TRENDS IN PUBLIC SECTOR EXPENDITURE

4. The analyses in this chapter show trends in government expenditure over a longer
span of years than presented elsewhere in PESA, adjusted as far as possible so that figures for
historical outturn years are based on current definitions.

4.2 Data in this chapter are a mix of cash and accruals. All outturn data for Total
Expenditure on Services up until 1997-98 are on a cash basis. Outturn for 1998-99 to 2005-06
are on an accruals basis, as are estimated outturn data for 2006-07. All outturn data (to
2005-06) in the tables in this chapter are National Statistics.

What’s new

43 As pre-announced in PESA 2006 the analysis of Total Expenditure on Services (TES)
in PESA 2007 by the UN Classification of Functions of Government (COFOG) has been moved
into conformity with the UN COFOG definitions at level 2. The Treasury has published a
document detailing these changes in full on its website.!V

The main impacts of this change are shown in the analyses by sub-function presented in
Tables 5.2 and 6.5. There are also some minor changes to the UN COFOG level 1 presentation
in this chapter:

®  general public services is larger than presented previously, as it includes international
services and public sector debt interest that were shown separately in PESA 2006. These
sub categories, along with public and common services (which equates to the PESA 2006
presentation of general public services), are shown in italics under the heading of
general public services; and

. the PESA 2006 functions enterprise and economic development, science and
technology, employment policies, transport, and agriculture, fisheries and forestry, are
all part of a larger economic affairs category. These PESA 2006 functions are shown in
italics under the heading of economic affairs.

Public expenditure aggregates

44 Table 4.1 shows trends in public expenditure over the years 1967-68 to 2007-08 in
nominal and in real terms and as a percentage of Gross Domestic Product (GDP). The table
shows three spending aggregates in these ways: public sector current expenditure, public
sector net investment and Total Managed Expenditure (TME). Data for a fourth aggregate,
public sector depreciation, are shown in nominal terms only. Data for all these aggregates for
the years up to 2005-06 are taken from the public sector accounts compiled by the Office for
National Statistics (ONS). The public sector accounts are a part of the National Accounts that
are updated monthly. Public sector capital expenditure (or gross investment) less public
sector depreciation equals public sector net investment. Public sector capital expenditure
plus public sector current expenditure is equal to TME — which is a measure of total public
sector spending drawn from National Accounts. Figures for 2006-07 are estimated outturn
and for 2007-08 are projections produced by the Treasury.

"http://www.hm-treasury.gov.uk/economic_data_and_tools/finance_spending_statistics/PES_function/function.cfm
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Total Expenditure on Services by function

45 The key concept to understand in the derivation of the public expenditure by
function series is Total Expenditure on Services (TES). This is the spending aggregate that
is allocated to function and covers most expenditure by the public sector that is included
in TME.

4.6 TES includes central government spending but excludes the part that is finance to
local authorities and capital finance to public corporations. This central government own
expenditure is then combined with actual spending by local authorities and public
corporations to give total public sector expenditure. TES is a near-cash measure of spending
in that it excludes non-cash items such as depreciation and cost of capital charges. Full details
of the definition of TES and the relationship to departments’ budgets are available in
Appendix E.

4.7 Table 4.2 shows TES by UN COFOG level 1 from 1987-88 to 2006-07. Tables 4.3 and
4.4 present this in real terms and as a percentage of GDP respectively. These tables cover
outturn years and give estimated outturns for 2006-07.

Methods and data quality for long run TES series

4.8 Our aim is that the attribution of spending to functions should be broadly consistent
over the entire table.

4.9 Data for the long run TES series for years before 2001-02 are not taken directly from
the live public expenditure database that is maintained by government departments (see
Appendix A). Summary data from the database are archived at the point at which the
database ceases to be live.

4.10 Normally, distant outturn data are no longer subject to adjustment. However,
sometimes reclassifications affect the long run functional series. These include ONS
decisions for the National Accounts (e.g. the decision to reclassify London Continental
Railways to the public corporation sector — see Appendix A) and decisions taken by the
Treasury in conjunction with departments to improve the allocation of spending to functions.

4.11 Only the larger classification changes are taken back to the historical years, based on
the change in expenditure relative to the size of the function or functions concerned.
Reclassifications are taken back to the historical series based on archived data. It is not always
possible to identify the relevant data within the archives because of changes in recording
practices over time, and if data series need to be split across functions it is not always possible
to ascertain the right split to apply. The decision taken on the procedure used to implement
classification changes in historical years is made by Treasury officials after discussions with
other government departments, and can sometimes entail a simple percentage split based on
the best information available.

4.12  These factors mean that the attribution of spending to functions in the historical
years is less accurate than in the live years. TES functional numbers in the long run series are
presented as accurate to within £100m. That may, in some cases, overstate the accuracy of the
figures due to rounding and so small differences in figures or rates of change should be
disregarded.
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