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FO R E W O R D BY T H E PR I M E MI N I S T E R

The 2004 Spending Review takes forward the Government’s objective of a strong economy and a fair
society with stability, security and opportunity for all. Building on the increased investment in key
public services delivered since 1997, it sets out the Government’s spending plans for the next three
years and the further improvements in public services that are planned.

This Government has made significant progress in addressing the legacy of decades of under-
investment in public services that we inherited. In health, education, criminal justice and other key
areas, additional resources and reforms since 1997 are delivering better services for the public – more
doctors, shorter waiting times, more teachers, better schools, more police officers and reduced crime.
This Spending Review builds on these achievements by providing additional resources and setting
stretching targets for further improvements across the public service.

Investment must be accompanied by reform, and throughout this Spending Review the
Government’s requirement is clear: for more provided in resources, more is expected in results. With
the reforms agreed in this Spending Review the Government is extending devolution, increasing
choice, supporting flexibility and ensuring greater personalisation in public services.

The 2004 Spending Review announces investment and reforms in support of the Government’s key
objectives:

• a stronger, more productive economy

• a fairer society with stronger communities

• global security and prosperity

• better public services

The Government is investing in future growth with more money for skills, for science, for affordable
housing and for transport.  We are investing in security, with the longest planned period of growth in
defence spending for twenty years and historic increases for counter-terrorism and resilience. We are
enhancing global security and tackling poverty in the developing world by significantly increasing
our overseas aid. We are investing in opportunity and fairness, with increased resources for health,
for schools and for children. We are investing in safer communities with extra funding for the police
and for Community Support officers.  

The Government is determined that increased resources must be focused on the front-line and
deliver improvements in the services that matter to the public. The 2004 Spending Review sets
stretching efficiency targets for all departments that will release additional resources for front-line
services like hospitals and schools. 

Together, these measures will deliver a stronger, fairer, more secure Britain.
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2004 Spending Review 1

The Government’s objective is to build a strong economy and a fair society with stability,
security and opportunity for all. The 2004 Spending Review sets targets and allocates
resources up to 2007-08 in support of this objective.

The 2004 Spending Review sets departmental spending plans for the three years from
2005-06 to 2007-08 within the overall envelope for public spending set in Budget 2004 and
consistent with the fiscal rules. These plans lock in the significant additional resources for
public services delivered in the past three Spending Reviews and focus additional
investment on the Government’s long-term priorities.

Investment must be matched with reform and the 2004 Spending Review confirms and
reinforces the Government’s commitment to improving public service performance. This
Spending Review sets ambitious performance targets for all government departments to
2007-08. It also sets out stretching efficiency targets, agreed with departments, that will
deliver efficiency gains equivalent to over £20 billion a year across the public sector by
2007-08. Together these steps will ensure that increased resources have the greatest
possible impact on front-line delivery.

The outcome of the 2004 Spending Review is set out under four key themes.

A stronger more productive economy

To raise productivity and deliver balanced growth across the UK, the 2004 Spending
Review:

• sets a ten year ambition to increase the ratio of UK R&D spending to
GDP to 2.5 per cent, with science spending over £1 billion higher in
2007-08 than in 2004-05, an annual average growth rate of 5.8 per
cent in real terms;

• invests in learning and skills, with total spending on education in England £12
billion higher in 2007-08 than in 2004-05 and average per pupil funding rising
to at least £5,500 by 2007-08, more than double the 1997 figure;

• launches a major programme of investment in affordable housing and
housing decency, with spending on housing £1.3 billion higher in 2007-08 than in
2004-05, delivering a 50 per cent increase in new social housing building;

• increases investment in transport and provides additional resources to
put the railways on a sustainable footing, with real terms growth in
transport spending of 4.5 per cent a year on average over the three years of the
Spending Review and expenditure in 2007-08 £2.4 billion higher than in 2004-05;
and

• devolves additional resources and responsibilities to the Regional
Development Agencies to support small business, invest in skills, improve
business-university links and promote economic development and regeneration in
the regions.

A fairer society with stronger communities

To increase opportunity for all and ensure stronger, safer communities, the 2004 Spending
Review:

• provides significant additional resources for children, delivering 2500
Children’s Centres by 2008, on the way towards achieving the Government’s
goal of a Children’s Centre in every community;
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STABILITY,  SECURITY AND OPPORTUNITY FOR ALL,
INVESTING FOR BRITAIN’S  LONG TERM FUTURE 

1.1 The Government’s objective is to build a strong economy and fair society, with
opportunity and security for all. As a result of the tough decisions the Government has taken
since 1997 – making the Bank of England independent, setting clear fiscal rules, cutting debt
– Britain now has the lowest inflation for thirty years and mortgage rates have been at their
lowest for forty years. Quarterly figures show that Britain is benefiting from the longest period
of sustained growth on record.

2 2004 Spending Review

• reaffirms the Government’s commitment to eradicate child poverty, with a new
target to halve the number of children in relative low-income
households by 2010, on the way to eradicating child poverty by 2020;

• confirms the increased resources for health announced at Budget 2002, with
health spending growing at an annual average of 7.2 per cent a year in
real terms between 2002-03 and 2007-8;

• tackles crime and the fear of crime, with spending on crime and justice £3.5
billion higher in 2007-08 than in 2004-05 and 20,000 more Community
Support Officers by 2008; and

• draws together existing funding streams into a new Safer and Stronger
Communities Fund to empower communities to tackle anti-social behaviour,
improve public space and reduce crime. 

Global security and prosperity

To combat terrorism and create a safer, fairer world for all, the 2004 Spending Review: 

• reinforces the Government’s commitment to tackling global poverty with
development spending increasing to nearly £6.5 billion in 2007-08, reaching a
ratio of official development assistance to Gross National Income of
0.47 per cent, the highest level since 1979; 

• delivers resources to enable UK Armed Forces to respond to global threats, with
spending on defence growing in real terms every year for seven years to 2007-08,
the longest period of real terms growth in planned defence
expenditure for over twenty years; and

• provides the resources necessary to ensure the UK is prepared for the threat from
international terrorism, with over £1 billion more for counter-terrorism by
2007-08, raising spending in this area to double the pre 11th September
2001 level.

Better public services

To ensure excellent and efficient public services for all, the 2004 Spending Review:

• sets out stretching efficiency targets, agreed for all departments, delivering over
£20 billion a year of efficiencies across the public sector by 2007-08, a
gross reduction of over 84,000 civil service posts and the relocation of
20,000 others out of London and the South East;

• strengthens and refines the Public Service Agreement framework, with clear
outcome-focused national targets for further improvements in public
services, developed in consultation with front-line staff; and

• devolves greater responsibility for delivery to local managers and the front line,
confirming the abolition of over 500 input and process targets.



OV E R V I E W:  STA B I L I T Y,  SE C U R I T Y A N D OP P O R T U N I T Y F O R AL L 1
1.2 The challenge now, building on the foundation of this economic stability and
strength, while ensuring the sustainability of the fiscal position, is to make the necessary
investments to equip the economy to meet the global challenges ahead and to renew public
services for this and future generations. Britain will only succeed if the Government invests
not just for a year or two but for the long term. On the basis of economic stability and growth,
this Spending Review continues historically high increases in spending on hospitals, schools
and public services.

1.3 This investment must be matched with reform. The Government is extending
devolution, increasing choice, flexibility and personalisation in public services, strengthening
output targets to make them more focused on results, and securing efficiency gains to release
additional resources to the front line. Throughout this Spending Review and in the
departmental five year strategies, the Government’s requirement is clear: for more given in
resources, more is expected in results.

1.4 Building on the significant extra investment delivered in the past three Spending
Reviews, the 2004 Spending Review sets out new resources matched with reform to:

• deliver world-class public services that enhance opportunity for all;

• equip Britain to meet the challenges of the global economy;

• strengthen communities across the country and build a fairer society; and

• enhance Britain’s security and promote stability and prosperity around the
world.

SUSTAINABLE PUBLIC F INANCES

1.5 The Government’s macroeconomic framework is designed to maintain economic
stability over the long term. The monetary policy framework seeks to ensure low and stable
inflation, while fiscal policy is underpinned by clear objectives and two strict rules to ensure
sound public finances over the medium term whilst allowing fiscal policy to support
monetary policy over the economic cycle. The Government’s fiscal rules are:

• the golden rule: over the economic cycle, the Government will borrow only to
invest and not to fund current spending; and

• the sustainable investment rule: public sector net debt as a proportion of
GDP will be held at a stable and prudent level over the economic cycle. Other
things being equal, net debt will be maintained below 40 per cent of GDP over
the economic cycle.

1.6 As shown in Charts 1.1 and 1.2, the public finance projections from Budget 2004,
which were based on independently audited, cautious assumptions, show that the
Government is on course to meet its fiscal rules over the economic cycle. The current budget
since the start of the current economic cycle in 1999-2000 shows an average annual surplus
up to 2005-06 of 0.1 per cent of GDP, and the Government is therefore on track to meet the
golden rule. With the economy assumed to be on trend from 2005-06 onwards, the
projections show that, based on cautious assumptions, the average surplus over the period
2005-06 to the end of the projection period in 2008-09 is also 0.1 per cent of GDP. At this early
stage, the Government is therefore on track to continue to meet the golden rule after the end
of this economic cycle. 

32004 Spending Review
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1.7 Public sector net debt is projected to remain low and stable over the next five years,
stabilising at just under 361/2 per cent of GDP, well below the 40 per cent ceiling set in the
sustainable investment rule. A fully updated assessment of economic and fiscal prospects will
be published as usual in the 2004 Pre-Budget Report.
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Chart 1.1: Meeting the golden rule1
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Chart 1.2: Meeting the sustainable investment rule1
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The publ ic  spending enve lope

1.8 Budget 2004 set an overall envelope for the 2004 Spending Review period, allowing:

• current spending to increase by an annual average of 2.5 per cent in real
terms over 2006-07 and 2007-08; and

• public sector net investment to rise from 2 per cent of GDP to 21/4 per cent by
2007-08, to continue to address historic under-investment in the UK’s
infrastructure while meeting the sustainable investment rule. 

1.9 The growth rate of both overall public spending and departmental spending is lower
in the 2004 Spending Review than in the 2002 Spending Review, reflecting the Government’s
prudent approach to the public finances and the progress made since 1997 in correcting
historic under-investment in public services. As announced at Budget 2004, departmental
spending plans for 2005-06 that were set in the 2002 Spending Review have not been re-
opened in this Spending Review. Taken together, spending plans set in the 2000 and 2002
Spending Reviews will have increased the level of public spending by 20 per cent in real terms
between 2000 and 2006. New spending plans for 2006-07 and 2007-08 announced in this
Spending Review will lock in public spending at these new higher levels and focus additional
resources on the Government’s long-term priorities. Together with planned efficiency gains
equivalent to at least £20 billion a year by 2007-08, these resources will enable the
Government to continue to deliver sustained improvements in front-line public services over
the 2004 Spending Review period. 

1.10 Within the overall envelope for Total Managed Expenditure (TME) over the 2004
Spending Review period set at Budget 2004, Table 1.1 shows the split between Annually
Managed Expenditure (AME) and Departmental Expenditure Limits (DEL). AME covers
volatile and demand-led spending such as social security benefits. AME forecasts for 2004-05
and 2005-06 have been updated since Budget 2004 to take account of lower independent
forecasts of unemployment, which have reduced projected social security payments, and to
reflect several TME-neutral transfers between DEL and AME. Table 1.1 shows the first full
forecasts of AME spending for 2006-07 and 2007-08. The DEL figure is the overall amount
available for allocation to departments in the 2004 Spending Review.

Table 1.1: Total public spending

£ billion 2004-05 2005-06 2006-07 2007-08

Departmental Expenditure Limits (DEL)1 279.3 301.9 321.4 340.5

Annually Managed Expenditure (AME) 208.3 218.9 227.8 239.5

Total Managed Expenditure 487.6 520.8 549.2 580.0

1 Net of depreciation.

Releas ing resources  for  the f ront  l ine  

1.11 The Government’s prudent management of the public finances has released
additional funding for key public services over successive Spending Reviews. In the 2004
Spending Review lower growth in AME spending will continue to enable higher increases in
departmental spending on public services. AME is growing at 2.1 per cent per year on average
in real terms between 2004-05 and 2007-08 therefore allowing DEL to grow at 4.2 per cent a
year on average. In total, social security, tax credits and debt interest payments will account
for only 23 per cent of additional public spending over the three years to 2007-08, compared
with 57 per cent between 1994-95 and 1996-97.

52004 Spending Review
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1.12 Chart 1.3 compares real terms growth in debt interest and social security since 1997
with growth in health, education and transport spending. The Government’s prudent
management of the economy and the public finances have enabled it to continue to contain
growth in social security and debt interest whilst delivering a step change in funding for key
public service priorities in the four spending reviews since 1998. By 2008, public spending on
the NHS will be around 90 per cent higher in real terms than in 1997 while total spending on
schools will be about 60 per cent higher in real terms than in 1997. Increased resources mean
the NHS now employs around 67,000 more nurses than in 1997 and similarly, across the
country there are 14,000 more police officers.

1.13 The 2004 Spending Review locks in the significant increases in resources for priority
public services delivered in the past three Spending Reviews and reaffirms the Government’s
commitment to focusing additional resources where they will have most impact on
outcomes. Taking into account locally financed expenditure (LFE), spending on key priorities
of education, health, social services, transport, housing and criminal justice will account  for
around three quarters of the total extra planned spending over the Spending Review period.

6 2004 Spending Review

Source: HM Treasury.

Chart 1.3: Releasing resources for priorities – real annual 
average growth rates, 1997-98 to 2007-08
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1.14 Building on historic levels of public investment, the 2004 Spending Review
announces further steps to improve the efficiency of public services and ensure increased
resources are focused on the front line, informed by the results of Sir Peter Gershon’s
independent review of public sector efficiency. The Efficiency Review was announced at
Budget 2003 with the aim of releasing significant resources for front-line services and
Government priorities. Sir Peter Gershon’s report Releasing Resources to the Front Line is
published alongside this White Paper.

1.15 On the basis of the Efficiency Review’s initial work, Budget 2004 announced a
stretching but realistic target for the whole public sector to deliver efficiencies of 2.5 per cent
a year over the three years of the 2004 Spending Review, delivering gains equivalent to over
£20 billion a year by 2007-08. This Spending Review confirms this overall target and:

• sets agreed efficiency targets for all departments, delivering over £20 billion
of efficiency gains a year by 2007-08 for recycling to front-line public services; 

• confirms that the administration budgets of all departments will be set at or
below 2005-06 levels, excluding exceptional security measures; 

• announces departmental plans for a gross reduction of over 84,000 civil
service posts and the relocation of 20,000 others away from London and the
South East.

1.16 This Spending Review also sets out a framework for delivering efficiencies over the
Spending Review period. Efficiency targets will be transparent and measurable, with details
of how each target will be measured published in efficiency technical notes. A central
Efficiency Team under John Oughton, Chief Executive of the Office of Government
Commerce, will drive progress towards these targets and on cross-cutting efficiency issues
such as procurement and financial management. Further details of efficiency programmes
and the Government’s response to the Efficiency Review are set out in Chapter 2.

Publ ic  investment

1.17 High quality public services and a productive economy depend on effective public
service infrastructure. In 1997, public sector net investment (PSNI) stood at just £4.9 billion –
0.6 per cent of GDP – the lowest level for over a decade. Investment in public services had
been on a declining trend since the mid-1970s, resulting in falling standards in the quality of
schools, hospitals and other assets. This in part reflected a budgeting system that encouraged
short-termism and a bias towards spending on current pressures rather than capital
infrastructure.

1.18 The Government is committed to reversing this historic under-investment. The fiscal
rules and reforms to the budgeting system, including the introduction of Departmental
Investment Strategies, have addressed the previous bias against investment and improved the
quality of public investment and its utilisation. Successive Spending Reviews have provided
additional investment for the nation’s infrastructure and for key public services. In the 2002
Spending Review the Government committed to increasing net investment to 2.0 per cent of
GDP by 2005-06. In this Spending Review, consistent with the fiscal rules, PSNI will increase
further to 21/4 per cent of GDP by 2007-08.

1.19 Chart 1.5 shows how total investment, which includes PSNI, depreciation, recycled
proceeds from asset sales and investment through Public Private Partnerships (PPPs) and the
Private Finance Initiative (PFI), is set to rise to over £58 billion by 2007-08. This will lock in the
step-change in total investment to support the delivery of high quality public services and

72004 Spending Review
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ensure that the country has the infrastructure it needs. The vast majority of investment in
public services will continue to be undertaken by the public sector, with private sector
investment remaining at its historic level of between 10 and 15 per cent of total investment in
each year of the 2004 Spending Review.

PUBLIC SPENDING AND PERFORMANCE FRAMEWORK

1.20 Throughout this Spending Review, the Government’s requirement is clear: for more
given in resources more is expected in results. Increased spending and investment only lead
to improved outcomes if resources are allocated and managed effectively. The Government
has introduced a series of important reforms to the public expenditure framework to ensure
that the right incentives are in place for departments to plan effectively and spend efficiently,
including:

• firm and fixed DEL budgets for three years, allowing departments, and in
future local authorities, to plan with greater certainty over the medium term;

• a five-year fixed budget for health and ten-year plans for transport and
science, to allow for longer-term planning and sustainable growth in these
areas;

• full End-year Flexibility (EYF), allowing unspent funds to be carried forward
from one year to the next, preventing wasteful end-year surges; 

• central funds, including the Invest to Save Budget, which support innovative
policies and spread best practice; 

• resource accounting and budgeting to capture accurately the full cost of
running public services and enable departments to take better-informed
decisions about asset management; and

• Public Service Agreements (PSAs) setting out what increased investment will
deliver in terms of public service improvements. PSAs ensure departments
focus on outcomes rather than inputs. 

8 2004 Spending Review

Source: HM Treasury.

Chart 1.5: Total investment, 1997-98 to 2007-08
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1.21 Departments are allocated separate resource and capital budgets and are free to
move DEL provision from their resource budgets to their capital budget but not in the other
direction. This supports achievement of the golden rule. Further background on resource and
capital budgets and resource accounting and budgeting is set out in Annex B.

Publ ic  Ser v ice  Agreements

1.22 The Government is committed to ensuring that increased resources for public
services deliver the outcomes the public want and expect. Therefore, alongside the allocation
of extra resources, departments have agreed challenging national targets in the form of Public
Service Agreements. PSAs were introduced in 1998, and are an integral part of the
Government’s public spending framework. They make certain that measurable outcomes are
delivered in return for resources, helping to ensure value for money in the delivery of public
services. PSAs are also a key part of the Government’s approach to public service reform,
which focuses on:

• clear, outcome-focused national goals, expressed in PSAs and developed in
consultation with stakeholders and the public;

• devolution of responsibility to public service providers, giving front-line
professionals greater freedom to define local priorities and decide how best to
deliver them;

• developing a new professionalism among public sector workers, with a
strengthened culture of continuous improvement, innovation and
collaboration; and

• more personalised public services that are shaped around the needs and
preferences of the individual and empower users through greater choice and
shared decision-making.

1.23 This Spending Review sets new PSA targets for the three years to 2007-08. These
targets focus on the Government’s priorities and on the long-term outcomes that matter to
the public. They represent a commitment to the public, sending a clear message about what
the Government can be expected to deliver over the Spending Review period and beyond. The
outcomes expressed in PSA targets provide a focus for all those involved with delivery and
enable departments to mobilise their resources effectively in order to deliver results.

1.24 Whilst PSA targets set clear national long-term goals and standards to achieve across
the country, they do not prescribe the means of delivery. By focusing on the outcomes and
results which the Government seeks to achieve – rather than on the inputs or the process of
delivery – PSAs encourage local freedom and flexibility, encouraging departments and
delivery agents to think creatively about how their activities and policies can best contribute
to delivering results.

1.25 The combination of increased resources and clear national priorities and goals is
delivering noticeable change and improvements across public service delivery and outcomes.
For example:

• between 1997 and 2003 the percentage of 11 year olds achieving expected
standards in literacy and numeracy rose from 63 per cent to 75 per cent in
English, and from 62 per cent to 73 per cent in mathematics;

• since 1997 there has been a 7.8 percentage point increase in the number of 16
year olds achieving 5 or more A* to C grade GCSEs;

92004 Spending Review
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• since 1997, mortality rates from cancer and coronary heart disease have fallen

by over 8 and 20 per cent respectively. Additionally, 99 per cent of urgent GP
referrals for suspected cancer are now seen by a specialist within two weeks;

• waiting times for operations have been halved; from 18 months in 1997 to 
9 months in April 2004;

• between 1997 and 2003 overall crime rates fell by 25 per cent, vehicle crime by
34 per cent, and domestic burglary by 40 per cent;

• since 1997 employment has risen in all UK regions, and overall by over 
1.8 million. The unemployment rate is now the lowest among G7 countries; and

• by 2002-03 there were around half a million fewer children in relative low-
income households compared to 1998-99, ensuring continued progress
towards the Government’s long-term ambition to eradicate child poverty
by 2020.

1.26 These improvements represent significant achievements. Nonetheless there is more
to be done in many areas of public service. The 2004 Spending Review PSAs will drive through
further performance improvements in some key areas whilst maintaining the high standards
already achieved in others. The PSA framework is also evolving in a number of ways. The PSAs
set in this Spending Review reflect much greater consultation with stakeholders than was the
case with previous PSAs. At the same time the number of intermediate input and process
targets has been reduced, so local public service managers have more flexibility over how they
achieve national targets. In areas where the Government’s ambitions for delivery sought in
previous PSA targets have been achieved, PSA standards are being introduced so that
performance data will continue to be monitored and reported and high levels of performance
maintained.

1.27 The PSAs agreed by departments in this Spending Review include targets which will:

• halve the number of children in relative low-income households between
1998-99 and 2010-11, on the way to eradicating child poverty by 2020;

• raise standards in English and maths so that by 2006, 85 per cent of 11 year
olds achieve level 4 or above, with this level of performance sustained to 2008;
the proportion of schools in which fewer than 65 per cent of pupils achieve
level 4 or above is reduced by 40 per cent;

• ensure that by 2008 no-one waits more than 18 weeks from GP referral to
hospital treatment;

• improve punctuality and reliability of rail services to at least 85 per cent by
2006, with further improvements by 2008;

• reduce crime by 15 per cent and further in high crime areas by 2007-08;

• reduce race inequalities and build community cohesion;

• make progress towards the Millennium Development Goals in 16 key
countries in Africa, demonstrated by a reduction of 4 percentage points in the
proportion of people living in poverty across the entire region, against the
1999 baseline;

• halt the year-on-year increase in obesity among children under 11 by 2010 in
the context of a broader strategy to tackle obesity in the population as a whole;

10 2004 Spending Review
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• demonstrate further progress by 2008 on the Government’s long-term

objective of raising the rate of UK productivity growth over the economic
cycle, improving competitiveness and narrowing the gap with our major
industrial competitors;

• reduce greenhouse gas emissions to 12.5 per cent below 1990 levels in line
with our Kyoto commitment and move towards a 20 per cent reduction in
carbon dioxide emissions below 1990 levels by 2010, through measures
including energy efficiency and renewables; and

• demonstrate by 2008 progress on the Government’s long-term objective of
raising the trend rate of growth over the economic cycle by at least meeting the
Budget 2004 projection.

1.28 Chapter 3 sets out further details of how the PSA framework is evolving in line with
the Government’s wider public service reform agenda. Full details of 2004 Spending Review
PSAs can be found in the 2004 Public Service Agreements White Paper, published alongside
this White Paper. PSA technical notes, which will set out how individual PSA targets will be
measured, will be published this summer.

SPENDING PL ANS

1.29 Table 1.2 shows the total allocations made to each department in the Spending
Review by Department Expenditure Limit (DEL) and by function. Further detail and
comparative information is set out in Annex A.
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OV E R V I E W:  STA B I L I T Y,  SE C U R I T Y A N D OP P O R T U N I T Y F O R AL L1

12 2004 Spending Review

Table 1.2 Total DEL by Department

£ billion

Baseline3 Plans Average
annual growth

2004-05 2005-06 2006-07 2007-08 rate1

Resource and Net Capital Budget

Education and Skills 27.6 31.1 32.9 35.2 5.7%

Health 71.5 78.5 86.0 94.4 6.9%

Of which: NHS 69.4 76.4 83.8 92.1 7.1%

Transport 10.4 11.0 13.6 12.9 4.5%

Office of the Deputy Prime Minister 7.0 7.5 7.8 8.4 3.3%

Local Government 43.7 46.2 48.6 51.0 2.6%

Home Office4 12.7 13.2 14.2 14.9 2.7%

Constitutional Affairs 3.4 3.7 3.8 3.9 1.5%

Law Officers’ Departments 0.6 0.6 0.7 0.7 2.9%

Defence 29.7 30.8 32.1 33.4 1.4%

Foreign and Commonwealth Office 1.5 1.5 1.6 1.6 1.4%

International Development 3.8 4.5 5.0 5.3 9.2%

Trade and Industry 5.0 6.1 6.5 6.6 3.0%2

Environment, Food and Rural Affairs 3.2 3.3 3.4 3.5 1.2%

Culture, Media and Sport 1.4 1.5 1.6 1.7 2.3%

Work and Pensions 8.2 8.3 8.2 8.1 –2.8%

Scotland 21.3 22.8 24.2 25.5 3.5%

Wales 11.0 11.8 12.8 13.6 4.5%

Northern Ireland Executive 7.0 7.4 7.9 8.3 3.1%

Northern Ireland Office 1.2 1.2 1.2 1.2 –2.7%

Chancellor’s Departments 4.9 5.2 5.3 5.5 1.1%

Cabinet Office 1.9 1.9 2.0 2.1 1.2%

Invest to save 0.0 0.0 0.0 0.0 –

Reserve 1.9 2.7 2.0 2.8 –

Total DEL6 278.7 300.8 321.4 340.5 4.2%

1 Average annual growth rates are calculated off a 2004-05 baseline.
2 This growth rate for the whole DTI group over the 2004 Spending Review period excludes the Nuclear Decommissioning Authority which is established from

1 April 2005. The growth rate including the NDA is 7.0 per cent.
3 Excludes one-off and time limited expenditure.
4 2004-05 includes spending on the Bloody Sunday Inquiry and other programmes on a declining profile such as compensation.
5 Home Office growth rate excluding asylum is 4.0%
6 numbers may not sum due to roundings

Average
annual

growth rate1
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2004 Spending Review

INTRODUCTION

2.1 The 2004 Spending Review sets out the priorities and next steps in the Government’s
drive for excellent public services for all. Achieving greater efficiency in the public sector is a
key element of this agenda. Improved efficiency will enable the Government to make the
most of historic increases in investment and deliver better public services by releasing extra
resources for the front line. Efficiency gains also enable the Government to fulfil its
responsibility to pursue best value for money for taxpayers and will help ensure that
departmental programmes remain effective in delivering the objectives set out in their Public
Service Agreements (PSAs).

2.2 Raising efficiency in the public sector involves making best use of the resources
available for the provision of public services. This includes maximising the return on the
significant investment in information and communications technology (ICT), workforce
reform and the sharing of best practice delivered in the 2002 Spending Review. Pursuing
efficiency also includes efforts to minimise bureaucracy, including both reducing central
administration costs and freeing-up more time for front-line professionals to spend directly
meeting customers’ needs. Box 2.1 below describes how the work being undertaken by Sir
Tony Atkinson’s review of the measurement of government output complements the
Government’s commitment to efficiency and the delivery of its PSA targets.

13

Releasing resources to the front line

The Government is committed to maximising efficiency within the public sector and
reducing administration costs while continuing its ambitious programme of public service
reform and delivery. Greater efficiency will enable the Government to release significant
extra resources for front-line services such as schools and hospitals and deliver further
improvements in the performance of the whole public sector.

Building on measures introduced since 1997 and the evidence gathered by Sir Peter
Gershon’s review of public sector efficiency on the scope for further savings, Budget 2004
announced the Government’s ambition to cut administration costs in real terms and
achieve efficiency gains across the public sector of 2.5 per cent a year over the 2004
Spending Review period. This would deliver efficiencies equivalent to £20 billion a year by
2007-08 to improve front-line public services.

The 2004 Spending Review annouces:

• agreed departmental targets for achieving annual efficiencies in excess of £20
billion a year in total by 2007-08;

• departmental plans for meeting these agreed targets, including proposals for a
gross reduction of over 84,000 civil service posts and the relocation of 20,000
others away from London and the South East; 

• administration budgets for departments that will reduce administration costs as a
proportion of total spending to a record low; and

• under the leadership of John Oughton, a robust implementation, measurement
and monitoring framework for the Government’s efficiency programme.
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2.3 Since 1997, the Government’s commitment to improving standards in the public
services has been matched by a focus on the efficiency of spending. Many of the
Government’s reforms to the system for managing public expenditure are already delivering
greater efficiency:

• firm three-year plans for public spending and full End-Year Flexibility (EYF),
allowing departments to carry over unspent resources and any efficiency
savings into later years;

• PSAs, including value for money targets, provide an outcome-focused
contract for delivery and put the spotlight on efficiency and effectiveness in
departmental programmes; 

• resource budgeting and Departmental Investment Strategies have put a new
emphasis on asset management and estate rationalisation in departments;
and

• administration cost limits for government departments, translating the
previous running cost controls to a resource budgeting basis, promote more
economical and efficient administration within central government.

14 2004 Spending Review

Box 2.1: The Atkinson Review

Improving efficiency plays an important role in raising the productivity of the public sector
which is key to the delivery of the Government’s objective of excellent and equitable public
services. Reliable measures of public sector output are crucial in gaining an accurate sense
of how productivity is changing and to inform policy decisions.

Reflecting the greater demands on, expectations of and increased interest in measures of
government output, Sir Tony Atkinson, Warden of Nuffield College Oxford, was asked by
the National Statistician last December to undertake an independent review of the future
development of measures of government output, productivity and associated price indices.
Sir Tony will publish an interim report in July 2004, and a final report by January 2005. 

The purpose of the Atkinson Review’s work is to produce improved measures of
government output, productivity and associated price indices in the context of National
Accounts (in other words, aggregate indicators of broad trends). The National Accounts
are an essential tool for managing the economy. National Accounts measures of output and
productivity will complement more disaggregated and wide ranging performance
measures, such as those used to assess progress against PSA and efficiency targets. These
are designed to drive performance and management improvements in individual
government departments and agencies. All of these indicators are necessary to inform
policy decisions and to help ensure public accountability and transparency. 

It is widely accepted that no single indicator, however comprehensive and
methodologically sound in a National Accounts, PSA or efficiency context, can ever fully
describe the performance of complex public services producing multiple outputs and
influencing multiple outcomes. For example, in health, National Accounts measures of
public service productivity will not, and should not, take account of distributional changes
like a reduction in health inequalities, yet this important objective is included in PSA and
efficiency targets.

National Accounts, PSA and efficiency performance measures are therefore
complementary, as all are required to build a comprehensive picture of public sector
performance.

The public
spending

framework
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2.4 Individual departments and the wider public sector have also made significant
improvements in the efficiency and effectiveness of their programmes since 1997. For
example:

• significant investment in information and communications technology (ICT)
by both central and local government in the 2002 Spending Review is
streamlining the delivery of services to the public, cutting transaction costs
and reducing paperwork. The Department for Work and Pensions (DWP), for
example, now pays over 60 per cent of benefits directly into its customers’
bank accounts and is working towards increasing this figure, and is on track to
deliver savings of £400 million a year by 2006 as a result of this efficiency
measure.

• shared back office projects have been developed in the wider public sector
such as the NHS Shared Financial Services with pilot centres operating in
Leeds and Bristol;

• the use of standard management tools for driving up efficiency such as
activity based costing in the Department for Environment, Food and Rural
Affairs (Defra) and by the police; 

• savings delivered by e-auctions. For example, the NHS Purchasing and Supply
Agency renewed its £40m budgeted requirement for ICT hardware through an
e-Auction. The successful supplier was able to offer a £12.7 million (31 per
cent) saving over the prices paid in the previous contract; and

• the establishment of the Office of Government Commerce (OGC) in 2000 has
helped departments improve the efficiency of their procurement activities,
achieving value for money gains of over £1.6 billion in its first three years.

2.5 Building on these achievements, Budget 2003 announced a cross-cutting review of
efficiency in the public sector to identify the scope for further efficiencies in public spending
that would release resources to frontline priorities. Sir Peter Gershon, former chief executive
of the OGC, was asked to lead this review. He drew on his own extensive experience and
consulted widely to identify opportunities for sustainable efficiencies in the use of resources
within both central government and the wider public sector. Sir Peter Gershon’s report,
Releasing resources to the front line: Independent Review of Public Sector Efficiency, is being
published alongside the 2004 Spending Review.

2.6 The Government has accepted Sir Peter Gershon’s recommendations, and this
Spending Review sets out ambitious and stretching efficiency targets that have been agreed
with each department, based on the efficiency programmes that he has helped them prepare. 

DEPARTMENTAL EFFICIENCY PROGRAMMES

2.7 Budget 2004 announced the Government’s ambition to cut administration costs in
real terms and achieve efficiency gains across the public sector of 2.5 per cent a year over the
2004 Spending Review period. This would deliver efficiencies equivalent to £20 billion a year
by 2007-08 for redeployment to front-line public services. In response to the target laid down
in Budget 2004, and on the basis of the efficiency programmes that departments have
developed in conjunction with Sir Peter Gershon and other stakeholders, this Spending
Review sets out agreed efficiency targets for each department and announces reductions in
civil service workforce numbers and in administration budgets, and describes the framework
established to deliver and monitor their efficiency programme. 

152004 Spending Review
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2.8 Table 2.1 below sets out the agreed efficiency targets that each department will deliver
over the 2004 Spending Review period. Each target is specified in terms of the headline figure
for annual efficiency gains that departments will realise by 2007-08, and are equivalent to
efficiencies of at least 2.5 per cent a year for every department. In aggregate, departments are
committed to achieving annual efficiencies in excess of £20 billion by 2007-08. Of these
efficiencies, at least £6.45 billion will be found within local government expenditure.

2.9 In response to one of the Efficiency Review’s recommendations, and in order to create
incentives to ensure that efficiency is raised throughout the public sector, departments will
seek to cascade their three-year 2004 Spending Review settlement down to all those public
sector bodies that they fund to the maximum extent possible. Where this is not possible,
departments will consider what other incentives could be used to encourage recipients to
generate the maximum level of efficiency compatible with the delivery of excellent and fair
public services.

Table 2.1: Public sector efficiencies

Agreed efficiency target
(£ million)
2007-08

Department

Education and Skills 4,350

Health 6,470

Transport 785

Office of the Deputy Prime Minister 620

Home Office 1,970

Constitutional Affairs 290

Law Officers’ Departments 40

Defence 2,830

Foreign and Commonwealth Office 120

International Development 310

Trade and Industry 380

Environment, Food and Rural Affairs 610

Culture, Media and Sport 260

Work and Pensions 960

Northern Ireland Office 90

Chancellor’s Departments 550

Cabinet Office 25

Smaller Departments 20

Local Government 6,450

Total forecast efficiencies1 21,480
1Total forecast efficiencies are the sum of agreed efficiency targets, less forecast overlap of £5,650 milllion efficiencies across central and local government.
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A MODERN AND PROFESSIONAL PUBLIC SECTOR
WORKFORCE

2.10 The Government is committed to improving public services, and this requires using
the most modern processes and technology to support those working at the front line. Front-
line workforce capacity is forecast to increase by 250,000 in key areas such as policing,
criminal justice, teaching and health by 2008. The Government will continue to reform the
Civil Service to ensure it remains world class and supports effective front-line delivery.

2.11 Departmental efficiency programmes include plans to achieve a gross reduction in
Civil Service and military posts in administrative and support functions of 84,150 by 2007-08,
including a redeployment of 13,550 posts to further support key frontline activities. The total
net reduction in posts will therefore be 70,600. 

2.12 The Government has a number of activities in place to support these radical changes
to the workforce. For example, the Cabinet Office is co-ordinating redeployment initiatives
across the Civil Service, including the provision of a central brokerage unit for sharing best
practice and information. In addition, the Government has created an Efficiency Challenge
Fund that will provide resources to assist departments with their transition and
implementation costs.

2.13 To get the most out of investments in public services, public sector pay policy needs
to recognise the need to recruit and retain talented individuals and properly motivate them
in work while, at the same time, ensuring that public sector pay remains sustainable overall.
The Government will therefore continue to manage carefully pay growth across the public
sector so that resources are directed to front-line delivery. Within this environment, resources
need to be targeted to specific recruitment and retention needs, particularly at the local level,
in order to support front-line service improvement. Greater focus will need to be given to the
total reward package for public service workers, including flexible work arrangements and
pensions.

2.14 Better management of sickness absence in the public sector should release resources
to meet priorities and release employees with good attendance records from the pressures of
covering for absent colleagues. Box 2.2 below sets out the measures the Government is
planning to take to ensure better management of sickness absence within the public sector.

172004 Spending Review
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2.15 The Government has accepted Sir Michael Lyons’1 report on public sector relocation,
published on 15 March. The report raises important issues for the future pattern of
government services, demonstrating that the current concentration of activity in and around
London is inconsistent with the Government’s objectives for efficiency and regional
development. Departmental efficiency programmes include plans for implementation of the
Lyons Report proposals as part of the Spending Review and relocation plans have been
developed alongside efficiency programmes. The Government’s full response to Lyons’
recommendations is set out in Box 2.3.

2.16 Table 2.2 sets out the workforce reductions and relocated posts2 that departments
have committed to as part of the 2004 Spending Review. Further details of individual
departmental efficiency programmes, including their workforce and relocation proposals, are
set out in departmental chapters.
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Relocation

Box 2.2: Managing sickness absence in the public sector

Better management of sickness absence in the public sector should release resources to
meet priorities and release employees with good attendance records from the pressures
of covering for absent colleagues. Public sector employers, both in the Civil Service and the
wider public sector, should consider how to improve the management of sickness absence
as part of their negotiations on pay and conditions, including appropriate entitlements to
self-certify absences.

The Secretary of State for Work and Pensions, with the close involvement of all
stakeholders, will commission a review of the public sector’s management of long-term
sickness absence to report in the autumn. The scope of the wide-ranging review will
include, but not be limited to:

• the relative cost to the public sector of long-term absences;

• trends in the level and causes of long-term absence; 

• good practice from across the public and private sectors, including contact with
line managers, HR and occupational health professionals and management of the
return to work; and,

• the scope for piloting innovative approaches across the public sector, including
incentives for good attendance.

Because the present arrangements for self-certifying absence are open to abuse, the
Minister for the Cabinet Office and the Cabinet Secretary will consult on, and negotiate
changes to, the current arrangements for self-certifying absence in the Civil Service, with
the objective of implementing changes in time for the 2004 Pre-Budget Report. This
change will serve as an example of good practice for the wider public sector.

1 Well placed to deliver? – Shaping the pattern of Government service, Sir Michael Lyons, March 2004.
2 Relocated posts are defined as full-time equivalent permanent posts (including military personnel), net of posts lost
through efficiencies, which have moved from, or would otherwise be, in the government regions of London or the South
East. These posts are from a government department, its executive agencies, or the public bodies it sponsors. The
baseline date for all locations is set as 1 April 2004.
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Box 2.3: Relocation

The Government has accepted all of the recommendations in Sir Michael Lyons’ report on
public sector relocation: 

1. Take forward relocations – Departments have confirmed 20,000 jobs for dispersal from
London and the South East, which should be completed by 2010.

2. Provide investment and incentives for relocation – this Spending Review allocates
resources that take account of relocation plans, including contributions from the
Efficiency Challenge Fund to assist with upfront costs. The Government will continue
to review the incentives for encouraging location out of the South East.

3. Align pay with local labour market conditions – the Government recognises that pay
flexibility is an important part of achieving its objectives for efficiency and regional
development. Departments will address specific recruitment and retention pressures
by pursuing pay policies that reflect local labour market conditions wherever possible.

4. Slim down Whitehall headquarters – many departments are fundamentally reviewing
the size and functions of their London headquarters. As part of the implementation of
efficiency proposals there will be continued focus on this issue.

5. Enforce presumption against London and the South East – there will be a presumption
against these locations for all government functions other than face-to-face services.
This will be reflected in guidance to departments.

6. Ensure leadership for location decisions – the Lyons Review is being taken forward as
part of the overall implementation of the Government’s efficiency programme.

7. Integrate location issues into business planning – the efficiency implementation
framework will ensure that locational considerations are mainstreamed in
departmental planning. In particular, Finance Directors will be expected to take full
account of location in their business strategies.

8. Take responsibility for whole pattern of locations – Government is preparing initial
guidance to departments on location choice.

9. Tightly manage the office portfolio – the Office of Government Commerce is
strengthening mechanisms for coordinating the use and size of the Government’s
office estate. The Government will tighten the requirement for departments to
consult HM Treasury before taking on any significant new property in London and the
South East.

10. Coordinate approach to relocation and redundancy – both Lyons and the efficiency
programme raise questions of coordination across departmental boundaries about
location choice, use of the government estate, and human resources. These issues are
being addressed as part of the implementation of the wider efficiency programme.
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Table 2.2: Civil Service workforce reductions and relocation plans by
Department

Estimated reductions in Civil
Service1,2 workforce

from efficiency3 Expected
(April 2004 to April 2008) relocations

by 2010
Gross Net reductions

reductions in in posts after
posts4 re-allocations4

Education and Skills –1,960 –1,960 800

Health –720 –720 1,110

Transport –700 –650 60

Office of the Deputy Prime Minister –400 –400 240

Home Office –2,700 –2,700 2,200

Constitutional Affairs –1,100 –1,100 200

Law Officers’ Departments –50 –50 —

Defence1 –15,000 – 15,000 3,900

Foreign and Commonwealth Office –310 –310 450

International Development –170 –170 85

Trade and Industry –1,280 –1,280 685

Environment, Food and Rural Affairs –2,400 – 2,400 390

Culture, Media and Sport –30 –30 600

Work and Pensions –40,000 –30,000 4,000

Northern Ireland Office –130 –130 8

Chancellor’s Departments –16,850 –13,350 5,050

Cabinet Office –150 –150 250

UK Trade and Investment –200 –200 —

Total –84,150 –70,600 20,028

1 Civil Service, and military posts in administrative and support functions.

2 Financial Year Averages for permanent staff, measured on a Full Time Equivalent (FTE) basis. Figures cited include workforce changes within core

departments, their agencies and other non-departmental bodies.

3 Excludes reclassifications and other changes to the civil service workforce.

4 The gross reduction is the total reduction in posts as a result of efficiency gains. The net reduction is the gross reduction in workforce excluding 

re-allocations to front-line roles in the Civil Service. Reductions are rounded to the nearest ten.

ADMINISTRATION BUDGETS

2.17 Administration budgets are set for most Civil Service departments. These budgets
help to drive economy and efficiency in the running of these departments. While reducing
administration costs is instrumental to releasing resources to the front line, some
departmental administration budgets such as the Home Office and Law Officers’
Departments have historically included considerable numbers of staff who deliver key front-
line services such as immigration control and domestic security. In his report, Sir Peter
Gershon has recommended that the costs of staff such as prison and immigration officers –
who are front-line staff, not administrative staff – should be reclassified, a recommendation
the Government accepts.
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2.18 As Table 2.3 shows, the administration budget for each department has been set at
or below the 2005-06 nominal level for 2006-07 and 2007-08 representing a real terms
reduction of at least 5 per cent, aside from the Security and Intelligence Agencies and the
Foreign and Commonwealth Office because of additional spending on vital security needs.
These savings will lock in the reductions in Civil Service staff numbers that have been agreed
as a result of the Efficiency Review. Administration budgets for departments are set out in
individual departmental chapters.

Table 2.3: Administration budgets by Department,  2005-06 to 2007-08

£ million Real terms
growth between

Baseline Plans 2005-06 and
2005-06 2006-07 2007-08 2007-08

Education and Skills 276 269 262 –10.0%

Health 319 290 277 –17.7%

Transport 248 243 238 –9.0%

Office of the Deputy Prime Minister 334 332 330 –6.3%

Home Office1 733 672 672 –13.1%

Constitutional Affairs1 477 477 477 –5.2%

Law Officers’ Departments1 105 105 105 –5.2%

Foreign and Commonwealth Office 638 740 772 14.7%

International Development 239 235 232 –7.9%

Trade and Industry 449 414 404 –14.8%

Environment, Food and Rural Affairs 317 307 297 –11.2%

Culture, Media and Sport 49 48 47 –9.0%

Work and Pensions 6,049 5,885 5,828 –8.6%

Northern Ireland Office 193 188 186 –8.6%

Chancellor’s Departments 4,962 4,962 4,962 –5.2%

Cabinet Office 205 205 205 –5.2%

Security and Intelligence Agencies 621 704 747 14.1%

Total administration budgets 16,214 16,076 16,041 –6.2%

1 Front-line staff reclassified in line with the Efficiency Review’s recommendation.

2.19 The Scottish Executive and Welsh Assembly Government have announced that they
are engaged in spending review efficiency and evaluation exercises as ambitious as those in
England, including rationalising back office and related areas. Under suspension of
devolution, the Northern Ireland departments report to Northern Ireland Office Ministers
and are committed to delivering at least 2.5 per cent a year efficiency gains to recycle into
front-line delivery with administration costs flat at nominal levels. It will announce details of
these in its spending plans in the autumn. These announcements, combined with the 2.5 per
cent a year efficiency target agreed for English local government, will allow for a reduction of
a further 20,000 civil service posts in addition to the 84,000 within UK departments and their
sponsored bodies.
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2.20 In most cases, the Spending Review has confirmed that the initial costs of
departments’ efficiency proposals will be met from within their existing expenditure limits.
Budget 2004 announced that, where departments could present a strong business case,
HM Treasury would consider excluding some element of the transitional cost of departments’
efficiency proposals from their administration budgets. HM Treasury has agreed to exclude
from administration costs early exit costs for the Department for Work and Pensions, the
Department for Transport, HM Treasury and the Department for Culture, Media and Sport.
These costs are directly associated with the departments’ plans to achieve efficiency savings
by reducing the size of their operations. They will amount to £60 to £80 million in each year
from 2004-05 to 2007-08 (less than 0.5 per cent of total administration costs in those years).

2.21 In Budget 2004, the Chancellor announced that departments would be able to bid in
2004-05 and 2005-06 from the £300 million Efficiency Challenge Fund for an element of
match funding for restructuring costs. A first tranche of bids have been approved as part of
the Spending Review, based on the following criteria: 

• progress made by the department in delivering efficiency gains; 

• the size of the savings to be generated relative to the size of the bid for
resources (or relative to the scale of the administration costs exemption); 

• evidence that the transitional costs cannot be absorbed either through
existing administration cost provision or other flexibilities; 

• the proximity of the savings in time and the certainty of the savings; 

• the effectiveness of the proposals in meeting the objectives of the efficiency
review; and

• the existence of a relocation component.

2.22 The Chief Secretary has approved the allocation of £132.5 million in 2004-05 and
£167.5 million in 2005-06 from the Efficiency Challenge Fund that will support the early exit
costs of 47,000 staff and over 7,000 relocations out of London and the South East.

CROSS-CUTTING EFFICIENCY MEASURES

2.23 In addition to helping departments prepare their individual efficiency programmes,
Sir Peter Gershon has also made a number of cross-cutting recommendations for improving
efficiency within the public sector. These include:

• strengthening financial management arrangements within government;

• improving the approach to procurement across departments;

• reinforcing processes to achieve higher rates of take-up of e-enabled
transactional services;

• a review of the efficiency and effectiveness of key delivery chains; and

• simplification of the funding and regulation of services delivered by the
voluntary and community sector (VCS), and reinforcement of the principle of
full cost recovery.
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2.24 As set out in Chapter 1, significant progress has been made already in the last five
years in improving the management of resources in government. At the same time, it is clear
from the work of the Efficiency Review that further work is needed in this area to ensure that
departments are able to stay within their budgets and improve efficiency. 

2.25 As recommended by the Efficiency Review, HM Treasury will conduct a department-
by-department review of the effectiveness of financial management. The review will begin
with those departments with the biggest spending programmes. It will be led by Mary Keegan,
who takes up appointment in September as Head of the Government Accountancy Service,
working closely with John Oughton’s Efficiency Team and supported by a steering group
drawn from private and public sectors. It will provide an objective and professional
assessment of each department against a common framework leading to a departmental
action plan. In addition, as recommended by the Efficiency Review, all departments will have
professional Finance Directors reporting to the Permanent Secretary with a seat on the
departmental board, at a level equivalent to other board members, by December 2006.

2.26 The public sector auditors will also support the achievement of greater efficiency
across government. The National Audit Office (NAO) will be involved in the review of financial
management mentioned above, while the Audit Commission will strengthen its
measurement of local authorities’ use of resources within the revised Comprehensive
Performance Assessment from 2005. Value for money will form a key theme throughout the
overall Assessment.

2.27 In addition, as proposed by the Efficiency Review, the Treasury will consider the role
audit committees can play in helping management focus on the efficient use of resources and
circulate appropriate guidance.

2.28 On advice from Sir Peter Gershon, and in order to strengthen the management of
public sector procurement, the Government has required every department to consider and
agree with the OGC by December 2004, how to:

• improve the value for money of direct and indirect procurement activity
across the core department, agencies, NDPBs and related areas of local
authority spend, through enhanced scrutiny, monitoring and accountability
arrangements; 

• enhance their procurement capacity by improving leadership and
professional skills together with the strong, consistent application of best-
practice tools and techniques across their expenditure;

• improve the strategic management of key supply markets, including the
provision of demand information and engagement with suppliers, by
providing functional leadership across all the areas of spend identified above
through faster implementation of the recommendations of Sir Christopher
Kelly’s report on the management of public sector procurement markets1, and
by having an effective focus that enables wider Government policy (for
example, innovation and SMEs) to be advanced through public procurement; 

• ensure all procurement in those public sector bodies that they fund is
conducted either (a) via a process (for example, a framework agreement,
catalogue, or procurement card) that has been put in place by a professional
procurement specialist; or (b) has the direct support of procurement
professionals; and

232004 Spending Review

Strengthening
financial

management

Improving
procurement
management

1 Increasing Capacity and Improving Long Term Capacity Planning in the Government Marketplace, Sir Christopher Kelly,
December 2003.
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• pursue improvements in the value for money of all procurement of external

professional services, ensuring that costs are scored against administration
budgets where it is appropriate to do so, putting in place strong controls on
the engagement of external service providers and ensuring public visibility of
expenditure on these services.

2.29 The Efficiency Review has also identified variations in the quality of departments’
planning to encourage the take-up of cheaper, electronic services. To help departments
achieve greater take-up of electronic services, the Treasury and the e-Government Unit (eGU)
will issue guidance that details the essential elements of a high quality plan. Departments will
be required to develop plans that meet this benchmark for all their key e-government
services.

2.30 In response to a recommendation by Sir Peter Gershon, certain departments will be
carrying out delivery chain reviews to identify particular opportunities for process or
organisational reform which could enable more efficient service delivery in a particular policy
area and point the way towards reform in other similar areas of delivery.

2.31 Non-departmental public bodies (NDPBs) have an important role to play in the
delivery of the Government’s efficiency programme. Lynton Barker of the Public Services
Productivity Panel has carried out a study of board governance in executive NDPBs. The study
has found scope for improving the performance of boards by reviewing and, where necessary,
providing clarity around the remit of the executive NDPB and its relationship with the
sponsor department. Lynton Barker will publish his report in the Autumn. The report will
recommend ways that board chairs and members can enhance their corporate and individual
performance to ensure the efficient delivery of the Government’s priorities.

2.32 In light of Sir Peter Gershon’s recommendations relating to the VCS, and following a
recent seminar with representatives of the VCS and departments, the Government is
reiterating the need to further improve its funding relationship with the VCS by:

• improving stability by moving to longer-term, multi-year funding
arrangements where possible;

• considering carefully the appropriate assignment of risk between the
statutory body and the voluntary and community organisation when
contracting for service provision;

• making further  progress towards full acceptance of the principle of full cost
recovery, ensuring publicly-funded services are not subsidised by charitable
donations or volunteers; and

• streamlining and rationalising monitoring, regulatory and reporting
requirements.

2.33 The Active Communities Directorate in the Home Office has lead responsibility for
driving forward this agenda across Government, in direct partnership with the Efficiency
Team reporting to John Oughton.

DELIVERING EFFICIENCIES

2.34 Agreeing efficiency targets with all departments is an important first step in
implementing the recommendations of the Efficiency Review. But targets will only be met if
they are underpinned by effective delivery mechanisms. Informed by the recommendations
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of Sir Peter Gershon’s review, and the experience of the Public Service Agreement (PSA)
delivery architecture, this Spending Review announces a robust framework to ensure planned
efficiency gains are realised, including:

• measurable efficiency targets for which departments will be publicly
accountable; and

• a strong central Efficiency Team, with specialist support, to advise
departments and drive progress across the efficiency agenda. 

Measurable  targets  with  publ ic  accountabi l i ty

2.35 Each department will be required to set out transparently in Efficiency Technical
Notes (ETNs) the precise measures and methodologies that they are using to assess efficiency
gains. These notes will cover the whole range of efficiencies and will be a key mechanism for
ensuring accountability of progress towards the Government’s headline target of £20 billion
of efficiency gains a year by 2007-08. In order to ensure confidence and credibility of these
measures, the Government is inviting the NAO and the Audit Commission to scrutinise
departmental ETNs before publication. 

2.36 Departments will publish ETNs on departmental websites by the end of October.
Subsequent additions and amendments to ETNs will be allowed, subject to prior scrutiny by
the NAO and Audit Commission.

2.37 There will be effective and continuing parliamentary and public accountability
systems for the delivery of agreed efficiency targets. As with PSA targets, this will be a highly
transparent system. Each departmental Secretary of State will be ultimately responsible and
accountable for delivering efficiencies within their department. Progress on meeting the
efficiency targets will be publicly reported so that the Government is accountable for the
results. Departments will report progress through their departmental reports and on their
websites.

Driv ing implementat ion o f  the  e f f i c iency  agenda

2.38 Budget 2004 announced that John Oughton, Chief Executive of the OGC, has been
given overall responsibility for implementing the Government’s efficiency programme,
working closely with HM Treasury and reporting directly to the Prime Minister and the
Chancellor. An Efficiency Team has been established reporting to John Oughton that will
drive and coordinate implementation of the Efficiency Review as a cross-departmental
programme and draw on relevant expertise.

2.39 Departments will work with John Oughton’s Efficiency Team to deliver their agreed
efficiency targets. The Efficiency Team will assure the quality of departmental efficiency
programmes, and departments’ capacity to implement them through robust monitoring and
scrutiny arrangements. From Autumn 2004, there will be formal assessments of departments’
progress towards delivering their efficiency targets.

2.40 More generally, John Oughton’s Efficiency Team will bring in outside expertise to
support and challenge departments, including senior figures from the private and public
sectors, for example from the Public Services Productivity Panel. Sir Peter Gershon will
remain involved in the efficiency implementation process by participating in the oversight
arrangements being established by John Oughton. By embedding changed culture and
practice in public sector management, it should be possible to secure ongoing efficiency
gains not only over the 2004 Spending Review period but also beyond 2007-08.
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2.41 Departments will receive further specialist support on the implementation of certain
aspects of their efficiency programmes. These specialists will be teams of people who have
experience of delivering change in the areas examined by the Efficiency Review. Specialists
will help in particular by:

• providing expertise to enable departments to realise the full savings potential
in their area of focus;

• delivering incremental savings through identifying cross-departmental
collaborative opportunities that would not otherwise be captured; and

• delivering savings earlier than would be possible merely using departmental
resources and skills.

2.42 Specialist support teams will be established for the 2004 Spending Review period in
the following sectors:

• the e-Government unit will will take over existing work on e-Government
delivery plans, and supplement this with additional work on non-electronic
transactions. The aim will be to drive cross-government solutions, to facilitate
best practice, to improve the measurement of performance in the transactions
area, and to support departments to carry out proper segmentation of their
customers and to greatly improve their strategies for promoting the use of
electronic services (‘take-up strategies’);

• back office specialist support teams will be created, staffed by people who
have had experience of back office reform in other organisations. Their tasks
will be to develop a common definition of each back office function (Human
Resources, IT and Finance), to develop comparable measures as benchmarks,
to advise departments on the necessary changes to implement back office
reform and to understand the supply market in order to achieve better
procurement; and

• the Office of Government Commerce will establish specialist support teams
in construction and facilities management, and commodities procurement.
These teams will address the problems created by highly fragmented markets
that cross many departmental boundaries. They will focus on overall market
shaping, clustering and requirements analysis and be integrated with other
procurement bodies, such as regional centres of excellence, as appropriate.

2.43 The OGC will also take on a wider role as a coordinator of procurement activity in the
wider public sector as well as central civil government, while departments that sponsor other
parts of the public sector (for example local government, health and defence) will lead on
developing capability in their sectors. Specialist support teams will be established in these
sectors as appropriate.

2.44 The implementation of departmental efficiency and relocation programmes will
clearly have implications for the management of the public sector estate. Departments will
therefore be reviewing their property holdings to ensure they are properly configured and to
unlock resources for re-prioritisation, including through asset sales. The Chancellor has
asked Michael Lyons to facilitate this process, working closely with John Oughton and
departments.
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3 BE T T E R PU B L I C SE R V I C E S

2004 Spending Review

INTRODUCTION

3.1 Excellent and fair public services are essential to the delivery of the Government’s
objective of a strong economy and a fair society with opportunity and security for all. Since
1997 the Government has made considerable progress towards these goals through a
programme of sustained investment and reform. Recent Spending Reviews have delivered
significant additional resources for front-line public services, alongside an ambitious
programme of reform. This has resulted in major improvements and a reduction in
unacceptable variations in standards. 

3.2 Having achieved step-change improvements in standards and instilled a
performance culture across public services, the Government is now taking the next steps
necessary to achieve further excellence and fairness in public services, focusing on four key
areas:

• further developing long-term outcome-focused goals through a sharper,
more streamlined role for central government in setting and delivering public
service targets and standards. This will mean better consultation with
stakeholders and the public and more effective, more proportionate
inspection;

• extending devolution by giving professionals and communities greater
freedom to meet central priorities and to define local priorities, more
flexibility to decide how best to deliver them and putting in place appropriate
structures and incentives to drive performance locally; 

• enabling a new professionalism among front-line workers, with a
strengthened culture of continuous improvement, innovation and
collaboration; and

• delivering greater personalisation in public services by ensuring that they are
designed around individual users’ needs and circumstances, and empowering
users and communities by giving them more choice, more opportunities for
involvement and greater support.

27

The Government’s goal is to deliver world-class public services that are excellent and fair
for all. Since 1997 the Government has significantly improved public service performance
through a programme of sustained investment and reform. 

Building on the principles of public service reform that were announced in Budget 2003,
the achievements of previous Spending Reviews, and the findings of the Devolving Decision
Making Review that reported in March 2004, this Spending Review sets out the next steps
in the reform of public service delivery. These reforms aim to empower public service
providers to deliver better services that are more personalised to individual users’ needs. 

This Spending Review announces measures to:

• strengthen further the achievement of national objectives;

• increase devolution and flexibility for front-line professionals and communities;

• enable front-line staff to develop a new professionalism; and

• achieve more personalised public services. 
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STRENGTHENING NATIONAL TARGETS AND STANDARDS

3.3 Public Service Agreement (PSA) targets are an integral part of the Government’s
public expenditure framework. They help drive up standards and reduce unacceptable
variations in performance while freeing those at the front line to decide the most effective
means of delivery.

3.4 PSAs set out the Government’s key priorities, focusing on the outcomes that really
matter to the public. They send a clear message to the public about what they can expect the
Government to deliver while focusing departments on delivering results. PSA targets also
bring an unprecedented level of transparency and accountability to the delivery of public
services. Departmental Reports and Autumn Performance Reports, and the PSA performance
website launched last year1 provide the public with the latest published data on how each
department is performing against its targets.

3.5 As part of the 2004 Spending Review the Government has further strengthened and
developed PSAs by:

• focusing PSAs even more closely on outcomes, removing input targets and
giving the front line maximum scope to determine how to deliver outcomes
most effectively at the local level in consultation with stakeholders and the
public;

• introducing PSA ‘standards’ in particular areas of public service delivery. PSA
standards highlight areas where the Government’s ambitions for delivery
expressed in previous PSA targets have been achieved but where performance
data will continue to be monitored and reported to ensure that high levels of
performance are maintained;

• increased consultation with a wide range of stakeholders, particularly the
front line, on the phrasing and measurement of targets. This has helped to
develop a shared agenda and minimised the risk of creating unintended
distortion to service delivery. For example, the new child poverty target was
agreed after consultations with 220 organisations in a series of seminars;

• greater use of evidence and analysis to ensure that the targets are informed
by delivery experience and best practice. The National Audit Office has also
been closely involved in the scrutiny of technical notes, which set out how
progress against targets will be measured.

3.6 These reforms reflect the findings of the Devolving Decision Making Review, which
reported at the Budget. The Review looked at how best to improve the Government’s overall
approach to performance management to encourage continuous improvement in public
services. Details of the Review’s finding are set out in Box 3.1.
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3.7 Responding to the Devolving Decision Making Review, the Government is also
refining the performance management framework that underpins national PSAs so as to
reduce the burdens on front-line staff:

• Budget 2004 announced the removal of 500 Service Delivery Agreements
(SDAs) that previously set targets below PSAs. In implementing the PSAs
agreed in this Spending Review, departments will continue to streamline
performance management systems further so that schools, hospitals, local
authorities and other front-line organisations do not face excessive numbers
of targets or process and input controls; and

• freedom to set local priorities alongside national targets is being increased,
for example through reformed local PSAs with greater focus on local
priorities and building more effective local partnerships, and through the New
Relationship with Schools, a more streamlined dialogue allowing greater
scope for local flexibility.
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Box 3.1: Devolving Decision Making Review: refining targets and
performance management

The Devolving Decision Making Review was announced in July 2003. Building on
improvements to public service delivery since 1997, the review was asked to: 

“explore how best to achieve decentralised delivery and responsive local and regional services

in a way that is consistent with equity and efficiency, against a clear framework of national

standards.”

The review sets out the key role that PSAs have played, alongside increased investment
and independent inspection, in driving improvements in public services. Greater capacity
within public services and better performance data now provide scope for a more devolved
approach to performance management within a continuing framework of national
standards.

The Devolving Decision Making Review recommended an evolution in the relationship
between central government, local government, regional organisations and the front line.
Central government should maintain a strategic role, ensuring national standards are met
and maintained, but should allow greater scope locally to determine priorities and to
decide how best to deliver national outcomes. The Review set out a number of steps to
achieve this:

• within a continued framework of national PSAs, fewer additional targets and other
external controls should be set for front-line organisations, giving greater scope for
locally determined outcomes and methods of delivery;

• greater local autonomy should be accompanied by more local accountability
through democratic processes, greater public participation and transparent
performance data; and 

• performance management capacity within front line, local government and
regional organisations should be strengthened. This requires a greater focus on
performance management capacity as part of transparent and proportionate
inspection regimes such as the Comprehensive Performance Assessment for local
government
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3.8 Alongside more focused targets and greater devolution to local managers, the
Government is pursuing a more proportionate and streamlined approach to the inspection of
public services. Inspection is essential to ensure standards are met and can provide valuable
information about performance for managers and the public; however it must be properly
focused so as not to put excessive burdens on front-line organisations.

3.9 Last year the Government published its policy on public service inspection and set
out ten principles that should underpin all inspections. The new policy stipulates that
inspections should focus on promoting improvement, increasing user focus and ensuring
services provide value for money. To ensure a consistent and strategic approach to inspection
across government, focusing in particular on inspection as a lever to drive the quality of
public services, the Prime Minister has established a committee of senior ministers to assess
all new proposals for inspection and explore ways of rationalising and improving current
inspection regimes.

3.10 The Audit Commission’s Comprehensive Performance Assessment of local
government is a good example of the new approach to inspection. Councils are assessed on
their corporate capacity, performance measures from other sources are incorporated into the
overall assessment and self-evaluation is encouraged. Further reforms to inspectorates are
underway. In education, OFSTED is proposing to make inspections shorter, fairer and more
frequent, with more self-evaluation and reduced compliance burdens for schools. In social
care, two separate inspectorates have been merged to form the Commission for Social Care
Inspection. This Spending Review will also see reform being undertaken in criminal justice
to reduce the number of inspectorates from the current five to three, which will ensure
increased communication and collaboration, better handling of cross agency issues and a
lighter, more modern approach that delivers more efficient joined up inspection across the
criminal justice system. The Government will continue to explore the scope for further reform
and, where appropriate, rationalisation.

DEVOLUTION

3.11 The Government is clear that robust national standards work best as part of an overall
framework of devolution and local accountability. A devolved approach to public service
delivery can help deliver excellent and equitable public services that are better suited to
different local and regional needs and individual circumstances. Devolution and local
decision-making empower public service staff and professionals, allowing services to be
tailored to meet local needs and encouraging innovative approaches to delivery. 

3.12 The Government has devolved significant power from the centre since 1997,
including through:

• setting up the Devolved Administrations in Scotland, Wales and Northern
Ireland;

• establishing the Regional Development Agencies (RDAs) and progressively
increasing their autonomy and flexibility, allowing them to direct their
resources to meet the priorities and needs of their regions; and

• devolving control of 80 per cent of health budgets to local Primary Care Trusts
and increasing direct payments to schools. 
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3.13 The Government is committed to further devolution to effective regional institutions.
As well as work on performance management (see Box 3.2), Devolving decision making: 2 –
Meeting the regional economic challenge: Increasing regional and local flexibility2 set out the
next steps necessary to ensure that the regional institutional framework is focused on
delivering enhanced economic outcomes in the regions and localities of the UK. This is
discussed in more detail in Chapter 4.

3.14 Following the Devolving Decision Making Review, the Government is taking further
steps to increase local flexibility and to devolve more power to the front line. This Spending
Review announces:

• the Government’s intention to provide three-year settlements for local
authorities and schools to increase autonomy from annual and national
spending decisions and stability at the local level;

• as part of the New Relationship with Schools, establishing a single point of
contact between the Department for Education and Skilles (DFES) and
schools, secondary schools will be freer from unnecessary bureaucracy, and
experience fewer initiatives and requirements and simpler accountability
systems. The Government intends to reform the funding system for schools
by introducing a dedicated Schools Budget from 2006, giving headteachers
and governors greater medium-term financial certainty;

• new ways of bringing together decisions on land planning , transport, and
economic development at the regional level, within the context of indicative
budget assumptions for every region; and

• increased local flexibility for local decisions on resource allocation and
partnership working through a single Safer and Stronger Communities Fund.
This fund will combine existing funding streams from ODPM and the Home
Office into a single pot. Local communities will be able to direct resources to meet
an agreed set of outcomes; to tackle anti-social behaviour, improve public space,
reduce crime and empower communities at the neighbourhood level.

3.15 For a devolved approach to public service delivery to work in practice, the
Government needs to ensure that appropriate structures and incentives are in place to drive
high performance in all local areas. These require:

• transparent and easily accessible performance information;

• wider use of information-driven local performance management;

• more challenge through competition and contestability;

• appropriate incentives and funding flows to drive performance improvement; and

• support and intervention for under-performers. 

3.16 In devolving decision-making to the front line, the Government needs to be confident
that local organisations have the ability to improve public services. This confidence should be
informed by a clear understanding of the capacity to deliver and by timely information as to
whether this capacity is being translated into performance improvements. The Government
has taken steps across public services to ensure that information about the performance of
providers is collected and publicly available. Star ratings for hospitals and primary care trusts
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have been made publicly available, with each household now receiving information about the
performance of their local health bodies. Performance tables for each Jobcentre Plus are now
published at quarterly intervals and available through the Department for Work and Pensions
website while the publication of school league tables and Ofsted reports has driven up
performance through greater transparency and scrutiny. 

3.17 Performance information is also a key element in strengthening organisation’s own
strategies for self-improvement. As the Devolving Decision Making Review showed, excellent
local managers frequently use performance management information to drive improvements
across their organisations. As set out in Box 3.2, best practice in schools, health trusts, police
forces and local government in the UK – as well as abroad through systems such as New York’s
Compstat and Baltimore’s Citistat in the US – shows how robust performance management
systems, relying on ‘real time’ data, strong leadership and clear accountabilities, can be used to
drive continuous improvement and innovation. The Government is exploring how better use of
data can provide a spur for continuous improvement across all public service organisations.
Several departments are examining how data and performance management systems can
enable local managers to continuously monitor and learn from their performance.

3.18 Contestability and competition in the public services, through which under-
performing managers and organisations can expect to be replaced if they fail to improve their
performance, can act as a source of external challenge and help maintain national standards.
The introduction of contestability and competition in a number of public services since 1997
has driven up standards. Contestability within the Prison Service has driven up the
performance of the worst prisons through allowing the private sector to take over their
management following a competitive bidding process.

32 2004 Spending Review

Local
Performance
Management

Box 3.2: Local performance management and devolution

As part of a more devolved approach to public service delivery, it is vital that external
performance management stimulates and reinforces performance measurement and
management inside front line organisations. Performance measurement and management
systems must be devised within organisations in ways that suit their business and obtain the
buy-in of front-line staff. Studies of best practice in a range of organisations suggest that critical
factors that make performance management systems particularly effective are robust and
reliable internal data, strong leadership, clear accountabilities, and regular performance review
combining challenge and support together with transparent rewards and sanctions.a

In Fernwood comprehensive school in Nottingham, extensive use of within-term
performance data – led by the headteacher, working constructively with the Local Education
Authority (LEA) – has played an important role in raising pupil and school aspirations. The
school’s performance has risen by 12 percentage points over the last four years.

In Wigan Metropolitan Borough Council, stable leadership has allowed the development of
strong relationships and an organisational culture in which individuals are willing to take
responsibility and to take risks in order to develop and improve services. This approach is
underpinned by stretching goals. Performance against objectives is then monitored closely
using clear, robust and timely data. The council was rated ‘excellent’ in both the 2002 and
2003 Comprehensive Performance Assessment. 

In the Thames Valley, the police have adopted a performance review cycle based on New
York’s Compstat system. This entails extensive use of performance data during monthly
performance meetings at which challenge and support are provided by senior management,
who also ensure follow-up of agreed actions.

a More detail on these case studies can be found in Devolving decision making: 1 – Delivering better public services; defining
targets and performance management.
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3.19 The Government is committed to increasing contestability and choice where they
have scope to drive further improvement. Measures in the forthcoming Housing Bill will
enable the Housing Corporation to pay social housing grant to ‘for profit’ developers, opening
up provision of new social housing to competition from suppliers outside the Housing
Association sector. As prisons and correctional services become integrated in the new
National Offender Management Service, contestability will be extended to all prisons, with an
increasing number of probation programmes and functions also subject to contestability.

3.20 Smart, well-designed incentives and funding flows can facilitate bottom-up pressures
for improvement. For example, in the health service, the introduction of payment by results
is a fundamental reform to the way finances flow around the NHS. Providers of treatment will
be paid for the treatment they actually deliver, and commissioners will have the incentive to
select the best providers and to look for alternative providers if agreed activity levels are not
met. Where staff do more work and are more efficient, their organisation will stand to benefit.
Financial surpluses will be re-invested in clinical or other services. The Government is also
committed to developing flat-rate local housing allowance Housing Benefit pilots in the
social rented sector. Flat-rate local housing allowances will provide recipients with greater
incentives to drive improved producer performance through exercising choice and also will
improve incentives to work.

3.21 Devolution does not mean that under-performance will not be addressed. Where
inspection has identified failure to meet national standards, a credible and effective support
and intervention regime is necessary. Where additional support for those organisations that
have been identified as being at risk of serious underperformance does not lead to
improvement, the Government will intervene as a last resort to protect the interests of local
people and service users.

3.22 Effective support and intervention regimes have been established across public
services. The Police Standards Unit has been tasked with engaging with poorly performing
police forces, with these interventions showing positive results in terms of improved
performance. Regimes to tackle corporate and service delivery failure in local authorities are
now well established. The NHS Modernisation Agency and Strategic Health Authorities give
support to zero star health trusts who are then required to develop plans to improve
performance. Where schools are found to be failing, OFSTED works with the Local Education
Authority and the DfES to determine an appropriate course of action.

NEW PROFESSIONALISM

3.23 The Government is committed to empowering front-line workers and professionals
and embedding a culture of high performance, innovation and continuous improvement
driven by the public service ethos. As public service professionals and front-line providers
take on greater responsibility for monitoring and improving their own performance, they will
be required to develop further already high standards of professionalism further.

3.24 In addition to providing resources to increase further front-line capacity by an
estimated 250,000, staff this Spending Review supports the next steps in developing a new
professionalism among those who deliver public services. These focus on:

• developing leadership and enabling greater flexibility in workforce planning
to yield more responsive and efficient service delivery; and

• encouraging and incentivising collaboration and the sharing of best practice
to drive performance across providers.
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3.25 Effective leadership is key to ensuring excellence in all organisations. The
Government recognises the important role of good leaders in the public sector and has set up
the National College for School Leadership and the NHS Leadership Centre to nurture and
develop future leaders. Developing local leadership among elected members, senior officers
and middle managers will be the objective of the new Local Government Leadership Centre
being launched this month. 

3.26 Workforce reforms, better strategic workforce planning and more flexible use of pay
are an important source of further improvement in public service performance and
efficiency. Changes in professionals’ skills mix and new working practices can lead to a more
productive and responsive workforce and are key to enabling further reforms and
improvements. Examples include:

• the Agenda for Change in the NHS, which will enable greater flexibility across
professions; 

• workforce remodelling driven by information technology in the Department
for Work and Pensions which has led to increased efficiency; and

• the new National Offender Management Service, which will bring together in
one organisation the skills of different front-line staff to ensure offenders are
case-managed seamlessly. This should free up probation officers’ time and
allow them to focus their skills and experience and expertise on high-risk
offenders.

3.27 Collaboration and the sharing of best practice are important drivers of improvement
that build on the public service ethos of those that work in the public services. The
Government has put in place incentives and channels for professionals and public service
leaders to share the benefits of their experience and expertise.

3.28 Collaboration is already a significant driver of improvement in schools, as described
in Box 3.3. In the NHS, the Modernisation Agency has been tasked with identifying and
sharing best practice and has put in place an extensive range of collaborative networks
through which doctors and managers share and access each other’s expertise. Excellent local
authorities have also been encouraged through National Capacity Building Programmes and
the Beacon Council programme to spread best practice and undertake mentoring of weaker
authorities. A specialist team of expert advisors have assisted councils and NHS organisations
in spreading best practice on tackling delayed patient discharges from hospitals with the
result that levels have been reduced by 60 per cent.
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PERSONALISATION

3.29 The Government is committed to delivering public services that are excellent for
everyone. Each individual has unique needs and circumstances. Delivering fair outcomes
therefore requires differentiated services that can be responsive to each individual’s needs
and circumstances. The Government’s goal is to provide flexible public services that are
personalised to individuals and can ensure fairer outcomes. Box 3.4 sets out reforms already
underway to create a more personalised health service.

3.30 This Spending Review supports the next steps in greater personalisation of public
services. Greater personalisation will be achieved through

• ensuring more flexible access to a greater diversity of options and services that
are shaped around the needs and preferences of the individual, rather than
relying on the expectation that people will fit in with the system;

• empowering users through greater choice and shared decision–making in
designing and delivering services and outcomes; and

• providing better access to information and support.

3.31 Putting users at the heart of service design and delivery means ensuring that every
individual can access services with ease and that they experience attentiveness and
responsiveness to their specific needs. Services designed around users also means that all the
different public services that contribute to a particular outcome are seamlessly integrated in
their delivery. Ensuring user focus will mean greater attention to users’ experience and
perceptions of services as a valuable indicator of service performance.
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Box 3.3: Collaboration between schools

The 2004 Spending Review is providing resources to support the ways in which schools are
learning from and working with each other.

Collaborative partnerships. Both Excellence in Cities (EiC) and the Leadership Incentive
Grant (LIG) facilitate collaborative partnerships between schools. LIG provides resources
for senior management training and for supply teaching to release time for teachers and
senior management to undertake and undergo mentoring.

Best practice partnerships. “Leading edge” or “beacon” schools have been sharing their
skills and expertise with neighbouring schools. In future, high-performing schools will be
able to form “foundation partnerships” with weaker schools, who, as part of their school
improvement plan, will be required to join a foundation partnership.

Local collaboration. In addition to collaborative partnerships, some schools have entered
firm or looser forms of federal relationships. A leading example is Ninestiles secondary
school in Birmingham. At the suggestion of the LEA, this school took steps to federate with
Waverley, a school that has improved considerably, as recognised by the latest OFSTED
report. The three schools now in the Ninestiles federation gain from the experience of the
executive headteacher and from the opportunities to share teaching and other resources.

Advanced Skills Teachers (ASTs). Under this scheme, teachers are incentivised to become
ASTs and to share their expertise with neighbouring schools.

School Improvement Partners (SIPs). As part of the New Relationship with Schools, the
School Improvement Partner will involve present and former heads in the provision of
support and challenge to lower performing schools. Forthcoming pilots will explore how
partnership working of this kind can be further developed and improved.

Services centred
around users 
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3.32 In areas such as health, employment and local government, more convenient access
to services through more use of electronic delivery or innovative delivery outlets such as one-
stop shops is already making services more responsive to users. The Government is taking
further steps to ensure services are designed around users:

• patients already experience much quicker access to healthcare due to efforts
to reduce waiting times. In this Spending Review, the Government will set a
new, more stretching PSA target that will further increase access for patients
by ensuring a maximum wait from referral by GP to hospital treatment of 18
weeks by the end of 2008;
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Box 3.4 Moving towards a more personalised National Health Service

The NHS Improvement Plan sets out how the Government is transforming the NHS to
provide a more personalised service to patients. There are three elements to the
Government’s strategy.

The NHS will offer flexible access to services shaped around the needs and preferences of the
individual, rather than on the expectation that people will fit in with the system

• NHS Direct provides 24 hour access to information and advice to over 6 million
patients a year. In primary care, 97% of patients are now able to see a GP within 2
days and a network of Walk-in Centres offers 365 day a year access to primary care
without an appointment.

• In hospital services, the maximum waiting time for an operation has fallen from 18
months to 9 months, and by next year it will be down to 6 months. By 2005 every
hospital appointment will be booked at a time and place convenient to the patient.
By 2008 no one will wait more than 18 weeks from GP referral to hospital treatment.

The NHS will empower patients through more choice and shared decision-making

• From this August patients who have waited over 6 months for an operation will have
a choice of hospital. This choice will be given to every patient at the point they are
referred by their GP from 2005. By 2008, every patient will have a choice of any
healthcare provider, so long as they meet NHS standards and can provide within the
price the NHS will pay. 

• Patients with long-term conditions will benefit from the national rollout of the
‘Expert Patient’ programme, giving them more information about their conditions
and treatment options, training in self care and support and advice from specialist
community matrons and fellow patients. This will enable them to take a more active
role in managing their condition. 

The NHS will provide better access to information and support

• More transparent information about hospital and PCTs is now publicly available with
each household provided with information on the performance of their local NHS.
Healthcare and performance information is available from NHS Direct Online, and
through NHS Direct Digital TV from later this year. 

• The Department of Health and the NHS will work with professional and voluntary
groups to develop a programme to ‘kitemark’ information for reliability and
trustworthiness.

• From this year every patient will have their own electronic NHS ‘healthspace’ where
they can record information about their preferences to share with the clinical team
treating them. This will in future be linked with patients’ electronic treatment
records. By 2006 the new electronic health record will follow the patient through the
pathway of care linked to the latest quality assured evidence, information and advice.
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• jobseekers already have assigned personal advisers who assess readiness for

work, identify specific needs and recommend suitable options, with discretion
to provide whatever an individual might need to obtain a job. In Building on
New Deal3, the Government has announced that local managers will have more
flexibility over the allocation of resources to enable them to better address local
priorities. Over the 2004 Spending Review period, the Department for Work
and Pensions will be testing more personalised approaches to support those
furthest from the labour market, for example through the Pathways to Work
pilots for claimants of incapacity-related benefits;

• parents and pupils will benefit from schools offering a wider range of related
services through the Government’s aim to increase the number of full-service
schools to 240 by 2006, and to ensure that there will be at least one in every
LEA. A “core offer” will be available across all primary schools by 2008, to
include study and parenting support and swift referral to a wide range of
specialist support services. For secondary schools, the core offer will also
include widespread community access to school facilities, with Children’s
Trusts commissioning specialist services. Many more primary schools will
offer wrap-around childcare, some from 8am-6pm; and

• vulnerable elderly people should in future be able to access seamless care that
integrates health and social services. This Spending Review establishes a £60
million pilot fund to promote innovative and integrated working between
social services and the NHS in order to deliver this.

3.33 Improving users’ experience of a service is often a desirable outcome in itself, or
instrumental to achieving outcomes. For this reason, hospital and PCT star ratings have
begun to incorporate patient survey data, so user experience feeds directly into performance
reward, while the new GP contract agreed last year contains an incentive framework that
includes financial rewards for GPs linked to patient experience.

3.34 The voluntary and community sector (VCS) has an important role to play in the drive
to improve services. The value of public services delivered by the voluntary and community
sector has grown from £3.2 billion in 1991-92 to £7.5 billion in 2001-02. The Government’s
support for the sector has been demonstrated in a wide range of spending measures
introduced since 1997; in particular, the implementation of the 2002 Cross-Cutting Review,
resulting in the £125m Futurebuilders fund to improve public service delivery through long-
term investment in the sector; the Home Office’s £80 million investment programme to
improve and reconfigure support available to the sector, and measures to improve funding
relationships between the sector and government.

3.35 As part of the Voluntary and Community Sector Review 2004, the Government has
been exploring the particular contribution that the VCS makes to public services (see Chapter
5). The sector adds value to the delivery of many public services in several ways, for example:

• providing services tailored to personal needs: fewer bureaucratic constraints
can provide additional organisational flexibility to respond to individual
needs and join-up services for those with multiple needs. Many organisations
involve or employ service users with direct experience of a particular issue
who are well-placed to understand users’ needs and experiences; 

• exhibiting a service ethos: the high level of personal commitment of third
sector employees to public service and helping others can bring significant
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3 Building on New Deal: Local solutions meeting individual needs, Department for Work and Pensions, June 2004.
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dividends in terms of service quality as well as contribute to community
cohesion, with many organisations often employing local people to deliver a
local service; and

• enhancing contestability: the VCS not only provides additional capacity but
also provides valuable challenge and contestability in sectors such as health,
social services and correctional services.

3.36 More tailored and integrated services will require better use and greater sharing of
information. This can be facilitated by investment in new technology, as the Electronic
Patient Record System and “Healthspace” (see Box 3.4) demonstrate. In social care, use of
smart alarm technology funded through this Spending Review will help Councils deliver
more responsive preventative services which will potentially benefit up to 160,000 older
people. The Government’s vision for more integrated children’s services will entail more
effective sharing of information between social services, primary care trusts and schools.

3.37 In schools the wider use of individual learning plans based on information about
pupil performance that monitor each pupil’s achievement against individually-set goals can
deliver more personalised learning and pupil ownership of their goals. Together with wider
use of the latest technology such as interactive whiteboards that allow teachers to better
engage individual students within a whole class context, more personalised learning can be
expected to improve the performance of pupils.

3.38 This Spending Review is enabling new technology that will make possible better
information-sharing within the police, in accordance with a key recommendation of the
Bichard Inquiry. The Home Office will create the first national police intelligence computer
system to ensure that all Forces use the same system to manage and share intelligence
information system.

3.39 The Government recognises that users have a key contribution to make in achieving
service outcomes. This requires them to be more fully empowered participants in the design
and delivery of services. The Government is committed to strengthening the role users play in
several ways: through expanding user choice and the range of options available, through
professionals and users working together to achieve outcomes and through providing users
with the information and support they need to maximise their input.

3.40 In social care, the introduction of direct payments is empowering 9,000 social care
users to design and purchase directly the mix of care services that they decide would best suit
their individual needs. The Government is also putting in place long-term plans to improve
the ability of tenants in social housing to exercise real choice through reforms to the housing
benefit system accompanied by the introduction of choice-based letting and the
restructuring of rents that reflect the relative value of different properties. By 2005, 25 per cent
of local authorities will have adopted choice-based letting schemes, with all authorities
expected to have done so by 2010.

3.41 The 2004 Spending Review will support further measures to increase the
empowerment of users:

• it will enable an increase in the choice that patients have over healthcare
providers as envisaged in the NHS Improvement Plan.4 From 2005 patients
have the right to choose from at least four or five healthcare providers. In 2008,
patients will have the right to choose from any provider as long as they meet
clear NHS standards and are able to do so within the national maximum price
that the NHS will pay for the treatment patients need;
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4 The NHS Improvement Plan: Putting people at the heart of public services, Department of Health, June 2004.
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• it will also provide resources to extend the benefits of the successful ‘expert
patient’ schemes for patients with long-term diseases in which patients are
provided with a combination of better information about their conditions and
treatment options and training in self care and support and advice from
specialist community matrons and fellow patients. These schemes enable
them to take a much more active role in monitoring and managing their
condition, and equip them to take informed decisions about treatment
options.  This allows patients to balance the advantages and disadvantages of
different options against their individual preferences and lifestyles to produce
the personalised solution that is best for them. Evidence and experience
shows this produces better outcomes, reduced pain and suffering, improved
quality of life and more efficient use of medication and reductions in use of GP
and hospital services;

• building on the Government’s Sure Start programme, which involves parents
and the community in determining the way that services are provided, this
Spending Review has announced the establishment of 2,500 Children’s
Centres by 2007-08. (More detail is provided in Chapter 5); and

• building capacity for children and young people to have a voice in the
development of services, with all departments taking action to ensure they are
involved in policy development and design of services, and that professionals
have skills to involve them. A Youth Board is being established to provide
direct advice from children and young people on the development of national
policy and practice while the Children’s Commissioner will represent the
views and interests of children and report to Parliament on progress against
the outcomes for children and young people.
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Box 3.5 A vision for public services: Children’s Services

The 2003 Children’s Green Paper Every Child Matters set out a radical and ambitious
agenda for the reform of children’s services. The aim is to ensure better protection for
children from harm, and help them to achieve their potential. The 2004 Spending Review
has provided substantial extra resources to support this, as described in Chapter 5.

This is an agenda that demonstrates many of the principles of public service reform
outlined in this chapter:

• Long-term, outcome-focused goals. Previous Spending Reviews had already set
challenging outcome-focused goals to improve the lives of children and young
people; for instance, on reducing teenage pregnancy by 2010. This Spending
Review takes this further by setting a more holistic range of objectives, for instance
new universal goals for child development at 5 and an objective of halting the rise
in child obesity;

• Devolution. At the local level, there will be a major contribution to this agenda
from new Children’s Trusts situated at the heart of local government and given
greater flexibility to meet local needs. A variety of different funding streams will be
pooled, allowing local decisions on how best to spend resources in pursuit of local
and national priorities. A vital part of the agenda is greater contestability involving
a key role for the voluntary and community sector, so that children are better
served by organisations best placed to meet their particular needs;

• Professionalism. Every Child Matters identified workforce reform as a key part of
the reform agenda which will aim to equip social workers, teachers, police and
health professionals with the skills necessary to work more closely together in a
way that is more focused on children’s needs. This involves a range of measures
that will bolster the existing professionalism of the sector, such as joint training and
a pay and workforce strategy to improve recruitment, retention and skills.
Workforce reform should also facilitate other changes at the local level; for
instance, extended schools and multi-disciplinary teams; and

• Personalisation. Children, each with their own needs and circumstances, are right
at the heart of this agenda. More personalised strategies will be possible through
greater integration of different services, driven by Childrens’ Trusts with their new
ability to commission services in an integrated way. Across social services, PCTs
and schools the Government will be looking to encourage much greater and more
frequent use of data that can help design more individually-tailored strategies to
prevent harm and enable children to flourish. These strategies will be augmented
where necessary by additional specialist services, with liaison managed by a single
trusted professional.
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RAISING PRODUCTIVITY AND ACHIEVING BAL ANCED,
SUSTAINABLE GROWTH WITH OPPORTUNITY FOR ALL

4.1 Increased productivity and high levels of employment are central to the
Government’s objective of prosperity and opportunity for all. This chapter describes the steps
the Government is taking in this Spending Review to raise productivity across all regions and
countries of the UK support the five key drivers of productivity performance:

• supporting science and innovation to promote the development of new
technologies and more efficient ways of working; 

• improving competition, which promotes flexible markets and increases
business efficiency and consumer choice;

• promoting enterprise by removing barriers to entrepreneurship and
developing an enterprise culture;

• raising skills levels to create a more flexible and productive workforce; and

• encouraging investment to increase the stock of physical capital.

This chapter also sets out the steps the Government is taking to support employment
opportunity for all and to ensure balanced, sustainable growth.
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The 2004 Spending Review takes further steps to strengthen the UK economy, to increase
productivity and employment and to promote sustainable and balanced growth. In
particular, this Spending Review:

• sets a ten year ambition to increase the ratio of UK R&D spending to national GDP
from the current level of around 1.9 per cent to 2.5 per cent, with science spending
through DfES and DTI over £1 billion higher in 2007-08 than in 2004-05, an annual
average growth rate of 5.8 per cent in real terms;

• significantly increases spending on education and skills, with education spending in
England set to be £12 billion higher in 2007-08 than in 2004-05 and per pupil
funding rising to at least £5,500 by 2007-08, more than double the 1997 figure; 

• provides additional resources for housing, with spending on housing over £1 billion
a year higher in 2007-08 than in 2004-05, delivering a 50 per cent increase in new
social house bulding – an additional 10,000 homes a year – and funding through the
Sustainable Communities Plan to deliver 200,000 additional homes in the Thames
Gateway and other growth areas; 

• builds on the significant investment in transport in the 2002 Spending Review, with
spending on transport £2.4 billion higher in 2007-08 than in 2004-05, an average
annual rate of 4.5 per cent in real terms over the 2004 Spending Review period;

• takes forward the Government's commitment to balanced growth across the UK,
with additional resources and responsibilities for the Regional Development
Agencies (RDAs) to support small business, invest in skills, improve business-
university links and promote economic development and regeneration in the
regions; and

• demonstrates how the principles of sustainable development are being integrated
into decision-making and spending priorities.
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SCIENCE AND INNOVATION

4.2 Stronger investment in the UK knowledge base and research and development (R&D)
capacity will be key to growth, productivity and employment in the coming decade. Research
must also be translated more effectively into business and public sector innovation. 

4.3 Following a consultation launched at the time of Budget 2004, the Government is
publishing alongside this Spending Review a ten-year investment framework for science
and innovation. This sets out the Government’s long-term objective to increase the ratio of
total UK R&D spending to GDP from the current level of around 1.9 per cent to 2.5 per cent
over the next decade. This would put the UK in a position to secure a leading place among the
major European countries, and substantially close the gap between the UK and the best
performing major economy in this regard, the US. 

4.4 As a first step towards achieving this goal, as a result of this Spending Review, science
spending through DfES and DTI will be over £1 billion higher in 2007-08 than in 
2004-05. This new funding will be used to:

• increase the responsiveness of the science base to emerging opportunities
and tackling weaknesses, by creating a responsive funding pot for the
Director General of the Research Councils of £35 million a year in 2006-07
and 2007-08;

• improve the skills supply in science, engineering and maths subjects, for
example through increasing the value of the teacher training bursary for
science graduates from £6,000 to £7,000 from September 2005 and increasing
the ‘Golden Hello’ for new science teachers from £4,000 to £5,000 for trainees
entering PGCE courses from September 2005;

• increase knowledge transfer funding for universities and research
establishments – boosting the Higher Education Innovation Fund to be over
£110 million a year by 2007-08;

• provide an injection of capital for research council institutes of £50 million a
year by 2007-08; and

• increase the proportion of costs paid by Research Councils as a part of
improving the ability of universities to fully meet the costs of the research they
fund, with additional funding of £80 million over the Spending Review period.

4.5 The Government’s aim of increasing R&D as a proportion of GDP will be achieved
only if this commitment from Government to invest substantially in the science base is
matched by the private sector and leading charitable funding, and in particular if it is clear
that private sector R&D funding is on a new and growing trajectory.

4.6 The ten-year framework for science also sets out the full Government response to the
Lambert Review of Business-University Collaboration. A summary of the Government’s
response to the Lambert Review is set out in Box 4.1.
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4.7 Following DTI’s Innovation Report1 in December 2003 and the development of a
Technology Strategy to focus Government support for business innovation, this Spending
Review allocates additional resources for DTI’s knowledge transfer and innovation goals,
with a budget for the new Technology Strategy set to rise to at least £178 million by 2007-08.
A new independent business-led Technology Strategy Board will set out the priorities for
collaborative R&D programmes and knowledge transfer networks, ensuring that business has
a strong input into the pull-through of scientific advances into useful technologies. This will
help to maximise the productivity benefits of increased investment in the science base.

COMPETITION AND REGUL ATION

4.8 High levels of competition increase the productivity of the economy, with both
businesses and consumers driving better performance. The Enterprise Act has set the
framework for a more competitive economy. This Spending Review ensures that the UK
competition authorities are firmly established with steady levels of funding, allowing them to
embed the new system and deliver high quality outcomes.

4.9 There are sound economic reasons for government support to encourage inward
investment and trade. Market failures such as incomplete information about export
opportunities can inhibit activity, particularly among smaller businesses. Greater
internationalisation strengthens innovation and competition, provides greater opportunities
to exploit economies of scale, exposes the domestic economy to greater competitive
pressures and provides access to new technologies. 

432004 Spending Review

International
business

Box 4.1 The Government's response to the Lambert Review

The Lambert Review of Business-University Collaboration was commissioned by the
Chancellor in 2002 and the final report was published in December 2003. The review
identified a number of issues that needed to be addressed to remove barriers to
collaboration, including the weakness of business investment in R&D, complex negotiations
over intellectual property and the need to ensure that research relevant to the needs of
business is supported and sustained.

As part of its response to the Lambert Review, the Government is giving the Regional
Development Agencies (RDAs) in England an enhanced role in supporting business-
university collaboration. The Government will task the RDAs to help a broader spectrum
of businesses develop productive links with the university base in each region, including
through support for business-focused research capacity. The three Northern RDAs will aim
to enhance their plans in this area in response to Lambert to over £100 million by 2010,
strengthening university-business collaboration across the North.

The Government has also confirmed its support for the Higher Education Innovation Fund
as a dedicated third stream of funding for universities in England. The Spending Review
announces increased funding for HEIF of over £110 million a year by 2007-08. 

The Government has facilitated the establishment of an Intellectual Property working
group comprising representatives from business and universities. Under the chairmanship
of Richard Lambert, the working group intends to draw up a range of model collaborative
contracts and undertake work to develop an intellectual property protocol. The group
aims to have completed its work by spring 2005.

The Government's full response to the Lambert Review is published in the ten-year
investment framework for science and innovation.

Innovation

1 Competing in the global economy: the innovation challenge, Department of Trade and Industry, December 2003.
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4.10 In order to maximise the benefits of international business, this Spending Review
announces:

• a doubling of resources by 2007-08 compared to 2004-05 for UK Trade and
Investment (UKTI)’s inward investment services, subject to finalising
delivery plans, focusing UKTI on encouraging inward investment to the UK as
well as export promotion and ensuring that the UK remains the prime
location in Europe for foreign direct investment; 

• reforms to focus trade development effort where market failure is greatest,
so that by 2007-08 the proportion of UKTI assistance for new-to-export firms
has increased by at least 30 percentage points; and

• consistent with other initiatives to strengthen regional delivery of business
support, an increase in the resources UKTI contributes to the RDAs Single
Pot for inward investment.

4.11 Effective and well-focused regulation can play a vital role in correcting market
failures, promoting fairness and ensuring public safety. However, unnecessary or poorly
implemented regulation can restrict competitiveness and employment growth, stifle
innovation and deter investment. The Government is committed to delivering targeted
deregulatory changes to reduce burdens on business and to strengthening policy-making
processes to improve the quality of new regulation. Budget 2004 announced that any
regulatory proposal likely to impose a major new burden on business would in future require
clearance from the Panel for Regulatory Accountability, chaired by the Prime Minister. The
Hampton Review, which will report by April 2005, is examining the scope for improving the
efficiency of regulatory inspections and enforcement without sacrificing outcomes. 

4.12 This Spending Review announces that the Department for Transport, the
Department for Environment, Food and Rural Affairs, the Home Office and the Office of the
Deputy Prime Minister will produce three-year strategies for the implementation of new
regulations. These plans will be scrutinised by the Cabinet Office Regulatory Impact Unit,
helping departments to gain an overview of the volume of regulatory change they plan to
introduce and the impact this would have on business. Where possible the Government will
seek to minimise this impact, finding non-regulatory alternatives to certain regulations if
necessary. 

4.13 Sir Peter Gershon’s Efficiency Review also looked at regulatory issues and
recommended that departments should develop a more holistic, risk-based approach to
private sector regulation and delivery, exploiting economies of scale, for example through the
rationalisation of delivery bodies. Departments have responded with plans to improve the
efficiency of regulation as part of their overall efficiency plans. For example, Defra plans to
rationalise delivery functions following the Haskins Review – realising efficiency gains
through the Modernising Rural Delivery Plan and the England Rural Development IT
Programme. DTI plan to deliver efficiencies by increasing the effectiveness of their business
support products.

ENTERPRISE

4.14 A modern, dynamic economy needs a strong entrepreneurial base. A thriving small
and medium-sized business sector is key to driving productivity growth and generating
prosperity, wealth and employment. The creation and growth of new firms promotes the
exploitation of new ideas and opportunities, and competitive pressures drive innovative
activity. The Government is committed to the provision of quality small business support
tailored to meet varying regional and local needs.
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4.15 The 2002 cross-cutting Review of Government Services for Small Business examined
the broad range of public sector business support provision and made key recommendations
for improving the effectiveness and coherence of Government services to business. The
review highlighted the need to improve small firms’ experience of business support services,
reduce duplication and simplify provision from the customer’s perspective.

4.16 Budget 2004 announced the transfer of responsibility for the management of the
Business Link network from the Small Business Service (SBS) to the RDAs. This is expected to
deliver more effective action to tackle local barriers to enterprise, better design and delivery
of services and more efficient management of the Business Link network resulting in better
value for money. It is anticipated that in turn, this will result in greater coherence in business
support delivery from the customer’s perspective. The Spending Review devolves resources
to the RDAs to take on responsibility for delivery of Business Link. 

4.17 The Regional Development Agencies (RDAs) have a central role to play in improving
business support. The 2004 Spending Review provides the RDAs with additional resources
and responsibilities for the design and delivery of business support at the regional level. RDA
flexibility and autonomy with a minimal national role for Government is paramount to the
effective devolution of business support, allowing RDAs the freedom to meet fully the needs
of their regional business communities.

SKILLS

4.18 The Government’s aim is to achieve excellence in standards of education and levels of
skills and offer everyone the opportunity to develop their learning and realise their potential.
This is fundamental to achieving the Government’s wider aims of building a productive,
competitive economy and an inclusive society.

4.19 To reflect this priority, the 2004 Spending Review confirms the significant increase in
education spending announced in Budget 2004. Education spending in England will grow by
an annual average of 4.4 per cent in real terms across the Spending Review period and total
spending on education in England will be £12 billion higher in 2007-08 than in 2004-05.
Average per pupil funding will rise to at least £5,500 by 2007-08; more than double the 1997
figure. This investment will support reforms in the following key areas:

• every school will be able to become a specialist school, alongside up to 200
academies by 2010;

• all secondary school buildings will be transformed to twenty-first century
standards in the next 10 to 15 years;

• more schools across the country will be able to offer extended services; and

• in higher education, the level of real-terms student funding per head will be
maintained with further progress toward the Government target to increase
participation in higher education towards 50 per cent of 18 to 30 year olds by
2010;

4.20 Compared to other OECD countries the UK has high numbers of people with no or
low skills. The investment announced in this Spending Review will enable the DfES to make
progress towards its PSA targets to reduce the number of people within the workforce without
a full level 2 qualification and to increase the percentage of 19-year olds in England joining
the workforce with a full level 2 qualification. In keeping with this commitment to tackling
low skills, this Spending Review also maintains the ambition of the DfES’s target to reduce the
skills gap by improving the basic skills levels of 2.25 million adults by 2010.
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4.21 The settlement will also enable the delivery of the New Deal for Skills, which sets out
the Government’s ambitions to help the low and unskilled gain qualifications that allow them
to move into work and, through enhancing their skills, improve their longer-term prospects.
Specifically it includes improvements to skills and work related information, advice and
guidance services, the locations of skills counsellors in jobcentres and the development of a
‘skills passport’ to provide individuals with a simple, portable way of recording skills and
training entitlements. Full details of education spending plans and PSA targets are set out in
Chapter 7.

4.22 The Northern Way Growth Strategy (see Box 4.3) made a number of proposals to
Government for devolving decision-making in the 2004 Spending Review. On adult skills, this
involves strengthening the role of Regional Development Agencies (RDAs) in developing joint
plans for adult skills budgets with the Regional Directors of the Learning and Skills Council
(LSC) through the Regional Skills Partnerships, in accordance with the statement of principles
for future working between RDAs and the LSC drawn up in discussion between DfES, DTI,
RDAs and the LSC. The Government agrees that there needs to be a much closer link between
the LSC and the RDAs. It will support any region that develops their own mutually acceptable
arrangements, in line with the concordat principles, to enable the supply of skills, training
and workforce development for adults to be better matched to the needs of the region within
the framework of national targets and priorities set for the LSC and RDAs. The Government
will consider favourably proposals for further integration of planning and funding of adult
skills and workforce development at the regional level including, in those regions where the
RDA and LSC desire it, a "dual key" approach to the management of adult skills budgets
operated by the RDA Chief Executive and the Regional LSC Director.

4.23 Greater investment in physical capital, both public and private, is key to a productive
economy. In 1997, public sector net investment (PSNI) stood at just £4.9 billion – 0.6 per cent
of GDP – the lowest level for over a decade. Investment in public services had been on a
declining trend since the mid-1970s, resulting in falling standards in the quality of public
service assets. The Government is committed to reversing this under-investment in the
nation’s infrastructure. In this Spending Review, PSNI will increase to 21/4 per cent of GDP by
2007-08. This will lock in the improvements seen in public service assets since 1997 and
ensure that the country has the infrastructure needed to drive increases in productivity.

4.24 A stable and flexible housing market is essential to a healthy and productive
economy. Housing market imbalances between supply and demand are a potential brake on
economic development, as the cost and availability of housing influences the geographical
distribution and mobility of the labour force and may affect capacity levels in local labour
markets. Housing is a key asset for households and consumer spending is closely associated
with changes in housing wealth. Reducing volatility in the housing market will therefore help
promote macroeconomic stability. Whilst a more balanced housing market also has the
microeconomic benefits of improving labour mobility and tackling a source of deprivation
and social exclusion.

4.25 In response to Kate Barker’s review of housing supply Delivering stability: securing our
future housing needs, published at Budget 2004, the Government accepted the need to
address volatility in the UK housing market and undertook to begin to address the need for
additional investment in social housing and related infrastructure in this Spending Review.
Details of the Barker Review and a summary of its recommendations are set out in Box 4.2.
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4.26 This Spending Review therefore provides £1.3 billion more for housing in 2007-08
compared to 2004-05. This will deliver a 50 per cent increase in new social house building –
an additional 10,000 homes a year. The Review will fund the Deputy Prime Minister’s
Sustainable Communities Plan to deliver 200,000 additional homes in the Thames Gateway
and other growth areas and establishes a new Community Infrastructure Fund of £150 million
by 2007-08 to unlock further housing supply. It also announces a trebling in investment to
regenerate areas suffering from low housing demand with funding of over £450 million a year
by 2007-08 compared to £150 million in 2004-05, enabling an expanded programme in the
North and Midlands.

4.27 Reliable and modern transport systems are critical to the economic prosperity and
productivity of the country. The Ten Year Plan for Transport, published in 2000, provides an
unprecedented commitment to delivering improved transport with over £180 billion of
sustained funding over ten years and a 45 per cent real terms increase in resources in this
decade compared to the previous decade. The 2004 Spending Review provides resources to
maintain the sustained investment profile set out in the Ten Year Plan and additional funding
to put the rail industry on a sustainable footing. Spending on transport will be £2.4 billion
higher in 2007-08 than in 2004-05, an average annual growth of 4.5 per cent in real terms.

4.28 This investment will need to be accompanied by reform to deliver a world-class
transport system. Despite the progress being made on improving rail performance, the
Government has recognised that to deliver a rail industry and network fit for the next 30 years,
deep-rooted structural problems in the industry need to be addressed. The Secretary of State
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Box 4.2 Barker Review of housing supply

The Chancellor and the Deputy Prime Minister jointly commissioned Kate Barker to lead
a review of the factors affecting housing supply in the UK. The Barker Review’s final report
was published at Budget 2004. It set out how the UK has experienced a long-term upward
trend in house prices – an average 2.4 per cent per annum over the last 30 years – and
house building had fallen to its lowest level since the Second World War. Forty years ago
400,000 homes a year were being built in the UK, since the early 1990s this number has
decreased to around 200,000 homes a year, and the social housing stock has also been in
decline. A more responsive housing supply and a lower trend in house prices would be
desirable to deliver greater macroeconomic stability and greater affordability.

The Review set out a number of recommendations for improving the functioning of the
housing market:

• a long-term goal for improved market affordability should be set;

• investment in social housing should be increased over time, to deliver at least
17,000 more social houses a year in the medium term;

• Regional Planning Bodies and Regional Housing Boards should be merged to
create a single body responsible for managing regional housing markets, supported
by independent advice on the steps required to achieve affordability goals;

• a planning-gain supplement should be introduced to capture some of the
development gains that landowners benefit from, and as a fair means of releasing
resources to increase housing supply;

• a Community Infrastructure Fund should be established to help to unlock some of
the barriers to development; and

• local authorities should be incentivised to deliver growth and new housing
development.

Transport
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for Transport announced a fundamental review of the rail industry in January 2004. The
review, [which will be published later this month], will propose a comprehensive structural
reform package to improve cost control and value for money in the rail industry, and ensure
it is capable of delivering significant performance improvements for rail passengers. This
Spending Review provides significant additional funding, to enable these reforms to be
taken forward without delay.

4.29 The Government believes that choices on regional and local transport investment are
best taken when informed by local stakeholders. The second report of the Devolving Decision
Making Review2, published alongside Budget 2004, announced two pilots for Regional
Transport Boards with indicative regional budgets.  This is an important step towards greater
devolution of decision-making. The Government is also examining new ways to integrate
regional transport, economic and spatial development strategies within the framework  of
indicative regional budgets. It will consult on these proposals later in the year, with a view to
publishing indicative regional budgets alongside Budget 2005.

EMPLOYMENT

4.30 The Government’s long-term goal is employment opportunity for all – the modern
definition of full employment. It aims to ensure a higher proportion of people in work than
ever before by 2010. The Government’s strategy for extending employment opportunity
builds on the strong performance of the UK labour market over recent years. UK
unemployment, based on the International Labour Organisation (ILO) definition, stood at
4.8 per cent in the three months to April 2004, while the working age employment rate
reached 74.8 per cent. Since spring 1997 the employment level has risen by over 1.8 million
while claimant count unemployment has fallen by more than 800,000, remaining consistently
below one million since February 2001. Measures to increase employment amongst lone
parents have also had a positive impact, with 53.4 per cent of lone parents now in
employment. These successes have impacted right across the country, with employment
rising and unemployment falling in every region. 

4.31 Since 1997, the Government has invested heavily in modernisation of the
Department for Work and Pensions (DWP) with £2.8 billion invested in new IT and a further
£2.2 billion invested in the new Jobcentre Plus infrastructure. Reflecting the resulting scope
for more efficient use of resources as this investment bears fruit, this Spending Review
announces that DWP will be expected to make efficiency savings of 2.7 per cent per annum
by 2007-08, and in doing so free up staff and resources to strengthen its customer-facing
services allowing increased focus on its new priorities and continued delivery of the current
level of employment support.

4.32 The success of the Government’s employment policies means that resources can now
be allocated increasingly towards people facing multiple, and more severe, barriers to work
and areas with high concentrations of worklessness. This Spending Review sets challenging
targets for DWP to raise employment levels for these groups and areas, to ensure that they
enjoy the same level of success. To meet these targets over the Spending Review period, DWP
is developing a range of services that meet the specific needs of people and areas facing
greater barriers to work. Over the 2004 Spending Review period DWP will be developing more
effective support for people facing the greatest barriers to work, through measures including:

• a comprehensive evaluation of the Pathways to Work pilots for claimants of
incapacity-related benefits;
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2 Devolving decision making 2: Meeting the regional challenge: increasing regional and local flexibility, HM Treasury, Office of
the Deputy Prime Minister, Department of Trade and Industry, March 2004.
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• the rigorous testing of new approaches to supporting those further from the

labour market, such as in-work credits and work search premiums, and
measures to help people to enter, remain and progress in work through the
New Deal for skills;

• steps to address the remaining structural and institutional factors that can act
as barriers to labour market participation, including through reforms to
Housing Benefit that will provide more consistency and continuity for people
as they move into work; and

• new measures to improve retention and advancement in work through the
Employment Retention and Advancement Demonstration project.

4.33 The 2004 Spending Review also supports the development of new ways of focusing
resources on those most in need of support. In Building on New Deal3, the Government
announced its plans for a new framework for devolving more responsibility for the allocation
of resources to local managers to help them make more efficient use of the funding available
to tackle local and national priorities. As part of its Spending Review settlement, DWP will be
developing and testing this model in a number of areas. 

BAL ANCED GROWTH ACROSS THE UK

4.34 The Government is committed to ensuring that the benefits of improved productivity
are spread throughout the country. The 2002 Spending Review introduced a PSA target to
make sustainable improvements in the economic performance of all English regions and over
the long term reduce the persistent gap in growth rates between regions. This target is re-
affirmed for the 2004 Spending Review. In Scotland, Wales and Northern Ireland, the Devolved
Administrations have responsibility for economic development.

4.35 The Government has increasingly sought to ensure that regional institutions
contribute to the design of national policies, including priorities to meet the regional
economic performance target. To allow the differential regional impact of national policy to
be taken into account, the regions were invited to contribute Regional Emphasis Documents
to the 2004 Spending Review. The RDAs, Government Offices and Regional Chambers have
worked together in each region to identify the areas of public spending that are key to the
importance of regional prosperity. Government departments took account of the Regional
Emphasis Documents when preparing their Spending Review priorities. A full response to the
Regional Emphasis Documents will be published later this month.

4.36 The Government believes that the best way to overcome regional disparities in
productivity and employment rates is to allow each nation, region and locality the freedom,
flexibility and funding to exploit their indigenous sources of growth. The Regional
Development Agencies (RDAs), working in partnership with key regional, sub-regional and
local bodies, including Local Authorities, are the strategic leaders of economic development
and regeneration in the regions. Devolving decision making: 2 established clear principles for
deciding when delivery and policy design should be devolved to the RDAs. The Government
believes policy interventions should be designed and delivered at the level at which the
market failure is most effectively tackled and where policy makers are best informed. 

4.37 The 2004 Spending Review applies this principle to provide maximum flexibility for
the RDAs. The Spending Review maintains funding for the RDAs’ Single Pot in real terms
and devolves new responsibilities to the RDAs from departments with a consequent transfer
of around £200 million a year from 2005-06. These transfers will increase the size of the
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3 Building on New Deal: local solutions meeting individual needs, Department for Work and Pensions, June 2004.
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Single Pot by 10 per cent from 2005-06 compared to 2004-05. The Single Pot, introduced in
2002, allows the RDAs significant flexibility in managing their own resources to meet their
regions’ priorities. It will deliver total resources of £2.3 billion in 2007-08.

4.38 These increases in resources will enable the RDAs to take on new responsibilities,
which the RDAs will be tasked to deliver against. Building on the principles set out in the
Devolving Decision Making Review, the 2004 Spending Review:

• devolves responsibility to the RDAs for the delivery of Business Link services
from April 2005. The RDAs will collectively work together with the Small
Business Service (SBS) to ensure that there is a mutually consistent framework
for the application of Business Link branding across regional services and the
national website, with very light central brand management;

• devolves new responsibilities for the delivery of R&D grants and for parts of the
successor to the Phoenix Fund, which focuses on enterprise in disadvantaged
areas, to enable an integrated approach to business support at the regional level;

• as part of the Government’s response to the Lambert Review,4 enhances the
role of the RDAs in supporting business-university collaboration. The
Government will task the RDAs to help a broader spectrum of businesses
develop productive links with the university base in each region, including
through support for business-focused research capacity; 

• as part of the Modernising Rural Development Programme, devolves
additional resources to the RDAs to meet rural socio-economic objectives,
which were previously the responsibility of the Countryside Agency. This is in
response to recommendations in the Haskins Review.5 Rural priorities will be
incorporated in the new RDA ‘tasking framework’; and

• announces that the resources UK Trade and Investment (UKTI) contributes
to the RDAs’ Single Pot for inward investment will be increased in the 2004
Spending Review period. In addition, the RDA Chief Executive and UKTI will
jointly sign off plans for locally delivered trade development services to
ensure close integration with Regional Economic Strategies.

4.39 It is increasingly clear that regional choices on transport, housing, planning and
economic development cannot be taken in isolation. The Government is examining new
ways to integrate RDAs' Regional Economic Strategies with regional transport and spatial
development strategies, within a framework of indicative long-term funding guidelines for
each region. The Government will also consider whether devolution on transport could be
accelerated in regions which vote for Elected Regional Assemblies.  It will consult on these
proposals later in the year with a view to publishing indicative regional budgets alongside
Budget 2005.

4.40 The Government has welcomed the proposal of the three Northern RDAs to develop the
idea of a Northern Growth Strategy. This Spending Review announces a number of measures that
respond to input from the Northern Way. More details on the Northern Way are set out in Box 4.3.
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4 Review of Business-Unversity Collaboration: Final Report, Richard Lambert, 2003.
5 Rural delivery review: A report on the delivery of government policies in rural England, Christopher Haskins, 2003.
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4.41 Building on the dialogue with the regions, the Government has already taken steps to
ensure that national policies support the drivers of regional growth and address disparities.
The 2004 Spending Review confirms further steps, including:

• factoring regional productivity benefits into planning and transport
appraisals; and

• piloting Regional Transport Boards.
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Box 4.3 The Northern Way Growth Strategy

The three northern RDAs (ONE North East, Northwest Development Agency and
Yorkshire Forward), along with other regional partners, have developed the idea of a
Northern Way Growth Strategy to establish the North of England as an area of exceptional
opportuntity with a world class economy and a superb quality of life. The Government has
warmly welcomed this proposal, which builds on the North’s many assets and aims to
harness its untapped potential for economic growth.

The Northern Way recently submitted an interim report and a contribution to the 2004
Spending Review to the Government. Its final report will be published later this year. This
Spending Review announces a number of measures that respond to inputs from the
Northern Way, and provides the framework for developing, in the final report, an
ambitious strategy to boost the North’s economic performance. These include:

• skills – the Government will consider favourably proposals for further integration
of planning and funding of adult skills and workforce development at the regional
level including, in those regions where the RDA and LSC desire it, a "dual key"
approach to the management of adult skills budgets operated by the RDA Chief
Executive and the Regional LSC Director.

• innovation – responding to the Lambert review, the Government will give the
RDAs new responsibilities for promoting business-university collaboration. It is
important that universities and the RDAs work in partnership to deliver this agenda.
The Government will work with RDAs in the development of the new Higher
Education Innovation Fund metrics to ensure that this nationally run scheme takes
account of regional priorities. In turn, building on current plans to support business
innovation through links to the research base, the three Northern RDAs will aim to
enhance those plans in response to the Lambert review to over £100 million by 2010,
strengthening university/business collaboration and technology transfer across the
North. The Government also supports the outline proposals for a single Northern
Science and Industry Council;

• enterprise – to increase regional flexibility for small business support, the
Government is devolving to the RDAs’ responsibility for delivery of Business Link
services. The Government also endorses the Northern Way’s proposal to develop
a pan-Northern cluster policy;

• transport – the Government is announcing its intention to significantly increase
the level of regional involvement in transport policy and investment choices. It will
also consider whether devolution could be accelerated for the Northern Way
regions; and

• housing – to increase regional flexibility, the Government is introducing a housing
affordability target that will feed into Regional Spatial Strategies ensuring they
take account of market indicators. The Government will also be making it clear
that there can be regional variations from national planning policy where this can
be justified in the Regional Spatial Strategies.
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4.42 To ensure that there is accurate regional data available to support the regional policy
framework and delivery of the regional economic performance PSA target, the 2004 Spending
Review confirms that Office of National Statistics (ONS) will be implementing in full the
recommendations of the Allsopp Review.5 The ONS will deliver, with the resources provided
in this Spending Review, reliable baseline Gross Value Added estimates by region and a
framework that better reflects economic diversity and change. The ONS will also put
statisticians in the regions. 

4.43 The Government has also taken steps to improve the quality of regional spending
data, in response to the McLean study6 of regional spending statistics. Building upon the
recommendations of the McLean report and the Allsopp review of regional statistics, more
and better quality regional spending data was published in Public Expenditure Statistical
Analysis 2004 (PESA). The level of public spending in each region is a reflection of a large
number of allocation mechanisms, each tailored to the circumstances of the particular
spending programme. Achieving greater regional fairness and effectiveness is therefore more
complex than reforming any single allocation mechanism. However, the Government is
continuing to improve regional spending plans by:

• encouraging departments to ensure that their allocation mechanisms are up
to date and reflect the needs of their programmes; and

• intending to publish regional data in future departmental reports as well as
PESA.

SUSTAINABLE DEVELOPMENT

4.44 The Government’s measures to strengthen the economy and increase productivity
are located within the wider context of its commitment to sustainable development, ensuring
that policy delivers for both present and future generations. Sustainable development means
developing and implementing policies that will simultaneously deliver social, economic and
environmental progress, at home and overseas. For example, the Government is committed
to ensuring that new housing helps reduce market volatility, improves affordability, maintains
green spaces and improves energy and water efficiency. Sustainable development means
pursuing an energy policy that addresses the threat from climate change while supporting
economic growth and tackling fuel poverty. A sustainable approach to health policy focuses
on public health, including measures such as housing improvement, encouraging healthier
eating and exercise, and sustainable transport modes like walking and cycling. Sustainable
development focuses on both the economic prosperity and the liveability of communities –
their greenness, attractiveness and safety and the quality of their public services.

4.45 In this Spending Review every department was asked to consider the economic,
social and environmental implications of their policy priorities and objectives, and to
integrate these into their spending programmes and policies. This reflects the recent
extension of the Regulatory Impact Assessment (RIA) process to cover all policies and
proposals that will have a substantial impact on the public sector. RIAs now require
Departments to identify not only economic costs and benefits but also any significant
environmental and social costs and benefits. In this way sustainable development criteria will
be more systematically integrated into the normal processes of policy assessment and
decision making. This is an important step towards better and more sustainable policy
making.
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5 Christopher Allsopp, Review of Statistics for Economic Policymaking: First Report to the Chancellor of the Exchequer, the
Governor of the Bank of England and the National Statistician, 2003.
6 Nuffield College and Office of the Deputy Prime Minister, Identifying the flow of domestic and European expenditure into
the English regions, 2003.
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4.46 This commitment to sustainable development is reflected in decisions on new
spending and on PSA targets. Box 4.4 summarises the key outcomes of the Spending Review
for sustainable development in domestic policy. The international dimensions of sustainable
development are discussed in Chapter 6. 

4.47 The Government’s headline indicators of sustainable development provide a broad
overview of progress towards meeting the Government’s sustainable development objectives.
As a result of the 2004 Spending Review all 15 of the headline indicators are now reflected in
Public Service Agreement targets spanning 10 government departments. Full details of these
targets are set out in Box 4.5.

4.48 The UK Sustainable Development Strategy is currently being reviewed. The outcomes
of the 2004 Spending Review complement that process and will enable the Government to
continue to deliver its sustainable development aims.
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Box 4.4 Key outcomes of the Spending Review for sustainable
development 

As a result of this Spending Review:

• the Department for Environment, Food and Rural Affairs (Defra) will expand
programmes to improve resource efficiency (including energy efficiency and waste
minimisation) of businesses, funded by the recycling of landfill tax revenues;

• Defra will also receive additional resources to further reduce fuel poverty by
improving the energy efficiency of the homes of vulnerable people;

• the Office of the Deputy Prime Minister (ODPM) will be taking steps to improve
housing affordability, including delivering an extra 10,000 new units of social
housing a year by 2007-08; 

• As well as preserving or increasing the area of land designated as green belt and
raising the density of development to minimise land take, ODPM is committed to
ensuring that new housing will be built to high standards in relation to energy and
water efficiency, waste and building materials, taking into account the findings of
the Sustainable Buildings Task Group (SBTG);

• the Department for Transport will take joint ownership with DTI and DEFRA of a
PSA target on tackling climate change;

• the Department of Trade and Industry (DTI) will devote resources, including
revenues recycled from the land fill tax to businesses, to supporting research and
development in sustainable energy technologies, including those identified in the
Renewable Innovation Review (RIR);

• ODPM has a new PSA target to improve the ‘liveability’ of communities, making
public spaces cleaner, safer and greener, and there will be a new single Safer and
Stronger Communities Fund to empower local communities to improve local
quality of life; and

• new PSA targets and resources have been agreed to reduce child poverty, to
improve public health and reduce public health inequalities and to ensure more
effective targeting of resources across government departments to deprived areas
and groups.
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Box 4.5: Headline Indicators of Sustainable Development

Headline Indicators 2004 PSA Targets
of Sustainable Development

Economic output Demonstrate by 2008 progress on the
Government’s long-term objective of raising the
trend rate of growth over the economic cycle.
(HM Treasury)

Investment (per cent of GDP) Deliver a measurable improvement in the business
performance of UK Trade and Investment’s
international trade customers and maintain the
UK as the prime location in the EU for foreign
direct investment. (FCO and DTI)

Employment As part of the wider objective of full employment
(% working age people in work) in every region, over the three years to Spring

2008, and taking account of the economic cycle:
demonstrate progress on increasing the
employment rate, (Joint with HM Treasury);
increase the employment rates of disadvantaged
groups (lone parents, ethnic minorities, people
aged 50 and over, those with the lowest
qualifications and those living in the local authority
wards with the poorest initial labour market
position); and significantly reduce the difference
between the employment rates of the
disadvantaged groups and the overall rate. (DWP)

Education (qualifications at 19) Increase the proportion of 19 year olds who
achieve at least level 2 by 3 percentage points
between 2004 and 2006, and a further 2
percentage points between 2006 and 2008, and
increase the proportion of young people who
achieve level 3. (DfES)

Health (expected years of Reduce substantially mortality rates by 2010 
healthy life) from heart disease and stroke and related diseases

by at least 40 per cent in people under 75; from
cancer by at least 20 per cent in people under 75;
from suicide and undetermined injury by at least
20 per cent; reducing adult smoking rates to 21
per cent or less by 2010. (DoH)

Housing (unfit/non-decent homes) By 2010 bring all social housing into decent
condition with most of this improvement taking
place in deprived areas, and for vulnerable
households in the private sector, including families
with children, increase the proportion who live in
homes that are in decent condition. (ODPM)

Crime (vehicle, burglary, robbery) Reduce crime by 15 per cent, and further in high
crime areas, by 2007-08. (HO)

Climate change (greenhouse gases) Reduce greenhouse gas emissions to 12.5 per cent
below 1990 levels and move towards a 20 per cent
reduction in carbon dioxide emissions below 1990
levels by 2010, through measures including energy
efficiency and renewables. (DfT, DTI and Defra)

Air quality (days of air pollution) Improve air quality by meeting the Air Quality
Strategy targets for carbon monoxide, lead,
nitrogen dioxide, particles, sulphur dioxide,
benzene and 1,3 butadiene. (Defra and DfT)

Road traffic The Department for Transport are developing
better measures of inter-urban congestion and
will publish a new target by July 2005.
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River water quality The Defra PSA on sustainable farming will now
include environmental measures including of
diffuse water pollution from agriculture.

Wildlife (farmland birds) Care for our natural heritage, make the
countryside attractive and enjoyable for all and
preserve biological diversity by: reversing the
long-term decline in the number of farmland birds
by 2020, as measured annually against underlying
trends; bringing in to favourable condition by 2010
95 per cent of all nationally important wildlife
sites. (Defra)

Land use (percentage of new homes Achieve a better balance between housing 
on Brownfield sites) availability and the demand for housing in all

English regions while protecting valuable
countryside around our towns, cities and in the
green belt and the sustainability of towns and
cities. (ODPM)

Waste (more waste reduction) Enable at least 25 per cent of household waste to
be recycled or composted by 2005-06, with
further improvements by 2008. (Defra)
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A central objective of the 2004 Spending Review is to build a fairer, more inclusive society
with opportunity and security for all. The Government’s aim is to promote strong, secure,
actively engaged communities, with excellent local services that respond to local needs. To
improve the quality of life in communities across the country, the Government is taking
steps to tackle poverty, deprivation, crime and anti-social behaviour and to improve the
quality of public spaces. Every child deserves the best possible start in life, with
opportunities to develop their full potential and lead fulfilling lives, and the Government is
committed to halving child poverty by 2010 and eradicating it by 2020.

This Spending Review announces:

• a new PSA target to halve the number of children in relative low-income
households by 2010, on the way to eradicating child poverty by 2020; 

• an additional £769 million by 2007-08 compared with 2004-05 for early years
services and childcare. This will deliver 2,500 Children’s Centres by 2008, going
beyond the Government’s commitment to a Children’s Centre in each of the 20
per cent most disadvantaged wards in England by 2007-08, making Sure Start type
services and childcare places available to children in these areas; 

• a two-year £80m prevention fund to install smart alarm technology in the houses
of vulnerable older people, helping to keep up to 160,000 older people healthy, safe
and independent in their own homes;

• a further £3.5 billion for crime and justice by 2007-08, compared with 2004-05,
providing 20,000 Community Support Officers by 2008; 

• further steps to improve outcomes in deprived areas, including rolling forward
£525 million a year through the Neighbourhood Renewal Fund, securing continued
provision for the New Deal for Communities programme, and strengthened
departmental targets to ensure more effective targeting of resources to deprived
areas and groups;

• a single Safer and Stronger Communities Fund to empower local areas to tackle
anti-social behaviour, improve public spaces and reduce crime;

• a new PSA target to promote cleaner, safer, greener public spaces and deliver
measurable improvements in the quality of the built environment in deprived
areas and across the country; 

• continuing investment in the Futurebuilders fund and a refocusing of the £30
million a year ‘Invest to Save – Inclusive Communities’ fund, to develop the role of
the voluntary and community sector in service delivery and to increase community
engagement; and

• plans to establish a Financial Inclusion Taskforce and a Financial Inclusion Fund to
support initiatives to tackle financial exclusion.
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INTRODUCTION

5.1 A central objective of the 2004 Spending Review is to build a fairer, more inclusive
society, ensuring opportunity and security for all. In order to secure further progress towards
this objective, the Government is committed to promoting cohesive communities, with
strong local services, where deprivation, crime and anti-social behaviour are dealt with
effectively. Securing opportunity for all means ensuring that every child is given the best
possible start in life and that barriers to individual advancement are removed. To this end, the
Spending Review includes a number of commitments to make further progress on tackling
child poverty, social exclusion and deprivation and race inequalities.

5.2 Public services are key to improving the quality of life in all communities, including
those which are the most deprived. Reflecting this, the Spending Review takes forward
reforms to narrow the gap between the quality of life that most people experience and the
quality of life experienced by those who are most disadvantaged, ensuring that interventions
are prioritised for deprived groups and areas.

5.3 This chapter sets out the specific steps the Government is taking to secure a fairer
society, with safer, stronger and more cohesive communities.

A SECURE START IN LIFE

5.4 Every child deserves the best start in life, with opportunities to develop their full
potential and lead fulfilling lives. Investing in good quality childcare and early years education
provides important benefits for parents and children – especially those from deprived
backgrounds – enabling parents to work or seek employment and training. These services also
play a key role in improving child development. However, it is not only early years services
which are important for children. The whole range of public services, from housing to
transport to healthcare, can have an important impact on every child’s life. Services therefore
play an essential role in the Government’s strategy for tackling child poverty.

Chi ld  poverty

5.5 In the mid to late 1990s, the UK suffered higher child poverty than nearly all other
industrialised nations. Over a period of 20 years, the proportion of children in relative low-
income households had more than doubled. 

5.6 The Government therefore set an ambitious long-term goal to halve child poverty by
2010 and eradicate it by 2020. As a first step, the Government has sought to reduce the
number of children in low-income households by at least a quarter by 2004-05. As a result of
increased financial support for children through tax credits, Child Benefit and other benefits
and success in helping parents into work, the previous trend toward increasing levels of child
poverty have been arrested and reversed – between 1998-99 and 2002-03, the number of
children in relative low-income households fell by around 500,000.

5.7 However, child poverty is about more than just income. The Government’s strategy
for tackling child poverty also involves ensuring work for those who can and support for those
who cannot, supporting parents in their parenting role, and delivering high quality public
services to improve poor children’s life chances. Therefore in Budget 2003 the Chancellor
announced the Child Poverty Review, which has examined both the welfare reform and public
service changes necessary to advance towards the long-term goal of halving and eradicating
child poverty. The review team set up a series of seminars which allowed 220 organisations
including academics and public, private and voluntary sector organisations to contribute to
the review.
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5.8 The Child Poverty Review, which is published today, sets out evidence and detailed
policy proposals aimed at further reducing child poverty. The review includes both medium-
term plans for the 2004 Spending Review period, and an assessment of the longer-term policy
direction needed in order to meet the Government’s child poverty objectives.

5.9 In light of the findings of the Child Poverty Review and building on existing measures
such as work-focused interviews and work search premiums, the 2004 Spending Review
announces next steps to help parents into work and provide financial support for families
including:

• a new target to halve the number of children in relative low-income
households between 1998-99 and 2010-11, on the way to eradicating child
poverty by 2020 (Chapter 19 sets out further details);

• setting a target to halve, by 2010-11, the number of children suffering a
combination of material deprivation and relative low income;

• a target to reduce the proportion of children living in workless households
by 5 per cent between Spring 2005 and Spring 2008;

• a target to reduce the proportion of Parents with Care on Income Support
and income-based Jobseeker’s Allowance who receive maintenance for their
children to 65 per cent by March 2008;

• increased provision of good quality, accessible childcare and services for
disadvantaged children;

• a long-term aspiration to improve the financial support available to large
families; and

• work to assess whether there are systematic differences in the take-up of
income-related benefits and tax credits by ethnic group. 

5.10 Increasing financial inclusion can make an important contribution to family living
standards: next steps are outlined later in this chapter. Improving the availability of decent
housing is also critical for tackling material deprivation. Building on progress since 1997, this
Spending Review:

• provides resources for 10,000 additional units of social housing a year by
2007-08 – a 50 per cent increase from 2004-05; 

• sets a continued target to reduce the number of non-decent homes in the
social sector in order to ensure that all social housing is decent by 2010; and

• sets a target to ensure that 70 per cent of households in the private sector
(one third of which are families with children) are living in a decent home by
2010, highlighting the needs of children in this group.

5.11 Key public service measures, both universal and those targeted on deprived areas, are
critical to improving poor children’s life chances, thus breaking cycles of deprivation. The
2004 Spending Review announces:

• new, more challenging Public Service Agreement (PSA) floor targets to drive
up standards in schools located in deprived areas;

• a review to ensure schools in deprived areas are treated equitably and that
resources are used efficiently;
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• expanded parenting support with targeted help accessible at key transition

points in children’s lives;

• extended coverage of Child and Adolescent Mental Health Services (CAMHS)
to all 16 and 17 year olds and continued progress on the CAMHS PSA target; 

• work to enhance the evidence base on whether children from lower socio-
economic groups have access to the healthcare services they need;

• further work on tackling public health issues that disproportionately affect
children from lower socio-economic groups, including a new PSA target on
tackling childhood obesity;

• continued commitment to early intervention programmes for young
offenders including Youth Inclusion Projects (YIPs), Youth Inclusion and
Support Panels (YISPs) and Intensive Supervision and Surveillance Panels
(ISSPs);

• sentence reform through a new National Offender Management System so
that, through better use of community sentences and fines, fewer children of
offenders are separated from their parents;

• pilots of women’s community centres as a radical new approach to
identifying the best way to reconnect women offenders with support services
and integrate them back into the community upon release;

• further work on accessibility planning, incorporating this into local
authorities’ next Local Transport Plans due in July 2005; and

• implementation of the the conclusions of the bus subsidy review, as part of
which the Department for Transport will continue to work on the system for
administering concessionary fares to ensure maximum benefits for those who
need them.

5.12 The Child Poverty Review also outlines the need for continued collaboration between
central and local government and the voluntary and community sector. The Government is
establishing a ‘child poverty accord’ between the Local Government Association and central
government, which will support further coordination.

Chi ldcare  and ear ly  years

5.13 The Government’s vision for childcare is for every parent to have access to affordable,
flexible, good quality childcare. Childcare and early education produce a variety of short-term
and long-term benefits for the child, the parent and the wider community. Childcare can
enable parents to work or seek employment, with consequent reductions in unemployment
and child poverty. Good quality childcare can also play an important part in child
development, particularly for disadvantaged young children.

5.14 Before 1997, the Government’s role in childcare and early years was largely limited to
regulation. Childcare places were mostly provided by the private, voluntary and community
sectors, although some local authorities provided some support. Parents paid childcare costs
directly, with some limited support through Family Credit for low-income families.

5.15 Since 1997, the Government has adopted a much more pro-active approach. Progress
includes:

• ensuring a free part-time early years education place is available to all 3 and 4
year olds whose parents want one;
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• establishing 524 Sure Start Local Programmes which provide intensive

support for children and families living in deprived areas. Sure Start puts local
communities in the driving seat, allowing flexibility for programmes to adjust
to local needs; and

• significantly increasing government support for the childcare costs of working
parents, from an annual spend of £50 million under Family Credit in 1999 to
£350 million under Working Families’ Tax Credit in 2002, and now to over £700
million under the Working Tax Credit in 2003-04.

5.16 This strategy has brought significant progress – the employment rate of lone parents
has risen substantially since 1997 and the number of children living in workless households
has fallen by 350,000.

5.17 This Spending Review builds on previous support, investing extra resources in
childcare and early years. The settlement provides the Sure Start Unit with additional
investment of £769 million by 2007-08 compared to 2004-05. This will:

• establish 2,500 Children’s Centres by 2008, going beyond the Government’s
commitment to a Children’s Centre in each of the 20 per cent most
disadvantaged wards in England. This will make Sure Start type services and
childcare places available to children in these areas. It represents another
significant step forward towards the goal of a Children’s Centre in every
community;

• deliver a pilot to extend free part-time early education places to 12,000 two
year olds in disadvantaged areas;

• provide at least an additional 120,000 new childcare places by 2008,
including in extended schools, in order to help parents into work and take
children out of poverty;

• provide additional childcare support for at least 2,000 particularly
disadvantaged children, for example disabled children and those who have
suffered from homelessness or domestic violence; 

• help develop early reading among young children and their families by
announcing three free distributions of books to pre-school children; and

• continue to provide support for childminders and childminder networks,
recognising that childminders provide a quarter of registered childcare places.

5.18 Building on the success in childcare and early years so far, the Government will
publish a ten-year strategy for childcare in the Pre-Budget Report this year.

A MORE INCLUSIVE SOCIETY

5.19 Since 1997, the Government has attached considerable importance to tackling social
exclusion, which can occur when people suffer from a combination of related problems such
as unemployment, discrimination, poor skills, low incomes, poor housing, high crime, bad
health and family breakdown. The disadvantage suffered as a result of combinations of these
problems is often concentrated in particular areas, and can persist over successive
generations. The Government has made real progress against some of the key drivers of social
exclusion, for example: 
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• long-term unemployment has fallen by over three quarters since 1997, with

long-term youth unemployment falling from 177,500 in Spring 1997 to just
43,860 in April 2004; 

• over 1.8 million more people are now in work compared with 1997, with faster
than average progress among some key disadvantaged groups such as lone
parents, people with disabilities and those aged over 50; 

• educational attainment has improved at all levels since 1997, including
improvements for all the main ethnic minority groups, and progress has been
faster in schools in disadvantaged areas targeted through initiatives such as
Excellence in Cities; 

• overall crime has fallen by 25 per cent since 1997;

• the number of people sleeping rough has been reduced by two thirds since
1997, the use of bed and breakfast accommodation for housing homeless
households with children ended, and the number of non-decent homes in the
social housing sector reduced by 1 million since 1997.

5.20 However, there is still further to go to address inequalities in public service outcomes.
The National Strategy for Neighbourhood Renewal has always acknowledged the key role
played by mainstream services in improving outcomes for people living in deprived areas. In
recognition of this, the Spending Review has placed a particular priority on developing a
coordinated policy response to ensure that mainstream services better tackle deprivation and
social exclusion. Reforms flowing from this work include: 

• a new emphasis on reductions in the key drivers of health inequalities, in
particular cancer, cardiovascular disease and smoking amongst lower socio-
economic groups, and a new target on tackling childhood obesity;

• a strengthened commitment to tackling homelessness, with a 50 per cent
increase in new social house building by 2007-08 compared to 2004-05 – an
additional 10,000 homes a year – a cornerstone of the Government’s response
to the Barker Review;

• a new focus on employment outcomes in the most challenging wards to tackle
persistent pockets of worklessness at the local level, backed up by a new
framework for devolving more responsibility for the allocation of resources to
local managers. This will help managers make more efficient use of the
funding available for tackling local and national priorities, and will be tested
in a number of prototype areas;

• an enhanced drive on tackling crime and anti-social behaviour in the highest
crime areas, which have a significant overlap with deprived areas, with
resources prioritised accordingly, and a new target on reducing the harm
caused by illegal drugs; and

• more challenging targets for schools which will drive further improvement
in the most deprived areas, and a new national target to reduce the number
of young people not in employment, training or education – backed up
through the additional resources allocated to the Department for Education
and Skills (DfES), as announced in Budget 2004.

5.21 Following the Spending Review, the Social Exclusion Unit will have a continuing role
in tackling deprivation by working with departments to narrow the gap in outcomes between
deprived groups and the national average.
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5.22 As a means of driving performance in these areas, consistent with the findings of the
Devolving Decision Making Review, this Spending Review improves the suite of floor targets
across key public services. These targets are aimed at levering up the performance of public
services in deprived areas towards the national average, and at ensuring that interventions
are prioritised for deprived areas and groups. A fuller discussion of floor targets is included in
Box 5.1.
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Box 5.1: Public Service Agreement (PSA) floor targets 

Floor targets for key government departments are aimed at levering up the performance
of public services towards the national average in areas where delivery is unacceptably
weak, particularly in deprived areas. This Spending Review refines and improves the suite
of floor targets to ensure more effective targeting of mainstream resources to deprived
areas and the continued improvement of key public services in those areas. The 2004
Spending Review delivers the following improvements to ensure interventions are
prioritised for deprived areas and groups:

• in health, retaining the overall target on narrowing the gap in life expectancy, and
introducing new floor targets to reduce the inequalities gap between the fifth of
areas with the worst health and deprivation indicators and the population as a
whole by at least 40 per cent for cardiovascular disease and by at least 6 per cent
for cancer, and to reduce adult smoking prevalence; 

• in education, more challenging floor targets to drive further improvements in
schools in deprived areas, so that by 2008 the proportion of schools in which fewer
than 65 per cent of 11 year olds achieve level 4 or above in English and maths is
reduced by 40 per cent, whilst in all schools ensuring at least 50 per cent of 14 year
olds achieve level 5 or above in English, maths and science, and at least 30 per cent
of 16 year olds achieve the equivalent of 5 GCSEs at grades A* to C; 

• a new national target to reduce the proportion of young people not in
employment, training or education by two percentage points by 2010;

• an improved target on self-employment in deprived areas;

• a new target to help tackle persistent pockets of worklessness, by increasing the
employment rate across the Local Authority wards with the poorest labour
market performance by one percentage point, and reducing the gap between the
employment rate across these wards and the national average by one percentage
point; 

• a challenging target on tackling crime, especially in high crime areas; 

• a new target on making public spaces cleaner, safer and greener in deprived areas
and across the country; and

• an improved national target on neighbourhood renewal, on narrowing the gap
between deprived areas and the rest in key outcomes on crime, health, education,
worklessness, quality of public space and housing.

Full details of floor targets can be found in the Public Service Agreements of the relevant
departments in the PSA White Paper.
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5.23 Social services have a vital role to play in improving outcomes and the quality of life
for millions of the most vulnerable people in our society. The additional investment the
Government is making in social care will support a greater number of older people to live
independently in their own homes and allow an expansion of preventative services increasing
the health and well-being of older people. Building on successes in reducing the number of
patients whose discharge from hospital is delayed whilst social care arrangements are put in
place, the Government will be investing £60 million over two years to set up 20 joint projects
between Councils and their NHS partners to provide seamless integrated care for older
people and encourage investment in measures such as preventing falls which avoid hospital
admissions. In addition, a two-year £80 million new prevention fund will enable Councils to
install smart alarm technology in the houses of vulnerable older people, helping to keep up
to 160,000 older people healthy, safe and independent in their own homes.

5.24 The Child Poverty Review highlights the need to improve financial inclusion as a way
to tackle child poverty. In the light of the review’s findings the Government is announcing the
abolition of the ‘double debt’ rule and a lowering of the repayment rate for Social Fund
Budgeting Loans. Further work will also be taken forward with the private, voluntary and
community sectors to develop models to make more affordable loans available.

5.25 In Budget 2004 the Government outlined its commitment to address financial
exclusion, and undertook to work with the financial services industry to bring forward
specific proposals. In 2002-03 there were around 3 million households without a current
account and about 1.9 million households without an account of any kind. The Government
wants to see a dramatic reduction in this number and intends to work with the banks to
identify a challenging target which specifies the reduction in the unbanked. 

5.26 Those without a bank account are much more likely to use the ‘alternative credit
market’ and pay rates of interest many times those of a standard overdraft. The Government
wants to explore mechanisms that allow profitable loans to be made available to those on low
incomes at a much lower rate of interest. The Government, therefore, intends to work in
partnership with the private and voluntary and community sectors to develop models which
make more affordable loans available. Any pilots will be evaluated to ensure that the loans
enhance people’s ability to manage their finances responsibly.

5.27 The supply of free face-to-face money advice falls far short of demand, and
vulnerable consumers facing debt problems are often unable to access advice when they
need it. The Government believes that tackling this problem is essential and wishes to see a
significant increase in capacity over the Spending Review period. The Government will invite
proposals to expand the provision of advice from potential providers and will also pilot
different models of debt outreach.

5.28 The Government will establish a new Financial Inclusion Fund to support initiatives
to tackle financial exclusion, and intends to set up a new Financial Inclusion Taskforce to
monitor progress towards tackling financial exclusion. This Taskforce will report to
Government, making recommendations on what more can be done. The Government retains
the option of legislating if insufficient progress in achieving the target has been made in three
years. More details on these proposals will be published later in the year.

BETTER,  SAFER NEIGHBOURHOODS 

5.29 Reducing levels of crime contributes greatly to the strength and security of
communities. Overall crime has fallen by 25 per cent since 1997 and this Spending Review
sets a challenging target for further crime reduction. To support this, the Spending Review

64 2004 Spending Review

Social services

Financial
inclusion 

Crime and anti-
social behaviour



A FA I R E R SO C I E T Y,  W I T H ST R O N G E R CO M M U N I T I E S 5
provides a further £3.5 billion for crime and justice by 2007-08 compared with 2004-05,
providing 20,000 Community Support Officers by 2008. The Spending Review also supports
measures to increase the proportion of officers’ time spent on front-line policing, equivalent
to at least 12,000 extra officers by 2007-08.

5.30 The Government is also strongly committed to tackling the underlying causes of
crime, particularly through preventing youth offending. As set out above, youth offending is
both a cause and consequence of poverty, and as part of the Government’s wider agenda to
tackle child poverty, the Spending Review reinforces the Government’s focus on preventing
youth offending, including through Youth Inclusion and Support Panels (YISPs), Youth
Inclusion Programmes (YIPs) and Intensive Supervision and Surveillance Programmes
(ISSPs).

5.31 However, it is not only crime that has a detrimental effect on the safety and strength
of communities. Poor quality public spaces and local environments with high levels of anti-
social behaviour and fear of crime – in combination, often known as poor ‘liveability’ – can
jeopardise efforts to renew struggling neighbourhoods. Whilst enhanced public service
provision can improve outcomes for individual residents, if poor liveability in an area is not
tackled, then the better off will simply leave an unattractive neighbourhood, whilst only those
with no choice stay or move in. As well as leading to concentrations of poverty, poor liveability
will also discourage businesses from investing in an area.

5.32 In recognition of the importance of improving liveability outcomes, particularly in
deprived areas, this Spending Review introduces a new PSA target on liveability – to help
make public spaces cleaner, safer and greener – to be delivered by the Office of the Deputy
Prime Minister (ODPM). To increase capacity at the local level for local authorities, the police
and other partners to improve liveability, strengthen communities and to augment the
contribution made by the voluntary and community sector to this agenda, the Spending
Review sets out plans for a Safer and Stronger Communities Fund. It will bring together
provision from existing programmes – the Liveability Fund, Neighbourhood Wardens,
Neighbourhood Management and Single Community Programme from ODPM, and the
Building Safer Communities funding stream from the Home Office – to empower local areas
to tackle anti-social behaviour, improve public spaces and reduce crime. It will allow some
local services to be provided by the voluntary and community sector where this makes most
sense.

5.33 The 2000 Spending Review set out the Government’s aim to narrow the gap between
the most deprived neighbourhoods and the rest of the country, so that within 10-20 years no
one should be seriously disadvantaged by where they live. Since 1997, the Government has
invested over £1.6 billion in neighbourhood renewal for the most deprived areas in the
country. This investment has enabled: 

• 39 New Deal for Communities partnerships in some of the poorest
neighbourhoods in the country to tackle problems of poor job prospects, high
levels of crime, educational under-achievement, poor health and problems
with housing and the physical environment in an intensive and coordinated
way;

• 35 Neighbourhood Management Pathfinder projects to help local
communities shape more joined-up public services in their area. Early
indications are that service providers in a number of different areas are
responding positively to the new approach and changing the way they do
business to meet local needs; and
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• nearly 1,500 wardens in over 240 schemes co-funded by the national

Neighbourhood Wardens Programme to help cut crime and anti-social
behaviour and reduce the fear of crime. Whilst there is no typical wardens
scheme, a wide range of benefits have been experienced in many areas. For
example, benefits from schemes in Knowsley and Kirklees include reduced
crime and fear of crime, lower levels of anti-social behaviour, improved local
environmental quality.

5.34 Within this investment, £900 million invested through the Neighbourhood Renewal
Fund since 2001-02 has enabled Local Strategic Partnerships – overarching strategic
partnerships, with members drawn from the public, private and voluntary and community
sectors – in 88 deprived areas to invest more in health, education, police, housing, and
voluntary and community sector projects to tackle deprivation. Altogether, these
interventions have represented a significant contribution towards meeting earlier PSA floor
targets on education, crime and worklessness.

5.35 This Spending Review reinforces the Government’s commitment to the National
Strategy for Neighbourhood Renewal, rolling forward the Neighbourhood Renewal Fund at
£525 million a year and continuing provision for the New Deal for Communities
programme. Building on reforms to key floor targets (see Box 5.1 above) and the
strengthening of the national PSA target on neighbourhood renewal, a clear national
framework of minimum standards for service delivery in deprived areas, with flexibility for
decisions on the correct intervention and targets above the minimum, will be cascaded to
Local Strategic Partnerships.

RURAL COMMUNITIES

5.36 The Government is committed to ensuring that people throughout the country have
access to high-quality public services. Reflecting this commitment, the specific needs and
circumstances of rural communities have been addressed through the Spending Review
process – departments were required to ‘rural proof’ their policies by assessing the
implications of policies for rural areas. For example, DfES’s proposals for extended schools
will take into account the needs of rural communities and Regional Housing Boards are
required to ‘rural proof’ their strategies.

5.37 The PSA framework continues to reflect the Government’s commitment to improving
the accessibility of services in rural areas. A new focus on cross-government working to
deliver key services to the same level in both rural and urban areas will be taken forward
through the Department of Environment, Food and Rural Affair’s (Defra) PSA on rural
productivity and service delivery.

5.38 There will be more detailed monitoring and reporting of service delivery to rural
areas using Defra’s new rural definition. Where possible, target delivery in rural areas will be
measured by using geographically tagged data in order to provide important evidence about
the levels of service delivery in rural areas. This will allow earlier and better identification of
problems and obstacles to service delivery.

5.39 Making services more accessible is especially important for rural communities, and
innovation in service delivery is key to achieving this. In order to make further progress in this
area, the Government will, for example:

• continue to develop more innovative delivery of the Pension Service and
Jobcentre Plus through initiatives such as providing services from mobile
units and through the internet; and
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• provide alternative and more convenient routes to access healthcare through

mechanisms such as improved access to primary care practice through
telephone and e-mail consultations, a greater emphasis on community care
and home care and more effective working between pharmacists and GP
practices.

5.40 Public transport must play a significant role in enabling rural and wider social
inclusion. The forthcoming Department for Transport Strategy Document will set out how the
Government will improve rural transport through accessibility planning and improved public
transport services. 

5.41 General healthcare policy reflects the importance of equitable healthcare provision
for rural communities. For example, the new allocation formula in the New General Medical
Service Contract includes a specific adjustment for rurality and, at a broader level, the
Government has funded the Institute of Rural Health to develop a Rural-Proofing Toolkit for
Health that can be applied by local health bodies.

5.42 The policies and resources of the Government’s enhanced rural strategy will be
focused on those suffering from disadvantage and social exclusion in rural areas. Revised
Indices of Multiple Deprivation, which identify areas of deprivation and are used by a number
of government departments in targeting their policies, will be able to pinpoint small pockets
of deprivation by using a new, smaller geographical base. This will be particularly beneficial
in rural areas where deprivation has often been more difficult to identify. 

5.43 As part of the Modernising Rural Delivery Programme, the delivery of rural social
and economic policies is being devolved to the Regional Development Agencies (RDAs).
This will allow greater flexibility in service delivery to meet customer needs. Chapter 23
explains this in more detail.

THE VOLUNTARY AND COMMUNITY SECTOR

5.44 Voluntary and community activity is key to building social networks, community
spirit and a sense of common purpose between and across communities. Higher levels of
voluntary activity and participation (‘social capital’) result in better health, higher
educational achievement, better employment outcomes and lower crime rates. The voluntary
and community sector (VCS) has a long history of spearheading social change, at its best
playing an important advocacy role through its ability to understand local communities and
the needs of individuals in those communities. Recognising the significant role which
voluntary and community organisations therefore play in society, the Government is
committed to a strategy of:

• supporting voluntary and community organisations to develop stronger local
communities;

• more effective and wider-ranging involvement of the sector in public services;

• engaging more people in volunteering and giving to make a difference to
society and at the same time develop skills and experience; and

• active engagement of the corporate sector in meeting community needs.

5.45 The Government recognises that the VCS plays a key role in engaging, developing and
regenerating local communities. Building on the successful outcomes of substantially
increased investment since 1997, and with the aim of strengthening communities still further,
this Spending Review: 
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• provides continued investment in the Futurebuilders fund, to help build

capacity and to diversify forms of finance for VCS organisations;

• invests £90 million in local areas over three years through Invest to Save –
Inclusive Communities, with local partnerships playing a central role and a
new focus on migrant integration (see box 5.2);

• rolls forward £525 million a year for the Neighbourhood Renewal Fund,
which includes enabling Local Strategic Partnerships to engage communities
in shaping services to regenerate their area, and to commission services
through the voluntary and community sector (see paragraph 5.35 above);

• increases funding and flexibilities of the Regional Development Agencies,
which will enable them to continue support for voluntary and community
organisations in the delivery of both social and economic outcomes, including
by developing Compacts with the VCS in each region; and

• establishes a Local Community Sector Taskforce, to ensure that central,
regional and local government put in place a framework which allows
neighbourhood and community groups to manage the wind-down of the
Single Regeneration Budget and to ensure there are opportunities for them to
access the range of substantial sums of Government investment available,
including those set out above.

5.46 Voluntary and community organisations are frequently well-placed to help deliver
public services, especially where their close understanding of local communities and of the
needs of particular groups of the population enables them to provide more responsive and
personalised public services (see chapter 3). The Government is committed to supporting the
role of the VCS in service delivery, as illustrated by the Cross-Cutting Review carried out in the
2002 Spending Review. This commitment receives a boost in the 2004 Spending Review, with
continued investment to build the capacity and infrastructure of the VCS.

5.47 The Voluntary and Community Sector Review, which was carried out as part of the
Spending Review process, has identified some key areas for further development in this field,
including: 

• added value: the sector can offer many clear advantages in public service
delivery and reform but is limited by access to financial capital and poor levels
of understanding within the public sector; 

• specific services: there is potential for a greater or more effective role of the
sector in particular in health and social care services for older people,
homeless hostel provision, correctional services, ethnic minority
employment, and parenting support and adult learning. Departments will
publish actions plans in each of these areas in autumn 2004;

• local partnerships: effective involvement of the sector relies on strong
partnerships with local public sector bodies. There are many examples of
good practice, but there is more to be done to learn from these, in areas such
as making local Compacts work better, building the capacity of the VCS and
local public sector to work in partnership, improving funding and
procurement practices to reduce unnecessary bureaucracy, and more
effectively sharing and learning from existing best practice. 
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5.48 The review – which has involved government departments, local authorities and
academics as well as voluntary and community organisations themselves – will culminate in
a ‘Third Sector Summit’ in autumn 2004.

5.49 Voluntary and community organisations do not only provide direct services to those
in need and to their other beneficiaries. They can also provide a means by which the
commitment of individuals to help their community and society can be realised, both
through volunteering and giving. The Government is committed to providing support to
enable the further development of both volunteering and giving.

5.50 The Government is particularly committed to providing greater opportunities for
young people to volunteer, and so to develop a strong sense of service to the community. The
Government will support a programme of activities to promote volunteering as part of the
2005 UK Year of the Volunteer and will consider the recommendations of the Russell
Commission on Youth Volunteering due to report at the end of the year on a national
framework for young people, offering them a wide range of volunteering opportunities, both
at home and internationally. The Government will continue to promote and to expand the
opportunities for mentoring, by which young people in particular can benefit from the
advice and support of individuals able to give their time and experience. 

5.51 The corporate sector is a key partner in developing and strengthening a cohesive
society. Businesses of all sizes benefit from safe and strong communities, and from a skilled
and committed workforce. The Government has already put in place an effective tax structure
to encourage tax-efficient giving, both at the corporate level and through Payroll Giving from
employees. The Government would like to see further commitment from the corporate sector
to contribute to local communities and voluntary groups. Government therefore looks to
business to take forward a national campaign to promote corporate community
involvement as part of the business-led Corporate Challenge –  a Government programme
to encourage an increase in the number of businesses involved in communities.
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Box 5.2: Invest to Save – Inclusive Communities

Since 1998, the Invest to Save Budget (ISB) has funded four hundred innovative projects
at a cost of £400 million. Up to now, many of these projects have had a strong technological
element. Going forward, the ISB will instead concentrate on building inclusive
communities and local partnerships through locally-based initiatives, with the VCS playing
an increasingly central role in its projects. The fund will therefore be renamed ‘Invest to
Save – Inclusive Communities’. Over the 2004 Spending Review period, £30 million a year
will be allocated through Invest to Save – Inclusive Communities to projects that build new
partnerships and generate valuable lessons for public service delivery. Priority areas for the
next round are:

• migrant integration;

• health and social care for older people;

• employment for people from ethnic minorities;

• correctional services;

• hostel provision for homeless people; and

• support for parents and learning services for adults.
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RACE EQUALITY AND INTEGRATION

5.52 The Government’s vision is for a fairer, more tolerant and inclusive Britain based on
equality and opportunity for all. Significant progress has been made since Spending Review
2002 towards realising this vision, including implementation of the Race Relations Amendment
Act 2000, and improvements in public service outcomes. The challenge is to reduce further
inequalities of outcomes.

5.53 Reducing race inequalities and improving community cohesion are at the heart of the
Government’s vision of a fully integrated society that recognises and celebrates the strength
in its diversity. The 2004 Spending Review makes significant progress towards creating
momentum to translate that vision into reality. In particular:

• a new, single Commission for Equality and Human Rights will be created, to
provide an effective and unified voice for equality and human rights in order
better to promote the mainstreaming of equality;

• the Home Office will publish in the autumn the Government’s strategy for
race equality and community cohesion, setting out Government activity over
the medium term; 

• a new Public Service Agreement for government, led by the Home Office is
established to reduce race inequalities and build cohesive communities,
with a clear focus on cross-government working in order to improve outcomes
for ethnic minority communities across key public services; and

• a framework for a joined up Government approach to the integration of
migrants into the labour market and the wider community.

5.54 Communities have a vital role in integrating migrants into the UK, enabling them to
make a full social, economic and cultural contribution. Examples of good practice in this area
– such as Refugees into Jobs in Wembley – demonstrate that this can be delivered effectively
by central and local Government working in partnership with the voluntary and community
sector. In support of this, migrant integration will be made a thematic priority of the new
Invest to Save – Inclusive Communities fund (see Box 5.2), providing a source of funding for
voluntary and community organisations promoting English language skills, employment and
integration.

5.55 Employment is a central factor in the longer-term integration process and, as the
Crick report1 identified, weak English language skills are one of the key barriers to entering
employment. DfES will undertake a review of provision of English for Speakers of Other
Languages which will report in autumn 2004.
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GENDER

5.56 The Government is committed to building a fairer, more inclusive society that
increases opportunity for all. This Spending Review supports measures to improve gender
equality, including:

• a PSA target to deliver measurable improvements in gender equality, backed
by a wide range of commitments, for example improving women’s position in
the labour market, increasing representation of women in public life and
tackling domestic violence;

• the Office of Science and Technology will deliver a UK resource centre to help
support the careers of women in science, engineering and technology. The
Department of Trade and Industry has a target for 40 per cent of Business Link
customers to be women;

• DfES will deliver additional childcare places to support parents in work. DfES
also has targets to address underachievement in schools and will continue to
monitor performance by gender;

• the Home Office will pilot new approaches to meet the specific needs of
women offenders, including one-stop centres for those serving sentences in
the community. These will help to keep women offenders out of prison where
appropriate, provide support services for women offenders, facilitate
rehabilitation and drive down re-offending. The Home Office is also taking the
Domestic Violence Bill through Parliament to provide strong legislative tools
to support the Government’s commitment to reducing domestic violence and
will look at expanding provision of emotional and practical support for
victims of domestic violence where practicable;

• gender issues are already mainstreamed into the Department for
International Development’s aid programmes. Gender equality and the
empowerment of women are recognised as vital for the eradication of poverty
and the achievement of the Millennium Development Goals; and

• the Cabinet Office has a more stretching target to work with government
departments to deliver 37 per cent representation of women in the Senior
Civil Service.

5.57 The Government has recently published the findings of a pilot project looking at
gender analysis of public expenditure. The pilot involved assessing the gender impact of a
number of programmes, and drew on the expertise of a group of external practitioners. Its
conclusions have informed the 2004 Spending Review and will be used in future expenditure
and delivery processes.
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6 GLO B A L SE C U R I T Y A N D PR O S P E R I T Y

2004 Spending Review

6.1 The UK is an outward-looking nation with a pivotal role to play in global politics
carrying out the Government’s aim of promoting stability and prosperity around the world. In
an increasingly inter-connected world, the successful delivery of the Government’s foreign,
defence, development and security policy is an essential foundation for the Government’s
wider objective of building a strong economy and a fair society with opportunity and security
for all. This chapter describes the steps the Government is taking through the 2004 Spending
Review period, including:

• sustaining the investment in the UK’s Armed Forces to ensure they can
continue to adapt to changing international threats;

• improving the UK’s resilience to, and ability to deal with, a terrorist attack;

• developing conflict-prevention;

• tackling global poverty and achieving the Millennium Development Goals
(MDGs); and

• working effectively with international partners to address issues such as trade,
development, security and the global environment.

INTERNATIONAL STABILITY,  DOMESTIC SECURITY

6.2 The UK’s domestic security and prosperity depend upon international stability. The
Government is committed to combating the threats posed to the UK’s interests by conflicts
within and between states and by international terrorism.
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The Government is committed to promoting global security and prosperity, to reducing
global poverty and to combating the threats posed by international terrorism and
instability.

The 2004 Spending Review will:

• build on the 2000 and 2002 Spending Reviews to deliver seven consecutive years
of real terms growth in planned defence expenditure, the longest such period for
over twenty years, allowing continued investment in defence modernisation;

• provide additional resources of £450 million in 2006-07 and £560 million in
2007-08 to enable departments to strengthen the UK’s Counter Terrorism and
Resilience capabilities. By 2007-08 the UK’s planned investment in this area will be
over £2 billion, more than double the pre-September 11th 2001 level;

• increase development spending to nearly £6.5 billion in 2007-08, reaching a ratio
of official development assistance (oda) to Gross National Income (GNI) of 0.47 per
cent. The Government wishes to continue the rate of growth achieved in 2007-08,
which would mean it would rise to 0.7 per cent of GNI by 2013. If the UK’s
proposal for the International Finance Facility is agreed, the equivalent of an
0.7 per cent oda/GNI ratio could be achieved by 2008-09; and

• provide additional resources for the Foreign and Commonwealth Office (FCO) so
that it can continue to play a leading role in an uncertain global environment.
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Invest ing in  the UK’s  Armed Forces

6.3 The UK’s Armed Forces are at the forefront of the Government’s efforts to deliver
security and prosperity, and have consistently risen to the challenges set them. The capacity
to deliver effective military force for peace support and intervention operations, alongside
NATO and European allies, is a key component of the Government’s security policy.

6.4 The 2004 Spending Review demonstrates the Government’s continued commitment
to defence. It provides for planned spending by the Ministry of Defence to grow by an
average of 1.4 per cent per year in real terms over the three Spending Review years to 2007-
08, with total planned defence spending £3.7 billion higher by 2007-08 than in 2004-05. This
increase builds on the substantial additional investment provided in the 2000 and 2002
Spending Reviews, and represents seven consecutive years of real terms growth in planned
defence expenditure – the longest such period for over twenty years.

6.5 This extra investment will enable the Ministry of Defence to implement the vision set
out in the 2003 Defence White Paper, Delivering Security in a Changing World, to harness new
and emerging technologies and to deploy flexible fighting forces capable of even greater levels
of precision.

6.6 The Ministry of Defence has already started to reap the benefits of modernisation,
and in line with Sir Peter Gershon’s Efficiency Review, has committed to making further
efficiency gains, worth over £2.8 billion in the three years to 2007-08. The 2004 Spending
Review sustains the Defence Modernisation Fund, first set up in the 2002 Spending Review,
and expands it in both size and scope, thereby enabling continued modernisation.

Mil i tar y  operat ions

6.7 Following deployment of some 46,000 personnel to the Gulf in 2003, British Armed
Forces played a pivotal role in the international coalition. Following the formal handover of
sovereignty, British troops continue to help provide stability and security for the Iraqi people.
UK civilian contributions to the reconstruction of Iraq – led by the Foreign and
Commonwealth Office (FCO) and Department for International Development (DFID), with
contributions from across Whitehall and the private sector – have been central to the
rebuilding of Iraq’s political, physical and administrative infrastructure.

6.8 British forces have also been instrumental in helping to bring stability to Afghanistan.
Together with forces from seventeen other countries, the UK is currently contributing to the
International Security Assistance Force to support the new Afghan Interim Authority with the
provision of security and stability in Kabul. Between 2001-02 and 2004-05, the Government
has provided £4.4 billion to meet the extra costs of the military conflicts in Iraq and
Afghanistan and its international obligations.
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Combat ing the terror ist  threat  

6.9 Protecting the UK and its people from terrorism in all its forms is more important
now than ever. The Government remains committed to improving the UK’s resilience to, and
capability to deal with, a terrorist attack. This requires action across all departments and is a
key government priority. Departments have responded flexibly to meet the changing security
demands placed on the UK since September 11th 2001 to ensure core funding for intelligence,
military operations and police, and investment in counter-terrorism capability. After
September 11th the Government provided additional total resources from the Reserve of
£775 million over 2001-02 and 2002-03. Budget 2002 allocated a further £61 million and
Budget 2003 a further £332 million from the Capital Modernisation Fund. The additional
funding enabled departments to respond to immediate pressures such as the need to
improve protective security at embassies and the need for the emergency services to enhance
their search and rescue capability. It also enabled departments to reprioritise resources to
respond to the threat from international terrorism, for example the shift in effort required by
both the Metropolitan Police Service and the Military.

6.10 Building on the work done in the 2002 Spending Review, counter-terrorism has been
a key theme of this Spending Review. To make sure that the UK invests in the right
capabilities, a process was put in place last autumn for ministers to agree the priorities which
would be needed to deliver the UK’s cross-departmental Counter-Terrorism Strategy. The
focus was on the work needed across all departments: to prevent terrorism by tackling its
underlying causes; to pursue terrorists and those that sponsor them; to protect the public and
the UK; and to prepare for the consequences of an attack.

6.11 The resulting agreed cross-departmental priorities have driven investment decisions
on counter-terrorism in this Spending Review and will guide departments as they set their
detailed budgets. This Spending Review provides about £450 million of extra resources in
2006-07 and about £560 million in 2007-08.  In total, spending on counter-terrorism and
resilience across departments will be over £2 billion by 2007-08, compared to £1.5 billion in
2004-05, and less than £1 billion a year before 11th September 2001.

Table 6.1: Additional resources for counter-terrorism and resilience

£ million
2006-07 2007-08

Intelligence1 122 192

Emergency planning2 20 20

Counter-terrorism3 310 350

Total 452 562

1 Total DEL. Full resource budgeting basis, net of depreciation.
2 Provided as an increase to Formula Spending Share for local authorities through the EPCS (Environmental Protective and Cultural Services) block.
3 Resource DEL plus Capital DEL. Indicative additional provision across a range of departments. Subject to final internal departmental allocations. Figures

not available on a Total DEL basis as they depend on final allocation decisions.
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6.12 Chart 6.1 shows total spending by departments on counter-terrorism and resilience
since 2001-02. It reflects the additional resources allocated and reprioritised by departments
to meet the threat from international terrorism since September 11th, for example
investment by the Fire Service in decontamination and search and rescue equipment. It
excludes core military and police spending.
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Chart 6.1: Counter-Terrorism/Resilience spending since 2001-02
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Box 6.1: Counter-terrorism and Resilience - additional resources
provided in the 2004 Spending Review

Intelligence – additional funding of £122 million in 2006-07 and £192 million in 2007-08 for
the expansion of the Security and Intelligence Agencies. This will enhance the ability of the
intelligence agencies to collect, analyse and act upon intelligence to seek out and disrupt
terrorist activity. This builds on the substantial extra investment provided in the past two
Spending Reviews.

Emergency Planning – £20 million extra per year from 2005-06. This will double to
£40 million  per year the contribution the Government previously allocated to the Civil
Defence Grant and will allow local authorities to carry out emergency planning in response
to the threat from international terrorism.

Counter-Terrorism – additional funding of about £310 million in 2006-07 and £350 million
in 2007-08 for a range of essential counter-terrorism capabilities including:

• the Fire Service’s New Dimension project, which will enhance search and rescue
capability, and their Firelink project, which will deliver an improved and
interoperable radio communications system;

• enhanced capability for the police to deal with chemical, biological, radiological
and nuclear incidents including Personal Protective Equipment;

• HM Revenue and Customs work on improving security at ports;

• Foreign and Commonwealth Office security enhancements at UK embassies
overseas; and

• Home Office work on enhanced border controls.

The Home Secretary will agree with ministers across departments what resources they
will allocate from their 2004 Spending Review settlements to deliver the UK’s Counter-
Terrorism Strategy before they finalise their departmental budgets.
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6.13 In addition to the resources provided in the 2004 Spending Review, the Government
plans to create a Counter-Terrorism Pool for 2005-06. Resources will be set aside within the
Departmental Expenditure Limit (DEL) Reserve which will be match funded from within
departments’ budgets to create a pool of up to £100 million. This will be used to fund one-
off pressures which emerge outside of the Spending Review. 

Conf l i c t  Prevent ion

6.14 Since the end of the Cold War, conflicts around the world have increasingly taken
place within states rather than between them. More numerous crises of a wider range and
over a wider geographical area mean that the global security environment is more uncertain
than it was five years ago. Weak and failing states are a growing problem for the stability of
several regions in the world – in recent years, conflicts in Africa have caused more deaths and
displacements than natural disasters such as famine or flood, with one in twenty of all deaths
in Africa attributable to war. Conflict is clearly identified as a major cause of poverty, resulting
in increasing numbers of displaced persons, rising disease rates, unsustainable external debt
and damage to valuable natural resources. States weakened by war not only provide potential
havens for terrorist groups and criminal networks, but their internal conflicts often overspill
into neighbouring states, spreading instability and suffering more widely across regions.

6.15 The Global Conflict Prevention Pool and the Africa Conflict Prevention Pool,
established following the 2000 Spending Review, have enabled the Government to act more
effectively to reduce tensions between or within states before they spill over into violence. The
pools bring together the conflict-related activity of the Foreign and Commonwealth Office,
the Ministry of Defence and the Department for International Development to develop
conflict prevention strategies and manage conflict prevention programmes.

6.16 The pool arrangements have facilitated dialogue with key international partners on
issues such as building African peace support capacity. Through the Africa Conflict
Prevention Pool, the UK has provided critical support for peacekeeping and stabilisation in
Burundi, Liberia and Sierra Leone. The pool approach to these problems is widely respected
by international partners and is being emulated by the Dutch, Norwegian and Swedish
governments. 

6.17 In light of the success of the innovative approach taken by the pools and the positive
external evaluation, this Spending Review maintains their funding at current levels and
supports steps to further improve their performance. Over the 2004 Spending Review period,
the Conflict Prevention Pools will reduce spending on low priority commitments and deploy
resources more effectively. Departments will improve coordination between work funded
from the pools and other related work, for example, developing early warning systems to
enable quicker intervention to prevent conflict from erupting, and improving Britain’s
capacity to deal with post-conflict issues such as reconstruction.

TACKLING GLOBAL POVERTY

6.18 The UK is firmly committed to the long-term goal of tackling global poverty and
achieving the internationally agreed MDGs, including halving poverty, combating HIV/AIDS,
Malaria and other diseases, and achieving universal primary education by 2015.
The Government is determined that the UK remains at the forefront of the international
community’s efforts to deliver effective and sustainable development through bilateral and
multilateral means.
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6.19 The UK remains committed to the United Nations (UN) target for overseas aid of 0.7
per cent of GNI. By 2007-08, total UK aid will rise to nearly £6.5 billion a year, representing
0.47 per cent of GNI, a real terms increase of 140 per cent since 1997. The Government
wishes to continue to raise aid at the rate of growth achieved in 2007-08, which would mean
that total UK overseas development assistance (oda) would reach 0.7 per cent of GNI by 2013.

6.20 The Government believes that aid must be as effective as possible by being
predictable, untied and coordinated with budget support to developing countries. Recipient
countries also have a key role to play. Policies must be pursued that are transparent and free
of corruption, to enable the opening up of investment and trade to benefit all. Since 2001 all
UK aid funds have been untied and are no longer required to purchase goods and services
from UK suppliers. The Government continues to play an important role in encouraging
similar untying by other international donors, with increasing support. Building on the
commitments of the 2002 Spending Review, the Government will continue to ensure that at
least 90 per cent of UK bilateral aid goes the world’s poorest countries from 2005-06 onwards. 

6.21 The United Nations Development Programme’s Human Development Report 2003
warned that, although progress is being made globally on reducing poverty, most developing
countries are not expected to meet most of the MDGs by the target year of 2015. On current
trends, the targets of reducing child and maternal mortality will not be met in most regions.
The first MDG target year of 2005 for eliminating gender disparity in primary and secondary
education will also be missed. One of the major reasons for the lack of progress is the need for
sustained resources to underpin all these goals for simultaneous investment in health,
education, sanitation and economic development. To overcome the gap in funding needed to
kickstart the MDGs in time for 2015, the Government has proposed the International Finance
Facility (IFF).

6.22 Fiscal constraints mean that many donors will not be able to reach 0.7 per cent
oda/GNI in the short term, requiring a new approach to be taken to raising the required
resources needed to meet the MDGs. The IFF proposal has been designed to deliver the
necessary funding to achieve the MDGs by front-loading aid, in parallel with progress towards
0.7 per cent, allowing developing countries to invest in sustainable long term poverty
reduction strategies. By raising the resources needed to tackle the causes as well the
symptoms of poverty, in tandem with providing sustainable debt relief and achieving a freer
and fairer global trade agreement, the IFF has the capacity to provide a lasting solution to the
needs of the developing world.

6.23 The additional resources raised by the IFF would help achieve the MDGs by making
funds immediately available for education, health, economic development, debt relief and
building trade capacity within the same period of time. In 2002 donors made a series of
historic commitments to increase aid funding at the UN conference for financing
development at Monterey. The IFF will lock in the political commitment of donors to the
Monterey pledges.

6.24 The IFF is a financing mechanism specifically intended to:

• provide the predictability and critical mass of untied aid needed for
simultaneous and sustainable investment in developing systems across
sectors;

• leverage in additional money from the international capital markets by
issuing bonds, based on the legally-binding long-term commitments from
donor countries;
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• be responsible for repaying bondholders using future donor payment

streams; and

• disburse resources by way of grants or debt relief through existing multilateral
and bilateral mechanisms.

6.25 The Government is working closely with the international community to take the IFF
forward. Since the launch in January 2003, developing countries, emerging markets,
international institutions, NGOs, faith groups and business have all strongly endorsed the IFF
and urged donors to implement the proposal.

6.26 Chart 6.2 illustrates the record investment in the development budget since 1997,
including the rise to 0.47 per cent of GNI by 2007-08. The chart also shows how the IFF would
increase the aid funds received by developing countries from the UK beyond 2007-08. Total
UK aid flows with the estimated disbursements from the IFF, excluding the debt service
elements, could reach 0.7 per cent as early as 2008-09, front-loading aid up to 2015 to reach
the MDGs. By the time the disbursements end, the continued growth of conventional oda
would ensure that there would be no reduction in the level of development assistance
received by developing countries from the UK.

6.27 Despite the lack of progress in meeting the MDGs, there have been positive
achievements over the last few decades in tackling poverty such as falling adult illiteracy and
a rise in life expectancy. It is important that these successes are built upon and reproduced.
Over the next two years the international community will undertake several assessments that
will feed into the UK’s development agenda, including the 2005 UN review of progress
towards the MDGs. 

6.28 The UN will hold a major summit on progress on the Millennium Declaration in
September 2005. The UK will also report on the targets set by the 2003 Rome Declaration on
Harmonisation. Multilateral organisations such as the UN, the World Bank and regional
development banks manage significant aid resources and enhance the effectiveness of all
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development assistance by their activities. The UK will remain a key partner in these
institutions, and will continue to be a major donor. The Government aims to significantly
increase size of the UK contribution to the International Development Association (IDA), the
concessional arm of the World Bank, in the upcoming replenishment negotiations.

6.29 Debt relief is predictable, untied and counter-cyclical, and is therefore a good form of
development assistance for the poorest countries. The UK fully supports the cancellation of
debt through the Heavily Indebted Poor Countries (HIPC) Initiative. The Initiative has already
provided over $70 billion of relief to the 27 countries that have reached Decision Point, when
a country begins to benefit from debt relief. The Government believes that more needs to be
done, and successfully pushed at the recent G8 Summit for the extension of the Initiative for
another 2 years, which will enable a further ten countries to receive debt relief.

6.30 However, the UK believes that the HIPC debt relief alone has not ensured a
sustainable debt level for the world’s poorest countries. The UK will therefore be seeking
international support for further measures to relieve countries committed to the MDGs and
poverty reduction of their debt burden, including options such as up to 100 per cent
multilateral debt relief. The UK will seek to ensure that any further debt relief is securely and
fully financed alongside our continued support to non-indebted low-income countries that
are also struggling to reach the MDGs.

6.31 The rising level of HIV/AIDS around the world is stunting the pace of development in
Africa and is an increasing threat in other parts of the world. Two out of three infected people
– 28 million – live in sub-Saharan Africa, contributing to a reduction in average life
expectancy across the continent to 47 years. The disease rate is also rising in other regions of
the world.

6.32 The Government launched the Call for Action on World AIDS Day in 2003, setting out
how the UK will tackle the global challenge of HIV/AIDS in the years ahead. This will involve
strengthening international commitment to action on HIV/AIDS and the coordination of a
single AIDS plan in affected countries. The UK will also support the World Health
Organisation’s 3x5 Initiative. This Spending Review announces that UK spending on
HIV/AIDS related programmes will rise to at least £1.5 billion over the next three years. This
will include increasing funding to the Global Fund to fight AIDS, TB and Malaria and
providing £116 million to UN agencies.

6.33 The Government believes that the key to reducing poverty in developing countries is
long-term growth generated through trade and investment.  But in order for poor countries
and their populations to realise concrete benefits from trade, they need to be equipped with
the tools and capacity to be at the heart of it. Infrastructure such as roads, ports, and efficient
customs are pre-requisites for increasing trade. More importantly, healthy and well-skilled
populations are the essential building blocks for production on which trade is based. The role
of the private sector in this will be crucial. The Government believes that richer countries
must stand ready to help poor countries invest in better health, education and the other
important infrastructure that will allow them to trade and grow. The role of aid will be central
to this, combined with measures such as the IFF and debt relief. In addition to the severe
capacity constraints they face, the subsidies and trade barriers maintained in rich countries
prevent poor countries from selling their goods. This stops them trading and growing their
way out of poverty. In agriculture alone, trade barriers stop developing countries from
earning up to $75 billion a year. The Government is therefore also committed to reducing
these barriers to trade, for example by reforming the Common Agricultural Policy (CAP), both
for the benefit of poorer countries and for the UK economy and people. In opening their own
economies, developing countries face a complex set of challenges. This makes it important
that any trade reforms they make are carefully sequenced and integrated into their own
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development and poverty reduction strategies. If supported appropriately, trade has the
potential to lift millions out of poverty. The World Bank has estimated that agreement of the
Doha Development Agenda (DDA) could result in global gains of over $500 billion, with over
two thirds going to developing countries.
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Box 6.2: The Commission for Africa

Africa's record in moving towards the Millennium Development Goals has been poor. The
majority of sub-Saharan African countries are failing in half or more of the goals. This
underlines the need for urgent and concerted action to reverse these trends. While
traditional impediments to development such as famine and conflict still remain, new
obstacles such as HIV/AIDS further restrict progress.

The Commission for Africa (www.commissionforafrica.org), launched by the Prime
Minister in February, provides an opportunity for all those committed to development in
Africa – governments, faith groups, non-governmental organisations, academics and
business in Africa and internationally – to come together to address the challenge of
meeting the MDGs in Africa.

The Commission will look at what has worked and where more could be done to support
Africa’s development, in particular by the international community. It is for Africa to shape
its own future, and the Commission will work in support of African processes and
institutions including the New Partnership for Africa’s Development (NePAD), the African
Union (AU), and the United Nations Economic Commission for Africa (ECA).

More than half the Commissioners are African and the work of the Commission will involve
as many Africans and African organisations as possible. Drawing on the individual
Commissioners’ expertise and influence, the Commission has the opportunity to make a
real difference.

Africa is high on the agendas of the 2005 UK Presidencies of the G8 and the EU, and the
UK will use the Commission’s report and findings in both fora.

At the first meeting of the Commission in London on 4 May 2004, the Commissioners
decided to cover a range of themes, including the economy, natural resources, governance,
peace and security, human development, and culture, heritage and participation. The
Commission will also look at the cross-cutting themes of HIV/AIDS, migration and gender.

In parallel to the work of the Commission, the UK will continue to support both the G8
Africa Action Plan (AAP), which aims to foster enhanced partnerships with African
countries, and African-led peacekeeping operations such as the AU missions in Burundi in
2003 and Sudan in 2004. The UK recognises the importance of an African-owned peace
and security agenda, and that African peacekeeping provides a cost-effective alternative to
UN interventions.

The Spending Review will allow the Government to build upon the record progress
announced at the 2002 Spending Review and increase UK bilateral aid to Africa from £1
billion per year to at least £1.25 billion per year by 2007-08.
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EFFECTIVE INTERNATIONAL POLICY-MAKING

6.34 The UK works with a range of international partners to address issues that cross
national borders, including economic, trade, development, security and environmental
issues.

6.35 The UK’s ability to engage with countries around the world and with international
organisations such as the EU, the UN and the WTO is key to delivering the Government’s
objectives of global prosperity and security. The FCO’s diplomatic work is central to this.
Recent diplomatic successes include:

• convincing the Libyan Government to relinquish their Weapons of Mass
Destruction capability;

• delivering UK objectives on the EU Constitutional Treaty; and

• securing agreement to UN involvement in post-conflict Iraq.

6.36 This Spending Review maintains funding for the FCO’s global network and provides
extra resources to improve security at overseas posts. Over the Spending Review period, the
FCO will develop a more flexible structure, with a greater focus on policy priorities  as well as
geographic areas, to enable it to continue to support the Government’s international
objectives. The Spending Review also builds on the increases in funding for the British
Council and BBC World Service delivered in the 2002 Spending Review. This should enable
them to strengthen their important work providing impartial news, cultural and educational
services around the world.

6.37 The UK’s membership of the EU is central to the Government’s objective of building
a strong economy and a fair society with opportunity and security for all. The Government
works with EU partners across the full range of domestic and international issues. The UK
Presidency of the EU in the second half of 2005 will be an important opportunity to set the
agenda on issues such as economic reform, development, trade liberalisation, environmental
protection and asylum and immigration. 

6.38 The UK’s membership of the G8 group, alongside the US, Canada, Japan, Russia,
Germany, France and Italy, enables the Government to play a key role on international
economic issues and to advance its objective of global prosperity. Over the past six months,
the G8 has been pursuing the ‘Agenda for Growth’, aimed at bolstering job creation and
productivity growth throughout the G8 and ensuring each member plays its part in delivering
balanced and sustainable global growth. 
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Box 6.3 Engaging with the Islamic world

This Spending Review period supports a number of initiatives to increase engagement
with the Islamic world:

• FCO will strengthen its understanding of Islamic countries and communities, and
establish programmes to promote peaceful reform;

• the British Council will build on existing work and encourage educational reform
across the Arab world (particularly in relation to English, ICT and citizenship
education) in order ultimately to facilitate economic growth; and

• the BBC World Service will further develop Arabic radio and online services and
engage the Wider Islamic World through increased research and regional
production centres.
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6.39 The G8 is supporting economic reform in the broader Middle East and North Africa.
At the Sea Island Summit in June 2004 the G8 committed to a ‘Partnership for Progress and a
Common Future’, establishing a ‘Forum for the Future’ for continued dialogue within the
region. 

6.40 The G8 also has an important role to play in tackling global poverty and the Sea Island
Summit agreed to extend the HIPC Initiative to the end of 2006. The UK will hold the G8
Presidency in 2005 and the Prime Minister has said that this would be a ‘Development
Presidency’. The Commission for Africa and its report will make a key contribution to this.
Tackling climate change will also be a priority for the UK Presidency. 

6.41 The Chancellor’s role as Chair of the International Monetary and Financial
Committee and UK Governor of the IMF, alongside the Secretary of State for International
Development’s role as Executive Director for the World Bank, enables the UK to advance its
international financial and development objectives. The UK will continue to work closely
with partner countries to strengthen IMF surveillance of the international economy, support
poverty reduction in low-income countries, strengthen the frameworks for the prevention
and resolution of financial crises, implement internationally-agreed codes and standards for
good economic policy making, and combat money-laundering and terrorist financing. The
UK is working to ensure the implementation of reforms to the international financial
architecture to ensure a more stable global economy.

6.42 International trade has been a major driver of global growth and prosperity over the
last fifty years. Barriers to trade have fallen significantly but some products, particularly in
agriculture and labour-intensive sectors such as manufacturing, remain subject to high levels
of protection. Despite these major reductions, protectionism continues to be a barrier to
lifting developing countries out of poverty. 

6.43 There are significant potential gains for both developing and industrialised countries
from further trade liberalisation. Openness to trade for all countries is a key driver of
productivity. The UK economy benefits from membership of the EU Single Market and EU
countries negotiate collectively to secure freer and fairer trade with the rest of the world.
Movement on agriculture is key to achieving a good agreement and the EU needs to take the
lead in reducing agricultural barriers. The CAP costs EU taxpayers around € 50 billion per
year. The EU has, as a result of reforms in which the UK played a leading role, already taken
steps to tackle trade-distorting domestic support, but more needs to be done. The
Government is working to secure EU agreement to further agricultural reform so that border
protection, such as tariffs and quotas, is substantially reduced and export subsidies are no
longer an issue for world trade. 

6.44 Negotiations on the Doha Development Agenda World Trade Organisation (WTO)
Round restarted in Geneva in February 2004 following the breakdown in WTO negotiations in
Cancún in 2003 and the Government remains fully committed to achieving a successful trade
round that will allow all countries to share in the benefits of liberalisation. With enough
political will a framework agreement can be reached this summer that will allow detailed
negotiations to continue in 2005.

832004 Spending Review
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Working to  protect  the g lobal  env ironment

6.45 Sustainable development is key to the Government’s objectives of international
prosperity and security. The UK’s international leadership on sustainable development is
widely acknowledged and climate change will be a central theme of its EU and G8
Presidencies in 2005. The Government has revisited the commitments that were made at the
World Summit on Sustainable Development (WSSD) in 2002, to make the link between
environmental management, poverty eradication, trade, development and sustainable
patterns of consumption and production, and to direct the resources to achieve these goals.
As a result of the Spending Review:

• Defra has extended its PSA targets to measure progress towards
internationally agreed commitments to tackle climate change and towards the
Government’s WSSD commitments on sustainable consumption and
production, chemicals, biodiversity, oceans, fisheries and agriculture.;

• the FCO has a new PSA Objective: “Sustainable development, underpinned by
democracy, good governance and human rights” to complement its existing
PSA target on sustainable development. The Global Opportunity Fund for
transitional economies and key developing countries supports progress on
key global priorities such as climate change. Introduced in the 2002 Spending
Review, it will be extended and be worth £60 million in each year of the 2004
Spending Review period. This provision is four times what FCO spent on such
programmes two years ago; and

• DFID’s aims to reduce global poverty are focussed on meeting the
internationally agreed Millennium Development Goals, which include
ensuring environmental sustainablility. The UK is the fourth largest donor to
the Global Environmental Facility (GEF) with a contribution of £118 million
over the current replenishment round over 2002 to 2006, including an
additional voluntary contribution of £15 million as a signal of Britain’s
commitment to dealing with global environmental issues. Negotiations on the
4th replenishment of the GEF will begin in 2005 and resources allocated to
DFID in this Spending Review will support the outcome of that process.
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INVESTING IN EXCELLENCE AND OPPORTUNITY FOR ALL
7.1 The Government’s aim is to achieve excellence in standards of education and levels of
skills, and to give everyone the opportunity to develop their learning and realise their
potential. This is fundamental to achieving the Government’s wider aims of building a
productive, competitive economy and an inclusive society. 

7.2 Sustained increases in funding for education since 1997 have resulted in a
measurable improvement in standards. Over the past seven years, the proportion of 11 year
olds achieving expected levels in reading and maths has risen by 12 percentage points and 11
percentage points respectively, and almost 53 per cent of 16 year olds achieved five or more
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The Government’s aim is to achieve excellence in standards of education and levels of
skills, and to give everyone the opportunity to develop their learning and realise their
potential. The 2004 Spending Review delivers significant additional resources in support of
this aim. In particular:

• total spending on education in England will be £12 billion higher in 2007-08 than in
2004-05, an average growth rate of 4.4 per cent per year in real terms over this
period;

• education spending will rise to 5.6 per cent of GDP by 2007-08 from 5.4 per cent
in 2004-05; 

• capital investment in education will rise from £0.8 billion a year in 1997-98, £5
billion in 2004-05, to £7 billion a year in 2007-08; and

• efficiency gains worth at least 2.5 per cent of the Department for Education and
Skills’ (DfES) 2004-05 baseline will be made each year over the Spending Review
period, releasing additional resources for the front line.

This investment will support reforms in the following key areas:

• deliver the Five Year Strategy for Children and Learners1

• establish 2,500 Children’s Centres by 2008, going beyond the Government’s
commitment to a children’s centre in each of the 20 per cent most disadvantaged
wards in England and on the way towards achieving the goal of a Children’s Centre
in every community;

• increase average per pupil funding to at least £5,500 by 2007-08; more than double
the 1997 figure;

• designate universal specialist schools, alongside up to 200 academies, by 2010. All
secondary school buildings will be transformed to twenty-first century standards in
the next 10 to 15 years and more schools across the country will be able to offer
extended services;

• maintain the levels of real terms student funding per head and continue to advance
progress towards the Government target to increase participation in higher
education towards 50 per cent of 18 to 30 year olds by 2010;

• deliver the New Deal for skills to help those with no or low qualifications into work
and then to help improve their prospects by acquiring skills; and

• deliver challenging new PSA targets to increase the proportion of 19 year olds
achieving at least level 2 and reduce the proportion of young people not in
education, employment or training.

1 Department for Education and Skills: Five Year Strategy for Children and Learners, DfES, 2004.

Achievements so
far
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A* to C grade GCSEs in 2003, compared to 45 per cent in 1997. The Government is on track to
help 750,000 adults gain basic skills by the end of the year.

7.3 The additional resources allocated to education over the next three years will build on
these improvements and tackle key future challenges. International comparisons show that
the gap in attainment between children from higher and lower socio-economic groups in the
UK is wider than that in almost every other OECD country. The UK has one of the lowest
staying on rates in education after the age of 16, and has a particularly large number of adults
with no or low skills. These weaknesses are a constraint on UK productivity and carry large
social costs. The Government’s long term ambitions are therefore to:

• improve opportunity for every child through extended schools, early
education, childcare and better integrated support for parents and children;

• deliver higher standards in schools, and narrow the attainment gap between
the best and the worst;

• bring all school buildings up to twenty-first century standards in the next 10
to 15 years;

• ensure all young people want to stay in education or training until they are at
least 18 or 19;

• enable each individual to acquire the skills he or she needs to be employable
and support employers to develop the skilled workforce needed for the
success of their businesses; and

• support the expansion of higher education to meet the UK’s rising skill needs
while reducing the social class gap between those that do and do not
participate in higher education.

7.4 This Spending Review also provides resources to support the Department for
Education and Skills’ (DfES) wider role in meeting the needs of children, ensuring their social,
emotional and physical wellbeing and keeping them from harm, in particular through
bringing together schools with other services for children.

REALISING REFORM

7.5 The Five Year Strategy for Children and Learners set out the Government’s vision that
every parent, wherever they live, should have access to the affordable childcare and early
years services that their child needs. Childcare plays a key part in reaching a number of
Government objectives, including supporting child development, removing barriers to
parental employment and alleviating child poverty. The Government has therefore provided
additional funds to support the creation of new childcare places and to extend financial
support for childcare costs to more working parents. New childcare places for over 1.8 million
children have been created since 1997, putting the Government on course to meet its target
of new places for over two million children by 2006. Building on this success, the 2004
Spending Review confirms additional resources for childcare and services for
disadvantaged children of £769 million by 2007-08 compared with 2004-05. This will deliver
2,500 Children’s Centres by 2008, going beyond the Government’s commitment to a
Children’s Centre in each of the 20 per cent most disadvantaged wards in England. The
Government will also deliver a pilot offering a free part-time early education place for
12,000 two year olds in disadvantaged areas.

86 2004 Spending Review
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7.6 The Government is starting to implement the vision set out in the Children’s Green
Paper Every child matters3 to protect each child and help them to realise their potential. In
particular, this Spending Review provides resources to support:

• the introduction of a Children’s Commissioner for England, as an
independent champion of children’s interests;

• support for parents at key transition stages in their child’s school career;

• tackling the shortage of key children’s workers, such as child protection social
workers and foster carers; and

• the introduction of measures to help all professionals share information in a
way that benefits children.

7.7 This will be against the background of more integrated provision of children’s services
at the local level by 2008 through the creation of new Children’s Trusts. The Children’s Fund
will be extended to 2008 to facilitate this transition. Significant increases in funding for
Children’s Social Services will provide local authorities with the resources to implement
their vital contribution to the Children’s Green Paper vision.

7.8 Schools are central to the Government’s aim of enabling all children and young
people to experience learning and acquire skills that will facilitate future learning,
employment, citizenship, social cohesion and wider well-being. The Government wants every
school to play a leading role at the heart of their community, able to offer services appropriate
to the particular needs of that community. This Spending Review confirms increases in
funding for schools to deliver these objectives, with average per pupil funding rising to at
least £5,500 by 2007-08 – more than double the 1997 figure.

872004 Spending Review
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3 Children’s Green Paper: Every child matters, 2003.

Schools

Box 7.1: New Public Service Agreement (PSA) targets 

The Department for Educations and Skills’ new PSA includes targets to:

• by 2008, increase the stock of Ofsted-registered childcare by 10 per cent; increase
the take up of formal childcare by lower income working families by 50 per cent;
and introduce, by April 2005, a successful light-touch childcare approval scheme.
(Sure Start Unit target, joint with the Department for Work and Pensions);

• halt the year-on-year rise in obesity in under 11s by 2010. (Joint target with the
Department of Health and the Department for Culture, Media and Sport);

• by 2008 in all secondary schools at least 50 per cent of 14 year olds to achieve level
5 in English, maths and science at Key Stage 3 and at least 30 per cent of 16 year
olds to achieve the equivalent of five A* to C GCSEs;

• improve levels of school attendance so that by 2008, school absence is reduced by
8 per cent compared to 2003;

• increase the proportion of 19 year olds who achieve at least level 2 by 3 percentage
points between 2004 and 2006, and a further 2 percentage points between 2006
and 2008, and increase the proportion of young people who achieve level 3;

• reduce the proportion of young people not in education, employment or training
by 2 percentage points by 2010; and

• improve the basic skills of 2.25 million adults between the launch of Skills for Life

in 2001 and 2010 and reduce by at least 40 per cent the number of adults in the
workforce who lack NVQ 2 or equivalent qualifications by 2010.
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7.9 The primary and secondary strategies have begun the process of reform, promoting
excellence and narrowing the attainment gap between schools and between pupils within
individual schools. In the next stage of schools reform, outlined in the Five Year Strategy for
Children and Learners, personalisation and devolved decision-making will be central to the
realisation of these objectives.

7.10 Investment in extended and full-service schools, workforce reform and ICT will
support personalised learning and ensure every pupil is able to fulfil his or her potential.
Meeting its commitment to devolving decision-making, the Government is determined to
ensure that the performance framework for schools reflects their individual circumstances
with light touch regimes for the best and more intensive support for weaker schools. Schools
that are succeeding will be offered greater autonomy and flexibility and simpler but more
focused inspection as part of the new Relationship with Schools. To streamline funding, most
grants will be paid as part of a single schools improvement grant. Every school will be able to
become a specialist school and 200 academies will be open or in the pipeline by 2010.
Specialist schools will have new flexibilities, with the Local Education Authority (LEA) taking
a more strategic role and within a framework of collaboration with other schools. Funding for
the existing excellence in cities and leadership incentive grants will continue within a new
single improvement grant to ensure excellence in urban and deprived areas. New
partnerships between schools and within communities will be at the forefront of leadership
gains and schooling tailored to the particular needs of each individual.

7.11 All secondary schools will be transformed to twenty-first century standards in the
next 10 to 15 years. In addition, extended and full service schools will be expanded across the
country, bringing together education, health, children’s social services and childcare. Such
schools will lie at the heart of the UK’s communities, opening up the potential of schools to
play an even greater role in the lives of pupils, parents and the wider community. The concept
of enterprise education within schools will be further developed, building on experience from
the present pilots.

88 2004 Spending Review
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7.12 Too few young people in the UK remain in learning after the end of compulsory
schooling: the UK currently ranks 27th out of 30 OECD countries for participation in
education at age 17. The Government’s ambition is for every young person to want to stay in
education or training until they are at least 18 or 19. This Spending Review confirms the steps
the Government is taking in support of this ambition:

• reforming the financial support system for this age group to support choice
and progress, with the right to support conditional on a responsibility to
engage in learning;

• reforming the curriculum to improve vocational pathways and more flexible
programmes of learning for all young people. To inform the Government’s
thinking, the Working Group on 14 to 19 Reform, led by Mike Tomlinson, will
present its final recommendations in the autumn;
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Box 7.2: The Five Year Strategy for Children and Learners

The Five Year Strategy for Children and Learners published on 8th July sets out the
Government’s reform strategy for education and children’s services in more detail.

The central purpose of schools reform is to raise the quality of the learning experience for
every pupil. Building on the achievements of the last seven years, for secondary schools this
means new freedoms, accelerated reform in teaching and learning, greater personalisation
and extended choice and flexibility in the curriculum.

There will be a new offer to every pupil and parent, so that they have a real opportunity
to attend an excellent specialist school, with new flexibility to meet the particular needs of
each child. There will be:

• a smooth transition from primary to secondary school;

• excellent teaching in every school based on real knowledge of individual pupils, and
with more use of ICT helping all pupils to achieve their potential;

• schools free of disruption with better behaviour and better management of
excluded pupils and improved attendance;

• LEAs to develop new strategic roles and to champion the interests of pupils and
parents;

• schools at the heart of communities, with 240 full service extended schools by 2006
and with many schools offering extended opportunities, including new sports, clubs
and other activities outside the core day. Many more primary schools will offer
childcare, with 1,000 schools offering an 8am to 6pm wraparound childcare service
by 2008;

• guaranteed three-year budgets for every school from 2006-07;

• universal specialist schools, with opportunities for freedoms and flexibilities on
school organisation and use of school assets and facilities;

• more places in popular schools, up to 200 academies by 2010 and all secondary
schools improved to 21st century standards over the next 10 to 15 years;

• a ‘new relationship with schools’ to cut bureaucracy;

• further development of collaborative partnership working between schools across
a locality, including through new ‘foundation partnerships’; and 

• an improved offer for all 14 to 19 year olds, providing a wide choice of high quality
academic, vocational and work-based provision in each local area.

Age 14 to 19
education
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• expanding the quality and quantity of training through the expansion of the

Apprenticeship programme; and

• reforming the advice, guidance and support structures better to fit need.

7.13 Compared to other OECD countries the UK has high numbers of people with no or
low skills. The investment announced in this Spending Review will allow the DfES to make
progress towards its targets to reduce the number of people within the workforce without a
full level 2 qualification and to increase the percentage of 19-year olds in England joining the
workforce with a full level 2 qualification. In keeping with this commitment to tackle low skills
this Spending Review also sustains the ambition of the target to improve the basic skills of
2.25 million adults. It is only through such a long-term commitment that the Department can
achieve social progress and help to deliver sustainable development in the UK. 

7.14 The Government is also committed to addressing regional skills disparities, which
cannot be achieved unless DfES makes a strong contribution. This settlement allows DfES to
do this through new Regional Skill Partnerships, which will be established in every region this
year. It builds on the Budget 2004 commitment to strengthen Regional Skills Partnerships
through greater devolution. Chapter 23 sets out new arrangements to strengthen the role of
Regional Development Agencies (RDAs) in developing joint plans for adult skills budgets with
the Regional Directors of the Learning and Skills Council (LSC) through the Regional Skills
Partnerships, in accordance with the statement of principles for future working between
RDAs and the LSC drawn up in discussion between DfES, DTI, RDAs and LSC. 

7.15 The Government agrees that there needs to be a much closer link between the LSC
and the RDAs. It will support any region that develops their own mutually acceptable
arrangements, in line with the concordat principles, to enable the supply of skills, training
and workforce development for adults to be better matched to the needs of the region within
the framework of national targets and priorities set for the LSC and RDAs. The Government
will favourably consider proposals for further integration of planning and funding of adult
skills and workforce development at the regional level, including, in those regions where the
RDA and LSC desire it, a "dual key" approach to the management of adult skills budgets
operated by the RDA Chief Executive and the Regional LSC Director."

7.16 This Spending Review enables the delivery of the New Deal for skills, which sets out
the Government’s ambitions to help the low and unskilled gain qualifications that allow them
to move into work and, through enhancing their skills, improve their longer-term prospects.
Specifically it includes improvements to skills and work related information, advice and
guidance services, the locations of skills counsellors in jobcentres and the development of a
‘skills passport’ to provide individuals with a simple, portable way of recording skills and
training entitlements.

7.17 The additional resources for education announced in this Spending Review will
enable continued progress towards the Government’s target to increase participation in
higher education towards 50 per cent of 18 to 30 year olds by 2010. The Government will
maintain per student spending levels in real terms over the 2004 Spending Review period.

7.18 Through the introduction of variable tuition fees the Government is enabling higher
education institutions to become more independent and better resourced. Alongside this,
increasing student support will help raise participation in higher education, particularly
amongst students from poorer backgrounds.
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SPENDING PL ANS

7.19 The new spending plans provide for spending on education in England to grow by an
average of 4.4 per cent a year in real terms over the three Spending Review years to 2007-08.
The Department for Education and Skills Departmental Expenditure Limit (DEL) spending
will grow by an average of 5.6 per cent a year in real terms over the three Spending Review
years to 2007-08. Capital investment in education will rise from £5 billion in 2004-05 to £7
billion by 2007-08. 

7.20 Total spending on education in the UK will be £13.6 billion higher in 2007-08 than in
2004-05: by 2007-08, UK education spending is forecast to rise to 5.6 per cent of GDP,
compared to 5.4 per cent in 2004-05.
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Box 7.3: Efficiency 

Agreed target

DfES will realise total annual efficiency gains of at least £4.3 billion by 2007-08. At least half
of the total will be recyclable, enabling it to be reinvested in front-line activities: for
example, schools with access to a better procurement deal will save money to invest in
other areas. 

Implementation plan

As part of this programme of savings the DfES plans, by 2007-08, to:

• reduce the total number of its civil service posts by 1,960, with 1,460 in the core
department and 500 in the Office for Standards in Education (OFSTED), and be on
course to relocate around 800 posts from DfES and its partner organisations out
of London and the South East by 2010;

• enable front-line professionals in schools, colleges and higher education institutions
to use their time more productively to generate around 30 per cent of the total
efficiency gains, enabling institutions to achieve more with their resources.
Benefits will be generated through workforce reform, investment in ICT and
reducing administrative burdens;

• improve procurement of goods, services and new school buildings, using a new
Procurement Centre of Excellence to be established by April 2005 to strengthen
procurement practice across the education and children’s services sectors – this
will deliver around 35 per cent of the total efficiency gains;

• streamline the delivery system for each sector through improvements in policy,
funding and regulation, such as the lighter touch process for OFSTED inspection,
streamlined data collection and reduced reporting and monitoring requirements
introduced in the New Relationship with schools;

• free up resources from the cost of the department, its non-departmental 
public bodies and OFSTED by reducing overlaps, simplifying systems, better
procurement, and rationalisation of back office functions through simplified
standard processes and common systems – reducing the total administration costs
of these organisations by at least 15 per cent; and

• pursue additional efficiency gains, including improvements in school-level financial
management through the increased use of financial benchmarking information and
dissemination of best practice.
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Table 7.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Department for Education and Skills

Resource Budget 23,860 26,708 28,108 29,708

Of which Administration Budget 267 276 269 262

Capital Budget 3,801 4,445 4,845 5,545

Total Departmental Expenditure Limit1 27,613 31,105 32,906 35,206

Local Authority Formula Spending Share:

Education 26,402 27,963 29,863 31,663

Children’s Social Services2 3,737 4,016 4,316 4,516

Total education (England)4 52,023 56,529 60,122 64,000
1 Full resource budgeting basis, net of depreciation.

2 2005-06 still indicative at this stage.

3 This reflects the final Spending Review outcome for DfES.

4 England education measured consistent with international definitions from the UN classifications of functions of government (COFOG). Actual outturns
are subject to spending decisions by local authorities.

Table 7.2: UK education spending plans1

£ million

2004-05 2005-06 2006-07 2007-08

Total UK education and training 64,857 69,857 74,122 78,763

Total UK education 63,195 68,134 72,292 76,796

UK education as a proportion of GDP
(per cent) 5.4 5.5 5.5 5.6

1 UK education and UK education and training measured consistent with international definitions from the UN classifications of functions of government
(COFOG). Actual outturns are subject to spending decisions by local authorities and devolved administrations. These figures reflect HM Treasury’s latest
indicative assumptions on the expenditure of local authorities and devolved administrations. 

Table 7.3: Investment in Education and Children’s Services

£ million

2004-05 2005-06 2006-07 2007-08

Total investment 5,024 5,771 6,214 6,955

Of which:

Central government own investment 3,801 4,445 4,845 5,545

Investment grants 1,223 1,326 1,369 1,410
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DELIVERING A WORLD CL ASS HEALTH SERVICE

8.1 The resources and reforms announced in the 2004 Spending Review will enable
further significant improvements towards the Government’s key aims for the health and
social care systems. These are to:

• improve the health and well being of the population – so that people live
longer, healthier lives;

• improve patients’ experience of services – so that the care and advice patients
receive reflects their own personal needs and preferences; 

• reduce inequalities in both outcomes and patient and user experience; and

• continue to deliver value for money for the taxpayer.

93

The Government’s key aims for the health and social care system are to:

• improve the health and wellbeing of the population;

• improve patients’ experience of care; 

• reduce inequalities in both; and

• continue to deliver value for the taxpayer.

Sustained investment is already transforming the NHS, with spending due to increase to
£92 billion in 2007-08, compared to just £33 billion in 1996-97. Together with a major
programme of reforms, this investment is helping to deliver faster and better access to
care for patients, providing more doctors, more nurses, more and better buildings, more
state-of-the-art equipment and more life-saving drugs than ever before. 

The challenge now for the NHS is to build on this investment and the changes already
delivered to provide a health service for the 21st century, delivering shorter waits and
more personalised health care to patients at a time and place of their choosing, and
improving primary and preventative care to tackle the underlying causes of ill health and
health inequalities. Adult social care will continue to play a crucial role both in supporting
this approach and in the Government’s agenda on social inclusion, by protecting and
promoting independence for the elderly and the vulnerable. 

Key measures in this Spending Review period to meet these objectives are:

• a new Public Service Agreement (PSA) target to deliver a maximum wait from GP
referral to hospital treatment of 18 weeks by the end of 2008. NHS patients will
also have the right to choose from at least four or five different healthcare
providers from the end of 2005, and from 2008, from any provider that meets
independently-inspected NHS standards and can do so within the NHS’s national
maximum price;

• a much greater priority for disease prevention, tackling health inequalities and
improved chronic disease management, including challenging new targets to
reduce the prevalence of smoking and child obesity, and tackle inequalities in
health outcomes; and

• investment in Social Services worth £1,827 million more a year by 2007-08 than in
2004-05, representing an annual average growth of 2.7 per cent in real terms. 
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8.2 In Budget 2002, the Government announced an historic increase in NHS funding, of
7.2 per cent over five years, linked to far-reaching reform. This has helped deliver significant
improvements in service standards and outcomes. Compared to 1997-98, there are now for
example 450,000 more NHS operations and 860,000 more elective admissions per year.
Maximum waiting times for an operation have been halved from 18 months in 1997 to nine
months in April 2004, and there are 264,000 fewer patients waiting for treatment.

8.3 Over the 2004 Spending Review period, the Government’s key priorities on health will
be to lock in the reforms set out in the NHS Plan, building on the successes already achieved
in improving quality, reducing waiting times and modernising treatment facilities, whilst
heralding a step change in the focus of the NHS. The aim is to turn the NHS from an
organisation primarily focused on treating sickness to one emphasising precaution and
health promotion – a true National Health Service.

8.4 Adult social care plays a crucial role in delivering the Government’s agenda on social
inclusion and health by protecting and promoting independence for the elderly and some of
the most vulnerable groups in society. The 2002 Spending Review delivered a step change in
investment to drive up capacity and quality in social care. This investment has already
delivered results, increasing independence and providing faster, more personalised services.
In particular: 

• delays in discharge from hospital are down by 60 per cent since 2001;

• since 2000, over 14,000 more older people have been supported to live
independently in their own homes through intensive home care services; and 

• more than 9,000 people are now receiving direct payments for social care to
put them in the driving seat in choosing a care package which is right for their
needs. 

This Spending Review will lock in this progress and go further. Extra investment in Social
Services means that spending here will be £1.8 billion higher by 2007-08 than in 2004-05,
representing an annual average growth of 2.7 per cent in real terms. This money will enable
Social Services to build on the progress already made, in particular by helping more older
people to live independently at home, and further developing preventative social care
services.

Improv ing Outcomes and Reduc ing Inequal i t ies

8.5 The primary goal of the Government’s health and social care strategy is to improve the
health and well-being of the population. In order to make a real impact in this area, the NHS
must shift its focus to ensuring and promoting good health amongst the whole population,
rather than focusing on providing treatment and acute care for those who get sick. In his
second report, Securing Good Health for the Whole Population (see Box 8.1), Derek Wanless
argues that this requires a refocusing on the health gains that can be achieved through
improved public health and primary care – turning the NHS into ‘a health service, not a
sickness service’.

8.6 The issues raised in the Wanless report will be addressed in the White Paper on
improving health, due to be published in autumn 2004. This will outline how the Government
intends to tackle the problems of smoking and high levels of obesity, as well as the public
health challenges in other key areas like substance abuse, mental illness, sexually transmitted
disease and accidents.
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8.7 A key priority identified by the second Wanless report was to reinforce public health
research and evaluation capacity, build better links between academics and public health
practitioners and strengthen the evidence base through more rigorous piloting and analysis,
in order to address the critical lack of evidence on effective approaches for tackling public
health problems, particularly for disadvantaged groups.

8.8 The Wanless reports also argued that the Government would be unable to meet its
public health goals if it failed to provide more, and more effective, help to the most deprived
groups in society. The burden of disease is disproportionately borne by these groups because
of the social gradient in risk factors like smoking and obesity, which contribute to a higher
incidence of diseases like cancer, diabetes and heart disease. In order to tackle this concern
and maximise the impact of interventions, a focus on health inequalities will be key to the
Government’s public health approach. Three public health aspects of the “Health of the
Population” Public Science Agreement (PSA) objective – relating to the disease areas of cancer
and cardiovascular disease (CVD), and the key risk factor of smoking – will now each have a
component specifically aimed at helping poorer groups and designed, along with the
established health inequalities target, to channel efforts and mainstream the commitment to
tackling health inequalities. In addition, the PSA includes a new joint sub-target between the
Department of Health, the Department for Education and Skills, and the Department for
Culture, Media and Sport to turn around the rising trend of child obesity, a problem that
disproportionately affects poorer groups.

8.9 The Food Standards Agency (FSA) will continue to make an important contribution
to improving public health and reducing health inequalities by fulfilling:

• its traditional public health functions of reducing food-borne illnesses,
enforcing food law, and promoting best practice in the food industry; as well as

• its newly-emphasised role in public dietary health improvement and the
promotion of accurate and informative labelling in order to facilitate
consumer choice.

Building on the increase in resources in the 2002 Spending Review, the Government is reaffirming
its commitment to the FSA by locking in the 2005-06 levels of investment whilst focusing on
priorities and efficiencies to ensure that greater resources are released to the front line.
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Box. 8.1: Key findings of the Wanless Review – securing good health for
the whole population

As set out in the first Wanless report, Securing our Future Health (April 2002), achieving the
goal of a population ‘fully engaged’ in improving its health is a major prize for the whole
community, projected to deliver the best health outcomes at the lowest cost, and saving
as much as £30 billion per year by 2022-23. The step change in activity needed to achieve
this will require strong leadership and organisation in public health delivery, access to high
quality, personalised information, and increased support to help individuals take vital
health and lifestyle decisions, as well as more evidence on the cost-effectiveness of public
health interventions.

The second Wanless report, Securing Good Health for the Whole Population, makes more than
twenty recommendations to Government on implementing cost-effective approaches to
improving population health, disease prevention and reducing health inequalities, consistent
with the public health aspects of the ‘fully engaged’ scenario. The recommendations focus on
improving public health policy-making, improving the evidence base, engaging people in
managing their own health, and establishing the required delivery structures.
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8.10 As part of the shift towards primary care and prevention, improved Chronic Disease
Management (CDM) will become increasingly important in keeping people healthy and out
of hospital. 17 million people in the UK suffer from chronic diseases such as asthma and
diabetes, many of whom know as much about their own condition as health professionals.
Through enhanced support for self-care, disease management for the key chronic conditions,
and case-management for the most intensive users of health services, a fully-integrated CDM
strategy will produce better health outcomes, slow disease progression, reduce disability and
manage the sudden deterioration often associated with underlying disease. Better
management of chronic disease means a radical impact on the quality of life of those with a
chronic condition and less need to be admitted to hospital. This is important because
patients with chronic conditions account for around two-thirds of NHS bed days and are
particularly heavy users of non-elective care services. Thus the CDM strategy – supported by
a CDM PSA target (see above) – is expected to improve health outcomes, lower use of
emergency care (as well as elective care) and represent an important component of the
Government’s strategy to reduce waiting times. 

8.11 Social services have a vital role to play in improving outcomes and the quality of life
for millions of the most vulnerable people in our society. The additional investment the
Government is making in social care will support a greater number of older people to live
independently in their own homes and allow an expansion of preventative services increasing
the health and wellbeing of older people. Building on successes in reducing the number of
patients whose discharge from hospital is delayed whilst social care arrangements are put in
place, the Government will be investing £60 million over two years to set up 20 joint projects
between councils and their NHS partners to provide seamless integrated care for older people
and encourage investment in measures such as preventing falls which avoid hospital
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Social Services

Box 8.2: Key Public Service Agreement (PSA) targets

The Department of Health’s PSA set has been reconfigured, with longer-term targets
being carried forward, targets that have been met being converted into established
standards, and new targets being created in order to reflect the evolving priorities set by
the Department of Health and the National Health Service. The PSA includes targets on:

• ‘Health of the Population’, which focuses on improving health outcomes by tackling
key risk factors such as smoking, child obesity and teenage pregnancy, and through
reductions in mortality from key diseases and in health inequalities;

• ‘Chronic Care Management’, which will improve health outcomes for people with
chronic conditions by providing a personalised care plan for those most at risk.
This will reduce emergency bed days by 5 per cent by 2008 and improve care in
primary care and community settings for people with chronic long-term
conditions;

• ‘Access to services’, which will introduce a maximum waiting time of 18 weeks
from GP referral to hospital treatment by the end of 2008;

• ‘Increasing participation in drug treatment programmes’, which will increase the
proportion of users of illegal drugs successfully sustaining or completing treatment
programmes, as well as raising participation rates; and

• ‘Improving the patient, user or carer’s experience’, which focuses on securing
sustained national improvement in the patient experience of the NHS, and on
increasing the number of people supported by social services to live at home.

In addition to the PSA targets, there will be a set of standards that the NHS will be
expected to maintain, in the areas of A&E waiting times, access to primary care, mental
health, and patient choice.

Chronic Disease
Management
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admissions. In addition, a new two-year £80 million prevention fund will enable councils to
install smart alarm technology in the houses of vulnerable older people, helping to keep up
to 160,000 older people healthy, safe and independent in their own homes. To drive
investment in preventative services as well as continue to improve client experience, the
Government is setting a new PSA target to increase further intensive home care to 34 per cent
of those supported to live at home and in residential care and provide 1 per cent year-on-year
increases in 2007 and 2008 in the proportion of older people helped to live at home.

Improv ing the Pat ient  and User  Exper ience

8.12 In the 21st century, the NHS needs to meet the growing expectations of patients and
their families for health care delivered at a time and place, and in a manner convenient to
them. Patients want to be more involved in the key decisions surrounding the how, when and
where of their treatment and they want more information, advice and support on leading
healthier lives, delivered in ways which are most helpful to individuals.

8.13 Tackling waiting lists is a key component in this transformation of the NHS. In 1997,
over 1 million people were waiting for NHS treatment, with maximum waits of over 18
months. The Government has already made significant progress in reducing waiting times,
where maximum waits have been halved to nine months. Waits of over six months for an
operation are down by nearly 70 per cent. The Government now wants to raise the ambition
of the NHS with a new, more stretching PSA target, which will deliver a maximum wait from
referral to hospital treatment of 18 weeks by the end of 2008, marking a further
transformation in the patient experience of the NHS.

8.14 In addition to these further reductions in waiting times, from the end of 2005, NHS
patients will have the right to choose from at least four or five different healthcare
providers. By 2008, patients will have the right to choose from any provider, as long as they
meet clear NHS standards and are able to do so within the national maximum price that the
NHS will pay for the treatment that patients need. Patients are guaranteed that all care
provided through the NHS will remain based on need and not ability to pay.

8.15 In today’s world people have different needs and demand services that are tailored to
fit them. Transforming the patient experience means both raising standards for all and
ensuring that services are convenient, information is accessible and advice and choice of
treatment are available to each individual. A great deal of progress has already been made. For
example, NHS Direct offers a 24 hour information service, NHS walk-in centres offer
treatment 365 days a year without requiring prior appointments, and star-ratings for Primary
Care Trusts (PCT) and hospitals facilitates well-informed patient choice. The Government
intends to build on this progress over the 2004 Spending Review period.

8.16 Further steps to promote a personalised service include:

• a choice of an alternative hospital for all patients who have waited over six
months for an operation by the end of this year, with every patient being
offered choice at the point of referral by their GP by 2005;

• the roll-out to every PCT of the successful ‘expert patient’ schemes for chronic
disease, enabling patients to take a much more active role in managing and
taking informed decisions about treatment of their own condition; and

• an electronic NHS ‘healthspace’ for every patient from this year, where they
can record personal information about their health and preferences to share
with NHS professionals, which will be linked in time to their electronic
treatment record.
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8.17 These efforts will be supported by a specific ‘patient experience’ PSA target, which
will encourage service providers to listen to, and act upon, the views of their patients and local
communities.

8.18 In social care, the development of direct payments has for social care allowed
thousands of service users to design and commission their own personalised package of care.
In this Spending Review, the Government is providing a £60 million increase in investment
towards Extra Care housing (specialist forms of housing that offer complete security and an
environment where care and support can be delivered effectively) to provide an additional
alternative to residential care and help support older people to live independently in their
own homes where possible. This should help more people to get the right care in the right
place at the right time.
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Box 8.3: The NHS Improvement Plan: Putting People at the Heart of
Public Services

The NHS Improvement Plan published in July 2004, sets out the priorities for the NHS up
to 2008. It supports the Government’s ongoing commitment to the 10-year process of
reform first set out in The NHS Plan, which has already delivered better quality and faster
access to care. The NHS Improvement Plan aims to build on this, ensuring that NHS
services are responsive, convenient and personalised for all patients. 

For hospital services, this means that there will be much greater choice for patients about
how, when and where they are treated:

• by the end of 2008, waiting times will have been reduced to a maximum of 18
weeks from referral to hospital treatment;

• by the end of 2005, patients will have the right to choose from at least four or five
different healthcare providers; and

• from 2008, patients will have the right to choose from any provider that meets
clear NHS standards within the NHS national maximum price.

For the millions of people who have chronic illnesses, such as diabetes or asthma, it will
mean much closer personal attention and support in the community and at home, and
fewer unplanned admissions to hospital:

• people’s care will be improved closer to home, and they will be enabled and
supported to manage their conditions in a way that suits them, helping them to
live longer lives in better health;

• the Expert Patient Programme – designed to empower patients to manage their
own healthcare – will be rolled out nationally; and

• the new GP contract provides cash incentives to GPs to work more effectively with
other professionals to ensure that people are given the high-quality personal care
they need to minimise the impact of their condition. 

The NHS will also concentrate on transforming itself from a ‘sickness service’ to a health
service, with the prevention of disease and tackling inequalities assuming a much greater
priority, and the NHS working in partnership with others and with individuals to support
people in choosing healthier approaches to their lives.
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Value for  Money

8.19 To help ensure that the Government’s significant investment in health and social care
delivers the Government’s ambitions for patient and user care and offers value for money, the
Department of Health is undertaking a significant programme of reforms. These include the
introduction of ‘payment by results’, which will reward those organisations which do most for
the NHS and encourage efficiency measures which benefit patients, such as more treatments
being offered on a day case basis. To ensure that extra resources reach the frontline, a
comprehensive efficiency plan will be implemented. One component of this plan will be to
reduce the size and staffing of the Department of Health and arms-length bodies, which will
ultimately mean a net reduction of 727 Department of Health posts and at least 5,000 
fewer posts in the arms-length bodies. This is one part of the plan which as a whole will help
free up additional resources each year for front line services, rising to around £6.5 billion by
2007-08.
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Box 8.4: Efficiency

Agreed target

The Department of Health will realise total annual efficiency gains of around £6.5 billion by
2007-08, of which over half will be cashable, releasing resources for front-line activities. 

Implementation plan

As part of this programme of savings, by 2007-08 the department plans to:

• achieve a total reduction of just over 720 civil service posts, reduce the staffing of
arms-length bodies by at least 5,000, and be on course to relocate 1,110 posts out
of London and the South East by 2010; 

• make better use of staff time (accounting for up to half of efficiencies), for example
through the implementation of a modern ICT infrastructure for the NHS.
Electronic patient records, appointment booking and prescription transfers will
mean less wasted time spent checking patient information, fewer letters to type
and send, and no lost prescriptions;

• make better use of NHS buying power at a national level to get better value for
money in the procurement of healthcare, facilities management and medical
supplies;

• ensure NHS organisations, particularly in primary care, can share and rationalise
back office services, such as finance, ICT and human resources, where possible; and

• improve commissioning of social care to generate around 10 per cent of the
efficiencies.



DE PA R T M E N T O F HE A LT H8
Table 8.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

National Health Service (England)

Resource Budget 66,531 72,668 79,366 86,796

Capital Budget 3,383 4,363 5,163 6,133

Total NHS (England)1 69,369 76,384 83,818 92,143

Personal Social Services England

Funded by the department 1,953 1,967 2,037 2,097

Local Authority PSS FSS 8,690 9,553 9,933 10,373

Total PSS (England)1 10,643 11,520 11,970 12,470

Food Standards Agency

Resource Budget 139 143 143 143

Capital Budget 1 1 1 1

Total Food Standards Agency (England)1 138 142 142 142

Total Department of Health and Food Standards Agency

Total Resource Budget 68,552 74,707 81,455 88,955

Total Capital Budget 3,465 4,444 5,264 6,254

Of which administration budget 301 319 290 277

Total Departmental Expenditure Limit1 71,460 78,492 85,996 94,381

1 Full resource budgeting basis, net of depreciation.

Table 8.2: Total UK spending on health 

£ million

2004-05 2005-06 2006-07 2007-08

Total UK public sector health spending1 81,111 88,647 97,415 107,238

Total UK public sector health spending as % of GDP 6.9 7.1 7.5 7.8

Total UK private health spending as % of GDP2 1.4 1.4 1.4 1.4

Total UK health spending as % of GDP 8.3 8.6 8.9 9.2
1 The public sector health spending figures are based on the UN Classification of the Functions of Government (COFOG), the international standard, as

used in the Public Expenditure Statistical Analysis 2004.
2 Private health spending is based on the definition used for ONS Health Accounts, and is assumed to stay at a constant share of GDP.
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2004 Spending Review

TRANSPORT PL ANNING FOR THE LONG TERM

9.1 The publication of the 10 Year Plan for Transport1 in July 2000 marked the beginning
of a more strategic approach to transport funding. This long-term approach was a move away
from the stop-go funding of past decades and was designed to provide predictability of both
policy and funding to deliver real improvements in the UK transport system. This summer the
Department for Transport will update this in a new transport strategy document. It will set out
how Government is responding to increasing and changing travel demands whilst continuing
to deliver the right economic, social and environmental outcomes. 

101

The Government recognises that reliable, modern and sustainable transport systems are
critical to the economic prosperity and productivity of the country. This Spending Review
provides average annual growth of 4.5 per cent in real terms over the three year period
covered by the Review, with expenditure by the Department of Transport in 2007-08 £2.4
billion higher than in 2004-05. It provides:

• £1.6 billion cash additions over 2006-07 and 2007-08 to continue meeting the long-
term profile of public expenditure set out in the 10 Year Plan for Transport;

• £0.5 billion permanent annual uplift to the 10 Year Plan from 2006-07; and

• £1.7 billion transport reform package to cover immediate pressures over 2005-06
and 2006-07.

As a result of this Spending Review, annual public expenditure on transport will, by 2007-
08, be over 60 per cent higher in real terms than the equivalent level of spend a decade
earlier. This Spending Review also announces reforms to ensure that increased resources
for transport are matched by improved results, including:

• the forthcoming Rail White Paper, which will set out a comprehensive structural
reform package to improve cost control and value for money in the rail industry,
and ensure that it is capable of delivering significant performance improvements
for rail passengers;

• improved value-for-money analysis in the appraisal and prioritisation of transport
investments;

• maintaining support for local authority private finance, where this continues to
represent the best value for money method of procurement, with the provision of
£755 million more in transport Private Finance Initiative (PFI) credits by 2007-08
than in 2004-05;

• greater local and regional involvement in investment choices to create a more
integrated system of transport, spatial and economic planning and
implementation;

• changes to the way bus services are procured and subsidised in some
circumstances, as part of a wider set of measures to deliver improved bus services;

• promoting integrated solutions to local congestion problems and taking forward
the recommendations of the feasibilty study into road pricing in the UK; and

• generating efficiencies worth £785 million per annum by 2007-08, which will mean
additional resources for priority transport areas.

Challenging
objectives

1 The 10 Year Plan for Transport, Department for Transport, July 2000.
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9.2 This Spending Review maintains the Government’s commitment to annual average
real increases in transport spending. The department’s forthcoming strategy document will
set out an enhanced long-term funding guideline. They will use this funding to continue
bringing real improvements to all transport users, by making better use of the road network,
expanding it where there is a strong case, and reforming rail industry structures to deliver
significant performance improvements and better value for the taxpayer. The strategy
document will also set out how the department will deliver effective cost control and drive
value for money across all transport modes and regions, whilst also continuing to improve the
accessibility, punctuality and reliability of local and regional public transport systems.

Del iver ing a  re l iab le  and modern transport  system

9.3 The publication of the 10 Year Plan provided an unprecedented commitment to
deliver improved transport through a programme of sustained, long-term funding. The
Government has made real progress over the last few years towards meeting the objectives set
out in the Plan, and is spending £260 million each week to improve transport. These increased
resources, together with key reforms, have started to correct decades of under-investment in
transport infrastructure. Achievements since the Plan was agreed include:

• the highest level of passenger train use in over 40 years, with an increase in
passenger journeys of over 25 per cent since 1996-97; performance improving
by 2 percentage points, resulting in more trains arriving on time in 2003-04
than in 2002-03; 40 per cent of all rolling stock being replaced between 2000
and 2005; and Network Rail replacing over 800 miles of track in 2003-04
compared to less than 300 a decade earlier;

• progress on tackling congestion through major investment in road capacity at
the worst bottlenecks, with 97 of the 100 trunk road improvements
announced in June 2000 completed and 18 key major road improvement
schemes completed since March 2002. The department is also working to
manage the current network more effectively – by developing active traffic
management measures and through the study into the feasibility of road
pricing, which will be published shortly;

• growth in the use of local public transport, which is on track to meet its Public
Service Agreement (PSA) target with 4 per cent patronage growth since 2000.
Under Local Transport Plans (LTP) the Government has invested over £4.5
billion in local capital projects over the last 3 years, more than double the
investment available to local authorities prior to the LTP’s introduction;

• a reduction in the number of people killed and seriously injured on Britain’s
roads of 22 per cent in 2003 compared to the average for 1994-1998. This is
already over half way to achieving the 40 per cent reduction target set for 2010.
Child deaths and serious injuries are also down 38 per cent, two-thirds of the
way to the 50 per cent target set for 2010; and

• the provision, for the first time, of a strategic framework for the development
of aviation travel over the next 30 years, balancing the economic and social
benefits of air transport and its environmental impacts.

Resources  matched with  re form

9.4 Reliable and modern transport systems are critical to the economic prosperity and
productivity of the country. Along with providing the resources to maintain the sustained
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investment profile set out in the plan, the 2004 Spending Review provides for much needed
reforms to maximise value for money supported by targets to continue driving delivery. 

9.5 Despite the progress being made on rail, the Government has recognised that to take
rail performance to the next level, and deliver a rail industry and network fit for the next 30
years, deep-rooted structural problems in the industry need to be addressed. Therefore, in
January 2004 the Secretary of State for Transport announced a fundamental review of the rail
industry. The review, which will be published later this month, will announce a
comprehensive structural reform package to improve cost control and value for money in the
rail industry, and ensure it is capable of delivering significant performance improvements for
rail passengers. The funding provided in the Spending Review will enable these reforms to be
taken forward without delay. 

9.6 As part of a continued effort to maximise the effectiveness of investment in 
transport, the Department for Transport is developing and sharing its analysis of relative 
value-for-money in transport appraisal and decision-making. The objective is give
stakeholders and decision-makers a shared understanding of the opportunity cost of
different investment choices and the considerations that will influence ministerial decisions
where public spending is being sought.

9.7 The Government believes that choices on regional and local transport investment are
best taken when informed by local stakeholders. The Devolving Decision Making Review
published in March 2004 announced two pilot studies for Regional Transport Boards with
indicative regional budgets. This is an important step towards greater devolution of choice. It
is also becoming increasingly clear that regional choices on transport, housing, planning, and
economic development cannot be taken in isolation. The Government is examining new ways
to integrate regional transport, economic and spatial development strategies, within a
framework of indicative regional budgets. The Government will also consider whether
regional devolution could be accelerated in regions with Elected Regional Assemblies. It will
consult on these proposals later in the year, with a view to publishing indicative regional
budgets alongside the Budget in 2005.

9.8 The first step towards taking forward the recommendations of the Barker Review of
housing supply on the integration of transport and housing agendas, will be the
establishment of a new Community Infrastructure Fund of £150 million by 2007-08 for local
infrastructure needs. This will be held as part of the Department for Transport’s budget, but
will be jointly administered with the Office of the Deputy Prime Minister.
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Box 9.1: Key PSA Targets for Transport

The Department for Transport’s new PSA set includes targets to:

• reduce urban and inter-urban congestion (new targets to be developed by July
2005); 

• improve the punctuality and reliability of rail services;

• increase the use of local public transport across the country; 

• reduce the number of adults and children killed or seriously injured in road
accidents; and

• improve air quality and help tackle climate change.

Rail Review

Value for money

Local and
regional

devolution

Growth areas
and sustainable

communities
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9.9 The Department for Transport will continue to lead on taking forward the cross-
Government policies emerging from the Social Exclusion Unit’s report, Making the
Connections: The Final Report on Transport and Social Exclusion2. A key aspect of this was
developing guidance for Local Authorities on accessibility planning to help them identify and
address local accessibility needs for the next Local Transport Plans due in July 2005. This will
be issued shortly and will give local authorities a practical toolkit to work with partners across
the local area and determine how transport provision, particularly that of buses, and the
location of services can benefit all members of the community.
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Box 9.2: Bus Subsidy Review 

Buses provide a vital public service, relied upon by millions of people, and the Government
believes that they have a critical role to play in facilitating modal shift, reducing urban
congestion, increasing social inclusion, reducing environmental impacts and enabling
economic growth. 

Budget 2002 announced a review of bus subsidies to assess whether the existing support
mechanisms for allocating the more than £1 billion per year subsidy are the most effective
way of achieving Government objectives. The Transport Act 2000 contained provision for
Local Authorities to adopt Quality Contracts whereby all bus services in an area are
specified and procured through tendered contracts, if this was the only practicable way of
implementing their bus strategy.

The review concluded that, although there are many examples of successful bus networks,
the current system has not delivered the full potential of the bus in all parts of the country,
and that the implementation of Quality Contracts might offer significant gains and greater
value for money from public subsidy in some circumstances.

The Government is therefore encouraging local authorities to look closely at Quality
Contracts in order to deliver their local bus strategy. For areas that choose to procure bus
services through this route, the Bus Service Operator Grant will no longer be paid. Instead
a parallel sum will be transferred directly to the local authority for procurement of bus
services. 

In other areas, the Government have concluded that for the moment, without changes to
the way bus services are procured, greater gains could be achieved through bus operators
and local authorities focusing their energies on working in partnership to improve services
for passengers within the current framework. But the Government will keep this question
under review.

The Bus Subsidy Review also noted room for improvement in other aspects of the current
bus framework, including: 

• enabling more efficient tendering through the development and roll-out of
procurement best practice;

• ensuring local authorities have the right framework and tools to deliver their side
of the bus offering, particularly through bus priority and traffic management
measures; and

• streamlining the administration of concessionary fares. 

The Department for Transport will take forward these ideas and set out new initiatives and
measures to further improve bus services in their forthcoming strategy document.

Social exclusion
and accessibility

planning

2 Making the Connections: the Final Report on Transport and Social Exclusion, Social Exclusion Unit, February 2003.
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9.10 A key challenge for the Department for Transport in tackling congestion is to manage
demand more effectively. The department has been leading a feasibility study into the
practical options for tackling congestion through road-user charging, which will be published
shortly. The experience of the London Congestion Charge shows that a successful charging
scheme can be implemented in urban centres, with reductions in traffic levels and
congestion, and increased use of alternative modes of transport, furthering our economic,
social and environmental objectives. The department will outline how it intends to take
forward recommendations from the study as part of its forthcoming strategy document.

SPENDING PL ANS

9.11 Spending by the Department for Transport will grow by 4.5 per cent a year on average
in real terms over the three year period covered by the Spending Review. This not only
provides additions of £1.6 billion to meet the long-term profile of public expenditure set out
in the 10 Year Plan for Transport, but also provides a £0.5 billion annual uplift to the 10 Year
Plan from 2006-07 onwards and a £1.7 billion transport reform package to cover immediate
pressures over 2005-06 and 2006-07. The Spending Review also provides £755 million more in
PFI credits for Local Authorities by 2007-08 than in 2004-05, where this continues to represent
the best value-for-money method of procurement. These include a one-off addition of £200
million for the Thames Gateway Bridge. These increases mean that Department for Transport
expenditure in 2007-08 will be £2.4 billion higher in 2007–08 than in 2004-05.
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Box 9.3: Efficiency

Agreed Target
The Department for Transport will realise total annual efficiency gains of at least £785
million by 2007-08, of which at least half will be cashable, releasing resources to front-line
activities.

Implementation plan
As part of this programme the Department for Transport plans, by 2007-08, to:

• achieve a total reduction in departmental civil service posts of at least 200 and in
the Driver and Vehicle Licensing Agency (DVLA) by at least 500;

• be on course to have relocated 60 or more posts out of London and the South East
by 2007-08 and consider further relocations as the department develops its future
strategy;

• lead a project to improve roads procurement in local authorities through the
application of Highways Agency expertise to deliver annual efficiencies of £190
million, and more in later years;

• increase tax collection by the Driver and Vehicle Operator (DVO) Group by £75
million per annum, and achieve another £70 million of efficiencies per annum
through transactional services and other areas within the DVO group; 

• put in place its comprehensive and far-reaching agenda to restructure and reform
the department, which will deliver efficiencies of over £25 million from reforming
both the central department and its support services; and

• deliver £125 million of efficiencies as a result of Transport for London’s own
efficiency plans and a further £122 million from other areas of local authority
spending.

Road charging
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Table 9.1: Key figures

£ million

2004-05 2005-063 2006-07 2007-08

Department for Transport

Resource Budget 7,051 8,555 10,766 9,867

of which Administration Budget 217 248 243 238

Capital Budget 3,717 3,358 4,083 4,160

Total Departmental Expenditure Limit1 10,415 11,527 13,608 12,857

Dept. Expenditure excluding one-off reform package 10,415 11,027 12,408 12,857

UK transport spending (estimated)2 16,548 17,312 20,086 19,287

1 Full resource budgeting basis, net of depreciation.

2 UK transport measured consistent with international definitions from the UN classifications of functions of government (COFOG). Actual outturns are

subject to spending decisions by local authorities.

3 Includes £500 million in 2005-06 allocated from the reserve.

Investment

9.12 A proportion of the public investment provided in this Spending Review is delivered
through capital grants to the private sector, mainly in the rail industry. These are shown as
resource in the department’s budget but are investments, as they create assets of long-term
value to the economy. Total public transport investment as defined in national accounts is
therefore set out in Table 9.2 for clarity.

Table 9.2: Transport Investment

£ million

2004-05 2005-06 2006-07 2007-08

Total Transport Investment 5,884 6,164 7,697 7,017

Of which:

Central government own investment 3,717 3,358 4,083 4,160

Investment Grants 2,167 2,806 3,614 2,857
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CREATING SUSTAINABLE COMMUNITIES

10.1 ODPM’s aim is to create sustainable communities – places where people want to live
and which promote opportunity and a better quality of life for all. To deliver this aim, ODPM’s
work is focused around five strategic priorities:

• delivering a better balance between housing supply and demand;

• ensuring people have decent places to live;

• tackling disadvantage;

• delivering better services through strong, effective local government; and

• promoting the development of the English regions.
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To deliver sustainable communities and respond to the Barker Review to increase housing
supply, this Spending Review provides for:

• a 50 per cent increase in new social house building – an extra 10,000 homes a year
– funded by a £430 million increase in direct investment by 2007-08 compared to
2004-05, an expanded Private Finance Initiative (PFI) programme and significant
efficiencies, to turn around the growth in homelessness;

• increased housing supply and improved affordability by funding the Sustainable
Communities Plan to deliver 200,000 additional homes in the Thames Gateway
and other growth areas and going further to respond to new proposals for growth,
assisted by a new Community Infrastructure Fund, of £150 million by 2007-08,
within the Department for Transport; and

• a trebling in investment to regenerate areas suffering from low housing demand
with funding of over £450 million a year by 2007-08 compared to £150 million in
2004-05, enabling an expanded programme for the North and Midlands.

The 2004 Spending Review also provides:

• a strengthened approach to improving outcomes in the most deprived areas
through continued support for neighbourhood renewal of £525 million a year
through to 2007-08, and a refined PSA target to narrow the gap in key outcomes
between the most deprived areas and the rest of the country;

• increased funding to strengthen our counter-terrorism capability, the continued
modernisation of the Fire and Rescue Service, and a new PSA target to reduce the
number of deaths in the home caused by fire;

• an enhanced focus on ‘liveability’, with a single Safer and Stronger Communities
Fund, and a national target to make local public spaces cleaner, safer and 
greener; and

• measures to promote economic development in the regions, through an increase
in funding for Regional Development Agencies (RDAs).

To achieve this, the Office of the Deputy Prime Minister (ODPM) will have over £1.3 billion
a year more to spend on its main programmes in 2007-08 than in 2004-05, equivalent to
an annual average growth rate of 3.3 per cent in real terms. Housing spending – including
regional and local programmes – will also be £1.3 billion higher in 2007-08 than in 2004-05,
equivalent to an annual average growth rate of 4.1 per cent in real terms. 

Objectives
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10.2 ODPM’s settlement will deliver key reforms, to:

• improve the affordability of housing and increase housing supply, while
ensuring all new housing is built to high environmental standards;

• deliver structural reform to make the planning system more responsive; and

• enhance people’s enjoyment of their local area (‘liveability’), through a
simplified funding stream and a new target to make local public spaces
cleaner, safer and greener.

10.3 In March 2004, Kate Barker published her review of housing supply Delivering
Stability: Securing Our Future Housing Needs1 which examined the reasons for the weak
response of housing supply to increased demand. The review sets out a series of
recommendations to increase housing supply and improve the functioning of the housing
market. A summary of Kate Barker’s recommendations is in Chapter 4. The Government
accepted the need for reform at Budget 2004, and undertook to begin to address the need for
additional investment in this Spending Review. 

10.4 As a result of this Spending Review, spending on housing – including on regional
and local programmes – will be £1.3 billion higher in 2007-08 than in 2004-05, equivalent to
an annual average growth rate of 4.1 per cent in real terms. This builds on the investment
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Key reforms

Box 10.1 Efficiency

Agreed target

ODPM will realise total annual efficiency gains of at least £620 million by 2007-08, of which
two thirds will be cashable, releasing resources for front-line activities – including
increasing new affordable housing provision. 

Implementation plan

As part of this programme of efficiencies ODPM plans, by 2007-08, to:

• achieve a total reduction of 400 posts, including at least 250 headquarters and
Government Office civil service posts, be on course to have relocated 240 posts out
of its London headquarters and have made progress in relation to its key
sponsored bodies;

• improve social housing procurement methods by introducing new partnering
arrangements, achieving efficiencies of £160 million to be reinvested in delivery of
new social housing;

• realise efficiencies of £195 million in the Registered Social Landlord (RSL) sector
on capital works, management and maintenance and commodities;

• deliver efficiency gains in Regional Development Agencies of £120 million; and

• continue the modernisation of the Fire and Rescue Service to provide efficiencies
to fund further enhancements in the effectiveness of the service reaching £105
million.

ODPM will also target and monitor an aggregate of £835 million of efficiencies, in all of the
social housing sector, that includes the housing efficiencies listed here for central
government and the Registered Social Landlord sectors and further efficiencies in local
government.

Increasing
housing supply 

1 Delivering Stability: Securing Our Future Housing Needs, Kate Barker, March 2004.



OF F I C E O F T H E DE P U T Y PR I M E MI N I S T E R 10
made in previous Spending Reviews, to deliver the vision outlined in the Deputy Prime
Minister’s Sustainable Communities Plan Sustainable Communities: Building for the Future2

and help meet the challenges set out in the Barker Report.

10.5 Since 1997, the Government has tackled the worst manifestations of homelessness
through:

• a reduction of more than two thirds in rough sleeping since 1998 to an all-time
low; and

• an end to use of bed and breakfast (B&B) hotels for homeless families with
children, and the first sustained reduction in total use of B&B as
accommodation for homeless people for more than a decade.

10.6 This Review will build on these successes and will turn around the growth in
homelessness by providing for 10,000 additional units of social housing a year by 2007-08, a
50 per cent increase compared to 2004-05, funded by a £430 million increase in direct
investment, substantial efficiency savings, and an expanded PFI programme. Hostel
provision for homeless people will also be one of the six priority areas for the new Invest to
Save – Inclusive Communities fund, worth £90 million over the Review period (see Box 5.2).

10.7 To develop new sustainable communities in areas of high housing demand, this
Spending Review provides the resources that will deliver the 200,000 new homes identified in
the Sustainable Communities Plan in the Thames Gateway and the other growth areas3 by
2016, and go further by responding to new proposals for growth. As recommended by Kate
Barker, this will be supported by a new Community Infrastructure Fund, of £150 million by
2007-08, for local infrastructure needs held as part of the Department for Transport’s budget.

10.8 It is important that new housing development is sustainable, has good design quality
and meets high environmental standards. The Government is committed to preserving or
increasing the area of land designated as green belt and to raising the density of development
to minimise land take, with at least 60 per cent of new housing development taking place on
previously developed (‘brownfield’) land. The Government is committed to ensuring that new
housing will be built to high standards in relation to energy and water efficiency, waste and
building materials, taking into account the findings of the Sustainable Buildings Task Group
(SBTG) in its report Better Buildings – Better Lives4. The Government will publish its formal
response to the findings of the SBTG later this month.

10.9 As a result of this Spending Review, spending to help regenerate communities
suffering from low housing demand in the North and Midlands will be over £450 million in
2007-08 compared to £150 million in 2004-05, and will be directed through the nine existing
Market Renewal Pathfinders, and by expanding the approach to wider areas of low demand.

10.10 Critical to achieving greater affordability in the housing market will be delivering
structural reforms to the planning system. The 2004 Spending Review provides investment to
implement the planning reforms set out in the Barker Review, including the provision of £425
million through the Planning Delivery Grant over the Spending Review period.

10.11 This Spending Review confirms the Government’s commitment to its target to make
all social housing decent by 2010 and address decency for vulnerable groups in the private
sector. The number of non-decent social rented homes will be reduced by 1.6 million
between 1997 and 2008. Progress towards the target will be assisted by the gap-funding
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2 Sustainable Communities: Building for the Future, ODPM, February 2003.
3 Milton Keynes/South Midlands; Ashford; and London – Stansted – Cambridge.
4 Better Buildings – Better Lives: Sustainable Buildings Task Group Report, May 2004.
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scheme for ‘negative value’ transfers announced by the Deputy Prime Minister on 5 May
2004, which will help in particular deprived areas with a legacy of poor housing.

10.12 In the private sector, the Government is also delivering an additional £95 million a
year by 2007-08 in new capital grants for the Warm Front Programme – overseen by the
Department for Environment, Food and Rural Affairs – to ensure further progress towards its
target to end fuel poverty for vulnerable households by 2010 (see Chapter 17).

10.13 The Spending Review funds the modernisation of the Fire and Rescue Service to
improve fire safety and reduce fire related deaths in the home by 20 per cent by 2010. It also
provides our Fire and Rescue Service with the capability and equipment to address our
counter-terrorism and civil resilience priorities.

10.14 The Government has made good progress on the National Strategy for
Neighbourhood Renewal, having reduced crime in high crime areas, improved schools in
deprived areas and increased employment in the poorest performing local authority areas. In
recognition of the ongoing challenge, this Spending Review rolls forward provision of £525
million a year for deprived areas through the Neighbourhood Renewal Fund. It also
strengthens PSA floor targets for key public services to improve standards of delivery in the
most deprived areas (see Box 5.1), supporting the Government’s aim of narrowing the gap in
key outcomes between these communities and the rest of the country.

10.15 In recognition of the negative impact of high levels of anti-social behaviour and
disorder and the poor quality of some public spaces, particularly in deprived areas, this
Spending Review introduces a new national PSA target to deliver cleaner, safer and greener
local public spaces. It also announces the creation of a single funding stream to improve
these ‘liveability’ outcomes. This Safer and Stronger Communities Fund draws together
existing funding streams held by ODPM and the Home Office, enhancing flexibility and
reducing bureaucracy at the local level and progressing towards the principles underpinning
Local Area Arrangements. (See Chapter 11 for further details on these.) 
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Box 10.2: Key Public Service Agreement (PSA) targets

ODPM’s new PSA set includes targets to:

• improve affordability and the balance between the demand and supply of housing
while protecting valuable countryside; 

• make all social housing decent by 2010 and reduce the numbers of children living
in sub-standard accommodation; 

• reduce social exclusion and tackle deprivation by narrowing the gap in outcomes
between deprived areas and the national average in health, crime, education,
worklessness, housing and liveability;

• help make public spaces cleaner, safer and greener, and improve quality of the built
environment, in deprived areas and across the country;

• reduce the number of deaths in the home caused by fires by 20 per cent by 2010
through improved fire safety and a more modern Fire Service; and

• improve the effectiveness and efficiency of local government.

Better services 

Neighbourhood
renewal

‘Liveability’
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10.16 The Government is committed to promoting economic development and
regeneration in the regions. This Spending Review continues ODPM’s contribution to the
Regional Development Agencies (RDAs) and significantly increases the flexibility of the RDAs
to manage their own resources through the wind-down of the Single Regeneration Budget.
This will enhance the capacity of the RDAs to pursue the recommendations of the Northern
Way Growth Strategy and similar strategies in other parts of the country. Full details of the
RDAs’ settlement are set out in Chapter 23.

10.17 ODPM will also lead in the delivery of the Government’s plans to establish Elected
Regional Assemblies in those regions where people vote for them in a referendum. The
Government is committed to meeting the costs of setting up Elected Regional Assemblies,
in those regions that want them, as and when they are established. Further details are in
Chapter 23.

Table 10.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Office of the Deputy Prime Minister
Resource Budget1 4,712 5,048 5,393 5,896
Of which Administration Budget 328 334 332 330
Capital Budget 2,329 2,428 2,471 2,518

Total Departmental Expenditure Limit2 7,026 7,460 7,836 8,377

1 The resource budget includes capital grants to the private sector, including Registered Social Landlords, classified as capital in National Accounts.
2 Full resource budgeting basis, net of depreciation. 

Table 10.2: Housing

£ million

2004-05 2005-06 2006-07 2007-08  

Housing1 5,505 5,844 6,002 6,296
Other Housing2 407 564 649 915

Total3 5,911 6,408 6,651 7,211

Of which:
Housing investment 3,556 3,992 4,179 4,656
1 England Housing and Community Amenities measure consistent with international definitions from the UN Classification of the Functions of Government

(COFOG). Actual outturns are subject to spending decisions by local authorities.
2 Housing-related expenditure, including Market Renewal Pathfinders and Growth Areas, classified as regional policy expenditure within the HM Treasury

interpretation of COFOG.
3 Numbers may not sum due to roundings.

1112004 Spending Review

Development of
the English

Regions 

Elected Regional
Assemblies 



112 2004 Spending Review



11 LO C A L GOV E R N M E N T

2004 Spending Review

IMPROVING PUBLIC SERVICES THROUGH STRONGER LOCAL
LEADERSHIP

11.1 The Government’s central aim is to achieve prosperity and opportunity for all by
enabling economic growth and delivering responsive public services in all areas of the
country. Devolution and local decision-making are essential for improving public services by
empowering public service staff and professionals to make a difference, thereby allowing
services to be tailored to meet local needs and preferences and encouraging innovative
approaches to delivery and increasing efficiency.

11.2 Within the framework of strong national standards and accountability that the
Government has established since 1997, it is necessary to allow regional and local initiatives
and decisions to promote and deliver better public services and stronger economic growth.
This must be matched by greater local accountability through vibrant local democracy and
increased transparency and participation.

11.3 This Spending Review provides a generous settlement and sets out further reform that
supports the Government’s aim of effective and efficient local authorities to deliver better
public services and local economic growth. It supports the work that the Office of the Deputy
Prime Minister is leading on the development of a long-term strategy for local government. The
settlement locks in the 3.9 per cent real terms average annual increase in formula grant for local
authorities agreed in the 2002 Spending Review and delivers real annual average increases of
2.7 per cent a year in formula grant to authorities over the three years of the 2004 Spending
Review. Reforms, such as the introduction of three-year settlements for local authorities and
the development of Local Area Agreements, increase efficiency and autonomy further. 
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The Government is committed to delivering a vibrant local democracy with effective and
efficient local authorities that have the autonomy to provide responsive, high-quality public
services. The 2004 Spending Review will strengthen the capacity of local authorities by:

• providing substantial additional resources for local government. As a result of this
Spending Review, formula grant for councils will grow by an annual average of 2.6
per cent in real terms over the three years of the 2004 Spending Review. The
already record levels of local authority investment through capital support and
Private Finance Initiative (PFI) will increase by an annual average of 4.8 per cent in
real terms over the same time period;

• introducing three-year settlements for local authorities to allow them to plan with
greater certainty;

• securing efficiency gains of 2.5 per cent a year, releasing resources and productivity
improvements for front-line services equivalent to £6.45 billion by 2007-08, with
ongoing provision of £50 million a year in the Office of the Deputy Prime Minister’s
(ODPM) local government programme to build capacity and deliver efficiencies;
and

• strengthening the conversation between central and local government on shared
priorities by continuing to support the first and second generation of local PSAs,
simplifying funding for safer and stronger communities, and testing ideas for Local
Area Agreements to provide a common framework for departments to deliver
additional funding with a focus on outcomes and devolving decision-making.
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11.4 Since 1997, the Government has increased the capacity of local government, to
enable it to respond better to local needs and preferences and deliver improved, personalised
public services. Building on the 2001 local government White Paper, Strong Local Leadership
– Quality Public Services, the Government has:

• introduced the Comprehensive Performance Assessment (CPA) providing the
first measure of authorities' corporate capacity as well as service delivery;

• introduced local PSAs to encourage a dialogue between central and local
government and deliver improved performance;

• introduced the prudential borrowing regime under which local authorities are
now free to borrow for capital investment without having to seek permission
from Government, subject to this being prudent and affordable;

• invested £675 million to support 100 per cent e-enablement of priority public
services delivered through local government by 2005;

• reduced the administrative burden on high-performing authorities by reducing
the number of plans required by departments from over 60 to just 2; and

• set up the Balance of Funding Review in January 2003 to look more widely at
the future financing of local government. This is due to report in July 2004.

11.5 This Spending Review takes the reform agenda further to ensure local authorities
have the capacity to deliver sustainable improvement in public services. The 2004 Spending
Review sets a new PSA that commits ODPM to improve the effectiveness and efficiency of
local government in leading and delivering services in all communities, measured through
improving CPA scores.

11.6 Local PSAs, voluntarily agreed between central and local government, encourage
authorities and their partners to deliver better local outcomes on the priorities for
improvement, above and beyond what would normally be expected, in return for financial
rewards. The second-generation local PSAs are currently being negotiated and will start
shortly. These will provide an increased focus on addressing local priorities and building more
effective local partnerships. The Government will work to further strengthen local PSAs,
collaborating with local authorities to identify and remove obstacles to effective delivery and
devolved decision- making.

11.7 In line with the recommendations of the Devolving Decision Making Review and the
conclusions of the Efficiency Review, departments are looking at ways to rationalise the
funding streams they provide to local partners. For example, the Department for Education
and Skills has begun work on rationalising children’s services funding streams for local
authorities and voluntary organisations, including looking at whether some funding can be
mainstreamed.

11.8 The Spending Review extends this approach of rationalising funding, amalgamating
several existing separate funds from ODPM and the Home Office into a single Safer and
Stronger Communities Fund. Local areas will have the flexibility to decide on appropriate
programmes and spending allocations from within the fund to deliver improvements in a
focused group of nationally set outcomes.

11.9 Over the Spending Review period, ODPM will build on this approach, working with
government departments, local authorities and their local partners, including voluntary and
community sector bodies, to develop a strengthened conversation between central and local
government and a single framework for departments to provide additional funding to areas
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through Local Area Agreements. These agreements offer the potential to update significantly
the Government’s relationship with local authorities and their partners through an ongoing
dialogue on central and local priorities. They will focus on outcomes and enhanced
performance information, bring together additional funding streams and merge them where
appropriate. Local Area Agreements will help achieve efficiencies in central and local
government and devolve decision-making to the most appropriate level. ODPM will consult
on this as part of their work on a long-term strategy for local government and will test this
approach in one authority in each region in 2005-06.

11.10 The Government is working with local government to improve public services, with a
particular focus on developing leadership and the corporate capacity of all local authorities to
manage and improve their own performance and deliver greater efficiencies. The Spending
Review provides ongoing funding of £50 million a year to support this work, and to develop the
strategy further to embed capacity building firmly into the culture of local government in the
future. The Government will continue to work with the Local Government Association and the
Improvement and Development Agency to set up a local government leadership centre,
develop the cross-cutting national programmes, spread best practice and develop the role of
ODPM's Regional Directors of Practice. As part of this improvement strategy, ODPM will also
take robust action to turn around the performance of failing authorities, joining up corporate
and service intervention through coordination with other departmental interventions so that
every citizen can enjoy high quality public services regardless of where they live.

11.11 The Government introduced three-year settlements for central government
departments in the Comprehensive Spending Review in 1998. For the full benefits of three-
year plans to feed through into improved public service delivery, it is important that they are
cascaded from departments to executive agencies and other budget holders. Since 1998,
three-year budgets have been extended to bodies below government departments, including
the National Health Service, the Learning and Skills Council and Regional Development
Agencies as well as many other organisations. Three-year budgets are also agreed for local
authorities in Scotland, with significant positive effects.

11.12 Despite this progress, the distribution of formula grant to local authorities, which will
amount to around £45 billion in 2005-06, continues to be done on an annual basis. Local
authorities are further constrained from planning for the medium term by the fact that this
distribution is carried out only around four to six weeks before they have to finalise their
budgets for the year. Therefore the Government will introduce three-year revenue and
capital settlements for local authorities following a full consultation. The move to three-year
settlements will improve certainty and planning for councils and better support the
prudential borrowing regime, which requires the production of three-year capital strategies.
It will also allow local authorities to cascade three-year budgets down to other local
organisations as appropriate, enable efficiency savings, support improved financial
management at the local level and help to reduce the volatility in council tax rises by
increasing certainty in future funding. The Government will consult on proposals for three-
year revenue and capital settlements with local government and other stakeholders with a
view to agreeing local authority finance settlements for 2006-07 and 2007-08 during 2005.

11.13 Achieving greater efficiency across the whole of the public sector is essential to
support the Government’s continuous drive for improved public service delivery. Local
government has a key role to play in this ambitious agenda, and many local authorities are
already securing efficiencies through investment in technology and rationalisation of back
office and procurement functions. The Spending Review builds on existing best practice and
proposes efficiency savings in local government of 2.5 per cent per annum to deliver
£6.45 billion of efficiencies and productivity improvements by 2007-08, releasing additional
resources to front-line services.
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11.14 Recent research carried out by Deloitte on behalf of ODPM concluded that universal
implementation of e-procurement alone by all local authorities would secure savings of £1.1
billion. There is scope for significant additional savings through aggregation of demand by
local authorities through the Regional Centres of Excellence and moving towards increased
rationalisation of back office and transactional services. There is also scope for efficiencies
with improvements in staff productive time. ODPM will lead and coordinate with other
government departments the collective local government package and work in partnership
with local government to help authorities secure these savings. Box 11.1 provides further
details.
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Box 11.1: Efficiency and local government

Local government will be responsible for delivering over £6.45 billion of total efficiency
gains by 2007-08, building on existing best practice. At least half of these savings will be
cashable, releasing resources to front-line activities. ODPM and other government
departments will work in partnership with the Local Government Association, local
authorities and other stakeholders to help secure these efficiencies. 

Efficiencies are anticipated in the following areas, with approximately: 

• 40 per cent of the savings expected to be delivered through schools (see Box 7.3);

• 10 per cent through policing (see Box 12.2); and

• 35 per cent derived through procurement in other services (for example adult
social care, social housing, children’s services, highways maintenance and waste).

Further savings are also expected to be delivered through increased rationalisation of local
authority back office functions and transactional services and improvements in productive
time of staff.

Support for this agenda, alongside other departmental programmes, includes:

• resources within ODPM’s Local Government Departmental Expenditure Limit
(DEL) totalling £25 million over 2004-05 and 2005-06, and with continued support
totalling £20 million available over 2006-07 and 2007-08 through the Capacity
Building Fund. This will fund Regional Centres of Excellence that are led and
managed by local authorities to drive forward efficiency and promote best practice
in procurement, back office and transactional services in the regions. It will also
support innovative programmes for authorities to share back office functions with
other authorities and the wider public sector, as well as sharing council tax and
business rate collection;

• increased freedoms and flexibilities for fair, good, and excellent local authorities
through new trading powers from September 2004, allowing authorities to trade
in their efficient services; and

• the introduction of three-year settlements in local government, so that authorities
can plan and invest with greater certainty.

The Deputy Prime Minister has appointed Barry Quirk, Chief Executive of Lewisham, to
work with local authorities, government departments and other partners, to share and
promote best practice on the ground.

The Government will continue to explore opportunities for increased freedoms and
flexibilities, through strengthening the conversation between central and local
government, further deregulation, and devolving decision-making to authorities, for
example through testing Local Area Agreements.
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Local Government Spending Plans

11.15 New spending plans provide for annual average increases in formula grant to
authorities of 2.6 per cent in real terms over the Spending Review period. In addition, an
annual average real increase of 4.8 per cent is given for local authority investment in schools,
social housing and other key services, through capital support and PFI over the same period.
Further increases in local government funding will also be provided through specific grants
from individual departments. As a result of these increases, by 2007-08 local authority
funding will have increased by over 30 per cent in real terms compared with 1997. In addition,
the prudential regime, which came into effect on 1 April 2004, offers authorities new
freedoms to borrow over and above this to support local investment priorities.

11.16 The Government is also reforming the revenue support grant for PFI to meet its
commitment to support a level playing field between support for conventional capital
investment and PFI and to address key affordability constraints for local authorities. These
changes will apply to new PFI projects started from 1 April 2005, and ODPM will consult local
authorities over the summer on the details of these reforms including treatment of existing
projects.

Table 11.1: Office of the Deputy Prime Minister - Local Government

£ million

2004-05 2005-06 2006-07 2007-08

Local Government

Resource Budget 43,348 45,825 48,331 50,767

Capital Budget1 324 349 249 249

Total Departmental Expenditure Limit2 43,672 46,174 48,579 51,016

1 Capital reductions in 2006-07 and 2007-08 are due to the end of the Local Government Online (LGOL) programme.
2 Full resource budgeting basis, net of depreciation. Due to rounding, totals may not equal the sum of components.

Table 11.2: Local Government Formula Spending Shares

£ million

FSS block 2004-05 2005-06 2006-07 2007-08

Education 26,402 27,963 29,863 31,663

Children’s Social Services 3,737 4,016 4,316 4,516

Personal Social Services 8,690 9,553 9,933 10,373

Police 4,355 4,553 4,768 4,993

Fire 1,848 1,898 1,961 2,035

Highway Maintenance 2,004 2,054 2,054 2,054

Environmental, protective and cultural services1 11,152 11,217 11,606 12,040

Capital Financing 2,802 3,269 3,599 3,924

Total Formula Spending Shares2 60,990 64,522 68,099 71,597

1 EPCS FSS funding in 2006-07 and 2007-08 includes recycled revenues from increases in Landfill Tax. Recycling of Landfill Tax revenues in 2005-06 will

be carried out in the autumn, as part of the local government revenue settlement.
2 All Formula Spending Shares are for local authorities' revenue spending. Due to rounding, totals may not equal the sum of individual blocks.
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PROGRESS TO DATE AND STRATEGIC PRIORITIES

12.1 The importance the Government places on the protection and security of the public
is reflected in its record on crime and justice. The Home Office, the Department for
Constitutional Affairs (DCA) and the Crown Prosecution Service (CPS) have made substantial
progress in building a safe, just and tolerant society with stronger local communities,
including by:

• cutting overall crime by 25 per cent since 1997, with falls in domestic burglary
of 40 per cent and in vehicle crime of 34 per cent;

• reforming the police, to raise performance and increase community
engagement;

• bringing over 1 million offenders to justice in 2003;
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The Government is committed to building a tolerant and just society, underpinned by
strong local communities. The 2002 Spending Review provided for record growth in
spending on crime, justice and communities, from £16.5 billion in 2002-03 to £20.5 billion in
2005-06. The 2004 Spending Review builds on this progress by embedding the
Government’s success in delivery and further increasing spending by £3.5 billion by 2007-08,
compared to 2004-05. In total, expenditure on crime, justice and communities will be £22.7
billion in 2007-08.

The key priorities for the 2004 Spending Review period are delivering a 15 per cent
reduction in crime, and building safer, stronger communities, including by:

• increasing neighbourhood policing, including providing 20,000 Community
Support Officers by 2008;

• combating organised crime and terrorism, including through creating the Serious
Organised Crime Agency (SOCA);

• improving the efficiency of, and public confidence in, the Criminal Justice System
(CJS), through more effective criminal case management;

• rolling out the charging scheme under which the Crown Prosecution Service (CPS)
takes on responsibility from the police for deciding the charge that offenders
should face;

• modernising correctional services through the creation of the National Offender
Management Service (NOMS), and reducing reoffending;

• addressing the underlying causes of crime in communities, including through youth
intervention programmes and simplified local funding arrangements;

• reducing further the harm caused by illegal drugs, including by treating 200,000
problematic drug users a year, and by reducing supply;

• continuing to reduce unfounded asylum claims and illegal immigration, including
through further investment in UK border controls; and

• supporting voluntary and community sector service delivery and increased
community participation, including through the Futurebuilders fund.
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• ensuring the Government is on target to reduce re-offending by 5 per cent

against predicted rates;

• reducing reconviction rates of young people given reprimands by 10 per cent
since 2001;

• treating 144,000 people a year for serious drug addiction; and

• increasing community participation by 1.3 million, exceeding the Prime
Minister’s Challenge target to raise the number of people volunteering by 1
million between 2001 and 2003.

12.2 Over the 2004 Spending Review period the Government will sustain this progress
through additional investment matched with reform. Stretching new targets have been set to
reflect strategic priorities across the Criminal Justice System (CJS) and the wider
responsibilities of the Home Office, DCA and CPS.

THE CRIMINAL JUSTICE SYSTEM

12.3 The 2004 Spending Review allocates a further £3.5 billion to the fight against crime by
2007-08, compared to 2004-05. In total, expenditure in this area will be £22.7 billion in 2007-08,
supporting an ambitious reform programme to improve delivery across all parts of the CJS.
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Box 12.1: Key Public Service Agreement (PSA) targets

The new Public Service Agreements for the Home Office, DCA and CPS include targets to:

• reduce crime by 15 per cent, and further in high crime areas, by 2007-08 (Home
Office responsible);

• improve the delivery of justice by increasing the number of crimes for which an
offender is brought to justice to 1.25 million by 2007-08 (joint); and

• reassure the public, reducing the fear of crime and anti-social behaviour, and
building confidence in the CJS without compromising fairness (joint).

The Home Office and DCA will jointly:

• reduce unfounded asylum claims as part of a wider strategy to tackle abuse of the
immigration laws and promote controlled legal migration.

The Home Office will also:

• reduce the harm caused by illegal drugs including, substantially increasing the
number of drug misusing offenders entering treatment through the CJS;

• increase voluntary and community engagement, especially amongst those at risk
of social exclusiona; and

• reduce race inequalities and build community cohesionb.

DCA will also:

• promote earlier and more proportionate resolution of legal problems; and

• increase the proportion of public law care cases heard within 40 weeks.

a,b: These targets form part of broader cross-government strategies.
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12.4 The Government is committed to combating the underlying causes of crime, as part
of its wider objectives to tackle deprivation and social exclusion. As set out in Chapter 5, the
Child Poverty Review reinforces the Government’s focus on this agenda, including through
Youth Inclusion Programmes (YIPs), Youth Inclusion and Support Panels (YISPs) and
Intensive Supervision and Surveillance Programmes (ISSPs). Following on from the Green
Paper Every child matters1, the Government will explore how mainstream services dealing
with children can better contribute to crime prevention, and how the links between
mainstream and Youth Justice Board services can be strengthened.

12.5 Recognising the negative impact of anti-social behaviour and disorder, and in line
with the principles of the Devolving Decision Making Review, this Spending Review sets out
plans to enhance liveability with a Safer and Stronger Communities Fund. This will bring
together funding from existing programmes from the Office of the Deputy Prime Minister
(ODPM) and the Home Office to promote the Government’s commitment to addressing
liveability issues, including tackling anti-social behaviour and disorder, improving public
spaces, reducing crime, and empowering communities.

12.6 The police are the key public service in tackling crime. To strengthen support for
neighbourhoods, the Government will increase neighbourhood policing, including
providing 20,000 Community Support Officers by 2008. This will be supported by further
police reform, building on the conclusions of the Devolving Decision Making Review, with
workforce modernisation pilots in Basic Command Units. In addition, the Home Office will
be responding to the Bichard Inquiry2, and will create the first national police intelligence
computer system to ensure that all forces use the same system to manage and share
intelligence information.

12.7 The impact of drugs on users and their families can perpetuate social exclusion and
crime. Building on substantial investment in the 2002 Spending Review period, the 2004
Spending Review allocates new resources across government to identify more offenders with
drug problems, and divert them into treatment. In addition, further resources will be made
available to expand the provision of drug treatment in prisons in order to break the cycle of
offending caused by addiction. Research shows that retention in effective treatment can
reduce criminality among drug users by 50 per cent – by 2008, 200,000 users will undergo
treatment every year.

12.8 When offenders are caught, it is vital that they are brought to justice. In order to
ensure that this process is effective, the Government is taking forward three key CJS
initiatives: the CPS has taken over responsibility for charging to ensure the most appropriate
charge is made; the Effective Trial Management programme focuses on the end-to-end trial
process; and the ‘No Witness No Justice’ programme specifically supports witnesses and
victims. These and other initiatives have already resulted in 20 per cent fewer ineffective
crown court trials since 2002. The charging pilots run by the CPS have shown an increase of
up to 30 per cent in early guilty pleas and up to 15 per cent in conviction rates. This success
is expected to be replicated when the pilots are rolled out nationally. 

Tough on the
causes of crime

Reducing harm
caused by drugs

Bringing
offenders to

justice

1 Children’s Green Paper: ‘Every child matters’, Department for Education and Skills, September 2003.
2 ‘The Bichard Inquiry: an independent inquiry arising from the Soham murders’, June 2004.

2004 Spending Review 121



TH E HO M E OF F I C E ,  CO N S T I T U T I O N A L AF FA I R S A N D L AW OF F I C E R S ’  DE PA R T M E N T S12
12.9 In the 2002 Spending Review the Government invested in modernising and joining-
up ICT systems across the CJS, and this investment will continue in the 2004 Spending Review
period. Secure email and CPS Compass case management has been rolled out to all 42
Criminal Justice areas. Case management through the National Strategy for Police
Information Systems (NPSIS) has been implemented in 10 police forces. In this Spending
Review period, the Government will make further substantial progress on the CJS ICT
programme. 

12.10 To further join up the CJS, the Government will create a new unified courts structure
– Her Majesty’s Courts Service (HMCS) – bringing together 42 autonomous Magistrates
Courts Committees with the existing Court Service. A strong focus of HMCS will be
maximising the effectiveness and enforcement of fines nationally to bring more offenders to
justice and increase public confidence in the CJS. New arrangements have been agreed to
incentivise improved fine enforcement at local levels.

12.11 Correctional services play a central role in reducing crime and re-offending rates. In
order to ensure that prisons have the capacity to deliver effectively, over 3,000 new prison
places will come on line by 2006. As set out in Lord Carter’s report Managing Offenders,
Reducing Crime3, the priorities for correctional services are to deliver a step change in case
management of offenders through the new National Offender Management Service
(NOMS), and to provide sentencers with an appropriate range of tough and credible
penalties, with prison reserved for serious and dangerous offenders. The Women’s Offending
Reduction Programme, published in March 2004, responds to the challenges in
implementing this agenda for women. Over the 2004 Spending Review period the
Government will pilot radical new approaches to meet the specific needs of women
offenders, to tackle the causes of crime and re-offending among this group and reduce the
need for custody.

12.12 As well as taking steps to cut the volume of crime, the Government will invest in a
single Serious Organised Crime Agency (SOCA). The agency will have as its core objective
reducing the harm caused to the UK by organised crime, including the trafficking of drugs
and people, and will bring a new focus to bear on dealing with financial crime.

12.13 These reforms will be underpinned by improvements in the efficiency and
effectiveness of service delivery across the CJS. In addition to this, the Government will also
be reforming the way in which justice is delivered in the civil and family system. The focus in
family law will be on cases involving relationship breakdown and children, with the new PSA
ensuring that public law care cases are dealt with far more quickly. 

12.14 The Government will provide improved advice and assistance most suited to
resolving problems before they become disputes. The Fundamental Legal Aid Review will aim
to deliver a proper focus for legal aid to ensure that advice is available as early as possible; that
parties are encouraged to resolve disputes other than through the court process, and that all
court cases are dealt with as quickly as possible, consistent with fairness. The Clementi
Review4 will consider how the regulatory framework for lawyers may be reformed, so as to
promote a more open legal market, offering a much wider choice of legal services to those
who need them.

12.15 As part of the radical modernisation of Britain’s constitution the Government will also
be implementing a major reform programme. This will include the establishment of a
Supreme Court for the UK and a new Judicial Appointments Commission to bring greater
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3 ‘Managing Offenders, Reducing Crime: a new approach’, Lord Patrick Carter, December 2003.
4 Sir David Clementi’s Review of the Regulatory Framework for Legal Services in England and Wales is due to report by
end December 2004.
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clarity and transparency to the judicial appointments process. New resources have been
made available to allow the implementation of these reforms.

ASYLUM AND MIGRATION

12.16 The Government is committed to attracting skilled legal migrants to fill key labour
and skill gaps across the UK. However, welcoming legal migrants and genuine refugees goes
hand in hand with bearing down on unfounded asylum applications and wider illegal
migration. The Government has made substantial progress over the 2002 Spending Review
period, including:

• reducing the overall number of asylum claims in the UK by more than 60 per
cent, from a peak of 22,760 in the fourth quarter of 2002 to 8,940 in the first
quarter of 2004; and

• removing a record number of failed asylum seekers – 17,000 in 2003-04.

12.17 The 2004 Spending Review builds on this success, further strengthening UK border
controls, while achieving the efficiencies available through lower overall asylum intake.

COMMUNITIES AND RACE

12.18 The voluntary and community sector can make a key contribution to reforming and
improving public services and in helping to build strong local communities. The 2002
Spending Review provided substantial additional resources to enable greater partnership
working and build the sector’s capacity to engage in service delivery. This commitment will
continue in the 2004 Spending Review period, with maintained investment in infrastructure
and capacity building and through the Futurebuilders fund.

12.19 The 2004 Spending Review drives forward the next stage of reform through the
conclusions of the voluntary and community sector review, together with steps to engage
young people in volunteering and develop community engagement. Further details are set
out in Chapter 5. 

12.20 The Home Office also has responsibility for taking forward the Charities Bill. This new
legislation, which the Charity Commission will have a key role in implementing, will reform
the legal and regulatory framework for charities to sustain public confidence and enable
charities to thrive. 

12.21 The voluntary and community sector can help the Government to deliver on its
commitment to tackling race inequality and building a more tolerant and inclusive Britain.
Chapter 5 sets out the cross-government strategy to meet this challenge.
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FINANCIAL SETTLEMENTS

Table 12.1: Key figures on Crime, Justice and Communities 

£ million

2004-05 2005-06 2006-07 2007-08

Resource Budget 18,454 19,871 20,867 21,841

Capital Budget 995 1,208 1,299 1,377

Total Departmental Expenditure Limit1 19,144 20,647 21,668 22,690

1 Full resource budgeting basis, net of depreciation.
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Box 12.2: Efficiency

Agreed target

The Home Office, DCA and CPS will realise total annual efficiencies of at least £2.3 billion
by 2007-08, of which at least half will be cashable, releasing resources for front-line
activities. The overall total will include contributions of at least £1,970 million from the
Home Office, £290 million from DCA and £35 million from CPS.a

Implementation plan

As part of this programme of efficiencies, the departments plan to:

• reform and streamline the way the Home Office functions, delivering a total
reduction in the size of the Home Office headquarters equivalent to 2,700 full time
posts by 2007-08. This will include reductions of 1,170 posts in the National
Offfender Management Service (NOMS) and the Immigration and Nationality
Directorate (IND) headquarters. DCA, including HMCS, will also cut 1,100 posts; 

• transfer 2,200 Home Office posts out of London and the South East including
planning the relocation of the NOMS headquarters to outside of London and the
South East; and relocate 200 DCA posts;

• deliver efficiency gains of 3 per cent a year (of which half will be cashable) from
policing, including by substantially increasing the proportion of officer time spent
on front-line policing, equivalent to at least 12,000 extra officers; 

• significantly reduce asylum support costs and achieve further efficiencies, through
reduced asylum processing and operating costs; and

• support these gains by increased efficiency across the CJS, including correctional
services and HMCS, and through value for money benefits from total investment
of £2 billion in CJS ICT across the 2002 and 2004 Spending Review periods.

a The Serious Fraud Office, Treasury Solicitor’s Department, Customs and Excise Prosecution Office, Northern Ireland
Court Service, National Archives and Charity Commission are also making efficiency gains in line with the
Government’s objectives.
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Table 12.2: Key figures on the Home Office6

£ million

2004-05 2005-063 2006-07 2007-08

Resource Budget 12,051 12,690 13,325 13,990

Of which Administration Budget 697 733 672 672

Capital Budget 885 1,095 1,226 1,296

Total Departmental Expenditure Limit1 12,693 13,454 14,152 14,854

Of which Charity Commission2 29 31 31 31

1 Full resource budgeting basis, net of depreciation.

2 Included in Total DEL.

3 Includes Reserve addition in 2005-06 of £140 million resource and £105 million capital (see paragraph A10).

Table 12.3: Key figures on the DCA 

£ million

2004-05 2005-06 2006-07 2007-08

Resource Budget 3,368 3,689 3,797 3,844

Of which Administration Budget 457 477 477 477

Capital Budget 123 138 138 146

Total Departmental Expenditure Limit1 3,411 3,698 3,801 3,851

1 Full resource budgeting basis, net of depreciation.

Table 12.4: Key figures on the Law Officers’ Departments2

£ million

2004-05 2005-06 2006-07 2007-08

Resource Budget 602 635 673 710

Of which Administration Budget 97 105 105 105

Capital Budget 14 15 15 15

Total Departmental Expenditure Limit1 610 643 681 718

1 Full resource budgeting basis, net of depreciation.
2 The Law Officers’ Departments consist of the Crown Prosecution Service, Serious Fraud Office, Treasury Solicitor’s Department (including the Legal

Secretariat to the Law Officers and CPS Inspectorate) and Customs and Excise Prosecution Office.
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DELIVERING SECURITY IN A  CHANGING WORLD

13.1 The UK’s Armed Forces are at the forefront of the Government’s efforts to deliver
security and prosperity, and have consistently risen to the challenges set them, most recently
in Iraq and Afghanistan. The capacity to deliver effective military force for peace support and
intervention operations, alongside NATO and European allies, is a key component of the
Government’s security policy.

13.2 The 2004 Spending Review demonstrates the Government's continued commitment
to the Armed Forces, and increases planned spending on defence by an average of 1.4 per cent
per year in real terms over the three Spending Review years to 2007-08, with total planned
defence spending £3.7 billion higher in 2007-08 than in 2004-05. In cash terms, the equivalent
increase is £3.5 billion, an average real growth of 1.5 per cent per year. This increase builds on
the additional investment in defence provided in the 2000 and 2002 Spending Reviews, and
represents seven consecutive years of planned real-terms growth – the longest such period for
over twenty years.

13.3 The considerable investment provided since 2000 has allowed the Ministry of
Defence to implement the strategy first set out in the 1998 Strategic Defence Review, which
emphasised the importance of being able to deliver agile, flexible and deployable fighting
forces. The 2002 Spending Review provided the highest sustained growth in defence spending
plans for twenty years, enabling the Armed Forces to invest in the latest technology and
network-enabled capabilities, while providing additional funds for the modernisation of the
information infrastructure and logistics. The 2004 Spending Review provides for further
investment to support the implementation of the vision set out in the 2003 Defence White
Paper, Delivering Security in a Changing World 1, which noted that:

• there is no longer a major conventional threat in Europe, but more frequent
crises over a wider geographic area have further increased the need for Armed
Forces that are agile, flexible and deployable;
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The Government is committed to funding the Armed Forces as they modernise and adapt
to meet evolving threats and promote international stability in the changing global security
environment. Building on the additional investment provided by the Government since
2000, the 2004 Spending Review:

• provides 1.4 per cent average annual real terms growth in defence expenditure
over the three years to 2007-08, which, taken together with the resources
allocated in the 2000 and 2002 Spending Reviews, represents seven consecutive
years of planned real-terms growth, the longest such period for over twenty years;

• ensures further investment in the modernisation of defence by increasing the size
of the Defence Modernisation Fund to £1 billion over the next three years, and
widening its scope; and

• enables the Armed Forces to continue to adapt in light of new and emerging
security challenges, defend the UK and act as a force for good in the world.

Sustained growth
in defence
spending

1 Defence White Paper, 2003: Delivering Security in a Changing World.
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• the evolving threat posed by international terrorism, failing states and the

proliferation of weapons of mass destruction requires an ability to respond
both at home and overseas; and

• the opportunities presented through new and emerging concepts and
technologies, including Networld Enabled Capability and the availability of
weapons capable of even greater levels of precision, are significant and growing.

13.4 The longstanding arrangements for central funding of military operations will remain
in place. Between 2001-02 and 2004-05, the Government has provided £4.4 billion to meet the
costs of the military conflicts in Iraq and Afghanistan and its international obligations.

MODERNISING DEFENCE

13.5 Further modernisation of defence will be supported through the continued provision
of a Defence Modernisation Fund, amounting to £1 billion over the three years to 2007-08.
The 2002 Spending Review established the Fund to support the modernisation of logistics
and defence information infrastructure. The 2004 Spending Review increases both the size of
the fund and its scope to include the rationalisation of the defence estate and training
infrastructure. In the three years to 2007-08, modernisation will yield efficiencies of over £2.8
billion for re-investment in defence capability and further modernisation, as well as
improvements in the operational effectiveness of the Armed Forces.
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Box 13.1 Key Publice Service Agreement (PSA) targets

The aim of the Ministry of Defence is to:

• deliver security for the people of the United Kingdom and the Overseas Territories
by defending them, including against terrorism; and to act as a force for good by
strengthening international peace and stability.

The Ministry of Defence’s Public Service Agreement includes targets to:

• achieve success in military tasks undertaken at home and abroad, including those
providing support to civil communities;

• be ready to respond to tasks that might arise, by generating forces necessary to
meet the Government’s strategic objectives;

• deliver the equipment programme to cost and time;

• strengthen European security through an enlarged and modernised NATO and
enhanced European defence capabilities (Joint target with the Foreign and
Commonwealth Office); and

• improve the effectiveness of the UK’s contribution to conflict prevention and
management (Joint target with the Foreign & Commonwealth Office and the
Department for International Development).

Military
operations

Defence
Modernisation

Fund
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13.6 The Ministry of Defence spends around £12 billion per year on the procurement of
goods and services, of which around £6 billion is spent by the Defence Procurement Agency
on fighting equipment. It is vital that this money is spent efficiently and effectively to ensure
that the UK’s Armed Forces continue to be among the best trained and equipped in the world.
The Ministry of Defence is committed to driving through a wide range of reforms to its
procurement processes, including the reinvigoration of ‘Smart Acquisition’ and the ‘Smarter
PFI’ initiative. These reforms will ensure that the risks associated with major equipment
projects are reduced as far as possible before significant financial commitments are made,
and that the value for money from defence acquisition is maximised.

Table 13.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Ministry of Defence

Resource Budget 31,370 32,4492 32,698 33,018

Capital Budget 6,327 6,880 6,970 7,600

Total Departmental Expenditure Limit1 29,710 30,888 32,067 33,447

Cash equivalent 26,479 27,600 28,659 29,969

1 Full resource budgeting basis, net of depreciation.
2 Includes one-off AME to DEL transfer for pensions.
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Box 13.2: Efficiency

Agreed target

The Ministry of Defence will realise total annual efficiency gains of at least £2.8 billion by
2007-08, of which three quarters will be cash-releasing, to be re-invested in defence
capability and further modernisation initiatives. 

Implementation plan

As part of this efficiency programme, the Ministry of Defence plans, by 2007-08, to:

• reduce the numbers of civilians and military posts in administrative and support
roles by over 15,000, and be on course to have relocated 3,900 posts out of London
and the South East by 2010;

• generate annual efficiency gains of over £1 billion in logistics and procurement
(excluding procurement of military equipment by the Defence Procurement
Agency) by modernising business processes;

• generate annual savings of over £300 million in its ‘back office’, through
rationalisation and information-enabled business change;

• make better use of its assets and manpower to meet security threats, for example
by harnessing new technology, yielding annual savings of over £1 billion; and

• improve the defence information infrastructure, the defence estate, the
management of the fleet of military vehicles and healthcare of service personnel,
yielding improvements equivalent to around £330 million annually.

Improving
defence

acquisition
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GLOBAL PROSPERITY AND SECURITY

14.1 The Foreign and Commonwealth Office (FCO) works to further the Government’s
objectives for global prosperity and security through diplomacy, negotiation and
relationship-building with governments and non-governmental stakeholders around the
world. This work is particularly important in the current international context and FCO’s
network of overseas posts serve as a key delivery mechanism for the United Kingdom’s
international agenda.

14.2 As well as using the overseas network to help deliver priority international objectives,
FCO diplomats work to further UK objectives through multilateral institutions such as the
United Nations (UN), the G8, the Organisation for Economic Co-operation and Development
(OECD) and the Commonwealth. From July 2005, the UK will be hosting the European Union
(EU) Presidency for six months as well as the G8 Presidency for the 2005 calendar year. This
coincidence means that the UK has a unique opportunity to help set the agenda on strategic
international issues and FCO will be central to driving this forward.

14.3 The period since the 2002 Spending Review has been particularly significant for FCO,
with fundamental changes to the geopolitical landscape following the terrorist attacks of
September 11th. The Foreign and Commonwealth Office strategy, published in December
2003, sets out how FCO is responding to the challenges presented by these events. The
strategy highlights the key international priorities for the UK over the next decade and
emphasises the need to address the causes of instability at their roots and to deal with the
threats of tomorrow before they materialise.

14.4 In recognition of this, a priority for FCO over the Spending Review period will be
increasing the engagement with and understanding of Islamic communities around the
world. The Foreign and Commonwealth Office will develop further its existing expertise on
this issue and will drive delivery of outcomes through a new Public Service Agreement (PSA)
target on the facilitation of peaceful and consensual reform in Islamic countries.

14.5 Combating the production and proliferation of Weapons of Mass Destruction (WMD)
will also be a key priority for FCO. The agreement by the Libyan Government to relinquish
their WMD capability was brought about by concerted diplomatic pressure from the United
Kingdom and United States and provides clear evidence of what can be achieved through
consistent and sustained diplomatic effort. This proactive approach will be critical in the
coming years, and delivery in this area will be driven by a new PSA target that specifically
addresses the need to check and roll back the WMD programmes of key countries of concern
around the world.
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This Spending Review provides additional resources for ongoing diplomatic work to further
the Government’s objectives for global prosperity and security as well as strengthening
security at overseas posts. 

Over the 2004 Spending Review period the Foreign and Commonwealth Office will continue
to modernise so that it has the flexibility to respond effectively to evolving priorities. 

As a result of this Spending Review the budget for the Foreign and Commonwealth Office
will be £188 million higher in 2007-08 than in 2004-05. This constitutes average real terms
growth of 1.4 per cent a year over the 2004 Spending Review period and builds on the
additional resources delivered in the 2002 Spending Review. 

FCO strategy

Priorities for
2005-08
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14.6 Promoting stability and preventing future conflict in Iraq will be a further priority for
the Spending Review period. The FCO has already responded well to the difficult situation in
Iraq, working with other governments to help staff the Coalition Provisional Authority (CPA)
in Baghdad in very demanding conditions. Post-handover, their work with the fledgling
institutions of a democratic Iraqi Government will be essential to ensure a stable and
prosperous future for the Iraqi people.

14.7 The Global Opportunities Fund (GOF) supports engagement with developing
countries and transitional and middle-income countries on global issues that are of strategic
importance to the UK. From climate change to economic stability, this fund helps deliver the
UK’s foreign policy agenda. The 2004 Spending Review announces that resources for the
Global Opportunities Fund will be maintained at £60 million a year in 2006-07 and 2007-08,
locking in the increase in funding delivered in the 2002 Spending Review.

14.8 The work of the British Council and BBC World Service will continue to be important
in engaging with transitional countries and future opinion-makers around the world,
particularly in Middle East countries. This Spending Review builds on the significant increase
in resources delivered to the British Council and the BBC World Service in the last Spending
Review, and announces extra resources to enable them to continue to deliver unbiased
news, cultural and educational services to an ever-growing audience.

14.9 The Global Conflict Prevention Pool brings together the conflict-related activity of
FCO, DFID and MOD on the basis of a shared budget and shared policy and spending
decisions made by all three departments. It is chaired by FCO and deals with conflict outside
of sub-Saharan Africa. This Pool has funded a number of programmes around the world,
ranging from short-term responses to prevent conflict re-emerging (as in Afghanistan and
Iraq), to longer-term capacity building in regions such as the Middle East and former Soviet
Union. The 2004 Spending Review maintains funding for the Global Conflict Prevention
Pool so that the UK can continue to undertake proactive measures to avert conflict.

A MORE EFFECTIVE FOREIGN AND COMMONWEALTH OFFICE

14.10 The Foreign and Commonwealth Office strategy emphasised the need for an
organisational structure better aligned with key priorities over the coming decade. The
‘Organisation Project’, which should be fully implemented by 2006, will mean a significant
shift within the structure of FCO’s London headquarters towards a greater focus on thematic
as well as geographical directorates. Furthermore, the project will deliver an overseas network
that is optimised to ensure delivery of FCO’s new objectives and PSA targets by focusing on
priority countries and, where necessary, deploying alternative forms of representation. 
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Box 14.1 Key Public Service Agreement (PSA) targets

The Foreign and Commonwealth Office’s PSA includes targets to:

• prevent the development and spread of Weapons of Mass Destruction;

• reduce the risk from international terrorism;

• improve conflict prevention and conflict resolution, making best use of resources
in the Conflict Prevention Pools; and

• increase the UK’s engagement with Islamic countries and communities worldwide;
and

• promote sustainable development, underpinned by democracy, good governance
and human rights.
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14.11 The bomb attack on the British consulate in Istanbul last year confirmed the threat
facing FCO staff working overseas and in an unstable international environment, ensuring
the safety of staff is paramount. This Spending Review provides for additional investment to
upgrade security at embassies and posts around the world, following a comprehensive
review of security around the network.

Table 14.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Foreign and Commonwealth Office

Resource Budget 1,503 1,581 1,687 1,723

Of which Administration Budget 632 638 740 772

Capital Budget 71 84 119 117

Total Departmental Expenditure Limit1 1,461 1,539 1,630 1,649

BBC World Service 225 239 246 252

British Council 181 193 199 204

Conflict Prevention 74 74 74 74
1 Full resource budgeting basis, net of depreciation.
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Security

Box 14.2: Efficiency

Agreed target

FCO will realise total annual efficiency gains of at least £120 million by 2007-08, of which
at least half will be cashable, releasing resources for front-line activities. 

Implementation plan

As part of this programme FCO plans, by 2007-08, to:

• relocate about 450 posts out of London and achieve a total reduction of just over
310 civil service posts;

• rationalise back office functions, principally from the Human Resources and
Finance Directorates, and reduce the overall paybill over the 2004 Spending
Review, contributing to around a quarter of total efficiency gains;

• deliver improved ICT, increasing the overall productivity of staff and realising
efficiencies of about £25 million; 

• deliver savings of about £11 million through more efficient procurement practices,
such as strategic sourcing and collaboration with other government departments;
and

• ensure that the British Council and BBC World Service also contribute around £30
million of the total FCO efficiency target through rationalising back office
functions, changes to procurement practices and, in the case of the British Council,
reductions in the size of their overseas estate.
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15 DE PA R T M E N T F O R IN T E R N AT I O N A L
DE V E LO P M E N T

2004 Spending Review

INTERNATIONAL POVERTY REDUCTION

15.1 The Department for International Development (DFID) is responsible for
government efforts to promote the eradication of extreme poverty in developing countries.
DFID’s budget will increase to more than £5.3 billion a year by 2007-08 compared to £3.8
billion in 2004-05; an average annual increase of 9.2 per cent in real terms over the three
years of the Spending Review period. This follows the 8.1 per cent real terms increase to
DFID’s budget announced in the 2002 Spending Review and the 6.2 per cent increase in the
2000 Spending Review. UK official development assistance (oda) will reach nearly £6.5
billion a year by 2007-08. Total UK oda as a proportion of GNI will rise from 0.35 per cent
today to 0.47 in 2007-08, representing a real terms increase in UK oda of 140 per cent since
1997. The Government wishes to continue to raise UK oda at the rate of growth achieved in
2007-08, which would mean that total oda would reach 0.7 per cent by 2013.

15.2 As in the 2002 Spending Review, DFID’s Public Service Agreement (PSA) for 2005-08
has been built around the Millennium Development Goals (MDGs). The overall aim of the
PSA is the eradication of extreme poverty and hunger in particular through the achievement
by 2015 of the MDGs. The PSA sets targets to which DFID, working with the international
community and other government departments including HM Treasury, Foreign and
Commonwealth Office, Ministry of Defence and the Department for Trade and Industry, will
contribute up to 2008. The PSA ensures that DFID, working with its partners, is focused on
reducing poverty; in particular achieving better health and education outcomes for the poor;
conflict prevention and post-conflict reconstruction; reducing debt and allowing developing
countries access to the markets of the developed world.
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UK aid budget

Public Service
Agreement

The Government is committed to reducing international poverty:

• as a result of this Spending Review, the Department for International
Development’s (DFID) budget will grow by an average of 9.2 per cent a year in real
terms over the three years of the Spending Review period, to more than £5.3
billion a year by 2007-08;

• total UK official development assistance (oda) will reach nearly £6.5 billion a year
by 2007-08. This is equal to 0.47 per cent of Gross National Income (GNI) and
represents a real terms increase in UK oda of 140 per cent since 1997; 

• the Government wishes to continue to raise UK oda at the rate of growth achieved
in 2007-08, which would mean that total oda would reach 0.7 per cent of GNI by
2013;

• but the UK wants to go faster and if the Government’s proposed International
Finance Facility succeeds the UK could achieve the equivalent of 0.7 per cent
oda/GNI by 2008-09; and

• this settlement will allow the UK to increase the level of bilateral aid to Africa from
£1 billion a year by 2005-06 to at least £1.25 billion a year by 2007-08 and spend
at least £1.5 billion over the next three years on bilateral and international efforts
to combat HIV/AIDS.
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15.3 To ensure that aid will have the greatest impact on meeting the MDGs it must be
focused on the world’s poorest countries where it is needed most. The 2002 Spending Review
announced that 90 per cent of UK bilateral aid would be directed to the world’s poorest
countries. The 2004 Spending Review will safeguard this commitment by ensuring that at
least 90 per cent of the total UK bilateral aid budget continues to be focused on the poorest
countries. The 2004 Spending Review will also enable the Government to increase the level
of UK bilateral aid to Africa from £1 billion a year by 2005-06, announced following the 2002
Spending Review, to at least £1.25 billion a year by 2007-08.

15.4 Improvements in health and education underpin the MDGs and are key to reducing
global poverty. Since 1997, DFID has committed over £1.5 billion to support global health
systems, with bilateral spending on HIV/AIDS-related programmes rising from £38 million in
1997-98 to over £270 million in 2002-03. According to UNAIDS, the UK ranks second amongst
government donors for HIV/AIDS in terms of both volume of bilateral aid and spending as a
proportion of national income. This Spending Review will enable DFID to step up bilateral
and international efforts to combat HIV/AIDS, including a commitment to spend at least
£1.5 billion on HIV/AIDS related work over the next three years.

15.5 Since 1997, DFID has committed over £700 million to the development of primary
education in the world’s poorest countries, providing bilateral aid through its country
assistance programmes. Spending on education is set to rise to over £1 billion over the period
2003-04 to 2006-07. 

15.6 Achieving the MDGs will depend upon a coherent international approach, with
agreed policies to support development and effective collaboration between institutions and
nations. Research suggests that aid can be more effectively managed and delivered in a joint
approach with other donors, alongside harmonisation of systems and procedures. The
Government has increasingly focused its aid behind country-led Poverty Reduction Strategies
(PRS), and has been at the forefront of advocating donor harmonisation and new
international approaches to collective working.
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Box 15.1: Millennium Development Goals and DFID’s key Public Service
Agreement (PSA) targets

DFID’s Public Service Agreement, including those targets shared with other government
departments, is set around the Millennium Development Goals and, in particular,
concentrates on poverty reduction and improved health and education outcomes in 25 key
countries across Africa and Asia.

The MDGs are global targets for achievement by 2015 set at the United Nations
Millennium Summit in September 2000:

• eradication of extreme poverty and hunger, including halving the proportion of the
world’s people living in extreme poverty;

• achievement of universal primary education, with every child completing a full
course of primary education;

• promotion of gender equality and empowerment of women;

• reduced child mortality, reducing the death rate of children under the age of five
by two-thirds;

• improved maternal health, reducing maternal mortality rates by three-quarters;

• combating HIV/AIDS, malaria and other diseases;

• ensuring environmental sustainability; and

• a global partnership for development.

Bilateral
spending

Multilateral
institutions
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15.7 DFID attaches great importance to its role within the multilateral system and
contributes significant resources to poverty reduction through multilateral channels. DFID
currently contributes around £380 million each year to the United Nations development efforts,
divided between core contributions to UN bodies and co-funding of specific development
programmes. DFID also allocates resources through the World Bank, the European Community,
which accounts for around a quarter of DFID’s current development budget, the World Health
Organisation, and the Global Fund to fight AIDS, Tuberculosis and Malaria, to which DFID has
committed $280 million until 2008. Regional Development Banks, such as the African and Asian
Development Banks, are also important partners for DFID and the UK continues to work to
improve their contribution to the reduction of poverty in their regions.

15.8 The Government believes that the International Development Association (IDA), the
concessional arm of the World Bank, provides some of the most effective development
assistance. IDA’s development assistance is well aligned with UK objectives, as it is focused on
the poorest countries, has a grant element, provides aid built around Poverty Reduction
Strategies and supports donor harmonisation. The UK is currently the fourth largest donor to
IDA and this Spending Review settlement will enable the UK to significantly increase
contributions to IDA during the forthcoming replenishment round. This will build upon the
£1 billion the UK committed during the last replenishment round.
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Box 15.2: Efficiency

Agreed target

DFID will realise total annual efficiency gains of at least £310 million by 2007-08, through
an improvement in the effectiveness of international aid and redeployment of resources to
key priority areas, delivering better outputs and outcomes.

Implementation plan
As part of this programme DFID plans, by 2007-08, to:

• achieve a total reduction of 170 civil service posts, with a further reduction of 124
posts appointed in country, and be on course to have relocated 85 posts out of
London and the South East by the end of 2005 at the latest; 

• increase the percentage of bilateral programme spending going to budget support
from 44 per cent to 53 per cent. Research shows that budgetary support provided
as part of partner government Poverty Reduction Strategies is a significantly more
effective form of aid; 

• achieve a 2 per cent year on year improvement in the performance of aid projects,
achieving better value for money;

• increase the level of European Community aid going to Low Income Countries to
70 per cent, in line with World Bank evidence that aid targeted to the poorest
countries achieves a greater impact in reducing poverty; 

• substantially raise support for the next IDA replenishment round, which is
acknowledged to provide some of the most effective development assistance;

• deliver cashable savings on administration costs of £7 million a year; and

• achieve an additional 1 per cent increase in savings annually, through further
improvements to procurement, representing savings of over £10 million a year.
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15.9 The Government’s aim is to ensure that no country genuinely committed to reducing
poverty and good governance should be denied the opportunity of pursuing these goals through
lack of resources. In order to bridge the gap between what has been pledged by donor
governments and what is still required, the UK has proposed an International Finance Facility
(IFF). The IFF is designed to deliver the additional $50 billion per year in aid flows the UN deems
necessary to meet the MDGs by frontloading aid through the international capital markets. If the
IFF succeeds, total UK aid flows with estimated disbursements from the IFF, excluding the debt
service elements, could achieve the equivalent of 0.7 per cent oda/GNI as early as 2008-09.

15.10 The Government is working closely with the international community to take the IFF
forward. Since the proposal was launched, it has received broad support from emerging
markets, developing countries, international institutions, faith communities, NGOs and
business. 

15.11 The UK continues to be a champion of the Heavily Indebted Poor Countries (HIPC)
Initiative, which has so far provided debt relief for 27 countries worldwide. The UK has
provided commitments of £2.3 billion of debt relief to eligible countries, and has pledged a
total of $434 million to support multilateral institutions’ participation in the Initiative. The UK
goes further than is required under the terms of HIPC, and provides 100 per cent debt relief
on all debt owed by eligible HIPCs. The UK is also a strong supporter of additional HIPC relief
for countries that have suffered external shocks between Decision and Completion Points.
The UK will be seeking international support for further measures to relieve countries
committed to the MDGs and poverty reduction of their debt burden.

15.12 The Africa and Global Conflict Prevention Pools were established in 2001 as a
mechanism for delivering the UK’s response to conflict prevention and resolution. The Pools
bring together conflict-related activity of the Foreign and Commonwealth Office, the Ministry
of Defence and DFID, and are intended to develop conflict prevention strategies as well as
manage related conflict prevention programmes.

15.13 Through the Africa Conflict Prevention Pool (ACPP), managed by DFID, the UK has
provided critical support to African peacekeeping missions in Burundi, Liberia, Sudan and
Cote d’Ivoire and has worked to enhance the capacity of African Peace Support Operations
(PSO) through support to regional PSO training centres. In May 2004, the ACPP provided £2
million to fund an African Union ceasefire monitoring team in Sudan.

Table 15.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Department for International Development

Resource Budget 3,780 4,536 5,030 5,324

Of which Administration Budget 222 239 235 232

Capital Budget 18 14 20 22

Total Departmental Expenditure Limit1 3,777 4,529 5,028 5,323

Memo: Africa Conflict Prevention Pool 60 60 63 64.5
1 Full resource budgeting basis, net of depreciation.
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Table 15.2: Official development assistance

£ million

2004-05 2005-06 2006-07 2007-08

Total UK official development assistance 4,141 4,889 5,521 6,460

oda as a proportion of GNI (per cent) 0.35 0.391 0.42 0.47
1 The 2002 Spending Review settlement predicted total UK oda would reach 0.40 per cent of GNI by 2005-06. In real
terms, UK oda spending in 2005-06 will remain the same and the Government will deliver its commitment to increase
the UK aid budget. However, due to faster than predicted growth in the economy it is now anticipated that the UK
may just miss the 0.40 per cent oda/GNI forecast in 2005-06.
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2004 Spending Review

INVESTING TO RAISE LONG-TERM PRODUCTIVITY GROWTH

16.1 The Department of Trade and Industry’s (DTI) overarching aim is to deliver prosperity
for all by driving up productivity and competitiveness through world class science and
innovation, successful enterprise and business and fair, competitive markets. To achieve this,
DTI focuses on key drivers of productivity growth: science and innovation, increasing
enterprise and strengthening competition. The resources for DTI in this Spending Review
underline the importance the Government attaches to the productivity agenda.
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The Government is committed to building and maintaining a world-class science base and
encouraging innovation and entrepreneurship, in order to generate higher levels of
sustainable productivity growth in a modern economy. As a result of this Spending Review,
total spending by the Department of Trade and Industry (DTI) will be over £850 million
higher in 2007-08 than in 2004-05, representing an average real growth rate of 3 per cent
a year. This will deliver:

• key pillars of the ten-year framework for science and innovation, with the DTI
science budget growing by an average 5.6 per cent a year in real terms over the
2004 Spending Review period. This will maintain and build on the UK’s excellent
science base, with more funding for research projects, skills and capital, to equip
it better to underpin innovation in UK business and public services; 

• increased support for innovation, ensuring business draws on technology from the
science base, through collaborative research and development (R&D) between
business and universities, and knowledge transfer networks across the UK;

• substantially increased resources and responsibilities for the Regional
Development Agencies (RDAs) to provide an integrated approach to economic
development, business support and knowledge transfer at the regional level; and

• safe, cost-effective treatment of the UK’s historic nuclear liabilities with the
establishment of the Nuclear Decommissioning Authority (NDA) from April 2005.

Key reforms that DTI will undertake over the 2004 Spending Review period include: 

• implementing the Technology Strategy to lead improvements in business
innovation with funding of at least £178 million a year by 2007-08 for collaborative
R&D and knowledge transfer networks; 

• regional delivery of a wider array of support for business and enterprise, through
devolution to the RDAs of the Business Links service, R&D grant and some
enterprise for disadvantaged communities funding; 

• continuing reforms to UK Trade and Investment focusing on encouraging inward
investment into the UK as well as export promotion and better capability at
regional level to provide UKTI services to UK businesses, particularly firms who are
new to export; and

• further reform, building on DTI’s recent strategic reviews of its organisation and
business support, to refocus resources towards top priority programmes and away
from lower value business support and administration.
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TEN YEAR FRAMEWORK FOR SCIENCE AND INNOVATION

16.2 A strong science base, more actively engaged with the needs of business and public
services, provides the necessary platform for future productivity growth through innovation
in the UK. To achieve this, the Government is committed to raising the research and
development (R&D) intensity of the UK economy over the coming decade through both
public and private investment, and is publishing alongside the 2004 Spending Review, a ten-
year investment framework for science and innovation.

16.3 The Government’s long term objective is to increase the ratio of total UK R&D
spending to GDP from the current level of around 1.9 per cent to 2.5 per cent by 2014. The
2004 Spending Review provides increased funding for the science base through DfES and
DTI, such that spending on science will be over £1 billion higher in 2007-08 than in 2004-05.
This is consistent with the planned trajectory for investment over the coming decade, and
must be accompanied by increased R&D investment by business for this goal to be achieved.
The investment framework for science and innovation sets out key policy priorities for UK
science and innovation for the next ten years. This Spending Review provides for:

• shaping the science base to be more responsive to the research and skills
needs of the economy, including through central funding of £35 million in
2006-07 and 2007-08 to enable Research Councils to respond more quickly
and effectively to emerging priorities and opportunities;

• additional Research Council funding of grants in Higher Education
Institutions of £80 million in 2007-08, accompanied by further financial
management reforms, to improve the sustainability of the UK's university
research base;

• measures to enhance the supply of scientists and engineers, following the
recommendations of the 2002 Roberts Review1 in this area, by raising the
average PhD stipend to £13,000 in shortage areas; raising post-doctoral
salaries by £4,000 and developing a new academic fellowship scheme; and
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Box 16.1: Key Public Service Agreement (PSA) targets 

DTI has an ambitious PSA target, shared with HM Treasury, to demonstrate progress by
2008 in raising UK productivity growth over the economic cycle, improving
competitiveness and narrowing the productivity gap with the US, France and Germany.
DTI’s new PSA also includes targets to: 

• improve the performance of the UK research base and strengthen the innovation
performance of the UK economy;

• help build an enterprise society in which small firms thrive and achieve their
potential, including in disadvantaged communities;

• secure significant reductions in EU and world trade barriers, raising
competitiveness in Europe and improving opportunities for developing countries;
and

• make sustainable improvements in the economic performance of all English
regions and over the long term reduce the gap in regional growth rates.

Science

1 SET for success: The supply of people with science,technology, engineering and mathematical skills, April 2002. 
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• strengthening business-university collaboration, responding positively to the

2003 Lambert Review2 recommendations, including building support for
knowledge transfer from universities to £110 million a year by 2007-08, and
enhancing the role of RDAs in encouraging effective links between business
and the research base.

16.4 Following the DTI’s Innovation Report3 in December 2003 and the development of a
Technology Strategy to focus Government support for business innovation, this Spending
Review allocates additional resources for DTI’s knowledge transfer and innovation goals,
with the budget for the new Technology Strategy set to rise to at least £178 million by 
2007-08. A new independent business-led Technology Strategy Board will set out the
priorities for collaborative R&D programmes and knowledge transfer networks, ensuring that
business has a strong input into the pull-through of scientific advances into useful
technologies. This will lever benefit from the strong investment in the science base, impacting
directly on productivity.

16.5 The Government is working to ensure that the UK can realise its full entrepreneurial
potential by tackling specific barriers that inhibit successful enterprise. To improve access to
growth capital for small and medium-sized enterprises, the Government is making
provision for a pathfinder round of Enterprise Capital Funds, worth up to £25 million for
each fund. Further funding will be available if the programme is successful. DTI will expand
its support to Manufacturing Advisory Service (MAS), with funding rising to £6 million a
year by 2007-08, alongside continuing RDA funding. This expansion builds on the successful
work of MAS and allows it to continue to improve manufacturing performance in the UK. The
Government is committed to creating an enterprise culture in the UK and this Spending
Review provides £5 million in 2006-07 and 2007-08 for a national campaign by Enterprise
Insight.

16.6 The Regional Development Agencies (RDAs) are the lead agencies for economic
development in the regions, with an important role in delivering DTI’s regional economic
performance, enterprise and innovation objectives. Demonstrating the Government's
continuing commitment to improving the economic performance of the regions, the 2004
Spending Review devolves additional resources and responsibilities to the RDAs. As sponsor
department, DTI’s funding for the RDAs will increase from £234 million in 2004-05 to £483
million in 2007-08, in part to fund these important new priorities.

16.7 This additional funding will further equip the RDAs to ensure that business support
and knowledge transfer policies are tailored to address regional and sub-regional needs. In
line with the principles established in the Budget 2004 report Devolving Decision Making
Review: 2, Business Link services will be devolved to the RDAs in April 2005. RDAs will have
responsibility for delivery of Business Link services in their regions, within performance
targets and reporting arrangements set by the RDA tasking framework. The RDAs will
collectively work together with the Small Business Service to ensure that there is a mutually
consistent framework for the application of Business Link branding across regional services
and the national website, with very light central brand management. The RDAs will also take
on new responsibilities for R&D grants, for part of the successor to the Phoenix Fund
focusing on enterprise in disadvantaged areas and supporting business-university
collaboration. Reflecting the increasing strategic policy responsibilities being devolved to the
regions, the RDAs are being asked to build further their policy-making capacities, applying
best practice in evidence gathering, economic analysis and regional policy-making. Full
details of this Spending Review’s announcements on RDAs are set out in Chapter 23.

1432004 Spending Review

Innovation

Promoting
enterprise

New tools for
regional policy

2 Lambert Review of Business-University Collaboration, HMSO, December 2003.
3 Competing in the global economy: the innovation challenge, Department of Trade and Industry, December 2003.
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16.8 Funding for sustainable energy and security of energy supply of £85 million by 2007-
08, in addition to a total of £60 million allocated in the Energy White Paper, will help the UK
meet its Energy White Paper goal of putting itself on a path to cut UK carbon dioxide emissions
by some 60 per cent by about 2050, with real progress by 2020. It will also put DTI on track to
meet the Government’s aim for renewables, which is to supply 10 per cent of UK electricity in
2010, subject to the costs being acceptable to the consumer. Spending here will be in line with
the evidence base produced as part of the Renewables Innovation Review 4 in order to achieve
our environmental goals in the most cost effective way. In addition to DTI’s own resources, the
Department for Environment, Food and Rural Affairs will provide co-funding for the
Technology Strategy of up to £20 million a year by 2007-08, from landfill tax revenues recycled
to business, to support collaborative R&D aimed at waste minimisation and energy efficiency. 

16.9 The Spending Review provides funding, subject to the successful adoption of the
Energy Bill currently passing through Parliament, for the Nuclear Decommissioning
Authority (NDA). The NDA will be a new body with responsibility for the planning,
management and funding of nuclear liabilities and decommissioning on a long term basis. In
line with the July 2002 White Paper, Managing the Nuclear Legacy5, the Energy Bill places a
duty on the NDA to promote and develop a competitive market for clean up in the UK which
should ensure that nuclear clean up is carried out more effectively, with strong leadership and
direction.

16.10 The Spending Review ensures that the NDA has the resources it needs from its
inception to make real progress towards the Government’s targets for nuclear clean-up. This
means that over the 2004 Spending Review period the NDA will have an annual budget of
approximately £2 billion comprised of central government grant and income from its
commercial activities. Of this, over £1 billion per year will be provided through DTI’s
Departmental Expenditure Limit. Reflecting the importance of this new area of responsibility,
DTI will take on a new PSA target designed to reflect and secure the Government’s strong
commitment to the successful creation of an effective, safe and efficient market for nuclear
remediation.

16.11 High levels of competition increase the productivity of the economy, with both
businesses and empowered consumers driving better performance. The Enterprise Act has
set the framework for a more competitive economy. This Spending Review ensures that,
following a period of dramatic growth, the UK competition authorities have steady levels of
funding, allowing them to embed the new system and deliver high quality outcomes. The
Office of Fair Trading will also promote consumer empowerment. This will be supported by
the national roll-out of Consumer Direct, which will receive an additional £3 million per
year by 2007-08, building on the £16 million provided in the 2002 Spending Review .

16.12 The Export Credits Guarantee Department (ECGD) is the UK’s official Export Credit
Agency, with a mission to benefit the UK economy by providing insurance and guarantees to
exporters. As announced by the Secretary of State for Trade and Industry on
1 July, ECGD will be piloted as a capitalised trading fund from 1 April 2005 and will become
a statutory trading fund on 1 April 2007. The taxpayer will be further protected from
unexpected losses by the improvements to risk management that capitalisation will bring,
while ECGD’s customers will benefit from the greater operational autonomy and flexibility
that trading fund status offers to government agencies.
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4 Renewable Innovation Review, Department of Trade and Industry and The Carbon Trust, February 2002.
5 Managing the Nuclear legacy: a strategy for action, July 2002.
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16.13 ECGD will maintain its existing pricing regime and balance of risks and rewards for
the taxpayer, which will deliver a 5 per cent ‘affordable’ rate of return compared to a
hypothetical 10 to 15 per cent ‘commercial’ rate, were it to maximise profits. The Government
estimates the economic cost of operating at this lower rate of return is £85 to £150 million per
annum. From the inception of the statutory trading fund in 2007-08, this economic cost will
be incorporated into DTI’s resource budget, and Table 16.1 provisionally assumes 
the midpoint of £120 million will be added. The Government will finalise this estimate in 
Budget 2005 .

16.14 UK Trade and Investment (UKTI) works with firms to improve their export
performance and promotes foreign direct investment (FDI) into the UK. During the 2004
Spending Review period UKTI will continue its refocusing to achieve an optimal balance in
resource allocation between its export promotion and FDI activity. Consistent with other
initiatives to strengthen regional delivery of business support, there will be an increase in the
resources UKTI contribute to the RDA Single Pot for inward investment. In addition, RDAs
and UKTI will jointly sign off plans for trade development services, ensuring they support
Regional Economic Strategies.
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Box 16.2: Efficiency

Agreed target

DTI will realise total annual efficiency gains of at least £380 million by 2007-08, of which at
least half will be cashable, releasing resources to other priorities.

Implementation plan

As part of this programme DTI plans, by 2007-08, to:

• achieve a total reduction in civil service posts of 1,010 in core DTI, 200 in UKTI and
270 in other bodies, and be on course to have relocated at least 685 posts out of
London and the South East by 2010;

• deliver around 80 per cent of total efficiency gains, principally by increasing the
effectiveness of DTI’s business support products and securing efficiency gains
within the science budget. DTI will also secure recyclable savings from its agencies
and non-departmental public bodies;

• rationalise back office functions, saving £20 million to deliver around 5 per cent of
efficiencies through consolidation of finance and human resources functions;

• deliver around £20 million of savings through improved procurement, particularly
through more effective procurement of external consultancy and information
technology, and rationalisation of the DTI estate; and

• work with the Regional Development Agencies to ensure the efficient devolution
of business support products and to minimise overlaps in service provision.



Table 16.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Trade and Industry

Resource Budget 4,932 5,858 6,110 6,249

Of which Administration Budget 427 449 414 404

Capital Budget 160 328 480 475

Total Departmental Expenditure Limit1, 2 4,971 6,062 6,453 6,582

Department of Trade and Industry1 4,818 5,267 5,445 5,689

Other bodies1, 2 153 157 152 147

NDA transfer1, 3 n.a. 638 856 746

Memo: Support for ECGD4 n.a. n.a. n.a. 120

1 Full resource budgeting basis, net of depreciation.
2 Includes UKTI, Office of Fair Trading, the Office of Gas and Electricity Markets and Postcomm.
3 The NDA is expected to be operational from 2005-06. This line reflects fiscally neutral adjustments to bring nuclear decommissioning spending within
the DEL control framework. Total spending on nuclear decommissioning includes this line, expenditure within DTI and MOD DELs, and receipts from the
NDA’s commercial activities.
4 When ECGD takes on Trading Fund status in 2007-08, a budget charge representing the economic cost of providing export credit support will be
incorporated into DTI’s Resource DEL. For Spending Review purposes an estimate of £120m has been used, which will be reviewed in Budget 2005. 
This estimate has not been added to DTI’s resource DEL totals.
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2004 Spending Review

DELIVERING SUSTAINABLE DEVELOPMENT

17.1 The Department for Environment, Food and Rural Affairs (Defra) brings together
responsibility for the environment, farming, food production and rural policy under the overall
aim of sustainable development. Defra’s budget is growing by an average 2.7 per cent a year in
real terms over the 2002 Spending Review period. The 2004 Spending Review locks in these
additional resources and Defra’s budget will continue to grow by 1.2 per cent a year in real terms.
Defra will use these resources alongside funding released through efficiencies to promote
sustainable development and deliver environmental priorities, while continuing to implement
major reform of its executive agencies and other bodies to improve services to its customers.

Protect ing the Env ironment

17.2 In this Spending Review the Government is taking steps to tackle climate change and
promote sustainable consumption and production. The UK has already made progress in
reducing carbon emissions from all sectors of the economy but climate change remains one
of the biggest global threats to sustainable development. Tackling global climate change
requires co-operative multilateral action, based on a proper understanding of the risks of
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The Government believes that economic, social and environmental progress must go hand
in hand. This Spending Review provides for the Department for Environment, Food and
Rural Affairs (Defra) to build on progress made to date:

• programmes to support improvements in business resource efficiency will be rolled
out, funded from the recycling of landfill tax revenues; 

• total spending on the local authority Waste Management Performance Reward
Grant will be £20 million higher in 2007-08 than the £90 million previously
announced to help raise local authority waste performance;

• Private Finance Initiative (PFI) credits for investment in value for money waste
disposal facilities will be £155 million higher in 2007-08 than in 2004-05 to further
encourage a shift away from landfill; and

• total spending on the Warm Front Programme will be £95 million higher in 2007-
08 than in 2004-05 to improve the energy efficiency of homes and reduce fuel
poverty.

Over the 2004 Spending Review period Defra will:

• take further action to tackle climate change and make progress towards the
domestic target of reducing carbon dioxide emissions by 20 per cent by 2010.
Climate change will be a key theme of the UK’s EU and G8 Presidencies in 2005; 

• continue to raise standards of flood and coastal defence, focusing on areas most at
risk; and

• implement agreed reforms to the Common Agricultural Policy, drive forward
further reform, and take forward modernisation of rural delivery following the
Haskins review.

In pursuing these goals, Defra will be taking forward a significant efficiency programme,
making efficiency gains of at least £610 million by 2007-08 which will release resources to
take forward priorities.

Climate change
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inaction. The UK will therefore be making climate change a central theme of its EU and G8
Presidencies in 2005. In addition, recognising the contribution of the transport sector to
greenhouse gas emissions, the Department for Transport will share the joint climate change
PSA target with Defra and the Department of Trade and Industry (DTI).

17.3 Efficient use of resources and effective management of waste are essential for an
environmentally sustainable economy. The Energy White Paper1 identified the need for a step
change in energy efficiency to achieve the Government’s energy policy goals. There is also a
need to remove barriers to realising the economic benefit that can be derived from the
minimisation, re-use and recycling of resources. Budget 2003 announced that the standard
rate of landfill tax will be increased by £3 a tonne in 2005-06 and by at least £3 per tonne in
the years thereafter, on the way to a medium to long-term rate of £35 a tonne. It also
announced that these increases in landfill taxes will be revenue neutral to business as a
whole. In line with this commitment, the revenues, rising to £146 million a year in England
by 2007-08, will be used to support business in improving resource efficiency. This will
include support that specifically targets waste minimisation and diversion of waste from
landfill as well as resource efficiency more generally. Up to £20 million a year by 2007-08 of
these resources will be used to co-fund the DTI led Technology Strategy to support research
and development aimed at waste minimisation and energy efficiency and at least £40
million a year by 2007-08 will be used to expand the Carbon Trust’s programmes supporting
business in improving energy efficiency. In introducing these new programmes Defra will
establish a customer focused delivery structure. The Government will also consult on a new
enhanced capital allowance scheme for waste and associated resource efficiency
technologies.

17.4 Local authorities have a crucial role to play in meeting the challenge of delivering
more environmentally sustainable waste management practices. Chapter 11 sets out the
additional resources that Spending Review 2004 provides for local authorities and the
efficiency gains that will be delivered. The additional funding for the Environment, Protective
and Cultural Services (EPCS) block grant includes provision to ensure that the increases in
landfill tax are revenue neutral to local authorities as a whole in 2006-07 and 2007-08.
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Box 17.1: Key Public Service Agreement (PSA) targets

Defra’s PSA set has been updated, with revised targets to:

• progress delivery of the UK’s World Summit on Sustainable Development
commitments and internationally agreed commitments to tackle climate change,
reflecting the fact that sustainable development goes beyond national boundaries;

• reduce greenhouse gas emissions, where the target will now be shared with the
Department for Transport, reflecting the transport sector’s contribution to
greenhouse gas emissions;

• reduce trade-distorting agricultural support, recognising the importance of this for
our own and developing countries’ economies;

• enable at least 25 per cent of household waste to be recycled or composted by
2005-06, with further improvements by 2008; 

• eliminate fuel poverty in vulnerable households in England by 2010, in line with the
Government’s Fuel Poverty Strategy objective; and

• target more comprehensively major animal health and welfare threats, placing an
emphasis on risk sharing with the farming industry.

Support for
business
resource
efficiency

Support for local
authority waste

management
performance

1 Energy White Paper: Our energy future – creating a low carbon economy, Department of Trade and Industry, February 2003.
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Recycling of the revenues in 2005-06 will be carried out in the autumn, as part of the local
government revenue settlement. By 2007-08 Defra will help local authorities to deliver around
£300 million worth of efficiency gains on waste services mainly by more effective joint
working, promoting best practice, and standardisation of procurement operations. This 
Spending Review provides additional resources for the local authority Waste 
Management Performance Reward Grant, which will be introduced in 
2005-06, so that by 2007-08 total spending will be £20 million higher than the £90 million
previously announced to help local authorities to achieve a step change in their waste
management. Private Finance Initiative (PFI) credits for investment in value for money
waste disposal facilities will be £155 million higher in 2007-08 than in 2004-05. Together
with the Landfill Allowance Trading Scheme, which will operate from 2005-06, and continued
targeted support for local authorities through Defra’s Waste Implementation Programme
(WIP) these additional resources will further support a shift towards sustainable waste
management.

17.5 The Government continues to recognise the importance of flood management, and
will carry forward the significant increases in funding allocated in Spending Review 2002.
This will allow Defra and the Environment Agency to continue to improve standards of
protection from flooding and coastal erosion, focusing on areas most at risk. The Government
will in this Spending Review period develop a more sustainable flood management policy, in
order to address the future challenges associated with climate change. The Government is
planning to launch a consultation on a new flood management strategy, which will also
include a consultation on alternative funding mechanisms for flood and coastal defence.

17.6 The Government’s Fuel Poverty Strategy sets out our commitment to ending fuel
poverty for vulnerable households by 2010. The latest estimates from this year’s Fuel Poverty
Strategy Annual Progress Report2 indicate that in 2002 there were 1.4 million fuel poor
households in England of which 1.2 million were vulnerable. As a result of this Spending
Review total spending on the Warm Front Programme will be £95 million higher in 2007-08
than in 2004-05 to ensure further progress towards the 2010 target. Warm Front resources
will be better targeted on the genuinely fuel poor, including through reviewing the eligibility
criteria and examining whether the energy efficiency of the home should be taken into
account in deciding which measures should be installed.
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Box 17.2 Better Regulation

Defra’s Regulation Task Force reported in April 2004 and highlighted the need for: 

• strategic objectives; 

• appropriate streamlined institutions; 

• creativity in considering regulatory instruments; 

• pro-active engagement with customers; and

• improved skills and systems within Defra; including a stronger central regulatory
focus and a robust “challenge” process.

To take these recommendations forward Defra will develop a charging and regulation
strategy for the food and farming industries along with a three-year strategic plan for
implementation of all proposals with a regulatory impact. All regulatory proposals will be
accompanied by a Regulatory Impact Assessment agreed with the Cabinet Office.

Flood and coastal
defence

Fuel poverty

2 The UK Fuel Poverty Strategy 2nd Annual Progress Report, Defra, April 2004.
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Del ivery  Reforms
17.7 In 2003 Lord Haskins was invited to undertake an independent review of rural
delivery.3 His report advocated a separation of rural policy making and its delivery, a
rationalisation of delivery bodies and the devolution of delivery. The Government welcomed
the Report and in response announced that an integrated agency bringing together elements
of the work of English Nature, the Countryside Agency and the Rural Development Service
would be established. The Government is considering how to achieve alignment of the
Forestry Commission with the new integrated agency. Consistent with these reforms
resources are being devolved to the Regional Development Agencies to deliver rural socio-
economic objectives.

17.8 The 2002 Spending Review announced investment in sustainable food and farming
totalling over £500 million and since then good progress has been made. Reforms to the EU
Common Agricultural Policy (CAP) agreed in June 2003 and April 2004 largely decouple the link
between subsidies and production for many important sectors and make receipt of the Single
Farm Payment dependent on meeting minimum environmental standards. These
achievements will be built on over the Spending Review 2004 period with, for example, the roll
out of the entry-level environmental stewardship scheme across England in 2005. The
Government will press the EU to continue to take steps to tackle trade-distorting domestic
support and to agree to further significant agricultural reform so that border protection is
substantially reduced and export subsidies are no longer an issue for world trade by 2010, and
to reduce all agricultural tariff peaks towards the maximum level for non-agricultural products.
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Box 17.3: Efficiency

Agreed target
Defra and its core agencies and sponsored bodies will realise total annual efficiency gains
of at least £610 million by 2007-08, of which at least half will be cashable, releasing
resources to front-line activities.

Implementation plan
As part of this programme of efficiency gains Defra plans, by 2007-08, to:

• achieve a total reduction of 2,400 civil service posts and be on course to have
relocated 390 posts out of London and the South East, and come forward by March
2005 with further proposals for relocation;

• deliver step-change improvements to the way CAP schemes are administered,
through the Rural Payments Agency change programme, delivering £52 million in
efficiencies;

• rationalise delivery functions following the Haskins Review, realising efficiency
gains of £13 million through the Modernising Rural Delivery Plan and £30 million
through the England Rural Development ICT Programme;

• realise across-the-board efficiency gains of £73 million in the Environment Agency
(EA) under the EA Efficiency Programme, by generating efficiencies in flood
defence provision, placing a greater emphasis on the provision of online services,
and by making back-office improvements within the EA itself;

• streamline policy-making and rationalise Defra back office functions to deliver
around £84 million of efficiencies;

• deliver efficiency gains of around £33 million in improved procurement, largely
through ICT system improvements for commercial contracting; and

• work with local authorities to deliver around £300 million of efficiency gains on
waste services.

Modernising
Rural Delivery

Sustainable Food
and Farming and

CAP reform

3 Rural Delivery Review – A report on the delivery of government policies in rural England, Christopher Haskins October 2003.
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Table 17.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Department for Environment, Food
and Rural Affairs

Resource Budget 3,024 3,140 3,295 3,401

Of which Administration Budget 299 317 307 297

Capital Budget 329 339 339 339

Total Departmental Expenditure Limit1 3,153 3,272 3,427 3,533

1 Full resource budgeting basis, net of depreciation.

1512004 Spending Review
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OPPORTUNITY,  ACCESS AND QUALITY:  BUILDING ON
SUCCESS

18.1 The Government’s aims for the Department for Culture, Media and Sport (DCMS) are
to:

• improve the quality of life for all through cultural and sporting activities;

• support the pursuit of excellence; and 

• champion the tourism, creative and leisure industries.

In fulfilling these goals the department will continue to build on the Government’s
investment in culture and sport in the 2000 and 2002 Spending Reviews. 

18.2 This Spending Review provides an annual average increase in funding of 2.3 per
cent in real terms for culture and sport over the three years to 2007-08. It demonstrates the
Government’s ongoing commitment to providing opportunities for all, and particularly for
the socially excluded and young people, to participate in sport and culture.
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This Spending Review underlines the Government’s commitment to supporting and
developing Britain’s culture, media and sport sectors to provide opportunities for all. In
particular, the 2004 Spending Review:

• increases the budget for these sectors, so that it is £230 million higher by 2007-08
than in 2004-05, equivalent to an average annual increase of 2.3 per cent in real
terms; 

• provides a universal opportunity for school children to take part in high quality
school sport;

• renews the Government’s commitment to the Football Foundation, providing
sports facilities and opportunities for young people and communities, and provides
an equivalent amount of funding for other sports facilities, participation and
volunteering;

• extends the Renaissance in the Regions museums programme to all nine English
regions, boosts spending on the national museums and galleries’ capital assets,
enabling them to maintain their commitment to free access, and doubles the
annual funding for the National Heritage Memorial Fund by 2007-08, compared to
2004-05;

• enables children in 36 deprived areas to take part in Creative Partnerships; 

• gives security of funding for arts organisations; and

• generates efficiency gains of at least £260 million, including cashable gains that will
be recycled towards providing more and better opportunities to participate in
sports and culture, building on the success of the programme of reform and
modernisation begun in the 2002 Spending Review.
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18.3 The Spending Review sets a target to increase the proportion of school children in
England who spend a minimum of two hours each week on high quality sport from 25 per
cent in 2002, to 75 per cent by 2006 and 85 per cent in 2008. The Department for Culture,
Media and Sport will also work towards a new PSA target to halt the year-on-year increase
in obesity among children under 11 years of age.

18.4 The department aims to increase and broaden the impact of sport and culture among
the adult population for priority groups. This Spending Review therefore widens the scope of
the PSA target that relates to increasing the participation of adults in priority communities
in culture and sport to include young people between the ages of 16 and 19.

Investment  in  sports  and cu l ture

18.5 The Government has renewed its commitment to the Football Foundation, and this
settlement also gives equivalent funding for other sports facilities, participation and
volunteering. The Football Foundation will support sporting activities and promote healthy
lifestyles at a community level, paying particular attention to the needs of the socially
excluded and the young.

18.6 If London is successful in its bid to host the 2012 Olympic Games, preparation will
begin during this Spending Review period. In 2003, the Government and the Mayor of London
signed a Memorandum of Understanding setting out the sources of public funding for the
Olympics. These are the National Lottery, London Council Tax and the London Development
Agency.

18.7 This Spending Review allows for a real terms increase in arts funding over the three
Spending Review years to 2007-08, providing security of funding for arts organisations. The
Government will provide Creative Partnerships between schools and the arts for children in
36 deprived areas.

18.8 Visits to national museums that used to charge for entry were 72 per cent higher in
the year to December 2003 than in the year to December 2001, when the Government
introduced free access. In the light of this success, and following the recommendation of the
Goodison Review Securing the Best for Our Museums: Private Giving and Government
Support1, the Government announced in Budget 2004 that it would consider extending the
free access commitment for the main national museums and galleries to university
museums. The Government has now announced its intention to extend the policy of
promoting free access, and the Value Added Tax (VAT) refund scheme that helps deliver it, to
university museums. This will allow eligible university museums to reclaim their input VAT,
as they would be able to do if they charged output VAT on admission charges. DCMS will
publish a full list of eligible institutions, and legislation to amend the VAT scheme will be
brought forward by the end of 2004. This Spending Review also provides for national
museums to maintain free access.
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participation
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Arts

Free access to
museums 

1 Securing the Best for Our Museums: Private Giving and Government Support, HM Treasury, January 2004.

Children
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Local  and reg ional  ser v ices

18.9 This Spending Review extends the Renaissance in the Regions programme for
regional museums, introduced in the 2002 Spending Review, to all nine English regions, as
recommended in the Goodison Review. Already, the number of school children visiting
museums and galleries has increased by 28 per cent in the first year in the three regions where
the programme has begun.

18.10 The Government recognises the crucial contribution local government makes to the
cultural, leisure and sport sectors. Over the Spending Review period the department will
place a greater emphasis on working with local authorities to achieve its goals at a local level.
The department will work with local government and with the Office of the Deputy Prime
Minister to ensure that the culture and sports services provided by local authorities represent
value for money for local people.

18.11 The department will continue to build on its work to support and increase the
productivity of the tourism, creative and leisure industries, including funding the Regional
Development Agencies (RDAs) to promote economic growth in these sectors in all regions.
Full details of the RDAs spending settlement are set out in Chapter 23.

EFFICIENCY

18.12 The Department of Culture, Media and Sport is committed to increasing the
proportion of funding that goes towards the front-line provision of opportunities to
participate in sports and culture, by ensuring that both the core department and its
sponsored bodies operate efficiently and effectively. The 2002 Spending Review introduced
an ambitious programme of modernisation and reform in the department’s sponsored
bodies. This programme is now generating annual savings of £24 million. In the 2004
Spending Review period DCMS will expand this programme to all sectors. Cashable efficiency
gains from administrative spending and smarter procurement will be redirected towards
improving and increasing culture and sports opportunities for all.
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Local services

Contributing to
economic growth

Box 18.1: Key Public Service Agreements (PSA) targets

The Department for Culture Media and Sport’s Public Service Agreement contains targets
to:

• increase children’s and young people’s experience of sport; 

• halt the year-on-year rise in obesity among children under 11;

• increase take-up of cultural and sporting opportunities by adults aged 16 and
above from priority groups; and

• improve the productivity of the tourism, creative and leisure industries.

Regional
museums
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Table 18.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Department for Culture, Media and Sport

Resource Budget 1,455 1,542 1,595 1,644

Of which Administration Budget 46 49 48 47

Capital Budget 82 97 117 132

Total Departmental Expenditure Limit1 1,444 1,543 1,614 1,674

1 Full resource budgeting basis, net of depreciation.
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Box 18.2: Efficiency

Agreed target

DCMS will realise total annual efficiency gains of at least £260 million by 2007-08, of which
at least half will be cashable, releasing resources for front-line activities.

Implementation plan

As part of this programme of efficiencies, the DCMS plans, by 2007-08, to:

• achieve a total reduction of just under 30 civil service posts and be on course to
relocate 600 posts in sponsored bodies out of London and the South East by 2010
at the latest, both from new bodies to be set up following legislation, and from
existing bodies that may benefit from relocation;

• secure annual efficiency gains of around £115 million through an efficiency
programme which will include cutting the core department’s administration costs,
rationalising the back office functions and accommodation of sponsored bodies,
and sharing specialist services such as ticket booking, art storage and transport,
while protecting and enhancing front-line services; 

• facilitate the delivery of annual efficiency gains of £146 million within local
government expenditure on culture and leisure services, for example by
promoting best practice and by streamlining performance regimes, particularly for
library services; and

• work with its sponsored bodies, local authorities, the Office of the Deputy Prime
Minister, and the Improvement and Development Agency to facilitate the delivery
of these and other efficiency gains.
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TACKLING POVERTY AND ENSURING EMPLOYMENT
OPPORTUNITY FOR ALL
19.1 The Department for Work and Pensions’ key objectives are to provide employment
opportunity for all and to tackle child and pensioner poverty. Reducing worklessness and
poverty will not only improve living standards but also contribute to higher economic growth.
In recent years the Government’s welfare reform and modernisation policies have:

• contributed to record levels of employment, with over 1.8 million more people
in work than in 1997 and unemployment rates at record lows. The New Deal
has made a major contribution to this success, having helped over 1 million
people into work;

• underpinned significant progress on tackling child poverty. The number of
children in relative low-income households fell by around 500,000 between
1998-99 and 2002-03 and the Government is broadly on course to meet its
2004-05 PSA target to reduce the number of children in low-income
households by a quarter;

• helped raise the incomes of the poorest pensioners and reward those on low
and modest incomes for their saving. The Government established The
Pension Service and in October 2003 successfully launched the Pension
Credit, which is now being paid to 2.5 million pensioner households. As a
result of the Pension Credit the poorest third of pensioners are now on average
£600 a year better off than if the equivalent amount had been spent on raising
the Basic State Pension; and
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The Government is committed to providing employment opportunity for all and tackling
child and pensioner poverty. Since 1997, the Government has invested heavily in the
modernisation of the welfare system, and the success of initiatives such as the New Deal
has contributed to the strong performance of the labour market. As announced in Budget
2004, this ongoing modernisation process will enable the Department for Work and
Pensions (DWP) to make ambitious efficiency gains over the 2004 Spending Review period,
with the Department’s overall expenditure being frozen in nominal terms and a net
reduction of 30,000 posts being realised by 2008. 

By completing the national roll out of Jobcentre Plus in 2006, thereby establishing a
modern, work-focused, integrated employment and benefits service, the Department will
be able to sustain and improve service levels provided to working age customers with fewer
staff. The Pensions Transformation Programme will enable The Pension Service to deliver
substantial improvements in its service for pensioners and significantly improved efficiency. 

To make best use of its resources, DWP will:

• test new approaches to supporting those furthest from the labour market, and
develop new ways of focusing resources on those most in need of support;

• develop and test a new framework for devolving more responsibility for the
allocation of resources to managers at local level to help them make more efficient
use of the funding available to tackle local and national priorities; 

• make further progress on tackling child poverty in line with the PSA target jointly
held with HM Treasury; and

• take forward a programme for empowering people to make real and informed
choices on working and saving for their retirement. 
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• delivered more effective support to help disabled people and those with

health conditions realise their aspirations of moving into work. The
Government launched its Pathways to Work pilots in October 2003 and, from
early 2005, will extend a mandatory work-focused interview regime to some
existing incapacity benefits customers alongside a job preparation premium
in the pilot areas. The Government is improving rights and opportunities for
disabled people through the Disability Discrimination Bill.

19.2 The Government has invested heavily in the modernisation of employment services
since 1997, including £2.2 billion invested in the new Jobcentre Plus infrastructure. Jobcentre
Plus offices have now been rolled out in over 500 locations and full national roll out will be
completed in 2006. By completing the introduction of a modern, work-focused, integrated
employment and benefits service the Department will be able to sustain and improve service
levels with fewer staff and make further progress on its key objectives of providing
employment opportunity for all and tackling child and pensioner poverty. The new DWP
Public Service Agreement also sets a number of new, challenging targets.

19.3 The 2004 Spending Review builds on the modernisation of Jobcentre Plus by
supporting the development of new ways of focusing resources more effectively on those
most in need of support. These reforms will also support progress in tackling child poverty
and wider deprivation, by helping parents and people from vulnerable groups into
sustainable employment, along with steps being taken across Government to increase
financial inclusion.

158 2004 Spending Review

Box 19.1: Key Public Service Agreement (PSA) targets

The 2004 Spending Review sets a number of challenging targets for DWP, which are set out
in full in the Public Service Agreements White Paper published alongside this document.
Main features include:

• a commitment to halve the number of children living in relative low-income
households by 2010-11 compared to 1998-99, on the way to eradicating child
poverty by 2020. DWP’s main contributions to this joint DWP and HM Treasury
target are through reducing the number of children in workless households by 5
per cent between 2005 and 2008 and improving the performance of the Child
Support Agency. The Government will also set a target as part of the next
Spending Review to halve by 2010-11 the numbers of children suffering a
combination of material deprivation and relative low incomea;

• continued commitment to raising employment rates, particularly of disadvantaged
groups and in disadvantaged areas;

• increasing the number of pensioners in receipt of Pension Credit, while ensuring
that it focuses on the poorest households;

• improving working age individuals’ awareness of their retirement provision such
that by 2007-08 15.4 million individuals are regularly issued a pension forecast and
60,000 successful pension traces are undertaken a year;

• demonstrating continued progress on improving rights and opportunities for
disabled people, as well as improving their employment outcomes; and

• a new target to improve Housing Benefit administration as part of the
Government’s ongoing agenda of Housing Benefit reform.

a The target will be met if there is an equivalent proportional reduction to that required on relative low-income
between 2004-05 and 2010-11. 

Focusing support
on those most in

need
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19.4 In Building on New Deal2, the Government announced its plans for a new framework
for devolving more responsibility for the allocation of resources to local managers, within a
national framework of rights and responsibilities, to help them make more efficient use of the
funding available to tackle local and national priorities. As part of its Spending Review
settlement, DWP will be developing and testing this model in a number of prototype areas.

19.5 Over the 2004 Spending Review period DWP will be developing more effective
support for people facing the greatest barriers to work, including through a comprehensive
and rigorous evaluation of the Pathways to Work pilots and through: 

• the rigorous testing of new approaches to supporting those further from the
labour market, such as in-work credits and worksearch premiums, and
measures to help people to enter, remain and progress in work including the
Employment Retention and Advancement Demonstration project and the
New Deal for skills; and

• steps to address the remaining structural and institutional factors that can act
as barriers to labour market participation, including through reforms to
Housing Benefit that will provide more consistency and continuity for people
as they move into work.

19.6 To tackle pensioner poverty and improve pension provision for all, the 2004 Spending
Review will support:

• for today’s pensioners, a commitment to increase the number of pensioner
households receiving Pension Credit to at least 3.2 million by 2008 while
continuing to focus on the poorest pensioners by ensuring that at least 2.2
million of these pensioner households receive the Guarantee Credit by the
same time. This stretching commitment forms part of the Department’s
Public Service Agreement;

• empowering today’s working age population to make informed choices about
working and saving for their retirement by ensuring they have high-quality,
accurate and timely information about their retirement income. In addition to
a significant extension of the forecasting and tracing programmes, the
Department will deliver a web-based retirement planner which will give
people information about their pension from both state and private sources.
Within this Spending Review period the Department will explore such ideas as
automatic enrolment in pension schemes and commitments to save more in
the future, and will take forward those measures that enable individuals to
maximise opportunities to save through the workplace; and

• The Pension Service’s plans to deliver substantial improvements in service for
today’s pensioners, and significantly improved efficiency through the
Pensions Transformation Programme.
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Better pension
provision

2 Building on New Deal: local solutions meeting individual needs, DWP, June 2004 
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Table 19.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Department for Work and Pensions

Resource Budget 7,849 8,198 8,198 8,198

Of which Administration Budget 5,913 6,049 5,885 5,828

Capital Budget2 435 358 155 50

Total Departmental Expenditure Limit1 8,164 8,436 8,212 8,105

1 Full resource budgeting basis, net of depreciation.
2 2005-06 Capital DEL includes Reserve allocation.
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Box 19.2: Efficiency

Agreed target

DWP will realise total annual efficiency gains of at least £960 million by 2007-08, of which
at least half will be cashable.

Implementation plan

As part of this programme of efficiencies DWP plans, by 2007-08, to:

• achieve a total reduction of 40,000 civil service posts, with redeployment of 10,000
of these posts to front-line roles, and ensure the relocation of at least 4,000 posts
out of London and the South East;

• continue to modernise its transactional processes, such as benefit processing, in
order to put more of the available resources into front-line services such as helping
people into work and tackling child and pensioner poverty. Modernising
transactional processes will deliver around a third of efficiency gains;

• continue to make substantial savings in procurement processes, generating around
half of the required efficiency gains. For example, by moving people from paper-
based methods of benefit payment to direct payments into bank accounts, the
department is able both to provide a more effective service and to make
substantial savings in the contracts and costs associated with cashing paper-based
payments; and

• modernise and streamline the back office functions of finance and human
resources shared service functions, delivering over 10 per cent of efficiency gains.
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PEACE AND SECURITY FOR ALL IN NORTHERN IREL AND

20.1 The aim of the Northern Ireland Office is to secure a lasting peace in Northern
Ireland, based on the Good Friday Agreement, in which the rights and identities of all the
people in Northern Ireland are fully respected and safeguarded and where a safe, just and
tolerant society can thrive and prosper. Over the 2004 Spending Review period, the Northern
Ireland Office will continue its work to consolidate the political settlement in the Good Friday
agreement, and to bring about the restoration of devolution.

20.2 The Northern Ireland Office will continue to encourage political development by
building on its relations with the Northern Ireland Assembly, when devolution is restored,
and with the Irish Government. It will also continue its contributions to the cross-border
bodies. It will continue its work in cooperation with external stakeholders to build confidence
in the efficiency and effectiveness of the police service, to reduce crime and ensure crimes are
brought to justice, to ensure the effectiveness and good management of the criminal justice
system, and to bring about value for money in the prison service.

20.3 The department will pursue its reform programme within the areas of policing,
criminal justice and the prison service, and ensure all parts of each service attain the
standards of the best. For the Police Service of Northern Ireland, these reforms involve a
major change in composition and investment in infrastructure, including implementation of
the reforms recommended in the Patten report1. Priority will be attached to, among other
things, combating serious and organised crime and narrowing the justice gap by increasing
the number of people brought to justice.

20.4 A central part of the reform of the criminal justice system is the establishment of a
single independent Public Prosecution Service. Reform of the Northern Ireland Prison
Service, aimed at a return to normalisation, will need to take account of the
recommendations of the Steele Review2, which require additional staff to maintain safety
within a separated regime, and the provision of new accommodation where necessary to
cater for a rising prison population. The department will implement a strategic review to
ensure a modern, cost-effective prison service.
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The budget for the Northern Ireland Office will be £1.2 billion in 2007-08. Taking into
account the efficiency gains identified in the Efficiency Review, equivalent to at least £90
million per year by 2007-08, the 2004 Spending Review will enable the Northern Ireland
Office to build on the progress achieved in previous Spending Reviews. In particular, it will
enable the department to:

• take forward key reforms in the police service, criminal justice system and prison
service;

• strengthen front-line delivery and reduce crime rates; and

• make continued progress in delivering the department’s objectives and
performance targets, including promoting the peace process.

Reform of the
criminal justice

system 

1 A New Beginning: Policing in Northern Ireland, Northern Ireland Office, September 1999.
2 Review of safety at HMP Maghaberry, Northern Ireland Office, August 2003.



NO R T H E R N IR E L A N D OF F I C E20
20.5 The department will ensure that the public inquiries announced in April 2004 are
effectively implemented. The department will continue work to tackle the causes of crime,
with the new community safety partnerships the lynchpin of the strategy to reduce crime. The
Criminal Justice Inspectorate and Law Commission will be established to ensure
improvements in the standards and transparency of the criminal justice system and boost
public confidence alongside the recently established Justice Oversight Commissioner.

20.6 In addition to their role in countering terrorism relating to Northern Ireland, the
Northern Ireland Office and Police Service for Northern Ireland also make an important
contribution to countering the wider terrorist threat to the UK and overseas. The department
keeps security policy under continuous review in the light of changes in the level of threat
from terrorism, with the aim of returning to normal security arrangements as soon as the
threat level allows. There has been a significant reduction in the degree of pubic disorder. A
substantial number of army bases and installations have been closed as part of the
commitment to return to normal security arrangements.

20.7 The Northern Ireland Office’s Public Service Agreement for the 2004 Spending Review
period sets out the results and reforms that the department plans to deliver with the resources
it has been allocated.
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Public Service
Agreement

Box 20.1: Key Public Service Agreement (PSA) targets 

The Northern Ireland Office’s Public Service Agreement includes targets to:

• increase public confidence in the police in Northern Ireland by 3 per cent by April
2008, and increase Catholic representation in the police service to 30 per cent by
December 2010;

• increase confidence in the criminal justice system in Northern Ireland by 3 per
cent by April 2008;

• reduce specific types of crime including domestic burglary and vehicle crime; and
reduce the rate of reconviction; and

• ensure that the cost per prisoner place falls to £82,500 in 2007-08.
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Table 20.1: Key figures

£ million

2004-051 2005-06 2006-07 2007-08

Northern Ireland Office

Resource Budget 1,151 1,191 1,141 1,131

Of which Administration Budget 176 193 188 186

Capital Budget 57 72 72 72

Total Departmental Expenditure Limit 2 1,159 1,214 1,164 1,154

1 2004–05 includes spending on the Bloody Sunday Inquiry and other programmes on a declining profile, such as compensation.
2 Full resource budgeting basis, net of depreciation.
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Box 20.2: Efficiency

Agreed target
NIO will realise total annual efficiency gains of at least £90 million by 2007-08, of which at
least half will be cashable, releasing resources for front-line activities.

Implementation plan
As part of this programme of efficiency gains the department plans, by 2007-08, to:

• achieve a total reduction of 128 civil service posts in the core department and its
agencies, as well as a total reduction of 1,446 public sector posts, and relocate 8
posts out of London and the South East by 2007-08;

• rationalise back office functions, including human resources, ICT, office services,
policy and corporate services in the core departments and all the bodies that it
funds, and restructure and streamline its headquarters’ directorates, contributing
in total £12 million of efficiency gains;

• deliver around £12 million of efficiencies through improved procurement, including
a coordinated approach to procurement across the NIO and other Northern
Ireland departments;

• improve working practices in the prison service, reducing the cost per prisoner
place and more generally reduce sickness absence and release resources to the
front line;

• invest in core ICT infrastructure and in Causeway, a joint undertaking by six
criminal justice organisations in Northern Ireland to improve performance by
sharing information electronically, leading to faster justice; and

• increase front-line time of the police as a percentage of police time by over 15 per
cent.  
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DELIVERING A WORLD CL ASS ECONOMY

21.1 The Chancellor’s Departments have a key role to play in delivering the Government’s
objectives. HM Treasury is responsible for developing and implementing economic policy
with a view to achieving rising prosperity and a better quality of life for all, while Inland
Revenue and HM Customs and Excise collect the revenues that pay for essential public
services.

Reform and Modernisat ion

21.2 In July 2003, the Chancellor announced that the Permanent Secretary to the Treasury,
Gus O’Donnell, would lead a major review of the organisations dealing with tax policy and
administration – HM Customs and Excise, the Inland Revenue and HM Treasury. This review
reported in March 20041. The Chancellor announced at Budget 2004 that he had accepted the
recommendations of the review. Accordingly, the work of the Inland Revenue and HM
Customs and Excise is being integrated with the creation of a new department, HM Revenue
and Customs (HMRC), while HM Treasury will strengthen its responsibility for tax policy, with
support from the new department.

21.3 The major reforms flowing from the O’Donnell Review are intended to provide a
world class tax system, with improvements to:

• customer service and compliance costs, through coherent policy advice and
service planning, customer education and advice, processes and systems, and
compliance activity;

• effectiveness, through alignment of strategies, a coherent approach to
information, new approaches to compliance, and flexible resource allocation.
By helping to ensure that the right tax is paid by the right people, fairness will
also be enhanced;
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As set out in Budget 2004, the Chancellor’s Departments will realise ambitious efficiency
savings over the 2004 Spending Review period, with departmental administration
expenditure frozen in nominal terms and a significant reduction in posts by 2008.

With these efficiencies releasing extra resources for front-line work, this Spending Review
provides for:

• implementation of the recommendations of the O’Donnell Review, with the
creation of HM Revenue and Customs providing improvements in customer
service, compliance and effectiveness for the benefit of all tax payers;

• further action to combat tax and national insurance contributions losses to
safeguard revenues and fair competition; and

• delivering the Government’s commitment on Lorry Road-User Charging, which
will ensure a level playing field for all hauliers using UK roads irrespective of their
nationality.

Review of the
Revenue

Departments

A world class tax
system

1 Financing Britain’s Future: The Review of the Revenue Departments, March 2004.



TH E CH A N C E L LO R ’ S DE PA R T M E N T S21
• efficiency, through economies of scale and the impetus of transformational

change, particularly in transactional processes; and

• tax policy, through a new coherent approach where HM Treasury will lead on
strategic work and policy development, while the new department will lead on
policy maintenance and delivery.

21.4 The Chancellor has made clear that the Government remains committed to
delivering on the aims, timetable and funding of Lorry Road-User Charging. This will ensure
that all hauliers, regardless of their nationality, pay an amount related to the distance they
travel on UK roads. It will be revenue neutral overall to hauliers who already contribute
through UK fuel duty.

Ef f i c iency  and Ef fect iveness

21.5 Following on from the work of the Efficiency Review, the administration budgets for
all of the Chancellor’s Departments (including HMRC and HM Treasury) are flat in nominal
terms with provision for 2005-06 rolled forward into 2006-07 and 2007-08 without further
additions. An outline of how efficiencies will be realised is set out in Box 21.2.
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Box 21.1: Key Public Service Agreement (PSA) targets and objectives

The Chancellor’s Departments’ new PSAs include:

• a target to further reduce revenue losses from excise and VAT fraud;

• a target to reduce underpayment of direct tax and national insurance
contributions; 

• an objective to improve HMRC customer experience; 

• a new objective to strengthen frontier protection against threats to the UK, such
as those from illegal drugs and firearms;

• a target, joint with the Department for Work and Pensions, to halve the number
of children in relative low-income households between 1998-99 and 2010-11, on
the way to eradicating child poverty by 2020; and

• a target to demonstrate further progress by 2008 on the Government’s long-term
objective of raising UK productivity growth, improving competitiveness and
narrowing the gap with the UK’s major industrial competitors.

A level playing
field for hauliers
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Table 21.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Chancellor’s Departments

Resource Budget 4,770 5,083 5,133 5,183

Of which Administration Budget 4,640 4,962 4,962 4,962

Capital Budget 341 310 410 510

Total Departmental Expenditure Limit1 4,891 5,169 5,319 5,469

HM Revenue & Customs1 4,330 4,582 4,736 4,891

HM Treasury1 228 237 239 236

Office for National Statistics1 163 181 175 173

National Savings & Investments1 170 168 168 168

Government Actuary’s Department1 1 1 1 1
1 Full resource budgeting basis, net of depreciation.
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Box 21.2: Efficiency

Agreed target
Across the Chancellor’s Departments total annual efficiency savings of around £550 million
will be achieved by 2007-08, of which at least half will be cashable, releasing resources for
front-line activities.

Implementation plan
As part of this programme of savings the departments plan, by 2007-08, to:

• achieve a total net reduction of 13,350 departmental civil service posts with a
further 3,500 posts redeployed to front-line activities and be on course to have
relocated at least 2,550 posts out of London and the South East by 2007-08, and a
further 2,500 by 2010 giving at least 5,050 relocations in total;

• further develop electronic channels so that customers can seek the information
they need, and discharge their responsibilities under the tax systems, in ways
which are more convenient for them and more cost-effective for government, such
as filing tax returns online;

• rationalise back office functions by greater use of ICT and economies of scale as
HM Revenue and Customs is created, and improve procurement, together saving
£100 million by 2007-08; and

• exploit the opportunities to achieve efficiencies generated by the creation of HM
Revenue and Customs.
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AN EFFECTIVE CENTRE FOR GOVERNMENT

22.1 Over the 2004 Spending Review period, the key aim of the Cabinet Office will be to
provide a strong centre to make government more effective. This overall aim will be
supported by four strategic objectives:

• to support the Prime Minister in leading the Government;

• to achieve co-ordination of policy and operations across government;

• to improve delivery by building capacity in departments and the public
services; and

• to promote standards that ensure good governance, including adherence to
the Ministerial and Civil Service Codes.

22.2 The Cabinet Office also plays a key role in co-ordinating policy at the centre of
government. Although this work does not have a high public profile, it is essential to
the efficient conduct of government business. The Cabinet Office provides effective
co-ordination on a wide range of issues, many of which cut across normal institutional
boundaries. Its work in co-ordinating security policy is particularly important in the current
international climate.
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This Spending Review provides the Cabinet Office with the resources to allow it to
continue to fulfil its role as a strong strategic centre for government. Over the 
Spending Review period the Cabinet Office will focus on the areas where it best adds 
value – co-ordinating government business and driving civil service reform.

The 2004 Spending Review also provides additional resources for the Security and
Intelligence Agencies as part of the Cabinet Office group to support a significant expansion
of their international counter–terrorism capabilities.

Box 22.1: Key Public Service Agreement (PSA) targets

Cabinet Office have streamlined their PSA targets to increase their relevance and to
reflect the Prime Minister’s determination to reform the Civil Service, while recognising
the need for continuity with existing targets. The PSA for the 2004 Spending Review
period comprises targets to:

• ensure departments deliver better regulation and tackle unnecessary bureaucracy
in both the public and private sectors, by April 2008;

• improve public services by helping departments meet their PSA targets,
consistently with the fiscal rules (joint target with HM Treasury); and

• build the capacity of the Civil Service to deliver the Government’s priorities, by
improving leadership and skills and meeting the agreed diversity targets by April
2008.
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22.3 The Cabinet Office’s co-ordination role incorporates:

• co-ordinating intelligence and security policy and funding;

• improving resilience to disruptive challenges and managing crises; and

• supporting the work of the Cabinet, by providing effective co-ordination of the
Government’s domestic, European, defence, overseas and security policies.

22.4 The Cabinet Office will pursue its role in facilitating the modernisation of the Civil
Service as set out by the Prime Minister. It will work with other departments to build the
capacity of the Civil Service, making it more effective and increasing the focus on delivery and
customer service.

SECURITY AND INTELLIGENCE AGENCIES

22.5 The Security and Intelligence Agencies continue to play a critical role in protecting
the UK from a variety of threats including the current threat from international terrorism. The
2004 Spending Review provides additional resources to support a significant expansion of the
international counter-terrorism capabilities of the Security and Intelligence Agencies as part
of the wider cross-departmental counter-terrorism strategy. This reflects the high priority
attached to this work by the Government.
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Box 22.2: Efficiency

Agreed target
The Cabinet Office will realise total annual efficiency gains of at least £25 million by 2007-
08, of which at least half will be cashable, releasing resources for other priorities.

Implementation plan
As part of this programme the Cabinet Office plans, by 2007-08, to:

• achieve a total reduction of 150 civil service posts and be on course to relocate 250
posts out of London and the South East, and explore the business case for the
relocation of a further 120 posts;

• rationalise back office functions by continuing work on establishing a shared
corporate human resources services centre with HM Treasury and the Office of the
Deputy Prime Minister, outside of London and the South East, reviewing back
office systems and costs, and implementing reforms in financial management and
information technology; and

• deliver around half of total efficiencies through improved procurement, for
example by improving systems and automating transactions.  
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Table 22.1: Key figures

£ million

2004-05 2005-06 2006-07 2007-08

Cabinet Office
Resource Budget 1,862 1,887 1,997 2,055
Of which Administration Budget:

Cabinet Office (excluding Single Intelligence Account) 226 205 205 205
Single Intelligence Account 594 621 704 747

Capital Budget 220 233 248 263

Total Departmental Expenditure Limit1 1,870 1,906 2,028 2,098

Cabinet Office1 230 220 220 220

Single Intelligence Account1 1,155 1,205 1,327 1,397

Other bodies2 485 481 481 481
1 Full resource budgeting basis, net of depreciation.
2 Including the House of Commons, the House of Lords, the Parliamentary Commissioner, the Privy Council Office, the Central Office of Information and
the National Audit Office.
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INCREASING REGIONAL FLEXIBILITY AND RESPONSIBILITY

23.1 The Government believes that the development of efficient and accountable sub-
national institutions with real freedoms and flexibilities is essential to improving the
economic performance of the UK economy as a whole and reducing regional disparities.
Chapter 4 sets out the steps the Government is taking to promote balanced growth across the
UK. This chapter details the spending settlement for the Regional Development Agencies
(RDAs) to enable them to deliver sustained economic growth across the English regions; and
the spending settlements for the Devolved Administrations to enable them to deliver
improved public services and economic development in Scotland, Wales and Northern
Ireland.
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The Government’s long-term aspiration is to reduce the persistent economic disparities
between UK regions. The Government believes that the best way to overcome regional
disparities in productivity and employment rates is to provide each nation and region the
freedom, flexibility and funding to exploit indigenous sources of growth. The principles
underlying the Government’s approach to regional economic policy were set out in the
Devolving Decision Making Review. To enhance the capacity of the regional institutional
framework to deliver improved economic outcomes, the 2004 Spending Review:

• maintains funding for Regional Development Agencies (RDAs) in real terms and
devolves new responsibilities to the RDAs from departments with a transfer of
around £200 million a year from 2005-06. These transfers will increase the size of
the Single Pot by 10 per cent from 2005-06 compared to 2004-05;

• announces devolution to the RDAs of responsibility for delivery of Business Link
services; and

• announces new responsibilities for the RDAs in managing research and
development grants, promoting enterprise in disadvantaged areas, delivering on
rural priorities and encouraging collaborative research between business and
universities.

In Scotland, Wales and Northern Ireland, responsibility for economic development and
public services is, to a large extent, devolved. The 2004 Spending Review provides a major
boost to public services and economic development in Scotland, Wales and Northern
Ireland. Resources for public services and economic development in 2007-08 compared to
2004-05 will be:

• £4.2 billion higher in Scotland;

• £2.5 billion higher in Wales, including increased resources for Wales’ European
Structural Funds programme; and

• £1.2 billion higher in Northern Ireland.

Decisions on the use of this provision will be made by the Scotland, Wales and Northern
Ireland administrations. The extra money will allow the Devolved Administrations to
improve public services and economic development and determine their own particular
public spending outcomes in line with the needs and priorities of the people of Scotland,
Wales and Northern Ireland.
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REGIONS

23.2 The Government views the RDAs as the key strategic drivers of economic development
and regeneration in the regions. RDA resources and responsibilities have been increased
significantly since they were established in 1999 to build their capacity to deliver their Regional
Economic Strategies. The Government set out the next steps for enhancing the role of the RDAs
in Devolving Decision Making: 2, published alongside Budget 2004. In line with the principles
established in the Devolving Decision Making Review, the 2004 Spending Review further
increases the RDAs’ funding, devolves to them additional resources and responsibilities,
increases their flexibilities and strengthens their performance management arrangements.

23.3 The Spending Review maintains funding for the RDAs’ Single Pot in real terms and
devolves new responsibilities to the RDAs from departments with a consequent transfer of
around £200 million a year from 2005-06. These transfers will increase the size of the Single
Pot by 10 per cent from 2005-06 compared to 2004-05. Together with the reduction in existing
Single Regeneration Budget (SRB) commitments over the Spending Review period, this
implies an increase in uncommitted resources available in the Single Pot of £817 million by
2007-08 compared to 2004-2005. The Single Pot, introduced in 2002, allows the RDAs
significant flexibility in managing their own resources to meet their regions’ priorities. It will
deliver total resources of £2.3 billion in 2007-08.

23.4 These increases in resources will enable the RDAs to take on new responsibilities,
which the RDAs will be tasked to deliver against. Building on the principles set out in the
Devolving Decision Making Review, the 2004 Spending Review:

• devolves responsibility to the RDAs for the delivery of Business Link services
from April 2005. The RDAs will collectively work together with the Small
Business Service (SBS) to ensure that there is a mutually consistent framework
for the application of Business Link branding across regional services and the
national website, with very light central brand management;

• devolves new responsibilities for the delivery of research and development
(R&D) grants and for parts of the successor to the Phoenix Fund, which
focuses on enterprise in disadvantaged areas, to enable an integrated
approach to business support at the regional level;

• as part of the Government’s response to the Lambert Review,1 enhances the
role of the RDAs in supporting business-university collaboration. The
Government will task the RDAs to help a broader spectrum of businesses
develop productive links with the university base in each region, including
through support for business-focused research; 

• as part of the Modernising Rural Development Programme, devolves
additional resources to the RDAs to meet rural socio-economic objectives,
which were previously the responsibility of the Countryside Agency. This is in
response to recommendations in the Haskins Review.2 Rural priorities will be
incorporated in the new RDA ‘tasking framework’; and
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1 Review of Business-University Collaboration: Final Report, Richard Lambert, 2003.
2 Rural delivery review: A report on the delivery of government policies in rural England, Christopher Haskins, 2003.
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• announces that the resources UK Trade and Investment (UKTI) contributes

to the RDAs’ Single Pot for inward investment will be increased in the 2004
Spending Review period. In addition, the RDA Chief Executive and UKTI will
jointly sign-off plans for locally delivered trade development services to
ensure close integration with Regional Economic Strategies.

23.5 The Northern Way Growth Strategy (details in Chapter 4) made a number of proposals
to Government for devolving decision-making in the 2004 Spending Review. On adult skills,
this involves strengthening the role of Regional Development Agencies (RDAs) in developing
joint plans for adult skills budgets with the Regional Directors of the Learning and Skills
Council (LSC) through the Regional Skills Partnerships, in accordance with the statement of
principles for future working between RDAs and the LSC drawn up in discussion between the
DfES, DTI, RDAs and LSC. The Government agrees that there needs to be a much closer link
between the LSC and the RDAs. It will support any region that develops their own mutually
acceptable arrangements, in line with the concordat principles, to enable the supply of skills,
training and workforce development for adults to be better matched to the needs of the
region within the framework of national targets and priorities set for the LSC and RDAs. The
Government will consider favourably proposals for further integration of planning and
funding of adult skills and workforce development at the regional level including, in those
regions where the RDA and LSC desire it, a "dual key" approach to the management of adult
skills budgets operated by the RDA Chief Executive and the Regional LSC Director.

23.6 Also, building on current plans to support business innovation through links to the
research base, the three Northern RDAs will aim to enhance those plans in response to
Lambert to over £100 million by 2010, strengthening university-business collaboration and
technology transfer across the North. To complement this and the growing engagement of all
RDAs in this area of economic development, the Government will work with RDAs in the
development of the new Higher Education Innovation Fund metrics, to ensure that proper
account is taken of measures underpinning Regional Economic Strategies and the RDAs
‘tasking framework’. It is important that universities and the RDAs work in partnership to
deliver this agenda.

23.7 It is increasingly clear that regional choices on transport, housing, planning and
economic development cannot be taken in isolation. The Government is examining new
ways to integrate RDAs' Regional Economic Strategies with regional transport and spatial
development strategies, within a framework of indicative long term funding guidelines for
each region. The Government will also consider whether devolution on transport could be
accelerated in regions which vote for Elected Regional Assemblies.  It will consult on these
proposals later in the year with a view to publishing indicative regional budgets alongside
Budget 2005.

23.8 The RDAs’ budgeting flexibility will also be increased by the decision to bring the
Department for Culture, Media and Sport’s contribution into the Single Pot and by the wind-
down of funding commitments that the RDAs’ inherited before the introduction of the Single
Pot in 2002. Single Regeneration Budget commitments will end by 2007-08, significantly
increasing the RDAs’ flexibility to manage their own resources. To minimise the impact of the
SRB wind-down on the voluntary and community sector (VCS), the RDAs will continue to
work closely with the VCS in a number of areas throughout the 2004 Spending Review period,
including by developing regional Compacts with the VCS in each region.

23.9 These increases in responsibilities need to be balanced by appropriate
accountabilities and incentives. With the greater flexibility and role of RDAs announced in the
2004 Spending Review it is important that there is clarity about their performance, incentives
for their improvement and a minimal level of bureaucracy in performance monitoring. With
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the possible advent of Elected Regional Assemblies it is also important to have a consistent
framework across the nine English regions. Reflecting the increasing strategic policy
responsibilities being devolved to the regions, the RDAs are also being asked to build further
their policy-making capacities, applying best practice in evidence gathering, economic
analysis and regional policy-making.

23.10 To increase the focus on strategic outcomes, the Government is introducing a new
strategic ‘tasking framework’ for the RDAs, which will ensure that stretching targets are
aligned to the priorities identified in the Regional Economic Strategies as well as the most
relevant Public Service Agreement targets. This will set all of the outcomes and deliverables
for the RDAs that are agreed with departments. To improve performance management, this
Spending Review announces that the Government and the RDAs will work together to agree
a new RDA performance monitoring framework by April 2005 that is more transparent and
efficient, less bureaucratic and places greater reliance on internal and independent audit. The
work should carefully consider the potential for introducing a system of comprehensive
performance assessments managed by an independent and professional body, drawing from
the lessons of the assessment of the London Development Agency by the Audit Commission. 

23.11 In those regions that want them, elected assemblies will play a key role in making
regional governance more effective and more accountable to regional electorates. The
Government believes that greater accountability will itself lead to a more effective decision
making process. The Government is committed to introducing Elected Regional Assemblies
in regions where people vote for them in a referendum. Following an extensive consultation,
the Government announced last year that the level of interest was high in the North East, the
North West and Yorkshire and the Humber. Referendums are expected to be held in these
regions on 4 November 2004. If these regions choose to adopt elected assemblies, the RDAs
will become directly accountable to them. Regional assemblies will also have responsibilities
in areas such as economic development, planning, housing, transport, culture, public health,
rural policy, environment, skills, sustainable development, fire and rescue and crime
reduction. The Government is committed to meeting the costs of setting up Elected Regional
Assemblies, in those regions that want them, as and when they are established.

23.12 Government Offices (GOs) represent the Government in the regions. They administer
or influence funding streams on behalf of 10 departments. If elected regional assemblies are
established, the role of GOs will need to adapt to the changing environment. In any event, as
the principles of the Devolving Decision Making Review are taken forward, GOs will need to
respond to the changing demands of departments.

EFFICIENCY AND EFFECTIVENESS

23.13 The RDAs have agreed to deliver 2.5 per cent efficiencies per year in the Spending
Review period, at least half of which will be cash releasing back into the Single Pot. The
Department of Trade and Industry, as the sponsor department, will work with the RDAs to
identify further efficiencies where possible. The RDAs will be expected to identify efficiencies
in delivering on the additional responsibilities that have been devolved to them.

23.14 The GOs’ administration budget will be reduced from the nominal 2005-06 level by
2.5 per cent a year in cash terms over the Spending Review, in line with the Budget 2004
commitment to reduce administration costs. Departments which are cutting administration
budgets by more than this will cascade those savings to the GOs. Managing this real terms
reduction will require GOs to become more efficient in their operations and departments to
consider the most efficient means of delivering their programmes.
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SPENDING PL ANS

23.15 The new spending plans for the RDAs’ Single Pot are set out in Table 23.1; they provide
an increase of £450 million in 2007-08, compared to 2004-05. Table 23.2 sets out the additions
to the ‘effective’ Single Pot, over a baseline of around £1.5 billion in 2004-05, implied by the
reduction in Single Regeneration Budget commitments over the Spending Review period
coupled with increases set out in Table 23.1.

Table 23.1: Regional Development Agencies

£ million

2004-05 2005-06 2006-07 2007-08

Of which:

Department of Trade and Industry 234 463 476 483

Office of the Deputy Prime Minister 1,511 1,568 1,633 1,676

Department for Environment, Food and Rural Affairs 46 72 73 74

Department for Education and Skills 42 43 44 45

UK Trade International1 13 13 13 13

Department for Culture, Media and Sport 2 6 6 6

Total 1,847 2,163 2,244 2,297

Note: Figures may not sum due to roundings.
1It is expected that UKTI’s contribution to the Single Pot will increase by 2007-08.

Table 23.2: Increase in RDAs’ ‘effective’ Single Pot

£ million

2005-06 2006-07 2007-08

Increase in RDAs Single Pot compared to 2004-05 316 397 450

Reduction in SRB commitments compared to 2004-05 50 226 367

Increase in ‘effective’ RDAs Single Pot compared to 2004-05 366 623 817

Note: SRB commitment figures are based on provisional ODPM estimates at the time of the 2004 Spending Review. This gives a baseline for the

‘effective’ single pot of around £1,480 million in 2004-05. 

DEVOLVED ADMINISTRATIONS

23.16 The Government works in partnership with the Devolved Administrations to improve
economic growth and public service delivery across all the countries and regions of the UK.
The Devolved Administrations will publish their spending plans, targets and policies in the
autumn. Devolution to Scotland, Wales and Northern Ireland is leading to new policies and
innovations in public service delivery and economic development. During suspension of
devolution in Northern Ireland, Northern Ireland departments report to the Northern Ireland
Secretary of State.

23.17 UK funding for the Devolved Administrations’ budgets has been determined in the
2004 Spending Review alongside those for departments of the UK Government and in
accordance with the established devolution funding arrangements. The Devolved
Administrations have freedom to make their own spending decisions, within the overall
totals, on functions under their control in response to local priorities. In general, the changes
to Devolved Administrations’ budgets have been linked to changes in spending plans of UK
Government departments by the Barnett formula. This formula gives Scotland, Wales and
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Northern Ireland a population-based share of planned changes in comparable spending in
UK departments, as set out in the Statement of Funding Policy published by HM Treasury.
The increases announced in the Spending Review include the allocations already announced
by the Government in the 2004 Budget in relation to health and education spending.

23.18 The increases confirm the extra allocation of £106 million announced in the last
Spending Review for 2005-06, and include extra allocations of £128 million and £147 million
in 2006-07 and 2007-08 to Wales to ensure funding of the European share of its Objective 1
needs, with resources for match funding provided from within the total spending settlement.
The Government is also making available an extra allocation of £59 million and £30 million in
2006-07 and 2007-08 for Northern Ireland’s European Union funded PEACE programme as
well as confirming the extra allocation of £80 million in 2005-06 announced in the 2002
Spending Review. In May 2002 the Government announced new borrowing powers for
Northern Ireland departments and the establishment of a new strategic investment body.
Funding will continue to be made available in the Spending Review period. A major
programme of reform to modernise water, rating and public administration will be
introduced in Northern Ireland.

23.19 Performance in public service delivery and economic development varies across the
regions and countries of the UK, as demonstrated in the Office of National Statistics’ annual
Regional Trends3, although in many areas of public service delivery and the economy
performance is improving across all countries and regions. Examples of excellence can be
found in all parts of the UK. For example, comparing the four countries, hospital waiting lists
are shortest in England; the number of pupils gaining 5 or more grade A* to C GCSEs or
Scottish equivalent is highest in Scotland; the unemployment rate in the first quarter of 2004
was lowest in Wales; and Northern Ireland has had the largest percentage increase in its
housing stock. The Government will continue to work with the Devolved Administrations and
regions to promote the benefits of devolution in policy innovation, devolving decision
making and improved delivery; to exchange best practice; and to reduce disparities in public
service delivery and economic productivity.

EFFICIENCY AND EFFECTIVENESS

23.20 Efficiency gains of at least 2.5 per cent a year will be delivered in Northern Ireland,
with administration costs rolled forward flat in nominal terms from 2005-06 in similar fashion
to Government departments. These gains will be recycled into improved front line delivery in
Northern Ireland and will be set out in their spending plans. The Scottish Executive and
Welsh Assembly Government have announced that they are engaged in spending review
efficiency and evaluation exercises as ambitious as those in England, including rationalising
back office and related areas. These announcements, combined with the 2.5 per cent a year
efficiency target agreed for English local government, will allow for a reduction of a further
20,000 civil service posts in addition to the 84,000 within UK departments and their
sponsored bodies.

SPENDING PL ANS

23.21 Table 23.3 shows each Devolved Administration’s Departmental Expenditure Limit
(DEL). The split between capital and resource budgets is indicative and reflects the
consequentials of the application of the Barnett formula to planned changes in UK
departments’ spending. The provision for the Scotland and Wales Offices within the
Department for Constitutional Affairs in 2006-07 and 2007-08 will be the same as in 2005-06.
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Table 23.3: Devolved Administrations

£ million

2004-05 2005-06 2006-07 2007-08

Scotland

Resource Budget 19,676 21,198 22,535 23,700

Capital Budget 1,893 1,783 1,980 2,172

Total Departmental Expenditure Limit 21,338 22,757 24,202 25,549

Wales

Resource Budget 10,275 11,044 11,927 12,625

Capital Budget 918 998 1,083 1,195

Total Departmental Expenditure Limit 10,985 11,826 12,753 13,557

Northern Ireland

Resource Budget 6,699 7,077 7,554 7,862

Capital Budget 373 412 476 534

Total Departmental Expenditure Limit 7,004 7,420 7,913 8,296

Note: The Wales and Northern Ireland baselines shown above for 2004-05 and 2005-06 exclude the above Barnett formula additions of £106 million a
year for Objective 1 in Wales and £62 and £80 million for the PEACE programmes in Northern Ireland. These figures are however in spending plans for
these years. 
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A STAT I S T I C A L AN N E X

2004 Spending Review

Summary

A.1 This annex sets out public expenditure plans for 2004-05 to 2007-08, based on the
overall envelope for public spending set out in Budget 2004.

A.2 Table A.1 below shows how the levels of total public expenditure set in Spending
Review 2004 are consistent with this envelope using the national accounts based aggregate
Total Managed Expenditure (TME). TME comprises:

• public sector current expenditure (PSCE) and depreciation, which are the
expenditure determinants of the surplus on the current budget (used to
measure the golden rule); and

• public sector net investment (PSNI) which, through its impact on public
sector net debt (PSND), is a determinant of performance against the
sustainable investment rule.

A.3 Within the overall envelope set at Budget 2004, some of the additional current
expenditure in 2006-07 arising from the higher forecast rate of trend GDP growth has been
reprofiled to 2007-08 to enable it to better meet key expenditure priorities. The Government
has also decided to bring the Nuclear Decommissioning Authority (NDA) into the public
spending framework in the 2004 Spending Review and this involves an adjustment between
receipts and expenditure. Each of these changes have a neutral effect on the fiscal rules across
the 2004 Spending Review period.

A.4 Table A.1 also shows how TME is allocated between Annually Managed Expenditure
(AME) and Departmental Expenditure Limits (DEL).

A.5 Fixed three-year DELs are set for each department as part of the Spending Review.
Spending which cannot be controlled within fixed three-year budgets due to its size or
volatility, such as social security benefits and debt interest, is controlled in AME. This
expenditure is subject to rigorous scrutiny, and updated forecasts are published in the Budget
and Pre-Budget Report each year.

A.6 Within the overall spending envelope, the forecast of AME expenditure determines
how much is available for distribution to departments through DELs. Lower growth in AME
means more is available for distribution in departmental DELs. Tables in this annex show how
these limits translate into departmental budgets and how they reconcile back to national
accounts.

A.7 Since Budget 2004, AME forecasts for 2004-05 and 2005-06 have been updated to take
account of changes in the NAO audited assumption on unemployment, where lower recent
claimant count levels and independent forecasts of unemployment, have reduced projected
social security payments. AME forecasts have also been updated to reflect several
TME-neutral transfers between DEL and AME.

A.8 Table A.1 sets out the updated AME forecasts for 2004-05 and 2005-06 and the first full
forecast for AME expenditure in 2006-07 and 2007-08. Within the TME, AME is growing at an
average of 2.1 per cent per year in real terms between 2004-05 and 2007-08 therefore allowing
DEL to grow at an average of 4.2 per cent. In the years prior to the Spending Review, forecast
reductions in AME have been allocated to the AME margin. The AME margin has been set at
£2 billion/£2 billion/£3 billion for the years 2005-06 to 2007-08.
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Table A.1: Total Managed Expenditure, 2004-05 to 2007-08

£ billion

Plans1

2004-05 2005-06 2006-07 2007-08

Departmental Expenditure Limits

Resource Budget 263.9 284.5 302.0 317.4
Capital Budget 26.3 29.1 31.5 34.9
Less Depreciation –11.0 –11.7 –12.1 –11.8
Total Departmental Expenditure Limits 279.3 301.9 321.4 340.5

Annually Managed Expenditure

Social Security benefits 123.1 127.7 132.9 140.0
Tax credits 13.8 14.3 14.4 14.5
Common Agricultural Policy 2.5 2.5 2.5 2.6
Net public service pensions2 0.4 –0.4 –0.4 –0.7
National Lottery 2.0 1.6 1.4 1.3
Non-cash items in AME 28.1 29.7 31.3 33.0
Other departmental expenditure 2.7 2.8 2.6 2.7
Net payments to EC Institutions3 2.7 3.7 4.1 4.4
Locally financed expenditure 24.2 26.0 27.9 30.0
Central government gross debt interest 23.9 25.4 26.5 27.4
Public corporations own-financed
capital expenditure 2.6 2.2 2.1 2.1
Total AME before margin and
accounting adjustments 226.1 235.5 245.5 257.2
AME margin 1.2 2.0 2.0 3.0
Accounting adjustments –19.0 –18.7 –19.7 –20.6
Total Annually Managed Expenditure 208.3 218.9 227.8 239.5

Total Managed Expenditure4,5 487.6 520.8 549.2 580.0
of which:

Public Sector Current Expenditure 449.7 479.3 504.0 531.4
Public Sector Net Investment 22.4 25.2 27.9 30.4
Public Sector depreciation 15.5 16.3 17.2 18.2

1 All numbers are based on Budget 2004 projections.
2 Net public sector pensions expenditure is reported under FRS17 accounting rules.
3 Net payments to EC institutions exclude the UK’s contribution to the cost of EC aid to non-Member states (which is attributed to the aid programme).
Net payments therefore differ from the UK’s net contribution to the EC budget, latest estimates for which (in £ billion) are 3.3bn in 2004-05; 4.3bn in
2005-06; 4.7bn in 2006-07 and 5.1bn in 2007-08.
4 See paragraph A.16.
5 Numbers may not sum due to roundings.

A.9 Table A.2 shows how the departmental budgets (DEL) determined by the level of TME
and AME have been allocated in the Spending Review. Departments are allocated separate
resource and capital DELs reflecting the scope for current and capital expenditure within the
fiscal framework. Table A.3 shows baselines for 2004-05 and 2005-06, and planned Resource
and Capital DELs for 2006-07 to 2007-08. All numbers in departmental DELs are presented on
a full resource basis. Baselines differ from actual in-year plans as they focus on continuing
expenditure. They therefore exclude one-off and time-limited expenditure.
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Table A.2: Resource and Capital Departmental Expenditure Limits (DELs)
by department

£ billion

Baseline1 Plans
2004-05 2005-06 2006-07 2007-08

Resource Budget

Education and Skills 23.9 26.7 28.1 29.7
Health 68.6 74.7 81.5 88.9

of which: NHS 66.5 72.7 79.4 86.8
Transport 7.1 8.1 10.8 9.9
Office of the Deputy Prime Minister 4.7 5.0 5.4 5.9
Local Government 43.3 45.8 48.3 50.8
Home Office 12.1 12.5 13.3 14.0
Constitutional Affairs 3.4 3.7 3.8 3.8
Law Officers’ Departments 0.6 0.6 0.7 0.7
Defence 31.4 32.3 32.7 33.0
Foreign and Commonwealth Office 1.5 1.6 1.7 1.7
International Development 3.8 4.5 5.0 5.3
Trade and Industry 4.9 5.9 6.1 6.2
Environment, Food and Rural Affairs 3.0 3.1 3.3 3.4
Culture, Media and Sport 1.5 1.5 1.6 1.6
Work and Pensions 7.8 8.2 8.2 8.2
Scotland 19.7 21.2 22.5 23.7
Wales 10.3 11.0 11.9 12.6
Northern Ireland Executive 6.7 7.1 7.6 7.9
Northern Ireland Office 1.2 1.2 1.1 1.1
Chancellor’s Departments 4.8 5.1 5.1 5.2
Cabinet Office 1.9 1.9 2.0 2.1
Invest to Save Budget 0.0 0.0 0.0 0.0
Reserve 0.8 1.5 1.2 1.6
Total Resource Budget DEL2 262.7 283.4 302.0 317.4

Capital Budget

Education and Skills 3.8 4.4 4.8 5.5
Health 3.5 4.4 5.3 6.3

of which: NHS 3.4 4.4 5.2 6.1
Transport 3.7 3.4 4.1 4.2
Office of the Deputy Prime Minister 2.3 2.4 2.5 2.5
Local Government 0.3 0.3 0.2 0.2
Home Office 0.9 1.0 1.2 1.3
Constitutional Affairs 0.1 0.1 0.1 0.1
Law Officers’ Departments 0.0 0.0 0.0 0.0
Defence 6.3 6.9 7.0 7.6
Foreign and Commonwealth Office 0.1 0.1 0.1 0.1
International Development 0.0 0.0 0.0 0.0
Trade and Industry 0.2 0.3 0.5 0.5
Environment, Food and Rural Affairs 0.3 0.3 0.3 0.3
Culture, Media and Sport 0.1 0.1 0.1 0.1
Work and Pensions 0.4 0.2 0.2 0.1
Scotland 1.9 1.8 2.0 2.2
Wales 0.9 1.0 1.1 1.2
Northern Ireland Executive 0.4 0.4 0.5 0.5
Northern Ireland Office 0.1 0.1 0.1 0.1
Chancellor’s Departments 0.3 0.3 0.4 0.5
Cabinet Office 0.2 0.2 0.2 0.3
Reserve 1.0 1.1 0.7 1.2
Total Capital Budget DEL2 26.9 29.0 31.5 34.9

1 Excludes one-off and time-limited expenditure.
2 Numbers may not sum due to roundings.

1832004 Spending Review



STAT I S T I C A L AN N E XA
Table A.3: Resource and Capital Departmental Expenditure Limits:
additional SR2004 allocations by Department

£ billion

Baseline1 Baseline SR2004 Additions
2004-05 2005-06 2005-06 2006-07 2007-08

Resource Budget

Education and Skills 23.9 26.7 0.0 1.4 3.0
Health 68.6 74.7 0.0 6.7 14.2

of which: NHS 66.5 72.7 0.0 6.7 14.1
Transport 7.1 8.1 0.5 2.7 1.8
Office of the Deputy Prime Minister 4.7 5.0 0.0 0.3 0.8
Local Government 43.3 45.8 0.0 2.5 4.9
Home Office 12.1 12.5 0.1 0.8 1.4
Constitutional Affairs 3.4 3.70 0.0 0.1 0.2
Law Officers’ Departments 0.6 0.6 0.0 0.0 0.1
Defence 31.4 32.3 0.0 0.4 0.7
Foreign and Commonwealth Office 1.5 1.6 0.0 0.1 0.1
International Development 3.8 4.5 0.0 0.5 0.8
Trade and Industry 4.9 5.9 0.0 0.3 0.4
Environment, Food and Rural Affairs 3.0 3.1 0.0 0.2 0.3
Culture, Media and Sport 1.5 1.5 0.0 0.1 0.1
Work and Pensions 7.8 8.2 0.0 0.0 0.0
Scotland 19.7 21.2 0.0 1.3 2.5
Wales 10.3 11.0 0.0 0.9 1.6
Northern Ireland Executive 6.7 7.1 0.0 0.5 0.8
Northern Ireland Office 1.2 1.2 0.0 –0.1 –0.1
Chancellor’s Departments 4.8 5.1 0.0 0.0 0.1
Cabinet Office 1.9 1.9 0.0 0.1 0.2
Invest to Save Budget 0.0 0.0 0.0 0.0 0.0
Reserve 0.8 1.5 –0.6 –0.3 0.0
Total Resource Budget DEL2 262.7 283.4 0.0 18.5 33.9

Capital Budget

Education and Skills 3.8 4.4 0.0 0.4 1.1
Health 3.5 4.4 0.0 0.8 1.8

of which: NHS 3.4 4.4 0.0 0.8 1.8
Transport 3.7 3.4 0.0 0.7 0.8
Office of the Deputy Prime Minister 2.3 2.4 0.0 0.0 0.1
Local Government 0.3 0.3 0.0 –0.1 –0.1
Home Office 0.9 1.0 0.1 0.2 0.3
Constitutional Affairs 0.1 0.1 0.0 0.0 0.0
Law Officers’ Departments 0.0 0.0 0.0 0.0 0.0
Defence 6.3 6.9 0.0 0.1 0.7
Foreign and Commonwealth Office 0.1 0.1 0.0 0.0 0.0
International Development 0.0 0.0 0.0 0.0 0.0
Trade and Industry 0.2 0.3 0.0 0.2 0.1
Environment, Food and Rural Affairs 0.3 0.3 0.0 0.0 0.0
Culture, Media and Sport 0.1 0.1 0.0 0.0 0.0
Work and Pensions 0.4 0.2 0.2 0.0 –0.1
Scotland 1.9 1.8 0.0 0.2 0.4
Wales 0.9 1.0 0.0 0.1 0.2
Northern Ireland Executive 0.4 0.4 0.0 0.1 0.1
Northern Ireland Office 0.1 0.1 0.0 0.0 0.0
Chancellor’s Departments 0.3 0.3 0.0 0.1 0.2
Cabinet Office 0.2 0.2 0.0 0.0 0.0
Reserve 1.0 1.1 –0.3 –0.4 0.1
Total Capital Budget DEL2 26.9 29.0 0.0 2.5 5.9

1 Excludes one-off and time-limited expenditure.
2 Numbers may not sum due to roundings.

184 2004 Spending Review



STAT I S T I C A L AN N E X A
A.10 Table A.3 shows how the extra money allocated to DEL has been divided between
departments. The first column shows the baseline plans for each department in 2004-05 and
therefore excludes one-off and time-limited expenditure. The remaining columns show the
additions which have been made relative to this baseline. Total DEL spending for 2005-06
remains unchanged from Budget 2004, adjusted for DEL to AME switches and establishment
of the Nuclear Decommissioning Authority as set out in above. Within that fixed total the
Reserve has been reset in line with practice in previous Spending Reviews, and allocations
have been made to the Home Office and Transport as set out in the relevant departmental
chapters.

A.11 For presentational purposes is it often simpler to refer to a single number for
departmental DEL spending, Total DEL. When budgets are presented on a full resource basis,
Total DEL is calculated by adding Resource and Capital DELs together and then removing
depreciation. This deduction is to avoid “double counting” of depreciation once when the
new capital is spent from the capital DEL and again as the asset is depreciated. Total DEL is
not a control total. Departments’ expenditure is controlled separately in resource DEL and
capital DEL and there is no general freedom to vire from capital to resource DEL.

Table A.4: Total Departmental Expenditure Limits by Department

£ billion

Average
Baseline2 Plans annual

2004-05 2005-06 2006-07 2007-08 growth rate1

Resource and Net Capital Budget

Education and Skills 27.6 31.1 32.9 35.2 5.7%
Health 71.5 78.5 86.0 94.4 6.9%

of which: NHS 69.4 76.4 83.8 92.1 7.1%
Transport 10.4 11.0 13.6 12.9 4.5%
Office of the Deputy Prime Minister 7.0 7.5 7.8 8.4 3.3%
Local Government 43.7 46.2 48.6 51.0 2.6%
Home Office4 12.7 13.2 14.2 14.9 2.7%
Department for Constitutional Affairs 3.4 3.7 3.8 3.9 1.5%
Law Officers’ Departments 0.6 0.6 0.7 0.7 2.9%
Defence 29.7 30.8 32.1 33.4 1.4%
Foreign and Commonwealth Office 1.5 1.5 1.6 1.6 1.4%
International Development 3.8 4.5 5.0 5.3 9.2%
Trade and Industry3 5.0 6.1 6.5 6.6 3.0%
Environment, Food and Rural Affairs 3.2 3.3 3.4 3.5 1.2%
Culture, Media and Sport 1.4 1.5 1.6 1.7 2.3%
Work and Pensions 8.2 8.3 8.2 8.1 –2.8%
Scotland 21.3 22.8 24.2 25.5 3.5%
Wales 11.0 11.8 12.8 13.6 4.5%
Northern Ireland Executive 7.0 7.4 7.9 8.3 3.1%
Northern Ireland Office5 1.2 1.2 1.2 1.2 –2.7%
Chancellor’s Departments 4.9 5.2 5.3 5.5 1.1%
Cabinet Office 1.9 1.9 2.0 2.1 1.2%
Reserve 1.9 2.7 2.0 2.8 –

Total DEL6 278.7 300.8 321.4 340.5 4.2%

1 Average annual growth rates are calculated off a 2004-05 baseline.
2 Excludes one-off and time-limited expenditure.
3 This growth rate for the whole DTI group over the Spending Review period excludes the Nuclear Decommissioning Authority which is established from 1 April 2005. The growth rate
including the NDA is 7 per cent.
4 The Home Office growth rate excluding asylum is 4%.
5 2004-05 includes spending on the Bloody Sunday Inquiry and other programmes on a declining profile such as compensation.
6 Numbers may not sum due to roundings.
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Table A.5: Resource and Capital DEL by Department – real terms, 2004-
05 prices1

£ billion
Baseline2 Plans

2004-05 2005-06 2006-07 2007-08

Resource Budget DEL

Education and Skills 23.9 26.1 26.7 27.5
Health 68.6 72.9 77.4 82.3

of which: NHS 66.5 70.9 75.4 80.3
Transport 7.1 7.9 10.2 9.1
Office of the Deputy Prime Minister 4.7 4.9 5.1 5.5
Local Government 43.3 48.7 46.1 47.2
Home Office 12.1 12.2 12.7 12.8
Constitutional Affairs 3.4 3.6 3.6 3.6
Law Officers’ Departments 0.6 0.6 0.6 0.7
Defence 31.4 31.5 31.1 30.5
Foreign and Commonwealth Office 1.5 1.5 1.6 1.6
International Development 3.8 4.4 4.8 4.9
Trade and Industry 4.9 5.7 5.8 5.8
Environment, Food and Rural Affairs 3.0 3.1 3.1 3.1
Culture, Media and Sport 1.5 1.5 1.5 1.5
Work and Pensions 7.8 8.0 7.8 7.6
Scotland 19.7 20.7 21.4 21.9
Wales 10.3 10.8 11.3 11.7
Northern Ireland Executive 6.7 6.9 7.2 7.3
Northern Ireland Office 1.2 1.2 1.1 1.0
Chancellor’s Departments 4.8 5.0 4.9 4.8
Cabinet Office 1.9 1.8 1.9 1.9
Invest to Save Budget 0.0 0.0 0.0 0.0
Reserve 0.8 1.5 0.0 0.0

Total Resource Budget DEL3 262.7 276.4 285.9 292.2

Capital Budget

Education and Skills 3.8 4.3 4.6 5.1
Health 3.5 4.3 5.0 5.8

of which: NHS 3.4 4.3 4.9 5.7
Transport 3.7 3.3 3.9 3.8
Office of the Deputy Prime Minister 2.3 2.4 2.3 2.3
Local Government 0.3 0.3 0.2 0.2
Home Office 0.9 1.0 1.2 1.2
Constitutional Affairs 0.1 0.1 0.1 0.1
Law Officers’ Departments 0.0 0.0 0.0 0.0
Defence 6.3 6.7 6.6 7.0
Foreign and Commonwealth Office 0.1 0.1 0.1 0.1
International Development 0.0 0.0 0.0 0.0
Trade and Industry 0.2 0.3 0.5 0.4
Environment, Food and Rural Affairs 0.3 0.3 0.3 0.3
Culture, Media and Sport 0.1 0.1 0.1 0.1
Work and Pensions 0.4 0.2 0.1 0.0
Scotland 1.9 1.7 1.9 2.0
Wales 0.9 1.0 1.0 1.1
Northern Ireland Executive 0.4 0.4 0.5 0.5
Northern Ireland Office 0.1 0.1 0.1 0.1
Chancellor’s Departments 0.3 0.3 0.4 0.5
Cabinet Office 0.2 0.2 0.2 0.2
Reserve 1.0 1.1 0.7 1.1

Total Capital Budget DEL3 26.9 28.3 29.9 32.3
1 Deflated to 2004-05 prices using GDP deflator.
2 Excludes one-off and time-limited expenditure.
5 Numbers may not sum due to roundings.
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A.12 As explained in paragraph A.9, actual plans may differ in 2005-06 for some
departments from those shown for comparative purposes in this document. Table A.6 shows
the actual budget in 2005-06 including time limited expenditure, which in line with normal
practice, had been removed for Spending Review purposes.

Table A.6: Resource and Capital, DEL plans by Department 2004-05 and
2005-06

£ billion

Plans1

2004-05 2005-06
Resource Capital Resource Capital

Budget DEL

Education and Skills 23.9 3.8 26.7 4.4
Health 68.7 3.0 74.8 4.3

of which: NHS 66.5 2.9 72.6 4.2
Transport 7.5 3.7 8.9 3.3
Office of the Deputy Prime Minister 4.7 2.3 5.0 2.4
Local Government 43.4 0.3 45.8 0.3
Home Office 12.2 1.0 13.1 1.2
Constitutional Affairs 3.3 0.1 3.5 0.1
Law Officers’ Departments 0.5 0.0 0.6 0.0
Defence 31.6 6.3 32.6 6.9
Foreign and Commonwealth Office 1.5 0.1 1.6 0.1
International Development 3.8 0.0 4.5 0.0
Trade and Industry 5.0 0.2 5.9 0.3
Environment, Food and Rural Affairs 3.1 0.3 3.2 0.3
Culture, Media and Sport 1.5 0.1 1.5 0.1
Work and Pensions 8.1 0.2 8.3 0.3
Scotland 19.6 2.0 20.9 2.1
Wales 10.4 0.9 11.1 1.0
Northern Ireland Executive 6.8 0.4 7.2 0.4
Northern Ireland Office 1.1 0.1 1.2 0.1
Chancellor’s Departments 4.8 0.3 5.1 0.3
Cabinet Office 1.9 0.2 1.9 0.2
Invest to Save Budget 0.0 0.0 0.0 0.0
Reserve 0.8 1.0 0.8 0.9
Total DEL2 263.9 26.3 284.5 29.1
1 Includes one-off and time-limited expenditure.
2 Numbers may not sum due to roundings.

A.13 Resource DEL can be reconciled back to the national accounts measure PSCE. Table
A.7 shows how resource DEL and AME over the Spending Review period reconcile back to the
level of PSCE shown in Table A.1. Similarly Table A.8 demonstrates how capital DEL and AME
spending reconcile back to the levels of PSNI determined in the 2004 Budget and shown in
Table A.1.

1872004 Spending Review



STAT I S T I C A L AN N E XA
Table A.7: Resource Budget and Public Sector Current Expenditure

£ billion

Plans
2004-05 2005-06 2006-07 2007-08

Resource Budget:

in Departmental Expenditure Limits: 263.9 284.5 302.0 317.4
of which:
Departmental DEL 263.1 283.6 300.7 315.8
Non-departmental DEL1 0.8 0.9 1.2 1.6

in Departmental AME
of which:
Departmental AME (excluding non-cash items) 142.7 147.1 152.4 159.1
Non-cash items in AME 28.1 29.7 31.3 33.0

Total Resource Budget3 434.7 461.3 485.7 509.5

in other AME
Net payments to EC institutions 2.7 3.7 4.1 4.4
Locally financed current expenditure 22.2 23.8 25.7 27.8
CG debt interest 23.9 25.4 26.5 27.4
AME margin (current) 1.1 1.8 1.8 2.5
Less resource budget classified as

capital in national accounts –3.4 –4.2 –5.6 –5.0
Accounting and other adjustments –31.5 –32.6 –34.3 –35.1

Public sector current expenditure 449.7 479.3 504.0 531.4
1 Central funds, including the Invest to Save Budget and the Reserve.
2 Adjusts for differences between resource budgeting and national accounts.
3 Numbers may not sum due to roundings.

Table A.8: Capital Budget and Public Sector Net Investment

£ billion

Plans
2004-05 2005-06 2006-07 2007-08

Capital Budget:

in Departmental Expenditure Limits: 26.3 29.1 31.5 34.9
of which:
Departmental DEL 25.3 28.3 30.8 33.7
Non-departmental DEL1 1.0 0.8 0.7 1.2

in Departmental AME 1.9 1.4 1.1 1.1

Total Capital Budget3 28.2 30.6 32.6 36.0

In other AME
Public corporations own-financed

capital expenditure 2.6 2.2 2.1 2.1
Locally financed capital expenditure 2.0 2.1 2.2 2.2
AME margin (capital) 0.1 0.2 0.2 0.5
Add resource budget classified as capital

in national accounts 3.4 4.2 5.6 5.0
Accounting and other adjustments 1.6 2.2 2.5 2.7

Public sector gross investment (net of sales) 37.9 41.5 45.1 48.6

less Depreciation (national accounts) 15.5 16.3 17.2 18.2

Public sector net investment 22.4 25.2 27.9 30.4
1 Central funds, including the Invest to Save Budget and the Reserve.
2 Includes capital grants to the private sector.
3 Numbers may not sum due to roundings.
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A.14 Table A.9 shows the investment made by departments on a national accounts basis.
These figures differ from the capital DELs set in Table A.3 mainly because in national
accounts all capital grants score as investment. Such grants are an important part of
expenditure on public services in areas  such as housing, education and transport. But under
full resource budgeting, spending is only treated as capital when it results in an asset on the
Government’s balance sheet. Therefore capital grants to the private sector score in the
resource budget. In addition, acquisition of single purpose military equipment of a capital
nature is treated as capital expenditure in DEL and as current in national accounts.

Table A.9: Total public sector investment in DEL (including capital grants)1

£ billion

Baseline Plans
2004-05 2005-06 2006-07 2007-08

Education and Skills 5.0 5.8 6.2 7.0
Health 3.5 4.5 5.3 6.3

of which: NHS 3.4 4.4 5.2 6.2
Transport 5.9 6.2 7.7 7.0
Office of the Deputy Prime Minister 4.5 4.7 5.0 5.4
Local Government 0.3 0.3 0.2 0.2
Home Office 0.9 1.0 1.4 1.4
Constitutional Affairs 0.1 0.1 0.1 0.1
Law Officers’ departments 0.0 0.0 0.0 0.0
Defence 6.3 6.9 7.0 7.6
Foreign and Commonwealth Office 0.1 0.1 0.1 0.1
International Development 0.0 0.0 0.0 0.0
Trade and Industry 0.8 1.0 1.1 1.1
Environment, Food and Rural Affairs 0.6 0.6 0.6 0.7
Culture, Media and Sport 0.1 0.2 0.2 0.2
Work and Pensions 0.4 0.2 0.2 0.1
Scotland 2.4 2.6 3.1 3.1
Wales 1.2 1.3 1.7 1.7
Northern Ireland Executive 0.8 0.8 1.1 1.0
Northern Ireland Office 0.1 0.1 0.1 0.1
Chancellor’s Departments 0.3 0.3 0.4 0.5
Cabinet Office 0.2 0.2 0.2 0.3
Central Funds 0.8 1.1 0.7 1.2
Total investment in DEL2 34.6 38.1 42.5 45.1
1 Includes capital grants to the private sector, which are classified as investment in national accounts.
2 Numbers may not sum due to roundings.

A.15 Table A.10 shows the accounting adjustments that have been made to reconcile DEL
and AME back to National Accounts in Table A.1.
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Table A.10: Accounting adjustments

£ billion

Plans
2004-05 2005-06 2006-07 2007-08

Tax credits for individuals 0.0 0.0 0.0 0.0
Pensions –21.8 –23.6 –24.8 –26.4
European community contributions –4.0 –3.9 –3.8 –3.7
Other central government programmes 2.4 2.4 2.5 2.6
VAT refunds 11.1 12.2 13.3 14.3
Central government capital consumption 4.9 5.2 5.5 5.9
Non-cash items not in TME –12.7 –13.3 –14.3 –15.4
Expenditure financed by revenue receipts 0.3 0.3 0.3 0.3
Local authorities 5.0 5.3 5.6 5.9
General government consolidation –4.8 –4.9 –5.7 –6.0
Public corporations 1.0 1.1 1.2 1.3
Financial transactions 0.1 0.8 0.8 0.8
Data adjustment –0.3 –0.3 –0.3 –0.3

Total accounting adjustments –19.0 –18.7 –19.7 –20.6
Depreciation in DEL –11.0 –11.7 –12.1 –11.8
Total1 –29.9 –30.4 –31.8 –32.4
1 Numbers may not sum due to roundings.

A.16 Table A.11 provides a historical series for each of the key expenditure aggregates. The
Office for National Statistics (ONS) announced on 2 July 2003 that NHS trusts would be re-
classified as part of central government rather than as public corporations. This change,
which affects all years from 1991 onwards, has no overall effect on the public sector finances,
but reduces national accounts public sector receipts and expenditure by equal amounts.
These changes were introduced by ONS during the 2004 Blue Book exercise and the new
figures were released on 30 June 2004. However, forecasts on the new basis will not be
available before the 2004 Pre-Budget Report and in order to give a consistent series the
spending numbers in the table are on the old basis. They are based on outturn information
published by ONS on 26 March 2004 and on Budget 2004 forecasts. Outturn information on
the new basis will be reflected in the National Statistics public expenditure update to be
published on 20 July 2004.

190 2004 Spending Review



STAT I S T I C A L AN N E X A
Table A.11: Public Expenditure Aggregates, 1970-71 to 2007-08

Public sector current Public sector net Total Managed
expenditure investment Expenditure

per per per
Real1 cent Real cent Real cent

Cash Terms of Cash Terms of Cash Terms of
(£bn) (£bn) GDP (£bn) (£bn) GDP (£bn) (£bn) GDP

1970-71 17.3 165.9 32.6 3.2 31.1 6.1 22.6 216.8 42.7
1971-72 19.7 174.0 33.3 3.1 27.5 5.3 25.1 221.9 42.5
1972-73 22.2 181.4 33.1 3.2 26.4 4.8 28.1 229.1 41.9
1973-74 26.2 199.7 35.1 3.9 29.7 5.2 33.2 253.4 44.5
1974-75 34.6 221.0 38.8 4.9 31.5 5.5 43.6 278.2 48.9
1975-76 44.3 225.7 39.9 6.1 30.9 5.5 55.5 282.5 49.9
1976-77 51.8 232.2 39.9 5.6 25.2 4.3 63.3 284.2 48.8
1977-78 58.0 229.0 38.4 4.3 17.1 2.9 69.1 273.0 45.8
1978-79 66.3 247.0 38.4 4.2 15.6 2.4 78.2 278.3 45.3
1979-80 79.4 253.3 38.2 4.5 14.5 2.2 93.1 296.9 44.8
1980-81 96.6 260.8 40.8 4.3 11.6 1.8 111.8 302.0 47.3
1981-82 110.6 272.5 42.6 2.4 5.9 0.9 124.9 307.8 48.1
1982-83 120.9 278.4 42.7 4.2 9.8 1.5 137.5 316.6 48.5
1983-84 130.4 287.1 42.3 5.5 12.1 1.8 148.7 327.4 48.2
1984-85 141.0 295.0 42.6 5.1 10.6 1.5 158.9 332.5 48.0
1985-86 148.7 295.1 41.0 4.5 9.0 1.2 165.3 328.0 45.6
1986-87 155.8 299.7 40.1 2.8 5.3 0.7 171.2 329.3 44.1
1987-88 166.4 303.1 38.6 2.8 5.2 0.7 181.5 330.7 42.1
1988-89 173.7 295.8 36.2 1.7 2.9 0.4 189.0 321.8 39.4
1989-90 187.4 298.2 35.7 6.3 10.0 1.2 208.4 331.5 39.7
1990-91 203.3 299.8 36.1 8.2 12.0 1.4 225.3 332.1 40.0
1991-92 228.6 317.9 38.4 11.0 15.3 1.8 251.9 350.4 42.4
1992-93 247.8 333.7 40.3 12.4 16.6 2.0 272.1 366.4 44.2
1993-94 262.3 344.1 40.2 10.4 13.6 1.6 284.6 373.4 43.6
1994-95 275.2 355.8 39.9 10.4 13.4 1.5 298.1 385.4 43.2
1995-96 287.3 361.0 39.4 10.4 13.1 1.4 310.5 390.2 42.6
1996-97 297.8 362.1 38.5 5.9 7.1 0.8 315.6 383.8 40.8
1997-98 305.2 361.8 37.1 5.6 6.6 0.7 322.7 382.5 39.2
1998-99 313.9 361.7 36.1 6.4 7.4 0.7 332.7 383.3 38.3
1999-00 326.6 368.3 35.5 4.1 4.7 0.5 343.6 387.5 37.4
2000-01 348.9 388.8 36.3 5.0 5.6 0.5 367.1 409.1 38.2
2001-02 367.4 399.4 36.6 9.5 10.4 0.9 390.7 424.7 38.9
2002-03 394.0 414.4 37.3 10.6 11.2 1.0 419.1 440.7 39.6
2003-04 428.0 437.8 38.3 16.2 16.6 1.5 459.0 469.6 41.1
2004-05 449.7 449.7 38.2 22.4 22.4 1.9 487.6 487.6 41.5
2005-06 479.3 467.5 38.6 25.2 24.6 2.0 520.8 508.0 41.9
2006-07 504.0 478.8 38.5 27.9 26.5 2.1 549.2 521.7 42.0
2007-08 531.4 491.5 38.7 30.4 28.2 2.2 580.0 536.5 42.3
1 Based on GDP deflators.
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2004 Spending Review

INTRODUCTION

B.1 The first year of the 2002 Spending Review period saw the introduction of full
resource budgeting. Budgets are now being prepared on an accruals basis. This change
represented a major step in the most significant overhaul of public finances for over a century
and has placed the UK at the forefront of public sector financial management. This annex
describes the budgeting regime under full resource accounting and budgeting and highlights
areas where this system has a significant impact on the numbers presented in this document.

B.2 Resource based accounts and budgets provide more information on the full costs of
service delivery because they capture the full economic cost of providing services. This is
because costs score when they are consumed or “accrued” rather than when cash is actually
spent. Therefore, they also capture non-cash costs such as:

• depreciation, representing the consumption of capital assets over their useful
economic life;

• cost of capital charge, reflecting the opportunity and financing costs of
holding capital; and

• provisions for future payments such as compensation payments or early
retirement liabilities.

B.3 Departments have been required to produce resource accounts audited by the
National Audit Office (NAO) since 2001-02. Resource Accounts are based on Generally
Accepted Accounting Practice (UK GAAP), adapted where necessary for the public sector. Any
adaptation must be approved by the independent Financial Reporting Advisory Board
(FRAB), which reports directly to Parliament.  Departments are required to lay their accounts
before Parliament and they are scrutinised by the Public Accounts Committee (PAC).

B.4 The benefits of using resource-based information as the basis for controlling public
expenditure are as follows:

• better information for public services managers on the costs of providing
services, supporting the delivery of key government targets including
efficiency;

• creation of incentives to actively manage assets, supporting the Government’s
plans for locking in previous growth in investment; and

• better incentives to manage the cost of liabilities more effectively.

B.5 This resource-based information has been a key input in the preparation of spending
plans for 2005-06, 2006-07 and 2007-08. Departments’ Spending Review submissions were
prepared on a full resource basis and included forecast balance sheet information, which was
considered by the Treasury in discussion with departments.
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Publ ic  Expenditure  Contro l  Framework

B.6 The resource budgeting framework has been developed to fit with the wider
frameworks for outcome-focused public spending control. Departments are set discrete
resource (current) and capital budgets. Resource and capital budgets are split into
Departmental Expenditure Limits (DELs) and Annually Managed Expenditure (AME). DELs
are firm spending plans set for three forward years in biennial Spending Reviews. Expenditure
that is volatile and demand-led and cannot be controlled on a long-term basis is in AME and
is subject to careful bi-annual monitoring and control. Social security benefits are the largest
programme in AME.

B.7 Resource budgets not only include the cost of service provision by central
government (department, agencies and non-departmental public bodies (NDPBs)) but also
most of the transactions departments have with their public corporations. The resource
budget measures the current costs of service delivery on an accruals basis and therefore also
includes:

• non-cash costs such as depreciation and impairments, cost of capital charge
(currently 3.5 per cent of net assets) and provisions for future costs; and

• investment grants paid to the private sector – for example companies and
housing associations. This treatment of investment grants reflects the fact that
under resource accounting and budgeting spending is only treated as capital
if it creates an asset on the Government’s balance sheet.

B.8 The capital budget includes departments’ and NDPBs’ expenditure on fixed assets,
capital grants to local authorities as well as net lending. It can be reconciled to the national
accounts based measure public sector net investment by adjustments such as including
investment grants to the private sector.

B.9 The amount of non-cash provision within a department’s budget is determined by
the department’s overall balance sheet, in particular the asset base. In the case of some
departments the inclusion of non-cash numbers has a significant impact on their resource
budget. For example, the Ministry of Defence has a significant asset base and incurs
substantial charges for holding and using capital in the defence budget. Similarly, health
spending contains a relatively large proportion of non-cash costs as a result of the significant
NHS estate and provisions for clinical negligence liabilities.

B.10 For the purposes of comparison, Table B.1 shows the underlying cash equivalent
budgets for each department. The cash equivalent Resource DEL is derived by netting off
non-cash charges.
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Table B.1: Departmental Resource and Capital DELs on a cash equivalent
basis

£ billion

Baselines Plans
2004-05 2005-06 2006-07 2007-08

Resource Budget
Education and Skills 23.8 26.7 28.1 29.6
Health 65.9 71.6 78.1 85.3

of which: NHS 61.6 67.2 73.7 80.9
Transport 6.8 7.8 9.5 8.7
Office of the Deputy Prime Minister 4.6 4.9 5.2 5.6
Local Government 43.3 45.8 48.3 50.8
Home Office 11.6 12.0 12.7 13.4
Constitutional Affairs 3.4 3.5 3.7 3.8
Law Officers’ Departments 0.6 0.6 0.7 0.7
Defence 20.2 20.6 21.7 22.4
Foreign and Commonwealth Office 1.3 1.4 1.5 1.5
International Development 3.8 4.5 4.9 5.0
Trade and Industry 4.7 5.6 5.9 6.0
Environment, Food and Rural Affairs 2.7 2.8 3.0 3.1
Culture, Media and Sport 1.3 1.4 1.4 1.5
Work and Pensions 7.7 8.1 8.1 8.1
Scotland 18.9 20.5 21.7 22.8
Wales 9.9 10.7 11.5 12.2
Northern Ireland Executive 6.5 6.9 7.3 7.6
Northern Ireland Office 1.1 1.2 1.1 1.1
Chancellor’s Departments 4.5 4.8 4.8 4.8
Cabinet Office 1.5 1.6 1.7 1.7
Invest to Save Budget 0.0 0.0 0.0 0.0
Reserve 1.1 1.5 1.2 1.6

Total cash equivalent Resource Budget 245.4 264.5 282.0 297.2

Capital Budget
Education and Skills 3.8 4.4 4.8 5.5
Health 3.5 4.4 5.3 6.3

of which: NHS 3.4 4.4 5.2 6.2
Transport 3.7 3.4 4.1 4.2
Office of the Deputy Prime Minister 2.3 2.4 2.5 2.5
Local Government 0.3 0.3 0.2 0.2
Home Office 0.9 1.0 1.2 1.3
Constitutional Affairs 0.1 0.1 0.1 0.1
Law Officers’ Departments 0.0 0.0 0.0 0.0
Defence 6.3 6.9 7.0 7.6
Foreign and Commonwealth Office 0.1 0.1 0.1 0.1
International Development 0.0 0.0 0.0 0.0
Trade and Industry 0.2 0.3 0.5 0.5
Environment, Food and Rural Affairs 0.3 0.3 0.4 0.4
Culture, Media and Sport 0.1 0.1 0.1 0.1
Work and Pensions 0.4 0.2 0.2 0.1
Scotland 1.9 1.8 2.0 2.2
Wales 0.9 1.0 1.1 1.2
Northern Ireland Executive 0.4 0.4 0.5 0.5
Northern Ireland Office 0.1 0.1 0.1 0.1
Chancellor’s Departments 0.3 0.3 0.4 0.5
Cabinet Office 0.2 0.2 0.2 0.3
Reserve 0.8 1.1 0.7 1.2

Total cash equivalent Capital Budget 26.7 29.0 31.5 34.9
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B.11 Total Managed Expenditure is the government’s key spending aggregate, described in
Annex A, which is measured on a national accounts basis. These are produced using
internationally recognised statistical standards, which differ from those used to produce
resource accounts. The differences include:

• national accounts do not include a cost of capital charge on net assets as
actual debt interest is scored; and

• unlike in resource accounting and budgeting where provisions for future
liabilities are recognised in the budget as the liabilities are incurred, National
Accounts score the payments when they are made.

B.12 A series of accounting adjustments identified in Table A.10 are therefore needed to
reconcile the GAAP based resource budgets and Total Managed Expenditure. More detailed
public spending information and the impact of accruals budgets can be found in the Public
Expenditure Statistical Analysis1.
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A number of tables in this publication present analysis grouped broadly by ministerial
responsibilities, as outlined below.

Title Departments included

Education and Skills Department for Education and Skills 

Office for Standards in Education

Sure Start Unit

Health Department of Health 

Food Standards Agency

Transport Department for Transport 

Strategic Rail Authority 

Office of the Rail Regulator

Office of the Deputy Office of the Deputy Prime Minister (except local government)

Prime Minister

Local Government Office of the Deputy Prime Minister (part) – mainly block and
transitional grants to English local authorities and the Greater
London Authority

Home Office Home Office

Charity Commission

Asset Recovery Agency

Department for Department for Constitutional Affairs

Constitutional Affairs Public Records Office 

Northern Ireland Court Service 

HM Land Registry

Law Officers’ Crown Prosecution Service 

Departments Serious Fraud Office 

Treasury Solicitor’s Department

Defence Ministry of Defence

Foreign and Foreign and Commonwealth Office

Commonwealth 

Office

International Department for International Development

Development

Trade and Industry Department of Trade and Industry 

UK Trade and Investment 

Office of Fair Trading 

Office of Gas and Electricity Markets 

Office of Telecommunications 

Postal Services Commission 

Export Credits Guarantee Department
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Environment, Food Department for Environment, Food and Rural Affairs 

and Rural Affairs Forestry Commission 

Office of Water Services

Culture, Media and Department for Culture, Media and Sport

Sport

Work and Pensions Department for Work and Pensions

Scotland Scotland Office 

Scottish Executive and its Departments 

Crown Office 

General Register Office for Scotland 

Registers of Scotland 

National Archives of Scotland

Wales Wales Office 

National Assembly for Wales

Northern Ireland Northern Ireland Departments

Executive

Northern Ireland Northern Ireland Office

Office

Chancellor’s HM Treasury 

Departments Office for National Statistics 

National Savings and Investments

Governments Actuary’s Department 

HM Revenue and Customs 

Office of Government Commerce

Cabinet Office Cabinet Office 

Central Office of Information 

House of Commons 

House of Lords 

National Audit Office 

Privy Council Office 

Security and Intelligence Agencies 

Office of the Parliamentary Commissioner for Administration
and Health Service Commissioners for England
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AAP Africa Action Plan
A&E Accident and Emergency 
ACPP Africa Conflict Prevention Pool
ALMO Arm’s Length Management Organisation
AME Annually Managed Expenditure
AST Advanced Skills Teacher
AU African Union

B&B Bed and breakfast
BBC British Broadcasting Corporation
BNFL British Nuclear Fuels

CAMHS Child and Adolescent Mental Health Services
CAP Common Agricultural Policy
CDM Chronic Disease Management
CEHR Commission for Equality and Human Rights
CJS Criminal Justice System
COFOG Classification of Functions of Government
CPA Comprehensive Performance Assessment, or

Coalition Provisional Authority

CJS Criminal Justice System
CPS Crown Prosecution Service
CSA Child Support Agency
CSO Community Support Officer
CVD Cardiovascular disease

DA Devolved Administration
DCA Department for Constitutional Affairs
DCMS Department for Culture, Media and Sport
DDA Doha Development Agenda
Defra Department for Environment, Food and Rural Affairs
DEL Departmental Expenditure Limit
DfES Department for Education and Skills
DFID Department for International Development
DfT Department for Transport
DH Department of Health
DTI Department of Trade and Industry
DVLA Driver and Vehicle Licensing Agency
DVO Driver and Vehicle Operator group
DWP Department for Work and Pensions

EA Environment Agency
EC European Community
ECA Economic Commission for Africa
ECF Efficiency Challenge Fund
ECGD Export Credits Guarantee Department
EDP Efficiency Delivery Plan
EiC Excellence in Cities
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e-PAYE electronic Pay As You Earn
EPCS Environment Protective and Cultural Services
ERA Elected Regional Assemblies
ETN Efficiency technical note
EYF End-year Flexibility
EU European Union

FCO Foreign and Commonwealth Office
FDI Foreign direct investment
FRAB Financial Reporting Advisory Board
FSA Food Standards Agency
FSS Formula Spending Share

G7 Group of Seven (Canada, France, Germany, Italy, Japan, UK and US)
G8 Group of Eight (the above countries plus Russia)
GAVI Global Alliance for Vaccines and Immunisation
GCPP Global Conflict Prevention Pool
GCSE General Certificate of Secondary Education
GDP Gross Domestic Product
GEF Global Environmental Facility
GNI Gross National Income
GOF Global Opportunities Fund
GP General Practitioner
GOs Government Offices

HEFCE Higher Education Funding Council for England
HEIF Higher Education Innovation Fund
HIPC Heavily Indebted Poor Countries
HIV/AIDS Human Immunodeficiency Virus/Acquired Immunodeficiency

Syndrome

HMCS Her Majesty’s Courts Service
HMRC Her Majesty’s Revenue and Customs
HMT Her Majesty’s Treasury
HO Home Office
HR Human Resources
HSE Health and Safety Executive

IB Intervention Board
ICT Information and Communications Technology
IDA International Development Association
IFF International Finance Facility
IFIs International Finance Institutions
ILO International Labour Organisation
IMD Indices of Multiple Deprivation
IMF International Monetary Fund
IND Immigration and Nationality Directorate of the Home Office
ISB Invest to Save Budget
ISSP Intensive Supervision and Surveillance Programme
IT Information Technology

JSA Jobseeker’s Allowance
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LAA Local Area Agreement
LA Local authority
LEA Local Education Authority
LFE Locally-financed expenditure
LGA Local Government Association
LIG Leadership Incentive Grant
LTP Local Transport Plans
LSC Learning and Skills Council
LSP Local Strategic Partnership

MAS Manufactuing Advisory Service
MoD Ministry of Defence
MA Modern Apprenticeship
MDGs Millennium Development Goals

NAO National Audit Office
NASS National Asylum Support Service
NATA New Approach to Appraisal system
NATO North Atlantic Treaty Organisation
NDA Nuclear Decommissioning Authority
NDPB Non -Departmental Public Body
NEC Network Enabled Capability
NePAD New Partnership for Africa’s Development
NGO Non-Governmental Organisation
NHS National Health Service
NIO Northern Ireland Office
NOMS National Offender Management Service
NPSIS National Strategy for Police Information Systems

ODA official development assistance
ODPM Office of the Deputy Prime Minister
OECD Organisation for Economic Cooperation and Development
OFSTED Office for Standards in Education
OGC Office of Government Commerce
OPSR The Office of Public Services Reform
Orbit Order Requisition Bureau using Information Technology

PAC Public Accounts Committee
PCT Primary Care Trust
PEACE Special Support Programme for Peace and Reconciliation
PESA Public Expenditure Statistical Analyses
PFI Private Finance Initiative
PhD Philosophiae Doctor (Doctor of Philosophy)
PMDU Prime Minister’s Delivery Unit
PPP Public Private Partnership
PRS Poverty Reduction Strategy
PSA Public Service Agreement
PSCE Public sector current expenditure
PSNB Public Sector Net Borrowing
PSNI Public Sector Net Investment
PSO Peace Support Operations
PSS Personal Social Services
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RAB resource accounting and budgeting
R&D Research and development
RDA Regional Development Agency
RIA Regulatory Impact Assessment
RSL Registered Social Landlord

SDA Service Delivery Agreement
SDR Strategic Defence Review
SBS Small Business Service
SBTG Sustainable Buildings Task Group
SIP School Improvement Partner
SMEs Small and medium-sized enterprises
SOCA Serious Organised Crime Agency
SRB Single Regeneration Budget

TME Total Managed Expenditure

UK United Kingdom
UK GAAP UK Generally Accepted Accounting Practice
UKTI UK Trade and Investment
UN United Nations
US United States

VAT Value Added Tax
VCS Voluntary and Community Sector
VFM Value for money

WHO World Health Organisation
WIP Waste Implementation Programme
WMD Weapons of mass destruction
WSSD World Summit on Sustainable Development
WTO World Trade Organisation

YIP Youth Inclusion Programme
YISP Youth Inclusion and Support Panel
YJB Youth Justice Board
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