. g =

1) fiscal ruled] W& % 9%

(] =459 A8 53+ vud 25

o 2% A - AlthZH(within and between generations) <]
AEd 2AM9 27t TAA A&t A4 AR S st

O ©7)e] hox= AAe AdAFH HARo|A AT A 3R] (automatic
stabilizers)7} & Z-&sto] stAAA S A A

O
of\
o
N
)

[of

O oleldt ARZRE 9= AFAA 2ol 19979 =& thga 2

S T A AAREZ ] g8 Ay S

O The golden rule = 4 =
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- the golden rule: over the economic cycle, the Government will

borrow only to invest and not to fund current spending

O The sustainable investment rulex A%+ Z7lEH-A7F A&7 s
g oA FAE F JEF gtk AQd, £ 9 FAHSEE I7
TFA el GDP tiH] B]&o] 40% olst® #FAYH= As RRE Sl

o] &
“

- the sustainable investment rule: public sector net debt as a
proportion of GDP will be held over the economic cycle at a
stable and prudent level. Other things being equal, net debt will

be maintained below 40 per cent of GDP over the economic cycle
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2 2 golden rules w3
- golden rule2 A7IW&ES #etste] Hd B4 A7F 02 2AY &
o] e 5
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o] =+ HAsal 219 sustainable investment ruleg
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Table 2.1: Meeting the fiscal rules
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Chart 2.1; Estimataz of nat dabt in G7 countrias
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O webd 9= AgAAe A FEe 54 Z4AF TRE 4
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<HE 4-2-2> G AAFA Fo
(¢+9] © GDP tiH] %)

Z A = ?—7‘:@
A | A | oA | G 4SS | A | eea | 3 | e
= Y T4 g,:;a g’:;a ;)(H?é A &= 2| - PR
7]

1986 45.6 42.9 -2.6 -2.1 0.8 1.3 34 58.5 31.3
1987 43.6 41.8 -1.8 -2.6 15 0.7 3.3 60.1 25.8
1988 41.1 41.6 0.5 -1.6 3.4 14 2.9 54.1 20.5
1989 40.5 41.3 0.8 -1.2 3.5 16 2.7 4738 156
1990 42.2 40.7 -1.6 -2.8 1.0 -0.1 2.6 434 14.9
1991 44.0 40.9 -3.1 -2.1 -0.9 0.1 2.3 43.5 15.3
1992 45.7 39.3 -6.4 -4.2 -4.2 2.1 2.2 485 22.0
1993 45.7 37.7 =79 -0.5 =55 -3.2 2.4 58.0 31.4
1994 45.0 38.2 -6.7 -04 4.1 -2.8 2.6 50.6 315
1995 446 38.9 -5.8 -4.7 -2.8 -1.8 2.9 60.5 37.3
1996 42.7 38.5 4.2 -3.2 -1.2 -0.4 2.9 60.0 389
1997 41.0 38.8 -2.2 -1.8 0.8 1.2 3.0 60.3 41.0
1998 39.8 SO 0.1 0.2 2:9 3.0 2.3 61.0 41.9
1999 39.2 40.3 1.1 11 3.4 3.4 2.3 50.8 37.2
2000 37.0 40.9 3.9 0.9 6.0 3.0 2.1 50.5 34.2
2001 40.3 41.0 0.7 0.4 2.5 2.1 1.8 50.3 31.0
2002 40.9 39.3 -1.6 -14 -0.1 0.1 15 50.0 32.0
2003 42.6 39.3 -3.2 -2.9 -1.7 -1.3 15 51.6 33.6
2004 42.6 39.8 -2.9 -2.9 -1.4 -1.3 15 52.7 34.7
2005 43.3 40.4 -2.9 -3.0 -14 -1.5 15 54.0 36.0

T 12004 B 20059 43]= OECDe| A=<
=3

Z+5 1 OECD, Economic outlook(2004d 6¢¥)
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Chart 2.2: UK productivity growth, 1972 to 2000
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Chart 1.3: The productivity gap (1999)
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2000 ¢] Spending reviewsol A= 2003-04d =o] GDP thH] 1.8% =
M o Sekal e

O o] 3 ©9le FAx¥ X &3] P 2HE o iH(capital budget)e] A
o] Xk (resource budget) & ZF-E]¢] E2], The Investing in Britain Fund

9 Capital Modernisation Fund =¢ S 7]¢<l

(7% 42-4] 95 BF5A Folo wd

T -

Chart 3.4: Public sector net investment, 1996-97 to 2003-04
(199900 prices)

. £ billion

1 I I
199697 1997-98 |996-99 (199900 2000-01 2000-00 2002-03 2003-04

Eavroe. Spevicling Resview 1000
't from JOO) dre comeniITed mvealmenta

[1 3tA, PFI(Private Finance Initiative)S 3¥3}3F PPPs(Public—Private
Partnerships) & &3l ®= 52 s 3!
O =42 “Public Private Partnerships . the Government’s
Approach”(2000%3)e]] w2 PPPs: th2 3714 ZlHlglE F-&2 %
D the introduction of private sector ownership into state-owned
businesses, using the full range of possible structures (whether
by flotation or the introduction of a strategic partner), with sales

of either a majority or a minority stake



@ the Private Finance Initiative(PFI) and other arrangements where
the public sector contracts to purchase quality services on a
long-term basis so as to take advantage of private sector
management skills incentivised by having private finance at risk.
This includes concessions and franchises, where a private sector
partner takes on the responsibility for providing a public service,
including maintaining, enhancing or constructing the necessary
infrastructure

@ selling Government services into wider markets and other
partnership arrangements where private sector expertise and
finance are used to exploit the commercial potential of

Government assets.

o

[718] 4-2-5] PPPsE& % &3 o9

FEA Fol

Inves crvent {Ebn)

Chart I.1: Total Investment In Public Services
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O &y e YWEs EdstE Bl FAEZHDIS Departmental
Investment Strategies) T H-<S ZF FAH=Z o+
AAER G VO ES S
- appraisal of capital projects;
- procurement strategies to improve efficiency;
- project and contract management to deliver projects to budget and
on time;
- evaluation of investment to demonstrate that planned outputs and
objectives have been met
O Ao AF3] Al (Resource Accounting and Budgeting)?] =402 F&F
Apol wE thS-3 2e AE-H])E(capital charging) 5 full costsE *
A3 ES 9 e
- depreciation : reflects the consumption of the asset as it i1s used
up over its lifetime
- cost of capital : measures the opportunity cost of tying up funds
in capital assets
O Value for Money #H7}E &3 FFFAY 495 2A
& AR OE e
<PFI Z2 A Eo| tJ3 Value for Money % 7}2] 27}#] Al#>
- The M1/Al Yorkshire Link should reduce transport costs by some

b oAz

ol

£50 million in its first year. A Highways Agency Report
concluded that the average cost saving (assuming the standard 6
per cent discount rate) over what it would have cost
conventionally was in the region of 22 per cent.

- The first new PFI prisons at Bridgend and Fazarkeley will offer
up to at least 10 per cent savings over the life of the contract,
compared to conventional procurement. Their building time was
twice as quick as that for an average conventional prison - 2

years, rather than 4 or more.
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Public sector current budget and borrowing
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- the golden rule: over the economic cycle the Government will
only borrow to invest and not to fund current expenditure; and
public debt as a proportion of national income will be held over
the economic cycle at a stable and prudent level.

(FSBR, 1997d 7€ )

- the GoldenRule - over the economic cycle, the Government will
borrow only to invest, and not to fund current expenditure; and
the SustainableInvestment Rule - public debt as a proportion of
GDP will be held over the economic cycle at a stable and prudent
level.

(“investment”, 1998%)

- The goldenrule: over the economic cycle, the government will
borrow only to invest and not to fund current spending. In the
terminology defined below, the government will run a surplus on
current budget.

The sustainable investment rule: over the economic cycle, the
ratio of net public sector debt to GDP will be set at a ’stable
and prudent’ level, defined by the Chancellor as 40% of GDP.

(“The government'’s fiscal rules”, Institute for Fiscal Studies 2003)

(“Analysing UK fiscal policy”, 1999%)
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investment)E 3 A% 2F9lo] 7153 Golden Rule©]
- AR Z(current expenditure)?] AU A Yol HtZA 7743}
A 771k B R o] o3k F A HEE A=A (public sector current
balance)= & o] A F%}<
- Wb 2}E-X] E(capital expenditure)S APl & APS FH A
AEA Zoll o] FA7E o] Fof 7
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(AAAAS A3 3 : Code for Fiscal Stability)

(1 AH+= 19979 119 Pre-Budget Reportoll AAZ A2 A A 7|=A,
HA, AU AstE fEl AAAES s =3 (Code for Fiscal



#]3+ =2 (Code for Fiscal Stability)<
- the Finance Act 1998 155%¢l 3%+
AR gFE 7Fststo] A A A

o

=

- AR Wlo] TAATE THAAE

oL

O A4AA 99 45 ANHAS

O

A (transparency): A A e Hx HAAy Ag 2 HH3| Ao g
Eoll A FHA

transparency in the setting of fiscal policy objectives, the

-1rn

(

implementation of policy, and in the presentation of the public
accounts;

k4 7d (stability): A A AA A3 AAA A AA gt
ol lojA e kA

stability in the policy making process and in the way fiscal policy
impacts on the economy;

2 Q1 A (responsibility): 2| A -<Fo Aol <)

responsibilityin the management of the public finances;

T H A (fairness): A +S E3HAIZ1 T3 A

fairness, not least between generations;

&4 (efficiency): A ] dtap Aaf 5l FAFE 8ol SlolA
o 284

efficiency in the design and implementation of fiscal policy, and in

managing both sides of the public sector balance sheet.
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3 4-2-3> Summary of differences in Budget forecasts

(291: £ billion)
2000~01 2001 ~02d
Budget 2000 Budget 2001

Forecast Outturn Difference Forecast Outturn Difference

Current budget
Current receipts 375.6 382.9 7.3 398.4 390.0 -8.4
Current expenditure 348.2 348.6 0.4 367.0 367.4 0.4
Depreciation 14.5 13.0 -1.4 15.5 13.8 -1.7
Surplus on current budget 12.9 21.3 8.4 15.9 8.8 -7.0
(per cent of GDP) (1.4) (2.1 (0.9) (1.6) (0.9) (-0.7)

Capital budget
Gross investment 26.4 23.0 -3.4 30.4 27.6 -2.8
Less asset sales -3.8 -4.6 -0.8 -3.8 -4.3 -0.6
Less depreciation -14.5 -13.0 1.4 -15.5 -13.8 1.7
Net investment 8.2 5.4 -2.8 11.2 9.5 -1.6
Public sector net borrowing -4.7 -15.9 -11.2 -4.7 0.7 5.4
(per cent of GDP) (-0.5)  (-1.7) (-1.2) (-0.5) (0.1) (0.5)
Public sector net debt 339.8 305.9 -33.9 307.0 311.2 4.2
(per cent of GDP) (34.8) (31.3) (3.5) (30.3) (30.2) (-0.1)

Memos:
Treaty debt' -55 -16.1 -10.6 -5.1 0.3 5.5
Treaty debt’ 397.1 383.6 -13.6 372.3 381.2 8.8
2002~03 2003~04
Budget 2002 Budget 2003

Forecast Outturn Difference Forecast Outturn Difference

Current budget
Current receipts 407.2 393.2 -14.0 428.3 418.7 -9.6
Current expenditure 389.9 393.0 3.1 422.3 4255 3.2
Depreciation 14.0 14.1 0.1 14.4 14.3 -0.1
Surplus on current budget 3.2 -13.9 -17.2 -84 -21.1 -12.7
(per cent of GDP) (0.3) (-1.3) (-1.6) (-0.8) (-1.9) (-1.1)

Capital budget
Gross investment 32.2 29.7 -2.5 37.1 32.7 -4.4
Less asset sales -3.8 -4.3 -0.6 -3.8 -4.7 -0.9
Less depreciation -14.0 -14.1 -0.1 -14.4 -14.3 0.1
Net investment 14.4 11.3 -3.2 189 13.7 -5.2
Public sector net borrowing 11.1 25.2 14.0 27.3 34.8 7.5
(per cent of GDP) (1.1) (2.4) (1.3) (2.5) (3.1) (0.7)
Public sector net debt 325.8 342.0 16.2 366.9 376.0 9.1
(per cent of GDP) (30.2) (31.5) (1.4) (32.2) (32.8) (0.7)

Memos:

Treaty debt' 10.0 23.1 13.1 27.1 37.2 10.1
Treaty debt’ 388.1 399.8 11.7 432.6 4414 8.8

1 General government net borrowing on a Maastrict basis.
2 General government gross debt on a Maastrict basis.




