additional community health services,
asgsesament training.

(ix) Bulilding programme 165 170 210
Compensation for higher construction prices and shortfall in land sales,
and to avoid deferral of planned projects.

(x) VAT on construction n.k n.k n.k
Consequences for HCHS of paying VAT on construction (PSDR and GGE
neutral )

(xi) Trusts' EFLs n.k n.k n.k
Provision for new NHS Trusts' borrowing reguirements
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{ I.:'L. Other HCHS capital 51 45 i5
HCHS IT, Family Health Service Authorities' accommodation and computers,

minor capital.

(Family Practitioner Services)

(xiii) FPS demand 5 106 559
Foracast costs and volume, including 15990 Reviaw Body pay
conseguentials, 1.9% annual growth in doctor numbers, 1.6% dentists,

J.5% prescriptions.

(xiv) Dental charges 32 34 36
To maintain proportionate charge at 75%, subject to E£200 maximum.

(xv) FPS - other 101+ 130= 153*
Practice premises improvements, more professional practice staff; local
projects; extend pharmacists' training and services.

{Centrally financed services and Departmental administration)

{xvi) Centrally financed services a5 99 130
Mainly for demand led services, health information, special hospitals,
grants to voluntary sector and social services training.

{xvii)Departmental administration 44 67 52
Mainly increased pay and staff numbers, and relocation costs for NHS

Kanagement Executive.

{Personal social services)

{xviii)LA specific grants 49 63 84
Mainly increase in services for mentally 111, increased training for
social services staff caring for alderly, children.

{xix) LA capital grants and credit approvals 48 45 42
Mainly increased costs, IT for community care, increased services for
mentally ill, maintenance of cara homes.

TOTAL 1508* 2395+ 3731+
PROPOSED REMICTIONS

{i) Hospital and community health services - - = 500
Current cost improvement programmes, and extra capital receipts.

{ii) Other services - 18 - 31 - 66

Earlier introduction of new dental fee scale, dentists’ early
retirement, increased maximum dental charge and prescription charges.

PROPOSED NET CHANGE IN PROVISION 1889+ 2364+ 3165*
(of which running costs) [33] [51] [45]

MAMPOWER
Proposed 4875 4982 4992
Change from present plan 135 214 214

+ Provisional
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PORLIC EXPENDITUORE S : EMPLOYMENT
Ta® o

Your letter ufpﬂ-ﬂ'ﬂﬁ? axpressed surprise at my bid. I must register

three points in response to your comments.

Nearly half my overbid is for cover for Buropean Social Fund (ESF)
pnymegEgﬂ5gu1EEﬂ}.ﬂﬂihﬂiiiiﬂﬂ_ﬂnd_gghggE. This expenditure is both
unpredictable, and m%iihEg by receipts. We must ensure that sound
plans for expenditure In support of OUTY own clear cbjectives are not
undermined by the wvagaries of EC funding.

You also referred to the internal review of the Training Agency which
I have set in hand. I anticipated the results of this review in my
bid, and assumed savings ﬂf,mijgg‘_ﬁggggn— including about 50% of
current support staff. Thesea very s tial savings could be
realised gquickly only through redundancies - for which extra funding
would be needed.

I fully recognise the pressure we face this year, and my bid was only
submitted after wvery careful Ministerial scrutiny. Indeed, we are
aAlready under severe pressure in our efforts to establish a
snocassful network of Training and Enterprise Councils to deliver the
Government ‘s objectives on training. On the existing PES baseline,
TEC budgets were due to decline by 7% in cash terms in 1991-52
compared with their 1990-91 leavel, at a time when it i= assential to
maintain the commitment of TECeE. Ewven after my bid, TECs face a cut
in real terms of almost 7% in their budgets for 1991-92.

I am copying this letter to the Prime Minister, Malcolm Rifkind and

to David Hunt.
%ﬁ w
MICHAEL M

+._."\. iy

]
*
st

Emptayment Deporomeni - Traimng Agency
Health ond Safery Exevutive - AUAS
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The Rt Hon Malcolm Rifkind QC MP
Secretary of State for Scotland
Bcottish Office

Dover House
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PUBLIC EXPENDITURE SURVEY 1990: PDRE_S'_IR‘f COMMISSION

-

Thank you for your letter of 3 July about the ad referendum PES
settlement reached by our officials.

2. I confirm that I am content with the PES agreement as set out
in your letter subject to the following conditions agreed by our
officials:

- 2 the Forestry Commission will not seek to reopen the PES
settlement in the 1990 PES round, whatever happens;

ii. any additional costs arising from the Commission's
raview of the Woodland Grant Scheme rates this Autumn will be
mat from within the agreed provision;

iii. the Environment White Paper will not include fozestry
proposals which imply additional provisionj

iw. there will be no automatic right to additional provision
in the 1991 Survey to cover the increasing management grant
costs 1n 1994=95;

v. tha Forestry Commission will not expect to increase
management grant rates at the review of private woodland
grant rates in Autumn 1392;

vi. the Commission will be expected to absorb any costs
arising from any tax assessments on travel and subsistence
payments in respect of industrial staff;

Lo e ded
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vii. the terms of the announcement on the broadleaves review
and management grants will be cleared with the Treasury.

3. On the last point, you have confirmed that you will be
agreeing the wording of the statement with me, and I await the

text with interest.

4. I am copying this letter to the Prime Minister, Chris Patten,
John Gummer and David Hunt.

2l B

P NORMAN LAMONT

_—

N
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Barry Potter Esg

Private Secretary to the
Prime Minister

10 Downing Street
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JULY CABINHET

I enclose a copy of the near final draft of the Chancellor's papar
on economic prospects for Cabinet on Thursday, 19 July.

"-"'\-\.
(T =S

K A

MISS5 K GASELTINE
Asgistant Private Becretary
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ECONOMIC PROSFPECTS

Memorandum by the Chancellor of the Excheguer

The UK economic is s8till suffering the after-effects of the

excessively fast growth in domestic demand that began in 1986 and
5 = i o ——

continued through 1987 and 1588. By tightening monetary policy,
e g

and supporting this by a/ fiscal surplus, we have succeeded in
restraining the growth of demand more fe:ently and the current
account deficit has begun to fall mudﬂgtlf as British producers

have switched sales from domestic to foreign markets. But the

adjustment has not been as rapid as we - or others - expected and
inflation has continued to rise and has now reached guite

unacceptable levels. i

- e

v The large current account deficlit and rising inflation have
contributed to nervousness in financial markets at wvarious times

over the past year. The firming of sterling in recent weeks is

welcome; provided it persist®, it will help inflation over the
EE;Edijﬂr, offering the prospect in due course of some reduction
in interest rates. But confidence is bound to remain fragile for
some time, and we must make sure we do nothing thﬁ{n;;EEE}batea

anxieties about either the performance of the UE economy or the

determination of the Government to achieve its objectives.

3. One important reassurance for markets in the last few years
has been the strength of our fiscal position and the emergence of

a public sector surplus - coinciding of course with above trend
economic growth. But after a number of years when the fiscal
position was stronger than expected we may now face a period when

it will be difficult to avoid a deterioration and a rapid return

elther to borrowing or to tax increases.
"—ﬁ———_,_,_———'—‘—
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¥orld economy

4. The world economy is ewerging from a period of exceptionally
strong activity. G7 GNP grew in 1989 at 3% per cent, with US

-— )
growth easing somewhat In response to the Fed's tight monetary

stance while growth in Japan and Germany was very strong.

L The indicators for the first half of 1950 show these trends
continuing. In particular, while there has been a further easing

of pressures in the US, a recession Lhere seems unlikely.
However, the prospect of zrelatively sluggish growth in the US
should lead to a further fall of G7 GNP growth in 1990 to about
%irggg__gent, close to our estimate of the growth of potential

output.

6. With pressure on capacity at a wvery high level in some
aconomies there is 1little chance of a significant reduction of
inflation in the G7. Indeed there must be a risk that in Japan
and Germany underlying inflation will drift up and it is possible
that there could be further increases in short term interest

rates.

7. The dramatie events in Eastern Eurcpe, and in Germany in
particular, will have only a limited impact in the short run

parhaps boosting growth of world trade in manufactures, which is

erucial for British ezxports, by % par cent ipn 1990. Overall world

trada growth in 15990 dis likely te be less than in the previocus
three years, though faster than in the last 1970s and =arly 1980s.

The UE sconomy

8. We have maintained a very tight policy stance for two years
now with a budget surplus and real short term interest rates at
over 8 per cent. This has had a marked effect on the economy in
1983. The latest figures show that after growing at 7 per cent in

1988 real domestic demand has grnwﬁ_giawly since the end of 1988B.
. o e e = ————




Pressure upon capacity has eased and unemployment has begun to

—
—

rise in recent months.
R

- Monetheless the adjustment has proceeded far more slowly than
we expected and the indicators for the first half of 1990 giwve

conflicting signals. Some indicators suggest that the necessa
glowdown in growth may have halted or even gone into reverse. On
the other hand, surveys of company and personal sector intentions,

in particular, suggest only weak growth.

10. The indicators present a mixed picture on the outlook for

consumer spending. Retail sales growth, which slowed very sharply
_—
through 1%89, seems to have picked up in the firat half of this

year, rather against previous expectations.

11. On the other hand, personal sector new car registrations have

been on a steep and uninterrupted downward trend since mid-=1989,
the largest and mcst sustained fall since 1980. Consumer credit
growth has slowed down and, since early 1988, consumer confidence
has slumped to historically low levals. Distributors themselves

see a weak immediate Gutlggf and their q&ﬁE;ETLEbtimism regarding

jp Sh—

future prospects has detericrated noticeably. So, too, has the

up;&glgm of manufacturers of consumer goods, as reported by the

CBI Industrial Trends Survey.

12. The prospects for companies are alsc uncertain. The company

sector has been running a very large financial deficit in recent
years. In the past this would have led to a rapid adjustment with
cutes in stocks and investment. As a result of the liberalisation _
of capital markets and the strength of profitability, companies
have been willing on this occasion to live with the deficit.
While there have been azhna of financial distrese 1ln certain
a%é;g;g_ and ;Eg fiaﬁiég__ig;_lgﬂg_géggﬂst&d that companies wera
trimming the growth of investment and Eafting stocks, izitial

information for early 1990 was unexpectedly buoyant. Taking 1990
as a whole it looks as if fixed investment will be about the same

as last year, and that there will be only modest destocking. This

SECRET
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would imply a somewhat higher level of company spending than
expected at the time of the Budget. Nonetheless we cannot rule
out markedly lower company expenditure in the near future if
financial distress becomes more widespread and if companies take

more aggressive defensive measures to improve thelr finances.

13. Taking the personal and company sectors together the prospect
ise for a small rise in domestic demand in 1990, rather than the
small fall expected at Budget time. Total GDP is still expected
to grow by 1 per cent; but within the total domestic demand loocks
stronger and net exports weaker than expected. Once again
estimates of MNorth Sea production for this year have been
significantly reduced and this accounts for some of the weakening.

14. With domestic demand stronger than expected it is not
surprising that the current account deficit has been running a
little ahead of the Budget expectation. Export growth has been
very encouraging particularly iIn manufacturing, where we have
increased our share of world trade, but imports have also
continued to grow. Estimates of invisible earnings have recently
been revised up, and the expectation is that for the year as a
whole +the current account deficit will, at €16 billion, be only a
little above the FSBR forecast.

15. The strength of activity so far thls year has coincided with
a further rise in inflation. Pay settlements have risen strongly,
though their effects on eatnings have been offset so far by falls

—— -—— ——
in overtime working and bonuses. CBI evidence shows that the
greatest single influence on pay settlements is hﬂqﬂliﬂﬂ—=§£}

inflation, which has risen strongly in recent months, so that we

iy
could well see a further rise in settlements later in the year.
]

lé. The acceleration in earnings has coincided with a downturn in
productivity growth, which is normal at this stage of the cycle,
and as a result there has been a sharp rise in the growth of wage
costs. This, together with last year's fall in the exchange rate,
has led to a rise in underlying inflation. While +there is no

SECRET
4




unique measure of underlying inflation, the evidence is that it
currently lies close to the range given by the 6 per cent growth
of manufacturers' output prices and tha 7 per cent growth of the
HFI less mortgage interest payments and the community charge. The
latter gives a reasonable estimate of what the UK's consumer price
inflation would be if calculated in the ways used by most of our
G7 and EC partners.

17. Headline RFI inflation has risen to 9.8 per cent, boosted in

particular by mortgage interest rate rises and the wvery high

e

community charge set IE;_fincal authorities. Both headline and
underlying inflation could rise further in the months ahead, with
the " former possibly !E;éggﬁiiz-TE‘per cent in the next month or
two. Thereafter underlying inflation should stop rising and then
begin to come down gradually as declining capacity utilisation
exerts a sharper squeeze on companies' profit margins. Headline
inflation will still be likely to be over 9 per cent during the
fourth gquarter of this year, despite the effects of last

November's mortgage rate rise dropping out of the inflation rate.

It will fall further through next year. Achieving a substantial
reduction in underlying inflation will require sufficient pressure
on companies to force them to curtaill the rises in their prices
and wage costs.

18. I forecast at Budget time a lower debt repayment for 1990-91
than had previously been projected, and also indicated an earlier
return to budget balance, with smaller scope for tax cuts. The
PSDR in 1330-31 has so far been lower still, in large part, though
not entirely, because of higher borrowing by local authorities.
To the extent that local aunthority borrowing is the result of low

payments of the community charge caused by teething troubles with

new computer systems, some at least of these shortfalls should be

unwound before the end of the financial year. But public
e

expenditure 1§ runfifng ahead strongly and there are other adverse

developments to come, such as lower than expected North Sea oil

production caused by shutdowns to install safety equipment. Our




current forecast 13 that the PSDR will be well below the
projection we made at the time of the Budget.

19. Some of the underlying weakening in the fiscal position this
year may be masked by the effects of higher than expected
inflation and also somewhat more resilient domestic demand: both

these factors are helping to boost revenuss this year, while the
main automatic impact of higher inflation on expenditure (through
social security upratings) will not be felt until the next
financial year. But in the next two years or so the slowdown in
the economy is likely to hit payments of company and capital
taxes, both of which have grown very rapidly in recent years. As
a  result of all these factors we could well see what remains of
the budget surplus evaporating as rapidly as it appeared.

Conclusion

20. I'm afraid this is a very bleak background against which to

assass changes to the ezistinéﬁgﬁgiic axpenditure plans. It will

not be possible, as in previous vyears, to add to  public
expenditure plans in the reasonable expectation that buoyant tax
revenues will offset the effect on the PSDR. Indeed it could pose
the hard choice between tax increases next year and a damaging
relaxation of poliecy. It is essential, therefore, that we follow
the recommendaticns on public expenditure in the Chief Secretary's

paper.

21. Providing that we can restrain overall demand in the economy
we have the prospect of stopping the rise in inflation and
aventually reducing it. But commentators and markets will be
looking closely to see that our resolve does not weaken. It will

S—

do immense harm if we are seen to be restraining demand in the

private sector while letting it grow strongly in the public
gsector. In contrast if we keep public finances under strict
control wa should be able to establish and retain market
confidence, and this should lead eventually to some reduction in
interest rates.
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Treasury Chambers, Parliament Street, SWIP 3AG

Barry Potter Esg
Private Sacretary
10 Downing Street
London
Swl
|2 July 1990

be v Bavvy

FUHLIC EXPEHDITURE CAHBINET: LINE TO TAEE

The Chancellor and Chief Secretary have been considering what
might be said after the Fublic Expenditure Cabinet. They suggest
the following:

"The Cabinet had its usual July discussion of public
expenditure today. It agreed that strict control of public
spending must be maintained by sticking as closely as
possible to the planning totals set out in the 1%30 White
Paper, with the aim of keeping the ratio of public spending
(excluding privatisation proceeds) to GDP on a downward
trend. The Chief Secretary will be conducting bilateral
discussions with colleagues in the Autumn. These will take
account of the decisions on local authority finance [which
are being announced later today]. In the light of thesse
discussions, the Government will take decisiong on individual
spending programmes and the planning totals and these will be
announced, as usual, in the Autumn Statement in November.'

2. The Chancellor and Chief Becretary would be grateful to know
if the Prime Minister is content with this.

. I attach a draft speaking note which the Prime Minisater may
wish to draw on at Cabinet.

4. I will be sending early next week some briefing for use with
the press after Cabinet.

B I am copying this letter to Bermard Ingham, and to Peter Owen
(Cabinet Office).
o

Cow s
MISS C EVANS
Private Secretary
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JULY CABINET 1 SPEAKING NOTE FOR THE PRIME MINISTER

The main aim of the discussion is to secure endorsement of the
conclusions in the papers by the Chancellor and Chief Becretary.
In your opening remarks you may wish to drive home the point that
against the present economic background the Government cannot

afford bids on anything like the scale proposed by Departmants,
drawing on the following:

- -_r'--.- s W g
1. inflation. Inflation is far too high and has not yat
started to come down. Getting it down is the top
priority. The Chancellor must be supported in keeping

policy tight.

the Government must not lose its reputation for sound
public finance based on the firm control of public
spending. It would be quite wrong to relax public
spending when private sector demand is being held

back.

there is very little room to add to gpending. The
Chief Secretary warned in April that the scope for
drawing down the Reserves was already exhausted (&g by
extra money for social security upratings). He has
now agreed a very gemercus AEF settlement to hold down
community charges next year (which will help the RPI).
This leaves less for cther programmes.

the bids are far too high, despite the Chancellor and
Chief Secretary's warnings in April. Big additions to
spending would put the Chancellor im an Iimpossible
position next Spring. [Running cost bids for instance
are far too high: convinced there is still
considerable scope for more efficliancy savings. We
must not let manpower numbers drift up again.] Bids
must be withdrawn or drastically cut back and
offsetting savings found.

CONFIDENTIAL
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we cannot afford to accommodate inflation. Cash
planning is a tough discipline when inflation is high.
That is why we brought it Iin. The Survey will be
axceptionally difficult but everyone must contribute
to defeating inflation and maintaining Government's
reputation. All Ministers must respond to the Chief
Secretary's request to look again for savings acroas

all their spending.

H.H Treasury

12 July 1330

CONFIDENTTAL
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JULY CABINET : SPEAKING NOTE FOR THE PRIME MINISTER

The main aim of the discussion is to secure endorsement of the
conclusions in the papers by the Chancellor and Chief Secretary.
1 In your opening remarks you may wish to drive home the point that
against the presenl economic background the Government cannot
W afford bids on anything like the scale proposed Dby Departments,
drawing on the following:

inflation. Inflation is far too high and has not yet
started to come down. Getting it down is the top
e EA .

priority. The Chancellor must be supported in keeping

policy tight.

the Government must not lose its reputation for sound
ublic finance based on tha firm control of public
éﬁénding. ;t would be quite wrong to relax public
spending when private sector demand is being held
back.

there is vary little room to add to spending. The

Chief Secretary warned in April that the scope for
drawing down the Reserves was already exhausted (eg by
gxtra money for social security upratings). Ha has
now agreed a very géﬁgiﬂus AEF Eﬂgalamﬂnt to hold down

e

community charges next year (which will help the RPI}).

Thia leaves less for other programmes.

the bids are far too high, despite the Chancellor and
Chief Secretary's warnings in April. Big additions to
spending would put the Chancellor in an impossible

position next Spring. [Running cost blds for instance

are far too high: convinced there is still
e e —————
considerable scope for more efficlency savings. We
must not let manpower numbers drift up again.] Bids
— .
must be withdrawn or drastically cut back and

offsetting savings found.

—
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we rcannct afford +to accommodate inflation. Cash

planning is a tough discipline when inflation is high.

That is why we brought it in. The Survey will be

“exceptionally difficult but everyone must contribute

to defeating inflation and maintaining Government's
— = T

reputation. All Ministers must respond to the Chief

e

Secretary's reguest to look again for savings across

all_Ehélr spending.

i

H.M Treasury
12 July 1990

CONFIDENTIAL
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CONFIDENTIAL

CHIEF SECRETARY
11 July 1990

PRIME MINISTER

1990 PUBLIC EXPENDITURE SURVEY: ADDITIONAL BIDS

I will be putting proposale to Cabinet shortly on our cobjectives
in +this vear's Survey. Ags background for cur discussion I attach
summaries of the bids that celleagues have put to me.

2. The annexes summarise the proposals made by sach Minister for
his own programmes., As in previous years, they do not include
proposale for naticonalised industries' external finance, nat
contributions to tha EC, and the taerritorial consaguences of
departments® bids. Tha Revenue Support Grant and national non-
domestic rate elements of local authority current expenditura are
not included although specific grants to local authorities within
Aggragate External Finarnce are included in departmental summaries.

3. I am sending copies of this minute to other members of the
Cabinet, to Richard Luce, and to Sir Robin Butler.

@
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1990 PUBLIC EXPENDITURE SURVEY

SUMMARY OF PROPOSED ADDITIONS AND REDUCTIONS

Ministry of Defence
Foreign and Commonwealth Office (Diplomatic Wing)
Foreign and Commonwealth Cffice (0ODA)
Ministry of Agriculture, Fisheries, and Food
Intervention Board
Forastry Commission
Department of Trade and Industry
{(including OFT, OFTEL, and EBCGD)
Department of Energy (including OFGAS and OFFER)
Cepartment of Employment
Department of Transport
Department of the Environment - Housing
= [ES
FS5A Sarvices
Home Cffice and Charity Commission
Legal Departments
Department of Bducation and Science
Office of Arts and Libraries
Department of Social Security
Department of Health
Office of Population, Censuses and Survaeys
Scotland
Walas
Horthern Ireland
Chancellor of the Exchequer's Departments
{excluding Inland Revenue and Customs & Excise)
Inland Revenue
Customs & Excise
Cabinet Office and Parliament
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MINISTRY OF DEFENCE

£F million
199192 19952-93 1993-94

Survey baseline 22,360 23,433 24,019

FROPOSED ADDITIONS

(i) War widows 116 117 116

Ministers agreed last December that tha cost of making the special
payment of E£40 per week to pre-1973 war widows should not be met
from the existing defence budget. For 1990-91 the Chief Secretary
has agreed to meet the estimated cost of making the payment of
£110 million from the Resarve.

(ii) +200 -200

As part of the 198% Survey settlement it was agreed that
£200 million could be carried back from 1992=33 to 1931=832 if it
could be demonstrated that this was a reprofiling and was neutral
in its impact over the period

FROPOSED HET CHARGE IN
FROVISTION

Further alterations to the baseline may be proposed when the
*options for change" package 1s more advanced.

Running Costs

RC baseline [(New Coverage) 5242 5373 5507

The baseline for running cost coverage under the New Management

Strategy is not yet established. The figures entered above are

therafore not final. They incorporate a mechanical uprating of
d per cent in 19%1-52 and 2.5 per cent in the following year. A
formal bid will be submitted when the baseline is agreed, in the

next few weeks. It will be for a one year settlement only,

because the MOD financial management system is in transition this
year.
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FOREIGN AND COMMONWEALTH OFFICE - DIPLOMATIC WING

£ million
1991-92 1992-93 1993-94

Survay baseline 944.2 966 . 6 ga90.7

PROFOSED ADDITIONS

(i) Operating costs 40.2 2.4 88.6

To allow for inflation and pay settlements higher than previcusly
forecast, whilet meeting existing objectives and targets.

(ii) Eastern Europe /USSR 25.8 26.5 66.5

Fundamental new circumstances. Targets include increased
reporting, all new key staff to be competent in local language,
design and documentation for new Moscow Embassy by 1993, and te
provide adeguate accommodation in Berlin.

(iii) Hong EKong 21.5 26.6 32.2

Accommodate and repatriate Vietnamese Boat People, expand
educational activities in Hong Kong, and build new
Consulate-General by 1995, Targets include return at least 1000
Vietnamese Boat People a month, clear all by 1994, and UK courses
for 300 Hong Kong teachers of English a year.

{iv) Visa Operations 1.2 4.1 8.8

To meet overall 12 per cent forecast growth in demand instead of
4 per cent, whilst maintaining guality and speed of service.
Targets include 24 hour maximum for average processing time and
average referral time after interview for wisit viesas.

(v) UK Presidency of EC 0.5 i.B 0.0
To meet costs of a positive, cost-effective UK Presidency in 1992,

{vi) Information Systems &
Communications B.1 8.7 9.6

To replace cbsolescent equipment and to introduce office
antomation and computerised visa and passport systems. Targets
include 30 pileot communications out-stations by 1995, 25 secure
office automation systems a year from 1992-33, and computerised
visas at 30 posts by 1954.

(vii) Visita and hospitality 0.8 1.0 o N
Higher costs cf outward Ministerial and inward VIP wvisits.
RAF VC10 aircraft to be used only when efficient and cost
effective.

(viii) Training etc. 2.1 2.3 2.5

Strangthen recruitment and staff training in management, some
languages, and information technology. Detailed targets set.
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(ix) Accommodation 10.8 12.1 19.3
creased construction costs and to build more aocommodation.

Targets include High Commission for new Nigerian capital from

1992, and restoration of 3 misgions currently closed.

(x) Security 2.6 1.9 ' i

Protected cars for Heads of Mission at the most wulnerable posts
and to improve eguipment. Average of 23 new protectad cars a
year.

(xi) Anti-Narcotics Programmes 3.9 4.5 4.7

Assist other countries' fight against drug trafficking. Targets
include increases in seizures of B0 per cent by 1993.

(2ii) Depandent Territories 0.7 0.5 0.5
Strengthen law enforcement and financial regulation in Dependent
Territories. Targets include B0 per cent Iincrease in financial
prosecutions by 1993.

(xiii) Counter-Terrorist Assistance 0.5 0.5 0.6

Capital equipment needed for UK training. Output measured by
improved performance of forces in 6-7 high priority countries.

(xiv) UN Peacekeeping 2.3 2.3 2.6

Azsessed contributions to [N peacekeeping force Iin Cantral
America. Promote security and peace.

[ xv) Military Assistance MNamibia 1.0 0.0 0.0

Final, disengagement, stage of military traiming. To leave bohind
an effective organisation.

(xwi) Education and
Cultural Exchange 2.4 4.7 4.9

Policy initiative to increase further FCO and British Council
scholarshipa and exchanges. Detailed targets include at least
300 new scholarships a year, of which 50 jointly - financed with
private sector.

(xvii) ADS Budgets 0.9 0.9 1.0

Extension of delegation scheme for rapid and flexible responsa to
diplomatic opportunities.

(xviii) EBC World Service 2.3 26.1 32.6

Funding of BBC World Service over next Triennium to 1994.
include upgrading programme quality and audibility.

*PROPOSED NET CHANGE IN PROVISION 149.6 1859.7
(of which running costs) 48.5 75.8

HANPOWER

Proposed 8282 8315 B345
Change from present plan +23 +48 +78
* Subject to adjustment to take account of overseas price movements

>
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‘CD: OVERSEAS DEVELOPMENT ADMINISTRATION

Emillion
1991-92 1992-93 19931-99

survey Baseline 1B0& 1878 1925
of which: Overseas aid 1678 1748 1791
Eastern Europe 5 5 5

PROPOSED ADDITIONS
(i) EBRD 31 a0 11

To cover UK subscription to European Bank for Reconstruction and
Development and costs of setting it up in London. (Agreed bid)

{ii) Enropean Development Fund 0 7 26

To meet shortfall in aid framework to cover EDF7 replenishment
following Lome IV negotiations.

(iii)Economic Policy Reform 30 &0 50

To maintain the real value of UK's support for econcmic reform in
sub-Saharan Africa, although not for the bilateral country
programmes As a whole, in which substantial savings in the current
level of activity will have to ba made.

(iv) Environment 17 26 35

To allow expansion of efforts in forestry, energy efficiency and
health and population, to persuade developing countries to give
priority to developmental concerns. Bid covere half of ODA's
planned increases in these areas - remainder to ba found from
existing resources.

(v) Commonwealth Development Corporation 20 15 15

To provide additional aid funds in lieu of commercial borrowing.
Planned to allow CDC activity to remain constant in real terms.

(vi) Aid and Trade Provision 0 0 19

To meet shortfall Iin baseline to allow constant level of
commitments of soft loans following 1989 review and Survey
gettlamant.

(vii)Economic assistance to Eastern EBurope 25 a0 30
Bilateral asgistance - to meet future commitments for the Know How
Fund for Eastern Europe and an agricultural project in Poland [EHF

currently at least E75m over 5 years or more, but only £5m pa in
bagseline, agriculture project £15m over a number of years).

TOTAL BIDS 123 148
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’ fmillion

1991-92 1992-93 1993--94

Running costs#® 5.0
Includes: relocation costs 3.0
pay and price assumptions 2.1

Provision for pay assumptions of 8.5 to 7 per cent cver 3 vears.
Current baseline contains provision of only 3.5 to 2.5 per cent.

* To be met from ODA's overall settlement.
PROPOSED REDODCTIONMS

(1) Overseas Superannuation
Due to change in economic
forecasts

PROPOSED NET CHANGE IN PROVISION
(of which running costa)

HMANFPOWER
Proposed
Change from present plans
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‘IJIEETIC AGRICULTURE

Eurvey baseline 907 043 566

£ million
1991-92 1992-93 1993-94

PROPOSED ADDITIONS

{i) EC funded and other demand
determined changes

Provides Ior: replacement EC marketing and processing grant
schema; increase in Hill Livestock Compensatory Allowance for
hardy breed sheep (already agreed); offset by lower take-up
on the Farm Woodlands scheme; and other minor adjustments.

{ii) Animal health 7 7 7
Mainly for increased compensation (50% ¢to 100%) for BSE
glaughter and compensation scheme (already agreed), and for a

further 150 suspect casas of BSE a weak (300, relative to 160
dllowad for in the baseline).

(1ii) Flood defence 13 15 17

For work to repair storm damage, and for othar work on
updating flood defences.

({iv) Research and development 3 3 3

T restore baselina in face of EUROPES reduction, and to
cover new imposition of VAT on external research contracts.

{v) Set aside/extensification 3 7 22
Jdiversification

On set aside, to provide for take-up in 1%93-94 broadly as in
earlier years (55,000 hectares in UK); and for an increase
in rates tc farmers undertaking an extra annual cut of set-
agide land. On extensification; for new pilot schemes for
arable and organic farming; and for definitive sachemes for
these, and for sheep and beef.

(vi) Scotland (cash limited) H B 7

To provide for likely cost increases and redundancies in the
Scottish Agricultural Colleges and Ressarch Institute; for a
revisad cost estimate in the construction of the new Macaulay
Land Use Research Institute: for additional RED work:; for naw
independent harbour projects; and for other small items.

(vii) Other MAFF cash limited 5 4 4

For pay realism, major maintenance and capital works at the
Royal Botanic Gardens (Kew):; for redundancy in 1991-592 at the
National TInstitute for Agricultural Botany; for additional
MAFF publicity on food safety, environment atc: and for
other small items.
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i .

(viii) MAFF running costs 27 0 46

For pay increases, particularly for 1993-94 (7.5% instead of
the baseline provision of 2.5%); for additional manpower (net
238 in 1991-92, 28% im 1992=93, 356 in 1993-94) for a wvariety
of areas (eg food safety), including a contingent element for
1992-93 and 1959:-94:; and for other running costs, including
maintenance and accommodation.

(ix) MAFF relocation 26 a 14

To provide for initial cost of relecating some 600 posts from
the south-sast to the midlands: cost of land purchase [(1991-
%44) and building.

(x) MAFF other administrative 11 11l
capital

For priority Part 1 bullding works (eg refurbishment of
Weymouth fisheries laboratory), as baseline provision is
allocated to Central Science Laboratory co-location; for IT;
and for scientific equipment and other RED capital.

(x1) Countryside and agriculture 19 52 56

For Environment White paper proposals: to encourage farmers
in the urban fringe to tidy up their land; to extend
Environmentally Sensitive Areas; to make Hill Livastock
Compensatory Allowances more environmentally specific; and to

extend the Countryside Premium Scheme for set-aside land.
Includes bids for extra manpower of 240 per year by 1992-93.

TOTAL 125 143 182

FROPOSED REDUCTIONS

(i) Agricultural Training Board -1 -1 -1
Resulting from restructuring and relocation of the Board.
Reduction Iin recurrent costs agreed following addition from
Reserve in 1990-81 for initial costs.

(ii) Administration receipts -4 -4 -11
Additional receipts from ADAS charged advice, assuming cost
recovery of 33% in 1991-%2, 41% in 1932-33 and 50% in 19%3-
94. Also increased fees and levies for pesticides approvals,
and increased fees relating to veterinary medicines.

(iii) Thames tidal defences -1 -1

Reduced regquirement, as work nears completion.
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‘1?] Scotland [cash limited) -1 -1 -3

Reduced reguirements, to offset proposed increase at (vi)
above, mainly on Fisheries RED (1991-%2) and the Agricultural
Development Programme [(1993-847%.
(v) Land salas -1
PROPOSED HET CHANGCE IN PROVISIONM

(of which running costs)

MANPOWER (MAFF)

Proposed
Change from present plan
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INTERVENTION BOARD

£E million
1991=-52 1992-93 1993-94

Survey baseline 1487 1545 1583

PROPOSED ADDITIONS
[1) CAP MHarket Support = 50.0 +13.0 + 8l.0

Forecast increased purchasee into intervention of beef, dairy products,
and in the later years of cereals, offset in varying degrees by
increased sales out of intervention. Forecast increases in the sheep
variable premiam ,and in ewe premium payments. Forecast increase in
lavel of oilseed crushing subsidy jrevisionse in the level and extent of
MCAs and export refunds. Revised estimates of the cost of future green
pound devaluations. Forecast savings include reduced Iintervention
purchases for wheat in 1991-93;:; also the safeguard provision for
cptimism which was in the baselines for 19592-9%3 and 1993-94 has been
removed. Cverall expenditure is subject to uncertainty and will be
updated in August, when more reliable estimates of the 1890 harvests
and beef intervention will be available.

(ii) PRunning Costs 2.8 2.3 5.1

For additional manpower over PES B9 base (net 79.5 in 1991-892, BZ in
1992-33 and 76 in 1993-94) to maintain present resource needs and meet
volume increases in CAP market support schemes in the livestock
products sector, new schemes, and a wvariety of areas including
anti-fraud work, computer development and handling an increasing number
of accounts; for revised pay assumptions; and for other running costs.

(iii) Agents' Costs B.5 0.2 0.1

For changes in the scale and type of activities undertaken by DANI,
egpecially for increased take-up of EC intervention schemes for
livegtock products; and the re-introduction of anti-frand controls for
cattle and pige; for increases, in 1991-9¢ only; in the interrention
volumes handled by MLC.

PROPOSED NET CHANRGE IN PROVISTON
(of which running costs)

MANPOWER
Proposed
Change from present plan
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.DHEETRT COMMISSTON '

£ million
15992-93 1993-94
Burvey baseline 87.7 B3.8

SETTLED AT BASELINE
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ghﬂTH.EH‘I" OF TRADE AND INDUSTRY

£E million
1951-92 1952-93 1993-594

Survey baseline 1037 952 877
PROPOSED ADDITIONS

(1) Regional and Industrial support 58 51 B
Revised forecasta of demand and commitments. Plus revised interest
rate assumptlions on shipbullding credit support. Includes caplital
grants to local authorities.

{ii) Science and technology - 4 24 - 17
Revised schedule of existing launch aid commitments and expectations
under LINK and EUREEA programmes. Plus provision to prevent a
decline in research stemming from the need to fund the EBuropean
Transonic Windtunnel.

(1ii) International trade

Mainly rephasing of Expo 92 expenditure.

{iv) Regulation of trade and consumer
protection

Several individoal items including increased provision for investors
protection investigations and MMC. Plus grants for the Financial
Reporting Council (mainly offset by revenue recelipts of Companies
House); and increased grants to CABs to cover increased fixed costs.

{(v) Executive Agencies 5 4 2

Increased levels of capital spending, plus some additional running
cost expenditure in Agencies on net running cost control.

(vi) Research Establishments: capital 5 1 1

Refurbishment work at WSL and changed assumptions following the delay
to NEL privatisation.

(vii) Departmental capital 5 5 8

Majority of bid is for refurbishment of 1-19 Victoria Street, plus a
€3 million replacement of DTI main mainframe computer in final year,

(viii) Gross running costs 22 43 47

Bid needed to maintain current policies. Major components are due to
accommodation, rent and rates increases, and previous pay and price
assumptions being too low.

11
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P
{ix) Gross running costs related - 10
receiptse

Bid mainly from increased receipts from Patent Office and Insolvency
Service Agencies reflecting increased demand for their services.

(x)Other services 14 3 3

Additional grant to Invest in Britain Bureau; reinstatement of non-
RED EUROPES reduction; and Barlow Clowes recovery action.

Total 105 117 413

PROTOSED REDUCTIONS

(i) Regional and industrial support =13 - 3

Mainly due to revised forecasts of demand and commitments.

{ii) Education and training - 16 - 16 - 18

Reduction takes into account a transfer tc DEmp, plus reduced support
for DTI activity in relation to schools.

(iii) Consultancy Initiative - 11 - 13 - 14

Reduced assumption of target of 12,500 consultancies a year as
against 15,000 already provided for.

PROPOSED NET CHANGE IN PROVISION b4 T3
(of which gross running costs
(net of receipts)) (17}

MANPOWER

Within gross running costs: Proposed 9380
change from present - 173
plan

Within net running costs: Proposed 2450
change from present 4T
plan
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&133 OF FAIR TRADING

miliicn
1991-92 15952-93 1933-94

Survey baseline 17 17
FPROPOSED ADDITIONS
(i) Relocation: non-running costs 4 2

Capital and refurbishment costs associated with OFT's
relocation.

Running costs 4 3

The bid provides for revised pay assumptions; an increase in
etaff to handle wvolume increases; and OFT's relocation
expenditure.

FROPOSED REDUCTIOHS

PROPOSED NET CHANGE IN PROVISION
(of which running costs)

MANPOWER

Proposed
Changes from present plans

OFFICE OF TELECOMNUNICATIONS

Survey basaline [ b &

FROPOSED ADDITIONS

{i) Running cosats 1 -0 .08 -0.08
The bid provides for additional staff; CILOR increases; and
pffaet from a relocation to premises shared with OFT and OFGAS.

(ii) Departmental capital 0.03 0.09 0.03
The bid is mainly for the provision of IT additions and
enhancemants.

PROPOSED REDUCTIOMS

PROPOSED NET CHANGE IM PROVISION
(of which running coste)

HANPOWER
Propoged
Changes from present plans
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.EQPDRT CREDIT GUARANTEE DEPARTMENT

£ million
1991-92 1992-93 1993-94
sSurvey Baseline 70 =28 =2E
PROPOSED ADDITIONS
(i) Interest Support 208 176 B4

Reflects higher interest rate assumptions than made for last

year's survey.
{(ii) Others (mainly capital) 12

Most of capital bid for 1991-92 1is to finance relocation to
Docklands, which will be paid for by running costs savings in
later yaars. [HNote ECGD running costas are not classified to
public expenditure, but do affect PSDR].

TOTAL 219

PROPOSED REDUCTIONS

(i) Mixed Credit Matching -1

Reflects lower forecast expenditure on an extant commitment on a
scheme that has now been discontinued.

FROPOSED NET CHANGE IN PROVISION

(of which running costs]

MANFOWER

Froposead 1337.5 1307

Change from present plan -162.5 =173
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.[JRP#RTHEIH' OF ENERGY, OFGAS AND OFFER

£E million
15351-92 1992=-593 1593-94

Survey baseline 413.4 405.1 410.2

PROPOSED ADDITIONS
(a)Enerqy

(i) DRAWMOPS 26.6 44.9 31.3

Mainly due to decisions by MOD to discontinue or defer work:
advancing work to meet requlatory pressures or to reduce costs
overall; and the need to cover a higher proportion of the AEA's
gperaticnal and overhead costs.

(ii) Other Nuclear Programmes 0.4 1.8

Higher costs of initial site investigations than were forecast

in the latest Nirex Company Flan, shortfall in Appropriations in aid
for repayment of locans to BNFL, and increased Contract of
Associations receipts.

(1ii) Europes 2.0 6.3 11.6

Reinstatement o©of reductions in tha PES baseline as a result of EC
spending on Energy R&D exceseding the EUROPES basaline.

(iv) HEES 7.6 12.1 12.6
Provision to meet target of draught proofing 250,000 homes and
insulating 50,000 lofts and tanks a year under the nev Home Energy
Efficiency Scheme in 13992-33.

(v) Other Programme expenditure 5.2 3.5 8.
Increases mainly in other energy efficiency programmes, renewables
R&D, international subscriptions, work on the environment, and the
coal firing scheme.

{vi) DEn Administration (net) 4.3 Nl 6.9
Mainly for additional pay costs and manpowear requirements;

accommodation costs; and repayment regimes for legal and recruitment
garvices.

(D) OFGAS
0.1 0.2 0.2

Higher rent requirements offset by reductions in rates and
maintenance charges.

[c] OFFER
1.2 Y5 2.0

Reclassification of expenditure (see below for matching reduction).

TOTAL ADDITIONS 47.3 7b.1 71.1
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PROPOSED REMMICTIONS

(a) Energy

(i) Nuclear programmes -4.2 -1.9 -3.2

Ending of deficit funding of £3.0 million in 1991-92 with the
inclugion of Winfrith Reactor 1in the Non-Fosgil Fuel Obligations
(NFFO); €2.8 million in the Nuclear Materials Management programme ;
£1.5 million in the Public Information programme.

(ii) Other Programme expenditure -4.3 -4.4 -5.6

Reductione in respect of the Offshore Supplies Office, geoclogical
mapping of the UECS, enhanced oil recovery R&D, renewables RED, and a
variety of other small savings.

(b) OFFER
(i) Capital = 3 -1.5 -2.0

Reclassification of expenditure mainly related to the treatment of
future minor works and accommodation expenditure.

TOTAL: REDIICTIONS -9.7 : =10.
PROPOSED NET CHARGE IN PROVISION 37T B . 60.

of which DEn running costs 4. ; 7 %
OFGAS running costse 0. 2 0
OFFER running costs 0 1

HANPOWER

DEn
Proposed
Change from preseant plan

OFGAS
Froposed
Change from present plan

OFFER
Proposed
Change from preseant plan
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E million
1991-592 1992-93 1993-94

Survey baseline 3,625 3,650 3741
of which Running Costs 1,070 1,133 1,161

PROPOSED ADDITIONS
(i) Youth Training 47 .8 7 3 o | 110.6

Provision allows for higher cost per trainee than agreed last year
bacause of training providers' increased costs and a lower level
of employer contributions than planned.

(1i) Training Credits 12.6 26.9 27.6

Bid reflects additional cost of introducing about 10 Training
Credit pilots. An offsetting saving for approximately half the
bid is included under "Proposed reductlions".

{i1ii) TECS5: Local Initiative
Fund 66.5 42.8 43.4

Provision for tha creation of the Training and Enterprise

Councils® (TECs) Local Initiative Funds covering about 80 TECs in
England and Wales.

{iv) Redundancy Fund 26.7 211 £3.1

Provision reflects higher forecasts of number of redundancy
payments.

{v) European Social Fund 211.%6 136.2 135.7
Additional provision required largely to meet increase in payments

to local authorities and voluntary bodies; and also for the change
in ECU exchanga rate and for 4 per cent EC inflation factor.

{wi) Training and Yocational
Education Initiative
{TVEI) 20.0 20.0 0

Provision needed to provide TVEI funds to 22 new Local Education
Authorities in 1991-92 and 1992-93.

(vii) Running Costs 94.9 102.9 157.3

Mainly reflects department's forecasts of highar inflation and pay
costs; and also VAT costs of TEC Management fee, superannuation
for TEC staff, and expanded or new activities.

(viii) Capital 22.7 10.0 26.0
Largely reflects Employment Sarvice office integration programme

in years ona and threa, and costs of TEC and Training Agency Area
office rofurbishment.
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(ix) Provision for disabled 15.0 26.1 22.6

Reflects increase in unit costs, and in the number of sheltered
placements, and capital expenditure on new or refurbished
preamises .

(x) Other 35,6 23.7 18.9

A numbar of small bids covering the Enterprise Allowance Scheme,
Grants to the Tourism Boards, the National Council for Vocational
Qualifications and for projects on education/industry links.

TOTAL 553.4 492.8 572.2
PROPOSED REDUCTIONS

(i) Employment Training - 41.4 - 24.8 - 25.2

Raflects offset to creation of Local Initiative Funds and towards
Training Credits expenditure (sea above),

{ii) Training of Trainers = 17,1 = 175 = 17.9
and

(iii) Training Access Points - 9.1 - 9.3

Transfer of provision to Local Initiative Funds.

{iv) Publicity = 1.5 o

Reassessment of Tralning Agency publicity needs.

(v} Other - 9.3 - 11.2 - 12.0
Covers a number of changes including transfer of small firms
counselling to TEC2 Local Initiative Funds and higher receipts by
tha Nuclear Inspactorate.

TOTAL - 78.4 - 64.4 66.2

PROPOSED HET CHANGE IN FROVISION + 475.0 + 428.4 + 5306.0
(of which running costs) 94.9 102.9 157.3

HANPOWER
Proposed 52,593

Change from Fresent plan = 1,400
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DEPARTMENT OF THANSPORT

E million
1991-92 1992-93 1993-94

Survey baseline 3,324 3,431 Fsal5
FROPOSED ADDITIONS

(i) National roads 80 105 215

To maintain the expanded roads programme following greater than
expected traffic growth and congestion with extra resources Ifor
motorway widening, environmental and traffic management works for
London, and drciver information systams.

(i1} Local roads 59 151 225

To provide for road safety schemes and to malintain a steady
programme of major capital improvements fo those parts of the
local road network of more than local importance. Target of
reducing casualties by one=third by year 2000. Bid allows for 40
new starts a year, compared with 30, 20, and 15 over the Survey
period,

{iii) Local public transport 9 25 26
Fresent baseline represents cut in real terms. Bid allows for one

new light rail scheme to begin in the PES period, after completion
of Manchester Metro.

{iv) Transport safety publicity

For child safety and other campaigns.

(v} Research and development 1 4 4
For new work on environmental, safety, and highways projects.
(vi) Pay and prices 18 22 43
To reflect additional pay costs together with a provision in
1891 - 92 for DVLA to meet its Poet Office contract, which is
linked ta the RPI.

{vii) Relocation and accommodation 25 11 12

To move marine HQ and highways computing from London, giving long
term savings. Extra accommodation required for expanded roads
programme, DVLA and DSA.

(viii) Driver infermation 3 3

To support initiatives on driver information and network
management, the London Traffic Director and communications and IT
development of the expanded roads programme.

TOTAL 159 324 532
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PROPOSED REDUCTIONS

(i} Local authority airports ] 3]

By reordering pricorities and encouraging Manchester to look for

private finance to meet soma of its development cost.

PROPOSED NET CHANGE IN PROVISION 198 144
(0of which running costs) 37 32

MANPOWER
Proposed 12218 12454

Change from present plans =126 =12

395
53

12593
=81
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DEFPARTMENT OF THE ENVIRONMENT: HOUETME

£ million
1991-92 1992-93 1993-94
Survey Baseline 6,765 6,932 7,106
FPEOPOSED ADDITIOHS
(i) Housing Corporation 208 264 471

To increase the supply of subsidised rented housing and to
maintain Lhe output of Low Cost Home Ownership (LCHO) units. The
bid is designed to enable housing associations to provida a total
of 26,000 rented units and 3,000 LCHO units in 1991-92, rising to
41,000 rented and 6,000 LCHO in 1993-94. (An increase compared
with baseline of 1,000 rented units in 1991-92 and 7,000 in
1993-94. )

(ii) Rooflessness 32 25 a

To carry out MISC 143 proposals, which aim to tackle the problem
of sleeping rough in London. The bid will provide 800 move-on
bedspaces per year in 1991-92 and 1992-93 at a unit cost of
between £35,000 and £47,000. These will supplement the provision
in 1930-%1 of basic shelters.

(iii) Homelessness: Housing
Corporation

{(iv) Homelessness: local
authorities 94 148 0

To reduce the use of bed and breakfast accommodation by providing
additional housing association dwellings and by bringing vacant
local authority stock back into use and through cash incentives to
ralease subsidised housing to benefit the homeless. Year 1 bid
taken together with provision agreed last year is intended to
achieve target of 15,000 units by 1991-92,

(v) Credit Approvals:
"Part A" bid 1711 157 221

Taking inte account reduced forecast inflow and stock of receipts,
to restore forecast gross local aunthority capital expenditure to
the level assumad by DOE at the end of the 1989% Survey.

{vij) Other Credit Approvals 134 232 185

Covers five elemants:

(i) Reduces the fall in real renovation expenditure
per council dwelling from 3% to 1%%.

[11) Expands Estate Action programme to treat 150,000
run-down council estate dwellings over the Survay
period, an increase of 50,000 over basalins.

21
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{iii}) Meets residual increase in expenditure on Housing
pDefects and Slum Clearance arising from the bid for
specific grant.

{iv) Introduces an energy saving programme covering
100,000 council dwellings over the Survey period at unit
cost of E1,500.

[v) Covers additional provision of £25 million per
annum for the increased cost of home loss payments
proposed for inclusion in the Planning Bill.

(vii) Housing Defects:
Repurchase /Grant 3 10

To continue steady rate of progress towards agreoed targets.
(wiii)} Slum Clearance Grant 10 11 12

The bid provides for constant output at the 1930-9]1 forecast level
of 4,000 dwellings per year. This is needed to ensure that
regsources are not spent on unnecessary mandatory renovation work.

(ix) Housing Subsidy 23 23 23
(x) Rent Rebate Grant 64 65 66

[These bids are likely to be substantially increased in the light
of the latest information on interest rates and short-term
leasing.] The bids to date represent a 2% real rent rise and
3.75% real management and maintenance rise. They do not include
any allowance for amounts that would be met under the Interest
Rate Concordat in respect of changes in interest rates and do not
include any allowance for leasing.

(ri) Central Govt. Subsidies
to housing associations 5 15 24

To introduce special needs management allowance to replace hostel
daeficit grant. SNMA will only apply to new schemes from 1 April.
HDG will still apply to existing schemes.

(xii) Housing & construction
research 9 9 10

Bid is in two parts. Technical bid (4/4/5) - a requirement on
Building Research Establishment that it must charge full economic
costs. Remainder represents impact of inflation on research
costs; and support for research on green issues arising from
MISC 145.
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friii) Section 73 (Rooflessness) b 8

To provide housing associations with hostel deficit grant for
management of 500 places in basic shelters at £2,000 per unit
(1330-531) prices, and bids for counselling and advice at the basic
shelters and individual support at bed-sits.

(xiv) Central Govt.: current 11 14 15

This bid covers increases to Housing Corporation's grant-in-aid,
housing management, Section 73 grants for naticnal advice
services, housing mobility, home improvement agencies and Rent
Assessment Panels, offset by reductions in support to the
construction industry (general].

PROPOSED REDUCTIONS

(i) HATs 37 4] 0
This reduction reflects the lack of progress in setting up HATs
owing to the need to obtain tenants’ consent in ballots,
particularly the decision of tenants to vote against the proposed
HAT in Sunderland. No savings are offered in later years.

(ii) New Town Subsidies a 0 10

The reduction reflects plans that new town housing transfers will
be completed by 1952-53.

PROPOSED NET CHANGE TN PROVISION 740 598 1026
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DOE - OTHER ENVIRUNMENTAL SERVICES

£ million
1991-92 1952-93 1993-94
Survey basaline 1,205 1,162 1,132

PROPOSED ADDITIONS:

(i) Enviromment, Countryside, T8 g7 98
Recreation and Water

To allow various policy initiatives by countryside and
environmental organisations and the Sports Council. To finance the
reaorganisation of the Nature Conservancy Council, To improve water
gquality monitoring and water resource management by the National
Rivers Authority. Additional resources to improve implementation
of statutory obligations concerned with water. To extend
environmental research including EC financed projects.

{ii) Heritage 28 38 40

To undertake essential maintenance and urgent priorities at the
occupied palaces and in the Royal Parks. To provide increased
gupport for the built heritage through Historic PBuildings and
Monuments Commission (HBMC), including new funding tor Cathedral
Repairs and the Chatham Historic Dockyard Trust. 50% of sum
({balance from OAL) to restore real wvalue of National Heritage
Memorial Fund, depleted by Trustees' spending in excess of grant-
in=-aid, to original 1980 level and increase annual grant.
Additional resources for relocation of HBMC and tha Royal
Commission on the Historical Monuments of England.

(1ii)City Grant 15 20 20

To ensure that good schemes are not turned away and to process
three very large schemes known to be in the pipeline and likely to
have a gsignificant environmental impact.

(iv) Derelict Land o as 40

To increase impact of programme and make contribution to greening
cities and providing environméental improvements in countryside.
Bid would increase Dy about 50% rate at which derelict land is
reclaimed .

(v) Urban Programme 15 15 15

To maintain emphasis on economic projects while increasing support
for social and environmental initiatives which target the needs of
local people.

(vi) Urban Development Corporations 50 22 0

To allow UDCs to sustain effective regeneration of their areas
despite lower receipts from land sales due to market downturn.

The bid would maintain or accelerate progress on echemes in
Teesaide, Tyne & Wear, Bristol, Leeds and Sheffield.

24




CONFIDENTIAL

(vii)National Garden Festival 2 5 ' B

To allow for one national garden festival in 1995 which will
tackle an area of concentrated dereliction and improve the local
environment .

(viii)Community Enterprise 2 2 2

To enable the setting up of community-based enterprise trusts in
deprived inner city communities to help those living there take
advantage of new opportunities and restore community pride and
confidence. The cost would be shared with DTI.

{ix) DOE Administration j2 a5 44

The addition of 257/370/421 staff to deal with increased workload
from environmental initiatives. To resource current policies for
housing, planning and inner cities in relation to their
environmental impact. To allow following proposals to proceed:
publicity on energy saving in housing; increasad accommodation;
Phase II of Radiation Monitoring Network; and acquisition of IT
Bystems.

(x) Other Services block 259 383 408
(Credit Approvals,
capital and current grants)

Includes element t0 maintain expenditure on replacement and
raefurbishment of capital stock by offsetting assumed downturn in
receipts-financed expenditure Iollowing slowdown 1in receipts.
Additional spending on facilities for waste disposal, recycling
and clean air; and maintenance and improvement of landfill sites.
Accelerated grants expenditure on clean air, and increases to
allow National Parks authorities to introduce new programmes and
to spend in implementation of declared national priorities.

{xi) Office of Water Services 1] 1 1

To provide more resources in the light of a review of the first
nine months' operation.

(xii)Property Holdings-Major and minor new works
and maintenance works 52 43 41

To provide funding for works and maintenance projects on the
Common User Estate (CUE) that are considered by the Department
either essential on health and safety grounds or on operational
grounds; and for funding the Parliamentary Works programme.

(xiii)Property Holdings-Rents 118 143 178
To provide for renagotiation of old leases, additional imposition

by landlcocxrds of VAT on rents, and increase in ©costs of
professional estate surveying services.
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(xiv)Property Holdings-Administration and repayment
services 15 12 14

To provide for additional admin. costs on transfer of functions
from PSA Services; creation of new Accounts Department and certain
allied sarvices.

(xv) Property Holdings-Reduced disposal35s 30 28
recaiplLs

To provide for transfer of responsibility to departments for
disposal of properties on the Departmental Estate element of the
Civil Estate; and for reduction in potential for disposals on the
Common User Estate due to slowdown in the property market.

(xvi)Ordnance Survey-Running costs,
accommodation and pay 1 3 4

Higher than expected pay awards (partly offset by manpower
reductions), increased rates bill and building maintenance costs.

TOTAL 732 B74 941
PROPOSED REDUCTIONS

(i) Property Holdings-Property Repayment
Services(PRS),rent and service - 62 - BB - 75
charge receipts

This reflects increases in the PRS accommodation charge paid by
departments to reflect increased rental payments to landlords
[cffsetting bid (xiii)]; admin. and repayment receipts [offsetting
bid [(xiv)]: and recoveries from clients [ocffsetting bid [xii}]

(i1) Ordnance Survey-increased = 1 - 3 - 4
receipts

05 are forecasting a one third increase in receipts over the
Survey period mainly due to the expleitation of new products and
services, and increased sales,

TOTAL REDUCTIONS - 63 = 71 - 79

PROPOSED NET CHANGE IN PROVISION
(of which unning costs)

HANPOWER
Proposed
Change from recent plans




FSA SERVICES

E million
1991-92 1992123 1993-94

Survey baselilne - 3 - 11

FROPOSED ADDITICHS

(i) Severance payments 230 115 35

To provide for 3,500 redundancies to streamline PSA Services in
advance of privatisation.

(11} Relocation and restructuring 47 T 0

To provide for re-lccation from unsuitable premises, build-up of new
premises and relocation of HQ from Croydon.

(1ii) Advisers [eas 10 4

To provide for professional advice to PSA Services in the
Government Company (GOCD) status and privatisation.

{iv) IT capital 10 5

To provide for additional expenditure on Information Technology
projects to underpin the move to commercial cperation.

(v) Marketing 3 0 0

To provide for implementation of consultants’' advice on marketing and
improvements in PSA Services' image as a result of re-structuring the
organisation in advance of privatisation.

{vi) VAT 30 35 0

To provide for VAT on goods and services bought in by PSA Services. A
technical bid matched by increased receipts.

{wii) Unified Business Rate 5 5 0

To provide for additional expenditure due to introduction of UBR and
ites effect on FEA Services with the build-up of new cifices.

(wiii) Removal of existing provision ] i) 12
Technical bid to remove expectation of continued inflow of receipts to
the Consclidated Fund after PSA Services has been privatised.

{ix) Administration & 2 1

To provide for costs of residual Government functions [(non-core
business) of PSA Services in build-up to commercial operation.

TOTAL 342 172 36
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PROPOSED REDUCTIONS

(i) VAT receipts from clients - 30
Technical bid offsetting bid (vi)

(ii) Improved profit targets - 27

Reduction due to expectation of Iincreased profits
above that assumed in the baseline.

TOTAL REDUCTIONS - 57

FROPOSED HNET CHANGE IN PROVISION 285
(of which net running costs) 238

HANPOWER
Froposed 11,378

- 35

- 34

by PSA

- 69

103
96

10,378

Change from prasent plans - 2,200 - 2,300
(includes industrials and locally-engaged overseas staff)

0

Sarvices




¢ HOME OFFICE AND CHARITY COMMISSION

£t million
1991-92 1992-93 1993-34

Survey baseline 5,018 5,165 5,284
PROPOSED ADDITIONS
(i) Prisons: building 18 26 -38

To maintain progress on delivery of planned new prison places and
to maintain existing establishments. Also to provide an
additional 600 places at a new training priscon in the South-West.

(ii) Prisons: other 58 67 78

Provision for relocation of Prison Service Headquarters out of
London. Miscellany of other items, for example additional transfer
costs and training, many of which are related te the increase 1in
manpower over the periocd.

(iii) Prisons: manpower 26 46 116

Mainly to provide manpower (120 in 1991-92 rising to 1300 in 1993-
94) for the full year effect of additional prison places already
due to come on stream in 1992=93. But significant bids to make up
shortfall on 1990-91 pay award and for revised pay assumptions.

(iv) Police 35 3B 42

Provision to enhance the police national computer, subsidise
Directorate of Telecommunications®' prices, enhance police training
facilities (increased throughput), set up new central units, for
increasad cosat of explosives disposal, additional counter
terrorism activities and other smaller bids.

(v) Diversion from custody 7 12 13

Additional places in probation and bail hostels and on wvoluntary
sector projects (320 rising to 560 by 199%3-94), increased
probation training and other measures to encourage non-custodial
gentencing. Target to divert a further 1500 offenders from prison
by 1995-96.

(vi) Criminal injuries compensation 38 46 59
Provision to meet the costs of additicnal claims (about 20,000 a

year] processed through more efficient working methods and by
extra staff agreed this year.

fvii) Immigration 18 28 29

Provision for a new detention facility, additiomnal staff (230 to
330) for immigration on-entry control reflecting international
traffic growth (including opening of new air terminals), and for
immigration appeals, after-entry enforcement and nationality work.
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(viii) Other (nmon-prisons) 56 56 60

Provision for additional manpower (about 500 in each year) and
revised pay assumptions, for passports, accommodation, crime
prevention measures, wvictim support, IT, emergency planning and
fire, equal opportunities, broadcasting, Commission for Racial
Equality and voluntary sector grants etc.

(ix) Charity Commission 7 7 5
Mainly for: increased staff (about 180) as workload increases
following new legislation; and implementation of the new computer
system; and expected increase in PSA rent and rates.

(x) Current grants: police 172 285 435
Mainly reflects increased pay rasulting from tha latest
expenditure outturn information and revised pay assumptions in
1951 and 1992, Also bids for substantial further increases in
police manpower 1100/1150/1150 (plus further increases in
civilians).

(x1i) Current grants: other 31 56 99

Bids for magistrates® courts, probation, civil defence and
Commonwealth immigrants - mainly for pay and manpower.

(xii) Capital grants a0 =33 10
(xiii) Credit approvals 48 33 b2

Increases to fund existing programme and for wvolume growth in
capital expenditure on the police, magistrates' courts, probation,
civil defence and fire.

TOTAL 584 779 1031

PROPOSED REDUCTIONS

The bids above are net of reductions totalling Em 23; 12; 17.

PROPOSED RET CHANGE IN PROVISION SH4 7749 1031
(of which running costg) 105 137 233

MANPOWER

Proposed 44,125 45,572 48,444
Change from present plans +1115 +1178 +2315
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"'IEEAL DEPARTMENTS

£ million
1991-92 1992-93 1993-94

survey baseline 1405 1501 1538
PROPOSED ADDITIONMS

(i} Lord Chancellor's Department:
running costs &8 91 125

Substantial rises in accommodation costs arising from rant
increases and the opening of new courts, together with the cost of
making inroads into a backlog of essential maintenance of court
buildings; also the cost of around 400 additional staff required
in the County courts as a result of the Civil Justice Initiatives
and the Children Act plus rising workloads on other civil
business, notably Water Authoerity and housing possession cases and
the transfer of cases down from the High Court.

{ii) Lord Chancellor's Department:
legal aid T3 86 118

A forecast 3.7% increase in the volume of cases granted legal aid
in the magistrates' courts over the Survey period and a higher
take-up of the 24-hours Duty Solicitor Scheme, together with a
fall in the level of contributions from recipients of civil legal
aid,

(iii) Lord Chancellor's Department:
othar 27 21 28

Some increage in the cost of new court building, the salaries of 5
additional judges and an adjustment to reflect the relationship
betwaan judicial salaries and fees paid to judicial officers.

(iv) Crown Prosecution Service: 24 40 70

A forecast increagse of 3 per cent per annum in workload in
magistrates courtse, and rising accommodation costs.

{v) Other departments 25.3 28.1 40.4

(ie Land Registry, Northern Ireland Court Service, Public Record
Office, Treasury Solicitor, Serious Fraud Office and Crown Office,
Scotland):

Major items include building work on the extension to the main
Public Record Office building at Kew, the construction of court
buildings in Northern Ireland and the costs of relocating the
Treasury Solicitor's Property Division.

FROPOSED NET CHARGE IN PROVISION 233.0 282.1
(of which running costs) 106.3 140.8

MANPOWER
- proposed 19,601 20,166
- change from present plans 671 H64
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DEPARTMENT OF EDUCATION ARD SCIENCE

£E millien
13931-92 1992-93 1993-94

Survey baseline 6,748 6,317 7,080
PROFPOSED ADDITIONS

(i) Universities: current 196.0 276.0 321.0
(ii) Polytechnics and Celleges: current 125.0 154.0 174.0

To fund higher than predicted growth in student numbers (25,000 up 1in
1991=-92 and 37,000 in 1992-93) and projected increases in pay and prices.
To provide an additional £11 million a year for London University:
£35 million a year for maintaining university buildings; £20 million a
year for research in polytechnics; and to fund improved access from
under-represented groups.

(iii} Universities: capital 75.0 81.0 58.0

To enhance teaching and research equipment and meet the requirements of
the Home Dffice code on animal houses. To increase spending on new
buildings and enhance universities' computer network.

(iv) Polytechnics and Colleges: capital 100.0 124.0 146.0

To improve buildings and create more teaching space. To renew and expand
stocks of equipment and furniture.

(v} Other higher education 16.6 i1 A5 1525

To provide for projected increases in pay and prices; for restructuring,
expansion and refurbishment at Cranfield; for increasad grants to
postgraduates; and for more accommodation for the Royal College of Art
and BADA.

(vi) ©Student Loans 35.4 . 76.0
[vii) Access Funds 9.9 . 10,7

To cover higher student numbers; annual increases of leoane and Access
Funds in line with GDP deflator; projected higher administration costs;
and to extend, across the Survey perlod, the increases in Access Funds
agreed, in-year, for 1%90-591.

{viii)Science 78.0 101.0 11%.0

To maintain current levels of spending on existing programmes and to
provide extra sums for new projects. To increase grants to postgraduate
and postdoctoral researchers and provide more for equipment and
computers.

{ix) Student fees 85.0 110.6 114.1
(x) Student grants 82.2 B8.8B 59.9

To provide for higher student numbers; the annual increase of fees and
supplementary grants in line with the GDP deflator; and to align the
levels of fees refundable for award heolders at private colleges with
those at institutions which receive grants from the UFC or the PCFC.
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(xi} Awards regulations 7.9 13.0 14.9

To f!!t the moratorium on designating new courses for mandatory awards;
and to expand the boundary within which London rates of grant are paid.

(xii) Maintained Sector Capital 340.0 357.0 J64.0
(xiii)Building Grants to Voluntary Schools 58.0 60.0 62.0

To enable LEA building programmes to continue, providing 37,000
additional schoel places in 1991-92; to enable LEAs to remove surplus
placas; to remedy atructural defecte and reduce number of schoolsa
regquiring urgent attention; to begin 10 year programme introducing the
National Curriculum; and to cover new building and equipment coste in
further and higher education. To expand improvements programme in the
voluntary sector.

{xiv) Grant Maintained Schools 5.0 5.0

To cover costs of capital grants to GM echools

(xwv)] Other Schools 20.3 3556 48.5

To provide for: introducing Mational Curriculum by 1997; teacher supply
maasurae to tackle shortages; expansicon of the City Technoclogy Collegea
programme to 17 orthodox CTCs and 20 Voluntary-Aided CTCs by 1993-94; and
increased fees for Assisted Places Scheme,

(xvi) Other Bids 3.0 3.4 8.0

To contribute to the funding of the HCVQD, and to fund nev initiatives and
increaged costs in adult education, and commitments to inner London
spacialist collages from 1993-54.

(xwiijAdministration B.8 10.4 133

To meet additional staff and non-pay costs; the transitional costs of
moving to Sanctuary Buildings; and extensions to DES's office systems.

TOTAL 1246.1 1509.9 1619.9
PROPODSED REDUCTIONS
(1) Postgraduate Awards =0.86 0.0 0.0

A one-off saving of one third of the 1991-92 payment to postgraduates
achieved by making awards termly, rather than annually.

PROPOSED NET CHANGE TN PROVISTOR 1236.5 1509.9 1619.9
(of which running costs y g.7 12.2)

MANPOWER (average for year) 1990-91 1991-92 1992-913 1993-94
Proposed 2,662 2,125 2,706 2,679

Change from present plans + 145 + 14K + 119
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. OFFICE OF ARTS AND LIBRARIES

E million
1591-92 159592-93 1993-94

Survey Baseline 522.0 543.9 KETE
PROPOSED ADDITIONS

(i) Museums and Galleries . 11.8 42.9

To contribute to essential museum building rencvations, including
matching funding projects and maintenance; to increase the value
of purchase grante from 198BS levels; to cover the costs of
contributions in lieu of rates payments; to increase the wvalue (in
1993=-94) of the running costs grant; to match (in 1593-94)
Lord Wolfson's benefaction for improvement works.

(ii) Living Arts 1.0 11.0 55.1

To contribute to the capital and transitional costs of the Royal
Opera House development; to increase the value (in 1993-94) of the
Arte Council grant-in-aid; to contribute to the costs of new Arts
Council initiatives and of capital works at the Royal HNational
Theatre and British Film Institute; to fund a pilot project on
establishing an endowment challenge fund for the arts.

{iii) Libraries - . 2.3

To increase the value of the British Library's grant-in-aid to
take account of the short-term costs and longer-term benaefits of
the decislon to relocate certain London-based activities to
Yorkshire; to meet costs of the move to 5t Pancras and split-site
working from 1593,

(iv) British Library: 5t Pancras
Frolect 10.2 . =18.7

To cover revised estimates of the phasing of construction costs of
Stage IA and the initial costs of the Completicon Phasze; to fund in
part the purchase of worke of art for the new bullding.

(v) Heritage

To increase the wvalue of grant-in-ald paid te the HNatiomnal
Heritage Memorial Fund (DoE alsc bidding for the same additions).

(vi) Administration 0.5 ; 0.7

To meat OAL salaries and administrative costs.

14
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PROPOSED NET CHANGE IH PROVISION
fof which running costs

HANPOWER (average for year)

Proposed
Change from present plans
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DEPARTMENT OF SOCIAL SECURITY

€E million
1991-92 1992-93 1993-54
Survey baseline 59,542 62,725 64,293
PROPOSED ADDITIONS
(i} Capital limitss 127 132

Covers the cost of the 1990 Budget increase to the limits on
capital for entitlement to income=-related benefits.

(ii) Residential care§ 56 1] B0

Funds August 1990 increase in income support limits in residential
care and nursing homes, anticipating part of April 1991 uprating.

(iii) Minor measuress§ 7 7 7

Minor changes for war widows, disabled students and claimants with
boarders.

({iv) FEconomic assumptionst 930 1,810 1,860

Effect of higher assumptions on the indices determining levels of
benefit payment (RPI, GDP deflator & rentsz).

[(v) Community charge benefitt 740 T40 740
Increased because of higher community charges.

(vi} Estimating changest =100 -500 1,670
Foracast changes in the cost of continuing with current policies.
(vii) Independent Living Fund 30 32 34

A partly agreed bid for extra resources to enable severely
disabled people to live at home.

(viii) Poorer pensloners 170 177 181

Proposed increases in supplements in income-related benefits to
pensioners.

{ix) Residental care and
nursing home limits 27 18

Cost of restoring the uprating increase in April 1991 in the
income support limits, notwithstanding (ii).

(x) Carers . 13
Measures to improve benefits for carers.
§ Agreed bid T Non-discretionary changes (provisional)

36
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(ki) Further minor benefit changes 37 38 s
Small bids to meet cost of changes to benefits to disabled people,
and increase in programme from bulk sell-offs of council housing;
latter (18/20/21) to be met by transfers from DoE. A contingent

bid accounts for 8/16/16; expenditure depends on verdict of
Eurcpean Court of Justice.

(2ii) Housing benefit administration 33 35

Mainly reflects the cost of paying additional reciplents of
community charge benefit.

(xiii) Running costs 167 185 309
The effects of higher assumptions for pay and prices. To meet
increased demand led work; developments in the Department's IT
programme; and a major releocation of staff from the South East.
{xiv) Capital & other admin. 113 a0 -21
Mainly, major relocation of staff from the South East in joint
venture with DH (includes building costs for DH). Continued
computerisation of benefit administration.

(zv) Community careq g4 206 -23

Cost of DES proposals for assessing housing benefit element of
income-related benefits paid to peocple in residential care homes.

PROPOSED REDUCTIONS

(i) Statutory Sick Pay -43 -44 -45

The higher rate of S8P is limited to an increase of only 2.5%.

(ii) Controls on Invalidity Benefit
administration =5 -5 -5

Savings stem from tightening of procedures for contrel of claims.
(1ii) Maintenance from absent fathers -3 3 -4 =45
Securing more malntenance from absent fathers to reduce reliance
of lone mothers on income-related benefits. E6 million per year
extra administration costs to achieve this are included in (xiii).
{iv) Anti-fraud activity -31 -33 =33
More effective direction of DS5's anti-fraud activity.

(v) Changes to housing benafit -26 =27 -28
A small change in the arrangements for uprating benefits to

homeless people and savings from rent officer controls on payments
to peopla in homes larger than needed.

1 Provisional; figqures to be agreed with other Departments.
Eventual agreed figures will not add to overall PE, as any changes
will be met by offsetting changes elsevhere.

27
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PROPOSED NET CHANGE IN PROVISION
[of which running costsa)

MANPOWER
Proposed
Change from current plans
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DEPARTMENT OF HEALTH

E million
1991-92 1992-93 1993-94
Survey baszeline 23295 24462 25078
PROPOSED ADDITIONS

(Hospital and community health services)
(i) Review Body pay awards 329 340 351
Consequentials of funding for 1990 awards.

(ii) Whitley Pay 132 132 132
To provide 3% over inflation generally, and extra selective increases.

{1ii)Main services' provision 503 742 1374
To restore growth in activity to previous levels, eg 2% per annum for
acute in-patients; includes costs of changes in staff structure.

(iv) Creditor levels BD 0 0
To enable all health authorities to reduce average times for paying
creditors to eight weeks maximum.

(v) HNHS Trusts' debt interest 100+ 200+ 300+
To enable purchasers to meet Trusts' charges for interest on initial
debt (PSDR neutral).

(vli) Management skills, medical education

and aundit &3 68 76
To strengthen professional skills of NHS staff and improve guality of
gervices to patients.

(vii)Junior doctors' hours, training,

alectric whealchairs, IT etc T 106 140
Training for nurses, clinical staff and ambulancemen. Extra fully
qualified doctors to reduce junior doctors' houre, provision of electric
wheelchairs, Family Health Service Authority administration.

(viii)Caring for People 49 4B 57
HCHS costs of implementing Community Care White Paper: professional
input for needs assessment, additional community health services,
assgssmant training.

(ix) Building programme 165 170 210
Compensation for higher construction prices and shortfall in land sales,
and to avoid deferral of planned projects,

(x) VAT on conslruclion n.k n.k n.k
Consequences for HCHS of paying VAT on construction (PSDR neutral)

(xi) Trusts' EFLs n.k n.k n.x
Provision for new NHS Trusts' borrowing regquirements
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{ !] Dther HCHS capital 51 M5 35
HCHS IT, Family Health Service Authorities' accommodation and computers,
minor capital.

(Family Practitioner Services)

(xiii) FPS demand g 106 559
Forecast costs and wvolume, including 1990 Review  Body pay
congequentials, 1.5% annval growth in doctor numbers, 1.6% dentists,
3.5% prescriptions.

{xiv) Dental charges 3z 34 36
To maintain proportionate charge at 75%, subject to £200 maximum.

(xv) FPS - other 101+ 130* L33%
Practice premises improvements, more professional practice staff; local
projacts; extend pharmacists' training and services.

(Centrally financed services and Departmental administration)

(xvi) Centrally financed services B85 99 130
Mainly for demand led services, health information, special hospitals,
grants to voluntary sector and social services training.

(xvii)Departmental administration i4 67 52
Mainly increased pay and staff numbers, and relocation costs for NHS
Management Executive.

(Personal social services)

(xviii)LA specific grants 49 63 B4
Mainly increase in services for mentally 111, increased training for
social services staff caring for elderly, children.

(xix) LA capital grants and credit approvals 48 &5 42
Mainly increased costs, IT for community care, increased services for
mantally ill, maintenance of care homes.

TOTAL 1908+ 2395+ 3731~
PROPOSED REDUCTIONS

(i) Hospital and community health services - - - 500
Current cost improvement programmes, and axtra capital receipts.

{ii) Other services - 13 = 31 - bb

Earlier introduction of naw dental fee scale, dentista’ early
retirement, increased maximum dental charge and prescription charges.

PROPOSED NET CHANGE IN PROVISION 1899+ 2364+ 3165*
{of which running costs) [33)] [51] [45]

HANPOWER
Proposed 4975% 4992% 4992+
Change from present plan 125 214 214

* Provisional
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' OFFICE OF POPULATION CENSUSES AND SURVEYS

£ million
1591-92 19%2-93 1993-94

Survey baseline (1) 23.1 33:1 33.9
(1) 1991 Census 2.3 0.1 -6.7
Revised estimate of costs of 1991 Census. Includes an agreed bid for
field staff pay and a technical adjustment in the third year
raflecting the run down in census work.

(ii) Other 0.9 2.5 2.0
Changes in pay and prices; increased cost of implementation of IT
strategy and new profile for relocation costs.

Proposed net change
in provision

0f which, running costs

Manpowear
Proposad

Change from present plans 23

(1) excluding provision from the EBuropean Social
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E million
15991-92 1932-93 1993-94

Survey baseline (1) 9869 10211 10467

The main changes to the Scottish programme will, as in previous
Surveys, reflect the consequentials for the Scottish Block of the
cutcome of negotiations on comparable English programmes, and the
1930 AEF settlement.

PROPOSED ADDITIONS
(1) Industry 59 66 75

The main components are bids for increased provision on RSA, for
launch costs of Scottish Enterprise and Highlands Enterprise,
increased provision for business advisory services and for local
enterprise companies,; and to take account of the difference between
projected receipts and those now envisaged for disposal of
factories.

(ii) Water Services 25 50 B0

Further work considered necessary to bring standards of water and
sewerage services in line with legal EC reguirements and the ending
of the dumping sewage sludge at sea.

(iii) oOther bids 28 39 i3

Reflecting provision considered necessary to compensate Scottish
Homes for the withdrawal of VAT exemption, for the Gaelic TV
programme fund, for the effect of revised economic assumptions on
housing subsidies, for the costs of administering tha 1985
Bankruptcy Act in Scottish Courts, and for capital for
administration. Further provision will be sought to fund the
increased costs of rent rebates once decisions on public sector
rents have been reached.

TOTAL 111 155 188
FROPOSED REDICTIONS =1 =2 -33

For RDG, REG and in the 3rd year adjustment to the Block for
business rate harmonisation.

PROPOSED NET CHANGE
IN PROVISION

MANFOWER
Proposed 13484 13646

Change from present plans 3113 284

(1) Excludes agriculture (negotiated on UK basis)

4d
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‘I' WALES

E million
1991-93 1992-93 1993-94

Survey baseline (1) 4503 4647 4761

The main increases to the Welsh programme will, as in previocus
surveys, reflect the consequentials for the Welsh Block of the
outcome of negotiations on comparable English programmes, and the
1950 AEF settlement.

PROPOSED ADDITIONS

(1) Industry 24 25 30
Increased expenditure for the Welsh Development Agency, in
particular for factory building, and increased Regional Selective
ASEIStance.

(i1} Welsh Rlock (2) 14 16 0
Provision for the effact of revised economic assumptions on housing
subsidies. Further provision will be sought to fund the increased

costs of rent rebates once decisions on public sector rents have
been reached.

PFROPOSED NET CHANGE
IN PROVISION

MANPOWER

Proposed 2330

Change from present plans B4 B5

(1) Excludes agriculture (negotiated on UK basis)

(2) The Secretary of State for Wales has also sought agreement to
rolling forward the understanding reached last year for in-year
access to the Reserve in respect of Home Improvement Grants, dua to

continuing uncertainty over the likely rate of takeup of the new
gcheme.
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,.H'DHTHERH [RELAND

£ million
1991=-92 1992=-93 1993-394

Survey baseline B171 6395 6555

The Northern Ireland Block

The principal Survey change to the NI Block normally reflects the
consequentials of any increases in comparable GB programmes in
accordance with a population-based formula, and also a
consequential of that part of TS5 falling outside the planning
total as most local authority type services are carried out by
central Governmeant in NI. The Secretary of State has the freedom
to allocate resources within his Block.

PROPOSED ADDITIONS
(i) Social Security 41 64 144

To reflect estimating changes and revised economic assumptions. As
expanditure 1is demand-led the normal formula arrangement does not

apply.
(ii) Housing loan charges & -

Ta reflect changes in interest rates on the subsidy to the NI
Housing Executive.

{iii) Morthern Ireland Electricity - 119 122

This is a technical adjustment which is required to eliminate
HIE's negative EFL, and assumes privatisation in Spring 1992.

(iv) Water and Sewerage 11 29 55
Provision to comply with EC Directives on drinking water.

(v} Law and Order 27 34 60
Mainly to reflect changes in pay and inflation assumptions to
maintain present levels of service by the RUC. Part of the bid is
to increase the provision for compensation for criminal injury and

criminal damage, and there is alsoc a miscellany of smaller items.

PROPOSED NET CHANGE IN 83 252 igl
FROVISION*

MANPOWER 10008

Proposed 211 211 217
Change from present plan - - e

* gEcluding normal formula consequentials

q44




CHANCELLOR OF THE EXCHEQUER:SMALL DEPARTMENTS (EXCLUDING
INLAND REVENUE and CUSTOMS & EXCISE)

£ million

1321-52 1992-93 1993-94
Combined Survey baseline 2116 2205 2261

{i) H M TREASURY
PROPOSED ADDITIONS 6.2 7.0 3.1

Mainly accommodation charge increases and IT needs, partly offset
by UK Coinage revised expenditure needs.

(1i) CENTRAL STATISTICAL OFFICE

PROPOSED ADDITIONS Sad 7.0 8.0
To provide for package of measures to improve economic statistica;
and for accommodation and pay costs.
(Lii) CENTRAL OFFICE OF INFORMATION

FROPOSED ADDITIONS 20.0 0.3 0.4
To discharge surplus of liabilities over assets at launch of CS0
as a Trading Fund; plus minor bids for allied services to Royal
Household and Parliament.
(iv) HMSO

PROPOSED ADDITIONS 1.0 i 3.6

To provide for continued subsidies for Parliamentary publications
and supplies taking account of price and volume changes.

(v) OTHER DEPARTMENTS (GAD,NILO, PGO, DNS, RFS, and CIVIL
SUPERANNUATION)

PROPOSED ADDITIONS =3.8 13.9 45.9
To provide for increased pay and accommodation costs. To provide
for increased number of pensions in payment; strengthening of
prudential regime for building and friendly societies.

PROPOSED NET CHARGE IN PROVISIOM 22.6 29.8 6l.0
{i-v abowve)

MANPOWER (combined total)

Froposed 13034 13007 12635
Change from present plans +1559 +182 +2 00
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£ milllon
1991-92  1992-93 1993-94
Survey Bassline 1819.4 1902, ¢ 1950.2
PROPOSED ADDITIONS
(i) Taxation of bank/building zoclety interest 255.5 125. 9 10L&

To meat the copte of dealing vwith an estimated 10 million claimg Eor repayment of
tax a year, following the decision in the 1990 Budget to abolish from April 1891
the composite rete tax systes applying to bank and building goclety interest. The
costs include esubstantial numbers of additional geeff, their accommodation and
FUpporting computer EystemE.

(£i) Other 1950 Budpek measures B -

Costs of implementing other 1990 Budget changes, for example changes to Ttax
thresholds.

(f1ii} WVorkloads 4.8 5521 69,5

To meest increased workloads, Iincluding the increase in the numbers of
self-employed, in provisionm of benefits in kind and in repayment claims folloving
continged increase in the number of shareholders, sainly Erom the Abbey Hatiomal
flotation.

{iv) Valuation Office T2 3.2

Te cover the <costs of introducing charging for the services of the
Valuation Office and work on a property database for all Government Departments,
following recommendations of the Review of Government Valuation Services.

(v} Pay 31.0 TO. 0 113.0

To provide for pay costs in the light of changes since 1589 PES in expected levels
of future pay settlemsnts.

{wi) Accommodacion 9.1 20,5 k5.7

Ta cover fncreases In rents notified by the P5A for 1991-92 and anticipated
incresases in future years, and other increases in accommodation costs.

{vii) Nottingham relocationm 15.0 5.0

Ta provide faor rephasing of capltal expenditure on the project, and anticipated
incraasad coxts of trapsferring staff.

{wiii) Tncreased compliance 3.8

To rcestore lawels of investigation and compliance work, following wsariier
reductions.
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%

v £E milliem
1991-92 1592-93 1383-34
(ix) Accommodation capital 0.5 10.0

For essential cvapital expenditure to maintaln aeccommodation &t  &ccepteble
standards and levels of safety.

(x) Energy conservation 0.9 g o

To produce running  cost savings through capital expenditure on energy
conservation.

(xi}) Data processing

To provide for security mgminst disaster in mein computer Processing Centres and
othervise bring security up to acceptable levels, and to meet rising costs of
softvare necessety to support malor computer operaticons.

(zii) LAPR/MIRAS/FHL 0.0 B3.0 26.40

To meet revised estimates of the costs of glving relief at source to payers of
life asserance premiums, mortgage interest and private medical insurance vho are

not llable to UK income tax.

FROPOSED REDUGTIONS
(including efficiency gains on nev bids)

PROPDSED NET CHANGE TH TOTAL PROVISION
(including LAPR MIRAS FHMI)

(of which running costs)
MAHNPOWER
Propoeed manyears i 2 4,700 T4 B35

Change from present plans + 4995 + 7440 + T435
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CUSTOMS AND EXCISE

£ million
1991-92 1592-93 1983-84
furvey Baseline 699.3 766, 2 - R

PROPOSED ADDITIONS

(i) Single Market 13.1 21.7 15.2
Ta meet the lergely transitional costs associated with completion of the Single

Market and its effect on custome controls and the collection of internal taxes.

(idi) Tobecco Tax Stamps = 5.0 6.0
To meet the coets of printing tax stamps to comtrol tobdcco products duty. Some

offsetting manpower savings.

[iii) Channel Tunnel = 1.3 14.7
To meet the costs of essential major works at warious new conktrol points and the
full year costs of some 300 extra staff at 5 pew control poiats and onm through

trains.

{iv]) Pay costs

To provide for future pay rounds.

(vw) Heaw staff - - 1.5
To provide for additional 260 menyesrs of effort (pet) for: increases din WAT
register growth and ephancements o VAT control work; groveh in anti-drugs
requirements, An extra £170m in additiomal tax is planned from wvisiting in

1983-%4 and a 5% increage in dougs seizures.

[wd) Hem-pay costs - - 21.2
To provide for increased requicements in asccommodation costs, IT expenses,

training snd other personnel costs, and for increased prices generally.

(wii) WAT II 0.9 3.2 8.1
To Eedt the developsent Cofts and warious other costs asspcisted with the
réplacement of the VAT computer system (which cucrently handles net VAT revenue

receipts of £30 billioa per year).

CONFIDENTTAL

A€
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. (vlil) Accommodation E.B 15.6 16.8

To meet various sccommodation costs, including the effects of change in  rent
review dates énd m court case on rete liebility in certain circumstances (where
the bid will be reduced by forchcoming PES trensfer from 1.4.91). Alsoc includes

bids for capital vorks and new buildings.

{ix} CAP fraud 0.6 143 1.4

To meet the costs of 50 mew posts following an EC regulation on additicmal
mandatory CAP checks: fallure to comply wowld dinvelwe disallowance (to the
expense of the UE Excheguer) of some of the £500 million in CAP payments sach
YE4r.

(x} Civil Service Commission charges 1.6 1.8 1.7
To meet repayment coste following the Iontroduction of charging from 1 April 19%1.

Bid will be reduced by forthcoming PES trapnsfer from 1.4.91.

{xi}) Information Technology 1.0 ] 14.0
Various capitel projecte, including replacement of operational mainframe and

provisien of additicnal mainframe for essential development capacity.

{xil) Miscellanecus cepital 4.5 1.0
To meet the costs and replacesent of cutters, vehicles and radios.

(xiii} Hiscellanecus noo-running costs (current) 2.1 2.8 6.4
To meet the special costs of addiciomal drugs Investipgation officers overseas,

development of Investigation equipment and increased legal charges.

PROPOSED REDDCTIONS 1.2

PEOPOSED NET CHANMGE IN TOTAL PROVISION 55.0

(of which running costs) 33.4

HANPOWER

FEVF BASELTNE 27,900 28, 4040 28, 400
PROPOSED 27,636 28,148 28,344
Change from present plans - 264 - 232 =
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CAEINET OFFICE AND PARLIAMENT
A. CABIKET OFFICE E million

1991-92 1992-93 1992-94
(i) OMCS
Survey baseline 27.6 27.7 28.5
Proposed additions 10.2 7.0 6.4

Mizscellany of items including accomodation,World Economic Summit
and building works.

MANPOWER
Proposed
Change from present

{ii) CABINET OFFICE
Survey baseline «22.5 s g
Proposed additions <2 3.

5

5
Miscellany of items including accomodation,IT and special
communications.

HANPOWER
Proposed
Change from present

{iii}) PRIVY COUNCIL
Survey baseline i

1.6
Proposed additions 0.6

Increase in staff costs, pay, GAE and accommodation charges.
Provigion is all running costs.

MAHFPOWER
Proposed
Change from present plans

B. PARLIAMENT
(iv]) PARLTAMENTARY COMMISSTIONER FOR ADMINISTRATION

Survey basaline 2.9 .0
Proposad additions 0.3 0.3

Increagsed pay costs: increased provision for payment of rates;
introduction of text processing for investigation staff; and
computerisation of suppart functions.

(v) HROUSE OF LORDS
Survey baseline 18.8 20.13 20.
Proposed additions 0.0 0.0 ke

Increage in cost of pay and pensions and projected increase in
House of Lords share of Police services at the Palace of
Westminster.
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(vi) HOUSE OF COMMONS

Survey baseline 54.9 57 %
Proposed additions 3.3 .0

58.9
7.3

To reflect anticipated increases in MP's pay and provision for
increased allowances.

fvii) HOUSE QF COMMONS COMMISSION
Survey baseline 40.
Proposed additions e {8

1 42.1
0 347

Increased staff costs; GAE (mainly travelling expensas); provision
for installation of new software for telephone axchange; computer
costs; and additionmal policing for new Parlismentary building.
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We are now ready to publish the annual White Paper showing
provisicnal outturn for 1989-30. The Chief Secretary proposes ToO
publish it on Thursday 1% July at 2.30pm.

2 I attach a copy of the proof. It follows the low-key format
of previous White Papers and has been agreed in draft with
departments. The text is kept short, in accordance with the usual
practice. The White Paper is published primarily as a matter of
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of other members of Cabinet, the Ministers for the Arts and
Overseas Development, the Attorney General and the Lord Advocate,
and to Sonia Phippard (Cabinet Office].
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Cash limits 1989-90 provisional outturn (and 1988-89 fipal cutturn)

1. This White Paper gives provisional outturn figures for cash limited

expenditure, including external financing limits (EFLe) of nationalised
industries, in 1989-90 and revised fiqures for 1988-85. It also gives
provisional outturn figures for 1989-%0 departmental running Ccos8is

limits and revised figures for 15988-89.

Original cash limits

2. The original cash limits for 1989-90 on central government voted
expenditure were published in the Supply Estimates and listed in the
Summary and Guide to Estimates 1989-80 (Cm 633). The original cash
limits relating to expenditure not voted in Estimates were given in

Table 3.4 of the Summary and Guide.

Original running costs limits

3. The original running costs limits for 1983-80 were published in

Table 4.1 of the Summary and Guide (Cm 633).

Provisional outturn on 1989-90 cash limits

4. Total cash limited central government wvoted expenditure was

£E73,546 million - an underspend of E£690 million (| 0.9 per cent)




compared with final cash limits. Total cash limited non-voted

aiEnditure was £6,085 million - an underspend of €22 million

(0.4 per cent) compared with final cash limits. Tables 1 and 2 give
provisional outturn figures for 1989-90 compared with final cash
limits. The provisional figures may be subject to scme adjustment when
the final accounts are available, particularly in the case of the

non=voted cash limits.

Provisional outturn on 1989-30 running costs limits

3. Total running costs expenditure was £14,215 million - an
underspend of €45 million (0.3 per cent) compared with final running
costs limits. ‘Table 3 gives provisional cutturn figures for 1383-30
compared with final running costs limits. These figures may be subject

to some adjustment when the final Accounts are available.

Changes to original cash limits

6. Table 4 shows changes to original cash limits other than token
increases. Increases in cash limits due to the carry forward of
underspends under the end-year flexibility scheme for capital
expenditure are separately identified. It is normal for some cash
limits to be increased during the year to cover certain unexzpected
developments of policy or other contingencies; there is an unallocated
Reserve in the public expenditure plans against which increases in

public expenditure are charged.

7. Original cash limits on central government voted expenditure

totalled £71,419 million. They were increased by £2,817 million
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(3.9 per cent) during 1969-30, £582 million of which was due to the

qiiry forward of underspends under the end-year flexibility scheme.

Provisional outturn was £73,546 million, £2,127 million (3.0 per
cent) higher than original cash limits. For non-voted expenditure,
original cash limits totalled £5,B47 million. These were increased by
£260 million (4.4 per cent), £68 million of which was due to the carry
forward of underspends under the end-year flexibility scheme.
Provisional outturn was £6,085 million, £237 million (4.1 per cent)

higher than original cash limits.

Cash limit breaches

8. On the current figures there were four breaches of cash limits:

(i} The Ministry of Defence overspant on their cash Dblock

{Class 1, Votes 1-5) by £110,818,000 (0.5 per cant);

(ii) The Department of the Environment overspent on their

administration cash limit (Class X, Vote 5) by £1,590,000 (1.0 per

cent);

{iii} The Central Statistical Office overspent their cash limit

(Class XIX, Vote 18) by £56,000 (0.4 per cent);

(iv) The local authority non voted cash limit (HO/LAl) was

overspent by £55.9 million (27.3 per cent}).

The usual corrective procedures in the case of cash limit breaches are

baing implemented.




Changes to original running costs limits

9. Table 5 shows changes to the original running costs limits.
Increases in running costs limits due to the carry forward of
underspends under the end-year flexibility scheme are separately
indentified. In 1989-30 original running costs limits of
£14,151 million were increased by E109 million (0.8 per cent),
€15 million of which was due to the carry forward of underspends under
the end-year flexibility scheme. Total running costs expenditure was

£14,215 million, €64 million (0.5 per cent) above the original limits.

Running costs limita breaches

10. On the current figures there were eight breaches of running costs

limits:

i) The Ministry of Defence ovarspent by E63,119,000

{1.2 per cent);

(ii) The Intervention Board for Agricultural Produce overspent by

£34,000 (0.2 per cent);

(1iii) The Health and Safety Commission/Executive overspent by

£100,000 (0.1 per cent).

(iv) The Department of the Envircnment overspent by £634,000

(0.4 per cent).

{w) The Scottish Records Office overspent by E8,000

(0.3 per cent]).




(vi) The Central Statistical Office overspent by £256,000

(2.1 per cent).

(vii) The Public Records Office overspent by €69,000

(0.5 par cent).

(viii) The Property Services Agency overspent by £2,384,000

(1.5 per cent).

The usual corrective procedures in the case of running costs limit

breaches are being implemented.

HNationalised industries

11. Table 6 shows the original external financing limits (EFLs) of
nationalised industries in 1989-90, revised EFLs and provisional

outturn figures for each industry.

Revised outturn on 1988-89 cash limits

12. Tabla 7 gives final outturn figures for central govermnment cash
limited expenditure in 1988-89. Table B shows revised figures for the
same year for cash limited expenditure not voted in Estimates. These
may still be subject to some revision. Provisional outturn figures for
1988-89 were published in July 1989 in the White Paper “Cash Limits

1988-89 Provisional Outturn” (Cm 746).




Reviged ocutturn on 1988-89 running costs limits

13. Table 9 gives fipal outturn figures for running costs limits in

1988-89. Provisional cutturn figures were first published in Cm 746.
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1990 PUBLIC EXPENDITURE SURVEY: E!PLﬂTHEHTiL:J

e T
Thank you for yvour letter of 24 Hi}, setting out the position Yyou
will be taking in the forthcoming Survey.

p I thought it would be only right to warn you now that T was
surprised by the size of the bids you are making. They range from
around £430 million €& over E500,m on for the Survey years. As
you know, Cabinet agreed on 19 April that bids to increase planned
levels of public expenditure could not be afforded and that any
necessary increases in spending in particular areas should be
offset by savings elsewhere. 1 have to say that, in view of the
exceptionally severe pressures we face in this year's Survay I
shall not be able to_ agree bids on the scale you propose, and
indeed I shall have to look for significant reductions below your
baseline.
—,
3. We shall of course be discussing the bids later in the year
but you may find it helpful to have this reaction now. By tha
time we do come to discussions I hope the area of disagreeament
will be lese. Can I therafore ask you to consider carefully again
the extent to which vou could both reduce your bide and make
offsetting savings, and let me have your further reaction befora
the holiday? »You may for example want to take account of the
internal review of the Training Agency which has I understand now
been set in hand.

4. I am copying this letter to the Prime Minister.

O Wt

NORMAN LAMONT
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1990 SURVEY : FPERSONAL SOCIAL EERUIﬂEE;; SPECIFIC GRANTS

Thank you for your letter of 16 Julyf;;thing ocut your proposals for
FPersonal Bocial Services specific granks in this Survey. I am
broadly content wikth what you propose, buk there are a few points I
wish to make,

On the AIDS grant, I am prepared toc accept the figures you propose,
but I am not prepared at this stege to commit myself to a reduction
in the level of grant to 50% in 19%3-94. Our prime aim in having
this grant is to enable those authorities facing the greatest
demands - fortuitously, because of where the trestment centres are -
to develop services for this group rapidly. I am prepared to accept
that the pace of development 13 related to forecasts of Ehe numbers
of people alive with AIDE, and this was reflected in my bid. 1 do
not accepkt however that the distributional problem is likely to go
AHAY . I suggest thit we rekturn o tha future rate of ~rant in next
year's Burvey.

1 am content with what you propose on the Mental Illness specific
grant and on that for drug and alcohol misusers. I also accept that
the need for increases in the Training Support Grant in response ko
Community Care is now less. I am however disappointed that you have
not recognised the particular need for improvements in
post—-gualifying training. The lack of this hazs been criticised by a
series of engquiries, and of course, if I am to signal my strong
desire for an improvement in the management of scocial services
departments, investment in management training will be critical.
Virginia Bottomley made this abundantly clear in her paper to

H Committee, and you will recall that colleagues were supportive of
our aims.
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Howewver, in the interests of reaching a settlement, I am prepared to
accept vour offer on the training grant. I will need to return to
the post-qualifying point in next year's Burvey. Without a
significant increase then the phased implementation of community
care will lose credibility.

I am also disappointed that you do not recognise the need to put
this programme in line with all my others by agreeing that provision
should roll forward in the normal way. It seems to me fFaintly
absurd that we should have to discuss this programme from a zero
base annually rather than considering changes as we do in all other
areas. I entirely sccept thet the purpese of the grankts and their
effectiveness needs to be kept under review. That 1= no less true
on any of my cther programmes where nrovision does roll fn{wafﬂ.
The fact that you are prepared to agree to the grants comntinuing
through the Burvey period is helpful, but while I am prepared to
accept your offer as it stands, I remain convinced that the
arrangements are unsatisfactory and I shall return to this point in
next year's Survey.

I am pleased that you are content for me to vire between these
grankts as circumstances dickate. This flexibility will enable
better use to be made of these resources — small in the context of
overall PSE spending, but strategically significant as they are.

I am not sure that it would be right for us to settle yvour proposals
on the Urban Programme bilaterally as you suggest. Others - and in
particular Chris Patten - have a considerable interest., Bince we
have already settled the AEF envelope, within which both my specific
grants and the Urban Programme lie, I am also unsure how
surrendering my provision will in any meaningful way go towards
meeting the costs of my proposals. Ending the Government consensus
on urban funding by withdrawing only my Department's conktribution
seams an unhelpful step.

I would like ko consider the views of colleaques before accepting
this part of your proposal.

I am copying this to the Prime Minister, members of EL{G) and to

Sir Robin Butler.

EENNETH CLAREE
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PUBLIC EXFENDITURE SUBVEY 1990: FORESTRY COMMISSION

= { i - A
In my letter of 22 June T stressed the importance of our being able to make an
announcefment before the Summer Recess on the outcome of the broadleaves review,
including our decision te introduce management grants, and indicated that I had
asked the Forestry Commission to explere urgently with your officials ways of

finding the required savings within the Commission's 1990 PES.

I am pleased to learn that these discussions between officials have resulted in
agreement being reached on offsetting savings which will retain the management
grants package more or less as I had originally proposed, albeit with a
deferment of its introduction by onme year from 1 April 1991 to 1 April 1992,
The agreed reductions are set out in the table below:

Offsetting Savings

E million

W
=

1991-92 1992-93 1993- Total

Hanagement grants .
MISC 145

FC new planting

FC land acguisitions

Private woodland planting grants

LA
LA

= T e
| - = ey Y
i = n

LA - S

Total savings
Net requirement

—_——
= o

i
=
oa

L+ < I
[
W 0
W0 O

Difference = +

The effect of these savings on the Commission’s PES baseline is as follows:

Changes to Baseline

£ million

1991-9; 199293 199394 Total

Present baseline B3.4 B87.7 89.9 261.0
Effect of offsetting savings -.3 0.5 +0.8 -
Revised baseline Bi.1 B7.2 90.7 261.0




IMCLASSTFIED

I have cleared the terms of this letter with John Gummer and David Hunt and we
hope that you will be able to endorse the savings identified by officials and
dgree O our making an announcement on the broadleaves review later this month.
I shall, of course, agree the wording of that =statesent with you and
Chris Fatten beforehand.

I am copying this letter to the Prime Minister and Chris Patten. Copies also
go to John Gummer and David Hunt.

MALCOLM RIFEIND
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FCO DIPLOMATIC WING: POTENTIAL RESERVE CLAIM ?J-;;1'

I was disappointed to see from your méﬂﬁfﬁ of 14 June that the
estimated costs of tha NATO summit in London on 5 and & July had
increased to £4.5 million since my letter of 21 May agreeing
exceptionally, in principle, to a Reserve claim of up teo £3 million
to cover those costs.

2. T acknowledge that your earlier bid for £3 million waz made in
the wvery early stages of making the arrangements to host this
summit. Also, I appreciate that the problem that most central
London accommodation was booked for oiler purposes by the time the
summit was agread has been compounded by the conseguent need to reant
and wequip expensive marquees when there is a high demand for such
aquipment. As you say, that has added greatly to COStTE.
Mevertheless, I am sure you will agree that we need to carry out the
arrangements for this summit as economically as possible and to
minimise the impact on public expenditure.

2. In the circumstances vyou have explained, I am prepared,
reluctantly, to accept in principle an' increased claim on the
Resarve of up to £4.5 million to cover the costs of NATO summit. I
regard this as a maximum. Should there be any costs over and above
this estimate, they would have to be met from within your
programmes. My agreement is therefore on condition that you keap
the costs as far as possible below this figure, and that you strive
to achieve economies elsewhare in order to reduce the sffect on your
programmes. Please will you let me have a breakdown of the final
costs of the Summit when the event is concluded.

CONFIDENTIAL
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4. Also, you warn that savings which may arise in the course of
the year are most unlikely to meet unavoidable requirements, some of
which were mentioned in your previous minute of 10 May. I recognise
your right to return to that issue later. However, I must emphasise
the reguest in my letter of 21 May for you to continue to explore
every possible avenue to ‘avoid any further claims on the Reserve
later in the year. That regquires an active search for savings, not
just revising forecasts as the year progressas.

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

73

=il |
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PUBLIC EXPENDITURE SURVEY 1990: FORESTRY COMMISSION
Thank you for your letter of 11 ;Ju:m.

| have to say that | regret the Treasury's inflexible line on additional
bids. The management grants, which we all agree are necessary and
valuable, are a new programme. We ocught to take account of the savings
that Inland Revenue will make when the tax relief on forestry maintenance
axpenditure ends in 1993/94.

However, we will be open to criticiem if we do not announce soon the
outcome of the broadleaves review, which began in October 1588, and
from this we need to be able to confirm that management granis are to be
introduced. I have therefore asked the Commission to explore urgently
with your officials ways of achieving our alm of an announcement before
the Summer Recess while not embarrassing your effort to restrain public
expendifure.

I am copying this letter to the Prime Minister. Copies are also being sent
to John Gummer and David Hunt, who concur with my views, and Lo
Chris Patien.

MALCOLM RIFEIND

DHC170R1
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Doy Tobin,

CIANCELIOR'S BITATERAL: THE PUBLIC EXPENDITURE SURVEY

The Chancellor discussed the outlook for the public
expenditure survey with the Prime Minister and the Chief
Secretary yesterday evening.

I _should be gratefu]l if circulation of this letter could be
confined cnly to those people with a strict need to know.

The Chief Secretary said that the bids submitted by
Departments were huge: taking into account estimates for bids
not yet received and consequentials in the territories, they
amounted to £16 billion in the first year. That was much more in
cash terms than last year's bid and represented an B% increase on
the baselina. The bids for later years represented 10% and 12%
cagh increases.

It would not be possible to reject all of the bids. Some
repregsentead lnnacapahl& policy commitments. ©Others flowed from
well-known political problems - notably extra AEF to keep down
community charges. B2And others reflected movements in interest
rates and inflation. But some bids - for example those from DES
and the Department of Employment - were simply unreasonably high.

The figures in his minute had been prepared before the
uFratxng of the economic assumptions: this would affect both the
base price level for this year and the inflation estimate for
next year. But, whereas the projected GDE:GDP ratio in the FSER
for 1991-92 had been 38%%, the likely survey outcome would lead
to a figure of Bﬂﬂf ¥ or 45%. In part this reflected cyclieal
factors and the slﬂwdnwn in the economy.

The Chief Secretary then described the main bids and
particular difficulties to be faced in the survey.

a) Department of Health, Department of Social Security and
DOE had all submitted bids exceeding £2 billion. DOE
were seeking increases for the Housing Corporation, the
Urban Programme and green issues at the same time as a
massive unspecified bid for AEF. It would be important
to persuade DOE that they could not have both a
reasonable settlement on AEF and the additions they
were seeking for the other programmas.

SECRET AND PERSONAL




SECRET AND PERSONAL

The DES bid represanted a 16% cash increase on the
bazelina figure: much of it vas directed towards
capital spending on the polytechnics, universities and
schools. The bid would have to be squeeczed back
substantially. The bid from DEm represented an
attempt to recoup the savings seccured in PES
discussions last year: in the Treasury's view there
was considerable slack still in the DEm baseline.

At first sight the Department of Transpeort bid had
looked modest - an extra £200 million for the roads
programme in the first year. However, when the
additional bids still to come from LRT and BR were
taken into account, the Department of Transport total
bid might alsco be of the order of £2 billion. Despite
the attractions of more money for capital projects,
bids across the beoard on all transport programmes could
not be accommodated.

The introduction of the health service reforms posed
particular risks for the DH budget. First, Mr. Clarke
was seeking additional resources to meet the direct
costs of the review. Second, he would argue that extra
resources were necessary to malntain services; any
closures would inevitably be attributed to the reforms.
Thirdly, there was a danger of further resocurces being
sought in-year if ward cleosures etc. were threatened.

Finally, the defence programme seemed to offer scope
for reductions. The announcement that the corder for
Tornade fighter aircraft had been cancelled for this
year had created an expectation that there would be
further cuts. It was important te build on this
announcement in order to achieve cuts that would
provide scope for accommodating inevitable increases in
spending elsewhere.

The Prime Minister said that cclleagues in spending
Departments were not taking the public spending position
sufficiently seriocusly. Despite the earlier cabinet discussion,
the bids had been much too high. The Treasury would have to be
even firmer in dealing with these bids than might have been
expected. It would be important to prune back the bids as
vigorously as possible.

The Chancellor said that the Treasury would be making the
maximum efforts to keep the addition to the baseline down to the
very minimum that was politically acceptable. But it was
important to recognise that there would still be a considerable
addition to the planning total for next year to take account of
higher inflation and inescapable policy commitments.

The following points were also made in discussion:

1) The PSBR figure for the first two months of this year
was large and rather worrying. Part of the explanation

SECHET AHND PERSONAL




lay in higher Government grants to local authorities;
and, despite that, the local authorities themselves had
borrowed more heavily. It would be important to see
whether privatisation proceeds next year might be
boosted. One attractive candidate was a further sale
of BT shares. This would have to awalt the outcome of
the Duopoly Review - and that argued for accelerating
the Review as far as possible. It would be attractive
to sell BT shares on a wider basis since this would
make it more difficult to renationalise the company in
the future.

Running costs bids in general were much too high. In
particular the DSS bid was substantial although this
was partly for historical reascns. The MOD running
costs bid had yet to be received but was also likely to
be large. There were attractions in a more vigorous
examination of Departments' management and running
costs systems, perhaps bringing in ocutside expertise.

It wae important to appreciate how tough the decisions
might have to be in order to keep down the addition to
the planning total to the sort of figures indicated in
the Chief Secretary's minute. The measures necessary
would include a further freeze on child benefit;
dropping the building of three prisons from the Home
Office programme; and a sharp squeeze on local

authority capital spending including that for school
buildings.

In order to achieve even deeper cuts it would be
necessary to contemplate freezing unemployment benefit;
an outright ban on police recruitment; and cutting
provision for TECs.

The health service was a particularly difficult
problem. The Health Secretary had shown no inclination
to move away from his existing plans. A means needed
to be found to assess whether the health authorities
were sufficiently wall prepared to take on the reforms
without damaging political and financial consegquences;
or whether, as the outcome of the previcus week's
seminar had suggested, the Health Secretary should
prepare plans for implementing the reforms at a slower
pace and on a smaller scale.

The September RPI was critical in terms of the impact
on public expenditure. Treasury officials should
investigate whether it was possible to aveid
administered price increases adding to the September
RPI.

The future of community care was not yet resolved. It
might be difficult to expect the Health Secretary to
accept both that the transfer of commanity care to
local authorities should be delayed and the
introduction of the NHS reforms slowed down., The

SECRET AND PERSONAL




latter secemed a more important priority.

The Goavernment could not afford to put more money into
REF or allow the local authorities to take over
community care responsibilities, unless and until
measures wara in place to ensure that the extra AEF did
not leak into higher spending.

Clearly it was difficult to cut defence spending in the
short term. Some cptions could however be investigated
including closures of research establishments, training
areas etc.; and sales of MOD land to boost capital
receipts.

One option for saving around £1 billlon over three
years was not to proceed with Sizewell B. But there
were envircnmental and wider advantages in building the
PWR reactor at Sizewell.

Summing up the discussion the Prime Minister said that the
bids submitted were unacceptably large and would hawve to ke
scaled down substantially. Two main priorities were AEF and the
health service reforms: any substantial addition to AEF could
only go forward once the Government was satisfied that the extra
grant would go to keep down community charges, not add to total
public spending. Further steps should be taken to check on the
preparation amongst health authorities for introduction of the
NHES reforms. Unless Treasury colleagues were satisfied that the
authorities could implement the reforms without serious political
and financial damage, the Health Secretary should be reguired to
prepare plans for slowing the introduction of the reforms.

While some addition to the baseline was inevitable, it was
agreed that the Chief Secretary should make maximum practical
efforts to minimise the size of the addition. Some difficult
decisions would have to be taken. Savings should be secured from
the Urban Programme; and there was a case for no addition to the
resources of the Housing Corporation, which appeared to be an
inefficient organisation. The size of some additions to the
planning total was linked to the Rossi Index: and the September
HPI figure would determine the size and cost of uprating
benefits. The Treasury should investigate whether there was any
scope in practice for keeping down the size of the September RFI
figure. Particular attention should be paid to keeping down
increases in running costs and in withstanding the huge bids from
DES and DEm. The scope for cutting the DEm baseline, for example
by tougher measures on the Restart programme, should be
investigated. Measures to increase privatisation proceeds, for
example by the sale of more shares in BT was also an attractive
prospect.

The Chief Secretary should now write to colleagues as
proposed. The agenda letters should be circulated after the
addition to the AEF baseline had been agreed; spending
Departments would be asked teo identify how 5% savings could be
secured on their baselines.

SECRET AND PERSONAL
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I am copying this letter to Carys Evans (Chief Secretary's
Office).

Town enan

E ':""*""n"\-:'aj

BARRY H. POTTER

John Gieve, Esd.,
HM Treasury.

SECRET AHND PERSOHAL




PRIME MINISTER

BILA

Tomorrow's bilateral will also be attended by the Chief
Secretary. The only subject on the agenda is this year's PHE}%¢
Exgenditare Survey. I attach a minute from the Chief Sacratary

e PR
setting out his views.
First, the facisz. The bids are very large, as follaws:

1591=-02 1992-93 1893-54
£b
+ 16

Theze bids represent increases on baseline of B per cent, 10 per
cent and 12 per cent respectively. Even assuming a modest
increasze in the GDP deflator for next year (and taking account aof
the higher than expected price level this year), the bids would
amount to real increases in public expenditure of at least 5 per
cent. And in cash terms, the bidas are larger than last year. -

—_——

—
——

Secondly, what are the implications? Accommodating thase bids,
or even bids approaching these levels, would:

eliminate the scope for holding the income tax butﬁgn

constant in 1%91/92: the Govarnment would face an

unacceptable choice between raising taxes or reverting to
i

borrowing;
- et

reverse the progress made in recant years in achieving the
main public spending policy target - that GGE should
represent a declining proportion of GDP: and

therefore damage the Government macro-eccnomic credibility,
e

with adverse implications for financial, money and exchange
markets.
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Third, what sort of target for the survey ocutcome should the

Treasury set? There is a hint in the Chief Secretary's minute

that, at a minimum, they would be forced to concede an addition

of £5 billien to the planning total for 1991/82. In practice, a
#‘m..—_.,..—-..__ﬁ_._.‘_.-____.—,u_________f L Sam,

further £3 billion will be re-allocated from the reserve for that

year to programme spending. (In addition local authority self-
financed expenditure, i.e. spending mainly financed by the
Community Charge and the use of capital receipts, will add around
another £1 billion to GGE, though it does not affect the planning
total).

With about £8 billion to allocata, it might seem that the

Chancellor can meet around half cof the f£lem bids from colleagues.
P e,

[Last wear the Treasury managed to reduce initial bids by arcund

55 per cent.) But that is to understate this vear's problem.

fa) At lﬂast iz already pre-empted for the AEF

settlement for local authorities. (This includes all of the

addition to grant, extra transitional relief and the

consequentials for Scotland and Wales.)

Some extra spending on the Health Service is also
unavoidable - the inavitable costs of meeting pay review
awards, certain demographic changes, etc. The Treasury
acknowledge that around £15 billion will go into health next

year.

Public expenditure is automatically levered up by rises in
—_—
interest rates (relative to previous assumptions) and in

o —

inflation. Many of the Social Becurity benefits are pegged

to the Ressi index; and areas like export credits and some
housing finance rise automatically with higher interest
rates. Thi=z too will add around £2 billion at least to

public spending.

S0 in practice this leaves aonly £2 billion or so to meet all

the major bide from oathery Departments. That includes thea

£2 billion bid from DOE for housing and environmental
services; anticipated bids from Transport of between £1 and
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£2 billion; the bld from Education of over £1 billion for
next vear; and large bids from the Home Office and
Department of Employment.

In short, 1if the Treasury were to achieve an increase of
£5 billion on the planning tetal, that would be an extremely good
outcome. FPrankly, that may be a little toc ambitious.

Fourth, what are the major threats on public spending? The paper

identifies the main candidates. In descending order of magnitude
these are as follows.

(1)

AEF and the Community Charge

Additions to AEF add directly to the planning total:
increases in Community Charge feed into higher GGE.
Together they point to the critical importance of keeping

down local authority spending. (Thus the case for enhanced

Community Charge capping). There is a further difcussion on
the Community Charge scheduled for Thursday. As you know,

we are awaiting the Solicitor General's revised view on what
iz possible by strengthening axisting cappling powaers.

Health Eeforms

There is no indication, folleowing further contact with
Mr. Clarke's office, that he is even beginning to
contemplate options for slowing dnwn'ﬁﬂ;IEEE_bf the NHS
reforms. Around £500-£6

F R

being allowed for the reforms by Department of Health. You
might take this opportunity to discuss with the Chancellor

and the Chief Secretary how Mr. Clarke can be led to bring

forward new options. How can the pace of reform be slackened
20 as to avoid the political and financial risks identified
o — T — e e T [

and provide scope for some savings in 1991/927
m—— — = '

- —— e —

(iii) Iransport

So far Mr. Parkinson has submitted only kids for his roads
programme. These are £200 million in the first year, i.ae.
{over and above the existing road programme). In addition,
Mr. Parkinson will submit bids both for British Rail and

SECRET AND EERSONAL
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London Underground. As yvou know, this will include the
money to begin East-West Cross Rail: far from offering
gavings in the road programmesz to accommodate East-West
Cross Rall, he is effectively seeking additional resources
for both.

Fifth, while the above are the major threats, whers are the main

opportunities for achievipg savings either against baseline or
by not accepting bids put forward?

(L)

Housing and Local Environmental Services
Hotwithstanding his huge bid for extra AEF, Mr. Patten has

also submitted ambitious bids on council housing and local
environmental services. These include further spending on
inner cities = an area which the Chief Secretary had earlier
ldentified as offering scope for savings.

Defence

I understand from Charles that consideraticn of new defence
strategies i3 still under way but that they are unlikely to
offer scope for savings in the short term. That said, =ome
savings ought to be possible on the procurement side by
slowing down planned projeacts, perhapguEIEEIﬁg in with

e T ——
reconsideration of strategic options.

e S—— e —

(iii)Local Authority Capital

This covers an enormous area of spending (£10b p.a.) on
local roads, council houses, local authority offices and
leisure facilities and schools. There has been a huge surge
of spending in this area, partly related te changes in the
local authority finance system. There should be scope for

cutting this back and improving the allecation of resources

between areas, e.q.r'tc prntéEt the school buildings

———

programms, while regquiring deeper cuts in areas like local

P e i Uit F e e

autﬁﬂrity ocffices. T
S T

There should alsoc be scope for cutting the bids from Department

of Employment and from the Home Cffice. Both howevar are

slightly more difficult areas to take on.

SECRET AND PERSONAL
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Finally, what should be the putcome of the meeting? First it is
vital that you are asen to gﬁ;;g:k Treasury Ministers in pursuing
thae battle with spending Ministers. You might like to probe with
the Chancellor and the Chlef Secretary how you can best get this
message across - a minute to all colleagues or a supporting

minute following a Treasury minute to you about the public

. =%

Eﬁbenditure position?

= - = — ]

Saecondly, there is the guestion of how far you should be involved
on individual programmes. Traditionally, of course, the relevant
Secratary of State negotiates directly with the Chief Secretary.
Honetheless, there may be opportunities in the margins of other
meetings, etc., for you to have a word with colleagues who have
submitted particularly ambitious bids, in order to urge the need
for restraint upon them.

B Hp

(BARRY H. POTTER)

18 June 1930

azsbllateral.vlb
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FROM: CHIEF SECRETARY
DATE: [f June 1930

PHRIME MINISTER

1990 PUBLIC EXPENDITURE SURVEY

I have already warned colleagues that we face an exceptionally
difficult Survey. My minute of 17 April described the acute
pressures on the publie spending plans and, at Cabinet on 183
April, John Major underlined the absclute importance to the
Government's economic strategy of ensuring firm control of public
expenditure. Cabinet agreed that bhids to increase the planned
level of public expenditure could not be afforded, and that
necessary  increases in particular areas should ba offset

elsewvhere.

2. It is therefore extremely disappointing that the bids
colleagues have now submitted exceed, by a large margin, those
tabled this time last year. While a number of colleagues say they
have  attempted o heold down their bids, few have offered
worthwhile savings. And the totals ara Enormous, by any

L T
standards. —— |

3. Even excluding Defence, the nationalised industries and AEF
where, for different reagons, formal bids have not besn put
forward, total bids are £11 billion for 1991-92, with bids of
€15 billion for 1992-93 and £19 billion for 1953-94. After making
broad allowance for the sort of AEF settlement Chris FPaLten seems
to have in mind (and comparable sums for Scotland and Wales) and
after including the nationalised industries own bids, I estimate
that the total additions sought approach £16 billion in 1991-592

SECRET AND PERSONAL
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and E20 billion and £24 billion in the two later years. This
reprasents increases on baseline of B8 per cent im 1991-92 and
10 per cent and 12 per cent. The comparable totals this time last
year were £12 billion for 1991-32 and £14% billion and £20 billion
in the two later Survay years.

3 I have now been through the bidding letters very carefully.

I —— ST

< Three colleagues have each pgubmitted bids of nearly

£2 billion a year or mocre: Tony Newton,| Eenneth Clarke,rand Chris

p———

Patten. {This is on top of the excepticnally large sums Chris is
5

secking for AEF). John MacGregor's bids for education exceed £l
billion a vyear; and Cecil Parkinson may find himself in the sama
league, taking roads and rail together, unless he succeads in
drastically scaling back the bids submitted to him by BR and LRT.

(7 I am also concerned at bids approaching £0.5 billion a year
from Michasl Howard for training and other programmes at

Employment.

Te These bids contain a hard core which will be very difficualt
to resist. BSogial ae:urit;j_;ier& there are bids of £2.2 billion
in 1991-92 is, of course, dominated by the effects of higher
inflaticon on benefit expenditure, and estimating changes. But
thera are algo a number of EEiEE? and adminizﬁ;g;}nn bids; over

and above those which have already bean agreed since the last

Survey.

g. The Health bid is for £1.85 billion next year, though it will
coma to around £2.2 billion when we include some as yetL uancosted
bids. Some of this is needed to meet the agreed cost of funding
the last Health Review Body awards, and to maintain present

standarde of patient care. However, as you know, I believe that
Eenneth has built in a substantial “"cushion" to fund the

potentially disruptive effects of meating the present timetable
for implementing the NHS Review; he has also blid for extra to
cover diresct Review costs.




rcst.ps,."dr:fldnllﬂ.ﬁ

SECRET AND PERSONAL

8. John MacGregor's bid for £1.2 billien in 1991-9%2 partly
reflects our considerable success in increasing the numbers of

students in higher education; but he alsc has huge bids for higher
————

capital investment in schools, pelytechnics and universities.

- "

10. Chris Patten's programme is under pressure from the effect of

higher intereet rates on the cost of housing subsidiez, but he too

has substantial capital bids, for the Hausing__tﬂrpﬂratinn,f local
—

s
authority hDusinE,!and other ‘local environmental services, as well

as bids associated' with the forthcoming Environment white Paper
aml Ior inmer cities. At your meeting last Wednesday, I was
pleased thaE_Eﬂ;IE';;;epted that a generous AEF settlement would
have implications for his other bida. It will be important Lo
hold him to this.

11. 'There are sizeable capital bids from all departments involved
in local authority services - including the Home Office and
Transport, as well as Environment and Education- which together
total more than £1 billion a year. Colleagues argue that a large
proportion of these are needed to, compensate for the likely .
reduction in local authority capital receipts, I shall want to
sesutiniga thess bDids —very cTlosely in the light of further
information about last vyear's extraordinary rise in local

authority capital expenditure.

12. This year's running costs bids lock unreasonably high. They

total €1 billion, even without pDefence - 70 per cent higher than
last year. If conceded, they would mean a 16 per cent cash

increase between this year and next.

13. Last year, at th= end of a tough Survey, I was able to reduce
colleagues' bids by between uﬁ%lthirds and one halt. Leaving
aside Defence, if we were able to halve this year's bids, we would
have to add around E£5 blllion to the 1991-92 planning total, if we
ware once again to set a Reserve of £3 billion. This is bound to
mean larger cash additions to GGE than last year. (Toun will
recall that we had to increase the GGE projections at Budget time,

to take account of local authority budgets for 1330-31.)
SECRET AND PERSOMNAL
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14, Even this kind of outcome would reguire some very difficult
political declsions 1in & number of areas. It will be even more
difficult te achieve if, as seems likely, we have to increase our
inflation assumptions: each 1 per cent on the RPI/Rossi index
automatically adds €% billion to social security aexpenditure
alone.

15. I warned in April that the fiscal projections in the Budget
Red Book left very little room for manceuvre if we are to achieve
even a minimal rate of decline in the ratioc of public spending to
national income over the medium term. Large cash additions te the
planning total will make it hard to demonstrate convincingly that
we are holding the ratio on a declining trend. Qur ability to

restrain local authority expenditure will be crucial.
b _=?———-—______#

16. The fiscal surplus projected for 1991-92 is only £3 billion,

——— e
which i3 more than accounted for by privatisation proceeds. A

drastic reduction in colleagues' bids is clearly essential if we

are to avoid a borrowing requirement next jyear, or an increase in
B T T

taxes in the 1991 Budget.

17. I will be writing immediately to one or two colleagues to
register my concern at the scale of their bids, and to ask them to
look again at the scope for offsetting savings. But the bulk of
the bilateral discussion will have to wait until after Cabinet on
1% July.

18, In the meantime, 1t will be important to take every
opportunity to convince all colleagues that the scale of their
bids far @exceeds anything that can be afforded, if the

L -

Government 's macroeconomic and fiscal policies are to retain their
hard won credibility, in the markets and elaewhErgiand if we are
to succead in bringing down ipflation.

in
4
T
NORMAN LAMONT
SECRET AND PERSOHMAL
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Treasury Chambers, Parliament Sreer, SWIP 3AG

Tha Rt Hon Malecolm Rifkind OC MP
Sacretary of State for Scotland
Ceottish Office

Dowver Housa

Fhitohall

Liondon

EWiA 2AD

hoor fecradmang & Iy

PUBLIC EXPENDITURE SURVEY 1990: FORESTRY COMMISSION
ﬂ.f‘

Thank you for your letter nf_j&fﬁE}.

2 You express the hope that it would be possible for wus to
raach quick decisions on the Forestry Cosmisgion programme, so
that you might make an early announcement on forestry management
grants.

3. However I think it right to let you know now that I see no
progspect of an early settlement, given that you are proposing
additicns to the forestry baseline.

§. In this context, T should make clear that European Community
receipts referred to in your letter cannot be scored as an offset
te the Forestry Commission's bids, because they go to offset our
net contribution to the EC budget. This means that your net bids
are €1.4 million in 1991-92, £€7.7 million in 12%2-53 and E10.8
miliion in 1993-94, that is, some 12 per cent of the baseline 1in
1993-94.

5 This is very disappointing, and I am surprised that Forestry
colleagues feal able to support these large additions. As I have
made clear in Cabinet discussions, there is this year virtually no
scope for additions to programmes, and new inlitiatives must be
kept to the minimum and fully offset by baseline reductions.

6. You may wish to re-consider your positicn in the light of the
above, with a view to finding further cffsetting savings, and/or
dropping some of your bids. The management grants scheme itself
is capable of being pared down, and I believe my officials have
made some suggestions to yours as to how the cost of the scheme
might sensibly be reduced.




UNCLASSIFIED

¥ i Meanwhile our officials can of course begin discussing the
details of the programme.

8. I am copying this letter to the Prime Minister, John Gummer,
David Hunt and Chris Patten.

La'.'hn..-n aa Lty
C Enn—

BORMAN LAMONT
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CONFIDENTIAL

NORTHERM LRELAND OFFICE
WHITEHALL
LONDON S5WiA 2AFR

SECRETARY OF 5TATE
FUR
NORTHERN [RELAND

Et Hon Harman Lamont MP

Chief Secretary

HM Treasury

Treasury Chambers

Farliament Street

LONDON SW1P 3AG A4 May 1990

.Jlidﬁ b‘mrﬁﬂﬂﬂﬂ_

1990 PUBLIC EXPENDITURE SURVEY: NRORTHEREN IRELAND

1. I am writing, in accordance with the Survey guidelines, to
set out my PE and DRC proposals for the 19%0 Survey. I will
cover eight main areas:

{a) NI Block priorities

{b) NI Survey prospects, including Comparability

{c) Costs of complying with EC Drinking wWater and Bathipa
Waters Directives

{d) Law and Order
{a) Electricity

(E) Social Eecyrity Benefits {including the impact of the
new Community Care policy) and Housing Leoan Charges

{a) Departmental Running Costs

{h) Contingent Liabilities

I cannot of course at this stage give details of proposed
feallocations within my programme, as that cannot be

addressed sensibly until the autumn when I know the likely
Fotal of resourced availleble,

CONFIDENTIAL
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2. I encloge:r

{a) a table, in the prescribed format, summarising my
hids:;

() the Executive Bummary of the Management Efficiency
Plans prepared by NI Departments and HID;

{c) the Management Efficiency Flan for the NID.
REVIEW OF PRIOCRITIES
3. BAs is customary, 1 reviewed Block public expenditure

priorities during March, to establish a strategic framework for
the conduct of the Survey within Morthern Ireland.

4. The key considerations remain largely as in recent years:

{a) There i not tha slightest doubt that the PIRA have
the resources to continue, and indeed intensify,
their terrorist campaign. Only high intensity
policing over the past year has succeeded in
preventing a serious worsening in the security
gituaktion - 8 success reflected in the key
indicators. However, the latest security assessments
suggeskt that the threat remains at a dangerous pitch
and it is essential to maintain RUC activity at a

high level if we are to keep up the pressure on the
terroriste.

Unemployment in the Province stood at 14.1% in March,
compared to 5.4% for Great Britain and 8.6% for the
North of England, the next worst-affected UK region.
It is also a source of concern that these
unemployment rates mask the fact that, due to a
complex combination of factors, the unemployment rate

among Roman Catholics is more than twice as high as
among Protestants,

On housing conditions, the most recent comprehensive
data relates to 1987, whan HI's unfitness level was
measured at 8.4%, compared to 4.8% in England and
Wales in 1986. Thus much more needs to be done,
particularly in rural areas where unfitness problems

tend to be more intractable and axpensive to deal
with.

In the education sector, we are implementing the
national reform package, suitably modified to take
account of local conditions. Our experience has been
that! as at mational level, substantial resources are
required in order to plan and initiate these radical

CONFIDENTIAL
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and wide-ranging measures. Allied to the
proportionately large size of the Province's school
age population (19.6% of the total compared to 14.6%
in England), these reforms constitute a real
challenge and one which I feel compelled to address
vigorously within available resocurces.

Health Bervice reforms are also under way and are
being applied to a NI structure which links health
and the personal social services under unified
management. Again the resource reguirements are
proving to be wery substantial. Theese have to be
accommodated within a programme whose growth has,
egsentially for reasons of affordability, been
pitched at lewvels lower than in GB in recent years,
though morbidity continues to ba higher and waiting
lists proportionately larger than in GB.

5. Having considered thase factors I have concluded that dealing
with the terrorist threat and with weaknesses in the NI economy
should continue to be my Eirst and second public expenditure
priorities.

6. On Law and Order, this means that the programme will probably
continue to consume an increasing proportion of Block resources,
particulerly since police pay and pay related costs can be
expected to increase at a relatively fast rate. I will refer to
the broader implications of this later.

7. The priority attached to Btrengthening the Economy will
continue to be focused on FE measures which will contribute to
the cost-effective creation of viable, self-sustaining economic
growth and private sector employment. It will increasingly. in
lineg with my new economic strategy, concentrate on improvements
in the competitiveness of NI industry and commerce, as we belisve
that to be the key to future economic growth.

8. There are, of course, important linkages between the
political and security problems which the Province faces angd the
gsocial and economic problems which result from low incomes and
unemployment. While social and economic diszadvantage ig by no
means the gole cause of politicel diviszion and paramilitarcy
activity, the security situation and communal conflict are
undoubtedly exacerbated by these economic and social problems. 1
have been giving considerable thought to how we might use our
social and economic expenditure more effectively in order to
reinforce our efforts in countering terrorism and in promoting
political development.

9. At the root of this are the persistent differentials in the
economic and social status of Boman Catholics and Protestants in
NI. As I have said, unemployment rates among Roman Catholics are
more than twice as high as those for Protestantz: Cathnlie

CONFIDENTIAL
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households have a lower averags income; a higher percentage of
Catholice leave school with no formal educational gualifications
of any kind; levels of household overcrowding are greater in the
Catholic community; and areas defined as suffering from multiple
diszsadvantage {eg parts of Belfasgt and the least faveured rural
areas) heve Catholic majorities. These diffarentials are linked
to perceptions of disadvantage which feed alienation and fuel
violence. The fair and just society in NI towards which we are
working demands a reduction in these differentials.

10. The causez of these differentials are deep rooted and public
gxpenditure allocations cannot provide a complete solution to
Ehem. I am satisfied nevertheless that one aim of our FE
allocaticns should be to reduce these differentials by seeking to
target allocations more effectively on the people and areas in
greatest need, with a view to reducing the differentials that
exist. Hence I have adopted Targeting Social Need as a third
ranked priority.

11. The presentation of this decision within Northern Ireland
will require extremely careful handling, partly because
tnrealistic expectations could easily be created in the Catholic
commiunity, and partly because of the fears and concerns that
could ariszse among Protestarts. It may take time to work up the
new priority fully, but I will be seeking to begin to shift
allocations te reflect the change in this Burvey, to build on
action already started through the Making Belfast Work and
Londonderry initiatives and octher measures.

12. Whilst I have placed my three publiec expenditure priorities

in rank order, the complexity and inter-relationship of Northern
Iteland's pelitical, security., economic, sccial and community
relations problems require me to follow a carefully halanced
approach, I must not; for example, allow the demands of the law
and order priority to restrict drastically action on the
priorities for strengthening the economy or targeting social need.

SURVEY FROSFECTS

13. 1 have, naturally, noted carefully the signals which you have
bean sgnding about progpects tor the national Burvey. and I
recognise the significant difficulbties which we Eace.

14. Within my Block, I face bids from NI Departments and NIO of
some E440m rising to EV2Z0m over the Survey period, exzcluding
Social Security Benefits, Housing Loan Charges and the technical
adjustment in respect of NIE privatisation (see below) set
against internal room to manoceauvre of enly E90m rising to E175m
(including assumed Social Security transfers for Community Care,
see para 31 bBelow).
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15. I recognise, of course, that accommodating bids on this scale
will simply not be posszible and I will be reducing those totals
radically for the purposes of the Survey within NI. Similarly 1
will be seeking tec increase room to manceuvre within the Block by
identifying scope for reductions in lower priority areas.
Nonetheless rising inflation, particularly on pay, the essential
requirements of the Law and Order and Economic Strengthening
programmes, the requirement to make & greater impact on community
differentialeg, and national policy initiatives on Community Care
88 well as education and health reforms, all mean that my
programmes will need substantial additional provision.

COMPARABILITY

l6. Needless to =8y, the outcome on Comparability will be of
paramount interest to me, especially insofar as the Local
Authority component is concerned.

17. In 1988 a formula was agreed, during the tenure of our
predecessors, providing for Northaernm Ireland to receive
Comparability based on the Total Standard Spending aggragate Eor
England. When writinmg to John Major at this time last year, Tom
King referred to assurances from Treasury officials that much
greater realism would be evident in the construction of Local
Authority figures in the 1989 Survey than previously.

18. The Total Standard Spending figures for 1990-91, from which
WI's Comparability in the 18983 Burvey was derived, was £32.8
billicon. This provided an increase of less than 5% between
1989/90 and 1990791, compared to the 6.5% inflation figure
acknowledged at Budget time, Some pay bBills have risen or are
forecast to rise at substantially higher rates. Such factors
mist go some way towards explaining why Local Authority budgets
are now E3 billion above the TSS figure, although obviously
agver-spending also contributes significantly to this increase.

19. With the benefit of hindsight, adjustments on this scale do
call into guestion the realism of the 1989 Survey figures, and
thus the appropriateness of the Comparability settlement based
upon them. This is most regrettable in the first year of the new
agregd system's operation. While I appreciate the extent of the
difficulty associated with local authority finance at mational
level, I would ask you to recognise the major significance for NI
of this part of the Survey settlement.

20, I have not, as you know, sought to guery the 1990/91
position, because local easements gave me a manageable Survey
outcome although the Block is looking very tight indeed in the
current year. I am, however, obliged by this experience to sesk
your agreement that, in this new Survey, NI's Comparability in
tha Local Authority sector will be determined by the agread
mechaniem, reflecting figures consistent with realistic and
appropriate allowance for Local Authority finance,
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21. As my officials interpret the position, a subs=tantial NI
Comparability yield can ressonably be inferred from the increase
in Local Authority expenditure which has already been
acknowledged in the 1990 Financial Btatement and Budget Report.
I expect that I will need the full effect of this, and/or
whatever further adjustments to Total Standard Spending are
agreed in this Survey, to provide a fair settlement for services
in NI in this Burvey.

22. 1 realise from your signals on the national PE position, and
on the economic context, that there will be strong reasons for
downward pressure on PE plans in the Survey. Thus I will be
taking further eteps to restrict as far as possible the pressures
which I face. If, aside from the LA sector, where the agreed
system seems likely to generate a substantial entitlement,
Comparability is small, T will apply, as far as practicable, the
sort of restrictions which colleagues will have to introduce in
GB. If, on the other hand, it does in the end prove possible for
there to be some enhancement of GB comparable programmes,; I will
clearly need to make broadly similar provigion to most of those
services in the Block. But there are two areas where the
circumstances are 5o exceptional that I must seek additional
provision over Comparability.

WATER AND SEWERAGE: COMPLIANCE WITH EC DIRECTIVES

23. The first of these special pressures is in relation to the
major expenditure regquired to comply in the agreed timescale with
tha EC Drinking Water and Bathing Waters Directives, on which Tom
King wrote to John Major last year. To rehearse the key points
briefly:-

(a}) expenditure on compliance, over and above what can be
covered from the routine NI Water Service budget,
during the Burvey period is estimated at El12m, £33m
and £71lm. As indicated in my letter of today to
Chris Patten, I hope that waysz can be found to reduce
the expanditure regquired. For the present, however I
must plan on the basis of the current definition of
the regquirements. WNaturally I will alse be reviewing
thosa figures critically to ensure that they
represent the minimum consistent with our commitments
to the Community;

the privatisation of the English and Welsh Water
Buthorities means that Northern Ireland receives
nothing via the Comparability formula in respect of
Water and Sewerage services;
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clearly these requirements are not catered for by the
Comparability mechanism (the Green Dowry arrangements
were operated outside Comparability) so, there is no
realistic prospect, given other pressures, of my
accommodating all or even part of them within
whatever Comparability yields;

because of privatisation, the costs of compliance in
England and Wales can be met without detriment to
other services;

(e} I need to make provision for this programme for all
three Survey vears now because of the long lead time
of the capital programme.

24 . Consequently I am seeking your agreement that the costs of
compliance be met by an addition to the Block, over and ahove the
full Comparability entitlement under the agreed system. I will
also wish to ensure that, as in England and Wales, where Water
Authoriky charges will be kept in check following the major cask.
injections and the write off of NLF loans, the major additional
expenditure does not impact unfairly on the consumer through
unacceptably high increases in revenue raised through Water
Charges and the Regional Rate. Some special arrangement on thatb
aspect may be required alongside my PE bid, and my officials will
follow this up as necessary with yours.

LaW AND ORDER

25, I also need to seek additional provision, over and above
Comparability, for Law and Order. As Tom King mentioned last
year, our efforts on the security front have cbliged us to devokte
an ever-increasing propertion of the Block excluding Social
Becurity Benefits to the Law and Order programme {(from under 14%
in 1984/85 to nearly 17% in 1990/91). The effect which this has
on other programmes 132 & matter of continuing concern to me, and
criticism arigsing from it recurs regularly. Earlier this year
tha Northern Ireland Economic Council drew this trend to my
attention, as it has done with my predecessors, and criticised
the restrictive effect which growth in the Law and Drder sector
is having on expenditure programmes which would improve
employment and housing conditions in NI. Their call was that Law
and Order zhould be removed from the Block., I am not asking for
that but I do require some relief from the implications of itz
retention within the Block.

26. The fundamental problem is that, on the Law and Order front,

Northern Ireland is not comparable to other parts of the UK, and

the Comparability formula does not produce the funds that I

need. In the last three PE Surveys, for every £3 that had to be

allocated to Law and Order within the Block, only £1 was received
from Comparability on GE Law and Order provision. The "loss"
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which this and similar in year reallocations represents to other
Block programmes was about £200m over the period 198B,89-1990,791
- Ehough this was partially offset by the helpful 1988 Survey
sattlement,. However the "losg" 18 so substantial and continuocus
that I find I need further relief for the period of this Survey.
Tha figqures to which I refer, of course, reflect only the more
racent effecte of the needs of this programme and of the priority
which I and my predeceszorg have quite rightly attributed to it.

27. Given that there can be no guestion of any slackening in the
efforts cf the RUC to combat and defeat terrorism, I eee it as
necessary that the social and economic programmes should again be
given some relief from the past and continuing demand=s of the Law
and Order programme. This needs to be approached from two
angles., First, I will keep the bids for Law and Order to the
minimum consistent with the essential requirements of the
programme, and work on this is continuing. Secondly, I would
look ta you to cover the residual which will remain after this
scrutiny by an addition over Comparability, the figures likely to
be in the ragion of E26m, £34m, and £60m. The main objectives
would be to provide for Police pay and allowances at levels
consistent with operational reguirements; and to meet forecast
entitlements for criminal damage and criminal injuries
compensation. Further details of the components aof this
expenditure and the related objectives will he provided by my
officials.

23. I should emphasise that these figures do not include any
provision for a possible requirement for additional RUC manpower
and/or overtime. Your officials are aware of how this issue is
developing., The Chief Constable faces a steadily increasing
drain on his resources through the growth in static protection
work that the RUC is chliged to de. I share his concern that the
REUC's operational efforts should not suffer as a result. The
case [or more manpower or overtime, or a combination of both, is
currently being considered with great care, but that scrutiny is
not et complete and I cannok thersfore be definitive about the
quantum of resources that might be reguired (the amounts may be
of the order of £6m, £14m and £20m in the three Survey years). 1
would be abliged, therefore, if you would note this marker thak
the Law and Order bid may be increased later in the Survey to
take sccount of this sdditional dimension.

ELECTRICITY

2%, As you know, work on the privatisaticn of Morthern Ireland
Electricity is progressing, with the objective of a sale in early
1953, It would be appropriate in this Burvey for NIE public
expenditure provigion for 1992/93 gnd 1993/94 to be sliminated.
Az the figures are negative (-£119m end -£122m) this will entail
technical increases in my Block and I have therefore included
this in my list of bids. As you know the current figure makes no
allowance for expenditure on new generation capacity.
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30. Ehould there be unavoidable delay on privatisation {(and I see
no reason to expect this) I think the best way to reflect our
previous understanding on the costs of new generation capacity
would be to readjust my Block by the amount of a new EFL for RIE
for 1992/93. This would take account of NIE's forecast debt
repayments for that year and the capital expenditure which would
be required for new generation capacity - as you know there are
several options for the latter still under consideration.

SOCTAL EECURITY AND COMMUNITY CARE

3l. My officials will, a8 usual, provide further detailz of my
routine bid for Social Security Benefit expenditure. The main
special feature which affects Benefit axpenditure this year is
the new policy on Community Care. I propose to retain the
gavings on Benefits which will result from the new policy, as a
main source of funding for the new expenditure by Health and
Social Bervices Boards. I would then not be entitled to
Comparability on the amount transferred from Social Security to
Parsonal Social Services in GB though Comparability would be
relevant to any new resources allocated to DoH (or Local
Authorities via TEE), If you agree this appreoach, our officials
can sort out the details.

HOUSING LOAN CHARGES

32. Bnnex 1 also includes my routina bid arising from the effect
of interest rate movements on the subsidy to NI Housing Executive.

DEPARTMENTAL RUNNING COSTS

33. Turning to running costs, I have reviewed the plans
underlying the 1989 Block MEP and taken account of a range of
developments in drawing up my 1990 Block MEP, including:

{a) additions to workload, reflecting the continued
implementation of parity-based policies such as
Education and Health Service reforms: the 1991
Census; the Employment Initiative in Social Security
offices, and compliance with EC Directives on Water
and Sewerage;

forecast inflation, which has been revised upwards
but 1s subject to review later in the year to take
gccount of emerging information:

a limited number of new NI initiatives, including the
setting up of a new Government Purchasing Service,
and additional staff for Social Security Offices to
meet a projected increase in unemployment, partly
offsetting reductions being achieved elsewhere in
Social Becurity administration.
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34, I have also revised and updated efficiency savings, which are
front loaded and now amount to 2.4%, 1.4% and 1.1% scross the
Survey period - thus cumulatively axceeding the 1.5% per annum
minimum target. Despite the most careful scrutiny I am, however,
unable to contain the emerging pressures within the baselines
agresd last year. In my 21 September 1989 letter to John Major,
on the outcome of the 1989 SBurvey, I referred to the modest
increases which had been agreed for 199192 and 199%2/93. I said
that I saw a risk that I might have to re-open the settlement
this year to take account of unforeseen changes in policy,
workload and other costs. This has proved to be the case. The
breadth of the coverage of the Block means that inevitably soma
now requirements arise from policy decisions which could not have
been foreseen or gquantified in the previous year. In additionm
the 1989 settlement has been sericusly eroded by changed
expectations on inflationm.

35. Following DFP scrubtiny of bids I have made reductione of
E5.3m, £6m and £7m on the amounts sought by departments. Thesa
are eignificant sums and will have implications for service
delivery, but I believe that it is right to make these reductions
in order to constrain DRC growth and its claim on Block PE
L2ES0UTrCes .

36. I am therefore seeking DRC provision of:

1991/,92 1992/93 1993794

Black Baselina G25.7 Ed46.5 662.T
Froposed Additions 155 26.7 35851
Provision Sought 645.6 673.2 701.8

37, The Bleock figures do not take account of proposed additions
of E0.5m, £0.8m and ED0.%m {(zubject to rewvision) for agency
services undertaken on behalf of DSS.

38. The DRC provision I am seeking, reflecting an 8.9%% increase
for 19917592 over 1990791, represents a taut assessment of my
requirements. It takes account of Block priorities as set out in
the Executive Summary, and will entail difficult choices iEf I am
to manage the various services for which I am responsible within
the proposed baselines. The fact that DRC growth has been slower
in NI than in broadly analogous GB Departments, and that DRC unit
costs are significantly lower in NI, is clear evidence of the
economy which has been applied to administrative costs within the
HI Block over recent years.
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ANNEX “A"

fmillion

1991-92 1592-93 1993-94

BASELINE (NI BLOCE) B, 170.8 6,395.0 6,554.9

Proposed additions:
Central government
1. Social Security Benefits
2. Housing Loan Charges
o RIE
4. Water and Sewerage
5, Law and Order

TOTAL (Baseline and Bids
excl Comparability)

TOTAL NET CHANGE PROPOSED OVER
AND ABOVE COMPARABILITY

Hotes:

ta Bids 1 and 2 are primarily for routine adjustments on foot of
ravised economic assumptions etc.

2 Bid 1 also reflects the proposed transfer of:
1991/92 155275593 1993794
14.5 38.0 94.5
from Benefits to HPSS to fund the proposed new Community Care policy.

3. Bid 3 is a technical adjustment on foot of the proposed
privatisation of HIE,
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CONTINGENT LI&EILITIEE

39, My report on Contingent Liabilities at 31 March 1990 is being
forwarded to your officials. The only new liability expected in
the Burvey period is in respect of variou=s axhibitions at the
Ulster Folk and Transport Museum which are estimated at £1.75m in
aach of the Burvey years.

oUFMARY

40. It is clear that we face substantial difficulties in the 1990
survey if we are to achieve a satisfactory balance between the
objectives of our broad economic palicy and the needs which
public expenditure programmes address. In view of this, I am
naturally reluctant to present bids =ince the Comparability
system should, if properly implemented, normally meet Northarn
Ireland's neads in broad terms. However the situation with which
I am faced econtains a numbar of special features which
Comparablility either has not or does not adegquately address.
First it is apparent with hindsight that the Comparability
settlement in the 1989 Survey did not reflect full realism in
relation to Local Authority expenditure and I would welcome your
éassurance that the agreed system will be applied in this Survey.
Secondly, the substantial costs of complying with EC Directives
on Water and Sewerage are demonstrably outside the scope of the
Comparability arrangements; and,thirdly, NI's top priority
programme, Law and Order, consumes about three times as much
resources within the Block as Comparability provides from the
cqrraspcnding GB programme. Thus, while I fully appreciate the
ﬁlEEiculti?s which you face in the BSurvey, the case for Northern
Ireland being given relief on these issues is so compelling that
I feel obliged to make it. I will, of course, continue to pursue
value for money within the Block, for example through the
purchasing and market testing initiatives on which NHorthern
Ireland's performance has, as you know, been encouraging.

41. I hope that you will recognise the force of the arguments,
which I and my officials will be happy to deploy in greater
detail, and that we can reach a reasonable and equitable
agreement .

42. 1 am copying this letter (ezcluding the two Management

Efficiency Plan papers) to the Prime Minister, Chris Patten,
Malecolm Rifkind and David Hunt.

L

E...'::.-_

FB
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SCOTTISH OFFICE DEPARTMENTAL MANAGEMENT FLAN AND RUNNING
COS8TS

I am writing to sel out my proposals for running coste for the Survey
period for the Scottish Office and the other Departments for which I have
responsibility and to draw attention to one capital project arigsing in the
Survey period which I do not beliave I will be ablae to finance from the
Block.

Following discussions between our officials John Major and 1 agreed last
autumn to roll forward the 3 year running cost settlement covering all my
Departments. MNone of them iz going to find it easy to carry out its
respongibilities properly this wyear while containing it running cosis
within the settlement, because pay and other cost increases have heen
higher than the settlement assumed, but only the limit for Scottish Office
administration is in real danger of being breached. Our officials are in
touch about the difficultiee which we can foresee, because of an
exceplional number of unexpected new commitments, coupled with
unforessen increases in pay and accommodation costs. We have already
had to lind savings equivalent to 2i% of our staff and related costs, in
addition to delivering the normal 13% efficiency grins, and recruitment has
been frozen since the beginning of April.

My proposals for the period 1991-92 to 1993-%4 are based on my
Departmental Management Plan, which my officials will be sending to
yours, together with any necessary supporting detail. The picture which
emerges from the Plan is one of intense activity; the Scottish Office is
planning, implementing and monitoring an unprecedentedly large number
of major policy initiatives, many of great complexity, while supporting the
efforts which 1 and my colleagues are making to promote and explain
these radical changes in Scotland. At the same time the Office faces
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sleady or iIII."l'EHHJ'L]g' demands for the wide range of services it delivers.
The position is the sume in the Prison Service and in my other
Departments. In recent years we have congistently been obliged 1o absorb
extra costs by making efficiency guins well in excess of the 14% target.
In particular our accommodation costs have risen sharply in real terms in
i""-'l"!'ﬁ'n't years, through a combination of higher rents, increased
mamienance charges and the Imposition of VAT on rents. While the
Departmental Management Plan assumes that we will continue Lo deliver
annual 1% efficiency gains, and shows in some detail what we have
achioved and will achieve, [ believe that if we plan to go on absorbing
through additional efficiency pgains both additional cost pressures and
demands arising from new commitments we will simply store up the sort of
trouble we face in the Scottish Office in the current year. It follows that
we could not expect (o abgorb any further new commitments which might
arise, for example, [rom significant changes in the local government
finance regime or further developments in our green policy.

Against this background | propose adjustments (o the Departmental
running cost limits for all the Departments within my responsibility to
reflect realistic assumptions about pay increases. The existing lmits
assume year-on-year increases in pay cosls of 7% in 1991-92 and 8% in
1992-93. Except in the case of the Scotlish Prizon Service, this year's
Plan is based on the increases of 9% and 8% in these years, and 7% in
1893-94 in place of the normal Survey uplift factor of 2§%. We have taken
into account, so far as we can, the effects of performance - related pay
adjustments, but 1 will wanl to look again at likely movements in pay
costs before finalising lUmits for next year. For accommodation costs, we
have made the best estimate we can in the light of the information
currently available. As more information becomes available, the costs may
have to be revised. For the Scottish Prizson Service | have assumed
increases of 9%, 8}, and 8%; this iz in line with the Home Office
assumptions.

In the case of Scoltish Office Administration | consider that some further
adjustment to the settlement is required o reflect the extra commitments
which have emerped since il was reached, because [ see no prospect of
these particular demands abating and the Plan does not suggest that
preseures in the rest of the Scottish OfTice are poing to case.

My proposals are set out in the following table (the existing baselines are
in brackets):=
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1992-43

b i
Seottish 0ffice
Administration
{incloding HAM)

Seattish Prison
Seryl (e - |

scobtish Courts

Administration =3 { i gy o | i e e g

General Heglsber

Office : 13,97} 0. { 10.05) 10.31)

Scottish Kecord
Office : 3.32 ) AT LR I | A B Jobl - ., F-SE)

| turn now to capital projects. | am aware of an understanding hetween
otir officials that it would not normally be appropriate for me to make hids
at this stage in respect of capital expenditure for Departmental
administration, because of the special arrangements for the Scothish
Block, There is however one essential project in prospect at the moment
for which I belleve a bid outside the Block and formula arrangements is
justified.

I referred in my letter of 23 May last wyear to John Major to the

possibility of relocating substantial parts of the Scottish Office away from
the centre of Edinburgh, in order to provide some relief from rising
avcommodation costs and avoid the costs of the major refurbishment of
New 51 Andrew's House which will have to be underiaken soon. I is now
over a year since the full implicatione of the asbestos treatment on the
ceilings of this building were established and we must remove the
agbestos before the problem becomes critical. [ made it clear last vear
that | could only contemplate relocation on the understanding that the
capital costs could be offset by the receipts which would arise from the
digposal of our ecity centre premises. Since the Treasury could not agree
to such an arrangement we have concluded that we shall have to
refurbich and retain New St Andrew's House. While the logistice of
carrving out the refurbishment are still being studied it iz becoming
increasingly clear that the whole building will have to be wvacated while
work is in progreéss, and that it would make sense to petain the building
into which staff are decanted for the longer term, and give up other
smaller offices in central Edinburgh ss New 5t Apdrew's House is
recccupied.

The costs of this major project are still being studied but while [ believe
we can absorb the costs in 1991-92 we are likely to require additlons of
E3m in 1992-93 and £6m In 1993-94. The costs beyond the PES period
would not be significant. These estimates assume that any new building
will be leased. If, however, this assumption were ifo prove invalid,
considerably higher capital expenditure would be incurred. The running
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cost consequences are taken into account in the proposals [ have set out
above,

1 am conscious in putting these proposals forward of the particularly
difficult economic background against which this year's Survey will be
conducted. 1 have considered wvery carefully the need for the extra
requirements set out above, bul [ am satisfied that they arme necessary if
we are to carry through the Government's policies effectively in Seotland
and maintain our efforts to secure value for money in the programmes for
which 1 am responsible.

I am copying this letter to the Prime Minister.

MALCOLM RIFKIND
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[reasury Chambers, Parhament Street, SWIP 3AG

The Rt Hon Douglas Hurd CBE MP
Secretary of State for Foreign Affairs
Foreign & Commonwealth Office

King Charles Street
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Thank you for your mimute of 1C May about potential Reserve claims

of up to £15.17 million on Diplomatic Wing expenditure.

g

2 1 was disappointed by your minute, especially in view of your
earlier undertaking to do all you can to keep expenditure within
existing plans and to absorb any additional requirements. ¥ou
will recall that I said at Cabinet on 19 April that the 193D-31
Reserve was virtually fully committed already, as a result of the
additional costs of community charge benefit and a large number of
other claims. Rdditional expenditure cannot therefore be
afforded, so it 4is wital te pursue vigorcusly all possible
measures, however unpalatable, tc produce offsetting scovings.

3. It is helpful to ses the total extant to which you are facing
pressure on Diplomatic Wing expenditure. Having considered the
situation further, I am prepared to agree exceptionally, in
principle, to a Reserve claim of up to £3 million to cover the
costs of the Hato summit. I should be grateful if you would let
me have a more precise proposal as scon as the figures become
clearer, which I hope we can keep to an absolute minimum.

i. I still do not consider that a Reserve claim would be
justified for the remaining items on your list. In particular,
the largest element, Vietnamese Boat People, has been subjact to
numerous fluctuations in the pzttern and extent of expenditure.
Thus, I am sure that it would be quite wreng to increase the
expenditure plans for 1990-91 by the £5 million that was not spend
last year on improving accommo<atieon.
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s I accept that the other items are all matters on which
expenditure was not envisaged when we settled our 1990-91
expenditure plans. Nevertheless, I must ask you to continue to
explore every possible avenue to offset this expenditure and thus
avoid any further claims on the Reserve later in the year.
Accordingly, if you need to take provision in the Summer
Supplementary Estimates for the various new services, to gain the
necessary Parliamentary authority for the expenditure, I hope you
will do so without further additions to your existing programmes
at this stage, by making a preliminary allccation of offsetting
savings elsewhera on your Votes. We can adjust the allocation as
necessary at a later round when the overall position is clearer
and we are better placed to assess the impact of these items of
expenditure on your programme as a whole.

6. I am copying this letter to the Prime Minister and to Sir

Robin Butler.
\f@UE; Ehhcﬂﬁiq

Koz [empbel],

NORMAN LAMONT _
Approved, lou s ['.wfe ook
cnd 5%& A i e absence
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[ wrote 46 you on 9 May about thé private woodland mansgement grant
proposals on which we need to make an announcement without delay. |
am now writing - with the full agreement of other forestry members -
about the cutcome of this year's consideration of the Forestry Commission
programmes {including the reallocation of existing resources to meet
changing priorities) and to set out the case for some additional resources.

I very much hope that this will enable us to come to quick decisions.

[ attach a series of tables summarising the conclusions we have reached
an the Commission's programmes.

Those at ANNEX A show the existing (Cm 1003) baseline, the underlying
programmes and the peallocation of resources that we have made to
accommodate changing priorities.

Thogse at ANNEX B outline [(at page 1)} the Forestry Commission's
additional requirements to cover the proposed woodland management
granis, Forestry Commission land acquisitions and the forestry initiatives
proposed under MISC 145, These given rise to additional bids which can
be met only partially from the Commission's own presources and the
reimbursement of grants by the EC under the provisions of the Forestry
Action Programme.

The [ollowing comments on the additional bids will help to put them in
perspective:

I, Woodland Management Grants

This proposal, on which we have already been in correspondence, is the
main recommendation from our broadleaves policy review. We are all
agreed on the need for action and there is also a unanimity of view
between foresters and environmentalists and the interested public. The
additional requirement for the management grant costs is:
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199]1-92 1992-93 1993-94

¥ million 0.9 3.7 2.4

it -

ii. Land Acquisitions

We have stated that the Commission will continue to have a programme of
new planting of 4,000-5,000 heclares per annum, as a contribution to the
overall planting target. The reserve of land for planting i= now only
some 10,000 hectares, which is very close to the minimum necessary to
sustain the programme, when allowance is made for its distribution across
the country and the need [ur forward planning of plants, labour and
machinery. Unless more land is acguired than is included in the
baseline, the Commission's ability to mount an effective and economical
planting programme would be seriously restricted during the Survey
period. We have accordingly provided for an acquisition programme of
4,000 hectares in 1991-92, 4,53000 hectares in 1932-393, and 5,000 hectares
in 1993-94 which compares with a baseline of 3,000 hectares in 1991-52
and 3,160 hectares in 1992-93. Our policy is for more planting to take
place 'down the hill', and we have therefore set the provision for this
additional land at a higher price per hectare than the land in the
baseline.

1991-32 1992-33 1993-94

hectares 1, 0 1,340 1,840
£ per hectare 1,000 1,070 1
£ million 1.0 1.4 2

iii. Forestry Initiatives Under MISC 140

In your letter of 23 April you confirmed that our MISC 145 proposals
would need to be included in this survey. Subject to agreement within
Government on the scope and detail of these proposals, the following
additional resources will be required over the survey period:

1991-592 1992-93 1993~-54
£ million = 3.9 5.1

The Forestry Commission has secured the agreement of the EC to a
proportionate reimbursement of its expenditure on private woodland
grants. This will represent 25 per cent of the qualifying grants paid and
will be of the aorder of:

1991-92 1992-93 1993-94
£ million (1.3) (3.0} {3.3)
The Commission's disposals programme envisages the sale of some 100,000
hectares of forestry assets and other property by the end of the cemtury
with financial receipts totalling up to £150 million. These receipis arc
surrendered directly to the Consolidated Fund. The programme, which

conforms with the baseline and the announcement I made in June 1988, is
as follows:-

CONFIDENTIAL
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1991-92 1992-93 1993-94
hectares 13, 800 10,500 11,4000

£ million 16 16 16

John Gummer and David Hunt fully support the additional bids, which are
essential to demonstirate that our forestry policies are thvPr'J'nE_‘ economic
and environmental benefits. They will be apnrec:mra-l by a very
wide spectrum of opinlon, and by the public at large, who expect us to
act to safeguard wvalued woodland and encourage an expansion of
multi-purpose forestry, aimed particularly at reducing the greenhouse
affect. We hope you will agree, therefore, that these additional resources
may be allocated in the way we have proposed. As you know from my
letter ofYy May, we are most anxious to settle the management grant
guestion as soon as we can and we hope that it will be possible to
accelerate consideration of the Commission's programmes (other than the

MISC 140 proposals) so0 that we can make an announcement before the
Recess.

| am copying this letter to the Prime TI'EI'I'LI‘EtE]:‘. John Gummer and
David Hunt.

/wa
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ANNEX. A
Prdeke 1

EXPENDITURE ON EXISTING POLICIES AND PROGRAMMES

1991-92 1992-93

BASELINE Cam 1003 B3.4 B87.7

Proposals to reallocate bazeline provizion
t0 accommodate changing priorities

Froposed increasas
bon Industrial salaries
PFenz=ions
Capital
Materials and services

VAT

Dffsetting savings
Industrial vages
Travel and subszizstenca
Frivate woodland prants
Harvesling and marketing recelpts

Gther teceipts

Net cifzetting savings from within
hazsel ine
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MATH PROGRAMMES EXCLUDING ADDITIONAL BIDS

The tollewing programmes are covered by the existing baseline:-

199]1-92 199293 1993-94

Land acquizitian hactares 0060 160 160

Harvesting and marketing Cublic metres. {000 1674 InAA 3725

hectares

1991-92 199203 1993.94

Hew planting Forestry Enterprise H000 4000 5000
Private geclor 29500 J1200 33100

Total 33500 33200 SE1U0

aE e

Restocking Forestry Entercpriss BS0 AB500 8500
Private sector Ba00 2150 7200

Total 17100 17650 15700
Programmes for new planting (tacget 33000 heectares) for traditional ferestry are as
follows:

hectares

1991-92 1992-93 1993-94

Foregiry Enterprise L0000 4000 SO0

Private sechoi 24000 26000 8000

Total 0000 33000

Programmes szet Far nev planting under Set Aside and the Farm Woodland Scheme are as
follows: -

hectares
199192 159293

Set Aside 10 106 104

Farm Woodland Scheme L4000 L5100 5004

5500 5200 3104
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ADDITIONAL BIDS

£ millian
199192 1992-93 195194
BASELINE Cm 100% Bi.4 Bi.? 85 .9

Proposed additions

Cantral Government
g Woodland management grants
ii. Land acquisitions

Forestry initiatives under
HISC 145

TUTAL ADDITIONS

Froposed reductions

Central Government

Dffsetting savings from
baseline

Becovery of private woodland
grants from the EC

TOTAL REDUCTIONS

TOTAL NET CHANGE FROFOSED
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ADDITIONAL BIDS
GUTEUT HEASURES AND PERFORMANCE INDICATORS

199] 52 1992-93 1393-94
Nibcgeneni grants

hectares Conifers B-S MM
Eroadleaves 1500
Hixed R

Unit costs

Conifers
Broadleaves
Hixed

ii. Land acquisitions

heetares
- average price per hectare
iii. Perestry initiatives under MISC 1
Additional nev planting grants

- hectares - 100300
= Unit cost £E63l

Better land grant supplement

heciares
- Unit cost

Urban and comnunitly woodlands grant supplements

- hectares
- Unit cost

Mew Midlands forest
hectares
- Unit cost {land purchase)
- Unit cost (establishment and recreation)
Central Scotland Voodland Imitiatcive
- hectares

- Unit ecost (land purchase)
- Unit cost ({establizshment and recreation)




PRIME MINISTER

POBLIC EXPENDITURE — THE EDUCATION PROGRAMME

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

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

Blﬂdlnq_lﬂttcrs are due to bE rec21ved by 25 May

— -

The Chief Secretary is concerned however about the education

programme. For technical reasons, it is necessary for

ﬁf_ﬁhrcrcgmr to submit some bide before thE deadline. These

cover the uPEElflC grantﬂ paid by central government tGquﬂu

local authaflty education expenditure.

s

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

year.

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

——

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

—ee e

FEJHfDIEEd “to DES.

—

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

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

e — - e

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

iy
Barry H Potter

18 May 1950
a: public (MT)




PRIME MINISTER

FOBLIC EXPENDI DUCATION PROCEAMME

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

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

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

local authority education expenditure.

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

year.,

The Treasury are anxious, lees this portend a general DES

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

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

reinforced to DES.

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

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

Do you want te find another opportunity, ideally in the

margins of some other meeting, to have a word with

Mr MacGregor?

B
Barry H FPotter

18 May 1590
a: public [(MT)
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MONTHLY NOTE ON THE PSER
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The PSBR in April is provisionally borrowing of
Ed: 1l blllycm. Excluding privatisation proceeds this is
£1.3 billion higher than in April 1989 and £1.1 billion
higher than anticipated last month.

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

lower than expected.

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

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

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

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

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

PSF DIVISION 1B May 1990
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CONFIDENTIAL

BSBR in April

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

£1.3 billion higher than a year ago.

Table 1: Borrowing in April fhilllon

- i
CGRE Q)

1990 outturn i 0.3

Difference from:
1990 Budget profile +1.1

1989 outturn 153
excluding privat-
-lzation proceeds

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

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

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

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

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

expected April odtturn:

L

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

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




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

the purchases as late sz possible in 19849-590,

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

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

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

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

.l billipn more than forecast.

Eecent trends io the PSER

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

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

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

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

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

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

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

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

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

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

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

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

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

PEFMEDLS.

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

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

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

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

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

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

Chart 4: LABR 1990-81

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

April to July last year.
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CONF.ZINTIAL

FROM: C TURK
DATE: 18 MAY 1390

Ext : 5029

-

RECIFIENTS OF PSER NOTE

MONTHLY ROTE ON THE FSBR

There are some errors in the figures in the last indent of the summary
page and in paragraph 7 of the monthly note on the PSBR, circulated
earlier today. The last indent of the summary should read as follows:

- The PSBR in the period May to July is forecast to be
£0.5 billion, similar to the Budget profile. This would bring
the teotal for the first four months of 1990-91 to £2.7 billion.
Excluding privatisation proceeds, this is £2.5 billion more
borrowing than in the same period in 1989."

In paragraph 7, the figure for the forecast PBBR in April teo July
should be £2.7 billion.
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ESC AND LEATGS PROGRAMME 1991-92

Thank you for your letter of 13 April setting out your proposals
for Education Support Group (ESG) and the LEA Training Grant

Scheme (LEATGS) for 1951-32.

2. I understand your wish to settle these grants now, B8O that
you can consult the local authority associations, but I am not
willing to agree to the additions you propose. At Cabinet on 19
April colleagues agreed that strict control of public expenditure
must be maintained; that bids to increase plannad levels of public
expenditure could mnot be afforded; and that the approach must be
to offset any necessary increases in particular areas by savings
elsevhere. I was therefore surprised that you then - on the same
Jday - wrote to me proposing to increase by nearly 29 per cent  *he
level of ESG/LEATGS in 1991-92 over that for 1990-91.

3. Although you point out that the increases you propose would
lift the total expenditure supported by ESG/LEATGS in 1991-32 to
no more than 3 per cent of this year's education standard spending
(compared to the current 2.4 per cent); I cannot agree TtOo ANy
increase in the proportion, as to do so would inevitably reduce
the amount available to local authorities®’ to gspend on their own
priorities. Any proposal - such as yours = which could push up
local authority spending and, with it, community charge levels, is
doubly undesirable. Specific grants should be used only for a
==all rumber of clearly defined, speclial initiatives. While,
trterefore, the reduction in t*e number of activities to be
supported is welcoms, the proposeZ lncrease Iin expanditure is not.
Affordabilizy is a key factor haze and, as Cabinet has agreed, irc
t=is year - of a:. Yyears- there is a reed to demonstrate

restraint.




UNCLASSIFIED

4, I gsae that you cite the Efficiency Scrutiny report to support
your case for a significant increase in the level of grant, but,
in fact, the report's authors found no reasons why the level of
grants should be dramatically reduced or increased. On that
basis, I was very surprised that you should be proposing a 22 per
cent addition to the baseline.

s You argue that an increase is needed to ensure that LEAs
direct provision to areas of national priority. But aAs you know,
local authorities have increased their spending by some 14% per
cent in 1990-91. Among the main reasons which they give for this
very high growth is their spending on local Management of Schools
and the MNational Curriculum: two of the areas you are targeting
with your grants. From this 1 infer that much of the spending you
are aiming to encourage may wWell already be going on, at the
chargepayer's expense. Channelling even mOre resources into
higher funding for specific grants will merely encourage yet more
marginal expenditure. Individuals would be paying again as
taxpayers for services which they have already paid for as

chargepayers.

6. It is particularly disappointing that you have offered no
offsetring savings to finance your bid. TYou mention the phasing
out of LPAs and a number of s=maller ESG/LEANTGS activities, and
acceapt the case for a reducticn in the grant rate for most LEATGS
activities from €5 per cent tc €0 per cent, but none of this
appears to have much impact on the size of grant you propose. 1
must ask you to look at this again: to determine exactly what your
priorities are and how they can be accommodated within the
baseline provision. 1 am not prepared to accept any additions to
the present level of grant or to consider further proposals which
would increase total spending on these schemes by nearly 30 per
cent. Indeed, I had hoped that you would be able to come forward
with some reductions, especially as you plan to reduce the grant
rate for most LEATGS activities. 1f you do, nonetheless, wish to
support nev activities, then the only scope for doing so lies in
reallocating resources and adjusting the grant rates downwards.
If you think it helpful, my officials would be happy to discuss
this possibility with yours. But I must make it clear once again
= as“T-dili ac Cabinet - that there is no scope for providing
additional resources without offsetting savings elsewhere in your

PIOQ L amme .
7. I am copying this letter to Chris Patten, Michael Howard and

David Hunt. .
Yours sincurely
HORMLEY

Approved by Ao Chaef
and ssﬁﬁmi n hs




C J SPILLER
15 May 1950
GTH 1211 2403
14/7h

PS/FINANCIAL SECRETARY (Circulation list attached)

CAPITAL EXPENDITURE: FROVISIONAL ES8TIMATES FOR Q1 1990

La A Press Notice giving the provisional estimates for
capital eXpenditure in the first quarter of 1990 is attached
for information.

2% The Notice is restricted to expenditure in the
manufacturing 1industries. This is because figures for other
sectors previously published are not at present of sufficient
guality. Further information is given in Notas to editors.

3. This Notice will be published at 11.30 am on Thursday 17
HMay . The contents should be treated as coenfidential until
then.

C J BPILLER
80 Branch B2
Room 1.207, CS50 Newport




Hotes to editors

1. Estimates of total fixed capital formation, and industrial
analyses of that total, have traditionally been compiled using
data collected from various quarterly surveys of business
expenditure. For 1588 and 19659, studies of the apparent shortfall
of the guarterly inguiry based estimates, when compared with
estimates of the supply of capital goods based on production and
trade data, have thrown doubt on some of the results from the
quarterly expenditure inguiries. No comprehensive industrial
analysis of these supply figures is available., It has been
decided therefore to limit the range of industrial estimates
published at the moment. In particular, it has been decided that
the provisional quarterly estimates of capital expenditure should
be restricted to manufacturing industries, where the covarage of
the quarterly returns is judged to provide estimates of acceptakble
quality. Quarterly estimates of total capital expenditure in
industries outside manufacturing up to the first gquarter of 1990,
together with revised estimates for manufacturing industries, will
be included in the GDP press notice on 22 June.

- i Effect of leasing on manufacturing investment. Assets have
traditionally been classified to the industries of their
ewnerehip. Since capital goods acquired for leasing out are
mainly bought by the service industries, leasing to manufacturers
produces an apparent switeh in investment to the service
industries from the manufacturing industries. In 1989 assets
leased from owners in the financial industries represented an
addition of almost 14 per cent of manufacturers’ capital
expenditure. Assets leased from ownereE in ether industries
ogutside manufacturing are not included in these figqures. A&An
analysis ol leased assets by user industry within manufacturing is
not available.

3. Asset coverage of the estimates. The capital expenditure
figures cover acquisitions less dispesals of vehicles and of plant
and machinery and expenditure on new building work. Spending on
land and exiseting buildings is excluded.

4. The information in this press notice, with additional current
price data, will be published in a Business Bulletin on 1 June.

Izaued by: Telephone:

Central Statistical oOffice Prass calls only:

Government Offices 071=270 6511/6357

Great George Street

LONDCHN SW1P 3AQ Publie inguiries:
0633 Bl 214972215
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FCO Diplomatic 'IH. iq: Potential Reserve Claims =

1. Your letter of :3 .ﬁpril nutaﬂ
cnpa t.hin year w:lthnut further ca L_"'il"

_l.ﬂ.d. rmt give me ‘the _asl;:f;nnﬂe e

hmwn M'.Ir.'l future calls on Dip!mtln Wing u
cannot be met from uvinqn on programmes ‘which =
duri,nq the year, Il.n]r nxr'.an-a on .i.nam’.:-npa.'hlu itﬂn
met c&ntrally. This is the arrangement we came t«ﬁ aﬁg,._;-

year. It is essential, for the good conduct of hu:u.'l.neun, :
that I have such an assurance this _-faar tl:m

-—

L
| ==
=

2. Ti‘ﬁditiunallr, as you know, the

u.nﬂaratand:mg ‘!:hat l:ha costs of any. _tl.gniticnnt _i-""
foreign policy commitments are met 'tfﬁ the Re '. rv

This nrrnnqnant }q_ﬂngniua.ﬂ that in ;EP'EE- ‘gn_nf:f ai ._-'_‘ .
are often at the mercy of external -.rnntn H‘hii:h canno
furil“n or hudgatad fm:. :

would r-prnsunt a had way to o puh.liu EIPH :
FCO calls on the Reaarva have historically been 1-'*"#I in
terms of public expenditure., But a clear und:rstwfﬁ

betwean us is essential if the system is to work, =




e yoiln

prnvinlnn the extru cnﬁtﬁ of cunfnrnngli'
in my minute of 9 .Ip:d‘.l,, though it Imifa

at the baginninq uf th- year. But I see

finding more than a small part nf ‘I;hu

expenditure nn'nfiiinry aid to Hanihil

to DNUEH, and the £5 million for t]:.l

in Hong Kong for which we had pr-l:ﬁriiiun in 1989;911

were unable to spend because of the Hpng Kong

. i L
! ﬂince my minute, two new requireme

The unexpected Hilm:l Smit in Mnﬁun"a’f‘:hauljr could -_ 3
up to £3 million. It tha expense ll %:u fall on tha'i'cu
rather than on tha ::ahinet office, I nhnll need nmr
money: certainly, I have no provision for it. E:a:u:md‘i_f,
the UN Secretary General has appealed for vulunta:‘ir }
contributions for the International Support and ? _-
Verification Commission in Central America [EI.W‘}. a .'l:u-}ﬂ.}"
set up to facilitate the disbanding of insurgent groupu
in Central America = in the first .im:ntnnﬂﬁ, the Eunt.ru:.

=.--"...l o

The success of the operation will be nnmial to thf_uf.‘i_'{'
of Mrs Chamorro’s government in H‘icmgua, to whom H'I.-I
Prime Minister has expressed strong ﬂupport in pubﬂﬂ ‘.hml_.
in private. We cannot credibly ruruau to pay part_ uf £ the
costs. Wa axpact the Americans and uﬂt&r leading Ew* ‘Eﬁ
all to contribute. Our share on n'ﬁﬁﬂal scale | jould
be of the order of EE million. Hit.h ﬂmaa tvo ite ny
jdentifiable extra commitments to date tllntuﬂ nt';‘ﬁ%

e
could be as much as 1-':15 million in th.'ln financial ruar. -

|| i-ﬂ. ---

5. I have 1ﬂuked hard at the E::np- !':u.- cuts in ﬂf;‘%ing‘ l_
Diplematic Wing activities. This is urtrnnljr ﬂi Jl."f]g.'l.\.'l.i:.";_

at a time when world events are placing an 1nc:renﬂ.'|. v

i 3
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nrginiéitlmt We -Eu.nh:t cut the

Council and the World Service. ¥ :
military aid and scholarships are ﬂnluitt-d in? a.
and have little potential for savings, though the

potential for damaging our re:lut:[n-mmﬂi :rm:ij;-ip i 1 3

r:nuntriu is large.

"
=
sasn gy -

=

] .
'l-ll".!'l:"!\.

e i

Ee

demonstrate I am unable to do so, ]"l:ﬂ triJ.l a-::cept-

on the Reserve. But it is quite unrealistic to upnur.

e e
to be able to find enough savings to meet the cost of our

contribution to ONUCA, the first instalment on the -';':1--!

Chau project, the cost of the HATO Summit and our it S
contribution to the CIAV. There is a small wimlflll S
gaving on our provision for UNAVEM iﬂ:_tdl:l can be l:l '
agninnt these extra nnsts: but 111 lttal::t I am HH. :

on the understanding that T will do :3.- best to lﬂ
savings to meet the cost of liliturr mintanm_tﬁr

Namibia (£2.94 millien). _..'j._'-

-
o
s

7. In your letter ynu mentioned that u.tficialu 1 :
in touch about rephasing the expenai_t_n._mn on Vietnamese

boat people. As my officials ha#é'éiﬁimd ait-:.'

financial year remains at £15.7 million.




b T

8. I am copying this minute to the Prime Minister:

Foreign and Commonwealth Office
10 May 1990
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Flrm exXxtra compnicmants

Yiecnanese Boat People, poAge Of SXJendlitiare
Erom 198%9/,90

Jk econtrioutiaon £ LS9 9 alnimom

iy COmTitments:
RATO sumnitc aporoximately
Contribution to asproximatcelw

Againat which can be offset windfall saving an
USAVEM contribution
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L

The Et Honm Douglas Hurd CBE MP
Secretary of State for Foreign Affairs
Foreign & Commonwealth Office

Eing Charles Street

London D
SW1A 2AH 31 :

April 1990

[
T @jﬁigj
FCO, DIPLOMATIC WING: POTENTIAL RESERVE CLAEFS
With E8GUEsST & kBQu by
Thank you for your minute ﬂfsa“iEEEET

2 As you know from our Cabinet discussion, the 1990-91 public
axpenditure Reserve is already substantially accounted for, so we
must all take as many steps as possible te live within existing
expenditure provision. The costs of military training in Hamibia,
and the net costs of other unexpected requirements, together
totalling some £7.5 million, represent after all less than 1 per
cant of your total Diplomatic Wing programme. Quite apart £from
expenditure on Eastern Europe, I have already agreed to Reserve
claims totalling €15.4 million for Colombia, the Caribbean
pependent Territories and Vietnamese Boat Pecple expenditure. On
the 1latter, my officials have asked yours to examine the
possibility of re-phasing expenditure to keep the £5 million you
mention within the existing planned total for Vietnamese Boat
Paople expenditure in 19590-91.

k] I am grateful therefore for your undertaking to do all you
can to keep expenditure within the existing plans for the year and
to absorb any additional requirements.

] I am copying this letter to the Prime MNinister, David
Waddington, Tom King, and Sir Rebin Butler.

HORMAN LAMONT

Lf




FRTME MIMISTER

MEETINGS WITH MIHISTERS ON PURLIC EXPENDITURE

¥You will recall that at your discussions with the Chancellor and
Chief Secretary on public spending a few days ago, you agreed to
have a word individually with Messrs. Parkinson, Clarke and

MacGregor. At last week's bilateral with the Chancellor, you
also agreed to add Mr. King to that list.

¥You have, of course, now spoken to both Mr. Parkinson and
Mr. Clarke separately about the severity of the public

4

expenditure position in recent meetings. Do you want me to
arrange slots in your diary for discussions:

(a) with Mr. MacGregor? ol

—
(b} with Mr. King? e Chan

Lo

iy

i
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The Rt Hon Norman Lamont MP

Chief Secretary to the Treasury

HM Treasury

Parliament Street

London SW1P 3AG -IH APT. 1330
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ESC AND LEATGS PROGRAMME 155%1-92

1 am writing to you about my Education Support Grant (ESG) ana
Locs]l Education Authority Training Grants (LEATGS) programnes
for 1591-92. AS you ars aware, Chese cannot be —eit To the
Survey, because I need to announce allocations on the basis of
iocal authority bids before the end of the year. .

The combined total of the ESG and LEATGS programmes for 1990-91
stands at £355.7m of expenditure supported by £209.4m of grant
(excluding the elements for grant-maintained schools, which
account for another £2.5m of grant). That expendirure figure
represents about 2.4% of total standard spending on education Zor

1990-91.

In considering the 19581-92 programme, 1 have the benefit of an
efficiency scrutiny report conducted between September 1989 and
January 1990. That recommends that the programmes should be
retained, brought together into a unitary grant, and focussed
more sharply on our principal priorities. I wish to move to
implement the thrust of the scrutiny report for 1991-92. These
programmes are the principal means of sSupport for the
introduction of the ERA reforms. I wish to focus sharply on
these in the 1991-92 programme. If we as a Government are to
carry conviction in pushing forward with our refcrms, and if we
are to be able to control and monitor progress with their
implementation, I believe it 1is agsential that there shoulé be =
markes increase in the total cof experditure supoorted through
specific grants.

» 1591-92 I would wish to support some £2061m expenditure
mrough €£274m of grant (including the element £ GM schools).
nrmax A Shows the pattarn of sciivities I want y BLpport watiin
xp crogramme. Anpex B CeECrides Tis Taidl alead in which Dew or

= b




extended grant support is needed, and what would be achieved with
the money.

Kenneth Baker did not bid last year for any increase in grant for
either ESGs or the LEATGS. BSo our starting position this year is
the baseline provision in 1991-92 of £86.2m for ESGs and £136.6m
for the LEATGS (again including elements for GM schools). This
was designed to support grant in respect of 1991-92 of £B5.1lm for
ESGs and £128.8m for the LEATES, making a total of £213.9m,
together with some expenditure in respect of earlier years.

The expenditure which these grants will support depends on the
grant rate. Por the 19%0-91 programme the rate for most EBC
activities was reduced from 70% to 60%, and the rate for
National Priority Areas (MPAs) within the LEATGS from 70% to 63%,
The Efficiency Scrutiny recommended that, in a unified programme,
the rate for all nationally specified activities should be &60%.
In general, I am prepared to accept that, although I shall have
to make exceptions for a few existing activities. Those are the
handful of activities where a further reduction of the grant rate
in 1991-92 would risk inhibiting the effective implementation of
Government pricrities, and call ocur commitment inte question.

Within the LEATGS there is alsoc a Local Priority Area (LPA)
which LEAs can use at their discretion to support training to
meet local needs. In the 190G0-91 programme, this accounts for
over 40% of the total expenditure supported. The Scrutiny
recommended that the LPA should be transmuted to form a
"flexibility margin" covering both the ESG and LEATGS elements,
and accounting for around 20% of the total programme. That seems
to me too high. Given that the 1990-91 LEATGS programme 1is
intended mainly to reflect national priorities, and LEAS have a
good deal of local discretion and flexibility anyway, I do not
see the justification in principle for such a concept. I would
like to phase it out altogether. However, my discussions with
the Local Authority Associations show that there would be strang
opposition if we discarded it straightaway. 5o I intend to sat
the flexibility margin at about £50m of supported expanditure,
payable at a rate of 50%.

On this basis the existing programme grant for 1991-%2 could
support total expenditure of £36lm - £50m for the flexibility
margin and £311m for naticnally specified activities.

Of this £311lm, £259m is already accounted for by the rolling
forward of commitments arising from ongoing training needs and
ESG projects begun in previous years. I see no scope for
reducing these for 19%991-92. Over time, I shall phase out the
smaller ESG activities and training NPAs begun in previous
years. But that takes time, because most projects require the
appointment of additional staff, sc they have to be allowed to
run for the full pericd originally notified to LEAs. On the
LEATGE side, the training needs covered by most existing National
Priority Areas continue to apply, and in all cases there 1s an
expectaticn that support will not simply be cut oif without
warning.




These commitments leave only £52m for new and extended
activities. That is nowhere near enough to meet the needs.” As
set out in the Annexes, I calculate that a further £100m of
supported expenditure is needed, requiring an additional £60m of
rant, with similar increases in the following Survey years.

That would give a total, combined programme for 1991-92 of £461m,
supported by £274m of grant.

Thus far I have focussed on the reguired size of the programme
and grant for 1991-92. The implications for the expenditure
provision depend on the assumptions made about the phasing of
grant payments. For ES5GS, We expect to pay within the 1990-91
financial year 70% of the grant liabilities attributable toc the
1990-91 programme. The rest of the 1990-91 provision will go to
meet liabilities outstarnding from previous years' programmes.
For the LEATGS the rate of payment within year is expected to
rise to about 55% in 19%0-91, since there is a higher proportion
of outstanding claims from previous rounds.

The introduction of a unified programme gives us an opportunity
to harmonise the proportion of in-year grant payments for both
grants, and to increase the overall proportion. For 159%1-52 I
would like to continue ta pay 70% of the ESG grant programme in
year but to increase the proportion of the LEATGE grant paid in
year to 658, with a further increase to 70% in 1992-93. That
would require a modest imcrease in the size of the relevant votes
over and above the increase required for an expansion of the

1991-92 programme.

The calculations of the increase in grant programmes and votes
required, taking account of the phasing of payments across
financial years, are summarised in Annex C. You will see that
the required increase in my combined ESG and LEATGS provision is:

£m
1991-92: 0.0
1991-93: 60.1
1993-94: 57 .2

ESGs and the LEATGS give us an essential lever for getting
resources deployed to where they are most needed. They enable
us to ensure that the Government's education initiatives, and
above all the ERA reforms, are implemented in the way we want.
And they give a highly visible demonstratiocn of the Government's
commitment to providing proper financial backing for our
policies.

I attach great importance to these grants. The Efficiency
Scrutiny, as well as HMI evidence, shows that they are working
well, and achieving an izpact out of all proportion to their
size. I believe there i= a strong case for a significanrt
increase in the programcs, to be closely targeted on implementing
a few key priorities. Even with the increases I am proposing,
total ESG/LEATGS supported expenditure in 1991-92 would still
represent only 3% of this year's standard spending for education.

I should be grataful for an early
Scrutiny recommended thert hould

rEespon
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cireular setting out the 1991-92 programme. 1 should like to try
to achieve that. But there is a lot of detailed work to be done,
once we have agreed the overall figures, before the circular can
issue. 1 should, of course, be happy to have a meeting if you
wish.

I am copying this letter to Chris Patten, Michael Howard and
Peter Walker.

%?hmn LS




ANNEX A
PROPOSED ESG/LEATGS FPROGRAMME 1991-52

All the fiqures are for supported expenditure, not grant.

ERA-RELATELDL ACTIVITIES

m

New/Additional Total
Allocation Allocation

includin
cammitt&g

expanditure

Management and Local Management:
1. Local Management of Schools
1B. Projects to improve transfer

of information about teachers
between LEAs and DES

Management training for
school staff

School Teacher Appraisal

Management Training for FE
college staff

Computerised Management
Information Systems
for FE colleges

1G. Local Management of Colleges

TOTAL

Nationmal Curriculum:

2h. NC Assessment

2B. Eguipment, training and
advisory support for IT,
including extension for
micros for primary schools
HC books

Foreign language diversification

Strengthening of LEA ingpection
and advisory services

Begio Curriculum [advisory

sea=ort Aand mAteria




Basic Curriculum (teacher
training)

Projects to improve the teaching
of science in primary schools,
and of English and maths in
primary and secondary schools
TOTAL
Governor Training

3A. Training for school
governors

3B. Training for college
governors

TOTAL

Total ERA-related

NON-ERA-RELATED

Teacher Recruitment

4A. Projects to improve
recruitment of former
teachers and mature
entrants to teaching

Projects to train Licensed

Teachers and Articled
Teachers

TOTAL

Improving provision for Under 35s,
inecluding training for teachers

of children in primary classes

who are younger than "rising five".

Careers education and guidance,
egpecially for credits

Health education (zZncluding
drugs misuse)

Projects to follow up the Elton
report on school Z:scipline,
including projecte on Scoocol
attendance and texz-her training,




and projects to promote social
responsibility

Education for Ethnic Diversity

Training for teachers of
children with Special
Educational Heeds,
including educational
peychologists and Portage
{help for children

under 5 with special needs)

Training for FE college staff,
including training related to
PICKUP courses; IT,; SEN,

ethnic diversity, and extension

of support for training in
National Vocaticonal Qualifications

Adult education activitlies,
including open learning,

adult literacy, adult

educational guidance, and support
for the Workers' Educational
Azssociation

Youth and Community activities,
including training for youth

and community workers and
training for youth leaders in the
inner cities.

Total non-ERA-related

Summary

TOTAL ERA-RELATED

TOTAL NON-ERA-RELATED

TOTAL NATIONALLY SPECIFIED ACTIVITIES
FLEXIBILITY MARGIN

OVERALL TOTAL FOR LEA FPROGRAMMES

BEASELINE ELEMENT FOR GM SCHOOULS

GE 255 TOTAL




PRIORITIES FOR NEW AND EXTENDED ACTIVITLIES

1. The main priorities for new and extended activities within
the combined ESG/LEATGS programme for 1991-52, as set out in
Annex A, are as follows:

A. Booke for the Kational Curriculum: There is increasing
concern about the sufficiency and state of school books,
particularly in secondary schools. The NC does not require
wholesale re-stocking. But we carnot pretend that it does
not require any new books at all, particularly when HMI are
finding significant shortcomings in existing book stocks.
The state of school books is a key indicator for parents of
whether their children's schools are properly resourced, and
the National curriculum (NC) will lack credibility if the
necessary books are not there. The cost of purchasing just
one new NC-related book for each pupil in key stages 1-3 for
sach of 7 NC subjects (excluding music, art and PE) at £5.30
per book would be some £190m.

b National Curriculum Assessment: The new assessment
proceaures for the HC, which scart in primary schools next
Ssummer, will require teachers to adopt cew methods and LEAs
to undertake new tasks in coordinating the work done by

schools and moderating the results to ensure consistency.
This needs to be backed up by specific grant. This will
enable the Department to reguire LEAs to submit, as a
condition of grant, formal NC Assessment Implementation
Plans setting out how they propose to put the new
arrangements into place. The activity would support
training to prepare teachers for the new procedures, and LEA
administration costs.

. Computers for Primary Schools: We have had for several
years ESG and LEATGS activities promoting IT in schools.
These have been successful in providing the hardware,
software, advice and training that schools need. But the
focus so far has been on the secondary sector. On average,
there are still only 3 computers in eack primary school -
about 1 for every 67 pupils. That is not encugh to meet the
requirements of the WC, which are to be introduced into
primary and secondary schools this September, or the wider
demands for a computer-literate education service. The
programme needs to be extended to supposT additional
hardware and software for primary schoocls. It would cost
some £50m te bring all primary schools =p to one micro per
classroom.

d. Foreign Language Diversification: The NC will ensure
that al. puplls stugy a foreign language up to the age of
t6. gt within that we also want to promote a wider range
of lang:age teaching. At present, Frenzh is overwhelmingly
the mes: common foreign language taught We need to help




schools offer other languages such as German and Spanish as
part of the NC, drawing on the expertise which many teachers
already have but do not currently use. For that, schools
will need financial backing for materials, advisory staff,
refresher courses and ogther support. This policy has
received powerful support from the Working Group on Modern
Languages in the NC.

e, Local Management of Schools: Here too we already have
an ESG programme to help the introduction of LMS. It is
supporting the installation of computerised managemant
information systems and staff training in their use, as well
as central LEA support teams. But the funds available so
far cover the cost= of information systems for omly about
50% of schools, and provide no support for additional
administrative staffing in schools. The success of LMS
depends critically on strengthening schools' management
capability. A significant expansion of the grant programme
is needed to allow for this, supporting additional IT
systems, administrative support for schools, training for
administrative staff, and the provision of central support
to schools by LEAs. Once LME is properly in place, we shall
want to make sure that any overall increase in school
support staff is fully offset by reductione in central LEA
bureaucracy. But for the transitional period we must ensure
that schools have the support they need from the LEA as well
as their own admicistrative capacity. -

- Teacher Recruitment: There are severe difficulties
with teachel recrustment in some areas. The Govermment's
education policies will fail if schools cannot recruit
teachers of the right quality in the right numbers. This is
primarily a question of getting pay and conditicns right.
But we already have a small ESG programme to help LEAs
increase the recruitment of former teachers and mature
entrants, covering things like taster courses, advertising
and childcare provision. That support needs to be expanded,
particularly to widen the provision of childcare facilities
to help former teachers return to teaching.

g. Under 5s: The Minister of State is currently chairing
an enguiry into provision for the Under 5s. That is
expected to report in June/July. Given the sustained
pressure for improvements in education for Under 3s, the
Government will need to take some positive follow-up action.
The proposed ESG activity would push LEAs to improve the
organisation of tkeir under-5s provisicn, and its
coordination with the wvoluntary sector.

h. Careers Education and Guidance, particularly for
Credits: The FE credits initiative was launchec on Z7
March. Its success depends on whether young pecs.e are
given effective csreers education and guidance cz how to
make best use of =heir credits. Careers educatizz and
guidance need tc e strengthened more generally I the
economy is to der:ve the maximum benefit from ycuing pecple's
skills. A specif::c grant activity to booBt careaz
education and gu:Zznce would alleow us to push LEAs in the




right direction, while also underlining the important role
of the education service in the credits initiative.

2. These are the main new elements to be suppeorted in the
1991-92 programme. In addition, as shown in Annex A, the
programme would allow some expansion of key existing activities,
including:

- the strengthening of LEA inspection and advisory
services to cover the full range of the NC and monitor
standards in schools;

- training for school governors, particularly to eguip
them for LMS;

- training for college managers, to eguip them for Local
Management of Colleges;

- training in appraisal for school teachers;

- training to prepare college lecturers for the new
National Vocational Qualifications,




£m 1991-22

A: Total ESG grant
liabilities from all
programme years

to be paid in year

B: Total LEATGE grant
liabilities from all
programme years

to be paid in year

C: A+E combined

L: Increase in
programme grant
reguired

E: Total grant
liabilities to be
paid in year taking
account of both the
increase in programme
grant at T and the
phasing of the payment
of that increase
betwean FYs

F: Current agreed
Vote provision

G: Increase in wvote
required to meet
total grant
liabilities

(F-E)

Pl T
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PUBLIC EXFENDITURE AND THE ECOMOMY : EPEA.B?IHG HOTE FOR CABINET
b

We agreed yesterday that I should give colleagues a wvery frank
assessment of the difficulties we will face 1f we relax our
aefforts to control pPOBIIC EXpenditure. The attached note by
officlials sets ocut EEgmgiEE_Ff what I will wish to say though I

e—

wIIT work on it overnight and will no doubt wish to express it

dffferently.

e p——

2. “Glven the pressures we face I am convinced that I will need
to take a wvery tough line indeed. On past form scme of this is
likely to leak. I therefore alsoc attach a draft line which, if
ynﬁpﬁafée, Bernard Ingham and the Treasury press office could take

in that Eventuality. =

Y

/

18 April 1990
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Hotes use in Cabi diture discussion p

I made no secret, either in the Autumn Statement or the Budget, of
the difficulties which lay ahead of us in 1930. Developments
gince the Budget have underlined the seriousness of these
difficulties. The assessment - as we look  ahead to the next

Survey - is, I am afraid, gloomy.

ds Against this background, I am alarmed by the growing
e "
pressures on EEEiiE_—EEEEEQiLurE’ which counld - if we do not
recognise the need for guite exceptional restraint - call into
question our whole ecconomic strateqgy. At all costs, we must avoid
= 4 = ————
being forced into raising taxes, unnecessarily raising interest

rates, or seeing a sharp fall in the value of sterling. Yet if we

conceda increases in spending, one or more of these will be the

— —

result. X
-;T‘;’;;;;nd is, without doubt, slowing down, as it needed to do,
and has been slowing down for many months. But the whole
process = and, crucially, any-letaup in the rise in the underlying
rate of inflation - is taking a good deal longer than we earlier
might reasonably have expected and hoped that it would do.
Colleagues will know that the RPI rose in March to EB.l per cent.
The April figure will rise sharply again[:witﬁ_fﬁghcummunity
Charge adding 1.2 par cent to that figure and the
?i non-revalorisation of excise duties in the 1989 Budget adding a
further 0.55 per cent;]

4. More seriocusly, the underlying rate of inflation continues to
]
rise, as it has done ,B since the beginning of 1987. Although
monetary policy was tightened in 1988 and 1989, oor Dmdget surplus
g
was lower last year than the year before. Although the outturn 1s
marginally bettef than iW The Budget, it still looks set to be

, lower this year, and still lower next. By then, we will be back

to a publie sector borrowing reguirement if asset sales are
e et
deducfed. And the ratio of public spending to national income

e

looks set to rise for the first time for many years.

e -

SELCRET




S. The forelgn exchange markets have sc far just about given us
the benefit of the doubt - although sterling is now 11 per cent
lower than it was 12 months ago. The markets did not Like the
overspend 5} more than €2 billion on the planning total in
1989-90, and they regarded the PSDR as being towards the bottom of
the acceptable range and they do not like to see headline

inflation where it is and underlying inflation creeping up quarter
after quarter.

.
6. I Am @cutely aware of the spending pressures we face, on many
e
fronts. The greatest spending pressure comes from the community

charge. I can illustrate the point very simply: if the aim were
to keep the community charge unchanged in cash terms next year,
and if it were assumed thatf:E_FEﬁ the means of achieving that,
and that local authority expenditure grows by 10 per cent naxt
year, additional grant of E3k billion would he needed - which is
equivalent to 2%p on incnme_;ﬁ;:—_'

— e —

7. So I must tell colleagues that cur room for manoeuvre has
disappearad. The markets will be watching closely for any sign of
a*fiew relaxation of policy, and I fear that if they once beliave
that we are embarking on further spending increases they will
conclude that an offsetting tightening in monetary poliey is
inescapable; and very probably in the pipeline. We would then see
higher market interest rates or a lower pound or more likely both.

e e

B. That would bring with it a new crop of difficulties for us.
To aveid that - ar to avoid the other possibility, that I am
driven by these market pressures to announcing that T will raise
taxes in the next Budget in order to finance the extra spending -
we will need teo stick to our publie spending plans, ruthlessly
cutting cut extra bids, and finding cuts below basslina whers we

judge an ar:ldit?r;u:‘ltn be inesqlﬂgable.
P A

8. The Chief Secretary has, I know, some further points to

maka. ...
H"__'_'_'_-_'_'_‘—.l-
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PREES OFFICE LINE ON CABINET

Is it trums that there was some discussion of public
expenditura at Cabinet this morning, and that the Chancellor
had some stern words for colleagues?

Cabinet had a brief discussion of the prospects for the

forthcoming Public Expenditure Survey;w-ﬂiﬁME

Hﬂinhegiﬂniﬂﬂ—EG—g!t—ﬂﬁrn—tﬂﬂthﬂiF—DiPithﬂn%?l—*hﬂﬁgaﬂﬁ——ﬁﬂn
- e

,ﬂﬁﬂt——TEHT::j Chancaller made it clear Shatda-bhe-present _

econgidie-thiuabiopthe room for manceuvee in this year's

expenditure Survey was much more limited than in any recent
¥ear. The Cabinet reaasniessd—this—anid reaffirmed the
importance o©f tight control of public expenditure, agreeing
that its success over the years in keeping a firm grip on
spendiig had been of central importance in maintaining sound

economic managemant. It resolved to take whatever touweh,

decisions are necessary to stick to this course.
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FROM: CHIEF SECRETARY
DATE: 17 April 19390

FRIME MINISTER

PROSPECTS FOR THE 1990 SURVEY
' wliele B

At Cabinet on M March, John Major warned that a number of
developments weould put acute pressure on present spending
plans and reminded colleagues of the absolute importance to
the Government's econcmic strategy of ensuring firm control of
public expenditure. Colleagues may find it helpful to see how
this looks before we get into the annuwal Survey round.

2. a8 John Major has repeatedly indicated, we cannot afford

to take risks with inflation. B tight £fiscal policy, in

: T R
support of monetary policy, will be essential if we are to get

inflation down and kgép it down. Within that +tight fiscal
policy, we nead to make progress, a4s soon as 1t 18 prudent to
do &6, towards encouraging enterprise by reducing the
disincentive esffects of taxation. However the present fiscal
surplus is more than accounted for by privatisation proceeds
and local authority asset sales; without those, the Government
would already have been in deficit. And, although the year
has hardly begun, the public exzpenditure Reserve for 1390-51
is already substantially accounted for, while the HReserves
for 1991-92 and 1992-93 are under encrmous pressure, There lis
very little room for manoeuvre.

3. Public expenditure restraint has been a central element
in our economic strategy for the past decada. Our stated
objectiva has been to bring down the ratio of public spending
to national income. In the f years to 1986-89%, the ratio fell
by B percentage points. The extent of this fall reflected
tha exceptional strength of the economy, and a temporary
pause, or even a small rise, is to be expected as the economy
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slows. The overspend in 1989-30 led to a small rise in the
ratio from the low level reached in 1988-8%, and has caused

some commentators to gquestion our resalve to maintain firm
control over spending. But that makes it all the more
important that we should continue to plan for a resumed if

gradual decline in the ratic over Che medium=-term.

4. What are the prospects? First, the planning total in the
financial year just over, 1989-90, has been overshot by nearly
E2% billion, the largest sych gverspend for 5 yaaf%. It. i

g L] .
more than €1 billion higher than expected when the public

axpenditure White Papar was published In January. Local
authority qu{Epending, particularly on capital account, has
played a big part in this.

5. The planning total for 1990-91, which excludes local
authority self-financed Expenditure. includes a Reserve of
N ———————

ET Pbillion. Already £700 million of this is pre-empted by
€XLra community ﬂhanE_—EEnEEit, due to local authorities
setting EEEEEHIE} charges far above the Government's standard
spending guldelline level. This 3is on top of other agreed
commitments, such as the health review body awards and the

Jubilea Line. We started therefore witHhETQ claims on the
P

ﬁ%&é?;EHZ;En before the year began. If we are to retain

confidence in the control process, after last vyear's

unsatisfactory performance; we must keep within the Reserve we
have published.

| Looking beyond that to the Survey years, the fiscal
projections in the Budget Red Book show the limited zroom fox
manceuvre if we are to achieve even a minimal rate of decline
in the ratio over the medium term. Total local authority
spending was marked up sharply by £2% billion in 1930-91 in
the light of authorities' budgets for that year, and by
£3 billion in each of the two following years. But even so,
the figqures allow for barely any real growth in local
gspanding owver the Survey periocd. And the lower PSDE means
that we can take less credit than we previously expected £from
falling debt interest.

SECRET
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7 The fiscal projections also start from the assumption
that we keep within the overall planning totals agreed last
Autumn. To achieve that, only a very limited amount can be
released from the Reserwves in each EucCaessive Survey.

B

Colleagues should be aware, however, that the claims already
conceded for 1990-91 together with the sffect of tha latest
inflation forecasts on _indexed benefits, have already pre-

empted the scope for drawing down the Reserve over the Survey
_____:‘

périod.

e

8. I mast ask colleagues to have this exceptiocnally
difficult background in mind when considering whether they
nead to submit bids in the 1990 Survey, and also when we come
to consider the level of grants to local authorities. The
baseline for the Survey already contains a real increase in
programmes of 6 per cent between 13B3-90 and 19%1-32, well in
excess of the likely seconomic growth over the same period.

The scope for any increases in present programme plans will be
extremaly restricted for the reasong I have outlined, unless

e iy
comparable savings can be found elsewhers.
ik

9. As you sald at Cabinet, the continued successful control
of publiec axpenditurae is ecentral to the Govermment's
reputation for sound economic management, and we must eansure
that this reputation is maintained.

Th E am copying this minute to Cabinet colleagues,
Richard Luce, Lynda Chalker,; Patrick Mayhew and Peter Fraser,
the Chairmen of the Revenue departments and to 5ir Roban
Butler.

Chrars

NORMAN LAMONT

approved. ly e Ciaiet (ecrekany
ond Hawid'-'f“““:‘ k) e L0
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® PESC(D) (90)1
11 April 1990

HER MAJESTY'S TREASURY

PUBLIC EXPENDITURE SURVEY COMMITTEE
DEVELOPMENT SUB-COMMITTEE

OUTPUT AND FPERFORMANCE MEASUREMENT:
TECHNICAL GUIDE

HOTE BY THE SECRETARY

This note reports progress on the draft technical guide on output
and performance measuremeant issued by the Treasury in August 1988
{PESC)(D)(B8}13).

2. We are very grateful for all the useful comments we received
from departments on the guide: over 60 people took the trouble to
£ill in a guestionnaire, many in great detail. The replies will
be inwvaluable in shaping the final product.

3. Wa had intendad to issue a final version of the guidea much
sooner, but a number of technical guestions relating to output and
performance measures arose in the context of Executive Agencies.
The completed guide will benefit from current thinking in this
area. A final draft is now in preparation and should be completed
by the summer: a synopsis is attached.

4. It is not intended to reissue the original Management Guide

(June 1988): most guestionnaire respondents felt it was of limitad

use as a8 free-standing document.

5. Many commentators remarked on the lack of examples 1in the
previouse wversion of the technical guide. Hopefully, this can now
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be remedied. Examples which help clarify any of the :unce!!é in

the guide would be most welcome; the following particularly so:

the usa of OPMs (in resource allocation; and for
managing "arms-length" bodies);

carget-setting methodology:

the use af kay indicators for top management :
the construction of aggregate indicators:
OPMs for policy work:

the use of policy evaluation to help determine policy
changes . %

If your department has tackled any of these issues successfully, I
should be most grateful to hear from you. It would also be
helpful to know if you feel any topics have been omitted from the
list overlenf.

Please contactt

Sue Lewis

H H Treasury

Rm 13/5 Treasury Chambars
Parliament Street

LONDON SW1P 3aG

Tel: 270-5410




. OUTPUT AND PERFORMANCE MEASUREMENT IN CENTRAL GOVERNMENT: A GUIDE
FOR MANAGERS AND SPECIALISTS

Contents

INTRODUCTION
USIHG THE GUIDE
MANAGEMENT OVERVIEW

3.1 Introduction

Introduction to basic OPM concapts.

Uses of OPMs

Outline of different uses of OPMs
Distinction between use of OPMs and techniques such as

policy evaluation and investment appraisal.

Constructing OPMs

Short guide to the stages in developing OFPMs
Fointa to watch for.

DEVELOPING OUTPUT AND PERFORMANCE MEASURES FOR EXECUTIVE
FUNCTIONS

4.1 Classifying activities

How to classify activity to be measured acceording te
whather it is demand-led or not, whether outputs are
measurable or not; etec.

Examples for each type.

Developing measures

Suggestions for developing MmeaAsSuras of SConomy ,

efficiency and quality for each type of activity.
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POLICY EVALUATION

Role of OPMe (particularly measures of effectiveness) in
policy evaluation.

MEASUREMENT

Detailed definitionz of measures discussed in praviaus
chapters. Techniques for putting numerical wvalues on tham.

SETTING TARGETS AND INTERPRETING VARIAMCES

PRESENTATION

Methods of selecting data for differant reporting purposes.

SPECTAL TOFICS

9.1 OFMs for policy work

9.2 O0PMa for research and development

5.3 Measuring efficiency gains in Management Plans

9.4 Performance-related pay

9.5 OPH in "arms-length" management

9.8 Executive Agencies
APPENDICES: Setting objectives and targets; wvaluation of outputs;
measuring and apportioning costs; efficiency with multiple inputs
and ocutputs; aggregation.
BIBLIOGRAPHY

GLOSSARY OF TERMS

INDEX
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6 APRIL 1990

HER MAJESTY'S TREASURY
PUBLIC EXPENDITURE SURVEY COMMITTEE

ACCOMMODATION ISSUES FOR THE 1990 SURVEY

Note by the Treasury

The paper giving guidance to Departments on arrangements for
dealing with the planned changes in accommodation responsibilities
in the 1850 Public Expenditure Survey, together with advice on
changes in the accommodation charge rules being implemented from
1 april 1991, will be circulated shortly.

In particular, the paper will deal with the changes Departments
will nesd to make in order to reflect their cholces Ior
maintenance options on the Common User Estate; arrangements for
those on the Departmental Estate to pay passing rents, and to pay
opportunity cost rents on vacant properties; and the introduction
ef building specific maintenance chargesz. In theze exceptional
circumstances, rTunning tallies, provisionally reguested by
10 April, will not now be reguired until June.

Any gquestions on this paper should be addressed to Larry Woodman
(GTN 270 4756).




10 DOWNING STREET
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From ihe Private Secretary 5 April 19%0

Dreyy Loyl

PROSPECTS FOR THE 1990 SURVEY

The Prime Minister discussed the Chief Secretary's paper on
prospects for the 1990 Burvey with the Chancellor and the Chief
Secretary yesterday.

The Chief Secretary said that it would be an extremely
difficult Survey. There was little room for manceuvre. Taking
on board expected bids for additional community charge benefit
and uprating social security benefits, the Reserves for 1991-92
and 1992-93 would already be well depleted - before accounting
for any extra AEF or any succesgful bids in this Survey. Alsc on
existing revenue projections, the scope for fiscal adjustment in
each of those years would only be around £1 bkillion.

Farticularly large bids were expected from the Health,
Education and Transport Departments. Bids of between £2% and £33%
billion to meet the full year cost implicaticns of higher pay
following the review bodies reports, enhanced hospital capital
programmes and implementation of the health service review could
be expected. Over f£1 billion in each year might have to be
conceded. On education, large bids for schools capital projects
and, to a lesser extent, extra capital spending on polytechnics,
would be submitted. The Transport Secretary in addition to
seeking more for the roads programme, would be bidding for major
new rail projects. It might alse be politically difficult to
freeze child benefit for a further year.

There should be scope for savings on the Defence programme
though measures such as reducing the British Army on the Rhine,
reviewing the procurement programme and deferring purchases. But
even if substantial savings on defence could be achieved, the
overall public expenditure position would remain very difficult.

It would be important to make clear to both Cabinet
colleagues and Backbenchers just how diffieult the public
spending position was. The Reserve for 1990-91 was already
virtually fully exhausted at the very beginning of the financial
year. The PSDR figqures for 1590-91 could alsoc give a misleading
impression: excluding privatisation proceecdings and local
authority asset sales, theres was already a small borrowing
requirement. And next year local authority asset sales were
expected to fall back.




The Chancellor said that it was not just a guestion of
missing the Government's target for the ratio of GGE toc GDP.
Unless a very firm stance was taken on public expenditure, there
was a clear danger of the Government having to face an unenviable
pelicy choice between higher taxes and a return to borrowing.

Summing up the discussion, the Prime Minister sald it was
vital to persuade colleagues both in Cabinet and on the
Backbenches that the public spending position was wvery difficult
and that there was no public sector surplus to be raided for
politically attractive projects. The Prime Minister said it
would be necessary to establish priorities for the forthcoming
survey. Uncomfortable policy cholices would have to be faced, in
such areas as AEF, the freezing of child benefit and
implementation of major new transport infrastructure projects.

The Chief Secretary should circulate a minute to Cabinet
colleagues on Easter Tuesday, along the lines of the draft
attached to your minute of 2 April. The paper would be
discussed at Cabinet on Thursday 19 April. The opening section
of the paper should be revised to bring out:

[a) that nearly the whole of the Reserve had been accounted
for this year; and that the REeserve for vears 19%0-91
and 19%2-93 were under enormous pressure;)

that the present public sector debt repayment was more
than accounted for by privatisation proceedings and
local authority asset sales: without those, the
Government would already have been in deficit.

It would be appropriate for the Chancellor and the Chief
Secretary to speak to the Whips' Office about getting the message
across to Backbench colleagues. It would be particularly
important to impress upon those Cabinet colleagues likely to
submit large bids just how difficult the position was.
Accordingly, the Frime Minister would speak to the Transport,
Education and Health Secretaries over the next few weeks and urge
them to take account of the very difficult public spending
position in framing their bids for the forthcoming Survey.

I am copying this letter to John Gieve (H.M. Treasury).

Younl Len

’Kmﬁj

BARRY H. POTTER

Miss Carys Evans,
Chief Secretary's Office.
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CGUIDELINES FOR THE 1990
FUALTC EXPENDITURE SURVEY

You copied to e yvyour minute of 25 March to the
Prime Ministar anclosing the proposed guidalines for
tha 19290 Survey. I am generally content with them.
AgE last year, the amountz of grant we agree in our
bilateral for police, magistrates' courts, probation
and civil defence will need to be reflected in tha
eplit of TES between services. This may have
implications for the timing of our decisions on 753
distributicn.

Coples of this letter go to the recipients of

your minute.
ﬂ--.d,/

4

W

Tha Rt Hon Horman Laasnt, MP.
Chief Sscratary

Treasuey Chambers

Parligment, S5.W.1.
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Treasury Chambers, Parliament Street SWILP A

Paul Gray Esg
Private Secretary
10 Downing Street
London
Swil
= April 1990

heas Paude

PROSPECTS FOR 1990 SURVEY

I attach for the Prime Minister's meeting with the Chancellor
the Chief Secretary on Wednesday:

- a first assessment of prospecte for the 1990 Survey;

a draft minute from the Chief Secretary to the Prime Minister
warning Cabinet colleagues of the pressures in prospect.

Yon
(omqs b~

MISE C EVANS
Private Sacretary
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!HGHPEL'I'S FOR 1930 SURVEY

This note provides a first assessment of the pruéﬁecta tor the
1990 Survey, in the light of the revised economic and expenditure
projections shown in the Budget Red Book. The outlook is highly
uncertain at this stage, particularly for individual programmes,
but it is already clear that the 1990 Survey will be exceptionally
difficult,

1990 Red Book projections

25 The Budget Red Book contained a fresh estimate of the
1989-90 cntturn and revieed expenditure projections for the period
19590-91 to 1993-94. For 1989-90, we now expect a £2.3 bhillion
ovarspend on the planning total, reflecting massive overspending
by local authorities (the planning total for this year was set and
menitored on the old definition). The ratio of GGE [(excluding
privatisation proceeds) to GDP may be 39 per cent, % per cent
above the estimate in the 19B8% Autumn Statement.

¥ As usual, projections for later years of expenditura within
tha planning totals were the [igures decided in the 1989 Survey
and published in the Autumn Statement. Other I1tems ocutside the
planning total but within general government expenditure (GGE),;
such as debt interest; were revised to take account of new
information. This year, for the first time, we were able to take
account of local authority budgets for the year ahead (since local
aunthority self-financed expenditure has now been taken outside the
planning total).

4, As a result; the projected level of general government
expenditure was increased as follows [compared with the Autumn
Statament ) :

£ billion 1991-92 1992-93

Planning total

Local authority
gelf-financed

Debt interest & other
adjustments

GGE (ex prilv proc)
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Projected inflation was also significantly increased:

& change 1990-91 1991-92 1992-93

GOP deflator
1990 PEWP 5 3% 3
1990 FSER LT 4% 3k

The (unpublished) forecast of the RPI in September 1330 is
8% per cent, compared with 6% per cent in tha Autumn Statement.

6. As a result of higher projected money GDP, the additions to
expenditure were consistent with the same ratios as published in

the Autumn Statement:-

Ceneral Govermment Expenditure (excl. priv. proceeds) as % of GDP

1989-930 1990-21 1991-92 1992-93 1993-94
29 39 igx 3By 384

Note : ratios are adjusted for the distortion to GDP caused by the

abolitlon of domestic rates.

T Existing plans therefore imply no change in the GGE ratio in
1990-91, and a wvery modest decline thereafter. But this
apparently s=satisfactory position disguises the fact that the GDP
figures have been adjusted for higher inflation, while those for

the planning total have not.

B. This is the starting point for the next Survey.

Pressures on the Reserves in 1991-92 and 1992-853

9. The planning totals for the first two years of the new Survey
include Reserves of £6/9 billien. But the scope for drawing them
down (say £3 billion in each year) is already more than fully
committed. The estimates for community charge benefit in the
Autumn Statement were based on the community charge for standard

SECRET
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.!pcnding. Actual community charges are some £70 higher. The coat

of meeting this excess will be a major claim on the Reserves for
future years. On top of that, our present view is that a further
£2-3 billion a year will be needed to finance policy decisions
that have already been announced, and the consequences for demand-
led (mostly social security) programmes of revised economic

assumptions.

1991-92 1992-93

Commitments & 1%

LY

(eg 1989 Health Review bodias; .
Jubilee Line; war widows;
Budget measures)

Community charge benefit ;#j k
e Ll
Revised economic assumptions (lﬁj . 25

f e
It o e
| 0w

4 .

i o .
Thie peans that any further additionz to plans will increase the
planning totals, unless we can find substantial offsetting
savings. They will also add to GGE, though not necessarily by the
same amount. And any additions to GGE will jeopardise our chances

of keeping the ratios on a downward trend.

Main threats

10. Any assessment of the posaible oatcome of Survey
nagotiations must be extremely uncertain at this stage. But there
are three main areas whera substantial increases look almost
inevitable: local authorities, health and transport/nationalised
industries. In addition, we will come under great pressure to
concede more for housing, the environment and education. The main
areas where we might look for significant savings are Defence and
Employment (again). Achieving another child benefit freeze will
be difficult.

11. our present assessment of the main threats is as follows:

(i) Local authorities. Given the uncertainties, there is little

SECRET
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Q'.'hat can usefully be said at this stage. The baseline shows an

increase in  Aggregate Exchequer Finance {AEF) of around
£E1% billion (GB) between 1990-91 and 1991-92. As an illustrative
figure, if it were desired to hold average community charges
constant in cash terms, this might mean additions to baseline of
around £3 billion (GE). There would be no offsetting savings in
community charge benefit: the figures shown above assumea an
average charge of E350 (GB) throughout the Survey period. The
extra AEF would add directly to the planning total: the effect on
GGE would depend on how local aunthorities responded, and what

measures could be taken to restrain their spending.

(ii) Hesalth. The Department will argue that large sums of money
will be needed just to stand still. The staged 1989 Health Review
body awards represent a prior commitment of around E% billion a
year. A further £% billion a year will be needed just to cover
MHE Trust interest charges and VAT on hospital construction. And
it will be argued that a generous settlement is nesded to float
the HNHS Reforms. Additions of £1/1%4 billion, on top of Review
body costs, would represent a rather tougher outcomea than last

year's settlement.

(iii) Transport and nationalised industries. The main hazards are

deteriorating performance (dus to economic conditions); which may
gffect British Coal &85 Wwell as the transport industrieg; extra
gpanding on rall =zafety: the cost of the expanded roads programme;
and ambitiocus new rail projects. The sums at stake are highly
uncertain, but even a tough outcome might involve additions of at
least £%/1 billion (including Coal).

12 These three areas alone could therefore imply additions to
the planning total of &round E5 Dbillien & wyear. A fuller
assessment, taking account of other possible additions (and scme
savings) suggests total additions of about €6/7% billion. This
could imply a rise in the GGE ratic to 39% per cent in 1991-92,
with no decline thereaiter. These additlions have to Dbe geen
against the fiscal adjustment shown in the Red Book of only El
billion In 1991-92.

S ECRET
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The broad message of this note 1s as fellows:

The GGE ratios in the FSBER show only the most modest decline
over the Survey period, but this is on the assumption that
wa hold te the planning totals set out in the PEWP.

The scope for drawing down Reserves over the Survey period
has already been more than exhausted by the effects of
higher inflation and community charges on demand-led

programmes and commitments already entered into,

Any further additions to plans will therefore add to
planning totals, and to GGE (though not necessarily to the
same extent, depending what measures can be taken to
restrain local authority spending) -

14. The policy implications are uncomfortable: the larger tha

AEF gsettlement, the less the room for other priority programmes,
within an outcome which can be credibly presented &as consistent
with the Government's objectives for public spending and fiscal
policy. And there are great pressures alsewvhere, not loast as a

result of higher inflation.

HM Treasury
2 April 1990
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DRAFT FROM: CHIEF SECRETARY
DATE:

PRIME MINISTER

At Cabinet on 15 March, John Major warned that a number of
developments would put acute pressure on present spending
plans and reminded colleagues of the absoclute importance to
the Government's economic strategy of ensuring firm control of
public expenditure. Colleagues may find it helpful to see how

this looks before we get intec the annual Survey round.

2 As John Major has repeatedly indicated, we cannot afford
to take risks with inflation. A tight fiscal policy, in
support of monetary policy, will be essential if we are to get
inflation down and keep it down. Within +that tight £fiscal
policy, we need to make progress, as soon aAg it is prudent to
do so, towards encouraging enterprise by reducing the

disincentive effects of taxation.

i Public expenditure restraint has thus been a central
element in our eccnomic strategy for the past decade. We have
brought down the ratioc of public spending to national income,
by 7 percentage points in 5 years. The extent of this fall
reflected the exceptional strength of the econcmy, and a
temporary pause, or even a small rise, is to be expected as
the eccnomy slows. This year's overspend led to a small rise
in the ratio from the low level reached in 1588-89, and hase
caused some commentators to gquestion our resolve to maintain

SECRET




firm control over spending. But that makea it all the more
important that we should continue to plan for a resumed if

gradual decline over the medium-term.

4. What are the prospects? First, the planning total in the
financial year just ending, 1989-30, has been overshot by
nearly £2% billion, the largest such overspend for 35 years.

It is more than £1 billion higher than expected than when the
Public Expenditure White Paper was published in January.
Local authority overspending, particularly on capital account,

has played a big part in this.

5. The coming year's planning total, which excludes local
authority self-financed expenditure, includes a Reserve of
£3 billicn. Already E700 million of this is pre-empted by
extra community charge benefit, due to local authoritiaes
setting community charges far above the Government's standard
spending guideline level. Phis is on top of other agreed
commitments, such as the health review body awards and the
Jubilea Line. We etart therefore with big claims on the
Regerve before the year begins. If we are to retain
confidence in tha control process, after last year's
unsatisfactory performance, we must keep within the Reserve we

have published.

6. Looking beyond that to the Survey years, we can already
foreses some serious pressures. The fiscal projections in the
Budget Red Book show the limited room for manoceuvre if we are
to achieve even a minimal rate of decline in the ratio over

SECRET
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.-I:hra madium term. Total local authority spending has been
marked up sharply in 1990-91, by about £24 billion and

£3 billion in each of the two following years but even so, the

resulting projections allow for barely any real growth in this

epending over the Survey periocd. And the lower FSDR means
that we can take less credit than we previcusly expected from

falling debt interest.

7. The fiscal projections also start from the assumption
that we keep within the overall planning totals agreed last
Autumn. Ta achieve that, only a very limited amount can ba
released from the Reserves in each succassive Survey.
Colleagues should be aware, however, that the claims already
conceded for 1990-91 together with the effect of tha latest
inflation forecasts on indexed benefits, have already pre-
eampted the scope for drawing down the Reserve over the BSurvey
period.

8. I must ask colleagues to have this excepticnally
difficult background in mind when considering whether they
need to submit bids in the 1990 Survey, and also when wa coma
to consider the level of grants to local authorities. Thea
baselina for the Survey already contains a real increase in
programmes of 6 per cent between 1989-50 and 1891-32, well in
excess of the likely economic growth over the same period.
The scope for any increases in present programme plans will be
axtremely restricted for the reasons I have ocutlined, unless

comparable savings can be found slsewhere.

SECRET
3




SECRET

9. As you said at Cabinet, the continued successful control

af public expenditure ie egentral +to ths Government's
reputation for sound economic management, and wa must ensure

that this reputation is maintained.

i R A copying this minute to Cabinet colleagues

Richard ILuce, Lynda Chalker, Patrick Mayhew and Peter Fraser,

and to Sir Robin Butler.
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10 DOWNING STREET

LONDON SWI1A 1A
Frown the Privale Secretary ; i

+9 March

TN AT

LIC EXPENDITURE
SURVEY

The Prime Minister was grateful for the Chief Secretary's
minute of 26 March. 8he is content that the guidelines for the
1990 Public Expenditure Survey attached to the Chief Secratary's
minute should be formally circulated in the first week of April.

I am copying this letter to the Private Secretaries ta other
members of Cabinet, Martin la Jeune (0ffice of the Minister for
the Arts),; Myles Wickstead (Overseas Development Administration),
Juliet Wheldon (Law Officers' Department), Alan Maxwell (Lard
Advocate's Department) and Sonia Phippard (Cabinet Office).

Miss Carys Evans
Chief Secretary's Office

RESTRICTED
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FPHIME MINISTER

GULDELINES FOR THE 1930 PUBLIC EXPENDITURE SURVEY

The Chief Secretary has minuted you (below) seeking agreement to
the guidelines for the esarly part of the 1390 Public Expenditure

—

Survey.
—_—
This is very mich a routine document and the latest draft followvs
closely the practice of earlier years. The main purpose is to
ensure that all the figures are pulled together on the right

basis and the Treasury has the necessary authority to ensure
that all options for savings are explored.

I have arranged separately for you to talk to the Chancellor and

the Chief Secretary next week about the puh1ic Expenditure

prospects this year, and they will be letting you have a separate

m?ﬁntﬁ about that in the next few day=s. With that talk coming up
you may think it would be better to delay approving the attached

quidelines., But I doubt if that is necessary; as T say the
quidelines are wvery much a rnutine kit of the mechanics aof the

exercise.

Content to agree the Survey guldelines?

o

Mg

PAUL GRAY
28 March 19%0

ciheconomichpes (kk)
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FROM: CHIEF SECRETARY
DATE: L& March 1990

PRIME MINISTER

GUIDELINES FOR THE 1990 PUBLIC EXPENDITURE SURVEY

Wa need to agree the arrangements for the early part of this year's
Survay. Accordingly, I attach the draft Guidelines for the 193390
Survey. As you know, the Guidelines contain the ground zrules for
the preparation of the baselines and Survey bids, and set out the
timetable for the preliminary stages of the Survey.

2 The Guidelines follow closaly those circulated at this time

last year. T should, however, draw your attention to the Eullﬂwing

pa——
points.
Baselines

e The baselines for 1991-92 and 19%2-93 will be the plans agreed
in last vyear's Survey. I propose that the departmental tables for
1983-94, the new third year of the Survey, should be calculated on
the basis of an uplift factor of 2% per cent.

EE— e a; o o o

Bids and options | ¥

4. In keeping with past practice, I propose that Ministers should
review priorities within their programmes personally before writing
to me with any propeosals for changes in May. Departments are asked
to co-oparate with the Treasury by producing or costing options for
reductions in expenditure when requested.

RESTRICTED
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Value for Money

a0 I attach great importance to this aspect of the Survey. The
Guidelines ask departments to produce information on the outputs and
performance expected from planned or proposed expenditure. This
information is reguired to ensure that our Survey negotiations are
informed by as full an understanding as possible of the efficiency

and effectiveness of programmes.

B. I should be grateful for any comments you or other colleaguss
may have by 29 March. Subject to these I propose that the
Guidelines should be formally circulated in the first week of April.

5 2 | am sending copies of this minute to other Cabinet colleagues,
Richard Luce, Lynda Chalkear, Patrick Mayhew, Peter Fraser and

Sir Eobin Butler.

RESTRICTEL
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Her Majesty's Treasury

Public Expenditure Survey Committee

Guidelines for the 1990 Survey

Notea by the Treasury

Introduction

This paper sets out the Guidelines for tha 1990 Survey. This will
be the second Survey conducted on the basis of the new planning
total, and the main difference from 1989% will be that baselines will
oW axist for the local authority elements of departmental
programmes. The-only major change to' Survey procedures for 19996

affects the handling of departmental running costs (see

paragraphs 7-10 and 25-33).

The paper is divided into the fellewing sections:

Timatable

Basalinas

Demonstrating Value for money

Ministerial proposals for changes to baselines
Haticonalised industries

Eurcpean community expenditure and receipts
Contingent liabilities

Further information




1990 Public Expenditure Survey: key
March-May.

Annex B: Construction of the Baseline.
Annex C: Table to accompany Ministerial letters,
Annex D: Official letters.

Annex E: Information on the economic composition of proposed
changes to the baselina.

Annex F: Contingent liabilities,

Annex G: Handling of local authority components of the
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 3 April,

Information on value for money relating to baseline plans should be
sent to the Treasury by 27 April. The baselines will be set and
agreed by 9 May and circulated on 18 May. Ministerial and official
letters proposing changes to departmental baseline expenditure plans
should reach the Treasury by 24 May. Information on contingent
liabilities should alsc be sent to the Treasury by 24 May.

II

4. The baselines for 1991-92 and 1992-93 will be the figures
agreed in the 1389 Survey and published in the 1990 public
expendliture White Paper, subject to classification changes and
EUROFES adjustments (see paragraph 6 below). For 1993-94, the
baseline will be constructed by the Treasury by adding 24 per cent
to the cash figures for 1952-03. Annex B explains the arrangements
for constructing the baselines in more detail.




- 1 Transfers of PES provision to reflect transfers of functions

between departments (where already agreed) should be made in setting
up the baseline, The relevant amounts ghould be agreed between the
departments concerned and the Treasury. The presumption is that
sufficient PES and running cost provision should be transferred to
cover the appropriate share of departmental central services as well
ag the direct costs of tha function concerned. These principles

also apply to any transfers made during the Survey.

6. Under the EUROPES system, some departments' baselines will be
reduced to reflect excess spending by the European Communities on
linee of the EC budget which they sponsor. PEBC{WM){90)5 sets out
the reductions required and the timetable for running tallies. The
reductions should be made in cash limited central government

programmes .

e The baseline for running costs controlled gross will be

constructed in the same way as for other central government
spending; for 1951-92 and 1992-93 the PEWP figures will be used, and
for 19%3-94 the baseline will be created by applying the uplift
factor of 2% per cent to the 1992-93 figquras.

B. PESC(WM)(90)(2) commissioned completion of DRC1 forms and
explained that baselines reflecting botlh gross provision' and
receipts need to be established this year for running costs

from gross control). It also drew attention te the fact that the
costs of locally-engaged civilians employed abroad will be
classified as other current axpenditura and fall outside running
cost coverage from 1991-%2. This will be reflected in the Survey
baselines. (Applications by departments for transfer to net control
to be considered in this Survey should be registered by 24 May, and
supporting data made available to the Treasury in time for a
decision in principle to be taken before the end of July).

9. Departments have bean asked to provide a breakdown of their
running cost baseline (or baselines if part is under net control) on
form DRC2 (sea PESC(WM)(90)2).




&

10. An  agreed starting point for capital expenditure for

departmental administration is alsoc reguired for this Survey, as
described in PESC(WM)(90)(4).

11. The baseline figures will be circulated to departments on
18 HMay. Departments will be sent their own baseline figures only,
together with the set of summary tables. Should departments require
other departments' baseline figures, then these will be available on
reguest from the secretaries.

III Demonstrating Value for Money

12, 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 i{s achieving
the greatest possible value for money. All additicnal bids must be

accompanied by wvalue for money information in accordance with
paragraph 20 and Annex D.

13- For the baseline the general requirement is that departments
ghould submit for each main element:

(i) a current statement of objectives;

(ii) an assessment of what outputs the plans for future
years 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 thesa have bean published);

information on wvalue for money targets for future
years including measures of effectivencss and

efficiency.

14. In compiling figures as in paragraph 13 above; the aim should
be that, as far as reasonably practicable, key indicators should be
provided for all the major activities of a department, so that past




and intended performance across the board cgn be assessed from year
to year on a stable basis. Unit costs, calculated on a full cost
bazis, should be guoted where possible. Departments should also
indicate what plans they have to extend the range of such measures.
Departments are reminded that walue for money information must also
cover specific grants to local authorities (see PESC(LA)(88)8).

15 Expenditure Divieions will need this information by 27 April
50 that they 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 becaunse they may wish to concentrate on areas of particular
concern. Departments should therefore contact their Expenditure
Division as soon as possible to discuss the precise requirements,
thus avoiding the risk that information will be produced which is
not going to be used.

16. Departments will also need to supply information derived from
policy evaluations, scrutinies and reviews completed in the last
yvear where this is not already available; and should set out theair
plans for further evaluations etc for 1990-91, 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.

17 Whara HNext §Steps agencies are created or proposed, after
discussion with OMCS and the Treasury, the department's running
costs management plan (paragraph 25 below) should identify the
higher efficiency and effectiveness targets expected in consequence
and their effects on expenditure. Where, exceptionally, a Minister

secks addicional resources for an agency or proposed agency he

should explain in his letter to the Chief Secretary (paragraph 18
balow) why its needs cannot be met from improved performance,

Iv Ministerial proposals for changes to the baseline

18. Ministers are asked to write to the Chief Secretary by
24 May, copying to the Prime Minister and octher Ministers with an
intereat, to report the outcome of their personal scrutiny of




priorities within their prognammes. A table in the format shown at

Annex C should be attached to every Ministerial letter. These

letters should contalne

(1) any reduced requirements on their programmes;

any proposals to reallocate baseline provision to

accommodate changing priorities, listing proposed
increases and cffsetting savings (and specifying
whether they result from policy or estimating
changes] ;

if, exceptionally, the ¥inister proposes to saeak
increases for which offsetting savings Aare not
aoffered, a list of his bids in order of priority, and
the reasons why the proposals are thought to be
essential and cannot be offset elsewhare by reducing
outputs, if necessary, or by improved afficiency.

an outline of the cost implicatione of bide for other

departments, where relevant (which should have been

discussed with the departments concerned) and of the
understandings reached on responsibility for funding
the costs involved (ses PESC(88)3, which also makes
clear that eubsaquent modifications of such
proposals, whether arising in the course of tha
Survey or otharwise, should be cleared with the other
departments involved);

a summary of the cobjectives for each bid (what is to
be achieved, by when, at what cost);

a summary of proposed changes 1in running costs

provision and civil service manpower (&ee paragraphs
25-32 below) identifying separately changes relating
to Mext Steps agencies. Any applications for moves
to nat control must be identified in this letter and




the area concerned clearly distinguished in the

department's management plan, which it should
enclose.

& summary of any proposed new or increased contingent
liabilities (see paragraphs 41 and 42 below).

1%, Increases or reductions for 19%0-91 should not be proposed as
part of the Survey: any such proposals will be dealt with separately
as they arise through the year.

20. Supporting official latters including more detailed
information will also be needed: guidance is at Annex D. They
should explain, for each proposed increase, how effectivensss and
efficiency will be evaluated, including the main parformance

measures and 1ndicators.

Uptions for reductions

21, In areas where the Treasury believes that there are or cught
to be options which could be used to offset requests for additional
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
tc set out how they could achieve a given level of savings in an
area of spending. In either case departments should, as in previcus
years, provide the Treasury with the necessary information,

Local authority current grants (see Annex G)

22, Froposals for variations from baseline for epecific grants
(including NKDR collection costs and the City offzet), together with
estimates of the cost of residual payments of Rate Support Grant and
Rate Rebate grants left over from previous years, should be included
in Ministers' letters on the basis set out in paragraph 18 above.
Ministers' letters in May should not cover proposals for aggregate
external finance (AEF), the distributable amount of the National
Non-Domestic Rate (NNDR) and the Non-Domestic Rate income in




‘ Sgotland, or Revenue Support Grant ([(R5G), which will be discussed:
collectively, as last year.

23. Further aspects of the handling of the Survey with regard to
Scotland and Wales are being considered separately (ARlun White's

lettar of 15 February to John Craig (Welsh Dffice)).

Local Authority Capital (see Annex G)

24. Ministers' letters should include any proposals for changes

from baseline for credit approvals and capital grants, again on the
basis set out in paragraph 18 above.

Gross Running costs and assoclated manpower

25. During the 1985 Survey the majority of departments negotiated
firm 3 year running cost settlements with commitments to deliver
agreed efficiency gains. As stressed in PESC(8%9)3, the presumption
is that these agreements will not be reopened, although the Treasury
will need to be satisfied that the efficiency gains will 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 1989 Survey and are zrolled
forward, showing how the extra efficiency gains will be delivered
in 1993-94: the minimum target of 1% per cent will remain, but
higher figures will ba expected from many departments - especially
those with large executive operations. The plang must also make
clear how the eafficiency gains previocusly agreed for 19B5=30 were
actually achieved.

26 . In accordance with Mr Luce's letter to PFOs of 20 July 1588,
bids for a marginal increase in running costs provision (controlled
gross) in order to deliver extra receipts which more than cover the
cost of the increase can be considered from departments with
three-year running cost settlements, without formally reopening
those sattlemants. Bids in support of relocation proposals
identified and put forward since the 1989 Survey may similarly be
congidered without formally reopening 3 wyear running cost
settlements.




27. The principal purpose of running cost management plans is not
to support the bidding process, but to guide management action over
the PES peried. They are submitted tc the Treasury in draft in

sufficient (but not excessive)] detail to inform Survey negotiations.

AS socon as the Survey cutcome is known, however, they should be
finalised as fully operational documents and issued internally to
garve A an effective management tool.

28. Departments whose Management Plans did not provide a basis
for three year running cost settlements in the 1989 Survey are asked
to offer improved plans in the 1930 Survey. Whers appropriate to
agssist the negotiation of a 3 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.

29. All departments' Management Plans should be discussed in
datail 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.

30. If any Minister feels it is necessary to recpen an existing
agresmant because of a significant change in the declared
assumptions underlying the agreed Management Plan, he will need to
write explaining why the resource needs cannot be met by a
reordering of existing priorities as set out in paragraph 3 of
PESC(87)23, In =such circumstances, other figures in the earlier
sattlement may be challenged anew by the Treasury.

3l. Details of the measures of output and performance relating to
each bid, and of any offsetting savings or reduced requirements
elsevhere within grose running costs, should be provided in the
parallal official letters (see Annex D), which should alsoc attach
one DRC1 form for changes to the baseline involving areas controlled
groga and another for each area controlled net. It is important
that the full manpower implications of any proposed change to cash
provision are  identified when the proposal is offered for
consideration. Any bids invelving extra manpower will need to be




‘justlfied against actual ataff in post,’not just against previously
published plans.

32. Where satisfactory output and performance data have already
been supplied, as at paragraphs 12 and 13 above, and do not require
updating at the time the management plan is submitted, it i=
adequate for that plan simply to identify the earlier material; it
doas not need to be resobmitted.

31. In evidence to the Treasury and Civil Service Committee
(published as Appendix 1 to their first report of the 1989-30
Session) the Treasury said they aimed to increase progressively the
amount of information publizhed at the time of the Autumn Statement.

One of the examples quoted of further information which it might be

practicable to providae was provisional aggregate information on
ranning costs, To make it pessible o publish such Ainformaticon -in
the 1990 Autumn Statement, it will be important that the running
cost aspects of late Survey decisions are finalised at the same time
as the final PES figures.

Economic composition of proposed changes to baseline

34, The Treasury neads to collect information about the economic
composition of any propoged individual changes to the baseline which
excead £1d million in one ysasar. This information should be
forwarded, on copies of the forms attached to Annex E, with the
official letter sent to the Treasury. Information on economic
category analysis of bids 1s an important contribution to the
Treasury's econcmic forecasts, and departments' cooperation in
submitting these forms promptly will be appreciated.

Territorial implications of proposed changes to basaline

5. Information on territorial implications of proposed changes
to baseline ghould always be included in official letters.
Departments are asked to keep the territorial departments informed
of possible changes affecting the territorial blocks throughout the
1950 -Survey by Copying relevant Hinisterial and official
corraspondence to the respective Secretaries of State. ST3 division




.En the Treasury will advise in any case of doubt - Teresa Burmhams

(270-5057) on Morthern Ireland or Jim Toller (270-5064) on Scotland
and Wales.

S-ience and technology

36. The Treasury will again be monitoring changes to science and
technology spending through the Survey, and the Chief Secretary will
report the outcome to the Prime Minister. A table shewing the
baseline provision for sclence and technology spending will be
included in the baseline working document. Any proposed changes
from thesea baselines should be set ocut In official letters.

Surplus Land and Fuildings

37. Departments will also be asked to supply information on their
holdings of surplus land and buildings, and their past achievements
and future plans for disposing of such property. A PESC paper will
be circulated in April.

Economic assumptions

38. Where they are needed, revisions to specific aeconomic
assumptions will be issued to the Department:s concerned.

Mationalized Industries

39. The external finance of the mnaticnalised industries, and
related expenditure as agreed by the Treasury and SpONSOr
Departments (including redundancy provision), will be separately
congidered in the Investment and Financing Review. Arrangementa for
this are being notified to spansor départments. The arrangements
for reporting on contingent liabilities in respect of nationalised
industries are covered in paragraphs 41 and 42 below, Departments
are reminded of the arrangements for raviewing HNationalised
Industries and certain other trading bodies under section 11 of tha
Competition Act 1980, as set out in PESC(5%9)3l.




‘W’I European Community Expenditure

40. PESC({EC) will consider spending allocated to programme 2.7.
Departments have been asked to provide EC division in the Treasury
with details of their latest forecast outturn for EC receipts for
1989-90 and their estimates for 1990-91 by 4 April. This
information should be consistent with the provisions contained in
the 1990-%1 main Estimates, but set out on the basis of receipts
against the relevant EC budget line. BC division will write
separately to departments to confirm the outturn for earlier years
and to seek their views on UK percentage shares and level of EC
raecalpta for future years.

VII Contingent Liabilities

41. Departments are reminded of the Prime Minister's requirement
that they review all contingent liabilities at least annually.
These reviews should alzo cover the contingent liabilitiez of bodies
they sponsor. As in pravious years, the review should be carried
out concurrently with tha initial stages of the Survey. Furthar
advice on the coverage and conduct of the review is given in
Annex F. The review gshould check that all contingant liabilities
have been identified; that all available steps are being taken to
minimise the risk of payments being required and their amounts; and
that the guidelines sat out in Government Accounting, including
those on the notification to Parliament of new and outatanding
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 24 MNay 1990.
Departments should also confirm that their Accounting Officer is
satisfied that all the Department's contingent liabilities have been
reviaewaed and that all those over £100,000 reported,

42. If a department expects that they or any of their sponsorasd
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 1390 Survey, the departmental Minister should
mention this in his Iletter to the Chief Secretary; and details
ghould be included in the cfficial letter, sc that the matter can ba
congidered in the context of the Survey.
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VIII Further Information

43. The papers listed below are relevant:

PESC(BT123 Management plans

PESC(BH)3 Resourcing Policy Change Across Departments

PESC(B8318 The 1989 Survey: Departmental Relocation
Reviews

PESC(89)9 Payments by Government Departments in Lieu of
Community Charges.

PESC(B9)31 Reviews under section 11 of the 1980
Competition Act, Nationalised Industries.

PESC(LA}(B88)8 The Development of Cutput and Performance
Measures for Specific Grants to Local
Authorities,

PESC(90)2 Funding of PSA Services from 1 April 1930,

PESC(90)3/ Definition and control of Departmental Running

PESC(WH) (30)1 Costs from 1%91-92.

PESC(90)[] Departments' expenditure on accommodations
arrangemants for the 1990 Surtvey (to be
circulated).

PESC(WM)(530)2 Baseline Data on Running Costs and Manpower
(DRC1) forms.

PESC(WM)(90)3 Enhancemants to data classification.

BPESC(WM)(590)4 Capital expenditure fcr departmental
administration,

PESC(WM)(90)5 1990 Survey Baseline: Submission of Running
Tallies.

44, General guestions arising from this paper should be addressed
to the secretaries, Adam Sharples {270=-5522) or Nigel Fray
(270-5523). Questions on specific issues should be addressed to the
following pecple:

Departmental running costs Richard FEnight (270-43996) or
Tony Davis (270-4937);




Manpower

Contingent liabilities

Local authorities (current)

Local authorities (capital)

Mationalisaed industrias

EC axpenditure

Ron Carpenter (270-4865);

Dick Meadows [(270-5363);

Andraw Hudson (270-4945);

Julian Laite [(270-4753);

Stephen Bowden (270-4308); and

Mike Long (270-4425).

MR A J SHARPLES
MR N G FRAY
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1990 PUBLIC EXPENDITURE SURVEY: EEY DATES MARCH-MAY

MARCH

Thursday 15 March Last date for departments to comment
on formats of main departmental baseline tables.

Thursday 15 March PESC(WM) paper seeking running
tallies to amend PES database issued.

Wednesday 28 March Last date for DRC1 forms for 1988-89
to 1330-%1, to provide breakdowns of running costs and
manpowar baselines.

Tuasday 3 April Last date for departments to submit
running tallieg to amend PES database for years up to
1992-93.

Thursday 12 April Last date for departments to gsubmit
DRCZ forme: [(1991=-92° to 1993-94) where departments are
unlikely to submit running tallies to amend the PES
database for 1593-94.

Thursday 12 April Last date for return of EURQPES
running tallies.

Friday 27 April Last date for departments to submit
information on wvalue for money relating to baseline
plans.

Monday 30 April GEP Data Unit circulate draft survey
tables showing Survey baseline including new third year
(with separately identified running cost baselines and
manpowar plans), and more detailed PES standard reports
to expenditure divisions and departments.

Monday 30 April Draft texts explaining changes since
White Paper figures circulated.

Wednesday 2 May Last date for departments to submit
running tally forms to amend PES databaze for 1993-94
including EUROPES adjustments.

Wednesday 2 May Last date for departments, where
gppropriate; to grant DRCZ forms for 1991-92 o 1993-94
toc provide breakdowns of running cost bagelines and
manpowver plans.

Wednesday 9 May Last date for final comments
departmental tables,

Wednesday 9 May Last date for comments on textual
explanations of changes since White Paper figures.

Friday 18 May Baseline tables circulated to PESC and
Ministars.




Thursday 24 May Last date for Ministerial and official
lotters and management plans te be sent to the Chief
Secretary and expenditure divisions.

Thursday 24 May Last date for DRC3 forms to support
proposed changes to running cost limits and associated
MANPOWET .

Thursday 24 May Last date for information on contingent
liabilities to be sent to expenditure divisions.
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ANNEX B

CONSTRUCTION OF THE BASELINE

Thie annex explains the arrangements for constructing the
departmental Survey baseline tables for the 1990 Survey.

Figures for 1951-92 and 15%2-93

2. The figures for these years will be the plans published in
the 1990 public expenditure White Paper (PEWP) (Cm 1001-1021)
adjusted for classification changes, agreed transfers of function
between departments and between spending sectors, and other
technical changes. The only significant classification changes
concern areas to be under net running cost control; the Treasury
has been liaising with thosa departments affected by this and by
the small nomber of minor classification changes which are being
made. Manpower plans for 1991-82 and 1992-93 are as published in
tha 1930 PEWP except where subsegquently amended by agreement with
the Treasury.

Figures for 1953-54

: 8 Figures for the new third Survey year (1982-84) for programrs
expenditure, finance for lecal authorities and gross running costs
{together with related receipts, where contrcl is applied net)
will be calculated by the Treasury by adding 2% per cent to the
cash baseline figures for 1%92-93. Baseline manpower plans for
1993-94 should be consistent with the baseline figures for gross
running costs calculated as abova.

Adjustmonts to the PES database

1. Apart from the classification changee mentioned in paragraph
2, on which the Treasury will be taking the lead, there are a few
areas where other changas to the database may be made in advance
of the production of the Survey baselina tables. They are as
follows:




a. Coding errors that need correcting. For example,.
departmants may have identified data that are wrongly coded
and needed to be corrected by switching money between sub-
programmes, acoOnomic categories, territorial areas, sSpending
sectore or accounting authorities;

b. Any minor and non-contentious amendments to figqures for
central government's own expenditure, central government
grants to local authorities or public corporations beyond
1990-91 as a result of the Estimates scrutiny for 1990-91.
PESC(WH)(90)5 asked departments to align PES and Estimates
for 1990-91. In some, but not all, cases changes in 1990-91
may have implications for later vyears involving switches
between sub-programmes, economic categories or spending
gectors and this will need to be reflected on the database,
Met increases in expenditurea (or switches from programme
expenditure into running costs) should not be included, evan
where policy agreements have already been reached, as these
will be dealt with as part of the Survey itself and recorded
on the databaze after the Survey.

In all cases these adjustments can only be implemented by prior
agreament with Treasury expenditure divisions. Any changes

regulting from re-assessment of priorities should be part of the

Survay and not reflected in the baseline.

L7 Running tallies for any agreed changes to the baseline
covering any of the years 1385-86 to 1931-32 should be sent to the
Treasury by 3 April. Running tallies for agreed changes to the
baseline for 1993-94 should be sent in, after the baseline for
that year has been created, by 2 May.

6. Adjuostments will also need to be made to some figures as a
result of the EUROPES arrangements (see paragraph 6 of the main
papar). A PESC({WM)} paper requesting departments to submit
tallies for these adlustments 1s due to be i1ssued in early ARpril.




Supplementary analyses

iF PFOs will be sent tables showing the baseline for their
departments together with a series of additional analyses tables.
These tables give summaries of the planning total by spending
sector and department and analyses of public sector asset
creation, expenditure on science and technology, running costs and
MANPOWET .




TABLE FOR MINISTERJIAL LETTERS

r

(Proposals for change to the baselline in each spending sector

should be liated as shown. Any spending sectors for which there
are no proposals for change can be omitted. Bids/reducticns
should be shown as additions to or deductions from the baseline).

E million
19%1-92 1992-93 1%93-94
BASELINE
Proposed additions

Central government
1.
2. atc

Current grants to local
duthorities
l.
£. Btc

Capital grants
authorities
1.,
d. Bic
Credit approvals

TOTAL

(continued on next page)




1991-92

Proposed reductions

Central government
k.
2. etc

Current grants to local
authorities
1.

2. atc
capltal grants to local
authorities
i
1. Btc

Credit approvals

TOTAL

TOTAL ADDITIONS (from previous page)

TOTAL NET CHANGE PROPOSED

1992-923

1993-94




gepl.ip/sw/Min letter

OFFICIAL LETTERS

1 Official letters should list proposed bids and reductiong in

order of priority as in the Ministerial letter. They should also

include a full detailed explanation including any information

which the Treasury may request.

2., Where additional provision is proposed the letters should
explain more fully how the need for it arises. The letters should
provide additional details o¢f the improvements in cutput and

performance which would be achieved, and how effectiveness and
efficiency will be evaluated, including specific performance
measures and indicators.

3. They should also give full details of reduced requirements

for provision already 4in the baseline indicating whether they
rasult from an estimating change, revised aconomic or demographic
assumptions, or proposed policy changes.

4, Where changes involve PES transfere between departments, the

amounts invelved and the arrangements for handling im tha Survey
should be agreed between the departments concerned and the
Treasury before the start of the Survey, and this should be
reflected in the official latters.

5. In the case of proposed changes to demand led programmes, Lhe

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
(1990-581).

& These latters should clearly indicate which elements of the
total proposed changes to baselines relate to running cost
proposals or involve manpower changes. If they relate to an
activity subjeect to net running costs control, this should be

clearly stated and the activity area identified. The letters
should similarly identify running cost proposals which do not
involve changes to expenditure baselines.




T Capital expenditurae proposals should indicate whether they

ara in support of departmental administration or programme
provigion, and all such proposals, together with propecsals for
major items of current expenditure on maintenance of a similar
nature (ie with benefits running into future years), should be
supported by a summary ¢f the information justifying them. This
Wwill normally include details in each case oft a clear statement
of objectives; the expected return (eg NPV, and/or other measures
of net benefit); alternatives consldered; the material factors in
the proposed decision, including risks; the costs of foregoing or
postponing the expenditure: and the impact on maintenance or other
current expenditure.

B. The official letters should Iindicate whether any change
ragquires amendment to propoged or existing legislation or
regulations.

9. For any proposed change affecting other departments, the
letters should set out the details of agreements reachad with
those departments on the zresponsibility for funding the costs
involved.

10. ©Official letters should alse give Iinformation on the
territorial consequences of proposed changes to the baseline, and

of proposed changes in science and technology spending, and

detajils of proposed new or increased contingent liabilities.

11. Annax E giwves details of supplementary Information o7l

proposed changes from the baseline needed by the Treasury. Copies

of the forms attached to Annex B should be returned +to the
Treasury with the official letters.

12. All letters and supporting information (eg DRC3 forms for
running costs and related manpower) should be sent to the Treasury
by 24 May. Official letters should be sent by tha Principal
Finance Officer to the appropriate Head of Treasury Expenditure
Group (or division in the casea of small departments), with coples
to other departments affected.
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INFORMATION ON ECONOMIC COMPOSITION

The Treasury needs to c¢ollect information about any proposed
individual <changes to the baseline by economic categories in
excess of E10 million in one year. This information is used by
thae Treasury forecasters in preparing for the forecasts for the
July Cabinet and the Autumn Statement. Departments are therefore
asked to split their bids and reduced requirements which are for
£10 million or more by the economic categories shown in the
attached table. The first ten columns refer to central government
axpanditure, the next three to finance for local authorities, and
the final column covers all planning total items in the spending
gactor: "other public corporaticns" (ie eéexcluding naticonalisged
industries).

The definitions of economic cateqories are given in Section 2J of
the FIS5 Handbook. I coge: of difficulty please consult
David Deaton (270 5337).

Departments gshould provide the basic information needed by

completing coples of the form attached to this Annax (one, or more
if necessary, for each year of the Survey) and forwarding them to
expenditure divisions with their official letter by 24 May.
Divisions will check the information, and will forward it to the
Cecrataries.

Capital Spending

The Autumn Statement generally includes a statement, in broad
terms, of tha changa in public sector asset creation as a result
of Survey decisions, using a definition consistent with
Tabla 21.2.14 of the 1990 PEWP. To help compile this figura, it
would ba helpful if departments would complete the second form
attached to this annex, listing all the bids and reduced
requirements (identifying expenditure on nevw construction, as
shown) for central govermment expenditure falling within ECs E20,
E30, E40, G10, and G20 regardless of size, and return it at the

game time.
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PLEASE USE A SEPARATE SHEET FOR EACH YEAR
[0 WOV INCLUDE BIOSMEDUCTIONS OF LESS THAN £70 MILLION

PUELIC EXPENDITURE SURVEY 1960 PR THENT : TEAR:
LIET OF BI10G AND REDMACED REQU]REMENTS Mome of originator:

£ million Economic categor ies

Propadas (el & T Suilri b hew Cuirént  Lurcent Expsibint i Lura fhack- Empiinl Met Met Current Capital Laocal Finance

charges current  [(EWc to grants granis on Capncal buildimg gramts Lemding  Lending grants granis sulhority for olher

from poods & public 1o the over Bdal  EdEEld (AeT) g the o the OVET LEaG to local to Local oredt T miblic

hll‘i ' services corporat-  privet Py excluding privare privats suthar itiss muthor- spbrovals  cArpor-

L ine fmet) ALl 3] st stockbui Lding EEClar  Esctor HRDA ities ations
HSG

(1} Plesse give very beisf deicriptions so that the editors cam croas refer to the Official letters for more information, Oowsard changes in the estimate of the ecast of
#xisting policies should be shown os reduced requirements, Pleass List bids snd reduced reqguiresents in the orcer in uhich They are coversd in the Letters. Plesse ndicate
this colusn whelher the expenditures 18 comparable in Scotland, bales or Sorthern Dreland.
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Capital spending (ECs E20, E3D, E40, G10, G20: payments only
receipts)

Pleaze jdentify with an asterisk (*) any bids for new construction
leconomic categories E20 and E30)

Please list central government bids only, REGARDLESS OF SIIE

Department:

£ million

1

1991-%2 1592-913 1593-94

Hame of originator:

Telephone number:
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CONTINGENT LIABILITIES

Introduction

The purpose @f this annex is to give advice on the coverage and
conduct of the reviews of contingent liabilities referred to in
paragraphs 4l and 42 of the covering PESC paper and to set oyt
details of the action to be taken by departments in reporting the
results of the reviews to the Treasury.

Eﬂ!ﬂﬂﬂ:i-_ﬂf_thﬂ_:ﬂigl

25 The review should consider all contingent liabilities
(whether of a statutory or non-statutory nature) and should zeek
to identify any liabilities of an hitherts unrecognised nature
(including those which arise as a result of a department's staff
acting in an ex-officio capacity). 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 alse ensure that they
have scrupulously followed the requirements of chapter 26 of the
1389 edition of Government Accounting, 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
cutstanding 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 thelr programmes exceeds ELOO,C00
except those which fall into the following categories:-

a. Those which arise in the normal course of business (see
paragraph 4 below).




b. Those which may arise because the Government does not
insure. i

b Those which may arise as a result of department s
sponsorship of the naticnalised industries; these ara
mopnitored in the context of EFL reviews,

4. In deciding whether a contingent liabilify has arisen or
will arise in the normal course of business, departments should
congider whather:-

a. the activity which gives rise to the liability is an
unavoidahle feature of their ezsential reaponsibilities or
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 sale authority of the
Appropriation Act, voted the supply expenditure.

. Indemnities given for the lecan of articles for exhibition
should be reported. Although exhibiticns 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.

Format of reports

6. It would be helpful if, in reporting contingent liabilities
to the Treasury, departments could follow the farmat attached. 1In
completing this the following should be nated:-

a. Column 1 should clearly indicata 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 contingant
liabilities, the reference of the departmental minute to




Parliament, where either of these exists. Departments
should consider whether existing reports to Parliament
remain sufficiently up-to-date, taking account of any
Eignificant change in the nature or increase in the size of
the contingent liability, or change in material
circumstances since it was accepted or last reaffirmed.

e Column 3 should show the Class and Vote number of the
Estimate in which the wvalue of cutstanding non-statutory
contingent liabilities are reported,

d, Column 4 should be completed to compare this year's
figure with last year‘s: if this year's figure is not fully
available by 24 May an estimated figure should be inserted.

e. Column 5 should include a brief description of the
action departments are taking to minimise the risks.

Submission of reports

s The reports should be approved by the department's Minister

and sent to the Treasury by 24 May., The reports should confirm
that the department's Accounting Officer was satisfied that all
the department's contingent liabilitias Hhave been reviewed and
thar all those over £100,000 were reported.

FPlanned new contingent liabilities

8. Proposals for new or increased contingent liabilities te be
taken on during the Survey period should be summarised in the
Ministerial letters and details given in official letters,

Other reports

9. Departments are reminded that they should send a separate
return to the Accountant, HM Treasury, by the end of June each
year (see Government Accounting paragraph 26.3.4), setting out
details of all contingent and nominal liabilities resulting from
statutory guarantees (including thase under £100,000). This is




required for inclusion in the annual supplementary Statement to

the Consolidated Fund and National Loans Fund Accounts, Any such
liabilities in this category should alsoc be included in
departments’ reports to expendlture divisions if the risk exceads
E100,000 under the arrangements set out in paragraphe 2 to 7
above. Departments are also reminded of the need to report
liahilities on outstanding non-statutory contingent liabilitiess im
the introduction to the relevant supply Estimate (see Governrent
Accounting paragraph 26.3.10),




tos ba/tabl.15.2

19890 FPES: SUMMARY OF REVIEW OF CONTINGENT LIARILITIES

TO BE RETURNED TO HM TREASURY BY 24 HAY 19%0

(Sepacate returnm using the
same format for planned new
or iocressed lisbilicies)

Nature of Contingent Statutory Authority or
Liabilicy Departmental Minuote
Beference
{It either exiet}

Vote on which cxpense
on non-statatory
liabilities reported

Amount st Risk at 31.3.90
Im

Department "8 Commenta
To ¢cover action o minimise
the risk of payment,
reasons for any significant
changes in smount at cisk

5

Liabilities in existence at 31.3.89
(To include any not previously reported)

(Show in hrackets issediately
below this year's figure the

amount reported last yearc)

Liabilities arising or eatéred into between
1.4.89 mnd 31.3.90
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ANNEX

1990 SURVEY: HANDLING OF LOCAL AUTHORITY COMPONENTS

The 1350 Survey will determine the local authority components of
the new planning total. This paper describes in more detail how
the individual components will be handled. The attached appendix
summarises the timetable for local authority current expenditure.

LOCAL AUTHORITY CURRENT

2. For local authority current in GB, the new planning total
includes the following components:

Revenue Support Grant (RESG);

Hational non-domestic rate (NNDR) payments in England

and Wales (non-domestic rate 4income (NDRI) in
Scotland);

Epecific current grants including 1
- Community Charge Benefit Grant
- Transitional Relief Grant
- Area Protection Grant
Inner London Education Grant

European Community current grants to local
authorities

Items (a) and (b) will be included in ©DOE,;, Scottish Office and
Welsh Office departmental programmes; item (e) will be included in
the appropriate departmental programmes.

England

3. Decisions on local authority current for 1991-92 will ba
taken in two stages. In July Ministers will decide in E({LG) on an
aggregate amount of Exchequer support [Aggregate External TFinance
(AEF)) and total standard spending (TSS). In September/October
Ministers will take final decisions on the distribution of total
standard spending between services and the split of AEF betwesn

RSG, MNDR payments and speclific grants.
RESTRICTED
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The July decisions

. Ministers have decided that the procedures for decisions and
announcements should broadly follow last year's pattern, but
ensuring that full account is taken of information relevant to the
sattlement which emerges later in the year. The July
announcement will therefore cover, for 199%1=92:

[&) an anvelopa of "Aggregate External Finance®™ (AEF),
including the NNDR payments, RSG and certain specific
grants;
total standard spending;

(&) the community charge for standard spending.

The Government‘'s proposals for AEF,; once announced, will remain
fixed for the rest of the Survey.

5. It is intended that the coverage of specific grants to be

included within AEF for 1990/91 will be unchanged from those
included in last year's Survey for all three territories. A list
of these will be circulated as a forthcoming PESC(LA) paper.

The hutumn decisions

6. In September/October Ministers will take final decisions on
the distribution amongst services of the figure for total standard
spending agreed in July; initial discussion of this issue is
likely to take place in July. In addition Ministers will agree
the RSG and WNNDR payments figures within the AEF total in the
light of the final forecast of the yield from the NMDR.

g Specific grants will in general be considered in the
bilaterals. Decisions on these grants will be taken as part of the
normal bilateral discuasions on Departmental programmes.

8. Dacisions will alsoc be needed on the AEF envelope for 199%92-93
and 1993-94 though no announcement will be made in July about the
later years.

RESTRICTED
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f i
P The Autumn Statement will give figures for REG, NNDR
payments, and aggregate specific grants for each of the three
forward years. For 1992/93 and 1993/94, the figure for RSG and
NNDR will ba aggregated.

Scotland

10. Following the decisions in July on AEF for English local
authorities for 1991-92, there will be bilateral discussicns
between the Chief Secretary and the Secretary of State for
Scotland on AEF for Scotland. MAEF for 1991-52 will be announced
in July. In the autumn the Secretary of State for Scotland will
announce provision for RSG, projected non-domestic rate income and
spacific grants for the year ahead. Figures for all three Yyears
will ba included in the Autumn Statement.

11. specific grants outside AEF which are the responsibilities
of other Secretaries of State will be handled as part of the
appropriate programme bilaterals. Those which are included in the
block will be determined by the Secretary of State within the
overall change agreed for the block as a whole.

Wales

12. Following the decisions in July on Aggregate Exchequer
Finance for English local authorities there will be bilateral
discussions between the Chief Secretary and the Secretary of State
for Wales, to settle AEF, total standard spending and the
community charge for standard spending for Wales for 1330-31 in
the light of +the English settlement. These figures will be
announced 4in July. The breakdown of AEF between KNDR, RSG and
specific grants will be determined and announced in the autumn.

11, The treatment of specific grants outside AEF in Wales is the
same as in Scotland (see paragraph 11 above).

RESTRICTED
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14. Further aspects of the handling of the Survey with regard to
Scotland and Wales are being considered separately (Alun White's
letter of 15 February to John Craig (Welsh Office}).

Northern Ireland

15. The npew planning total includes only DOE({NI)]'s general and

specific grants to district councils. These items are included in

the NI block. All other expenditure i3 Central Government
expenditure, Provision in the NI block will bae adjusted to
reflect the formula consegquentials of changes to comparable GB

figures,

RESTRICTED
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LOCAL AUTHORITY CAPITAL

16. For local authority capital the Survey arrangements will be

broadly the

same as last year. For each Department concerned,

bilateral agreement will need to be reached with the Treasury on:

(a)

(&)

17. The ma

(i)

domestic (non-EC) capital grants;
Credit approvals
in steps will be as follows:

getting baselines: provision for credit approvals and
caplital grants was set in the 1930 PEWP for 19921-52
and 1992-93; subject to technical amendments and
creation o©of third year figure, these will Zfomm
baselines for the Survey to be circulated by Treasury
in the spring:

determining the Receipts Taken into Account (RTIA]:
FESC[{LA)CAPITAL will consider a provisional figure in
the spring and set RTIA by Department (where relevant)
by mid-July; once fixed in July, Ministers will be

able to negotiate credit approvals for 1991-82 in the
bilaterals knowing the implications for Annual Capital
Guidelines (ACG = RTIA + Basic Credit Approvals);

variations to baselines for capital grants and credit

approvals: proposals from Departments by 24 May;

information on likely spending from LA capital

receipts in 1991-92; this assessment, reguired to
inform bilateral negotiations, will be circulated by
DOE as soon as possible;
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; () bilateral negotiations on capital grants and credit

approvals: September/October.

18. The above arrangements will apply to Beven main services
within the English Local Authority Block (ELAB), Home Office and
urban blocks [(excluding step (ii) for the latter two where it Is
not relevant). For Scotland, Wales and Northern Ireland there
will be separate arrangements, consistent with the normal block
rules. Further information can be found in the letter of
19 January from B H Potter (HMT) to J S Parker (DoE).
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TREATMENT OF LA CURRENT EXPENDITURE IN THE 1990 SURVEY: WTDUTLINE
TIMETABLE

Baseline tables finalised, including 199%3-94.

Ministerial letters, and supporting official
letters, with proposals for variations from the
baseline for individual specific grants.

(ay E(LG): settles, for 1%%1-92, an envelope of
Aggregate External Finance, Total Standard
Epending and the Community Charge for Standard
Spending.

hinnouncement of Governmant decision on above.

Bilateral discussions and anncuncements of (a)
for Scotland and Wales.

Septembar/ - Bllateral discussion of specific grants, as part

October of discussion of departmental programmes.

Dctober/ = Final decisions on:
Hovember
(a) breakdown of AEF for 1391-92 into RSG, NHDR
payments, and specific grants;

distribution of aggregate nesd to spend
between services for 1991-92.

= Announcement of split of AEF for 1991-9%2 and
distribution of TS5 by service.

RESTRICTED




CONFIDENTIAL

10 DOWNING STREET
LONDON SWiIA FAL

From the Privare Secretary

6 February 1920

PUBLIC EXPENDITURE 1989-90

The Prime Minister was grateful for the
Chief Secretary's minute of 5 February. She
has noted the poslition with some concern, and
agreas with the Chief Secretary that it
underlines the need to exercise continuing
stringency in other public expenditure
decisions.

Miss Carys Evans,
Chief Secretary's Office,
HM Treasury.

CONFIDENTIAL
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FROM: CHIEF SECRETARY
DATE: 5 Pebruary 1990 Qfa

: o
PRIME MINISTER pochus S : i ek
EALER wEre g

T A
PUBLIC EXPENDITURE 19B9-%50 ‘FIL-

Ry
6
i? L

You will wish to be aware that the outturn omn public expenditure
in 1989%-50 4is= likely to be significan%ly higher than the figure
published in the public expenditure White Paper “last week.

-

- The planning total for 1%8%-50 was set at £1€67.1 billion.
The estimated outturn given in the public expenditurE White Paper,
based on December forecasts, is El1&B.4 billion. Our latest
assessment, however, ig that 'ERE ountturn may be around
£169.4 billion - an overspend of £2.3 billien on the original
PTanE, &nd £1 billion higher than™in the PEWP. The main reasons
for the increase since last month are higher spending by local
authorities in advance of the new capitalhgzgsaEE_;egime, and the

Minigtry of Defence's view that their expenditure will be closer

te approved limits than they previously forecast.

~ 5 The next estimate of the 1989-90 ocutturn that we publiah will
ba in the FSBR. At that time of course there will be other news.
Az far as the public sector finances are concerned, I should
expect any impact on the markets to come from the PSDR, rather
than from public expenditure alone.

i. We have overshot the planning total before, but not recently;

and the last two years have seen large underspends. The estimated

cutturn for 1989-90 would be the Iirst significant excess since

e — = """ R
1985-86 - and The second largest, in cash térms, since we took
ofPE. e

P
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. B . We ghall have to be careful thersfore not to create any

impression that contral over public expenditure has been loosened.

In part we& shall bLe dble to point to the reforms we have
introduced in the finances of local authorities, whose expenditure
ig& more than €3 billion over the planned level, and who are hance
the main cause of this year's overspend. But the latest figures
also underline the need to exercise - and to be seen to

gxercise - continuing stringency in other public expenditure

decisions.
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cc Mr Wilson
Mr Appleyard
Mr Hadley

Mr Mawer F,
Mr ngﬁbullw’
Mr [}

Mr Davie

FURBLIC EXPENDITURE WHITE PAPER

- I attach the final revision of paragraphs 2-6é of the Cabinet
0ffice entry, as settled at this morning's meeting.

AN AT enA,

A D WHETHALL

S oJanuary 1950,




Tha

Secretariats

[Replace paras. 2-6 inclusive of proof]
Cabinet Office

i 4 The Cabinet 0ffice serves Ministers

collectively in the conduct of Cabinet business

and operatez as an instrument in the co-ordination
of policy at the highest level. It also includes
the Office of the Minister for the Civil Service
{OMCS5) which has its own Vote. ©On 31 July 1989 it
relingquished responsibility for the Central
Statistical foice. which became a separate
Chancellor of the Exchegquer's Department. At the
same time the Cabinet 0Office assumed
responsibility for the Office of the Chancellor of

the Duchy of Lancaster.

2. The Cabinet Office Secretariat serves the
Cabinet and its Committees and co-ordinates
departmental contributions te their werk. In
addition to the Cabinet itself, there are four
standing Committees of the Cabinet - a Defence and
Overseas Policy Committee; an Economic Strategy
Committee; a Home and Social Affairs Committee:;
and a Legislation Committeea. Sub-Committees and
other Working Groups, at both Ministerial and
official level, are established as appreopriate.
The Cabinet Office Secretariat reflects this
structure, with a Defence and Overseas Affairs

Secratariat, an Economic Secretariat, and a Home




Establ ishment
Officer's

Group

Affairs Secretariat which supports both the Home

and Social Affairs Committee and the Lagislation

Committea. In addition, a European Secretariat
co-ordinates the work of Departments on European
Community issues under the Ministerial oversight
of the Defence and Overseas Policy Committee, and
a BEcience and Technology Secretariat supports the
Chief Scientific Adviser in contributing to
ecientific aspects of the work of the Cabinet and
its Committees, and provides the Secretariat of

the Advieory Council on Science and Technology.

- o The Establishment Officer's Group provides
services for the whole of the Cabinet Office
including, on repayment, the OMCSE. The
Establishment Officer's Group has continued to
monitor the implementation, throughout the
Department, of value for money targets,
arrangements for monitoring performance and
response to management information and to ensure
that these are utilised to sharpen centrol of the
Department'e resources. Established performance
indicators continue to be refined and new data
identified. Particular effort is being directed
towards gualitative as distinct from quantitative
measures. Special performance and value for money

targets get for the Department's consulting,




inspection and review areas have been met. Work
continues to upgrade these performance and value

for money targets. It is intended to implement a

revised Management accounting system from April

1990 1in line with that operating within OMCS.










