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AND CONTROL

Introduction

One of the Government’s first tasks when they came Into office was to

examine the prospects and priorities of public expenditure. There were
large expansion programmes In progress for the various public services,
which had been published in outline in December 1963*. These did not, In
the Government’s view, provide adequately for the nation s social or economic
needs. Even so, they would have fully absorbed for the years ahead the future
growth of revenue at the rates of taxation then ruling, even If the nation had
managed to achieve a reqgular rate of growth of the gross national product
as high as 4 per cent a year.

Government
redeploy for more productive purposes and for the strengthening of the
pbalance of payments the resources which were engaged on work which the
Government considered to be of low economic priority ; to give effect to the
Government’s own concepts of social priority ; and to bring the growth of

oublic expenditure into  sounder relationship with the development of the
national economy.

3. The process of reshaping involved:
limit
an average of 4™ per cent a year at constant prices from 1964-65 to
IQAQ /n* this was subseouentlv confirmed as part of the National
Plan.t

Within this total, a long-term

main public services to provide the quantitative framework for their
development.

(c) A strict review of individual programmes, In particular of defence.
within
their consistency with (a) and (b).

(e) A review of the Investment of the nationalised Industries to fit In
with the National Plan.

programmes prove-
ment of financial control, to get better value for money.

4. This White Paper describes the first results of this reshaping, the
procedure which the Government adopted to carry It out, and the methods
by which the Government intend to continue the process In the future to
enable the public services to make the best possible contribution to the
development of the national economy and to provide for the most important
social priorities, the programmes of social Improvement and economic
expansion going forward together, each dependent upon the other, as part

of the National Plan. The relevant statements of Government poUcy appear
In Appendix 1.

* “ Public Expenditure in 1963-64 and 1967-68 Cmnd. 2235 (December 1963).
t “ The National Plan ”, chapter 18, para. 3. Cmnd. 2764 (September 1965).
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Aggregate of Public Sector Expenditure

5. The Government’s object throughout has Qegp tQ 190K af BuBlle
expenditure as a whole ; to make the best possible estimate of the cost when

each question has come forward for decision ; and to present the choices
etvyeen Fiffer nt programmes_and between alternative cqurses WIfRI fhem.,
F#&[%& Eﬁfg % in office the Goverpment censidered the ¢hQicss OpeR 19
ent | decided their first social priorities, which were to

Increase the rates of national Insurance and associated benefits and to remove
rtie prescription charges.

6. These choices are made from a comprehensive aggregate of public
sector expenditure, including both current and capital expenditure by central
and by local government, and the gross outgoings of the National Insurance
Funds, but excluding debt interest. This total was about £10,500 million In
1964-65. It Involves expenditure of many Kinds, e.g., purchase of defence
egmpment and laboratory supphes ; the employment of soldiers and hospital
staffs by the central government, and of teachers and firemen by local
government; the construction of houses, schools and roads ; payments of
national Insurance benefits and of national assistance to those In need;

support for agriculture ; loans and grants to firms moving to development
districts ; aid to under-developed countries.

/. These expenditures are linked by three common strands. First, all
are decided by Government, central and local, on grounds of public interest.
Secondly, they generally involve directly or indirectly a claim on the nation’s
productive resources a direct claim where the Government are employing
manpower, buying goods or paying for construction, and an indirect claim
where the Government pay pensions or family allowa
universities or loans to Industrial enterprises. Such -transfer payments
give their recipients a claim on resources, which becomes an addition to
demand except to the extent that the payments are saved; and in most cases

payments are spent. Thirdly, all these

expenditures are pald for either from taxation, local rates or national insurance
contributions, or by borrowing from the public*.

corporations, like the and the Exchequer advances to them, are
handled separately. This Is because the nationalised industries are enterprises
producing goods and services for sale; and the size and composition of then-

and the commercial poHcy of the undertakings themselves, and have less In

common with the generality of centr - - -
than with that of the rest of industry. Subsidies to nationalised industries.

like those to the private sector, are included In the aggregate of public sector
expenditure.

9. For review and control purposes the aggregate of public sector
expenditure 1s divided iInto functional blocks. Each heading—defence
budget, education, health and welfare, benefits and assistance, and so on—
Includes all the expenditure for the particular purpose. For example, the
education total Includes the pay of teachers and other running costs, new
building, and the provision of equipment and student awards for the whole

* The receipts and expenditure of the public sector are analysed in Appendix Il



range of publicly-financed educational institutions from primary schools to
universities. They are included whether they are the responsibility of the
Department of Education and Science and the Scottish Education Depart-
ment, or of the local authorities, or of private bodies, such as universities,
receiving grants and loans from Government Departments and local

authorities.

10. This classification enables the Government to consider the develop-
ment of the various services as a whole, and to decide the priorities between
them. Each main block Is within the scope, of one Minister (except where
there are separate DepEtinents foT*Scotland and Walesl; and it 1s then for
each Minister to consider how the resources In his block could best be used.
The extent to w®chthe whole block ot ex Is under “the detailed
control of the Minister will vary from case to case ; but even where the
Minister has no formal control, as with much local authority expenditure, the
Government Department’s policy and the procedures for determining the level
of Government grant or approving loan sanctions for capital expenditure
bring the dimensions and direction of the development of the services within
the Influence of the Minister.

11. The aggregate of public sector expenditure IS dominated by a few
large programmes. The defence budget, roads, public housing Investment
and subsidies, educatjra. Health" and welfare, benefits and assistance account
for about three-quarters orfhe total. Some Important programmes, such as
agricultural support and assistance to Industry, cannot be realistically pre-
dicted over a long period ; so the main programmes represent an even greater
proportion of those expenditures for which long-term programmes can be
drawn up In advance.

12. The period 196465 to 1969-70 was chosen for the review. The
out-turn for the base year 1964-65 was not then known and an estimate was
used: the expenditure for the year 1965-66 was to a considerable extent
determined by the plans of the previous Government: four more years were
then covered to 1969-70. In general, this Is the most convenient period
for considering the development of most of the main public services—
for many It Is the time required to train skilled staffs and to plan and build
“ew capital facilities.

13. The nature and structure of most of the main public services require

a planning perio™ of four or five years. The phasing of development of
these services Is therefore such that substantial changes of direction cannot
LquickiySe made without risk of dislocation, Nevertheless the Defence
N Review fs aimed at eliminating a prospective 20 per cent Increase In
expenditure from 1964-65 to 1969-7/0; and this has Involved a radical
review of world-wide commitments, weapon systems and procurement
arrangements. The savings thus secured will make a substantial contribution

to higher rates of growth In other services of high economic or social
value.

N —""The 1965 Survey and Allocation

14. In order to draw up a comprehensive set of public sector expenditure
programmes, the Government had to decide at an early stage how much
public expenditure should be provided for in the period up to 1969-70.
The preparation of forward estimates of the cost implications of public
expenditure policies was a familiar one: there had been an annual Survey
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of public sector expenditure from 1961 onwards, In accordance with the
recommendations of the Plowden Committee*. The essential and novel
element was the procedure of deciding first how much the country could
afford ; then deciding how this could best be deployed ; and finally requiring
each spending Minister to arrange his expenditure within his agreed allocatioft.

15. The Department of Economic Affairs and the Treasury therefore
prepared an Initial assessment of the growth of gross national product
which could reasonably be expected, and then of the resources which were
requirea lo 1mprove the balance of payments, to strengthen private and
nationalised iIndustries’ investment, to provide for the expansion of public

expenditure on the lines of the policies then ruling, and to allow for the
growth of private consumption.

16. The outcome was the Cabinet’s decision In January 1965 that the rate
of growth of the aggregate of public sector expenditure (as defined above)
from 1964-65t to 1969-70 should not exceed 23 per cent (l.e. an average of
41 per cent a year) at constant prices. It was necessary to decide this
provisional guide-line first In order to establish an effective starting-point
for the reshaping of programmes. The decision was announced In Parliament
by the Chancellor of the Exchequer on 22nd February, 1965, when presenting
the Vote on Account (see Appendix 1).

17. The 1965 Survey of public sector expenditure began as soon as
the Cabinet decision had been made, starting with Instructions for a
detailed costing by all spending Departments of their policies for the
period 1964-65 to 1969-70. These were divided between “ basic” pro-
grammes, which were to be drawn up within limits laid down In advance
and related to the development of the Individual services already In train,
and “ additional ” programmes, representing the cost of further improvements
which could be undertaken If more resources were made available. The pro-
grammes were prepared at constant prices, so that the change In expendi-
ture shown from vyear to year excluded any effect which price changes

(including changes In rates of pay) might have on the amount of money to be
spent, t

18. The returns by Departments covered the whole field of public sector
expenditure. They were subjected to a rigorous scrutiny in order to ensure:

(a) that the financial implications of existing policies had been fully
taken Into account In the “ basic ” programmes ;

(b) that realistic costings had been made of the * additional ” programmes
and policies.

19. There was avallable to the Government In June, following this
examination, a detalled Survey of the prospects for public expenditure, which
covered both “ basic” and “additional ” programmes, and this was agreed

* “The Control of Public Expenditure Cmnd. 1432 (July 1961).

t The out-turn for 1964-65 was lower than had been expected In January, 1965; the
Cabinet’s decision related to the comparison with the figures and definitions at the time of
the original statement, which are set out In the tables in Appendix Il.

t The figures for current expenditure on goods and services were prepared as nearly as
possible on the same price basis as the 1965-66 Budget Estimates. Figures for capital
expenditure were mostly at March 1965 prices. Payments such as subsidies and grants and
loans to industry, which do not Involve the direct purchase of goods and services, were
measured In such a way as to make no allowance for any effects from price changes. The
costings prepared on the basis described are referred to collectively as “ at 1965 Survey prices =
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by the spending Departments and the Treasury and the Department of
Economic Affairs to be as realistic and accurate a costing as was possible.

20. The Survey provided for a contingency allowance of £100 million for
1969 70 In order to make some provision for possible needs for extra expendi-

ture by the Government in circumstances which cannot be foreseen (e.g., for
natural calamities) and for the tendency for the implementation of policies
to cost more than expected. The allowance made Is three-quarters of one

per cent of total expenditure. - A

21. While the Survey of public expenditure was taking place, the pre-
paration of the National Plan was proceeding. This work confirmed the
Initial decision limiting die growth of public sector expenditure to per
cent a year at constant prices. The examination of the prospects of the
construction and engineering Industries, and the prospective supply and
demand for manpower, showed where special pressures were likely to exist;
and these were taken Into account In the scrutiny of the expenditure pro-
grammes. One fact of particular importance was the requirement of the
health and education services together with public administration for some
500,000* extra people between 1964 and 1970, a requirement greater than
the total Increase of manpower expected to be available. This conclusion
put great weight on the importance of efiSciency In the use of manpower
throughout the public sector, and Illustrated the existence of physical as
well as financial limitations to the expansion of these services.

22. The Survey was considered, together with the relevant evidence
accumulating from the work on the Plan, by a group of senior Ministers,
none of whom had large Departmental responsibilities for any particular
block of expenditure, under the chairmanship of the Chancellor of the EX-
chequer. The Ministers responsible for the main expenditure programmes
were consulted one by one. In the light of this examination, the group
recommended the adoption of specified limits for each of the main programmes
of expenditure, both for 1966-67 and for 1969-70. The group made their
report to the Cabinet in July, and decisions were taken on each of the main
programmes for the two years In question. The decisions In respect of
1969-70 were announced In the National Plan.f

|V—Composition of Public Sector Expenditure

23. In parallel with this process of Survey and allocation, the review.
announced In October 1964, of certain programmes was In progress; and the
ultimate shaping of the programmes resulted from the combined effect of these

operations and also from the day-to-*ay decisions taken In the course of
the year.

24. The defence review was under way by Christmas 1964. The Defence
White PaperJ presented In February 1965, formulated the problem of finding
the means by which defence expenditure during the next few years might
be contained at roughly the then current figure In real terms. The continua-
tion of previously existing policy would have involved an increase at constant
prices from an estimated £2,000 million In 1964-65 to £2,400 million by

* The National Plan, chapter 2, para. 18; and chapter 3, para. 2.

t The Tables in Appendix Il are developed from and supplement those in chapter
of the National Plan.

} “ Statement on the Defence Estimates, 1965~ Cmnd. 2592 (February 1965).
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1969-70 ; and after the first stages of the review the Government were able
to adopt the reduction to £2,000 million in 1969-70 as a definite objective

planmng could be based. A series of decisions was taken
from January 1965 onwards, notably on aircraft procurement, the future
of the Army reserves, and the cancellation of the fifth Polaris submarine,
which went more than half-way towards the target of a saving of £400
million.* Further decisions were announced In the Statement on the Defence
Estimates, 1966 (Cmnd. 2901 and Cmnd. 2902, February 1966).

25. Civil defence preparations have also been radically reviewed and will
be limited so that annual expenditure Is brought below the rising level of
recent years. Compared with £24-6 million In 1965-66, estimated total pubhc

expenditure In 196667 will be about £21*6 million. (These figures Include
rate-borne expenditure by local authorities.)t

26. Expenditure on overseas aid, which Is to a large extent determined
some two years In advance by previous decisions, IS expected to rise from
about £190 milhonj In 1964-65 to about £225 million In 1966-67 on the basis

of existing commitments. The future programme will depend on periodic
reviews In the light of progress made In overcoming our economic problems.

27. In the social and community services, the main characteristics of the
reshaping of programmes** have been: —

(@ A very large expansion In public sector housing investment and a
substantial increase In subsidies, Involving increases of 33 per cent

1964-65

(6) A continuing expansion from 1964-65 to 1969-70 In education
(32 per cent) and health and welfare (23" per cent).

(c) In benefits and assistance, an increase of 38 per cent, of which
8 per cent Is attributable to growth In the number of beneficiaries ;
there was a large Increase In the rates of benefit and assistance In
March 1965 ; thereafter the first priority has been given to the Intro-

earnings
sickness

{d) The police and prisons services show together an increase of 22 per
cent.

For roads, the iIncrease Is just over 40 per cent, with construction

and major improvements showing an increase of over 70 per cent to
£364 million In 1969-70, but even this Increase in expenditure will be
Insufficient to match the growth of congestion In the period under

review.

If) The control of local authority borrowing for miscellaneous purposes
has been tightened, especially In relation to civic offices, recreational
projects, the early purchase of land and advances for house purchase.

* Statement by the Secretary of State for Defence, 5th August, 1965. O.R. Cols. 1882-3.
t The outcome of the Government’s review was described by the Secretary of State for

the Home Department Iin a Statement on 2nd February, 1966 (O.R. Cols. 1089-91), which

gave figures of Exchequer expenditure only.
t This figure differs from the corresponding figure in Table 1, Appendix Il because It Is

based on later information.
** The programmes (a), (b), (c), (e)are more fully described in chapters 12,17, 20, 21 and

22 of the National Plan. S _ _ o _
tt Provision for the increased subsidies Is being taken in the Housing Subsidies Bill and

the Housing (Financial Provisions) (Scotland) Bill.
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28 On the economic side, major decisions Include the schemes to intro-
 an entirely new system of investment incentives to concentrate Govern-
WIPTTF- ttip need to Increase investment IS greatest ;* and to

set up an Industrial Reorganisation Corporation to promote greater efficiency

In British Industry through schemes of ratlonallsatlon and modermsation”M
measures - --

stimulate mobility of labour and advanced technology, with considerable
extra expenditure, e.g., expansion of training facilities ; special funds for the

National Coal Board to expedite closure of uneconomlc pits ; Increased funds
PAOAB Dftvp.Innment Corooration’s investment in innova-

tions In such fields as computers, machine tools and process control;
Amirfl(ie,ment of farm amalgamations ; export promotion ; and the National

Ports Council’s development programme.

29. The composition of public sector expenditure (Appendix |lI, Table 1)
will change considerably In the next few years. Defence and related expendi-
ture will proportionately be taking much less: there will be greater
expenditure on Incentives and services which are designed to Improve the
performance the need to Improve the social

communications

regional development will certainly involve large increases particularly of
capital expenditure: the education and health services will continue to
expand: and the growing numbers of old people, and the desire to improve
their standard of living In line with that of the rest of the community, will
Involve rapidly iIncreasing expenditures on benefits and assistance of all

Kinds.

30. In terms of economic category also the composition of public sector
expenditure will change between 1964-65 and 1969-70 (Appendix 11, Table 2).
Capital formation (1.e. expenditure on houses, roads, schools, hospltals etc.)
IS likely to Increase by nearly 50 per cent: this expenditure together with the
Investment of the nationalised industriest and other domestic capital expendi-
ture** Is set out In greater detail in Table 6 of Appendix |1 and shows a
total increase of nearly 28 per cent. Current expenditure on goods and
services Is likely to increase by only 15 per cent with the stabilisation of
defence expenditure, nearly all of which, whether of current or capital
character, 1s, under national accounting conventions,tt included in this cate-
gory. The 38 per cent increase In current grants to persons Is due
predominantly to benefits and assistance, but there are other rapidly expand-

Ing Items here, such as grants to universities.

31. In Appendix |1, Table 3, the totals are divided by spending authority
—Government Departments, national insurance funds, local authorities. The
Increase In local authorities’ expenditure, current and capital, Is put at 35 per
cent, reflecting the development of education, roads and housing. This rapid

prospective growth of local authorities’ expenditure Is the background to the
revision of the Exchequer grant in aid of local government expenditure

*“ Investment Incentives”. Grand. 2874 (January 1966).
t “ Industrial Reorganisation Corporation”. Grand. 2889 (January 196(

%Appendix I, Table 5.
** For a definition of this term see footnote (1) to Table 6, Appendix IlI.
tt See explanatory notes to Table 2, Appendix U.
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which 1S now under discussion between the Departments and the local

the present Session of Parliament.

Development of Long-Term Progra Mlir

32. The 1965 Survey and allocation operations have established guide-
lines for the development of each of the main services, with specific limits
for 1966-67 and 1969-70. Similar limits will be established for those smaller

term

33. These five-year guiclle-lir_\es have a dual purpose, for they provide a
planning
The Minister In charge of each service has as much assurance as It IS prac-
ticable to giveh_of the resources which will be at the disposal of the service.
Im
greatly eases the day-to-day operation of financial control.

34. The extent to which there are specific long-term programmes In
physical terms depends upon the administrative and technological content
of each service. In defence, the period of weapons production Is so long
that ten-year costings are needed, and have been used for some years. The
functional costings system™ has also been set up as a tool for long-term defence
planning. The technology of the road,programme requires that i1t should be
plaimed In detail over a period of five,years, with some judgment made of
what development will be possible for a further period of years. In the
education programme, the two crucial long-term factors are the supply of
teachers and the supply of buildings ; and for the latter it Is the general
practice for programmes of starts to be authorised to local authorities and
universities three or four years ahead (1.e. In respect of buildings to be finished
five or more years ahead). In the health service, a long-term hospital
programme IS In progress, and the allocations for running costs are settled
firmly for the coming year and provisionally for the next year or two
thereafter. In housing the need to plan well ahead, covering both the public
and private sectors, has become increasingly evident.

35. This long-term planning of the public services has developed far
In recent years and will be extended further ; and this can now be done with
more assurance. The shift of emphasis to the evaluation and appraisal of
long-term programmes and the long-term allocation of resources to them
IS leading to the development of better methods to measure and compare
the cost-effectiveness of alternative courses of action. In the various
economic services, and particularly the investment of nationalised industries.

techniques

44 below). Likewise In defence, the appraisal of the military effectiveness
of alternative weapon systems In relation to their cost IS now being Increas-

Ingly developed; the process makes It possible to choose either the cheapest
means of accomplishing a defined military objective, or the means of
deriving the maximum military value from a given expenditure of
resources. There are analogous opportunities for applying similar tech-
niques In the social and community services; and as the long-term pro-
grammes become more clearly defined, the use of these tools of manage-
ment will extend, and better value for money will result.

* Statement on the Defence Estimates, 1965, paras. 36-40.




36. The extension of commitment of the national resources for several
years ahead means that there has to be an element of flexibility Iin the
programmes, as IS shown In paragraphsQ”t seq. below. They represent
toolarge a part of the use of resources to be Independent of fluct.uations
11Tthe nafional economy. Moreover, the physical programmes themselves
need to be flexible enough to be adjusted for unexpected population
movements, changes In costs and techniques, and new social and economic

developments.

37. About" N per cent of the whole of public sector expenditure Is of
a Kind whichSuitable for long-term planning within fixed financial limits,
though the scope for specific long-term programmes defined In physical

terms on the lines described 1s much less. For this 85 per cent it would
appear to be possible to draw up five-year costings of expenditure with a

sufficient degree of realism to permit an allocation to be made and financial
control to be exercised accordingly.

38. For the remaining 15 per cent, for which It Is impracticable to draw
up a long-term programme or to work to a long-term financial allocation,
other forms of control ensure that aggregate expenditure on these does not
Increase excessively fast and carry the total of public expenditure above

the level which has been laid down.

39. In most of these cases, the cost of a specific policy In a particular
year can be forecast only within wide limits. The out-turn of the agricul-
tural subsidies every year will depend heavily upon the level of production
and the course of world prices: under the present guaranteed price system,

therefore, 1t IS Impossible to confine this part of expenditure on agricul-
predetermined Expenditure on agricultural services and

term
It IS less subject to wholly unpredictable factors. Firms moving to the develop-

ment districts have been entitled to grants for buildings and for plant and
machinery at fixed percentage rates ; but this has not enabled precise esti-
mates of expenditure to be made since It has proved very difficult to predict
how many applicants there will be and how long will elapse before the grants
require to be paid. The size of the British Railways Board deficit depends
In part on variable factors beyond the Board’ control. Some kinds of work,
particularly but not exclusively in the field of advanced technology, are subject

to large and unforeseen escalations of cost.

40. In each of these illustrations, however, the Government’s actions
are of major Importance to the cost. The strength of the stimuli given
to production In the Farm Price Review, the size and attractiveness of grante
under the Local Employment Act, decisions on proposals to close uneconomic
rallway services, the cost control of the projects which are liable to escalate:
all lead clearly to short-term and long-term iIncreases or decreases In cost.
The Importance of cost-effectiveness and of the appraisal of proper choices
IS as great here as In the services for which long-term programmes are
practicable.

Nationalised Industries

41. For reasons described In paragraph 8, the investment of nationalised
Industries IS not included In the aggregate of public sector expenditure, and
IS not therefore subject to the limits imposed upon this aggregate. The Invest-



meat of these industries, and their sound development, are at the centre of
the National Plan, partly because of their strategic importance to the economy,
partly because of their size (capital £8,800 million ; labour force approach-
1 million ; output about one-tenth of gross domestic product; investment
of £1,300 million In 1965-66, or about the same as that of the whole of

manufacturing Industry). They are also of great significance because they
depend upon the Exchequer for their supplies of new capital In so far as they
cannot nrovide ﬁ16.E<;e Fro?n thpir nan rpcﬁﬁ)rpf

42. These Investment programmes were examined In order to ensure that

their size and content were adequate to provide the necessary energy, transj)ort
and communications for the economic expansion provided for In the Plan.

The estimated capital expenditure in 1964-65/-66/-67 and In 1969-70 Is set

out for each undertaking Iin Table 5 in Appendix Il. This table incorporates
the decisions on these programmes taken by the Government since the publica-
tion of the National Plan.* The rapid expansion In recent years which Is
expected to take the total of nationalised industries’ investment up from £1,200
million In 1964-65 to £1,450 million In 1966-67 Is coming to an end, and the
total Is expected to fall to £1,400 million by 1969-70. The effect of this course

will be to free resources after 1967 for other public investment, for private
manufacturing Investment, and for exports.

43. Of the Increase from 1964-65 to 1966-67 of £274 million, or 23 per
cent, In nationalised Industries’ Investment, £122 million Is attributable to
electricity, £61 million to gas, and £70 million to the Post Office. Proposals
for a further increase In investment by the gas Industry in 1966-67 are now
under consideration. In the following years to 1969-70, the level of Post
Office Investment will expand substantially. This should be offset by the

ran m me electricity programme
In generating, transmitting and

but the position will be reconsidered during the course of this year’s invest-
ment review when fresh forecasts of the demand for electricity will be
avallable which, amongst other things, will take Into account experience
this winter.

Investment
devoting Increasing attention to the techniques

and cnteria tor Investment appraisal, Allowance must be made for the
soclal and non-economic obligations which most nationalised Industries are
required to undertake. But having done this, It Is essential, In order to ensure
the most efficient deployment of the national resourc  that the minimum
return on new capital in the nationalised industries should be comparable
with that obtainable elsewhere In the economy. The most up-to-date

techniques
of the development of the nuclear power programme, of the choice between

the various projects for developing the South Wales iron ore portsf, and of
the electrification of the raillway line from London to Southampton and

Bournemouth are important recent examples.
45. The financial objectives which are agreed from time to time between

these Industries and the Government define the return to be sought on the
Industries’ capital assets as a whole and are the guide-lines for the Indus-

* The National Plan, page 57.
t “ Iron Ore Imports into South Wales”. Cmnd.2706(July 1965).



tries’ commercial policies. The nationalised industries, like other industries,
are subject to the Government’s general policy on prices and incomes. The
Government have made It clear that they expect these Industries to do all
they can to absorb iIncreases In costs by iIncreasing efiBciency, and have
referred nationahsed Industries’ price proposals to the National Board for
Prices and Incomes.

46. Over the entire field of nationalised industry, the return on capital In
1964-65 averaged 4*2 per cent. There Is a wide variation between the financial
objectives of 8 per cent (net of depreciation at historic cost) and 12*4 per cent
(gross) for the Post OflBce and the electricity supply industry respectively, and
the poor financial results of the raillways and the coal Industry. The lower
the return, the greater i1s the call on the Exchequer; and In spite of the
Improved financial performance In recent years, the industries borrowed over
£550 million from the Exchequer in 1964-65, and are expected to borrow
about £650 million In 1965-66.

47. Where 1t has been necessary to undertake full scale reorganisation of
an Industry to meet changed economic circumstances, substantial sums of

capital have also had to be written off or placed In suspense: £1,192 million
for the British Transport Commission In 1962, £110 million for the British
Overseas Airways Corporation* and £415 million for the National Coal
Board In 1965. These write-offs are, In accounting terms, a recognition
of the changed value of the assets they represent, but the cancellation
of the Industries’ debt to the Exchequer which enables these sums to be
written off In no way reduces the burden on the community. The Exchequer
lends to the Industries at the same rate as It borrows in the market. The
Interest payments made by the industries to the Exchequer just suffice to
meet the Interest payments which the Exchequer must itself make to those
from whom It has borrowed. When Exchequer loans to the Industries are
cancelled as part of a capital reconstruction, the Government must of course

continue to pay interest to the original lenders. The cancellation of Exchequer
loans to the amount of over £1,700 million in respect of the three reorganisa-

tions above Involves an annual permanent burden to the Exchequer on this
account, which Is at present of the order of £70 million.

Y Il—Phasing and Implementation

48. The preceding sections describe the method by which the Govern-
ment have undertaken the reshaping, which they began In October 1964,
of public expenditure programmes. They start from the Government’s
decision to contain the aggregate of public sector expenditure within a
definite limit up to 1969-70 ; describe the process of the Survey of public

expenditure and long-term allocation of resources between the main public
services which followed; and set out the pattern of expenditure which Is

likely to develop. This Is the establishment of a framework; and this
section sets out the problems that arise In working within this framework.

49. First, the wide variety In the purposes, functions and economic nature
of public expenditure, In the authorities responsible for it, and In the time-

scales of the decisions involved, present a formidable problem of forecasting
future costs and containing expenditures within the limits laid down. Within

* Parliamentary authority is being sought in the Air Corporations Bill.
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the 85 per cent of the aggregate of public sector expenditure for which
forward costings of policy can realistically be undertaken, there Is no reason

to doubt that the quality of the costing will improve, though there will

probably continue to be a tendency to underestimate the future cost of carry-
Ing out particular policies.

50. The question of control I1s more complex, because of the variety of
public authorities whose expenditure Is Involved. The expenditure of the

Government Departments Is of course under the continuous control exer-
clacu uuuugu Lic annual Jtisumates, and tne out-turn Is norm__ " ...
reasonable margin of the original Estimates: In the last five years, rs,*'the dlffer-
ences have been+ T7 per cent, +3*5 per cent, +T5 per cent, %3 per cent
and —IT oer cent resnectivelv /all In mnNnv termgs)

considerably as the period lengthens. The expenditure of the National
Insurance Funds follows precisely from the Government’s decisions on the
various benefits and the numbers eligible for them, which can usually be

margm

ment can affect the level of local authorities’ expenditure, which Is about one-
third of public sector expenditure, varies widely. There Is control over their
capital expenditure through loan sanctions and Iin some cases through specific
statutory powers. For current expenditure, there i1s In general no specific
Government control; but the local authorities’ policies are In many cases
the expression of national policies, and are subject to Departmental regula-

tion, and the fixing of levels of grants affects the ability of the local authori-
ties to incur expenditure.

51. Taking public sector expenditure as a whole, It IS not possible to
exercise a fine control over substantial periods ahead, but the essence of the

term allocation system Is to ensure that the decisions Involving commit
ments of economic resources for the future are taken according to a rational
pattern of priorities and a realistic view of the implications for the national
economy of providing these resources ; and the technical possibilities of cost-
ing and of financial control would seem adequate to support this.

52. A problem not yet fully resolved Is that which arises from the fact that
programmes
term
terms

programmes In a uniform way. This gives rise to difficulty In comparing
the actual expenditures recorded after the event with the provision made
In the programmes. Moreover, figures at constant prices obscure the fact
that there may be pay and price iIncreases of an exceptional character.
Further, from the point of view of financing, the increases In costs caused
Dy Increases In pay and materials prices are as significant as those required
by the expansion of the public services, and anomalies may arise when one
kind of cost increase is treated differently from another.

53. The treatment of future expenditure In terms of constant pay and
prices tends to underestimate the future weight of the public services In rela-
tion to the national economy as a whole. Wages and salaries represent a
relatively larger part of the total cost of public services than of Industry
generally, and the concept of the “ productivity of workers In services
like defence and health and education cannot be as clear as In Industry.

12



Hence, If pay goes up In the public services at the same rate as In the
private sector, the “price” (cost per unit In money terms) of providing
these services will rise faster than the average price level for the economy
as a whole. This tendency Is obscured In the programmes based on constant

prices, and emerges In practice only as events unfold.

54. Secondly, there 1s the need to work the system with a due flexibility.
To control public expenditure too rigidly In terms of an aggregate could lead
to anomalies. Some kinds of public expenditure are potentially advantageous
In their effect upon the national economy: the composition of the total of
public expenditure I1s as Important as Its size ; and If the composition Is
favourable for economic growth It Is possible for the nation to “ afford ”
a larger total than If the composition were unfavourable. Some kinds of
public expenditure, on the other hand, call for particularly scarce kinds of
resources, and must be limited accordingly. Great restraint on Government
expenditure overseas Is likely to be necessary for as far ahead as can be
seenT'TEe public sector Is such a large user of construction and some Kinds
of skilled manpower that its requirements have to be examined carefully from
this point of view, The total amount of such public expenditure that the
nation can " afford ’ will depend upon the measures taken both In Increasing
supply and restraining demands to deal with these particular constraints.
Again, the new system of Investment grants to manufacturing and extractive
Industries will substitute Government expenditure for tax reliefs. Changes
of this type, even when they are fiscally exactly equivalent, result in more
or less “ public sector expenditure ” as defined in paragraph 6 and thus make
It necessary to re-define the total limits accordingly.

55. The Government are likely to continue to need to establish a
limit to the total of public sector expenditure In order to serve as a guide-
line: but there may In future be room for changes In the definition and
boundaries of the aggregate to which ajimit is applied.

56. Thirdly, there is the the programmes. In the early stages
of the five-year programme’; Increase in public expenditure 1s above
the average annual rate from 1964-65 to 1969-7/0 of 4J per cent. Thus, the
Increase at constant prices from 1964-65 (as estimated at the time of the
Survey) to 1965-66 Is estimated at 5f per cent after taking account of the
deferments announced on 27th July, 1965 (see Appendix I). This was mainly
because the programmes which the Government inherited on coming to
power provided for very large iIncreases In this period. The Increase at
constant prices from 1965-66 to 1966-67 Is not likely to exceed 4" per cent
(see paragraph 70 below); and during the later years of the programme the
growth of public expenditure Is likely to be less than 4" per cent a year,
with the flattening out of the defence programme playing an important part
In this result.

57. Thus the pattern of the programmes iIn the five-year period Is a faster
Increase In the early years than iIn the later, a similar course to that in the total

of nationahsed Industries’ Investment programmes (see paragraph 42).

58. The Immediate increase In public expenditure was more than the
economy could bear, having regard to the pressure onTesdufces and gn the
balance of payments, and the GovemmehrtHerefore took the special measures
announce3“by the"Chancellor of the Exchequer on 27th July, 1965. These

%
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were designed to moderate the rate of growth of pubhc expenditure as effec-
tively aS possible, and with the least possible interference with the most
urgent social programmes. They concentrated on slowing down the rate of
expenditure on capital projects and on deferring purchases of equipment and

- _ _ _ . ling Government
Departments, local authorities and nationalised industries.

necessary
made It impossible to carry ou”a detailed adjustment of programme
Government therefore decided to'~postpone non-

Industrial projects for six months, but exempted all projects in development
districts, and houses, schools and hospitals. Loan sanctions were to be
given only In special circumstances for local authority loans for expenditure
on land purchases In advance of requirements, on civic buildings, oflBces
and a variety of miscellaneous projects ; and lending by local authorities
on mortgages for house purchase was restricted. Government

were Instructed to act accordingly ; circulars were sent to local authorities

" | - chairmen
were asked to help also.

60. It i1s estimated that central and local government capital expenditure

projects to _a total value of at least £200 million have been deferred for six
months. The effect of these deferments will be to reduce expenditure in

1965-66 by some £40 million and In 1966-67 by about £60 million. In
addition to this the deferment of expenditure by Government Departments
on stores and equipment will lead to further savings of £7 million in 1965-66
and £6 million In 1966-67.

61. The Chancellor wrote to the chairmen of the nationalised Industries
drawing their attention to the measures being taken to restrain expenditure

In the public sector and asking for their co-operation in comparable measures.
He made it clear that he was not asking for postponement of projects which
were essential to economic growth over the next few years. As a result
tbe mdustnes ottered to defer expenditure of the order of £60 million The
r™hnnrplinr ropANtlx/ 1N and

are now likely to make an even greater contribution.

62. These deferment measures were temporary, and were designed to
reduce the pressure of demand below the excessively high level which it
would otherwise have reached. They have reduced the load on the building
Industry, and they have contributed to the improvement In the balance of
payments. It was. clearly necessary, however, that this temporary deferment
of projects should give place to more normal methods of control; and on
8th February, 1966, the Chancellor of the Exchequer announced that revised
annual expenditure limits were being fixed accordingly, so that the savings
of expenditure In 1965-66 and 1966-67 would be made, but that the Depart-
ments would be able to re-programme their investment within the limits laid

down (see Appendix I).

| 63. In the development of the long-term programmes the question of
tiphasing will recur, for public expenditure I1s too large an element In the

Jnational economy to be treated entirely on a long-term basis independently
*of the short-term economic situation. e



VIII—The 1966-67 Estimates

64. The procedures described In section Il to determine the allocation
of resources to the main public expenditure programmes five years ahead
also resulted In allocations for 1966-67. For the expenditures on Votes
this made It possible to establish a framework, taking account of the defer-
ment measures of 2/7th July, 1965, within which each Department was
required to prepare Its Estimate for 1966-67. Special Instructions were
given to those Departments whose expenditures were not suitable for long-
term programming. Many of these depend heavily upon the economic and
International situation at the time when the Estimates are settled. Nearly
all the Votes are strongly affected by the course of wages and salaries and

prices generally.

65. When the Estimates had been submitted to the Treasury in December
and had gone through the initial process of examination, the outstanding
questions of policy on them were referred to the same group of senior
Ministers who had considered the long-term allocations in July 1965 (see
paragraph 22) in order to ensure that the same standards of stringency and
priority were being maintained over the whole range of Government
expenditure.

66. The total of the Estimates for 1966-67/ was ultimately fixed at
£7,728 million, an Increase of £594 million, or 83 per cent over the
Budget Estimates for 1965-66. Of this increase, £/0 million Is attributable
to changes In classification, 1.e. to the iInclusion this year In Votes of
expenditures which would otherwise appear as reductions of revenue (e.g.
the corporation tax relief in respect of overspill) or which were formerly
advanced from the Consolidated Fund (e.g., advances to the National Research
Development Corporation). Of the remaining £524 million, It Is estimated
that £387 million Is attributable to Increases In pay and prices. The
Increase of expenditure at constant prices IS 2*8 per cent, or, after adjust-
ment for changes In classification, 1*8 per cent. The corresponding figure
this time last year for the money Increase from 1964-65 to 1965-66 was

8-9 per cent, and for the Increase at constant prices was 5 per cent (compared
with the above 178 per cent).

67. The full analysis of the Estimates will appear In the Financial
Secretary’s Memorandum on the Estimates to be published in March, The
following table shows the main changes on a comparable classification, the
total increase In which Is 7*3 per cent;

Elgtlijr?]%?és Estimates  Increase in 1966-67
1065-66 1966-67 over 1965-66
Emillion  £million  £million Percentage
change
Defence Budget — ...ooovereerreiinnn, 2,120 2,172 2-5
Transport, industry, agriculture, re-
search s | 971 1,026
Health, education, housing, non-
specific grants to local authorities 2,283 2,604
Other ... 1,760 1,856

Total ... 7,134 7,658



terms of constant rates of pay and prices, the Defence Budget
for 1966-67 I1s lower than that for 1965-66, and Is now within the Govern-

ment’s target of £2,000 million at 1964 prices. Subject to the passage of
the necessary legislation, purchases of United States aircraft financed by

the special credit will not be a charge on the Defence Budget until the credit
has to be repaid.

69. The rest of the Estimates on a comparable classification are up
by £472 million or 9-4 per cent, of which about 5 per cent represents In-
creases of pay and prices. Of this Increase, the non-specific grants to local
authorities (general grant, rate deficiency grant and the new rate rebates), a
large proportion of which Is for education, represent £17/0 million ¢ the
National Health Service £116 million; universities and other Department-
financed education £21 million; roads £20 million ; and industrial and

million  The Estimates for payments from the Ex-
fbequer for benefits and assistance show a relatively small rise because the
ast uprating took place in March 1965.

70. The Government’s objective IS to contain the growth of public sector
expenditure from 1964-65 to 1969—0 within an average Increase of 4" per
cent per year at constant prices. Of the aggregate of public sector expenditure
as defined for this purpose, the Estimates represent over 60 per cent;
and these are Increased In 1966-67 by 1-8 per cent at constant prices. The
remainder consists of Government expenditure not financed by Votes (In-
cluding the special aircraft credit), and the expenditures of the National
Insurance Funds and local authorities to the extent that these are not
financed by Exchequer grants. It Is too soon to make a firm estimate of
the Increase of these non-Vote public sector expenditures In 1966-67 com-
pared with 1965-66, but it may be regarded as reasonably assured that the
aggregate of public sector expenditure in 1966-67, as defined In the Govern-
ment’s objective, at constant prices, will exceed that of 1965-66 by less than

per cent.

Conclusions

/1. In conclusion, the Government have two approaches to the problem
of expenditure planning and control, one the relatively long-term and one
the short-term. The decisions establishing limits for the main programmes
for 1969-70 have provided a framework for the development of these services,
and enable the Ministers In charge of these services to make their priority
choices and plan ahead. This covers most of the field, and should ensure
that these main services will be expanded on a scale which can be accom-
modated within the nation’s resources and taxable capacity. Once the
total has been established, to spend more on one item means spending less
on something else; and this I1s a true system of economic and social
pnonties. It Is for debate and discussion how these choices should be
modified In the years ahead.

72. The 1mplementation of the long-term programmes, together with
the process of taking decisions on those elements of pubhc expenditure
which are not suitable for long-term programming, are brought into sharper
focus In the work on the Estimates, which Is designed to ensure that the rates
of development are kept within the limits which have been laid down, and
to ensure that the short-term needs of the national economy are fully reflected

In the course of public expenditure.



/3. The Survey of public sector expenditure is an annual one, and the
1966 operation will decide what aggregate increase over the level established
for 1969-70 will be practicable for 1970-71, and how this Is to be allocated
between the main programmes. This IS how part of the Plan will roll
forward another year, with guide-lines for the development of the main
services for a further year ahead. At the other end of the time-scale,
decisions will be taken on the limits for 1967-68, which will again be the
basis for the work on the Estimates In the autumn of 1966. As the process
becomes more firmly established, the Survey and allocation operation will
Increasingly take the form of a determination of long-term strategy in the
outlay of public sector expenditure, brought to a point of decision in the
allocation between the main programmes for the fifth year ahead, and the
fixing of the limits for the short-term need for cash for the Estimates for
the year immediately ahead.

74. The decisions taken by the Government within the last year have
formulated financial objectives for the development of the defence, indus-
trial and social service expenditure programmes consistent with the needs
and capability of the economy as a whole. It was made clear in the National
Plan* that the successful accomplishment of these programmes was contingent
upon the success of the economy iIn developing along the lines Indicated In
the Plan. It will be necessary for the Government to control the phasing
of the public expenditure programmes within the general limit of the average
Increase of 4" per cent a year at constant prices over the five-year period

so that the load on the economy which they represent does not increase
faster than the economy can bear.

/5. The Estimates for 1966-67 are an important step along this path.
They reflect the results of the first reshaping of the individual expenditure
programmes ; and this first stage of the implementation of the long-term
programmes has been achieved fully consistently with the aggregate limits

of public sector expenditure which the Government laid down iIn their early
months of office.

The National Plan, page 181.
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APPENDIX |
Statements by the Chancellor of the Exchequer on Public Expenditure
Extract from the Budget Statement, Wth November, 1964

|O.R. Cols. 1029-31]
[Mr. Callaghan]

The expenditure programmes that we found In being for defence, the
soclal services, houses, schools, hospitals, roads, will all entail substantially
mcreased expenditure every year. By 1968 the total expenditure In the
puDUC sector will be £2,000 million
any allowance for increased prices In the Interim. This future expenditure
IS based on the revenue and savings that would accrue from a growth rate of
4 per cent In cl)ur gross national product. Hon. Members will know that the

annua

has been only about 3 per cent, or a little less, and over the whole period
from 1951 onwards has been no more than 2J per cent.

Putting It another way, the previous Administration have pledged our
future revenues for the next four years on the basis of an underlying growth
rate that they did not actueye and, looking at their record, they were unlikely
to achieve. Of course, It Is possible that the previous Government would
have achieved and maintained a 4 per cent growth rate for the next four
years In a row. | do not say that miracles cannot happen, but the pro-
grammes that we have taken over have been planned on the assumption that
the miracles have already happened. Many of these programmes—current
and capital—are, In practical terms, already committed. It will take time
to reshape them, but we Intend to do this.

uur nrst ODjective IS t0 get the deployment of economic resources right.
For example, large and important parts of our industrial and technological
manpower and capacity are locked up In production and research for the
Government. It will be our urgent task to see how far this pattern should
be modified In the national Interest so as to release resources for more
productive purposes and for the expansion of exports. Defence will be
In the forefront of this examination. This year’s figure i1s over £2,000 million,
of which £350 million Is spent overseas and Is a direct burden on the balance
of payments. This Is the important point. The failure to secure value for
money In the defence field has become a byword throughout the country:

by relating commitments to resources It Is our Intention to ensure that the
Armed Forces are able to discharge thelV tasV with onri

economy.

We shall also examine those Government expenditures In the civil field
which have an economic aspect to ensure that an adequate economic and
financial return can be secured for the industrial and seientifin marmnwpr
and capital which they absorb. The purpose of much of this expenditure IS
sound enough and It IS not our Intention to hack 1t with a meat chopper.
In the first Instance, therefore, we intend to ask a task group of senior
officials including scientific and economic advisers to sort out these projects
and appraise their economic priority. We shall then have a firm basis for
actio



Next. Secretary will be reviewing the remaining
field of civil expenditure and | have asked hi to consider whether the
priorities at present established are right or whether 1t I1s possible for the
Government to release valuable men and plant for work which will strengthen
the balance of payments and help expanding industry. We are looking for
all economies, not just tiny economies, although it must be part of the Chief
Secretary’s task to try to get rid of the kind of waste to which the Comptroller
and Auditor General has drawn attention In recent years. But our basic
objective 1S to Md substantial cases where expenditure I1s not yielding full

value 1n social and economic terms.

To turn to the other side of the medal, there are, clearly, fields in which
Increased expenditure by the Government can help the modernisation of the
economy and the improvement of the rate of technical progress. The help
that Is being given to ensure more rapid development in the under-employed
areas of the country I1s a good example of this. | very much welcome the

discussions which my right hon. Friends the First Secretary and the Minister
of Labour are about to have with industry to help men move easily from

Jjobs where productivity Is relatively low and opportunities are few to more
productive and progressive employment.

Extract from a Statement by the Chancellor of the Exchequer on 22nd
February, 1965

|O.R. Cols. 35-37]
[Mr. Callaghan]

The Vote on Account, covering the Civil Estimates and the Defence
(Central) Estimate, 1s being published this afternoon ... It Is the Govern-
ment’s task to plan the purposive use of our economic resources as a whole,
In order to secure, first, that total expenditure both pubhc and private matches
the resources that can be made available, and, second, that within the total
there I1s a proper balance between the requirements of the public and private
sectors. TTis means that the public sector may need to absorb a larger share
of our gross national product than it does today. But the growth of pubUc
expenditure must be effectively controlled so that social and economic
priorities can be duly secured in the National Economic Development Plan
which the Government are preparing.

We have accordingly been considering the problem of planning the
longer-term course not only of Central Government expenditure, but of the
total expenditure of the whole public sector. A final decision on the details
of this will be reached when the plan has been drawn up. Meanwhile, the
Government have decided that the growth of public sector expenditure
between 1964-65 and 1969-70, excluding the Investment of the nationalised
Industries, will be related to the prospective increase In national production,
which In our present judgment means limiting the average increase in public
sector expenditure, taking one year with another, to per cent a year at
constant prices. This will mean a corresponding containment of the rise
In private sector expenditure. Only as a nation succeeds In raising the
annual rate of production can public and private expenditure be Increased.

These decisions will provide a sound base for our policies for odemising

and expanding the national resources, They will also permit the progres-
sive develo*Jiient of our economic and social policies, because expenditure
will be realistically related to our capacity to embark upon new plans.
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Extract from the Budget Statement, 6th April, 1965
[O.R. Cols. 279-281]

IMr. Callaghan]

| now come to public expenditure. Both In my statement of 22nd
February and In my opening remarks today | have made It clear that It Is
our Intention to plan the use of economic resources and to control the growth
of public expenditure so that the right balance of economic and social
priorities can be duly secured, "”e control of public expenditure will-therefore
be used positively as well as negatively. The Government have decided that
the growth of public expenditure between 1964-65 and 1969-70 will be
related to the prospective increase In national production. In the Govern

judgment this means limiting the overall Increase

sector expenditure, excluding the Investment of the nationalised industries
and taking one year with another, to 41 per cent a year at constant prices!

— P, . again in order to determine
a proper order of priorities and to control waste.

In the field of defence, reviews are being conducted to ascertain the changes
that would be required to contain expenditure at roughly the 1964-65 figure
In real terms. One of the most serious aspects of this problem Is the growth
of overseas military expenditure. This Includes maintaining our troops In
Germany, the Middle East and the Far East. Since 1959—1 ask the Committee
to note these figures—this total has gone up year by year without let or
hindrance from about £175 million to over £300 million, including defence aid.
These payments across the exchanges constitute a serious
of payments. A reduction in them depends upon others as well as ourselves.
but the economy badly needs some of the foreign exchange resources absorbed
by the defence programme ; and the Government intend to secure a reduction
In the existing burden.

Altogether, about  million men and women are employed In the Forces
and In industry to supply them, these are unportant and scarce resources
of manpower, needed for Industrial expansion and for exports. It Is against
this background that the Government
the TSR2 project. My right hon. Friend the Secretary of State for Defence
hopes to catch your eye later in the debate this evening, Dr. King, In order

Government
cancel the project.

The effect of this decision Is to save £35 million of Government expenditure
In 1965-66, after taking account of the terminal costs which may become
due to be paid this year. But, so far, this aircraft has cost £125 million, and
the cost Is mounting fast every week. It has, and would have, diverted
hundreds of factories employing thousands of skilled and semi-skilled men
from other work of national Importance, Includiug exports In particular.
This I1s not a sensible use of our overstrained resources. The Government’s
decision will, In the next five years, release £350 million of resources of an

advanced kind for more productive work.

On expenditure In Industry, my colleagues’ statements In the last few
days about postal charges, raillway closures and agricultural support
demonstrate our policy—and we do not intend to be moved from It—that



these Industries should continue to Increase their contribution to the national
economy. Where we believe that Government expenditure can have a
constructive and fertilising effect on industry, we have shown ourselves ready
to make the money available. In education, In health, In social security
and In housing we are engaged In arranging our priorities so that we can
get the best combination of programmes and the best value for money
within the expenditure which can be devoted to these purposes.

Side by side with this Is the review of local government finance which Is
going on, which will enable us to decide how the expenditure on the public
services can best be shared between central and local sources of finance. It
IS N0 easy matter to reshape public expenditure In a short time and we
must look further ahead than just the current year If we are to make a real
Impact on these expenditures. But | commend to the Committee, and especially

to my hon. Friends, the words of Robert Owen:

“ Beneficial changes can alone take place by well digested and weII
arranged plans temperately introduced and perseveringly pursued

| know only too well, as my predecessors did, of the pressure for higher
pensions and for better pay ; and | do not need to recall to any hon. Member
the recent outcry about the state of some of our schools, the condition of
some of our hospitals and the wretchedness of some of London’ housing.
My earnest wish 1S to see the nation freely and willingly devoting the
necessary resources to satisfying the simple needs of ordinary men and
women—a home to live In, a school to learn In, a hospital when we are
sick and a modest living for the elderly. But the fulfilment of these plans
jostles against the need for a healthy balance of payments as well as the
desire by all of us as Individuals for an Increase In our own personal

standards of living.

For the reasons which | gave at the outset, In 1965 first priority must
be given to balancing our overseas payments. | have already iIndicated the
anner In which we are setting about this. ,Until we get this, we shall need
to contain the rise In private expenditure. For the rest, a healthy balance
of payments Is necessary to enable the economy to grow at a steady pace.
Our most important task Is to reconcile faster growth with a satisfactory
balance of payments. We look to the economic plan which 1S now being
prepared to co-ordinate the conflicting claims made upon our resources by
private expenditure, social expenditure, defence and iIndustrial Investment;
and also to stimulate the economy Into greater efficiency and productivity.

Extract from a Statement by the Chancellor of the Exchequer
on 21th July, 1965

|O.R. Cols. 228-30]
[Mr. Callaghan]

... This year’s balance of payments deficit is hkely to be well below half
last year’s figure. To ensure that we reach our aim of eliminating the deficit In
the course of next year and of maintaining the strength of sterling, the
Government have decided to adopt the following measures.

First, expenditure at home. The Government intend to slow down the
rate of expenditure on capital projects and to defer as far as possible



purchases of equipment and stores by Government Departments, local
authorities and nationalised Industries.

Housing, schools and hospitals will be contained within their existing
programmes. For other non-industrial capital projects for which contracts
have not yet been signed, the starting dates will be postponed
Exemptions will be niade for projects In development districts and areas of
high unemployment. * Similarly, purchases of goods will be deferred to the

maximum possible extent. H

All Government Departments have been instructed to carry out this policy
and to arrange for other bodies for which they are responsible to do likewise.
The nationalised industries will be called on to follow a similar course of
action. Local authorities will be asked to follow suit.

- Loan sanction and grants will only be given to local authority projects
which are urgently required. In particular, sanction will not be given except
In speclal circumstances to loans for expenditure on land purchases In
advance of requirements, on civic buildings, offices and a variety of miscel-
laneous projects which, though desirable in themselves, are not essential at
this time. The expenditure In these categories Is now running at £150 million

a year

Lending by local authorities on mortgage for house purchase has trebled
In England and Wales in the last five years, and In 1964-65 reached
£180 million. With the co-operation of the local authorities this will be
restricted to the average of the three years ended 31st March, 1965, namely,

£130 million.

The House will recall that last spring | undertook to review the swollen
programmes of public expenditure left behind by our predecessors. This
review 1S now complete. As | forecast before the election, the examination
revealed that 1t would not be possible to carry out all the programmes we
Inherited within the limits of our resources until the necessary rate of growth
of production has been achieved. We have, accordingly, reshaped the total
programme and | can inform the House that from now on expenditure will
be kept to the level that we as a nation can afford. | am giving Instructions
to Departments that the 1966-67 Estimates shall be drawn up within a limit
which has been determined for each Department within the agreed total.........

Extract from a Statement by the Chancellor of the Exchequer
on Zth February, 1966

|O.R. Cols. 214-215]
[Mr. Callaghan]

On 27th July last, | announced the deferment dl
Ing public Investment and expenditure. These measures have achieved their

purpose. In particular, the rate of expenditure on capital projects has been
appreciably reduced. | estimate that, Iin the six months since the arrange-
ments were announced, about £200 million worth of capital projects have
been deferred for six months. | am grateful to all those who have made
the result possible. There can be no doubt that this deferment has reduced
the pressure of demand below the excessively high level which 1t would

otherwise have reached, has reduced the load on the building industry, and
payments



The Government now propose to replace the defermelit of individual pro-
Jects by the more normal system of TOntrol by expenditm-e liinits. Under
the new arrangements, revised annual expenditure limits are being fixed In
such a way that they will'in general be no greater than they would have
been'lihder the' deferment arrangements. But Departments will now be free
to repogramme their Tnvestment. The limits within which Government

Departments will work will apply both to their own spending and in their
control of capital expenditure programmes by local authorities. As before,
housing, schools, hospitals, and projects In development districts will be
unaffected. Estimates for 1966-67 are being prepared on this basis.

Circulars will be sent to local authorities, as necessary, notifying them of
the new arrangements. Loan sanction and grants for miscellaneous local
authority projects outside the main programmes will continue to be given

only for projects which are urgently required.



APPENDIX
TABLE 1

Public sector expenditure(i) by function(2) (excluding nationaUsed industries, etc.) £ million

1964-65 1965-66(3) 1969-70
Out-turn estligrr?gte
at Estimate at 1965
out-turn at 1965 Survey prices
prices(4) ~ Survey
prices(5)
[am programmes: |
ngednsce Budget ............... 1,918(6) 2.073 2134 2,075(6)
_ - 393 406 426 575
Public housing investment 539 519 571 691
Housing subsidies, etc. 147 153 164 =
Police and prisons.......ccccccvvcvveeeennne 293 230 937 281
Education (with school meals and milk) 1,472 1 459 1574 1.923
Health and welfare (with welfare foods) 1213 1238 1316 1529
Benefits and assistance (with family | | |
allowances) ., 2 045 2 120 2 379 2 920
Total . 7,950 8,198 8,801 10,251
ther programmes:
Ald programme ... RETTOP 179 181 196
Other overseas expenditure 02 08 101
Railways and waterways deficit grant .., 123 117 106
Agricultural support ... 261 316 293(7)
Other assistance to industry, transport and
agriculture i 226 271 200 A 2044
Industrial research and research councils 133 155 159 |
Environmental services(S)........cccccvvvvvvnnnnnee, 594 559 685
Tax collection and other financial admini-
SIratioN ..., 122 127 133
Other ..ill, ... 807 778 803
Total ... y 2,537 2,602 2,775 2,944
Contingency allowance y
Grand Total 10,487 10,800 11,576(9) 13,295

(1) For the purposes of Tables 1, 2 and 3 public expenditure Is defined as In paragraphs
6 to 8 of the main text. The total is that which the Government decided to contain
Vi/igtgginlg% average increase of 41 per cent a year at constant prices in the period 1964-65 to

(2) The expenditure shown for each function is that of Great Britain spending authorities.
The expenditure of Northern lIreland spending authorities Is included in the last item.

(3) Estirnates of summer 1965 at prices related to the Budget Estimates of 1965-66. This
price basis Is used for the 1969-70 figures also and is called * 1965 Survey prices

(4) The figures for out-turn in 1964-65 agree with those in the table at the end of the 1965
Blue Book on National Income and Expenditure showing the * Treasury analysis of public
expenditure ”, the difference in total being capital formation of nationalised industries, etc.

(5) These are estimates for 1964-65 made for the Government’s first analysis from which
the ” 4-| per cent ” decision was taken, adjusted to 1965 Survey prices (see note (3) above).

(6) The out-turn for 1964-65 Is after deductions of large, special receipts Iin respect of
the handing over of military assets in Kenya and Malta. The amount for 1969-70 is the
equivalent, at 1965 Survey prices, of the ceiling of £2,000 million fixed for the Defence
Budget at the prices of the 1964-65 Estimates.

(7) Estimated 1965-66 out-turn is now put at £244 million. (O.R. 7th February, 1966,
Cols. 25-26).

(8) Environmental services cover water supply, sewerage, refuse disposal, parks and pleasure
grounds and other miscellaneous services provided by local authorities.

(9) This total does not take account of the deferment measures announced by the Govern-
ment on 27th July, 1965, the effect of which Is expected to be a reduction of the order of

£50 million In 1965-66 (see also paragraph 60 of main text above).



1964

Out;{urn estimate

out-turn &t 196

prices O survey

prices
Current expenditure on goods and services 5,506 5,735 5,906
Capital formation(3)............... [j516 VW T 672
Subsidies '529 "580N 565/
Current grants to persons, etc. 2,39K 2, 2f85— |
Current grants abroad “AN4- 158 179
Capital grants to private sector 119 180
Net lending to private sector 153 130 191
Loans to overseas governments /8 82 79
Other lending abroad 1 14 20
Total 10,487 10,800 11,576(4) 13,295

(1) See footnote (1) to Table 1.
(2) See footnote (4) to Table 1

(3) Gross domestic fixed capital formation and increase in value of stocks.
(4) See footnote (9) to Table 1.

Current expenditure on goods and services covers all direct current
expenditure on goods and services, Including wages and salaries, by the
central government and local authorities. All current expenditure on the
National Health Service, net of revenue from charges raised, Is Included.
Current expenditure on goods and services also Includes defence expenditure
on fixed assets (other than married quarters, ordnance factories and other

items with a potential civilian use) and building and construction expenditure
overseas.

Capital formation comprises all expenditure on fixed assets (with the
exceptions noted in the iImmediately preceding paragraph), net of the proceeds
from the sale of assets, by the central government, local authorities and
certain other public corporations ; it also comprises an allowance for the

Increase In the value of stocks, and In this respect differs from gross domestic
fixed capital formation.

Subsidies include the deficit grant paid to the British Railways and Water-

ways Boards, all subsidies in support of agriculture and the housing subsidies
paid by the central government and local authorities.

Current grants to persons, etc. comprise a wide variety of current transfer
payments of which benefits and assistance paid to residents of the United
Kingdom under the National Insurance and related schemes form the largest
single 1item. Also Included are awards to students, school meals (net of
parental contributions) and school milk, and grants in support of the current

expenditure of the universities, voluntary schools and other private non-profit-
making Institutions.

Current grants abroad consist for the main part of grants to overseas
governments under the aid programme. EXxpenditure on certain United
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Kingdom-based Institutions whose activities are directed to the needs of
countries overseas IS treated as grants abroad. Military aid, subscriptions to

International organisations and benefits and assistance paid to residents
overseas are also Included.

Capital grants to the private sector include building grants to universities
and other educational Institutions, together with grants In the form of
assistance to iIndustry under, for example, the Local Employment Acts
and housing improvement grants by local authorities.

Net lending to the private sector consists mainly of loans, net of repay-

ments, by local authorities for house purchase. Ship-building loans (net)
are also Included.

Loans to overseas governments. The coverage of this item is self-
explanatory.

Other lending abroad comprises drawings from the United Kingdom
subscriptions to the International Development Association and loans in

Commonwealth Development Corporation

TABLE 3

Public sector expenditure by spending authorlty(i)
(excluding nationalised industries, etc.)

£ million
1964-65 1965-66 1969-70
_ 1964
Outa’E[urn estimate Estimate
out-turn at 1965 at 1965
: Survey Survey prices
prices (2) :
prices
Central government:
Votes (G.B.) e, 5,165 5,489 5,632
National Insurance Funds (G.B.)............... 1,543 1,609 1,832 1 8,649
Other(3) e, 316 355 353
Local authorities(3) .. 3,392 3,258 3,639 4,392
New Town Corporations (G.B.) .............. 48 63 68 97
Other(3) 23 26 52 157(4)
"I"DT 10,487 10,800 11,576(5) 13,295
1

0) See footnote G) to Table 1.
(2) See footnote (4) to Table 1.
(3) Includes expenditure of Northern Ireland spending authorities.

(4) Including contingency allowance.
(5) See footnote () to Table 1.

The figures shown In this table represent final expenditure by the various
spending authorities, including transfer payments outside the public sector but
excluding all transfers between authorities. Thus the actual payments of
soclal security benefits are included against either central government Vote-
borne (Supply) expenditure or expenditure by the National Insurance Funds,
depending upon the type of benefit; the Exchequer contribution to the Funds
IS however excluded, since this ranks as an internal transfer within the public
sector. Similarly all expenditure by local authorities, Irrespective of the way
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In which 1t Is financed, appears against local authorities, while grants by the
central government to local authorities (estimated at £1,300 million In
1965-66) are excluded. It follows therefore that, because of these transfers
and various other transactions between Departments and the Exchequer, the
element of total public expenditure by the central government on Votes will
differ from the total of the published Estimates. For a reconciliation of
total Estimates with total public expenditure see Table 4.

TABLE 4
Reconciliation between total Supply expenditure (Estimates) and total public expenditure
£ million
Out-turn Estimate
¢ at at 1965
out-turn Survey
prices(i) prices
196465 1965-66
1. Total Supply expenditure (net Votes-G.B.)..cooooeeeeiiiininnnnnnnn. 6,446 7,134
less grants, etc. to local authorities ..., -1,195 -1,305
less Exchequer contribution to National Insurance Funds -233 -305
plus National health contributions ...l 163 164
less other Vote payments not included as part of total
public expenditure plus other Vote receipts not
dedUCted oD -16 56
2. =Vote element In total public expenditure...........cccccevvnnneee. 5.165 5.632
3. Central government expenditure not on G.B. Votes:
(a) Consolidated Fund loans, etC.........cccocvviiieiiiiniinnn, 169 193
(b) National Insurance Funds (G.B.) ... 1,543 1,832
(c) Northern Ireland central government.........ccccoeeeieeennnn. 147 160
4. Expenditure of local authorities (U.K.):
(@) Current expenditure . 2113 2 274
(by Gross domestic fixed capital formation —  ............... 1,141 1,207
(c) Other capital expenditure ... 138 158
5. Expenditure of certain public corporations (mainly New
Towns, but excluding nationalised industries, etc.):
(a) Gross domestic fixed capital formation  ............. 66 104
Ib) Other capital expenditure ..., 5 16
0. Total Public Expenditure covered by the 4i per cent”
[0 <04 15 1@ 1 X 10,487 11,576(2)
7. Capital formation of nationalised industries, etc.(3)... 1,186(4) 1,282
8. Total Public Expenditure = ., 11,673 12 858

hsures for out-turn In 1964-65 agree with those In the table at the end of the

1755 Blue Bogk on National Income and Expenditure showing the “Treasury analysis of
public expenditure”.

(2) See footnote (9) to Table 1

(3) Gross domestic fixed capital formation and increase in value of stocks.

(42 This figure Is not entirely consistent with the figures in Table 5 because of the use In
that table of [ater information.



TABLE 5

Investment(i) of nationalised industries, etc.(2)

£ million
Out-turn at
out-turn Estimate at 1965 Survey prices
prices

1964-65 1965-66(3) 1966-67(3) 1969-70

National Coal Board ... oL \ 90N | 9/ 85(4)
Gas C_O!,II’IC” BT TITITTT TSPy 9(|_ : U 11>/ 145N
Electricity Council(5)  .............. ~~57T m 575

South of Scotland Electricity Board
North of Scotland Hydro-Electric

Board 18 15 10 11
British European Airways 191 19f/ 19-A1
British Overseas Airways Corpora-

t1oIT 21N 12N N 15U 20-~N
British Railways Board(?)............... 111-""/ 119xT - 118 A 190N >
London Transport Board(") 2U m 23" 23N 14H
British Transport Docks Board(®) 5 A 8. | 147N 181
British Waterways Board(") 9.
Transport Holding Company(6) ... 141" 201 29N 191
POSt O ffICe . oo, 18(L 2Uyv”h 250 326-"

Total Nationalised |ndustries 1,305 - 1,462 1,406
British Broadcasting Corporation... 12 11N 13 10
Independent Television Authority... 1 1 1 2
Covent Garden Market Authority — 1 9

Grand Total......ccoooeevevervnnnnnnn. 1,201 1,317 1,477 1,427

(1) Investment Is defined as expenditure on fixed assets before deducting proceeds from
the sale of assets.

(2) This table Is based on the 1965 investment review and incorporates developments and
Government decisions since the publication of the National Plan.

(") The figures in these columns take account of the deferment of expenditure called for
In the Chancellor’s statement of 27th July, 1965 (see Appendix | and paragraph 61 of main
text above).

(4) This figure iIs the industry’s estimate only—see paragraph 13 of the White Paper on
the Finances of the Coal Industry. Cmnd. 2805 (November 1965).

(5) Includes expenditure on nuclear fuel.

(6) The financial year for these authorities is the calendar year, The figures in this table
have therefore been adjusted.
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TABLE 6

Domestic capital expenditure(i)
(including nationalised industries, etc.)

£ million
Out-turn at
out-tutn Estimate at 1965 Survey prices
prices
1964-65(2) 1965-66(3) 1966-67(3) 1969-70
Defence Budget — ............... ' 23 | 35+1 35
RS e, 208 4'»r 21671 242] 364
Housing (including 1mprovement
grants)  ..coceee.e... 53 o 0 S 6\S\X* 1\1\- f t?
Police and prisons.............. 24 I '3 2"A 33
EdUCation......ooooomren.on 0 261 23> k20 266/ 2 31S27
Health and welfare 104 p~nll™ ! 114 154
Nationalised industries(4) .. 1,184(5) 305 1,462 1,406
British Broadcasting Corporation,
Independent Television Authority,
Covent Garden Market Autho-
FItY(4) e, 12(5) 15 21
Other * 669 Too 807 326
Total Domestic Capital Tz i
Expenditure  ............... 3,038 3,344 3,583 3,871
less sales of fixed assets -82 -87 -73 -73
2,956 3,257 3,510 3,798
of which:—
Gross domestic fixed capital forma-
tion:
Central government — .............. 292 321"+ 356 .
Local authorities ... 1,141/ 1,267 T
Nationalised industries, etc.(4) ... 1,165 1,272 1,445
Other public corporations(™) 66 102 118
- Total | - 2,664 2,885 3,186 3,553"
Capital ~ants to private sector 139 181 182
Net lending to private sector 153 191 142 245

(1) Domestic capital expenditure Is defined as expenditure on fixed assets (before deduct-
lon of proceeds from the sale of assets) together with grants and net lending to the private

sector (e.g. universities) for capital purposes. It thus provides a measure of the total of
domestic asset-creating expenditure by the public sector.

(2) Based on information available at time of publication of the 1965 Blue Book on
National Income and Expenditure and hence consistent with the table at the end of the Blue

Book showing the * Treasury analysis of public expenditure ” by financial years and with
Tables 1-4 and Table 7 of this White Paper.

9) The figures In these columns take account of the deferment of expenditure called for
(See Appendix | and paragraphs 60 and

In the Chancellors statement of 27th July, 1965.

61 of mam text above).

(4) The estimates for these items are based on the 1965 investment review and incorporate
developments and Government decisions since the publication of the National Plan.

(5) The figures In Table 5 for these items differ slightly because of the use In that table

of later information.
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