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Tuesday, 28 July 1998 

Blurred financial vision 

By John Simpson 

NORTHERN Ireland may have lost out in the Government's recently concluded 
Comprehensive Spending Review. 
Although there has been no formal confirmation, it seems that the somewhat misleading 
message is that, because there is to be an increase in public sector spending in the next tliree 
years of £1.4bn, this is a fair share of the total. 
This is a welcome boost, but suspicion starts with a simple comparison of the proposed 
increases when compared to Scotland and Wales. 
Pro rata, compared to the starting levels of spending, the Scots and the Welsh get similar 
proportional mcreases - £4. lbn for Scotland, £2.2bn for Wales - but if Northern Ireland had 
a comparable increase on existing levels of spending it would be more than £300m more than

the announced £1.4bn. 

Five Percent off! 

The difference can be calculated by a different route. T akin� the total of Government 
spending_within the Departmental Expenditure Limits, the mcreases from 1998/9 to 2001/2 
are as follows: 

Scotland ...... 15.3% Wales ......... 16.5% N.Ireland ..... 11.1% 

The difference is even more dramatic if the comparison is made only for current spending, 
excluding the capital budget. The gap widens to a difference of over 5 percentage points 
-equivalent to an increase, in money terms, which is one third less than in Scotlanci and
Wales. The difference is, of course, larger in real terms since the inflation adjustments will
presumably be similar for each area.
Conversely, the capital budget for Northern Ireland, which must include some of the
elements in the special package recently announced by the Chancellor of the Exchequer, is set
to rise more here than ID the other two areas.
However, the capital element of Government spending in Northern Ireland starts from a
proportionately lower starting point. In 1998/9 the capital budget in Northern Ireland is
expected to be only 12% of the Current Budget, while it is set at 14% for the other areas.

Barnett formula Although the allocation of the different elements of public spending in 
Northern Ireland has not yet been announced, and will be a subject for consicleration by the 
Assembly when the Secretary of State publishes her proposals, a little arithmetic suggests that 
there may be some balancing to do. 
If the Barnett formula is applied, as is suggested in the Government's document, then 
Northern Ireland might expect to receive an allocation proportionate to the population 
numbers for the overall UK budget on the services which fall within the Northern Ireland 
block, excluding social security which is allocated according to the actual claims which will 
be made. 
An apJ?roxin?-ate calculation can be made of the p�ssible increase _in spending on health and 
education usmg the Barnett approach. On the proJected overall figures for the UK, Northern 
Ireland might expect, by the year 2001/2, to be spending £280m more per annum on 
education - an increase of 20% and £250m more on health, before �L addition is included
for Social Services. These figures assume that the Northern Ireland ocation is used to 
maintain broad parity in the education and health services. 
The significance of these estimates is that, by difference, the amount left to increase spending 
on other services can be derived. Since Government spending within departmental 
expenditure limits is expected to rise by £630m in 2001/2 compared to 1998/9, if education 
ancl health absorb £530m, only about £100m is left for other services. 
The same calculation, excludin� the main excepted or reserved services from the totals, 
suggests that using overall UK mcreases, Northern Ireland might have had a larger allocation: 
possibly as much as £400m more. Coincidentally, this would be higher than the value of the 
cliff erence in the rate of increase of spending when compared to Scotland and Wales. 

An exflanation All the evidence in the Comprehensive Spending Review points to a slower
rate o increase in public sector spending in Northern Ireland than in Scotland and Wales, or 

http://www.belfasttelegraph.co. uk/ cgi-bin/auth. p I? loc /tele/today /biztele/financial .html 

© PRONI DFP/15/3/BA 

Page 1 of2 

28/07/98 



.ness Headlines 

• 
the UK in total. This is acknowledged when the hard figures are converted into a real growth 
rate. 
The official document sa

�
s: "The new spending plans provide for underlying real growth of 

1% over the three years in Northern Ireland)" Contrast to an earlier summary statement: 
"(In the UK) current (pu lie) expenditure will grow by 2.25% on average in real terms." For 
Wales and Scotland, die totals allow a real growth which is approximately the same as the 
UK average. 
There is a possible explanation for these differences which is tucked inconspicuously in the 
written commentary. Alongside the admission of only a 1% real increase tliere is a further 
sentence. 

"The programmes will also benefit from improved efficien�y and organisational structures, 
better targeting of resources, asset disposals and savings in law and order budget with peace 
and stability." 

This key sentence raises a much wider topic. How much will the law and order budget 
decrease in the three years? A subsidiary but no less important question is how much of the 
savings in the law and order budget will be left in the Northern Ireland block. 
Arguably, the Treasury has accepted, by the wording used in the Review, that such savings 
would not be clawed back to London. Hence, a big saving would make the overall budget for 
Northern Ireland begin to look comparable with other areas. 
A reduction of £300m in annual law and order spending is within the realms of possibilities 
but unlikely in such a short period. 
Is Northern Ireland being set a challenge that, with peace and stability, the funds released will 
be available for constructive purposes? If they are not released, is the sanction that public 
sector spending will be more tightly constrained? A second feature of this critical sentence is 
the reference to "asset disposals". Does this suggest that there are other proposals over and 
above the sale of Belfast Harbour? If so, what? Is the question of water privatisation, or 
partial privatisatio n, now to be reconsidered? Are the transport services within Translink 
another candidate for private sector investment? Is the house sales policy to be enhanced? 
These �:tions point to the merit of an early statement by the Secretary of State to clarify
the arit etic and the policy intentions of the Northern Ireland Office. 
All in all, the Com.()reliensive Spending Review has produced a series of difficult questions 
for the allocation of public spending in Northern Ireland. Who is going to willingly 
volunteer as the Minister for Finance in the new Assembly? 

weather_ Archive Letters Home 
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Issue: .John Simpson's 28 July Belfast l"clegraph article implying that NI 
may have done badly in the CSR. 

Tin1escale: Urgent - response required immediately for its own sake; but 
mainly to coincide with the 29 July (Overview) and 30 .July (Public 
Finance) components of the Assembly Transition Programme. 

Recommendation: 1"hat the Minister authorise the DFP Press Officer to write to the 
Belfast Telegrapl1 in terms of the attached draft. 

l. John Simpson's article raises a num.ber of questions and criticisms:

- a 'fair' outcon1e for Northern Ireland should be £300/400 milli<.1n more tlian
the £ 1.4 billion announced.

Norther11 Ireland ) s increase ( 11 %) is well behind that for Scotland (15%) and 
for Wales ( 16'¾,). 

very little will be left for other progra1nmes if Northern Ireland is to match the 
English settle1r1ents for health and edt1cation. 

2. Mr Simpson had not consulted DFP officials before l1e wrole hjs article. 1-Iowever, by
coin�idcnce, we m1St hin1 on 28 July and he gave us a copy of l1is text. We drew his
altcntion to some 01n1ssions/flaws in l1is analysis.

1 
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3. Wl1ile there is scope for debate about how well N'J has done in the (:SR, it would be
da1naging if the article were to go entirely unchallenged, particularly as it is being
published on the eve of the Transition Progran1n1e and n1ay be picked up by Assembly
Men1bers participating in it.

4. We have discussed handling with tl1e l'ress Office and believe tl1at tl1e best option is
for tbe DFP Press Officer to write today i11 factual tcrtns to the Busi11css Editor of
Belfast Telegraph (we do not want tc> hype the article up) and to have copies of that
letter available to Mr Carvill (for the 29 July Overview) and to n1e (for the 30 July
Public Fina11ce Seminar), for deployn1ent if and only if an Assembly Men1ber refers to
the article.

5. rn1e Minister is invited to:

(a) agree th.at we shonld write to the Business F,ditor of the Bel fi:1st Telegraph,

(b) agree that we should deploy the letter if necessary at the Trru1sition
Progran1me�

............. ( c) abrrec the �ttache<l draft. 

I .. 
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DRAFT 

'RlJSINESS EDITOR, BllSlNESS �r·1�L.EGJ{A.PH 

John Sin1pson.' s article (Busi11ess �Celegraph, 28 July) n1akes son1e con1parisons between the 

No1tl1ern Ireland outcon1e in the national C:omprel1ensive Spending l{evie'.v and the o'L1tcomes 

for Scotlar1d and Wales. These con1parisons arc based on the global t1gures for Scotland, 

Wales and Northern lrela11d as published in the CSR Wl1ite Paper on 14 July. lt n1ay be 

l1elpful to provide so1ne clarifications of the overall figures a1u1ounced on 14 July, si.J.,ce the 

figures for Northen1 Ireland reflect a number of unique factors whicl1 111ake direct 

comparisons wi.th tl1e corresponding Scotland and Wales figures problematical. Given the 

level of aggregation of the fig·ures in the CSR Wl.iite Paper 1 these factors would not have bee11 

apparent to Jolu1 Sin1pson when writing his article. 

l�irstly, the net totals for No1tl1ern Ireland inclt1dc assu1nptions about receipts frr,n1 asset sales

( commercially sensjtive a11d therefore confidential) arising from the c:ha11cellor' s economic 

package. �[hese assu1nptions reduce the ''headline" figures, u11iquely for Nortl1ern Ireland. 

When, however, they arc allowed for, N()rthern Ireland is signit1cantly better off in tern1s of 

�'spending power�· than the net figures would suggest. 

A. further factor is that ex.penditure on the European Union's Peac.:e and Reconciliation

Prograrnn1e i!:i expected to peak next year and then taper off quite rapidly in the subsequent 

years as the programme comes to an end. Thts results in an apparent slow down in the 

growth of the total expen.diture figures. Agai11 tl1e Peace and Reconciliation Programme is 

unique to ·Nortl1em Ireland. 

Changes in the Nortl1crn Ireland totals also rct1cct tl1e influence of the ·Barnett fom1ula', 

which gives ·Northern lreland its population share of changes in co1nparable expenditure

programmes it1 G·rca.t Britain. It is an arithmetic fact that the formula promotes co11vergence 

bi expenditure per head across all parts of the Utlited Kingdom. That c.:onvergcncc will be 

n1ore tnarked in Northern lreland because our per capita lead in public.: expenditure is 

significantly higher than in Scotland or Wales (in 1996/97 Northcr11 Ireland's expenditure per

3 
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• 
head stood at 35°/c, above the lJK average, con1pared Lo 19% in Scotla11d and 14\1/o in Wales). 

I11evitably this n1eans that Northern Ireland I s for111ula-dri ven expenditure will tend, other 

things being eq,1al, to grow rather n1orc slowly than in Scotland and Wales. 

PAGE:05 

Finally� it is worth noting that the Dcpartn1e11tal E:xpe11diture L,irnits announced for No1thern 

Ireland, Scotland and Wales do not con.tai11 any allowan.ce for ex.penditur.e on Welfare to 

Work/the Ne"v Deal. These arc treated as a single tJ.K p.rograrnn,e but the reality is that 

Northern Ireland's share, am.ou.nting to over £240 n1illion, is significantly above our share or

the lJK poplilation. 

I l1ope that thjs infon11ation will help to ptlt the broad figures li1 Joh.ii Silnpson's article in a 

ratl1er fuller perspective. 

PRESS OFFICER 

DEPARTMENT OF FINANCE AND PERSONNEL 

JULY 1998 
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