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10 DOWNING S5TREET

LONDON SWIA ZAA
Fram the Privale Secretary

17 May 1989

PUBLIC EXPENDITUORE

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

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

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

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

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

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

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

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

Mizss Carys Evans
HM Traasury.
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