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The Autumn Statement

1,01 This Autumn Statement document supplements the oral statement 
which the Chancellor made to the House of Commons on 12 November. It 
sets out the public expenditure forecast outturn for the current year, the 
detailed plans for the next three years, and the expenditure measures 
announced in the Autumn Statement. It also sets out recent economic 
developments and the economic forecast for 1993, the main proposals for 
national insurance contributions in 1993—94, and the tax changes announced 
in the Autumn Statement together with the tax ready reckoners.

Local a

Public spending plans 1.02 Chapter 2 describes the Government’s public expenditure plans for the
next three years. Firm control of public spending is a vital part of the 
Government’s economic strategy. The Government’s objective is that over 
time it should take a declining share of national income. To support this 
objective the Government has made some changes in the system of public 
expenditure control. These are described in Annex C to Chapter 2. The 
Statement also includes three significant measures to increase the scope for 
private financing of capital projects.

Economic prospects 1.03 Chapter 3 reviews recent economic developments and sets out the
Treasury’s forecasts for 1992 and 1993, comparing them with recent 
independent forecasts. Demand and activity have been weaker than expected 
at the time of the Budget. However, the substantial easing of monetary 
policy since September and the measures announced in the Autumn 
Statement strengthen the conditions for recovery next year. The Treasury 
forecast for gross domestic product (GDP) in 1993 is a rise of 1 per cent. 
Although the depreciation of sterling means that prices will be higher than 
otherwise, the impact of the recession should continue to exert strong 
disinflationary pressure during 1993, with the Treasury forecasting 
underlying inflation, as measured by the RPI excluding mortgage interest
payments, at 34 per cent in the fourth quarter.

Autumn Statement 1.04 The supplementary time-limited measures announced in the Autumn
measures Statement to boost confidence and aid recovery are set out in the box on the 

opposite page. The expenditure measures are included within the plans 
described in Chapter 2, where further details are given. Details on the tax
measures are given in Chapter 5.

National insurance 1.05 Chapter 4 sets out the structure, thresholds and rates
contributions and tax insurance contributions for both employers and emp oyees m

Chapter 5 gives details of the tax measures and shows the effects of variousreceipts
1993-94



1 The Autumn Statement
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Housing market
Measures for investm ent and confidence
An extra ^750 million will be made available in 1992—93 to help 
promote activity in the housing market. Most of the additional resources 
will be used to buy up empty properties which are currently overhanging 
the market. The Government is seeking a substantial contribution to this 
package from private sector lenders.

Local authority capital Local authorities in England and Wales will be allowed to spend 100 per
spending cent of new receipts which they receive in the period from 13 November

1992 until the end of December 1993. Parallel measures will be introduced 
in Scotland and Northern Ireland. In total this should permit additional 
capital spending by local authorities of around ^1*8 billion over the next 
3j  years.

Business investment First year capital allowances for investment in plant and machinery are to
be increased from 25 per cent to 40 per cent from 1 November 1992 until 
the end of October 1993. A special initial allowance for agricultural and 
industrial buildings of 20 per cent will apply over the same period. These

E x p o rts

X200 million in 1992—93 and {̂̂ 500 million
1993-94.

Car tax  Abolished from midnight 12 November 1992. This will cost
^100 million in 1992-93. The costs in future year 
the next Budget through other taxes on motoring.

An extra million of ECGL
exporters over this year and next.
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Public spending plans

Main points
2.01 Firm control over public expenditure and a sustainable fiscal position 
are fundamental to the longer term prospects for the economy. The 
Government’s objective is to reduce public spending as a share of national 
income over time.

2.02 The achievement of the Government’s medium term public 
expenditure objective will be supported by the new system of public 
expenditure control announced in July. Under the new system, expenditure 
will be measured against a new spending aggregate—the new control total 
(NCT). Growth in the NCT will be constrained to a rate which ensures that 
total public spending—general government expenditure—grows by less 
than the economy as a whole over the economic cycle.

2.03 The new expenditure plans meet the remit for the public expenditure 
survey set by the Cabinet in July—maintaining existing cash plans for 
1993-94 and restricting growth in the NCT thereafter to give average real 
growth over the three years no higher than per cent.

2.04 The new plans imply a planning total for 1993-94 of ̂ 244-5 billk 
the figure set out in the 1991 Autumn Statement. Classification changes

£242

T243-8 billion in 1993—94
1994-95 and £263

paragraphs 2.22 and 2.23 and in Annex C. The relationship between the 
NCT and the planning total is shown in Table 2.2. The control totals 
include Reserves of £ 4  billion, ££1 billion and billion (see Table 2..

Table 2.1 The planning total

Planning total in 1992 Budget report
Changes
N ew  levels, consistent w ith  1992 Budget Report

Classification changes made since the 1992 Budget report' 
Planning total consistent w ith  this Statement

The principal classification changes are described in Annex 2B.

^  billion

1992-93 1993-94

226-6 244-5
0-8 0-0

------------------

227-4 244-5 1j
-1 -3 -2 -0  !
226-1 242-5

i \
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Table 2.2 Relationship between the planning total and the new control total
billion

1

Estimated
outturn

New plans 
and projections

1992-93 1993-94
Planning total after classification changes 226-1 242-5
plus Local authority self-financcd expenditure 10-9 11-1
less Cyclical social security 13-0 15-5
less Privatisation proceeds -8 -0 -5 -5

N ew  control total 232-0 243-8
For definitions, rounding and other conuentions, see notes in Annex A  (page 30).

2.06 The real growth in the NCT implied by these figures is 2^ per cent in 
1993—94, f  per cent in 1994—95 and 1 per cent in 1995—96. Over the three 
year period, the NCT is planned to grow on average by a little under \ j  per 
cent in real terms. The corresponding figure for the previous three years was 
3^ per cent.

2.07 The Chancellor announced in his oral statement a series of measures to 
provide a substantial boost to capital spending by both public and private 
sectors. On the expenditure side these include a temporary relaxation of the 
local authority capital receipts rules worth around ^ I f  billion over the 
Survey period and, in 1992—93, measures to help the housing market.

2.08 As a result of these measures, capital spending by the public sector will 
be around ^30  billion in 1992-93. This level will be broadly maintained in 
1993-94 and compares with billion in 1991-92.

2.09 In addition, there will be important changes in the use of private 
finance to enable the public and private sectors to work more effectively 
together, particularly on infrastructure projects.

2.10 Restraint on current spending has helped make room for protecting 
capital and services to the public. Pay settlements in the public sector in the 
coming year will be restricted to a maximum of per cent in order to keep 
pay bills as low as possible.

2.11 Privatisation proceeds are excluded from the control total. They are
billion in 1993-94, £5^  billion in 1994-95 and £ \

in 1995-96.

2.12 In 1993-94, general government expenditure (GGE), excluding 
privatisation proceeds, is projected to rise slightly to 45^ per cent of national 
income, well below the peaks seen following previous recessions. Thereafter 
it will resume its downward trend (see Chart 1.1).

2.13 The forecast outturn for 1992-93 and the new control totals for the 
three Survey years are shown in Table 2.3, together with projections for 
expenditure outside the control total, for GGE excluding privatisation 
proceeds and for the ratio of GGE to GDP (gross domestic product). Fuller 
details in cash and real terms are in Annex A, Tables 2A.3 and 2A.4. The 
tables include the cost of the time-limited measures which form part of the 
supplementary package announced by the Chancellor, mainly in 1992—93
and 1993-94.

7
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2 Public spending plans

Table 2.3 The new control total and general government expenditure 
(excluding privatisation proceeds)^

million

Estimated 
O u ttu rn  ou ttu rn N ew  plans/projections

Changes from  previous 
plans/projections

1991-92 1992-93 1993-94 1994-95 1995-96 1992-93 1993-94 1994-95

Central governm ent
expenditure^’

Central governm ent support
144537 158 700 166 100 171 600 176 400 2 700 0 -2 0 0

for local authorities'^
Local authority  self-financed

53 359 58 900 58 700 62 000 64300 500 100 0

expenditure
Financing requirem ents o f

10830 10 900 11 100 11 000 10800 1 400 1000 800

nationalised industries 2496 3 360 3 880 1910 1690 0 1050 -  250
Reserve 4000 7000 10 000 - 4 0 0 0 -  4 000 - 5  000
A djustm ent 100 100

New control total 211222 232 000 243 800 253 600 263 300 600 -1 9 0 0 -4700

Cyclical social security"^ 
Central governm ent debt

11023 13000 15 500 16 500 17 000 1 500 3 000 3500

interest 16 320 17 700 20000 24500 27 500 100 500 3000
A ccounting adjustm ents 5 245 6 000 7 500 8 500 9 000 0 0 0

General governm ent 
expenditure excluding 
privatisation proceeds 243 810 268 800 286 600 302 500 316400 2 300 1600 1700

GGE excluding privatisation
44fproceeds as a percent o f  G D P 42 4 4 | 4 5 i 45

’ For definitions, rounding and other conventions, see notes in Annex A  (page 30).
 ̂Excluding cyclical social security.
 ̂Comparisons between 1992—93 and 1993—94 are distorted by the effects o f transfers between departmetits and spendifig sectors. The main changes reflect the 

transfer of responsibility for community care to local authorities, the transfer o f responsibility for the funding offurther education colleges and sixth form 
colleges from local authorities to the new Further Education Funding Councils and the Scottish Office and the transfer oj responsibility for funding Scottish and 
Welsh universities from the Department for Education to the Scottish and Welsh Higher Education Funduig Councils.

United Kingdom.

Public spending trends
2.14 The Government’s objective for public expenditure is that it should 
take a declining share of national income over time, while value tor money 
is constantly improved. To meet this objective, public spending needs to 
grow more slowly over time than the economy as a whole.

2.15 The public spending objective is expressed in terms of GGE excluding 
privatisation proceeds. The ratio-of GGE to GDP fell sharply between 
1984-85 and 1988-89. These were years of exceptionally strong economic 
growth; real GDP rose by about 18 per cent, while GGE was virtually 
unchanged in real terms for most of the period (see Chart 2.1).

2.16 The effect of the cycle has been to increase spending in areas such as 
social security and to reduce national income relative to trend. This is 
expected to push up the ratio to 45l per cent in 1993-94, alter which it is 
expected to resume its downward trend. Most of the increase in the ratio is 
accounted for by lower national income rather than by higher public
spending.
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2 P u b lic  sp en d in g  plans

Chart 2-1 General government expenditure (excluding privatisation proceeds)

NIf
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’ Seefootfwte 2 to Table 2A .1.
Projection
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2.17 In real terms, GGE excluding privatisation proceeds is expected to 
grow by 5 | per cent in 1992-93, and by 3 | per cent, 2^ per cent and 1 | per 
cent in the three Survey years. Charts 2.2 and 2.3 show how recent growth 
in the control total is planned to level off over the Survey period.

Chart 2.2 Planning total and new control total in real terms 1
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2 Public spending plans

Chart 2.3 Trends in new control total and planning total in real terms1

 ̂ Cash figures adjusted to levels o f 1991-92. See Annex A .

2.18 Trends in the key public spending aggregates since 1963—64 are set out 
in cash and real terms in Annex A, Table 2A.1. Comparison of the outturn 
figures for the ratio in recent years with previous plans is given in Annex A,
Table 2A.2.

2.19 Chart 2.4 shows GGE in 1991-92, the latest year for which outturn 
figures are available. Social security spending accounts for over one quarter 
of GGE, health and personal social services for nearly one sixth, education 
for an eighth and defence for an eleventh.

2.20 Further analyses of GGE for years up to 1992—93, by function and 
economic category, will be published early next year in the Statistical 
Supplement to the Autumn Statement.
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Chart 2.4
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General government expenditure (excluding privatisation proceeds) 
by function'-^, 1991-

it

* Territorial departments* expenditure has been allocated to the appropriate function 
^Includes national accounts adjustments and expenditure on other functions.
 ̂Local authority spending accounts for 26 per cent o f the total.

u

r

1992—93 outturn 2.21 The planning total for the current year, 1992—93, is currently forecast
at f^226-\ billion, in line with the plans set in last year’s Autumn Statement 
after allowing for classification changes and the /^0*8 billion cost in 1992—93 
of the housing measures announced by the Chancellor on 12 November
1992 (see Table 2.1).

••i1

The new control total
2.22 In future, the Government will seek to achieve its medium term 
objective for GGE by planning and controlling cash totals for a narrower 
measure of expenditure, known as the new control total. Unlike the 
planning total which it replaces, the new control total includes local 
authority self-financed expenditure (LASFE) and excludes cyclical social 
security and privatisation proceeds. The exclusion of cyclical social security 
means the control total will be much less affected by the cycle than was the 
planning total.

2-23 The control total, like the planning total, includes the financing 
requirements of nationalised industries and other public corporations and a 
Reserve. The main components of GGE outside the control total arc cyclical 
social security (defined as unemployment benefit and income support to 
non-pensioners), privatisation proceeds and debt interest. More details on the 
control total arc given in Annex C.

11
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Table 2.4

Social Security^’ ^
Health
Defence
Territories^’ ^
Education^
Employment
Other departments

Total

2.24 The control totals for the three Survey years 1993-94 to 1995-96 have 
been set at £2 4 3 S  billion, £253-6 billion, and £263-3 billion. Between 
1992-93 and 1995-96, real growth in the control total averages a little under 
1| per cent a year. The corresponding figure for the previous three years was 
3^ per cent.

1994-95 and r  10
f  £ 4  billion in 1993-94, £1

later years than the corresponding figures last year, reflecting the changed 
nature of the control system, in particular the exclusion of the most cyclical 
elements of social security expenditure from the control total, and the more 
explicitly top-down approach to planning public expenditure now adopted.

2.26 Compared with previous plans central government expenditure 
remains unchanged in 1993—94 and has been reduced by £264) million in 
1994—95. The new plans for central government spending are set out, by 
main department, in Table 2.4.

governm ent
departments
£  million

Estimates of 
outturn New plans Changes from previous plans

1991-92 1992-93 1993-94 1994-95 1995-96 1992-93 1993-94 1994-95

50 930 
25 493 
23 015 
14 497 
3 555 
3 209 

23 839

144537

56 300 
28 060 
23 800 
16090 
3 770 
3210 

27 460

158 700

59 600 
29120 
23 520 
17510 
6 330 
3 350 

26 680

166100

61 100 
30360 
23 750 
18 060 
6 820 
3 340 

28 240

171 600

64 500 
31 540 
23 220 
18 650 
7250 
3 390 

27 870

176400

1000
520

-220
230

400

1090 

2 700

470

’ For dejittitions, rounding and other conventions, see notes in Annex A (page 30). See Annex E for the composition of each departmental grouping.
 ̂Excluding cyclical social security.
 ̂Comparisons between 1992-93 and 1993-94 are distorted by the effects o f transfers between departments and spending sectors. The main changes reflect the 

transfer of responsibility for community care to local authorities, the transfer o f responsibility for the funding of further education colleges and sixth form 
colleges from local authorities to the new Further Education Funding Councils and the Scottish Ojflce and the transfer of responsibility for funding Scottis i an 
Welsh universities from the Department for Education to the Scottish and Welsh Higher Education Funding Councils.

Central governm ent 2.27 From 1 April 1993, responsibility for the provision of further education 
support for local will be transferred from local authorities to the Further Education Funding

authorities Council. For 1993-94, after adjusting for this transfer, aggregate external
finance (AEF) and Council Tax transitional arrangements taken together (tor

V  H  H  .  H

England) arc planned to be 3-7 per cent higher than AEF and the
T539

million will be provided as a special grant within AEF to cover local 
authorities’ new responsibilities for Care in the Community.

* <



2 Public spending plans
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2.28 Payments in 1993-94 of housing benefit, community charge benefit 
and student grants, together with other current grants not included in AEF, 
are now projected to be some ^1*1 billion higher than foreseen at the time 
of the 1991 Autumn Statement. Capital grants and credit approvals for local 
authorities next year have fallen by some ;^0*4 billion compared with 
previous plans. Local authorities’ ability to finance spending from their own 
resources has, however, been increased by the temporary removal of 
restrictions on the spending of receipts. Total central government support 
for local authorities capital spending in 1993-94 will be ;j(j5*9 billion 
(see Table 2.5).

2.29 For the later years, the Government’s plans envisage that, after 
adjustment for the continuing transfer of responsibility for Care in the 
Community, AEF and Council Tax transitional arrangements taken together 
will rise in real terms by 0*3 per cent in 1994—95 and by 0*5 per cent in 
1995-

n

IS

2.30 The Government has given an indication of the amount of revenue 
spending it believes would be appropriate for the year ahead. Total Standard 
Spending in England has been set 3T per cent above 1992—93 levels (after 
allowing for transfers of functions). The Government has also made clear its 
readiness to make full use if necessary of its powers to cap local authority 
budgets. Detailed proposals on capping and Total Standard Spending will be 
announced separately. The Government’s new projections for local authority 
spending, including that financed from the authorities’ own resources, are 
described in paragraphs 2.31 to 2.36.
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Table 2.5 Central governm ent support for local authorities 1
^  million

Estimates of
outturn New plans

Changes from previous
plans

1991-92 1992-93 1993-94 199^95 1995-96 1992-93 1993-94 1994-95

Current
A ggregate External Finance 
and transitional arrangements-' ^
England

National non-domestic rate payments 12 408 12310
Revenue support grant 9 674 16 680
Specific grants 4129 4160
Community charge grant 4346 210
Transitional relief 1003 1020
Total England 31560 34380

otland
National non-domestic rate payments 1347 1220
Revenue support grant 2 692 3 500
Specific grants 306 330
Community charge grant 437 20
Transitional relief 140 100
Total Scotland 4922 5180

ales
National non-domestic rate payments 525 540
Revenue support grant 1236 1620
Specific grants 187 190
Community charge grant 268 30
Transitional relief 62 40
Total Wales 2 278 2420

f
140

- 33 520 35 360 36980 ^ -100  ^
-9 0

-120

570 920

170

> 5 200 5 440^ 5 6105

40
50
0
0
0

100 160

10

-N
0
0

> 2340 2460 2580 - 0 ^
0

L o j

50 80

0

Total A ggregate External Finance 
and transitional arrangements
Other current grants^

38 760 41 970 41 070 43 250 45170 160 720 1160
8 856 10780 11780 13000 13430 600 1130 1740

Total current 47617 52800 52 900 56300 58600 400 400 600

Capital
Capital grants 1334 1600 1650 1490 1520 0 50 210
Credit approvals 4408 4570 4210 4300 4230 50 300 400

Total capital 5 742 6170 5 860 5 790 5 750 50 360 610

Total 53 359 58900 58 700 62 000 64300 500 100 0

'  F o r  definitions, rounding and other conventions, see notes in Annex A (page 30).
 ̂Aggregate External Finance (A E F ) includes revenue support grant, distribution of 

non-domestic rate revenue and a number o f specific grants which fund part o f the 
expenditure on a specific service or activity. Thefiguresfor 1991—92 and 1992—93 
include payment of the community charge grant which financed the £ 1 4 0  reduction in 
community charges in 1991—92 announced in the 1991 Budget. A E F  also includes the 
transitional grants to assist with the transfer o f responsibilityfor education to Inner 
London boroughs and with the introduction o f the new local authority finance system 
(low rateable area grant and area protection grant).
 ̂A E F  and transitional arrangements are shown together fo r future years. For 

comparison therefore, the community charge reduction scheme is shown together 
with the components of A E F  in 1991-92 and 1992-93.

■' Comparisons between 1992—93 and 1993—94 are distorted by the 
effects o f transfers between departments and spending sectors. The
maiti changes reflect the transfer o f responsibilitYfor comtnimity 
care to local authorities and the transfer o f responsibility for the 
funding o f further education colleges and sixth form colleges from 
local authorities to the new Further Education Funding Councils 
and the Scottish Office.
5 Scottishfiguresfor 1994-95 and 1995-96 are illustrative;final 
figures will depend on the Secretary of State s decisions on the 
allocation of resources.
^^Most current grants outside A E F  finance wholly, or almost 
wholly, expenditure on certain natiofial policies which local 
authorities administer, such as community charge benefit, housing 
benefit and student awards.

1tota
endeXp

se



2 Public spending plans

Total local authority 2.31 Total local authority spending (including debt interest payments but 
expenditure including net of capital receipts) is made up of expenditure financed by local 

self-financed expenditure authorities out of their own resources (local authority self-financed
expenditure) and the planned level of central government support. As 
explained in Annex C, local authority self-financed expenditure is included 
in the control total.

I I

4

f

,

2.32 In 1992—93 total local authority spending is now expected to be about 
^69*8 billion. The estimate of outturn is about /^T9 billion above the 
projection in this year’s Budget mainly because of revised information on 
revenue budgets, a higher level of other current grants and new information 
on net capital spending (see Table 2.6). Annex A, Table 2A.11, breaks down 
local authority current and capital expenditure in the UK from 1987—88 to
1992- 93 by territory.

2.33 The level of total local authority expenditure in future years will 
continue to be substantially for local authorities themselves to decide, in the 
light of central government support, finance available from their own 
resources and, in particular, the implications for local taxation. The 
Government will, however, make full use of its powers to cap local 
authorities’ revenue budgets if this is required.

2.34 The new projection for total local authority expenditure next year is 
some ^1  billion above the projection in this year’s Budget. For 1994—95, the 
new projection is some ^0*8 billion higher. These changes reflect the higher 
than expected levels of local authority budgets, revised information on 
capital spending and the relaxation of the capital receipts rules (see 
paragraphs 2.37 and 2.38 below).

2.35 The projections for local authority self-financed expenditure are higher 
by some billion in 1993—94 and ;£0*8 billion in 1994—95 than the 
corresponding figures published at Budget time. These changes result from 
the relaxation of the capital receipts rules and revised information on the 
outturn for 1992—93 which has been projected forward.

2.36 Gross capital expenditure by local authorities in 1993—94 is assumed to 
be around ^9^  billion. Capital receipts, mainly from council housing sales, 
are projected to be around billion, giving net capital expenditure in
1993- 94 of billion. These projections take into account the increase in 
both receipts and gross capital expenditure expected as a result of the 
relaxation of the local authority capital receipts rules.

2.37 A significant proportion of local authority capital expenditure is 
financed by receipts from the sale of capital assets. At present, in England 
and Wales, 25 per cent of the proceeds of housing sales and 50 per cent of the 
proceeds of most other asset sales may be spent on capital projects; the 
balance must be set aside for debt redemption. This requirement is suspended 
from 13 November 1992 to 31 December 1993. Local authorities will be able 
to spend 100 per cent of new receipts which they receive during this period 
on capital investment, for example in housing, schools, roads, environmental 
projects, social services and other facilities.

2.38 The additional gross capital expenditure created by this measure is 
expected to be around ^200 million in 1992—93, ^^1,000 million in 1993- 
;^450 million in 1994-95 and ;^200 million in 1995—96.
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Table 2,6 Local authority expenditure^
^  million

Estimates of 
outturn New plans/projections

Changes from previous 
plans/projections

1991-92 1992-93 1993-94 1994-95 1995-96 1992-93 1993-94 1994-95

53 359 58 900 58 700 62 000 64300 500 100 0

10 830 10900 11 100 11000 10800 1400 1000 800

64189 69 800 69 800 73 000 75100 1900 1000 800

Central governm ent 
support for local 
authorities^

Local authority self- 
financed expenditure

T otal local authority  
expenditure^

* For definitions, rounding and other conventions, see notes in Annex A (page 30).
“ Comparisons between 1992—93 and 1993—94 are distorted by the effects o f transfers between departments and spending sectors. The main changes reflect the 
transfer o f responsibility fo r community care to local authorities and the transfer o f responsibility for the funding offurther education colleges and sixth form 
colleges from local authorities to the new Further Education Funding Councils and the Scottish Office.

Nationalised industries 2.39 Provision for nationalised industries’ external financing requirements is
shown in Annex A, Table 2A.10.

Value for m oney
2.40 All public services must make the best use of resources available to 
them. Citizens, as both customers and taxpayers, are entitled to expect high- 
quality services which are responsive to their needs, provided efficiently and 
at affordable cost.

2.41 The Citizen’s Charter (Cm 1599, July 1991) set out a programme for 
raising the standard of public services by finding more effective and efficient 
ways of delivering those services. A further white paper to be published 
shortly will report on progress and future developments. The white paper 
Competing for Quality (Cm 1730, November 1991) set out how the
Government is extending competition across the public services through 
market testing in order to secure better performance. The second Citizen’s 
Charter white paper will include market testing targets for individual
departments.

2.42 The Next Steps initiative is a vital means of ensuring that executive 
functions remaining in government can be delivered as effectively as 
possible. The 1992 Annual Review of Next Steps, to be published shortly, 
will set out the progress achieved so far by the existing 75 agencies in 
meeting key targets covering quality of service, efficiency and finance. More 
agency candidates are in the pipeline. The case for privatising or contracting 
out a function is examined before an agency is set up and regularly reviewed
thereafter.

2.43 Throughout the public services there is increasing emphasis on results 
and on making individual managers more accountable for them. 
Performance-related pay and the delegation of pay are being extended. 
Internal markets are being developed. Purchasing skills and techniques are 
being improved. Departmental planning and control systems are 
increasingly concentrating on strategic matters. For local authorities and the 
NHS, the Audit Commission is helping to identify savings opportunities and
spread best practice.

16
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Public sector pay
2.44 The public expenditure plans take account of the decision that public 
sector pay settlements in the coming year will be restricted to between 0 and 
H per cent to keep the growth in public sector paybills as low as possible. 
Without pay restraint, there would be less room for programmes, including 
the provision of services and capital projects, to help promote recovery and 
longer-term prosperity, within an overall total for public expenditure that 
the country can afford. In the expenditure plans, pay restraint will release 
sums of the order o i billion in 1993-94 with similar effects on the
paybill in future years. This policy will apply to the whole of the public 
sector and related bodies without exception regardless of whether the 
normal method for settling pay is by negotiation, or by applying a formula, 
or by reference to recommendations of a review body.

IS

2.45 The constraint will apply to all offers made by public sector managers 
from 12 November 1992. Any formal offers which have already been made 
will be honoured. The constraint will last for one year until it has been 
applied to all public sector groups.

2.46 Policy on public sector pay for future years will depend on a wide 
range of economic and other factors, including the development of 
performance pay and more decentralised pay arrangements. But the 
Government could not accept that a year of pay restraint should be followed 
by a series of catching-up settlements which would dissipate the benefits 
achieved. The Government will continue to pursue its long term objectives 
of increasing flexibility within public sector pay systems and of 
strengthening the link between performance and pay.
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The new plans: departm ental detail
2.47 The following paragraphs briefly describe the new plans for each 
department. The departmental reports to be published in the first half of 
February 1993 will give more details and will also include information on 
the output and performance of departmental programmes.

2.48 Table 2.7 analyses the control totals by department. Central 
government support for local authorities and the financing requirements of 
nationalised industries have been attributed to appropriate departments. The 
entry for the Department of the Environment includes payments of 
Revenue Support Grant and National Non-Domestic Rates to English local 
authorities. These finance, at local authorities’ discretion, a range of local 
services, including education, social services and other environmental 
services. Details of central government support for local authorities by 
department are shown in Annex A, Table 2A.9.

2.49 Table 2.7 also includes the external financing limits (EFLs) for the 
nationalised industries, set out separately in Annex A, Table 2A.10, and 
public corporations, totals for which arc shown in Annex A, Table 2A.7.

2.50 Spending by each department since 1987-88 is set out in Annex A, 
Table 2A.5 (cash terms) and 2A.6 (real terms).
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Table 2.7 New control total by department'
million

Estimates of
outturn New plans Changes from previous plans
1991-92 1992-93 1993-94 1994-95 1995-96 1992-93 1993-94 1994-95

Defence 23 015 23 800 23 520 23 750 23 220 220 570 480
Foreign Office 1 133 1360 1220 1210 1220 200 0 10
Overseas Development 1991 2 250 2270 2310 2360 100 0 30
Agriculture, Fisheries and Food 2219 2 280 2 820 2930 3110 60 590 630
Trade and Industry 
ECGD2

1880 1650 2 590 1 130 1060 120 1220 230
216 30 60 30 0 110 100

Employment 3 636 3 640 3 740 3 700 3 730 70 170 90
Transport 5 354 6 750 6430 6070 5 860 130 270 150
DOE— Housing 7 729 8610 7 880 8190 8190 880 40 10
DOE— Environment 1307 1560 1440 1210 1 130 280 230 20
DOE— PSA 52 60 120 20 50 10 80 10
DOE— Local government 28177 30 880 29 380 30 900 32 560 150 520 750
Home Office 5 573 5 970 6120 6 330 6490 140 10 70
Legal departments 
Education^

2 000 2400 2 590 2 780 2 940 280 380 490
6 342 6980 9 520 10120 10500 160 300 470

National Heritage 
Health^

889 1020 990 1010 1040 50 30 30
25 657 28 280 29 880 31240 32300 520 120 260

Social Security^’ 54 722 61 200 65 000 67100 70 800 1300 900 600
Scotland^ 11 744 12 670 13 450 13 960 14400 110 70 30
Wales^ 5 307 6 020 6300 6 560 6750 50 50 80
Northern Ireland"' 5 984 6 580 6910 7100 7340 60 50 50
Chancellor’s departments 3 394 3 560 3390 3 560 3 650 30 240 200
Cabinet Office— OPSS 1060 1 140 1250 1320 1350 10 10 30
Cabinet Office— other, etc 349 450 480 480 490 10 10 0
Local authority self-financed

expenditure 10 830 10 900 11 100 11000 10 800 1400 1000 800
European Communities 662 1770 1410 2 650 2 000 690 1 160 260
Reserve 4000 7000 10000 4000 4000 5 000
Adjustment 100 100

New control total 211 222 232 000 243 800 253 600 263 300 600 1900 4700

1 For definitions, rounding and other conventions, see notes in Annex A (page 30). See Annex E fior the composition o f each departmental grouping.
 ̂Changes from previous plans reflect lower interest rates.
 ̂Comparisons between 1992-93 and 1993-94 are distorted by the effects o f transfers between departments and spending sectors. The main changes reflect the

transfer of responsibility for community care to local authorities, the transfer o f responsibility for the funding o f further education colleges and sixth form 
colleges from local authorities to the new Further Education Funding Councils and the Scottish Office and the transfer o f responsibility for funding Scottish and
Welsh universities from the Department fo r Education to the Scottish and Welsh Higher Education Funding Councils. 
"^Excluding cyclical social security.

Defence
2.51 The Government’s aims for defence are to ensure the security and
freedom of the nation. Its strategy is based on the ability to adapt to change
both internationally and in NATO, the maintenance of force structures with
the flexibility and mobility to respond to new circumstances, and the
continuing pursuit of value for money.

2.52 The estimated outturn for defence in 1992-93 is a little lower than
previous plans, largely due to slower than expected progress on a range of
procurement and works projects.
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2.53 Defence expenditure will continue to fall in real terms. Over the next 
few years the benefits of the Options for Change review will be secured; and 
some further savings will be made consistent with the policy underlying 
Options. The Government retains its commitment to armed forces which, 
while smaller in number are well equipped, properly manned, housed and 
supported.

2.54 The reductions of ̂ S70  million and ;^480 million which have been 
made in 1993—94 and 1994—95 respectively reflect the effect of lower pay and 
inflation. Some changes will also be needed in commitments and capabilities 
in the light of the evolving security climate.

2.55 Excluding expenditure on the Gulf conflict, the reduction in defence 
expenditure between 1990-91 and 1995-96 is 11 per cent in real terms. As a 
percentage of GDP, but excluding all Gulf-related costs, expenditure is 
expected to fall from 3*9 per cent in 1992—93 to 3*2 per cent in 1995-96.

Foreign Office 2.56 The Foreign and Commonwealth Office (Diplomatic Wing) is
responsible for advising on foreign policy and representing the UK overseas. 
The new spending plans are now set at ^^1,220 million in 1993—94, ^^1,210 
million in 1994—95 and 1,220 million in 1995—96.

Overseas Developm ent 2.57 The Overseas Development Administration’s spending covers aid to
developing countries, assistance to the countries of central and eastern 
Europe and the former Soviet Union, global environment assistance and 
overseas superannuation. Spending in 1995—96 will be nearly 10 per cent 
higher than planned spending in 1992—93, or 0*7 per cent in real terms. UK 
aid through multilateral channels will continue to grow.

2.58 Aid to developing countries will increase by 3*5 per cent in 1993—94 to 
;C\-,900 million (a rise of 0*8 per cent in real terms) compared with 1992—93 
plans. Britain’s recognised high-quality aid programme will continue to 
focus on sustainable economic growth and social development, on the 
reduction of poverty and on promoting good government.

2.59 A significant increase in provision has been made for the countries of 
central and eastern Europe and the former Soviet Union. Planned provision 
will grow by ^143 million to ;jQ̂ 31 million between 1992—93 and 1995-96, 
to provide for the continuation of bilateral Know-How Funds, and to fund 
contributions to the European Bank for Reconstruction and Development 
and European Community aid.

Agriculture, Fisheries 2.60 The department’s main aims are to create the conditions in which
and Food efficient agriculture, fisheries and food industries can flourish, to prevent

flooding and coastal erosion, to enhance the rural and marine environment, 
to protect farm animals, to protect the public by promoting food safety, 
taking action on animal diseases transmissible to man and protecting essential 
supplies.

2.61 Spending on agriculture is to a large extent determined by the 
European Community’s Common Agriculture Policy (CAP). A major 
reform of the CAP was agreed by EC agriculture ministers in May 1992, 
aimed at promoting a more market-oriented agriculture industry and 
curbing overproduction. Overall these changes, which include substantial
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price reductions for a number of commodities, are expected to reduce
significantly the cost of the CAP to consumers and to produce a net
economic benefit to the UK after taking into account substantially increased
public expenditure on the agriculture programme. The higher level of
expenditure reflects significantly increased direct payments to farmers,
intended to compensate them for reduced support prices. There arc also
increases in the sterling value of CAP subsidies in the UK as a result of the
recent exchange rate changes, but reductions because of other market factors.

2.62 There are a number of increases and reductions to the domestic
agriculture element of the programme, including increased provision in
respect of forecast expenditure on compensation for slaughter of animals
under the bovine spongiform encephalopathy (BSE) control programme.

Trade and Industry 2.63 The Department of Trade and Industry’s (DTI) main aim is to
encourage wealth creation through a competitive and open economy. To
this end the DTI works to ensure that markets at home and abroad are open.
fair and competitive, to sec that UK business is best placed to take full
advantage of market opportunities and to champion all those involved in
wealth creation.

2.64 DTI’s spending plans are consistent with these objectives. The
President of the Board of Trade’s initiative to reorganise the structure of the

July
help DTI to identify and deal with industry’s concerns more effectively.
DTI’s objectives will continue to be pursued across a wide range of
programmes in support of industry, including the programmes of the
previous Department of Energy. But last year’s plans for some budgets have
had to be constrained, to find the savings needed as DTI’s contribution to
keeping a firm grip on the public expenditure total.

2.65 Provision is also made for the external financing limits (EFLs) of
British Coal, British Shipbuilders, Nuclear Electric and the Post Office. The
precise figures for British Coal will be reassessed following the coal review.

provision being made, on a prudent basis, for higher restructuring and/or
operating costs than previously assumed. The plans also involve an increase
in the cash surpluses of Nuclear Electric and the Post Office. The Post Office
figures take account of the proposed sale of Parcelforce.

2.66 The spending plans of the Office of Fair Trading (OFT), the Office of
Telecommunications (OFTEL) the Office of Gas Supply (OFGAS) and the
Office of Electricity Regulation (OFFER) have been reviewed in the light of
the tighter public expenditure environment. All these plans have been scaled
down accordingly, although the increased workload likely to arise from the
Competition and Service (Utilities) Act 1992 has also been taken into
account.

Export Credits 2.67 The department provides credit insurance facilities for UK exports.
Guarantee Department ECGD supports the provision by banks of export finance at fixed rates of

interest, paying the banks tbe difference between the cost of their funds and ̂ r / o 4

the fixed rate they offer to exporters. The new plans largely reflect changes
*in the estimated cost of interest support.

Tra; spo
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Em ploym ent 2.68 The department provides a wide range of measures offering training
for young people and the unemployed and other help to prepare for work, 
find jobs or set up a business. The measures are delivered mainly by Training 
and Enterprise Councils or the Employment Service. The new plans provide 
for total spending by the department of ̂ 3,740 million in 1993—94. This 
includes some national programmes, although the Scottish and Welsh 
Offices have separate provision for the main training and enterprise 
programmes.

2.69 The plans allow for an increase in the proportion of school leavers 
expected to enter youth training, the introduction of a new adult training 
and work experience programme (Training for Work), and a big increase in 
Employment Service measures to help the unemployed find jobs.

n.

Transport 2.70 The department’s aims are to provide a safe, cost-effective and
environmentally friendly road and public transport system. Spending on 
national roads in 1993-94 and 1994—95 remains at the levels set out in the 
previous plans. The Government remains committed to the roads 
programme. Investment in trunk roads and motorways will more than
double from 1,000 million in 1988—89 to ^2,059 million in 1995-96.

N'

2.71 The department’s programme also includes credit approvals and capital 
grants in support of local authorities’ capital spending on improving the 
local road network and other transport facilities. Central government

x;3i
T51 million in 1994—95

authority capital programmes will benefit from the relaxation of the capital 
receipts rules (see paragraphs 2.37 and 2.38). Support for local public 
transport is unchanged in relation to previous plans.

iC
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Transport—nationalised 2.72 The departmental totals also include the external financing limits
industries (EFLs) of three nationalised industries—British Rail (BR), London

Transport (LT) and the Civil Aviation Authority (CAA). B R ’s EFL is 
increased by million over previous plans for 1993—94 and by ;,{̂ 100
million in 1994—95. This should enable B R  to finance investment of over 
billion in 1993—94, and a total of around ^ 3  billion in the Survey years. This 
will include new rolling stock to complete the ;£800 million programme to 
modernise services for inner Kent commuters, and completion of the 
billion project for new passenger services through the Channel Tunnel. The 
new plans for LT are for EFLs of billion in 1993—94, ^960  million in 
1994—95 and £950  million in 1995-96. This should allow investment in 
excess of £ \  billion in each of the plan years, higher than at any time in the 
past 20 years. This includes provision for the completion of the £750  million 
modernisation of the Central Line and for the start of main construction 
work on the £1*9 billion Jubilee Line extension, subject to the satisfactory 
completion of negotiations.

I DO E—Housing 2.73 The principal long term objective of the Government’s housing policy
is to put a decent home within reach of every family through expanding the 
opportunities for home ownership and through widening the choice of 
rented accommodation.
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2.74 Together with the package of housing market measures (see paragraphs 
2.76 and 2.77) the plans will enable the Housing Corporation’s capital 
programme to support the provision of more than 153,000 additional social 
rented homes by housing associations between 1992-93 and 1994-95

2.75 Resources for local authority capital spending on housing have been
reduced from last year’s plans, but local authorities will benefit substantially
from a relaxation of the rules governing the spending of their capital receipts 
(see paragraphs 2.37 and 2.38).

2.76 Substantial resources are to be provided in 1992-93 for spending on a 
package of housing market measures. The funds will mainly be used to 
reduce the number of empty properties in the owner-occupied market while 
at the same time adding to the stock of social rented housing.

2.77 A total of ̂ ^11  million will be made available to housing associations 
in England through the Housing Corporation to finance the purchase of 
existing satisfactory properties for letting. /^50 million will be provided for 
Cash and Tenants Incentive Schemes to provide grants for housing 
association and local authority tenants to purchase homes on the open 
market. A further (̂̂ 123 million is to be divided between Scotland, Wales 
and Northern Ireland for similar housing measures and other capital projects.

D O E—Environm ent 2.78 This programme covers a wide range of services, mainly for
environmental protection, countryside and nature conservation and inner 
cities, and a number of local authority services.

2.79 The new plans provide for additional resources for round two of City 
Challenge while expenditure on Urban Development Corporations and the 
Urban Programme is to fall over the period. Substantial additional provision 
has been made to facilitate the take-up of European Regional Development 
Fund (ERDF) grants. There are reductions in expected New Towns and 
Property Holdings receipts compared with previous plans.

D O E— PSA  Services 2.80 The settlement reflects the continuing redundancy programme and a
reduction in trading receipts by the public sector which will result from the 
planned privatisation of PSA Projects and the five building management 
businesses.

H om e Office 2.81 The department’s main aims include combating crime cost-effectively
by providing for the needs of the police, prisons, and probation services and 
operating a firm and fair system of immigration control. Central 
government expenditure will increase in 1993—94 by some million on 
previous plans. This will allow for increases in compensation payments for 
criminal injuries, additional prison accommodation and new measures to 
divert offenders from custody. Provision for immigration, and central police
and other services, is reduced.

2.82 Provision for local authorities in 1993—94 will be some ^^50 million 
lower than in previous plans. The main reductions are in support of current 
spending. The sums for probation provide for the implementation of the
Criminal Justice Act 1991.

N;
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Legal Departments 2.83 The programme covers spending on the Lord Chancellor’s
Department, Northern Ireland Court Service, Crown Prosecution Service, 
Serious Fraud Office, Treasury Solicitor’s Department, Land Registry,
Public Records Office, and Crown Office (Scotland). These departments are 
collectively responsible for the administration of justice, prosecution of 
criminal cases, provision of legal advice to government, land registration and 
maintenance of records.

2.84 Provision has been adjusted within the programmes and has been 
increased overall by ^380 million in 1993—94, which is mainly accounted for 
by legal aid. The plans take account of the Government’s policy for reform 
of legal aid through better targeting of eligibility, standard fees for criminal 
cases, prescribed hourly rates for civil cases and franchising. These reforms 
will combine quality control beneficial to clients and speedier and more 
certain payment for lawyers with value for money for the taxpayer. The 
plans also allow for the effect on the Crown Prosecution Service of new 
legislation, such as the Road Traffic Act 1991.

Education 2.85 The programme covers spending on further and higher education in
England, grant-maintained schools and city technology colleges, and support 
for local authorities’ capital spending through credit approvals.

1

2.86 Further education and sixth form colleges will be transferred out of 
local authority control in April 1993. The funding provided will finance 
efficient growth in student numbers of 25 per cent between 1992—93 and 
1995-96. Recurrent funding for higher education institutions from fees and 
grant will increase by 7*3 per cent between 1992—93 and 1993—94. The value 
of support available to each student from loans and maintenance grants will 
be maintained in real terms. These increases should enable the proportion of 
young people entering higher education next year to remain at its present 
record level, whilst allowing institutions a period of consolidation following 
the successful rapid expansion of student numbers in recent years.

1 1

2.87 Provision for grant-maintained schools will rise by ^90  million in
1993-94, ;£230 million in 1994—95, and ;£380 million in 1995—96 to finance 
the Government’s policy set out in the White Paper “ Choice and 
Diversity ” . The Government’s expectation remains that most secondary 
schools and a significant proportion of primary schools will have become 
grant-maintained over the Survey period. Allowing for the use of receipts 
by local education authorities. Government provision will make it possible 
for gross capital expenditure on schools in 1993-94 to be maintained at least 
at the same level in real terms as in 1992—93.

I

e

National Heritage 2.88 The Government’s aims arc to encourage public appreciation of the
arts, participation and the pursuit of excellence in sport, and preservation of 
our national heritage. Provision will enable the completion of the new 
British Library building at St Pancras, the underpinning of the new 
Sportsmatch scheme and some additional help to the British Film industry.

1r
Health 2.89 The programme covers spending on the National Health Service and

personal social services in England, and the Office of Population, Censuses 
and Surveys (OPCS).

I
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plans (3 per cent higher in real terms). Cash provision for the NHS in the

2.91 Total current spending on hospital and community health services
(HCHS) in England is planned to rise from ;^19-3 billion on 1992-93
forecast outturn to ;;T20T billion in 1993-94 (an increase o f IT  per cent in
real terms). Hospitals will treat more patients than ever before, and the
rationalisation o f  London’s health services will begin. HCHS capital
spending will be maintained in real terms. Provision for the family health
services allows for forecast demand. There are additional funds for centrally
financed services and for targeted payments to local authorities, in particular
^ 5 3 9  million as a special grant for community care. Spending on the OPCS
will decline from ^ 41  million in 1992-93 to ^ 3 3  million in 1993—94,
reflecting the run down after the 1991 census.

Social Security 2.92 The programme provides for social security benefits (including local
tax rebates), except rent rebates in England and Wales, and for the cost o f
paying benefits and collecting contributions. The plans allow for the higher
benefit rates from April 1993 announced by the Secretary o f State on
12 November. Changes in planned spending on cyclical social security are
described in paragraph 2.107.

2.93 The plans take account o f  the 1992 Budget decision to increase benefits
for less well off pensioners. There are also a small number o f carefully
targeted additions to expenditure, including a 12 per cent increase in gross

over the Survey period from measures which do not affect legitimate
claimants’ entitlements, including greatly increased anti-fraud activity.
Provision for administration has also been increased, to maintain service to

^ 3
has been transferred to other programmes for the implementation o f the
new community care arrangements in April 1993, as the Secretary o f State
for Health announced on 2 October 1992.

2.94 The plans allow for revised estimates o f the number o f beneficiaries.
and provide for further uprating o f benefits in April 1994 and April 1995.
The assumptions used for benefit upratings, and for unemployment, are set
out in Annex D.

Scotland, W ales and 2.95 The net changes in these programmes mainly reflect the effects of
N orthern Ireland changes in comparable programmes for England. The population based

formulae used to determine those consequential changes have, however.
been updated in the light o f the 1991 census. As in past years, with the

Wales
Wales

and Northern Ireland on the distribution o f resources within their
responsibilities will be announced later. For the purposes o f this Statement, a
notional split between and within spending programmes has been assumed
taking account o f  the pattern o f  expenditure in 1992-93.

' All figures exclude sums o f ,£407 million in 1992-93 and £ 6 7 4  million in 1993-94 which represent the interest 
payments which are made to the Consolidated Fund by NHS trusts and which are not part o f the control total.
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Chancellor’s departm ents 2,96 The bulk o f the spending on the Chancellor’s departments is accounted
for by the Inland Revenue and Customs and Excise. The new plans for the 
Chancellor’s departments include substantial savings on running costs and 
continuing efficiency gains. Estimates o f expenditure by the Inland Revenue 
on payments o f life assurance premium relief and mortgage interest relief to 
non-taxpayers have been reduced. Resources for the Inland Revenue to 
process claims for repayment o f  tax on bank and building society interest 
have been reduced in the light o f new forecasts o f the number o f claims.

Office o f  Public Service 2.97 The programme covers spending on basic and strategic research,
and Science central co-ordination and development o f the Citizen’s Charter initiative,

improving management in central Government, and the provision o f 
services to Government and the wider public sector.

2.98 Provision for the Research Councils will be ^ 1,170 million in 1993—94, 
including ;£125 million o f expenditure on research projects in universities, 
which is now channelled through the Research Councils rather than the 
Higher Education Funding Councils, and ^£6 million o f EC receipts and 
non-voted expenditure on the Institution o f Plant Science Research.
Excluding these factors the Science Budget will be about 1 per cent higher in 
real terms than in 1992—93. Extra provision o f around million a year has 
been made available for central work on the Citizen’s Charter.

ts

European C om m unity 2.99 Net payments are lower compared with the previous forecast because
o f a reduction in the U K ’s gross contributions as a consequence o f  a lower 
forecast o f agricultural expenditure and a lower U K  contribution share ffian 
previously forecast. In addition, the Government expects substantially higher 
agricultural guarantee receipts as a consequence o f CAP reform. The uneven 
profile results from the timing o f adjustments to the U K  contributions, 
mainly because contributions are paid on the basis o f agreed estimates and 
adjusted in the light o f outturn, and from subsequent corrections to the U K ’s 
abatement.

Science and technology 2.100 In total, planned central government spending on civil science and
technology, excluding launch aid, should rise from under billion in
1992—93 to over ^ 3 ‘7 billion by 1995—96—a modest increase in real terms 
over the Survey period.

ly

a
1

1.

Running costs 2.101 The departmental plans described above incorporate running costs
including, for the first time, the accruing pension costs o f all civil servants. In 
aggregate, running costs, gross o f receipts, will be £20-5  billion in 1993—94—  
broadly the same as the forecast outturn for 1992—93. The plans for 1994—95 
and 1995-96 include /^20*8 billion and ^21-1 billion respectively for running 
costs. The figures reflect a reduction in pension charges from 17*0 per cent o f 
pensionable pay bills in 1992—93 to 13^ per cent in 1993—94 and efficiency

s

savings exceeding 1-j per cent a year. The share o f the control total set aside 
for running costs will fall from 8*9 per cent in 1992—93 to 8*0 per cent by
1995-96.

Capital spending 2.102 Plans for capital spending in 1993—94 arc inevitably uncertain at this
stage, because final decisions have not yet been taken on the allocation of 
provision in a number o f areas. Detailed plans for capital expenditure by 
central government and nationalised industries will be published in the 
Supplement.
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2.103  It IS estimated that general government asset creation in 1993-94 has 
been increased as a result o f  the decisions announced in the Autumn 
Statement. Increases in local authority capital spending in response to the 
relaxation o f  the capital receipts rules have more than offset reductions in 
central government capital spending and capital grants and credit approvals 
to local authorities. The change in central government capital spending 
reflects reductions in government funding o f housing associations, which are 
expected to be offset by an increase in finance from the private sector.

2.104  The prospects for nationalised industries’ internal resources have been 
worsened by the recession. The effect o f  this on investment will depend 
partly on decisions taken by the industries themselves, but it is estimated that 
asset creation in 1993-94 will be around f Z  billion.

2.105 In accordance with national accounts conventions, general 
government expenditure is measured net o f  receipts from sales o f land and 
existing buildings. Estimated receipts by central government in 1993-94 of 

billion are deducted from the relevant programmes. Local authority 
receipts, mainly from right to buy sales, are projected to be some 
billion in 1993—94, around the average o f  the last three years. Details are 
given in Annex A, Table 2A.13.

Other public expenditure
2.106 In addition to expenditure within the control total, general 
government expenditure also includes cyclical social security, privatisation 
proceeds and debt interest (see Table 2.3). The following paragraphs describe 
the projections o f  these items, which are needed to provide a path for GGE 
in the three Survey years. Details o f  the other technical adjustments needed 
to relate the control total to GGE (national accounts adjustments) will be set 
out in the Supplement which will be published early next year.

C yclical social security 2.107 For the purposes o f  the new public expenditure control arrangements,
cyclical social security has been defined as unemployment benefit and 
income support paid to non-pensioners. Planned spending on cyclical social 
security for 1993-94 is 16 per cent higher in real terms than 1992-93. The 
average annual growth in the three years to 1995-96 is 9^ per cent. These
plans are based on the assumptions for the R P I and the number of 
unemployed people set out in Annex D.

Privatisation proceeds
/)5y billion in 1994—95 and ^ 1

billion in 1993-94

Debt interest X17
^ 2 8

payments declined as a proportion o f GDP from 5^ per cent in 1981—82 to 
about 3 per cent in 1991—92. But with the public finances moving into 
deficit in recent years debt interest payments are projected to rise to about 4
per cent by 1995—96.

2.110 Annex Table 2A.12 shows the totals for gross and net general 
government debt interest.
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2 Public spending plans

las

als

are

Private finance
2.111 Changes have been made to the arrangements for privately raised 
finance. The objective is to find new ways o f mobilising the private sector to 
meet needs which have traditionally been met only by the public sector. The 
new arrangements are based on risk, which needs genuinely to be borne by 
the private sector.

len

hat

f

2.112 In future, i f  the private sector is wholly responsible for a project 
which needs Government approval and can recoup all its costs by charges at 
the point o f use, comparison with a theoretical public sector alternative will 
not be needed. Such a project will normally be put to competition. Under 
the current rules a comparison has generally been required if  a project is one 
which the Government might have undertaken itself.

2.113 Secondly, the Government v/ill actively encourage the private sector 
to take the lead in jo in t ventures. Participation by the private sector will be 
let by competition. The Government will specify its contribution in terms o f 
money and risk. It is willing to consider debt and grant finance for such 
projects. I f  it takes an equity stake, it will not be a controlling one.

be

et

ts,

2.114 Thirdly, the public sector will have greater opportunity to use leases 
where they offer best value for money. The capital value o f leased assets 
apart from property is at present usually offset against spending allocations 
unless the lease meets only a short-term need. In the future, the criterion will 
in all cases be based on risk, which is also the principle underlying the 
relevant accounting standard. Departments and nationalised industries will 
be able to enter into operating leases and count only the leasing payment 
against their provision, provided the great majority o f  the risk stays with the 
private sector.

il

1

f
t

i'

7

)

2.115 In addition, the Government will be looking for further opportunities 
for the private sector to provide services for which the public sector is 
responsible, and in which the greater part o f the cost involves capital.

2.116 Under the new arrangements, privately financed spending will be 
additional to public provision. The spending which is financed by 
Government will come out o f departmental spending allocations. This is 
consistent with the principle that the control total should cover the spending 
which the public sector undertakes, or which it controls.

•4
2.117 The Secretary o f State for Transport will publish a Green Paper early 
in 1993 on the scope for charging for the use o f inter-urban roads. If, in the 
light o f consultation, the Government decides to proceed with charges, this 
could create significant new opportunities for private finance.
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2 Public spending plans

Help for exporters
2.118 U K  exporters o f  project equipment and other supplies requiring 
medium or long term finance rely heavily on the guarantees provided by the 
Export Credit Guarantees Department. ECG D  must, o f course, continue to 
take a prudent approach to managing its exposure. But in present 
circumstances, and to enable exporters to compete more effectively, the 
President o f the Board o f Trade is taking steps to make available for a 
number o f  important markets a further million o f ECGD cover—
^ 2 0 0  million in 1992-93 and ;^500 million in 1993—94. The increase in 
cover will assist project exports (such as power stations, water treatment, 
transportation systems and aircraft) sold on the basis o f medium or long 
term credit, particularly to developing countries. The additional cover does 
not count as public expenditure or against the P S B R , but could lead to calls 
against the P S B R  in future years if  E C G D ’s guarantees are called.
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proceeds).

Table 2A.4 The new control total and general government expenditure (excluding privatisation
proceeds) in real terms.

Table 2A.5 New control total by department.

Table 2A.6 New control total by department in real terms.

Table 2A.7 Central government expenditure within the new control total by department.

Table 2A.8 Central government expenditure within the new control total by department in
real terms.

Table 2A.9 Central government support for local authorities by department.

Table 2A.10 Financing requirements of the nationalised industries by department and industry 

Table 2A.11 Local authority expenditure.

Table 2A.12 General government debt interest.

Table 2A.13 General government transactions in land and existing buildings.
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Annex A to Chapter 2

Definitions and conventions
Rounding conventions 2A.1 For tables presenting the new plans the following conventions apply:

Future years: Departments’ spending totals within the control total are
rounded to the nearest ^10 million (except for non-cyclical social security, 
which is rounded to ^100 million). The control total and spending sector 
totals (except public corporations) are rounded to the nearest £100 million.
Figures for items outside the control total are rounded to the nearest £500 
million, except for GGE (excluding privatisation proceeds) which is rounded 
to the nearest £100 million. In this latter case this does not imply accuracy to 
that degree.

1992-93: The rounding conventions adopted for items within the control 
total for future years also apply to figures for 1992-93, to reflect their 
provisional nature.
Figures for items outside the control total are rounded to the nearest £100 
million.

2A.2 Changes and totals in the tables are based on unrounded figures. They may 
therefore differ from the changes and sums of the rounded figures.

2A.3 For tables which include figures in real terms, all figures are rounded to the 
nearest £ 0 T  billion, apart from items between the control total and GGE 
(excluding privatisation proceeds), which for future years are rounded to the nearest
£0*5 billion.

2A.4 Some figures may be subject to detailed amendment before the publication of 
the Statistical Supplement to the 1992 Autumn Statement early in 1993.

Calculation o f changes 2A.5 Changes from previous plans are differences from the plans and projections 
from previous plans and for 1992—93 to 1994—95 in the 1992 FSBR (HC 319), after account is taken of

projections classification changes and transfers and switches between departments. Annex B
describes the principal technical changes affecting departmental programmes and 
shows how changes from previous plans are calculated.

Real terms figures 2A.6 Figures in real terms are cash levels adjusted to 1991-92 price levels by
excluding the effects of general inflation as measured by the GDP deflator. The 
deflator series used is adjusted for years up to 1990—91 to remove the distortion 
caused by the abolition of domestic rates. A description of the method of 
adjustment was set out in Annex C to the 1990 Autumn Statement.

Central government 2A.7 This includes the financing requirements of trading funds and public
expenditure corporations other than the nationalised industries. Cyclical social security spending

is excluded from the measure of central government spending within the new
control total.

Central government 2A.8 This includes such items as mandatory student awards and community charge 
support for local authorities benefit which are administered by local authorities but all or most of the cost of

which is paid by central government.

Local authority self- 2A.9 Local authority self-financed expenditure is the difference between total local 
financed expenditure authority expenditure, including debt interest but net of capital receipts, and centra

government support to local authorities included within the control total.

Adjustment 2A.10 Tables setting out the estimated outturn for the new control total in 1992-93
include an adjustment for the difference between the assessment of likely outturn
and the sum of the other components shown.
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C alcu lation  o f  changes fro m  prev iou s plans and projections
Presentation o f changes 2B.1 Changes shown in this statement are differences from the plans and

projections for 1992-93 to 1994-95 presented in the 1992 Financial Statement and 
Budget Report (HC319), after the effects of classification changes and transfers and 
switches between departments arc taken into account.

2B.2 The estimated outturn for 1992-93 and the new plans for 1993-94 to 1995 
take account of a number of significant technical adjustments to departmental 
provision agreed since the last Autumn Statement. These changes cover transfers of 
functions or financing responsibility between departments, and changes in the way 
in which expenditure is measured (described as classification changes). The main 
technical changes are described below. Tables 2B.2 to 2B.4 show how these are 
taken into account in calculating the changes from previous plans and projections, 
set out elsewhere in this Statement.

Transfers and switches 2B.3 These result from decisions to transfer responsibility for specific functions
between departments or changes in the way of financing particular activities, for 
example following the introduction of repayment. In the case of transfers of function, 
adjustments are made to past years’ data as well as to plans to enable consistent year 
on year comparisons to be made. Changes in financing arrangements are treated in 
the same way as other decisions taken in the Survey, ie provision is adjusted from the 
time of the change, as appropriate, but past figures are left unchanged.

Transfers o f function 2B.4 The tables in this Statement reflect the changes in departmental
responsibilities made during 1992. The principal changes involved are:

(i) Allocation of responsibility for energy matters generally to the 
Department of Trade and Industry, and for energy efficiency to DOE, 
following the disbanding of the Department of Energy.

(ii) Creation of the Department of National Heritage, taking responsibility for 
arts (from the Office of Arts and Libraries), home broadcasting (from the 
Home Office), sport (from Education), heritage (from Environment), 
tourism (from Employment) and film projects (from the Department of 
Trade and Industry).

(iii) Creation of the Office of Public Service and Science, from Cabinet Office 
(Office of the Minister for the Civil Service), taking science from 
Education and Science (now Department for Education), and CCTA, 
CCC, HMSO and COI from the Chancellor’s Department.
Transfer of responsibility for magistrates courts’ from the Home Office to 
the Lord Chancellor’s Department. This change was reflected in the Main
Estimates for 1992-93.

Changes o f financing 2B.5 The principal changes in financing responsibility which affect the new plans
responsibility are:

i
r

From 1993—94 local authorities will be responsible for provision of 
residential care for people who need it under the arrangements announced 
in the 1989 White Paper “ Caring for People ” (Cm 849). This gives local 
authorities the responsibility for a single budget to cover the costs of social
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care, whether in the person’s own home or in a residential care or nursing
A  ^  ^  «  A  ^  r  A  A  A

home. In preparing for this change provision has been transferred from the
■  ^  4  ^  _

Department of Social Security to the Department of Environment, the
•  T  ▼  1 1  1  •  1  y  «  4  _  _ _  _  ^  ^  ^Welsh
provide the additional finance required by local authorities and the NHS.
Similar changes have been applied also in Northern Ireland. The
adjustments to previous plans for income support expenditure affect both

1 1 * 1 1  ! • !  • Hthe cyclical and non-cyclical components of social security expenditure.

Responsibility for the funding of further education colleges and sixth form
colleges, formerly under the control of local authorities, will transfer from
1993-94 to the new Further Education Funding Councils in England and
Wales and to the Scottish Office, as appropriate. As a result of this change,
additional provision will be made available to the Department for
Education, the Scottish Office and the Welsh Office. This is offset by
equivalent reductions in Revenue Support Grant in England, Scotland and
Wales, as responsibility moves from local authorities.

Responsibility for funding Scottish and Welsh universities will transfer
from 1993—94 from the Universities’ Funding Council to the Scottish and
Welsh Higher Education Funding Councils.

(iv) Responsibility for training in Wales has moved from the Department of
Employment to the Welsh Office. This change was reflected in the 1992-93
Main Estimates.

Classification changes 2B.6 These reflect changes in the way spending is measured and are applied across
the whole nine years covered by the tables in the Autumn Statement, so that
consistent assessments of trends can be made. There are two significant changes
incorporated in the figures in this Statement. The basis of the measurement of the
costs of Civil Service and Armed Forces pensions has been changed to reflect the
introduction of charging for accruing pension liabilities. The second change relates
to the measurement of the cost of health services provided by NHS trusts. These
changes are described in more detail below.

Treatment o f  pensions White
proposals being developed to charge all accruing superannuation costs to
departmental budgets from 1 April 1993. The necessary arrangements for this have
now been made for the Civil Service and Armed Forces pension schemes.

2B.8 Departments and agencies operating as trading funds and a number of other
bodies pay superannuation charges to the Civil Superannuation Vote as they accrue.
But, for the majority, the cost of pensions arc met by the Treasury as they fall to be
paid and are not charged to departments. The running costs of most departments
therefore understate the full cost of employing staff. Although a variety ot measures

*  «  •  •  •  I

are in place to prevent the understatement being ignored when decisions are taken,
it would be in line with the thrust of management reform to ensure that
superannuation costs are more directly presented. As “ Competing for Quality

^  A  M  M  M  ■noted, full transparency of current costs is important for maximising incentives to
^  ^  A  ^  1  *

increase efficiency and for promoting sound decision making.

2B 9 From 1 April 1993 departments and agencies will be charged for the cost ot
pension cover provided for their staffs. These charges will be paid to the Civil
Superannuation Vote where they will be appropriated in aid. They wi "̂e an
integral part of departmental paybills and will be considered as part ot t leir pu ic
spending provision, along with all other staff costs.

I
t

‘if

Trtatirif

Serviices 1
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2B.10 Similar changes are being introduced from 1 April 1993 for the Armed 
Forces pension scheme. In future MOD budget holders will also meet accruing 
superannuation charges in their delegated budgets for armed forces personnel. As 
for the Civil Service, budget holders will pay accruing charges to the Armed Forces 
Pensions Vote, where they will be appropriated-in-aid of gross pension payments.

2B.11 These changes in the measurement of pension costs have no implications for 
the benefits available under either scheme.

2B.12 The net expenditure on the Civil Superannuation and Armed Forces 
Pensions Votes (ie pensions in payment, less accruing superannuation liability 
charges received) will be excluded from the control total, mirroring the treatment 
that has applied for several years for the teachers’ and NHS schemes.

Effect on profiles 2B.13 These changes will come into force from 1 April 1993. To avoid
complicating comparisons over time, the figures in this Statement for earlier years 
have been similarly adjusted.

2B.14 Tables 2B.2, 2B.3 and 2B.4 show the effect of this change on individual 
departmental budgets between 1992-93 and 1994—95. Table 2B.1 shows the overall 
effect of the change in the treatment of pensions on the planning and control totals 
from 1987-88 to 1994-95.

2B.15 Rates of accruing superannuation liability charge for the Civil Service 
pension schemes are assessed periodically by the Government Actuary’s 
Department. The rates are determined by the demographic characteristics of the 
members of the scheme, by the benefits available, and by an assessment of the 
investment climate.

» 1

\ L

cr

[S

2B.16 For the PCSPS rates of 22 per cent and 19 per cent of pensionable paybills 
were applicable in 1987—88 and 1988—89 for non-industrial and industrial staff, 
respectively. Between 1989-90 and 1992-93 the rates were 17 per cent and 16 per 
cent. From 1993—94 they will be 139 per cent and 12 per cent. It is intended, as 
appropriate and when the necessary management information becomes available, to 
move to charges tailored to the particular circumstances of individual departments 
and agencies.

2B.17 From 1991—92, the cost of the accruing superannuation liability charge for 
the Armed Forces Scheme has been assessed at 31 per cent of basic paybills for 
officers and 21 per cent for other ranks. Between 1987-88 and 1990-91, the rates 
were 34^ per cent and 20 per cent for officers and other ranks.

Treatment in the National 2B.18 The implications of charging for accruing pension liabilities are being
Accounts assessed by CSO in the light of possible revisions to the international national

accounting standards. For the present, and until this work is complete, there will be 
no change in the national accounting treatment of public sector pensions. A new 
accounting adjustment has been introduced between the control total and GGE to 
reflect the retention of the existing national .accounts treatment.

Services provided by NHS 2B.19 In previous public expenditure publications, purchases of health care from
Trusts NHS trusts have been measured at price levels which cover trusts’ liability to 

remunerate their debt to the Consolidated Fund.

It

2B.20 Thus health authorities’ purchases from trust hospitals have included cash 
elements which have then been paid back to the Exchequer as interest (and other) 
payments. This contrasts with the position for non-trust hospitals who do not have 
such debt to remunerate to the Exchequer. The difference arises because of the 
trusts’ position as public corporations, outside the general government sector. Debt 
remuneration payments by trusts to the Exchequer score on the income side of the 
government accounts, not as negative public expenditure.
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2B.21 The effect has been to inflate health spending and to distort assessment of
With the growth in the number of trusts since 1990-91

an increasing addition to measured health provision, which has overstated the
growth in real resources. From this Statement the additional cash costs on the health 
programme to reflect trusts’ liability to remunerate this debt will be excluded from 
the control total.

2B.22 The control total has been adjusted from 1991-92 to 1995-96 to reflect this
change. The figures which have been excluded in the calculation of changes from
previous plans are shown in Table 2B.1.

2B.23 The status of trusts as public corporations has not been changed. To reflect
the national accounting treatment of trusts, the debt remuneration element of trusts’
charges to health authorities, which is a part of general government expenditure, is
included as a new national accounting adjustment.

Calculation o f  changes for 2B.24 Tables 2B.2, 2B.3 and 2B.4 show the comparison of the figures in this
individual departments Statement with previous plans. Transfers of function and the effect of the change in

pensions treatment are shown separately.

2B.25 Table 2B.2 presents the changes for 1992-93 for the planning total, ie on the
basis on which spending in the current year was planned and is being controlled.
Changes for 1993—94 and 1994—95 are set out in Tables 2B.2 and 2B.3 for the new
control total.

2B.26 Further analysis of changes from the plans in Cm 1920 will be presented in
the Supplement to the Autumn Statement, to be published early next year.

Table 2B.1 Classification changes since the 1992 Financial Statement and Budget Report
^  million

1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95

Change in treatment of civil 
service pensions

Additions to departments’ paybills 1 280 1 351 1 132 1255 1360 1 480 1210 I 250

Removal of pensions in payment - 1  265 - 1  342 ~1 456 -1 5 5 5 - 1  658 - 1  800 -1 8 6 0 -  1 960

Net effect o f change 15 9 -3 2 4 -3 0 0 -2 9 8 -3 2 0 -6 5 0 -7 1 0

Change in treatment o f Armed 
Forces’ pensions

Additions to Armed Forces’ 
paybills 831 878 927 995 1 114 1 100 1090 1 060

Removal o f pensions in payment - 1  070 - 1  050 - 1  183 -1 3 0 1 - 1  458 -1 6 1 0 - 1  800 -  1 910

Net effect o f change -2 3 9 -1 7 2 -2 5 6 -3 0 7 -3 4 4 -5 1 0 -7 0 0 -8 5 0

NHS trusts’ debt remuneration -1 3 4 -4 2 0 -6 7 0 -8 7 0

Other changes 2 2 0 - 2 - 2 3 - 2 0 -2 0 -2 0

T otal classification changes 
affecting the planning and 
new  control total -2 2 2 -1 6 1 -5 8 0 -6 0 9 -7 9 9 -1 3 0 0 - 2  000 - 2  400
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Table 2B.2 Planning total: forecast outturn in 1992-93, changes from previous plans

Defence 
Foreign Otfice 
Overseas Development 
Agriculture, Fisheries and Food 
Trade and Industry

y

Eficr̂ {fy
ECGD
Employment 
Transport 
DOE—Housing 
DOE—Environment 
DOE—PSA 
DOE--Local government 
Home Office 
Legal departments 
Education and Science 
Education 
Arts and Libraries 
National Heritage 
Health
Social Security
Scotland
Wales
Northern Ireland 
Chancellor’s departments 
Cabinet Office, etc 
Cabinet Office—OPSS 
Cabinet Office—-other, etc 
European Communities 
Reserve
Privatisation proceeds 
Adjustment

million

Plans in 
Statistical 
Supplement to 
1991 Autumn 
Statement

Planning total

24 180 
1 120 
2 150
2 190 

940 
610 
120

3 860
6 950
7 740 
1320

70 
31 020 
6000 
1 760 
7950

610

28 150 
70 600 
12 540 
5810 
7 030 
5 030 

450

2 460 
4000 
8 000

Technical adjustments

Transfers of
Change in 
treatment

Other
classification

function between of pensions changes and
artments costs transfers

-  160 0
0 40 0

0 0
0 20 0

560 20 0
-  610

-  100 50 -  240
-  80 20 -  20

0 0 -  10
-  20 20 -  40

0
0

-  340 160 -  10
310 40 10

-  7 950
6 810 10 0

-  610
960 0 0

0 20 -  410
0 300 100

40 -  20
0 10 160

0 0
-  20 -  1 400 -  10

-  450
1 090 0 40

450 0 0

Revised Other Estimated
plans

24020 
1 160 
2150 
2 220 
1 530

3 570 
6 880 
7 730 
1280

31 020 
5 820 
2 130

6 820

960 
27760 
70 900 
12 560 
5 970 
7 030 
3 590

1 130 
450 

2460 
4000 
8 000

changes outturn

220
200
100

880
280

280

160

50 
520 

2 800 
110 
50 
70 

-  30

10 
10 

- 690 
4000

226 600 0 800 400 225 400

23 800 
1360 
2250 
2 280 
1650

no
3640 
6750 
8 610 
1 560

30 880 
5 970 
2400

6 980

1 020 
28 280 
73 700 
12670 
6 020 
7 090 
3 560

1 140 
450 

1 770

8 000

226100

The principal cliaitiics arc dcscrihcd in paiun̂ raplis 2B.4 to 2B.24.
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Table 2B.3 Departmental spending within the new control total in 1993-94, changes
from previous plans

million

Plans in Technical adjustments Revised Other New
Statistical Transfers of Change in Other plans changes plans
Supplement to
1991 Autumn

responsibility
between

Statement departments

treatment 
of pensions 
costs

classification
changes and 
transfers

Cyclical
social
security

Defence 24520 430 24 090
Foreign Office 1 190 1220
Overseas Development 2260 2 270
Agriculture, Fisheries and Food 2 220 2230
Trade and Industry 900 450 1370

510 510

Employment 
Transport 
DOE—Housing 
DOE—Environment

3 880 250 3 580
6 590 6700
7 930 7920
1 300 1210

DOE—PSA
DOE—Local government 32 500 2610 29890
Home Office 6 410 410 6130
Legal departments 
Education and Science

1840 330 2 200
8 3 7 0 8 3 7 0

Education 7100 2120 9 230
Arts and Libraries 600 600
National Heritage 
Health

1020 1020
30 010 260 29 770

Social Security 
Scotland

76 100 200 300 11 900 64100
13 070 280 13 380

Wales- 6 060 290 6350
Northern Ireland 7410 550 6 860
Chancellor’s departments 
Cabinet Office, etc 
Cabinet Office—OPSS

5 220 1 530 3 630
470 470

1 220 1260
Cabinet Office—other, etc 470
European Communities 2 570 2 570

T otal departm ental spending 242 000 1400 12 400 227600

’ The principal changes are described in paragraphs 2B.4 to 2B.23.
“  The figure shown under other changes includes an adjustnietit o f — ^ 1 6  million in respect o f overprovision in previous plafis.

570 23 520
1220
2 270

590 2 820
1 220 2 590

3 740
270 6430

7880
1440

520 29 380
6120
2 590

300 9 520

990
29 880

900 65 000
13450
6300
6 910
3390

1250
480

1 160 1 410

1 100 228 700
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s
Table 2B.4 Departmental spending within the new control total in 1994-95, changes

from previous plans

ms

Defence 
Foreign Office 
Overseas Development 
Agriculture, Fisheries and Food 
Trade and Industry

^  million

Plans in 
Statistical 
Supplement to 
1991 Autumn 
Statement

24 800 
1 200 
2 330 
2 280

Technical adjustments

responsibility
between
departments

460
400
460

treatment 
of pensions 
costs

570

Transfers of Change in Other
classification 
changes and 
transfers

Cyclical
social
security

Revised Other New 
plans changes plans

24 230 
1230 
2 340 
2 300 
1350

480 23750
1210 
2 310 

630 2 930
230 1 130

Employment 
Transport 
DOE—Housing 
DOE—Environment 
DOE—PSA
DOE—Local government 
Home Office 
Legal departments 
Education and Science 
Education 
Arts and Libraries 
National Heritage 
Health
Social Security 
Scotland 
Wales-
Northern Ireland 
Chancellor’s departments 
Cabinet Office, etc 
Cabinet Office—OPSS 
Cabinet Office—other, etc 
European Communities

Total departmental spending

3 920 
6 100 
8180 
1290

250

34 000 
6680 
1910 
8 750

620

31 690 
79 800 
13610 
6300 
7 740 
5 430 

480

2910

251 500

- 430 
340

8 750
7 390

-  620
1 040

-  480  
] 310 

480

200

1610

1600

2 350

2 240

-200 
1 100 

350 
330

900

590

3 620 
6220 
8170 
1200

31650
6390
2290

9640

1040 
31 500 

12 400 66 500
13 990 
6640 
7140 
3 760

1350 
480 

2 910

13 000 236 000

3 700 
6 070 
8190 
1210

750 30 900 
- 70 6 330
490 2 780

470 10120

1010 
260 31240 
600 67100 

13960 
6560 
7100 

200 3 560

1320 
0 480

260 2 650

500 235 600

‘  The principal changes are described in paragraphs 2B.4 to 2B.23.
The figure shown under other changes includes an adjustment o f — f^22 million in respect of ouerprooision in previous plans.
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Annex Chapter

N ew  control total
Introduction  2C.1 The G overnm ent has made a num ber o f changes to the system o f public

expenditure control as part o f  a more explicitly ‘top-dow n’ approach.

2C.2 The new approach is designed to ensure that the Governm ent meets its
m edium -term  objective o f reducing over time the share o f national income taken
by public spending (general governm ent expenditure excluding privatisation
proceeds).

GGE grow th  2C.3 For the G overnm ent to meet this objective, public spending needs to grow
m ore slowly over time than the economy. On present assumptions this means that
the G overnm ent aims to ensure that the real grow th o f GGE over time is no higher
than 2 per cent on average, within the potential grow th rate o f the economy. This
does not, however, mean that real GGE grow th will be 2 per cent or less every
year. Cyclical variation in certain items may lead to real GGE growing by more
than 2 per cent in some years.

N ew  control total (N C T ) 2C.4 To achieve its public spending objective, the Governm ent will now plan and
control public expenditure by setting an annual ceiling from 1993-94 in terms of a
new control total (which replaces the planning total).

2C.5 This ceiling will be expressed in cash terms but will reflect a maximum
perm itted real grow th rate o f 1 \ per cent a year. Assumptions about the trend rate
o f grow th o f items outside the N C T  but within GGE imply that an average 1] per
cent real grow th a year in the N C T  would be consistent with real GGE growth
over time no higher than 2 per cent. The maximum grow th rate set for the N C T
will, if necessary, be reviewed in future if the G overnm ent’s assessment o f the
m edium -term  grow th rates o f public spending and output alters. One element in
this will be any changes in the underlying grow th rates o f expenditure outside the
N C T.

C om parison w ith  planning 2C.6 The planning total included central governm ent’s own spending, central
total governm ent support for local authority expenditure, the financing requirements o f

nationalised industries and other public corporations, and a Reserve and was net o f
privatisation proceeds. It excluded local authority self-financed expenditure
(LASFE), central governm ent debt interest and certain accounting adjustments.
(These expenditures do, however, form part ot GGE.)

2C.7 Com pared with the planning total, the main changes in the N C T  are that it:

excludes the main elements o f cyclical social security (unemployment benefit
and income support for non-pensioners);

includes local authority self-financed expenditure; and

excludes privatisation proceeds.
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Annex C to Chapter 2

2C.8 In defining the N C T , the Governm ent has been concerned that as much
public spending as possible should be included, given the fundamental objective o f
controlling GGE over time. The Governm ent has, however, also taken steps to
ensure program m e spending is to a large extent insulated from the effects o f the 
cycle.

LASFE 2C.9 LASFE was not included in the planning total which consisted only o f items 
o f expenditure for which central governm ent was directly responsible. It is 
included, however, in the N C T . This is because LASFE is a significant component

not primarily cyclical and cannot sensibly be allowed to vary w ithout 
any requirem ent for offsetting adjustments. A lthough LASFE is not directly under 
central governm ent control, the Governm ent influences and restrains local
authority expenditure, and hence LASFE, through grant, capping and capital 
receipts rules.

Cyclical social security 2C.10 There is a tendency for social security spending to rise during a recession—
thereby squeezing spending on other programmes— and to fall when grow th in the
economy picks up, allowing higher than intended spending in other areas and
obscuring underlying trends. The main unem ploym ent-related elements o f social
security (unem ploym ent benefit and income support for non-pensioners) have been
excluded from the N C T  to prevent these effects. O ther social security spending is
included within the N C T . Chart 2C.1 shows the relationship between real cyclical 
social security and unemployment.

Chart 2C.1 R eal cyclical social security and u n em p loym en t

in thousands

£  million, unemployment benefit plus income support to 
non-pensioners defiated by relevant upratin^ factor.

interest
Central governm ent debt 2C.11 Central government debt interest payments are excluded from the N C T , as

they have been from the planning total, since they vary from year to year, are 
affected by the business cycle and the G overnm ent’s fiscal and monetary policies 
and would, if included, distort the annual grow th rate o f the N CT.

2C.12 The relationship between the planning total and the N C T  is shown in 
Table 2.2 o f Chapter 2.

L* / ■1-
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The N C T  and 2C.13. Tabic 2C.1 compares the relationship o f the planning total and the N C T  
with CiGE.

Table 2C.1 R elationsh ip  o f  planning total and N C T  w ith  GGE

Planning total

Social security:
N on-cyclical
Cyclical

O ther program m es
Privatisation proceeds
l^eserve

Planning total

LASFE
Central govern m en t debt interest
A ccou n tin g  adjustm ents

General govern m en t
expenditure

exclude privatisation proceeds

General govern m en t
expenditure (excluding
privatisation proceeds)

N ew  control total

Social security:
N on-cyclical

O ther programmes
LASFE
Reserve

N ew  control total

C yclical social security
Central governm ent debt interest
A ccounting adjustments

General governm ent
expenditure (excluding
privatisation proceeds)

1
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Annex Chapter

E conom ic assumptions
2D.1 This annex brings together the economic assumptions which underlie the 
public expenditure figures, and compares them with the assumptions from the 1991 
Autumn Statement.

2 Assumptions for the following variables are given in Table 2D.1;
-general inflatioii as measured by the GDP deflator at market prices;
—the retail prices index (RPl);
- th e  Rossi index-ie R PI excluding mortgage interest payments, rent and the 

council tax;
—the increase in average earnimrs;
- th e  level o f unem ploym ent (GB and N orthern Ireland);
—money C^DB at market prices.

2D.3 The principal use o f the Gl^P deflator is to convert the cash expenditure 
figures into real terms. The R Pl, Rossi, average earnings and unem ploym ent 
assumptions are used mainly for planning the social security program me.

2D .4 The assumptions for the G \W  deflator and money GI^P in 1992-93 and 
1993-94 are consistent with the Industry Act forecast shown in Chapter 3. Those 
tor later years, and all ot the other figures, are working assumptions, not forecasts.

2D.5 The assumptions tor the GDP deflator, RPI and Rossi have generally been 
revised down compared with last year’s Autumn Statement, reflecting the faster 
than anticipated progress in reducing inflation. However, unem ploym ent 
assumptions have been revised up in line with the recent outturns.

Table 2D.1 E conom ic assum ptions

P e r c e n t a g e  cl l a n g e s  o n  a y e a i r e a r l i e r  u n l e s s o t h e r w i s e  s t a t e d

1 9 9 2  9 3 1 9 9 3  9 4 1 9 9 4  9 5 1 9 9 5  9 0

C d ) P  d e f l a t o r  a t  m a r k e t  p r i c e s 1 9 9 2  A  S 0 3 
- 4 ' ^ 4

0 3 
- 4

1991 A S 4 ] ' ’4 3

R e t a i l  p r i c e s  i n d e x '  ( S e p t e m b e r ) 1 9 9 2  A S 3 - 6 0 3 1
1991 A S 4 1 4

R o s s i  i n d e x '  ( S e p t e m b e r ) 1 9 9 2  A  S 3 - b 0 4 0  1 — 2
1991 A S 4 1 ' ^ 4

A v e r a g e  e a r n i n g s 1 9 9 2  A S •̂1 5
1991 A S (>2

( i l l  u n e m p l o y m e n t  ( m i l l i o n s ) 1 9 9 2  A S 2 - 7 4 2-S 2-S 2-S
1991 A S 2 - 4 2 - 4 2 - 4

N o r t h e r n  I r e l a n d  u n e m p l o y m e n t  ( t i i o u s a n d s ) 1 9 9 2  A S H)(S 1 1 0 1 1 0 1 1 0

1991 A S 105 105 105

M o n e y  ( ; i ) P  a t  m a r k e t  p r i c e s  ( / ;  b i l l i o n ) 1 9 9 2  A S bOl t>29 ()74 7 1 7
1991 A S 031 0 7 5 7 1 S

' I for projcffin^i sm iniy hvncfu cxpcmliliur in Jollowinx/nhWi î il yc.ir
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Departm ental groupings
Short title  used in tables D epartm ents covered

Defence M inistry o f Defence

Foreign Office Foreign and C om m onw ealth Office— Diplomatic W ing

Overseas D evelopm ent Foreign and C om m onw ealth Office— Overseas Development Administration

Agriculture, Fisheries and M inistry o f  Agriculture, Fisheries and Food
Food Intervention Board Ghana

Trade and Industry D epartm ent o f  Trade and Industry
Office o f  Fair Trading
Office o f  Telecommunications
Office o f  Electricity Regulation
Office o f  Gas Supply

ECGD Export Credits Guarantee D epartm ent

Em ploym ent D epartm ent o f  Em ploym ent
Advisory, Conciliation and Arbitration Service
Health and Safety Commission

Transport D epartm ent o f Transport

D O E— Housing D epartm ent o f  Environm ent— Housing

D O E— Environm ent D epartm ent o f Environm ent— O ther Environmental Services
Office o f W ater Services
O rdnance Survey
Property Holdings

D O E— PSA D epartm ent o f  Environm ent— PSA Services

D O E— Local governm ent D epartm ent o f  Environm ent— mainly block and transitional grants to English
local authorities

Home Office H om e Office
Charity Commission

Legal departments Local Chancellor’s Departm ent
C row n Office, Scotland
Crow n Prosecution Service
Land Registry
N orthern Ireland C ourt Service
Public Record Office
Serious Fraud Office !
Treasury Solicitor’s Departm ent



Annex E to Chapter 2

Education D epartm ent for Education 

National Heritage D epartm ent o f  National Heritage

Health D epartm ent o f  Health
Office o f Population Censuses and Surveys

Social Security D epartm ent o f  Social Security

Scotland Scottish Office
Forestry Commission
General Register Office (Scotland)
Registers o f Scotland
Scottish Courts Administration
Scottish R ecord Office

Wales Welsh Office

N orthern Ireland N orthern Ireland Office and Departments

Chancellor’s departments HM  Treasury
Central Statistical Office 
D epartm ent for National Savings 
G overnm ent A ctuary’s Departm ent 
HM  Customs and Excise 
Inland Revenue
National Investment and Loans Office 
Paymaster General’s Office 
Registry o f  Friendly Societies 
R oyal M int

Cabinet Office— OPSS Office o f Public Service and Science
Central Office o f  Information 
Her Majesty’s Stationery Office 
Chessington C om puter Centre
Central C om puter and Telecommunications Agency

Cabinet Office— other, etc Cabinet Office
House o f Com m ons 
House o f Lords 
National Audit Office
Parliamentary Commissioner and Health Service Commissioners 
Privy Council Office

European Communities N et payments to European C om m unity institutions

.  /



Economic prospects

Summary
World economy 3.1. Recovery in the world economy has stalled again. GDP growth in the

major seven economics (G7) slowed sharply in the second quarter and
industrial production is falling in a number of the larger countries. Moreover
confidence has fallen following recent turmoil on the foreign exchange
markets. As a result, independent forecasts of G7 growth have been revised
down sharply. The Treasury forecast of G7 growth is per cent this year, 
rising to I f  per cent in 1993—well below the early summer consensus of
around 3 per cent.

UK demand and activity 3.2. Demand and activity in the UK have been weaker than expected at the
time of the Budget. GDP fell j  per cent in the first half of 1992 and may fall
slightly in the second half, reflecting the recent deterioration in business and
consumer confidence. The Treasury forecast is a fall of 1 per cent in 1992 as a
whole. However the substantial easing of monetary policy since mid-
September and the measures announced in the Autumn Statement
strengthen the conditions for recovery next year.

3.3 The average independent forecast made since sterling’s ERM suspension
is an increase in GDP in 1993 of I f  per cent. Fifteen out of twenty-four
forecasts envisage growth of 1 per cent or more. The Treasury forecast is an
increase in GDP in 1993 of 1 per cent. As in most independent forecasts the
stimulus to growth is expected to come largely from consumer spending and
stocks. Exports are also generally forecast to increase more rapidly than in
1992 in response to the recent depreciation of sterling.

Inflation 3.4 Underlying inflation has fallen further over the past year. The RPI
(MIPs)

to October compared with per cent a year earlier. As inflation responds
with a lag to demand, the impact of the recession should continue to exert
stro n g  d isin fla tionary  pressure over the n ex t year. H o w ev er, the depreciation
of sterling inevitably means that, despite the weakness of demand, prices will
be higher than they would otherwise have been. The Treasury forecast
shows underlying inflation at 3f per cent for the RPI excluding MIPs by the
fourth quarter of 1993. The average independent forecast puts underlying
inflation a little higher than this at 4f per cent.

Labour market 3.5 T h e  g ro w th  o f  average earnings fell to  per cent in Septem ber from
7f  per cent a year earlier, and is expected to fall further over the next year.
The rate of increase of unemployment has picked up in recent months, but is
lower than in the first half of 1991. Most forecasters are projecting further
increases in unemployment in 1993.
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3 Economic prospects

Table 3.1 Economic prospects: summary
Percentage changes on a year earlier unless otherwise stated

Forecasts

1991 1992 1993

Treasury Treasury Independent^

Average

G DP and dom estic dem and at constant prices

Range

Domestic demand 0 1 - 1 to c;i^2
of which:

Consumers’ expenditure -  2 _  1 4 1 -  2 to 3
General government consumption ^4 12 122 1 _  1 2 to 014̂-
Fixed investment -  10 -  2 14 _  1 4 -  5 to 01Z4
Change in stockbuilding^ _  3 4 12 12 14 _  1 4 to 12

Exports o f goods and services 14 H 5 i 4 | 34 to
Imports o f goods and services -  3 n -  3 to 14i

Gross dom estic product — -  1 1 0 to 2
Non-oil GDP - 2i - 1 34
Manufacturing output - H - 1 1 ^4 14 to

Balance o f  paym ents current account
billion - 6 i -  12 - -  14 -  21i to -- 4 i

per cent o f GDP -  1 -  2 - 2i

Inflation

RPl excluding mortgage interest payments (fourth
quarter) 04 3^ 3^J 4
Producer output prices (fourth quarter)*^ O4 ^2 4
GDP deflator at market prices (financial year) 7 41^4 44

M oney G D P at m arket prices (financial year)
billion 581 601 629

percentage change 43^4 34^2 43^4

PSB R  (financial year)
billion 13 | y i

per cent o f GDP 2-44 6i

 ̂Forecasts made since sterling's E R M  suspension. See Forecasts for the 
economy. A  comparison o f independent forecasts "  October 1992 No. 67 
published by the Treasury.

 ̂See footnote 1 to Table 3.12.
 ̂Per cent o f GDP.
Excluding food, drink and tobacco



3 Economic prospects

Current account
;C15

deterioration arises from import prices rising faster than export prices
following the depreciation of sterling. The average independent forecast for

^  A  ^  ^  ^  _

^14
indicates the great uncertainty.

Financial developments ERM
has averaged 81, 11 per cent lower than its average in the first half of 1992.
The forecast makes the conventional assumption that sterling remains close
to recent levels. Short term interest rates, 10^ per cent a year ago, were
down to 8 per cent by the end of October. And they were reduced by a
further 1 per cent from 13 November. Equity prices have picked up since
ERM
this time last year. House prices have fallen 8f  per cent over the last year.

3.8 MO has remained in the upper half of its target range over the last year
Broad money (M4) growth has continued to slow and was 5 per cent in
September. Bank and building society lending to the private sector has
followed a similar profile and was 4^ per cent higher in September than a
year earlier.

Public finances 3.9 The latest Treasury forecast is that the public sector borrowing
requirement (PSBR) will be billion in 1992-93, up from ^2% billion in
the Budget forecast. The upward revision largely reflects lower than
expected activity and earnings, but also the measures announced in the
Autumn Statement. On the basis of the latest forecasts for activity and
inflation, the new public expenditure plans and the other changes announced
in the Autumn Statement, together with the standard assumptions of the
indexation and revalorisation of taxes, imply a PSBR in 1993—94 of about 7
per cent of GDP. The range of outside forecasts is ^'h\ to X^52j billion.
equivalent to 5 to 8;|: per cent of GDP. The actual PSBR for 1993—94 will be
set in the Budget.

W orld econom y
Recent developments 3.10 G7 industrial production rose strongly in mid-1991, led by a recovery

in the US, but fell again from the autumn as the US recovery stalled and
J

weakness spread to continental Europe, with falls in industrial production in
Germany, France, Italy and Spain.

3.11 Following a deceptively strong rise in the first quarter of 1992, GDP
growth in the G7 countries slowed sharply in the second quarter. Output
. A

was weak in all major countries, and fell slightly in Germany. In the first half
of the year, G7 GDP was just under \ \  per cent higher than a year earlier,
following growth of^  per cent in 1991. Though G7 industrial production
has stabilised in recent months, it remains 2 per cent below its peak in
autumn 1990. Also both business and consumer confidence have continued
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3 Economic prospects

Chart 3.1 G7 industrial production
118.5

118

117.5

116.5

115.5

3.12 This may in part be a consequence of recent monetary and fiscal policy 
developments, especially in Europe. Though interest rates have continued to 
fall in the US and Japan, strains within the ERM in September forced up 
rates in some European countries—notably France, Italy, Ireland and 
Sweden. German market rates have now fallen back by about 1 point from 
their end August peak and rates in some other countries have followed, but 
European real interest rates remain exceptionally high, at around 6 per cent 
on average. Recent sharp changes in exchange rates may help growth in 
those European countries whose exchange rates have fallen. But elsewhere in 
Europe growth will be hit by higher real exchange rates. Many European 
countries are also tightening fiscal policy, as the prolonged slowdown 
undermines plans to reduce budget deficits.

3.13 Sluggish growth and abundant spare capacity in most G7 countries
have maintained downward pressure on inflation. During 1992 inflation has
stabilised at around 3 per cent in the US and has fallen substantially in Japan,
Italy and Canada. In Germany headline inflation has fallen to 3^ per cent
from its peak of 4^ per cent in March, as last year’s indirect tax increases
have dropped out of the annual rate. In September consumer price inflation
in the G7 countries averaged 3 per cent, compared with 5^ per cent at the 
end of 1990.

3-14 Strong disinflationary pressures in the world economy are also reflected 
in non-oil commodity prices, which have weakened again in recent months, 
following a brief revival early in the year. In real terms, non-oil commodity 
prices are at their lowest level since the early 1970s. Oil prices have been 
relatively stable since falling back in the first quarter of 1991 from their Gulf 
crisis peak. They have averaged $20 a barrel since the Budget and are 
assumed in the forecast to remain at that level.
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Chart 3.2 Real non-oil commodity prices^
140

Forecast 3.15 Against this background of weak indicators and tight policy in Europe,
most forecasters have revised down their projections of G7 GDP growth, 
especially for 1993. Forecasts of growth in 1992 fell steadily from 2 j to 3 per 
cent last autumn to 1 | per cent by the spring. The Budget forecast, at I j  per 
cent, was at the bottom end of the range. But the consensus is now close to 
the Treasury forecast, which is unchanged from Budget-time.

Table 3.2 World economy
Percentage changes on a year earlier

Forecast
1991 1992 1993

Major seven countries^

Real GDP 34 4̂
Domestic demand 14 U I f
Industrial production _  12 _  3 4 u
Consum er price inflation*" a-i'̂ 2 3 ^2

World trade, at constant prices

Total imports 3 43^4 5
Trade in manufactures^ 4 41^4 5

* U S, Japan, western Germany, France, U K , Italy and Canada.
 ̂Final quarter o f each period.
 ̂Based on a U N  series for market economies.

3.16 The profile of activity through 1992 has, however, been rather 
different, with a stronger first half and weaker second half than expected. 
This has implications for the forecast of growth in 1993, which has been 
revised down to 1^ per cent (compared with the Budget forecast of 24 per 
cent in the year to the first half of 1993). The OECD in June and the IMF 
September both forecast G7 growth of around 3 per cent in 1993. But the 
OECD has now indicated that is has revised down its forecast of OECD
growth in 1993, to around 2 per cent.

ar, /
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3.17 This outlook represents an unusually prolonged period of slow 
growth. Growth is expected to remain well below trend in the second half 
of this year, and is not expected to recover to around trend until the second 
half of next year. Despite very low interest rates, recovery in the US is 
forecast to be sluggish, with growth of I f  per cent this year rising to 2f  per 
cent in 1993. The recovery in consumption in the US is likely to be held 
back by the weakness of employment growth and, with debt levels still, 
high, the absence of much scope for a sustained fall in personal saving.

3.18 Growth in Japan could be only I f  per cent in 1992, the lowest since 
1974. Though some recovery is widely expected next year, helped by low 
interest rates and the fiscal package announced at the end of August, the 
prospects are for growth of around 2 j per cent—well below trend. Growth 
in the three main continental European economies is forecast to be under 1 
per cent in 1993, following I f  per cent in 1992. The expected boost to 
German growth from the removal of the temporary income tax surcharge in 
July 1992 has not materialised. German GNP may continue to fall in the 
short run, and could show little recovery until the middle of next year.

1971 1973 1975 1977 1979 1981 1983 1985 1987 1989 1991 1993
Forecast

3.19 With no strong pick-up in world demand expected next year, real 
commodity prices are forecast to remain very subdued. This and the 
persistence of below trend output provide a favourable background for 
further reductions in inflation. G7 consumer price inflation is forecast to fall 
from its current level of 3 per cent to 2f per cent by the fourth quarter of 
1993. This is more optimistic than many independent forecasts which show 
no further progress on G7 inflation, and some rise in the US once the 
recovery gets going. These forecasts may understate the disinflationary 
impact of abundant spare capacity and high unemployment, which are likely 
to persist well into 1993 in the US, as elsewhere. The Treasury forecast is for 
US inflation to fall further to 2f per cent by the end of 1993. Underlying 
German inflation should fall too, but the headline rate will be boosted by the 
proposed 1 per cent VAT increase at the beginning of 1993.
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3.20 Despite the slowdown in industrial countries, activity in developing 
countries has remained buoyant, with strong rises in Latin America and the 
Far East. This has helped sustain world trade in manufactures, which is 
estimated to have risen by 4 per cent in 1991. A similar rate of growth is 
forecast for 1992, rising to 5 per cent in 1993. This would still be below the 
average for the 1980s.

UK demand and output
Recent developments 3.21 Domestic demand edged up over the year to the second quarter of

1992, increasing by over j  per cent despite consumers’ expenditure 
remaining flat. But with imports rising more than exports, GDP fell. By the 
second quarter of 1992 GDP was over j  per cent below its level a year 
earlier. And although non-oil GDP rose marginally in the second quarter it 
was almost 1 per cent down on a year earlier.
3.22 Activity in the first half of 1992 has turned out weaker than in the 
Budget forecast: GDP growth in the first half was about 1 percentage point 
lower than forecast. Domestic demand was weaker than expected and, more 
importantly, imports took a higher share than forecast largely reflecting a 
shift in the composition of demand towards manufactures.
3.23 Within non-oil GDP, output fell in the year to the second quarter in all 
the main sectors—manufacturing, services, non-oil energy and 
construction—with the largest fall in the construction sector. But service 
sector output has fallen only marginally this year and manufacturing output 
rose in both the first and second quarters.

Prospects 3.24 The signs are that GDP may have been broadly unchanged or fallen
slightly in the third quarter. With the exception of North Sea oil and gas, 
output may have been at best flat in all sectors, and may have fallen in some. 
The prospects are that the remainder of the year may be weak too.
Consumer confidence has fallen over the summer and into the autumn, and 
a range of recent surveys show falling business confidence. The fall in the
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0
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value of sterling following suspension of ERM  membership, recent cuts in 
interest rates and the measures announced in the Autumn Statement should 
reverse these trends, but they are unlikely to have a large impact on GDP in 
the remainder of 1992. Exporters can no doubt expect some early benefit, 
but there has been renewed weakness in the world economy and part of the 
additional demand is likely to be met from stocks.

Chart 3.5 C B I output expectations balance and m anufacturing output
60

Seasonally adjusted, per cent

Manufacturing output growth'

I

0

5

CBI expected output 
(Left-hand scale)

-60
1979 1981 1983 1985 1987 1989 1991

'  Growth in latest four months on previous four months.
 ̂Balance expecting output to rise in next four months compared to previous four months.

1993
Forecast

Chart 3.6

3.25 The Treasury forecast for GDP in 1992 as a whole is a fall o f about 1 
per cent, implying a decline of roughly ^ per cent between the first and 
second halves of the year. This is in line with the average o f recent 
independent forecasts. The Treasury forecast for manufacturing output in 
1992 shows it falling by a similar amount to GDP.

C BI business optim ism  balance and non-oil G D P

1
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3.26 Growth prospects for 1993 have been improved by the recent easing of
H H

monetary policy and measures announced in the Autumn Statement. But 
! ♦  1 1  * 1  • %  *  ^this needs to be set against the projected weakness of the recovery in the

world economy, and the muted response of domestic demand, particularly
^  -----------—  — .

consumer spending, to earlier reductions in interest rates. The Treasury
forecast for GDP growth in 1993 is 1 per cent, well within the range of

■ 4  4  ^  ^  ^

recent independent forecasts, but a little below the average. Growth in the
■  1 1 1  ^  ^ “ vyear to the second half o f 1993 is forecast at I f  per cent. The recovery could

1 1 . .  1 1 * » y ^  . 4of course, be a lot stronger than this if confidence picks up quickly in
a  A  A

response to recent Government initiatives. But it seems prudent not to base 
1 1 *the forecast on this assumption.

Chart 3.7 D om estic dem and, net trade and G D P

3.27 In the Treasury forecast all components of domestic demand are forecast to
rise in 1993, but the largest contributions to growth are from consumer spending
and stocks. The growth of exports is expected to pick up next year too in
response to the depreciation o f sterling and the projected modest recovery in the
world economy. The increase in domestic demand in the Treasury forecast is
somewhat larger than in the independent average forecast, but this is more than
offset by a smaller contribution from net trade. Within domestic demand the
Treasury has slightly stronger growth of consumers’ expenditure and
investment—in part reflecting the measures announced in the Autumn
Statement—and a larger contribution from stocks.

Personal sector
Recent developm ents 3.28 Consumers’ expenditure dipped in the first quarter of 1992 but

. . . .  4  4 . 1

recovered in the second quarter to much the same level as in the second half
^  ^  4  ♦ • 1

of 1991. This pattern is probably accounted for by uncertainty in the run-up
^  4  >  4  ■  I

to the election. Retail sales moved up again in the third quarter, by \ per
4  ♦  ^  ^

cent, in spite of declining consumer confidence since the spring. Car
registrations also rose.

-



3 Econom ic prospects

Prospects 3.29 The outlook for consumption depends on the balance of opposing
influences. Factors pointing to higher expenditure include:

— Rising real incomes: The j  per cent fall in real personal disposable 
income in 1991 is expected to be reversed in 1992, with further 
growth of 1^ per cent forecast in 1993.

—Lower interest rates: The effects on consumption of interest rate falls 
prior to the suspension of sterling from the ERM  have yet to come 
through fully. The residual effects of these cuts will add to the effects of 
the interest rate cuts since sterling’s suspension. Income gearing- 
ratio of interest payments to income— which peaked at over 12 per cent 
in 1990, should be down to around 9 per cent at the end of 1992.

Chart 3.8 Personal sector debt and saving ratios

Forecast

)
T

3.30 Factors holding consumer spending back include:
—Low consumer confidence, which may partly reflect rising 

unemployment.
—The high level of personal sector debt: This grew rapidly in the 1980s 

because financial liberalisation and rising house prices raised the 
amount of debt people were prepared to hold and the amounts 
lenders were prepared to advance. Rising interest rates from 1988 
and falling house prices from 1989 put these factors into reverse. But 
it is unclear what level of debt the personal sector is now aiming for, 
and to what lengths it will go to achieve it. The latest figures suggest 
that the debt-income ratio peaked during 1991 and has declined a 
little in 1992.

—Continued weakness in the housing market, reflected in depressed 
turnover and falling prices.

Housing m arket 3.31 Personal sector spending has been closely linked with developments in
the housing market in recent years. The decline in house prices which started 
in 1989 has continued in 1992, with house prices as measured by the Halifax 
index 8f per cent lower in October than a year earlier. The temporary 
suspension of stamp duty on purchases of less than ^^250,000 was effective in

65
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stimulating activity, with a sharp pick-up in turnover and a slowdown in
* 1  1  4  »i l l <  l . l  ■ 1  • A - ^price falls towards the end o f the concession in mid-August. It would not be

—  —  — ' ^  ^  ^  ^  » »

surprising if activity were to have fallen back temporarily after the
withdrawal o f the concession.

Chart 3.9 H ousing turnover and house prices
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' Particulars delivered, England and Wales. 
 ̂D O E  house price index.

3.32 Private sector housing starts and completions remain on downward
trends; new orders have, however, stabilised in recent months. Falling
mortgage rates—now at their lowest levels since the 1970s—and lower
house prices mean that house purchase has become more affordable. This
should help to stabilise the housing market, which will also benefit from the
measures announced in the Autumn Statement. Although the current
position is unfavourable, it is possible that both turnover and prices will start
to rise some time in 1993.

Chart 3.10 H ouse price-earnings ratio
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3.33 In common with most independent forecasts, the view taken in the 
Treasury forecast is that the balance of factors affecting consumption will 
result in an increase in spending in 1993, following a slight fall in 1992. The 
forecast is a rise of 1^ per cent in 1993—slightly above the average 
independent forecast o f 1 per cent. In the Treasury forecast the increase is 
more than accounted for by the projected rise in real incomes, with the 
saving ratio rising marginally in 1993. Earlier forecasts anticipated small falls 
in the saving ratio.

3.34 With the saving ratio over 10 per cent in both 1992 and 1993 and 
housing investment continuing to be weak, the personal sector’s financial 
surplus is forecast to be around 6 per cent of disposable income in 1992 and 
perhaps around per cent in 1993. The debt-income ratio at the end of 
1993 could be some 5 per cent below its peak.

Chart 3.11 Personal sector financial balance
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Forecast

Company sector and labour market
Com pany income and 3.35 Industrial and commercial companies’ profits (net o f stock

saving appreciation) were flat between 1990 and 1991, as the recession squeezed
both margins and turnover. But profits were somewhat stronger in the first
half of 1992, reflecting improved cost control. So with falling interest and
tax payments, and despite high dividend payments, company saving
(undistributed income) rose modestly in the first half o f 1992 relative to the 
average for 1991.

Business investment 3.36 Against the background of extremely large financial deficits in 1989
and 1990 and weak profits during the recession, companies have cut back on
investment as they have sought to improve their financial position. Total
business investment fell 9 j  per cent in 1991, but rose slightly in the first half
of 1992, mainly as a result of higher investment by public corporations and
North Sea oil companies. For 1992 as a whole business investment is forecast 
to fall by 1 | per cent.
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Table 3.3 dom estic fixed capital form ation
Percentage changes on a year earlier

Weights in Forecast
1991 1991 1992 1993

Business1
Private dwellings^ 
General government^

Total fixed investment 100

* Includes public corporations, except National Health Trust hospitals.
 ̂Includes purchases less sales o f land and existing buildings for the whole economy.
Excludes purchases less sales o f land and existing buildings.

3.37 Looking ahead to 1993 it would be unrealistic, with the large degree of
spare capacity and only a modest recovery in demand, to expect a sharp
turnround in business investment. However, the temporary increase in
capital allowances will boost investment in 1993. Non-oil business
investment is forecast to rise during the course of the year, but with lower
North Sea investment, total business investment is projected to show no
change in 1993 as a whole. Even in 1993, however, the ratio of business
investment to GDP is expected to be higher than the levels seen between
1970 and the mid-1980s.

Chart 3.12 Business investm ent-G D P ratio 1

Forecast
Business investment includes public corporations, except National Health Trust hospitals.

General governm ent 3.38 General government fixed investment is forecast to rise in volume
investment terms by 7 per cent in 1992 and, despite the tight public expenditure round,

it should increase further in 1993 by I f  per cent. This compares with
projected increases in the volume o f general government consumption of 2
per cent in both 1992 and 1993.

t'
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Chart 3.13 General governm ent investment^

Excludes purchases less sales o f land and existing buildings. Forecast

Whole econom y 3.39 The Treasury forecast is a fall o f 2 per cent in whole economy
investment investment in 1992, followed by a rise o f  ̂  per cent in 1993. This is more

optimistic than the average of independent forecasts, which suggests a fall o f 
^ per cent in 1993. This difference probably reflects in part the positive 
impact on investment o f the measures announced in the Autumn Statement.

Stockbuilding 3.40 Companies shed stocks heavily in 1991, but the pace o f destocking
slowed progressively from mid-year and into 1992. However further 
destocking is to be expected, particularly by manufacturers, in the second 
half of 1992. Distributors ran down stocks rapidly in the second quarter and 
manufacturers appear to have been caught out by lower than expected 
demand, leading to involuntary stock holding. And with demand remaining 
weak destocking may continue into 1993, before rising sales and output 
justify a return to stockbuilding. The turnround in stockbuilding is forecast 
to contribute j  per cent to GDP growth in both 1992 and 1993.
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Chart 3.14 C om panies’ real rates o f  return

C om panies’ financial 3.41 Profitability o f non-North Sea companies, as measured by the real rate
position of return, is forecast to pick up slightly in 1992, and more strongly in 1993 as

demand rises. Companies’ saving will also benefit from lower interest rates
which will reduce debt service payments. With industrial and commercial
companies’ saving rising and their capital spending falling in 1992 and rising
only slowly in 1993, their financial deficit is forecast to undergo further
correction, moving back to balance in 1993.

Chart 3 Industrial and com m ercial com panies’ financial balance
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Em ploym ent and 3,42 Total employment in June 1992 was over Ij- million down on its peak 
unem ploym ent in June 1990. Firms have shed labour faster during this recession than during

the two previous ones. Consequently productivity performance has been 
better: it has been increasing since the start o f 1991, a much earlier stage than 
usual in the cycle. Productivity gains moderated as the rate of job losses 
slowed sharply between the first halves o f 1991 and 1992. However, it may 
be some time before employment stops falling— typically it lags the cycle in 
output.

3.43 Claimant unemployment has increased by less than the fall in 
employment during the recession. From its low point in April 1990 it rose 
about 1.1 million to June 1992, though with clear signs that the rate of 
increase was moderating. But in more recent months the rate of increase has 
risen reflecting renewed job shedding, particularly in manufacturing. 
Unemployment may continue to rise for some time, though the rate of 
increase should start to slow again as activity picks up.

iS

Trade and the balance o f  payments
Developments in 1992 3.44 The current account deficit was about ^ 3  billion in each o f the first

three quarters o f 1992. The visibles deficit was on a gently rising trend with 
export volumes levelling oflT after rising early in the year, and import 
volumes continuing to rise, albeit at a slower rate than earlier in the year. 
The invisibles surplus in the first three quarters is projected at less than ^1  
billion— well down on the ^ 4  billion surplus recorded in 1991 when it 
benefited from overseas contributions to the U K ’s Gulf expenditure and 
from unusually low net contributions to the EC.

3.45 Weaker invisibles than anticipated in the Budget forecast, which 
showed a surplus of billion in 1992, are in part the consequence of 
revisions to previous outturns which have reduced the invisibles surplus in 
1991 by ^ I f  billion. In addition, a downward revision to the U K ’s net stock 
of overseas assets at the end of 1991 to £16  billion—half the earlier 
estimate—has reduced estimated net investment income in 1992. Although 
the fall in the exchange rate will have increased the net stock o f overseas
assets, the prospective current account deficits will tend to have the opposite 
effect.

3.46 Turning to visible trade, the deficit on manufactures has run ahead of 
the Budget forecast for 1992. It was £ 5  billion in the first three quarters— 
the same as the earlier forecast for the whole of 1992. Non-oil exports fell 
back a little in the third quarter, after reaching record levels in the second. 
Non-oil imports have grown more quickly than forecast mainly because the 
demand for manufactured goods appears to have risen unusually quickly in 
relation to the overall growth of demand.
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Chart 3.16 Unit labour costs in m anufacturing
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Com petitiveness 3.47 Growth o f UK unit labour costs has continued to come more into line
with that o f our competitors. In 1991 UK manufacturers’ unit labour costs
rose 5 per cent faster than competitors’ unit labour costs measured in local
currency. In 1992, UK unit labour cost growth is expected to be, if
anything, a little slower than in competitor countries. In 1993, this
favourable gap is expected to widen further, with UK labour costs perhaps
falling a little. The implication is that the improvement in competitiveness
from the recent depreciation o f sterling will be maintained through 1993. In
1993 on average, cost competitiveness is projected to be some 16 per cent
better than in the first three quarters of 1992.

Chart 3.17 Cost and price com petitiveness'
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Outlook for exports 3.48 Manufactured export volumes reached record levels in mid-1992, but
fell back in the third quarter. Overall they are expected to rise by I j  per cent 
in 1992. Deliveries in the fourth quarter should benefit a little from the 
improved competitiveness, but this will have its greatest effect in 1993 and 
later. This should mean exports growing faster than world trade: 
manufactured export volumes could rise by 7^ per cent in 1993, compared

Chart 3,18

with world trade growth of 5 per cent.

U K  volum e share o f  w orld trade in m anufactures

)

Forecast

3.49 Overall, goods and services export volumes are forecast to rise per cent 
in 1993. This is a little above the average independent forecast which puts export 
growth at 4^ per cent in 1993, but within the independent range.

Outlook for im ports 3.50 The improvements in competitiveness will also benefit firms
competing with imports. Non-oil import volumes are expected to grow by 
7^ per cent in 1993— the same as 1992 even though total final expenditure is 
expected to increase 1^ per cent more quickly in 1993 than in 1992. The 
continuing specialisation of world production is likely to mean a further rise 
in import penetration, but this should be muted by improved 
competitiveness. The volume of imports of goods and services is forecast to 
increase by Sf per cent in 1993, less than the rise in 1992. The forecast for 
1993 is above the average of independent forecasts of 3 | per cent, but well 
within their wide range.

>v

Table 3.4 Visible trade volum es
Percentage changes on a year earlier 

Non-oil goods All goods

Exports Imports Exports Imports Exports Imports

1991 ^4 - 3 - 2 | 34 - 2 |
1992 Partly forecast ^4 6 2 2 | 6 |
1993 Forecast 1 01^2 — 1 ^ ^4
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Chart 3.19 Im ports and total final expenditure
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The N orth Sea 3,51 North Sea production fell back in the first half o f 1992, following its
strong recovery at the end o f last year. Output is expected to rise by only 
I  per cent in 1992, less than expected at Budget-time. Delays in starting up
new fields and in returning old fields to production after maintenance

With
production rising and oil prices assumed to remain close to recent levels, the

in 1992.
^ 2  billion in 1993 from jT̂ \

Invisibles 3.52 Even without the benefit o f the lower exchange rate, the balance of
interest, profits and dividends (IPD) was expected to improve in 1992. The
1991 balance was depressed in part by stock losses arising from oil price
changes at the time o f the Gulf war. The lower exchange rate will boost the
surplus from the fourth quarter o f 1992 by increasing the sterling value of
foreign currency denominated credits. While the surpluses on services and
IPD arc both expected to rise in 1993, the invisibles surplus as a whole rises
by less because o f slightly higher net outward government transfers. Overall
the invisibles surplus is expected to rise to billion in 1993 from ^ 2  billion
in 1992.

Table 3,5 Current account
^  billion

1991
1992 Partly forecast
1993 Forecast

Manufactures Oil Other Total
visibles

Invisibles Current
balance^

1 -  8 -  10^ 4 -  6 i ( - l )
-  8 - 1 4 2 - 1 2  ( - 2 )

- 1 2 2 - 9 i -  19^ 4 - 1 5 f ( - 2 i )

Figures in brackets are as a percent o f GDP.
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Current account 3.53 The current account deficit is projected to be ^12  billion in 1992,
rising to billion in 1993 The deterioration is more than accounted for
by a rise in the visibles deficit. With export and import volumes growing at 
similar rates, this is largely explained by price movements. Equal rises in 
export and import prices following the depreciation would automatically 
worsen the current account before volumes adjust. Moreover, import prices 
are expected to react more quickly to the depreciation of sterling as 
exporters keep prices down to increase volumes. The terms o f trade 
(excluding oil) arc expected to worsen by 2 j per cent in 1993.

Chart 3.20 Current account
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3.54 The forecast of the current account deficit in 1992 is virtually the same 
as the independent average. The forecast for 1993 is above the average figure 
of jT\4 billion, though the wide range o f independent forecasts illustrates the 
high degree of uncertainty.

Inflation
Recent developments 3.55 Good progress has been made in reducing inflation. Underlying

inflation, as measured by the RPI excluding mortgage interest payments 
(MIPs), fell to 3*8 per cent in October, down 1*9 percentage points since 
April. All-items RPI inflation has been a little lower than expected since the 
Budget and was 3-6 per cent in October. Producer output prices are 
increasing even more slowly, with the rate excluding food, drink and 
tobacco at 2-5 per cent in October, the lowest since May 1969. And with 
unit wage costs in manufacturing in July to September only 1*8 per cent up 
on a year earlier, pressure on profit margins has been easing.
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3.56 In response to falling inflation, a weak labour market, and the tight
financial position o f companies, pay settlements have continued to fall over
the past year. CBI and other data point to settlements in both manufacturing
and services recently averaging just over 4 per cent, about half the level in

W hole
w  Z r F  -----------

in September, dow n from over 10 per cent in mid-1990 and the lowest since
1967. And the full effect o f lower settlements has still to feed through into
year-on-ycar earnings growth.

Prospects 3.57 Inflation reacts w ith a lag to demand and activity. The considerable
degree o f spare capacity in the economy will therefore continue to exert
powerful dow nw ard pressure on inflation for some time to come, even if the
economy recovers as projected. Support for this view comes from the CBI
Survey which shows the balance o f firms planning to raise prices at record
lows in recent months.

Chart 3.21 R eta il and producer prices
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3.58 The prospect for inflation has, however, been altered by the lower 1
interest rates and exchange rate following sterling’s suspension from the
ERM . The lower exchange rate will inevitably mean higher inflation
compared to what it otherwise would have been, as the cost o f imports rises
and domestic producers face less competitive pressure from foreign
producers. But the speed with which the lower exchange rate affects
domestic prices and earnings is uncertain. O n the one hand the weakness o f
domestic and world markets may mean both that importers will be more
restrained than usual in passing on higher world prices in sterling, and that

M  A  «  •

domestic producers will be more restrained in passing on higher import
costs. O n the other hand, with domestic margins already pared by the

_  A

recession, there may be limited scope for absorbing further cost increases.

3.59 However, against a background o f strong disinflationary pressures, the
lower exchange rate may imply only a marginal and almost certainly a
temporary increase in inflation. Producer output price inflation is now

5

■
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expected to average 2 j  per cent in the fourth quarter o f 1992, before rising 
to a tem porary peak o f 4 per cent in the fourth quarter o f 1993. Underlying 
R PI inflation may also rise slightly in the months ahead as the lower 
exchange rate affects im port prices directly, and more generally limits 
disinflationary pressure. But the Treasury forecast is that it will fall back to 

per cent by the fourth quarter o f 1993.

Table 3.6 R etail and producer output price inflation
Percentage changes on a year earlier

Forecast
1991Q4 1992Q4 1993Q4

RPI excluding MIPs 04 O4 O4
Producer output prices^ J 4 71^2 4
’ Excluding food , drink and tobacco

3.60 The outlook for the all-items R PI inflation rate will depend on what 
happens to m ortgage rates. The Treasury forecast is that R P I inflation will 
be 3^ per cent in the fourth quarter o f 1992. For the fourth quarter o f 1993, 
the forecast implies that R PI inflation would be 3^ per cent if m ortgage rates 
remained unchanged from those due to take effect in December (which do 
not reflect the consequences o f the reduction in interest rates on 13 
November). A one percentage point decrease (increase) in m ortgage rates 
would lower (raise) the level o f the all-items R PI by just over ^ per cent, 
other things equal.

3.61 O ther forecasters are rather more pessimistic about inflation prospects. 
The average o f recent independent forecasts for underlying R PI inflation in 
the fourth quarter o f 1993 is 4^ per cent. There are, however, a num ber o f 
independent forecasts showing inflation within the G overnm ent’s 1—4 per 
cent target range. The difference between the Treasury and the average view 
probably mainly reflects our somewhat less buoyant view o f output, and our 
assessment o f the am ount o f disinflationary pressure in the pipeline prior to 
ERM  withdrawal, rather than a difference o f view about the effects o f the 
lower exchange rate.

3.62 Recent and prospective developments in underlying inflation are 
expected to be reflected in the GDP deflator, which measures the price o f 
domestic value added (principally unit labour costs and profits per unit o f 
output). The GDP deflator is now  forecast to increase by 4^ per cent in
1992— 93, a little less than forecast at Budget-time, and by 2^ per cent in
1993— 94. The projected increase in the deflator in 1993—94 is less than the 
increase in consumer prices because o f public sector pay restraint and weak 
investment prices. Investment prices have fallen over the last year and are 
forecast to rise by about 2 per cent in 1993-94.

Financial developments
Exchange rates 3.63 Over the last year until its suspension from the ERM , sterling traded

for the most part comfortably within its ERM  margins, close to its central
rate o f DM 2*95. Since suspension, sterling has averaged DM 2*47. In
effective terms it was 11 per cent lower on average in October than a year 
earlier.
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Chart 3.22 Sterling exchange rate index
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Interest rates 3.64 Short term  interest rates began their fall from  their 15 per cent peak in
the autum n o f 1990; this has continued in 1992. They fell j  per cent in May 
to 10 per cent, and, after tw o further cuts since ER M  suspension, they stood 
at 8 per cent at the end o f  October. And they were reduced a further 1 per 
cent, to 7 per cent, from  13 Novem ber. Long rates have fallen f  per cent 
over the last year: an increase following ER M  suspension has now been 
reversed. But the yield curve is now  upward sloping for the first time since 
early 1988. Equity prices have picked up since ER M  suspension, making 
good earlier losses to show a small increase since this time last year.

Chart 3.23 Interest rates
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3 E co n o m ic  prospects

M onetary aggregates 3.65 MO has remained well within its target range throughout 1992. Its
twelve month grow th rate has been between 2 and 2^ per cent in every 
month, except June when it dipped to 1^ per cent. M 4’s twelve month 
grow th rate has continued to decline during the past year from 6^ per cent 
in September 1991 to 5 per cent a year later. The trend in M4 velocity has 
flattened recently. The m onitoring range for M 4’s twelve m onth grow th 
rate has been set at 4-8 per cent for the remainder o f the financial year.

Chart 3.24 M onetary grow th
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Credit 3.66 The grow th o f M4 lending has fallen further in 1992. In September it
was per cent. M4 lending to industrial and commercial companies in 1991 
was well down on recent years at jQ] *3 billion, and remained low in the first 
half o f 1992. Personal sector borrow ing has weakened reflecting the lack of 
activity in the housing market and weak borrow ing for consumption. 
Subdued lending is consistent with the personal sector’s efforts to reduce its 
debt and also with the weakness o f company spending.

Public finances
P SB R

billion in the Budget forecast.
^ 3 7  billion, as compared with

Table 3.7 Public sector borrow ing requirem ent

PSBR
per cent of CiDP

PSBR  excluding privatisation proceeds
per cent of ('il)l^

£  billion
1991-92 1992-93
C')iittiirn Budget Latest

forecast forecas
13*7 28-1 37-0
0 1 “4 41 r,i

21-7 361 45-0
O4 c3O4 71
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3.68 Borrow ing is usually higher in the first half o f the year than in the 
second half However, this year the proportion o f borrow ing in the first half 
is expected to be less than usual for a num ber o f reasons. Mainstream 
corporation tax receipts, three-quarters o f which normally come in the 
second half o f the year, are expected to be substantially down on 1991-92. 
The grow th o f central governm ent cash outlays has been relatively low 
compared with the forecast for the year as a whole, and may pick up in the

f / : 8
(X5

borrow ing has been exceptionally low in the first half Finally the measures 
announced in the Autum n Statement will increase the PSBR in the last five 
months o f 1992-93, by over £ \  billion. Taking all these factors into 
account, the PSB R  for the second half o f the year is now expected to be 
around ^ 1 8 ^  billion, the same as in the first half

Changes since the B udget 3.69 The higher PSBR now forecast mostly reflects lower general government
receipts, mainly due to lower economic activity and lower earnings growth. 
General government expenditure is ^ 2 ^  billion higher than forecast at 
Budget-time, but around half o f this reflects the measures announced in the 
Autumn Statement, which also have a small impact on receipts.

Table 3.8 Public sector expenditure, receipts and borrow ing
jQ billion
1991-92

Outturn
1992-93

Latest
forecast

General government expenditure 
General government receipts
General government borrowing requirement 
Public corporations’ market and overseas 
borrowing

235-9
221-9

258-5
229-8

14-0 28-7

260-8
223-1
37-7

E

PSBR 13-7 28-1 37-0

I
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Expenditure 3.70 The estimated outturn for the planning total would be unchanged since
the Budget, but for the housing measures announced in the Autumn 
Statement. These account for a billion upward revision. The Autumn 
Statement measures, however, only account for around one-fifth o f the 
higher forecast o f local authority self-financed expenditure, which is up by 
nearly billion. This largely reflects higher than expected capital 
spending by local authorities. Central governm ent debt interest paymeiHs 
are also a little higher than forecast at Budget-time.

Table 3.9 General governm ent expenditure
jT billion
1991-92
Outturn

1992-93
Budget
forecast

Latest
forecast

Planning total 203-5’ 225-4’ 226-1
Local authority self-financcd expenditure 10-8 9-5 10-9
Central government debt interest 16-3 17-6 17-7
Accounting adjustments 5-2’ 6 -0 ’ 6-0

General governm ent expenditure 235-9 258-5 260-8

of which:
Privatisation proceeds 7-9 8-0 8-0

* Revised to take account o f classification chaf{qes, including the changes in treatment o f C ivil Service and Armed 
Forces pensions and o f N H S  Trusts debt remuneration.

R eceipts 3.71 General governm ent receipts arc now  forecast to be billion lower
than in the Budget forecast. The dow nw ard revision is more than accounted 
for by lower tax receipts; other receipts are now  expected to be higher than 
in the Budget forecast. Much o f the lower tax receipts forecast reflects a 
lower level o f economic activity and lower earnings than in the Budget 
forecast. Tax receipts are also reduced a little by the abolition o f car tax. 
Customs and Excise receipts are expected to be around billion lower 
than in the Budget forecast and Inland Revenue receipts around ^ 4 ^  billion 
lower. VAT receipts are forecast to be down by {̂̂ 2̂  billion, and income tax 
receipts to be billion lower. Receipts o f social security contributions are 
also down by nearly billion. There has also been a substantial downward 
revision (of around ^ 2  billion) to the forecast o f corporation tax receipts; 
this largely reflects lower than expected tax payments on profits earned in 
1991, and larger repayments o f tax as companies use current losses against 
tax liabilities.



billion
1991-92 1992-93
Outturn Budget Latest

Total tax, community charge and royalty

Social security receipts
Interest and dividends 
Other receipts^
Total general governm ent receipts
of which:
North Sea revenues

-  -  —

forecast forecast

170-7 177-8 169-4
36-9 38-7 37-9

6-2 5-5 5-0
8-1 7-7 10-7

221-9 229-8 223-1

l-O 1-2 1-2
' Includes Jinmicial tnwsactious and the hulauciu^ item, some o f which are treated as uej^atiue outlays in the 
ifiouthly central {Joverfuneut accounts.

On a national accounts accruals basis, inclndin\J community charĵ Je Forecast

3.72 On a national accounts basis, total taxes and social security
contributions are now forecast at 3 4 | per cent o f GDP, a fall o f nearly 1^
percentage points on the previous year. Most o f the fall reflects the recession,
and in particular the substantial reduction in corporation tax receipts.

Independent forecasts /;37
around /^3] billion higher than the average o f independent forecasts. In part
this difference reflects the effects o f the measures announced in the Autumn
Statement, not taken into account in independent forecasts.
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Risks and uncertainties
3.74 All forecasts arc subject to risks and uncertainties. Recent Industry Act 
forecasts have emphasised that these arc most acute when the economy is at 
or close to a turning point. This remains no less true on this occasion, and 
applies as much to the forecast o f the world economy as to that for the UK. 
The recent turbulence in financial markets has added to the uncertainty. The 
Treasury forecast is based on the assumption that the exchange rate remains 
close to recent levels.

3,75 The forecasts presented here arc central forecasts, a balance o f upside 
and downside risks. Table 3.11 shows average errors from past A utum n 
Statement forecasts. Domestic demand and GDP have been considerably 
weaker than forecast over the past two years, with errors well above the 
average. However, the counterpart has been faster than anticipated progress 
in reducing inflation, though errors here have been less than the past average

Table 3,11 M argins o f  error
Percentage changes on 
otherwise stated

a year earlier unless

Autumn Statement Average errors
forecast for 1993 from past forecasts^

G DP and dom estic demand at
constant prices
Domestic demand  ̂2 D2

of which:
Consumers’ expenditure 1-i- ^4
General government consumption 12 1
Fixed investment 14 4i
Change in stockbuilding^ 12 34

Exports of goods and services 2
Imports of goods and services ^4 04

Gross dom estic product 1 1■̂4
Non-oil GDP 34 1
Manufacturing output 1 2

Balance o f  paym ents current account
billion) 15i

Inflation
RPl excluding MIPs (fourth quarter) J 4 H
Producer output prices (fourth quarter)^ 4 U
GDP deflator at market prices (financial
year) 7^ H

M oney GDP at market prices
(financial year) 43^4 4̂

PSBR^
{£  billion) 37 31

' Average errors regardless o f sign from Autumn Statement forecasts over the last ten years 
 ̂Per cent o f G D P.

3 Excluding food, drink and tobacco.
 ̂Forecast for 1992—93 and corresponding error.



3 E
conom

ic prospectsCO

T
3

o -o
Oh O
£ 

O
.5 

tio

J— 
!✓)

o -o 
O- o 
X 

o
PJ 

t/Dt/5

1̂.

fOlOocvCO
n

.
1 

1
t 

1

<Nia
mA

ma
XA

00ft
ft

A
Vr*v

m

omm
11

m

C
h

1

mr^
m

#r^

m
rna

1

n
i

i

n
ift

m
ft

m
m

1

%
o1

ft

o1

f

ft
o

ft
01

ft
o1

o
m■

o
ft

rnft
ft

nCft
ONft

in
o

c
in

O
n

m
ONfN

l

1

Xm
Xn

Xn
i

rn
•in

nC'hnC

1

X■r-'
sC

X
ft

f^

11

CN)
n

-

nCft

r
J

: 
rÂ
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National Insurance Contributions

4.01. The Secretary o f State for Social Security has conducted his annual 
review ot national insurance contributions, as required by the provisions o f 
the Social Security Administration Act 1992. Full details were set out in a 
statement by the Secretary o f State on 12 N ovem ber 1992. The main 
proposals are as follows;

— the Class 1 national insurance rates for employers and employees should 
remain unehan^ed for 1993-94.

— the lower earnings limit should be increased from April 1993 from 
present level o f _£54 a week to £ 5 6  a week in line with the single 
person’s rate o f retirement pension.

— the upper earnings limit should be increased from £4i)5  a week to 
£420  a week.

— the earnings thresholds for the employers’ lower rate bands should also

x :
x;90, x;i35 and / ' x;y5, AHO

due to a declining balance in the National Insurance Fund, a Treasury 
grant not e.xceeding 20 per cent of contributory benefit expenditure 
will be made available to the Fund in 1993-94, subject to Farliamentary 
approval of the necessary legislative changes.

This would give the following; structure of national insurance contributions

Weekly earnings

Below £5(1 
£5(i to £04-09  
£ 0 5  to yj 139-99 
/'140 to A194-99 
/ : i9 5  to /;42() 
Above / '420

Kiiics (//>/>/)' to iill

<

Percentage NIC^ rate 

Employees IEmployer;

0 0
2% o f / ;S 6 4*6
plus 6*6
^)% ot earnings
between 10-4
and /H 2 0 10-4

4.02. The necessary orders will be laid in due cc>urse with a report by the 
Cioverninent Actuary on the likely etlect ot the changes on the National 
Insurance Fund. In accordance with normal practice, the (lovernm ent 
Actuary has been provided with working assumptions tor use in preparini 
his report. These assumptions are set out in Annex I) ot Cdiapter 2.
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4.03. The estimated effects o f the proposed changes are shown in Table 4.1.

Table 4.1 Estim ated total paym ents by em ployers and em ployees
insurance contributions, 1992-93 and 1993-94 1

National insurance contributions;
1992- 93
1993- 94
Total change

of which:

million
Employers Employees Total

21 810 
23 580

13 870
14 630

35 680 
38 210

1 770 760 2 530

1 100 500 1600

790 190 980

-120 70 -5 0

Changes in contributions from 
increase in earnings, etc^
Change in contributions from 
lower contracted-out rebate^
Change in contributions from 
increase in earnings limits

I Figures are rounded to the nearest £ 1 0  million and refer to Great Britain. Detailed figures fo r  national 
insurance contributions will he included in the Government Actuary’s report on the draft o f  the Social Security 
(Contributions) (Re~rating) (N o . 2) Order. A s  in previous years, figures in this table are on a receipts basis 
excluding self-employed and voluntary contributions. Figures include N F IS Allocated Contributions. Employers’ 
contributions are gross o f  deductions in respect o f  statutory sick pay and statutory maternity pay.
^Including population and employment changes.

^ A s  announced by the Secretary o f  State fo r  Social Security on 21 February 1992.
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Tax measures and Tax revenue 
ready reckoner

Abolition of Car Tax
5.01 The Chancellor announced on 12 N ovem ber that the Government 
would bring forward a Bill for the abolition o f car tax. Car tax ceased to be 
chargeable from m idnight on 12 Novem ber.

5.02 Car tax has been chargeable since 1973 on the U K  wholesale value o f 
chargeable vehicles made, registered in, or im ported into the UK, and on 
certain conversions. The rate o f car tax was reduced from  10 per cent to 5 
per cent in the Finance Act 1992.

and ^7 5 0  
receipts.

f / ; i o o

5.04 The Chancellor announced his intention to recoup the costs o f 
abolishing car tax in 1993-94 through other taxes on m otoring.

Enhanced Capital Allowances for Machinery, Plant and 
Buildings
5.05 The Chancellor also announced on 12 N ovem ber that the Government 
would propose legislation in the 1993 Finance Bill to introduce enhanced 
capital allowances. The new allowances will apply retrospectively from 1 
Novem ber 1992 for a tem porary period o f one year ending on 31 O ctober
1993.

5.06 For machinery and plant, the proposal will temporarily replace, with a
40 per cent first year allowance, the existing 25 per cent writing down
allowance normally available in the year in which expenditure is incurred.
The balance o f expenditure will continue to be written down on a reducing
balance basis at 25 per cent. Most assets (with a few exceptions, notably cars)
currently qualifying for writing down allowances will qualify for the 
enhanced relief

For industrial and agricultural buildings, the proposal will temporarily 
introduce a 20 per cent initial allowance for buildings which currently 
qualify for 4 per cent writing down allowances. This will apply to buildings 
constructed under a contract entered into between 1 N ovem ber 1992 and 31 
October 1993, and brought into use for the purposes o f a qualifying trade by 
31 December 1994. The balance o f expenditure will continue to be written 
down on a straight line basis at 4 per cent per year.



5 Tax measures and Tax revenue ready reckoner

;^500 million in 1994-95
'f

R eckoner

rather higher than they otherwise would have been because relief on the 
balance o f expenditure will be less.

Tax R evenue R eady 5.09 The tables below show the effects o f various illustrative tax changes on
"  ’ tax receipts in 1993-94 and 1994-95.

5.10 The effects o f tax changes on tax receipts depend on economic 
variables, sticb as prices, earnings and consumers’ expenditure. The estimates 
shown are consistent w ith the economic forecast given in Chapter 3.

5.11 An illustrative rate o f inflation o f 3^ per cent has been used to show the 
effects o f  indexation and revalorisation in 1993-94. This is in line with the 
annual rate o f increase in the R PI forecast for the fourth quarter o f 1992.

5.12 The tables show estimates o f the direct effects o f tax changes on tax 
receipts. In practice, tax changes will themselves affect economic variables, 
which in turn will have further effects on tax yields and on the PSBR. The 
estimated direct effects are not, therefore, the same as the effects on the PSBR.

5.13 The main tax rates for the current year, 1992-93, are shown in Table 5.1.

Table 5.1 1992-93 tax rates
per cent

Income tax and capital gains tax 
lower rate 
basic rate 
higher rate 

Inheritance tax rate 
Corporation tax 

full rate
small companies’ rate 

VAT standard rate

20
25
40
40

33
25

Indexation o f  allow ances, 5.14 Tables 5.2 to 5.4 show allowances, thresholds, and bands for income tax, 
thresholds and bands for inheritance tax and capital gains tax for 1993—94 after 3^ per cent indexation and

1993-94 after applying the statutory rounding rules for each of the taxes. Estimates o f the
revenue effects o f this indexation are shown in Table 5.5.

D irect revenue effects o f  5.15 Table 5.6 shows estimates o f the direct revenue effects o f illustrative 
illustrative changes in changes in income tax, corporation tax, capital gains tax and inheritance tax

direct taxes from April 1993. Changes in the income tax allowances, the lower rate band, the
basic rate limit and the capital gains tax and inheritance tax thresholds are from 
an indexed base.

5.16 The effects o f the illustrative changes can be scaled up or down over a 
reasonably wide range. However, the extra cost o f increasing allowances 
and, in particular, the basic rate limit tends to fall as the allowances or limit 
rises. For this reason, effects are given for different percentage changes and 
for reductions as well as increases.

5.17 The total cost o f a group o f changes to income tax allowances can be 
broadly assessed by adding together the revenue effects o f each change. 
However, if allowances are increased substantially and combined with a 
reduction in the basic or higher rate, the cost o f the rate reductions will be 
reduced. In such cases, the cost or yield obtained by adding components

^  *  A

from the ready reckoner should be considered only as a general guide.
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5 Tax m easures and T ax  revenue ready reckoner

T able 5.2 Incom e tax

1992-93 1993-94
Personal allowance 3 445 3 565
Personal allowance (age 65-74) 4200 4340
Personal allowance (age 75 and over) 4370 4520
Married couple’s allowance 1720 1 780
Married couple’s allowance

(age 65-74) 2 465 2 555
Married couple’s allowance

(age 75 and over) 2 505 2 595
Additional personal^ and widow’s

bereavement allowance 1720 1780
Aged income limit“ 14200 14700

Lower rate band 2 000 2100
Basic rate limit'^ 23 700 24500
* Primarily fo r single parents.
“ I f  the total income, less allowable deductions, o f a taxpayer aged 65 or over exceeds this limit, the age-related 
allowances are reduced by £ I  for each additional £ 2  o f income until the basic levels o f the personal and married 
couple’s allowances are reached.
^Higher rate income tax is payable on income (less allowances and those reliefs which are allowed at the higher 
rate) in excess o f the basic rate limit.

T able 5.3 Inheritance tax

Threshold

;C’000

1992-93 1993-94

T able 5.4 C apital gains tax

Annual exempt amount
Individuals
Trusts

1992-93

5 800 
2 900

1993-94

6000 
3 000

T able 5.5 C osts o f  indexation  for 1993—94

Indexation of income tax allowances 
lower rate band and basic rate limit^

O f which:
Increases in allowances 
Increase in lower rate band^
Increase in the basic rate limit^

Indexation of inheritance tax threshold 
Indexation of capital gains exempt amount

* Cost includes the consequential effects on capital gains tax 
Additional cost after previous change has been introduced.

£  million

1993-94

925

720

130

1994-95

1300

990
100
210



t  ,

5 T ax  m easures and T ax  revenue ready reckoner

T ab le  5-6 D irect effects o f  illu strative changes in direct taxes 1

£  million cost/yield
1993-94 1994-95

Income tax-
Rates
Change lower rate by Ip 380 480
Change basic rate by Ip 1400 1550
Change higher rate by 1
Allowances
Change personal allowance by X̂ lOO 440 570
Change age-related personal allowances by X̂ lOO*̂
Change married couple's allowance by ^100~^ 230
Change age-related married couple's allowances by £100^
Change aged income limit by p{̂ 500
Change all main allowances by 1 per cent 270
Change all main allowances by 10 per cent:

increase (cost) 2000 2 650
decrease (yield) 2100 2 750

Lower rate hand
Increase lower rate band by 10 per cent 200
Basic rate limit
Change basic rate limit by 1 per cent'
Change basic rate limit by 10 per cent:

increase (cost) 330
decrease (yield) 420

Allowances, lower rate band and basic rate limit
Change all main allowances, lower rate band and basic rate limit by 1 per cent' 250 340
Change all main allowances, lower rate band and basic rate limit by 10 per cent:

increase (cost) 2 450 3350
decrease (yield) 2 700 3 650

Corporation tax 7

Change full rate by 1 percentage point 340 520
Change small companies' rate by 1 percentage point^
Capital gains tax
Change annual exempt amount by X^500 for individuals and £250  for trusts
Inheritance tax
Change rate by 1 percentage point
Increase threshold by ^5000

* The estimated revenue effects o f changes on receipts are rounded. The extent 
of rounding reflects the desire to avoid undue compounding o f its effects when
numbers are pro-rated, rather than the accuracy of the estimates.
 ̂T/ie figures for income tax changes include consequential effects on the yield 

o f capital gains tax. Changes are assumed to take effect from April 1993.
 ̂Including the effects o f the change on receipts o f advance corporation tax 

and on consequent liability to mainstream corporation tax.
Allowances for those aged 65-74 and aged 75 and over.

 ̂Figures include revenue efiects o f changing additional personal allowance 
and widow's bereavement allowance by £ 1 0 0 .

I > «  *

Percentage changes are calculated ivith reference to 1992—93 levels. 
'^Assessment to corporation tax normally relates to the preceding year. These
estimates are the changes to revenue that would occur i f  the changed rates 
were applied to profits from 1 April 1992.
® These figures ignore effects arising from the imputation system 

These changes are assumed to take effect from April 1993.

W

o f  which:
Beer and i

Tobacco'

 ̂kkits receipt

lid

It.-
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Indirect taxes 5.18 Tabic 5.7 shows estimates o f  the effects o f  revalorising excise duties
from April 1993. It shows the total extra revenue (including VAT) if  all 
duties were to be increased by 3^ per cent, together with the price increase 
that would result (after allowing for consequential VAT).

T able 5.7 D irect effects o f  revalorisin g  all excise duties 1

^  million yield- Current level 
of duty on

' These are estimated on the assumption that total consumers' 
expenditure at factor cost does not change.
^Assuming implementation on 1 April 1993.
 ̂The price change is assumed to equal the change in duty plus the 

consequential change in V A T  except in the case o fV E D  where V A T  is 
not payable. The price change is for the typical item described above and 
rounded to the nearest one-tenth of a pence.
 ̂Includes receipts from tax on items not listed below.

Price
1993-94 1994-95 Typical item typical items change^

TotaP 
Of which:

750 845 0-24%

Beer and cider 70 90 Pint of beer 23-3p 0‘9p
Wine 15 20 75 cl bottle of table wine 94-5p 3-6p
Spirits 25 25 70 cl bottle X;5-55 2M p
Tobacco^ 165 190 20 king size x;i-36 4*5p
Petrol 270 300 Litre of unleaded 23-4p 0-9p
Derv 85 90 Litre 22-9p 0*9p
VED^ 100 105 Cars and light vans ^110-00 ^3-58

 ̂Impact effect on the R P L
 ̂The duty on cigarettes has ad valorem and specific elements; 

revalorisation and the illustrative percentage change relate only to the 
specific element, but the price change includes the consequential increase 
in ad valorem duty and V A T.

All V ED , including H G V s as well as cars and light vans.

5.19 Table 5.8 shows the revenue effects o f  illustrative changes in specific
Within

illustrative changes can be scaled up or down to give a reasonable guide to 
the revenue effects. However, with large changes the margins o f  uncertainty 
surrounding the effects on sales and hence on revenue become progressively 
larger, and scaled estimates will be less reliable.

e

T able 5.8 D irect effects o f  illu strative changes in indirect taxes 1

Price
change of

Associated
percentage million cost/yield^’ ®

typical item^ change in duty 1993-94 1994-95
Beer and cider 
Wine 
Spirits 
Tobacco^
Petrol 
Derv 
V E D ^

1 percentage point 
change in VAT rate

1 . 2.3.6.7 corresponding footnotes after Table 5.7.
Revenue effects include effects of changed duty on all items in the same category by the same percentage. 

Estimates make allowance for switching o f expenditure between different categories o f goods. These estimates are 
subject to uncertainty, particularly so for switching from one type o f alcoholic drink to another.

IP 3-7 75 95
5p 4-5 20 25

25p 3-8 35 35
5p 3-6 190 230
Ip 3-6 315 345
Ip 3-7 95 105

^5-00 4-5 145 150
.

1 675 2350
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