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CHANCELLOR 

FROM: MISS C E C SINCLAIR 
DATE: 9 March 1987 

cc 	Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Scholar 
Mr Culpin 
Miss O'Mara 
Miss Evans 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill 
Mr Calder 

- IR 

Sir A Fraser - C&E 

FSBR CHAPTER 4: ANNEX INTRODUCTION 

You asked for an urgent explanation of exactly how the Budget 

changes are measured against an indexed base for 1988-89. You 

found the text proposed for the second paragragh of the introduction 

very unclear. 

I attach a revised explanation which has been agreed with 

Mr Calder in the Revenue. We agree with you that this could best 

replace the present paragraph 6 in the introduction to the annex. 

We hope that you find the paragraphs clearer. We do not see 

any particular difficulties in clarification. It is necessary 

to refer to the assumption on inflation between the fourth quarter 

of 1986, and the fourth quarter of 1987. But this figure is 

published anyway in Chapter 3. In the attached wording we have 

not mentioned the figure, but simply referred readers to the 

relevant table. 

- LAIR CAROLYN INC 
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• 
The figures in the first column of table 4.1 show the direct effect 

of the Budget proposals on receipts in 1987-88. 	Budget proposals 

are compared with a non-indexed base - that is, with the pre-Budget 

regime of allowances, thresholds and rates of duty at 1986-87 

money levels. 

The figures in the second column show the direct effect of the 

Budget proposals on receipts in 1987-88, measured against an indexed 

base. The indexed base for 1987-88 is obtained by increasing 

1986-87 allowances, thresholds and rates of duty by 3.7 per cent, 

the increase in the RPI over the year to December 1986. 

The figures in the third column show the direct effect on receipts 

in 1988-89, also measured against an indexed base. For this 

comparison, both the Budget proposals and the indexed base for 

1987-88 have been further indexed by the forecast movement in 

the RPI between the fourth quarters of 1986 and 1987 [shown in 

table 3.14]. 

• 



RESTRICTED 

FROM: JILL RUTTER 

DATE: 9 March 1987 

• 
U.I./4/65 

MR TURNBULL - 

cc: 
Principal Private Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
PS/Minister of State 
Sir Peter Middleton 
Mr F E R Butler 
Mr Scholar 
Mr Culpin 
Mrs R J Butler 
Miss O'Mara 
Miss C Evans 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

FSBR CHAPTER 5 

You raised with me the Chancellor's comment on the table in chapter 5 

(replicated in chapters 2 and 6) on public expenditure. 

2 	I discussed this with the Chief Secretary. He did not wish 

to revert to including Scotland, Wales and Northern Ireland, nor 

did he feel that there was any difficulty with the size of the "other 

departments" line. He did not want to extend the table to show 

more departments. This is not intended to be a surrogate for the 

Public Expenditure -White Paper. He therefore asked you and Mrs 

Butler to stick with the presentation agreed at his discussion with 

you last week i.e. to delete Scotland and Wales and Northern Ireland 

and to insert the Home Office. 

JILL RUTTER 

Private Secretary 
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FROM: A C S ALLAN 

DATE: 9 March 1987 

MR SCHOLAR cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Sir G Littler 
Mr F E R Butler 
Mr Wilson 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Old ing-Smee 
Mr Culpin 
Miss O'Mara 
Miss Sinclair 
Mr Mowl 
Miss Evans 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Mr Battishill - IR 
Mr Isaac - IR 
Mr Painter - IR 
Sir Angus Fraser -C&E 
Mr Knox - C&E 

FSBR: CHAPTERS 4, 5 AND 6 

The Chancellor was grateful for your minute of 6 March. He had the 

following comments on the points you raised in your cover note:- 

In your paragraph 6(iii) you said that the figure we are 

likely to publish for the LABR in 1986-87 is lower than 

could be justified by the Local Authority Borrowing 

Intentions Survey. The Chancellor would be grateful for 

an explanation of why this is so. 

In your paragraph 6(v) and paragraph 8 you raised the 

question of the text describing the shares of different 

taxes in the financing of expenditure, and the earlier 

chart which had been dropped. The Chancellor is content 
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• 
for the chart to be restored, but feels that 

paragraph 6.17 should be dropped. 

He was content with the new Guinness Chart you attached 

(though notes that the key is missing). 

The Chancellor now feels that the passage on pensions in 

Chapter I should read "the introduction of a favourable 

tax regime for personal pensions" (your paragraph 11). 

2. 	I attach separately the Chancellor's comments on Chapters 4, 5 

and 6. 

s 
A C S ALLAN 
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• 
CHANCELLOR'S COMMENTS ON FSBR CHAPTER 4 

Paragraph 4.06: Delete the top line (ie the basic rate band) in 

this table. 

Paragraph 4.09: Amend this to read "The duty on petrol will be 

reduced by the equivalent of about 5p a gallon in respect of 

unleaded petrol only. 

Paragraph 4.10: 	Make the gaming machine licence proposal a 

separate paragraph. 

Paragraph 4.12: In the table change "Rate on death" to "Rate of 

tax". 

Paragraph 4.15: Say "may be valued" not "will be valued". 

Paragraph 4.35 (ie Lloyds): Change the end of the last sentence to 

read "... will first apply to premiums payable in respect of the 

1985 Lloyds account closing at 31 December 1987". 

Insertion A to second paragraph of Annex introduction: 	The 

Chancellor would be grateful for an urgent explanation of exactly 

how the Budget changes are measured against an indexed base for 

1988-89. The text as drafted is very unclear, hut suggests that 

there may be problems - perhaps explaining why we eventually went 

for a non-indexed base last year. 

Annex to Chapter 4: Inland Revenue paragraph in introduction: The 

Chancellor wondered whether there were no examples from this year's 

Budget of behavioural changes allowed for in the costings. If so, 

we should quote one. If not, he feels it would be best to leave out 

the last two sentences of this paragraph. 
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• 
Sixth paragraph of introduction to Annex: 	The Chancellor feels 

that once we know what we are doing with the third columns of 

Tables 1.1 and 4.1, it may be better to describe the presentation 

in this paragraph (deleted in manuscript from the circulated 

version). 

Annex paragraph 43: Delete "depends on the behavioural effect this 

measure has, but" from the manuscript insert, and make sure all 

figures are central estimates. 

Annex paragraph 52(a): 	Change "will be calculated" to "may be 

calculated". 
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• 
CHANCELLOR'S COMMENTS ON FSBR CHAPTER 5 

Table 5.1: While the Chancellor agrees that'Scotland, Wales and 

Northern Ireland
V
should not be shown separately, he feels that the 

line for "other Departments" now is far too large. Strong 

candidates for separate lines are EMployment and DOE housing. The 

Chief Secretary may be able to think of others. 

Paragraph 5.03: Change "over" in the second line to "in each of". 

Change the sentence beginning after the semicolon to start "this 

would still be the case even without any proceeds from 

privatisation". 

Paragraph 5.04: Change the second sentence so that it reads simply 

"It is the key public expenditure aggregate used in the Medium Term 

Financial Strategy". 	In the next sentence delete the second 

"general government". 

Paragraph 5.05: Amend the passage at the lop of page 3 to read "The 

additions to programmes amount to some (£5.3] billion and, together 

with a shortfall of £400 million on privatisation proceeds exceed 

the Reserve of £4.5 billion. 	The consequent overrun on the 

planning total amounts to about [£1.2] billion. 
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• 
CHANCELLOR'S COMMENTS ON FSBR CHAPTER 6 

Note: The Chancellor has not yet taken a final decision on the 

precise PSBR to show for either 1986-87 or 1987-88. He would be 

grateful to know what the deadline is. 

He does not feel it is at all clear why some headings should be 

beside, and some above, the text. An example is the headiol 

"Receipts" to paragraph 6.06. 	He would be grateful for an 

explanation of the logic here. 

Paragraph 6.06: 	Given the comment in the last sentence, the 

Chancellor feels it would be much better if stamp duty were given a 

line of its own in table 1.2. 

Paragraph 6.07: It would be better to go back to saying the short. 

fall in oil revenues "mainly" reflects lower than assumed oil 

prices, rather than adding "and production" - which is not an 

assumption. 

Paragraph 6.08: 	Delete "probably" at the end of the third last 

line. 

Paragraph 6.11: The second reason given for the increase in GGE is 

that "public corporations have met a higher proportion by general 

government finance". 	Does this mean "boLrowing trom the 

Government"? If so, it would be better to say so. 

Table 6.2: 	The heading to this table should read "taxes and 

National Insurance contributions (NICs) as a percentage of GDP. 

Paragraph 6.16: The Chancellor feels that this paragraph should be 

deleted: table 6.2 (and paragraphs 6.10) make it otiose. 

Table 6.3: Change line one to read "Central government borrowing 

on own account". Can the roundings on local authority borrowing in 

1985-86 be adjusted so that the two components sum to the total? 
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• 
Paragraph 6.25: 	Change the last sentence to read "An accruals 

adjustment is accordingly made in line 28. 

Table 6.0.3: 	The Chancellor would be grateful for a short note 

explaining footnote 8. 
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MST 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Scholar 
Mr Culpin 
Miss O'Mara 
Miss Evans 
Mr Hudson 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 
PS/IR 
Mr Calder 
PS/C&E 

FSBR CHAPTER 4: ANNEX INTRODUCTION 

The Chancellor was grateful for your minute of 9 March, and the 

revised explanation of how the Budget changes are measured against 

an indexed base for 1988-89. 	He found the new explanation much 

clearer, and is content for it to replace the present paragraph 6 

in the introduction to the Annex. 

A C S ALLAN 
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SIR T BURNS cc Sir P Middleton 
Mr Cassell 
Mr Odling Smee 
Mr Scholar 
Mr Sedgwick 
Mr Culpin 
Miss O'Mara 
Mr Ross Goobey 

BUDGET STATEMENT; PSBR 
Nsot 	 *.; 

The Chancellor now proposes to use the following passage in place 

Of *paragraph D7 in the fifth draft of the Budget statement. 

"Indeed, I believe it is right to go below it. 	Since its 

inception in 1980, the MFTS has indicated a steadily declining 

path for the PSBR expressed as a percentage of GDP. We have 

now reached what I judged to be its appropriate destination: 

a i'R'O.f.1 Per ce.nCOf GDP.* t intend to stick to Olat.f14ute. 

That will maintain a degree of fiscal prudence that, until 

this .year, had been recorded on only two occasions since the 

War." 

2. 	I should be grateful for any comments as soon as possible. 

t)raPc- 
A C S ALLAN 
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FROM: A C S ALLAN 

DATE: 11 March 1987 

MR SEDGWICK 

 

cc PS/Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Odling Smee 
Mr Scholar 
Mr Peretz 
Mr Culpin 
Mr Mowl 
Mr Ritchie 
PS/IR 
PS/C&E 

THE PSBR IN 1986-87 AND 1987-88 

The Chancellor was most grateful for the minute of 10 March by you 

and Mr Mowl. After some reflection, he has plumped for a PSBR of 

£4.1 billion in 1986-87 and £3.9 billion in 1987-88. 

A C S ALLAN - 
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FROM: A C S ALLAN 

DATE: 11 March 1987 

MR ODLING-SMEE cc Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr Scholar 
Mr Sedgwick 
Mr Riley 

NOTE FOR THE PRIME MINISTER ON MTFS ETC. 

The Chancellor needs to send a minute to the Prime Minister 

recording his proposals on the PSBR and on the MTFS. I attach a 

draft and would be grateful for any comments as soon as possible. 

2. 	The drafting of the passages óñ the PSBR clearly has to await 

a final decision on the numbers. 

/ 

A C S ALLAN 
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DRAFT MINUTE FROM THE CHANCELLOR 

PRIME MINISTER 

1987 BUDGET: MTFS 

In my minute of 	] March, I set out my tax proposals and said I 

would let you have a further minute on the PSBR and monetary 

targets for 1987-88. 

Public Sector Borrowing  

The latest estimates of the February PSBR show that cumulative 

borrowing in the first eleven months of the year was only 

£0.1 billion. Borrowing in March will, as usual, be heavyNilVely 

out-turn remains very uncertainAbangb=tion Local authorities always 

undertake substantial borrowingjn Marchl and we shall be .making a 

£680 million payment to Rover. But it seems likely that borrowing 

over the year as a whole will be no more than about [E41] billion. 

I believe it is right to set the PSBR for 1987-88 below that; it 

would give the wrong signal if we were to increase the PSBR at a 

time when growth was demonstrably strong. 	Even with the 

£2.6 billion tax package we have agreed, there should be no 

difficulties over this. I propose to set the PSBR for 1987-88 at 

[E4] billion, or 1 per cent of GDP, and the arithmetic underpinning 

this is based on cautious estimates of revenue yields and on an 

assumption of a $15 oil price. 

For the remaining years of the MTFS period, I plan to show the PSBR 

remaining at 1 per cent of GDP. This was the level we used as our 

goal in the illustrative path for the PSBR in the Green Paper on 

long-term pubic expenditure, published in March 1984. It was then 

the assumption for 1993-94, and it is a remarkable achievement to 

be able to reach that goul so far in advance of our earlier 

planning. 
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NAlktary Targets  

For the monetary targets in 1987-88, I intend to stick to MO but not 

to set a formal target for EM3o +rwm-4444-0A. As you know, we have 

had increasing difficulties in interpreting changes in broad money, 

and £M3 has for several years showed a tendency to grow more 

rapidly than money GDP. 	This year, £M3 has grown consistently 

above its target range. I do not think that dropping the £M3 target 

will cause any surprise at all. 

The velocity of MO has been much more stable, and MO has remained 

within its target range of 2 to 6 per cent. The illustrative range 

for MO in 1987-88 which we set out in last year's FSBR waseaso 

2 to 6 per cent, and I see no reason to change that now. I shall 

also be publishing the same illustrative ranges as in last year's 

FSBR for the future years of the MTFS. 

The dropping of a broad money target does not mean that the whole 

weight of monetary policy is thrown on to MO, though that has a very 

important role to play. We shall continue to assess monetary 

conditions in the light of all the available indicators, including 

in particular the exchange rate. And we shall make it clear that, 

although we are not setting a formal target for £M3, we shall 

continue to take it into account in assessing monetary conditions. 

This approach has been fully discussed with the Bank who support 

these recommendations. 

N.L. 



ps11:31A 	 CONFIDENTIAL 
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PS/CHIEF SECRETARY cc Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Anson 
Mr Cassell 
Mr Odling-Smee 
Mr Scholar 
Mr Sedgwick 
Mr Turnbull 
Mrs R Butler 
Mr Pratt 
Mr Mowl 
Mr Riley 
Mr Parkinson 

PRESENTATION OF THE 1986-87 PLANNING TOTAL OUTTURN IN THE FSBR 

The Chancellor has seen Mr Pratt's minute of 10 march. He notes 

that the overrun on the planning total is now slightly more than 

accounted for by "below the line" items - ie a fall of £350 million 

in privatisation proceeds and an extra £650 million for Rover 

(scored as a purchase of company securities). 	This should be 
useful in presentation - especially to the TCSC. 

ms-k 
A C S ALLAN 
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Mr Parkinson "C 

-87AOUTTURN IN THE F PRESENTATION OF THE 1986 

This submission considers the figure o show in the FSBR for 

the 1986-87 planning total outturn. 

2. Our latest forecast is that the 1986-87 planning total 

outturn will be £140.0 billion - an overspend of £0.9 billion. 

This is a decrease of £0.3 billion on the figure in my February 

monthly report. 	It is £0.4 billion below the figure of 

£140.4 billion shown in the public.: expenditure White Paper. 

The main reasons for the decrease since last month's report 

are reductions in estimated expenditure by IBAP, an increase 

in MOD shortfall and a reduction in LA capital. The attached 

regular monthly note on the Reserve for March discusses this 

and also considers the implications for the 1987-88 Reserve 

of the latest decrease in our forecast outturn for 1986-87. This 

submission considers the presentation of the 1986-87 outturn 

in the FSBR and Budget briefing and hence concentrate on the 

comparison with the last published outturn figure in the public 

expenditure White Paper. 

Mr Riley 
Mr Mowl 

Although there is scope for the outturn to vary in future, 

we do not believe we can regard £140.0 billion as being 

insignificantly different from the White Paper figure of 

£140.4 billion, despite the presentational advantage in sticking 

to the outturn figure already published. We therefore recommend 

that you publish our best estimate of £140.0 billion for the 

following reasons: 

opy No 3 of n Copies 
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£140.0 billion is our best guess, but there may 

well be further changes in a downward direction 

on the horizon - MOD may have a larger shortfall, 

for example, and EC net contributions could be rather 

lower. 	

k'1411/-' 
The White Paper included an 'adjustments' line, 

which included -£400 million for the BGC and BAB 

EFLs, an allowance for Rover of +£650 million and 

a further allowance for shortfall. The EFL and 

Rover figures have now been included in the relevant 

departmental lines. Provided that our central 

estimate of total outturn is used, it will not be 

necessary to show, or explain, an 'adjustments' 

line for 1986-87 in the FSBR. 

Because of changes in the GDP deflator, the real 

terms year on year increase between 1986-87 and 

1987-88 is still less than the figure shown in the 

PERP, despite the reduction in the base year 1986-87. 

The figures are set out at Annex A. 

The figure of £140.0 billion is consistent with 

the figures for Supply expenditure and cash limits 

outturn shown in the Estimates and Summary and Guide. 

These are based on the latest (F10) returns from 

departments and cannot now be changed. 

The reduction in the planning total outturn brings GGE 

to £164.i) billion. As Annex A shows, however, this is unlikely 

to alter the run of figures showing GGE as a proportion of 941"E':4-Dr" 

This is because both money GDP and GGE are slightly higher than 

in the PEWP. GGE is higher than in the PEWP because public 

corporations are taking more of their finance from government, 

which adds to GGE, and repaying more to the market (see Mr Monck's 

minute of 4 March to the Chancellor). 

Presentation of the Revised Outturn  

In addition to showing the main reasons for the overshoot, 

we will need to explain the £400 million reduction in estimated 
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outturn since the PEWP. In fact there have been a large number 

of changes, both up and down, and so the main items to show 

are, to some extent, a matter of choice. In the briefing we 

propose to draw attention to the following main changes (rounded): 

MOD 	 -£400m (increased shortfall) 
LA capital 	 -£300m (increased receipts) 

Offset by 

Privatisation proceeds +050m (reduced proceeds) 

We would also point out that, as was made clear in the text 

of the PEWP, an allowance had been made for Rover. 

Conclusion  

The implications of this lower forecast planning total 

outturn on the 1986-87 PSBR will be considered by Mr Sedgwick 

in a submission to be put forward tomorrow, 11 March. A decision 

both on the planning total and the PSBR figures to show in the 

FSBR is needed by close tomorrow. 

Do you agree that we should publish an outturn figure of 

£140.0 billion in the FSBR? 

R PRATT 



3002/001 
BUDGET SECRET 

ANNEX A 

CHANGES FROM 1987 PEWP 

Planning total (cash) 

1986-87 1987-88 1988-89 1989-90 1990-91 

1987 PEWP 140.4 148.6 154.2 161.5 - 

1987 FSBR 

Planning total (real terms, 1985-86 prices) 

140.0 148.6 154.2 161.5 168 

1987 PEWP 136.5 139.3 139.7 142.1 

% change on year earlier +2.2 +2.1 +0.3 +1.7 

1987 FSBR 136.0 138.0 131.7 139.2 140.6* 

% change on year earlier -1.8 +1.5 -0.2 +1.1 +1.0 

General government expenditure 

1987 PEWP 164.4 173.7 179.6 187.8 - 

1987 FSBR 164.8 173.5 180 188 196 

General government expenditure 
as proportion of GDP 

1987 PEWP 431/4  421/4  411/4  411/4  

1987 FSBR 431/4  421/4  411/4  401/2  40 

* Not separately shown in FSBR but can be calculated. 

10 B. The figures in this annex are still not final. 
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PLANNING TOTAL AND STATE OF THE RESERVE  

This note outlines GEP's March assessment of the outturn of the planning 

total and implied claims on the Reserve for 1986-87. 

2. 	The total claims on the Reserve are assessed to be £5.4 billion 

(rounded), ie £0.9 billion over the Reserve in plans. This compares with 

an overspend of £1.3 billion shown in the PEWP and of £1.2 billion in 

last month's report. Table 1 compares the latest position with last month. 

Table 1: Claims on the Reserve, March 1987 (E billion, rounded)  

LA current 
of which Housing Benefit 

Total Chanfre 

2.8 
(0.3) 

since 
last month's 
assessment 

LA capital 0.2 -0.1 

Demand-led central government 
of which 

exp 1.1 -0.1 

Social Security (1.2) 
IBAP(gross) (-0.4) (-0.1) 

End year flexibility 0.3 
Other discretionary 1.2 
Cash limit underspend -0.8 -0.1 
Nat Industries EFLs -0.1 -0.1 
Other (incl EC) 0.3 +0.1 
Privatisation proceeds 0.4 

5.4 -0.3 
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The main increase since last month is £150 million in our estimated 

net EC contribution, mainly associated with expected overdraft provisions 

of which you are aware. The main decreases are: -£75 million on net 

LA capital (reflecting the latest DOE/LA1 estimate); -£100 million on 

cash limited underspend (made up of -£185 million for MOD, offset by lower 

than expected shortfall on other cash limits); -£100 million on demand-

led Supply expenditure (mainly further reductions on IBAP); -£70 million 

on nationalised industries (including -£55 million on improved BA 

prospects); -£75 million on various CFERs. This assessment incorporates 

the F10 information on departmental estimated Supply outturn figures. 

A summary of the demands on the Reserve distinguishing formally agreed 

and potential discretionary and non-discretionary claims is shown in the 

Annex. 

Effect on 1987-88 Reserve  

Although there has been a reduction in estimated outturn for 1986-87, 

this is not expected to lead to increased pressure on the 1987-88 Reserve. 

The increased shortfall on the MOD cash limit is partly the result of 

the new Levene regime with stricter empnasis on payment by results and 

a general effort to reduce end-year surge. It will almost certainly result 

in a corresponding increase in MOD's cash limit next year, through end-

year flexibility, but we do not expect MOD to alter their spending plans 

to take up this increased carry-forward in 1987-88. Other things being 

equal, therefore, we expect the increased carry-forward into 1987-88 to 

be offset, in large part, by increased carry-forward into 1988-89. 

On the other hand, the increase in our net EC contributions in 1986-87 

is more than accounted for by the likely call this month by the Community 

for advance own resources payments and overdraft facilities. The increase 

in 1986-87 will directly reduce expenditure in 1987-88. 

Conclusion  

6. 	This month's estimate indicates a planning total outturn figure of 

£140.0 billion, £0.9 billion higher than plans, and a net decrease of 

£0.3 billion since last month. 	The estimated outturn remains subject 

to some uncertainty, however. The 

CSO's Financial Statistics in June. 

next published figure will appear in 
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SUMMARY OF DEMANDS ON THE RESERVE 

(i) Formal Position  

The total of claims which have been formally charged to the Reserve is 

£3,585 million, £800 million higher than last month. This reflects the 

formal charging of the late spring Supplementaries including Rover and 

social security (£680 million), and £114 million for the BS EFL. All 

but £30 million was anticipated in last month's assessment. 

PotenLial claims: discretionary  

Total estimated expected discretionary claims stand at £195 million, down 

by £725 million since last month. This reflects the formal charging of 

the Rover Supplementary (for which £650 million had been included as a 

potential claim last month) and a reduction in DOE's estimate of net LA 

capital expenditure (-£75 million). 

Potential claims: non-discretionary  

Potential non-discretionary claims are estimated at 21,625 million, a 

net decrease of £370 million since last month. The main increase is 

£150 million as a result of EC's latest assessment of our expected EC 

contributions. The main decreases are: 

-£120 million for demnnd-led central government expenditure, 

reflecting the latest F10 and other information, including 

reduced IBAP. 

-£185 million for nationalised industries' expected outturn, 

of which -£114 million simply reflects the formal charging 

of the BS increase and -£55 million is for improved BA 

prospects. 

-£100 million on increased cash limit underspend, reflecting 

latest F10 information on MOD and other votes. 

-£75 million on various increased CFERs. 

(e) 	-£40 million on LA current (mainly revised assessment of LA 

budgets). 



TABLE 2 

2.Total call 	on reserve in 	1986-87 	implied by the 
by spending authority and Department(Dept A) 

1986-87 

Ministry of Defence 

Foreign & Commonwealth Office - ODA 

Foreign & Commonwealth Office - other 

European Community 

Intervention Board for Agricultural Produce 

Agriculture 

Forestry Commission 

Department of Trade & Industry 

Department of Energy(1) 

Export Credits Guarantee Department 

Department of Employment 

Department of Transport(1) 

DOE - Housing 

DOE - Property Services Agency 

DOE - Other Environmental Services 

Home Office 

Lord Chancellors Department 

Department of Education and Science 

latest 	estimate 

	

Central 	Local 
government au-.horities 

-.3 

.5 

-.4 

.1 

.7 

.1 

-.1 

.1 

	

.1 	 -.1 

.3 

.3 

1.4 

NI 
external 
finance 

* 

-.1 

- 

- 

L1&11PCs 
external 
finance 

* 

- 

- 

- 

E billion 

List 	111 	Total 

	

public 	call 	on 

	

corps 	reserve 

-.3 

.5 

-.4 

.1 

	

_ 	 .8 

	

- 	 -.1 

	

- 	 -.1 

	

- 	 .1 

.1 

	

-.1 	-.1 

.3 

.3 

1.4 

(continued overleaf) • 



TABLE 2 (continued) 

2.Total call on reserve in 1986-87 implied by the latest estimate 
by spending authority and Department(Dept A) 

E billion 

1986-87 

Central 	Local 
government authorities 

NI 
external 
finance 

L1&11PCs 
external 
finance 

List 	111 
public 
corps 

Total 
call 	on 
reserve 

Office of Arts and Libraries 
* 	 .1 - - - .1 

DHSS-Health & Personal Social Services .1 	 .1 - - - .2 

DHSS - Social Security 1.3 	 .3 - - - 1.7 

-.1 
Civil Superannuation 

-.1 	 - - - - 

* 
Scotland 

.1 	 .2 * * .3 

Wales 
.1 	 .1 * - * .1 

Northern Ireland 
.1 	 * - -.1 * 1 

Chancellors Departments .1 	 - - * 1 

* 	 _ _ _ _ * 
Minor Departments 

Local Authority current not allocated to departments 	 - 	 - 	 - 	 - 	 - 	 - 

Total expenditure on programmes 
	 2.4 	3.0 	-.1 	 -.1 	 -.1 	 5.0 

.4 
Privatisation proceeds 

5.4 
Plans/Estimated outturn 

(1) Includes adjustment for external finance of nationalised industries to be privatised this year. 
* Indicates less than +/- £50 million. 



3.1986-87 Public expenditure planning total 

Cmnd Cm56 Feb FSBR 

TABLE 3 

Ebillion 

Call 	on 

1986-87 9702 
(1) 

est. 
(2) 

est. 
(3) 

est. 
(4) 

reserve 
(5) 

Central government(6) 102.6 104.8 105.1 105.0 2.4 

Local 	authorities(6) 35.2 38.7 38.2 38.1 3.0 

Nationalised 	industries external 	finance(7) .5 .3 .5 .5 -.1 

List 	1 	& 	11 public corporations external 	finance. .5 .4 .4 .4 -.1 

List 	111 	public corporations subsidies and capital expenditure .6 .5 .5 .5 -.1 

Total expenditure on programmes 139.4 145.1 144.7 144.4 5.0 

Privatisation proceeds -4.8 -4.8 -4.4 -4.4 .4 

Plans/Estimated outturn 134.6 140.4 140.3 140.0 5.4 

Reserve not allocated above 4.5 

Planning Total 139.1 140.4  140.8 140.0 

Implied overspend on plans 5.5 5.7 5.41  

Reserve available 4.5 4.5 4.5 

Implied overspend on planning total 1.3 1.2 .9 

Cmnd 9702 adjusted for the effects of classification changes. 
Includes in the total an allowance for the Adjustment shown in Table 2.1. 
Consistent with PEPR(86) 12. 
Consistent with PEPR(86) 13. 
Column 5= Column 4- Column 1, calculated on unrounded figures and independently rounded. 
Excluding finance to nationalised industries and other public corpprations treated similarly. 
Includes adjustment for external finance of nationalised industries to be privatised this year. 

* Indicates less than +/- £50 million. • 
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Tab .e 4: Claims on the Reserve 1986-87  

41110 Emillion 

  

Formally 
	Potential bids 	 Total 

charged 	 non- 
Discretionary/ Discretionary 

Central Govt (voted) 
of which: 

3110 20 -1240 1890 

- cash limited votes 4 185 10 -760 735 
- social security 
(voted) 1265 5 -30 1240 

- IBAP (gross) -30 -325 -355 
- ECGD -10 -30 -40 
- RMPS +130 0 130 
-FPS 25 -10 15 
- other non cash 

limited votes 240 5 -85 160 

National Insurance Fund -50 115 65 

LA expenditure 
of which: 

380 160 2405 2945 

- LA current 360 2405 2765 
- LA capital 20 160 180 

EFLs 250 -325 -75 
- nationalised 

industries 

Privatisation proceeds 365 365 

Other (net) -110 15 310 215 

TOTAL CLAIMS 3580 195 1630 -34-65 

RESERVE 	 4500 

Net potential overspend 	 905 
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From: N MONCK 

Date: 12 March 1987 

MR SCHOLAR cc Chancellor 
Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Mr F E R Butler 
Mr Culpin 
Miss O'Mara 
Mr P Gray 
Mr Cropper 
Mr Ross Goobey 
Mr Tyrie 

Mr Isaac, IR 

FSBR SECOND PROOF 

I have two suggestions on PRP. 

In paragraph 4.08 I think we should enme clean on the exclusion of the public 

sector. The point is already in the Inland Revenue press release but is not 

in the speech. We do not want to expose ourselves to charges of letting this 

news out in a hole and corner way. This could be done in the first sentence 

either by inserting "private sector" before "employees in profit-related pay 

(PRP) schemes"; or by inserting "in the private sector" after "schemes". I 

understand the Minister of State agrees with this. 

Secondly, there is a pure drafting point on the manuscript insertion into 

para 9 of the annex to Chapter 4. At the moment this includes the sentence "It 

will build up substantially in later years ...” . This text might nriginally 

have appeared as a footnote to the summary table 1.1. In that context "later 

years" would have made sense. It makes very little sense, however, in a sentence 

following the detailed explanation of the upper ceiling on the PRP tax relief. 

It would read perfectly well if "in later years" is deleted. 

N MONCK 



PRINCIPAL PRIVATE SECRETARY 

CONFIDENTIAL • 

• 

FSBR : CHAPTER 3 

FROM: P N SEDGWICK 
DATE: 13 MARCH 1987 

cc 	Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Bottrill 
Mr Davies 
Ms Evans 

The Chancellor added a sentence to paragraph 3.47 last night which read 

"For the first time since 1983 unit labour costs in manufacturing 

in the UK are expected to rise less in 1987 than those of the other 

major industrial nations". 

I am afraid that Chart 3.9 on which this statement was based contained 

some errors. 	I attach a corrected version which Stephen Davies has 

checked meticulously. In the light of this the options are 

(41),  to drop this sentence, 

or (b) to amend the Chancellor's sentence to read. 

"For the first time since 1983 unit labour costs in 

manufacturing in the UK are expected in 1987 to rise 

those in the other major industrial countries." 

My preference is for option (a). If the Chancellor prefers option (b) 

Ms Evans would need to ring it through to the printers today.-  

Cc- 

(t 	9  
OK 15(4) 

PNJ 
P N SEDGWICK 



El UK 

N. Average of other major 
NM industrial countries 
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Chart 3.9 Unit labour costs in manufacturing 

• 

Per cent change on year earlier 
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Income 

9 
10 

18 

10 

5 

100 

TOTAL RECEIPTS AND BORROWING 100 100 

1978-79 1987-88 
Expenditure  

DHSS - Social security 	  
26 

Defence 	  10 

DHSS - Health and personal social 
services 	  10 

11 

11 
Scotland, Wales, N. Ireland 	  10 

Education and science 

Other Departments 	 

Interest 	  10 
Other adjustments 	  

TOTAL EXPENDITURE 	 100 

1  This table is based on the presentation in table 1.2. For 1987-88 the cas 
of receipts and borrowing and expenditure are 4 	] billion. 

10 
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1978-79 
	

1987-88 
s and borrowin 

Corporationxexcl. North Sea)  	5 
Capital taxes 	  1 
Local authority rates 	  8 

6o4

Central government e p 	ture taxes 	 24 

North Sea revenues . ...\S 	  1 

National Insurance Contri tio 	 14 

Interest and dividends  	 It 

	

Other receipts     6 

Borrowing2 	  12 

25 
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diurn Term Financial Strategy 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done since 
1980. It is intended to bring inflation down further over a period of years, 
and ultimately to achieve price stability. It is complemented by policies 

ned further to improve other aspects of the UK's economic 
rmance. 

polic 
improv 
inflation, 

etary and fiscal policies are designed to reduce the growth of 
, so bringing down inflation. They are complemented by 

ourage enterprise, efficiency and flexibility. These policies 
ision of money GDP growth between output growth and 

the creation of jobs. 

ECAA,votAmc ?otA cti 6 

4.4,1" 

frAmo, tinT42.. 

rtvt-,  IL pk4 
ticia.es www.1  ClbP 

av-z4 	rre.t....1-  to 
6 rrozA....t. tI 

vi kat if-eh0-* 

4 	ap,.....441 
onomy has grown at-tertntri per cent a year on 

averag wit 	variation in the gro"tl rate rom year to year. This is the 1 14 longest period of steady expansion sincelW196tand it has been achieved 
while inflation has come down sharply—from a peak of over 20 per cent in 
1980 to 4 per cent now. Productivity is rising rapidly, at a rate which 
compares very favourably with our major competitors. The economy has 
weathered the fall in oil price 	year without disruption, and is about to 
embark on a seventh year  cii  growth

.) 
 combined with low inflation. 

Chart 2. 1 	Money GDP output and intia 

70 

5 

II ill viii III 10 I II III lviii III 10 I II III IV I II III IV I If II IV I II III IV 

970 	 1900 	 ,110, 	 ,9132 	 1903 	Me+ 	1990 	 499 

;3. 
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Objectives and the framework of policy 
ney GDP 2.04 Policy is directed at maintaining monetary conditions that will bring 

about a gradual reduction in the growth of money GDP over the medium 
term. In the short term there will be fluctuations, but it is the medium term 
trend which is important. The government will aim to avoid 
departures in in the medium term from the path set out in table 2.1 

Table 2.1 Money GDP ogalategessoy--Growth 

Voiwe4,54- 
x 	 2.0 	owth of money GDP in 1986-87 is expected to be arslitOt below 
x 	 the 	t forecast at thc time of the last Budget. The forecast for 1987-8g, 

1  
e 

last year. 	two years to 987-88 the growth rate is little changed. In 
rvy61. 

	

	 ,• es n 	apter 3, is 	higher than the 6-1 per cent indicated 
J  

the later y s 	rowth of money GDP declines at the same rate as in last 
year's MTF 

Instruments of policy 2.06 The Government sets monetary and fiscal policies to achieve monetary 
conditions which will deliver its objectives for money GDP. A declining 
path for money GDP growth, as in Table 2.1, requires firm monetary 
policies supported by low public sector borrowing. 

4 la 419-18- htt c ange on previous financial year. 	 CI 
1987-88: target range. 	 c2 • 2 
1988-89 onwards: illustrative ranges. 

1988-89 
64 

1989-90 	1990-91 
6 	 54 

- 
listemerraiRe 

' Per cent change on previous financial ye 
and inflation. The figure for 1987-88 is a 
describe the Government's broad medium ter 

1986-87 
6 

 

1987-88 
74 

 

.2 for assumptions on output 
subsequent years the figures 
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2.07 Fiscal policy is revie 
rates, Which can be vane 
monetary policy. They wil 
keep monetary conditions on 

h year at Budget time. Short-term interest 
requently, are the essential instrument of 

to be maintained at levels necessary to 

2.08 The authorities seek to fun 	R fully, and no more, over each 
financial year by sales of debt outs' 	onetary sector. This will 
continue to be the basis for funding  e  y. 

Monetary policy 
2.09 Monetary conditions are assessed in the light of movements in narrow 
and broad money, and the behaviour of other financi indicators, in 
particular the exchange rate. There is no mechani 1  •  ula for taking these 
factors into account; a balance must be struck bet 	exchange rate and 
domestic monetary growth consistent with the Gov 	s aims for 
money GDP and inflation. 

2.10 Over the past two years, the dollar has depreciated 	st"- .11y against 
most other major currencies. At a meeting of Finance Mini 	Central 
Bank Go 	ors of six major industrial nations in Paris on 21 	ary, it 

(.44, 
X 	 was 	that a period of stability would mew be desirable. 	•ly, 

x 	 the UK and other countries represented there agreed ilmswisperrt 
< 	 eiretwasteffees to co-operate closely to 
tka- -eAN -c1=eufeeste=1ovv4s. The MTFS projections assume that there 

change in either the sterling exchange rate index or the sterling/dollar 
[ exc  ange rate from year to year.  ( 

tA2 toTACORNE Ty  

is no major 
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Chart 2.2 Velocity of monetary aggregates 
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rrow money 2.11 Last year's MTFS set out the properties desired of a target aggregate 
for narrow money. In particular it should have a stable relationship with 
money GDP. As Chart 2.2 shows, the velocity of MO has grown relatively 
steadily over a long period of time. MO has proved a reliable indicator of 
monetary conditions. 

74, Lt. ct_1(4...g1-170,ai 

2.12 In principle there is 
interest bearing money, suc 
Rut the velocity of this aggre 
are currently exacerbated 	 b th 
deposits, and it is ultra-sensitive 
best choice of narrow aggregate 

moving to a wider measure of non- 
the 	n-interest bearing component of Ml. 

xhibits considerable fluctuations which 
id 	rowth of interest bearing sight 

MO remains the toqn 
for 

ate changes. 
urposes. 

Chart 2.3 Growth of MO and money GDP 
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ig8c) —go 	_ 19% -51 

4- 	 — 	I—s.  

2.13 The target range for MO growth in 1987-88 is 2-6 per cent, unchanged 
from the range indicated in last year's MTFS. Ranges for the later years are 
illustrative, but have a downward profile consistent with the declining path 
for money GDP growth. 

Nam.mammoomm.m•mmia> 

2.14 If the underlying growth of MO threatens to move significantly outside 
its target range in 1987-88 there is a presumption that the Government will 
take action on interest rates unless other indicators suggest that monetary 
conditions remain satisfactory. 

Broad mone 	5 Broad money has been growing considerably faster than money GDP 

c•twl 
:011;:,;‘ent years. In part  this has  reflected high real interest rates, which have 

to the attractiveness of financial assets in general;khe end of 
ding in 1985 has also contributed. But perhaps most important, the 

gr& .rivate sector li uidity and borrowing. Private sector borrowing 
competition in financial markets in recent years has led to rapid 

as 	and is now sax6 10 per cent of GDP (Chart 2.4). It has 
suilo,  • 0  re than public borrowing to upward pressure on real interest 

s are likely to persist, so that broad money growth may 
r u1. its recent rate, well in excess of the growth rate of money 

Chart 2.4 Public and private sector borrowing 
12 

*CA*.  

cio.A9AJ rates. T 
continue 
GDP. 

to 

.................................... 
chr, 

2 

19'79 Igo 198011 	 19'821i1 	1983174- 	198 19811 2 

2.16 The 1986 Building Societies Act marks a furthe 
status of building societies. As their behaviour becomes 
banks, wider aggregates which include building society 
to continue to be less erratic than 

t97812.,  

he evolving 
that of 

re likely 

10 

1986)167°  

2.17 Both the Chancellor and the Governor of the Bank of En 
drawn attention to the increasing difficulties in interpreting chang 	ad 
money. With rapid and pervasive changes in financial practices, there is no 
simple relationship between broad money growth and money GDP. For this 
reason, 	the Government has decided that there should be no formal target 

I 
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Fiscal policy 

2.18 The PSBR in 1986-87 is expected to be about 1i per cent of GDP. 
in-Intercaphimaymeten, in spite of lower oil 

revenues. After remaining at about 31 per cent of GDP between 1981-82 
and 1984-85, the PSB 
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for broad money in 1987-88. But the rate of growth of broad money cannot 
be ignored, and the Government will continue to take it into account in 
assessing monetary conditions. 

art 2.5 showskrp-ii3siatisation proceeds are added back, it has been 
s a share of GDP in 11kkiiWilifi=m19t4=X7 than in. any yee---r since 

tke, Fe-d- fur* deo.a 	ak 	tire& I'2 g_g o6 tv" c„, 

Chart 2.5 
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14/44...A1 Z•1+ (r,  
The  PSBR path  2.19 +he fiscal projections for the next four years sze set out in Tables 

raiz c...e.cw.A.ik 
Or..4A/nr*-161,.. ufr frva.ifis - 	

k The path of the PSBR is below that shown in last year's MTFS. The 
buoyancy of revenues experienced in 1986-87 and projected for 1987-88 has 

2.20 The PSBR for 1987-88 i4et at k4 billion, or 1 pie\ GDP. 
itAr 

North Sea revenues in 1987-88 are forecast at about L 
6 	../.1-- ;16 in 1986-87. The proceeds from the Governme t s 4c,1  tkr,A.  

programme are expected to be k5 billion, as set out in the A 
Statement. 
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IA • •.j  2.21 The PSBR is projected to remain at 1 per cent of GDP 	" 	&A 
 

If privatisation proceeds are added back the ratio  gradually falls fro 40.1"‘pe 
in 1987-88 to 2 per cent in the final year. thc3e-figeres illustrate the 
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k billion, cash 
1985-86 1986-87 1987-88 198 

	

1334, 	14c.) 

	

1 1 1 	IS 

	

IS'S-5 	16S  

9-90 	1990-91 

154- 
13 
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2.22 For the period to 1989-90, the public expenditure projections in 
Table 	2.41ollow  the plans set out in the Public Expenditure White Paper 

Gotjtj 	(Cm 56). It ishissumed that the planning total will grow by 1 per cent in real 
terms in 1990-91. Decisions on the planning total for that year will be taken 
in the 1987 Survey. The revenue projections in Table 2.Are based on the 
conventional assumptions of constant 1987-88 tax and national insurance 
contribution rates, and allowances and thresholds indexed from the proposed 
1987-88 levels. All changes proposed in the Budget are taken into account. 

2.23 The assumptions about output growth and inflation that underlie the 
venue projections are shown in Table 2.0 They are consistent with the 

res for money GDP growth in Table 2.1. As last year, oil prices are 
ed to average $15 a barrel in 1987, and thereafter to remain broadly 

ged in real terms. 

 

Table 24 Onut 	inflation assumptions 

  

Perce ge on previous financial year 

1986-87 1987-88 1988-89 1989-90 1990-91 

Real GDP 
Non-North Sea 3 21 21 21 

Total 3 3 21 21 21 

Inflation 
GDP deflator 3 41 4 31 3 

Public expenditure 
2.24 Continued restraint in 	c spending is a vital element of the 
Government's economic strat . General government expenditure has 
fallen steadily as a proportion of1S 	in its peak of over 46 per cent 	in 

1982-83. 	 plans in the White Paper 
imply a continuing fall. This will e 	a low level of borrowing to be 
combined with reductions in the burn of taxation, so improving 
motivation, efficiency and employment. Public expenditure is discussed 
more fully in Chapter 5. 

4. 
Table 2. General government expenditure 

ssumptions 

:K 

Public expenditure planning total' 
Gross debt interest 
Other adjustments2  
General government expenditure3  

of which 
Privatisation proceeds4  

For 1985-86 to 1989-90, the figures are taken from Table 5.1. The 
planning total is assumed to grow by 1% in real terms in 1990-91. 

2See paragraph 5.04. 

3General government expenditure, and its components, are rounded to 
the nearest Ll billion from 1986-87 onwards. 
'See the Public Expenditure White Paper (Cm 56), Table 1.4. Proceeds 

are assumed to be the same in cash terms in 1990-91 as in 1989-90. 
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I General government receipts, and its components, are rounded to the 
nearest £1 billion from 1986-87 onwards. 

es, petroleum revenue tax (including advance payments), and 
c 	ratio 	from North Sea oil and gas production (before advance 
corr 	tax set-oft). This does not correspond exactly to tax receipts 
in th 	me financial year in respect of North Sea production. See 
footnot o Tabl 	8.3. 

5 
Table 2. 

Revenue 

£cli4PiGovernment revenues from the North Sea 	to remain 
more or less unchanged in cash terms, having fallen shar  1 in 1986-87. 
Over the period as a whole non-North Sea revenues  are projected to grow 
broadly in line with money G51-571-1:-,1  - ishsat  

044.,:r-ok 	 !Witt_ (513 ft( £, ..rt,t,,& 06. - 

overnment receipts 

Taxes  on incomes, expenditure and capital 
National insurance and other contributions 

Interest and dividends 
Other receipts 
Accruals adjustment 

General government receipts' 
of which 
North Sea tax2  

k billion, cash  
985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

1 Li 	30 	32 
€ 	G 	C 
7 

	

-1 	-1 
17% 	188 	198 

34- 

Public sector borrowing 
2.26 The projections of government expenditur 
together in Table 2.10 provide projections of th 
borrowing requirement (GGBR1 awl the PSBR 
atttstmeni-etepends-upen-the-estiorates 

ceipts are brought 
ovum-nem  

ye-ar-ha.s-yeA-te-be-agfeeti. 

2.27 Changes since the 1986 MTFS are discussed in the Annex to this 
Chapter.  
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General govèthènipenditure 
General govemme 	ipts 
Fiscal adjustment rom previous years2  
Annual fiscal adjustment2  

i•i 4- 	 194, 
I t 	j ig 	Igg 	I ig 

3 
3 	2. 	2. 

I 
I I ST; 

, 

I Z 

GGBR 
Public corporations' market and 
overseas borrowing 
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Table 2.$ Public sector borrowingl  

L billion, cash  
1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

Lf 4- 
439 

i • L 	i 

PSBR 
Money GDP at market prices 

PSBR as per cent of GDP 
2  Means lower taxes or higher expenditure than is assumed in er details I Rounded to the nearest 1 billion from 1986-87 

for 1986-87 and 1987-88 are provided in Tables 1. 	 lines 1 and 2. 

Conclusion 2.28 Eve\t t home and abroad may modify some of the assumptions 
on which t 	ions have been based. But the Government is 
committed to amtaining progress towards lower inflation, lower public 
expenditure as a share of GDP and lower taxes in the medium term. The 
MTFS provides the framework within which the financial policies to 
achieve this are set. 
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ex to Chapter 2 

2-6 
	

1-5 	1-5 
2-6 

1987 MTFS 
1986 MTFS 

Table 2A.2 The Growth of MO 
changes on a year earlier 

1987-88 	1988-89 	1989-90 

Changes since the 1986 MTFS 
2A.1 The growth rate of money GDP in 1986-87 is expected to be somewhat 
lower than envisaged in last year's MTFS, with faosepirreard,Piar.www•pretencim Q 

aller increase in the GDP deflator. A bounce-back is projected in 1987-88 leaving 
ig/;51  oney GDP growth over the two years to 1987-88 much as projected last year. 

1987-88, inflation and money GDP growth are 1 point higher than assumed 
r, though declining at the same rate. The projection of output growth is 

d. 

Money GDP 

Growth 
rom 1985 MTFS projections 

Table 2A.1 Mo 
Per cen 
1986-87 

1 34+ 

1987-88 1988-89 	 1989-90 

+ f 	 + 

Monetary aggregates 2A.2 The growth of MO in 1986-87 is expected to be iiigistefikeipagre-the centre of 
its target range. The target range for 1987-88 is the same as the illustrative range 
given last year. The illustrative ranges for subsequent years are also the same. 

Fiscal projections 

Expenditure 

Receipts 

2A.3 Table 2A.3 shows changes in the cal projections since the 1986 FSBR, after 
allowance for classification changes. 

2A.4 The expected overspend on the planning total in 1986-87 is referred to in 
Chapter 5. The planning totals for 1987-88 onwards a 	the Public 
Expenditure White Paper (Cm 56), which incorpo e 	figures than assumed 
last year. General government expenditure is rather g 
projected last year, partly because of the higher plann 
a change in the level and pattern of public corporations 
reduced level of total borrowing, they borrowed more fro 
and less from the market and overseas than projected last ye 
onwards, the higher levels of general government expenditure 
planning totals 
aci4ust4w4444}, 

2A.5 The reduction in North Sea revenues in 1986-87 is due to last su mer's fall 
in dollar oil prices. Little change on last year's projections is expected in later years. 
(Atoi limod--=itaceizik9=4;41:Forzzirl t*T#t  are higher throughout the period. 

986-417 than 
d partly because of 

. Within a 
government 
987-88 

higher 
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Table 2A.3 Revenue and expenditure' 
Changes from 1986 MTFS projections k billion 

iti C4.1-, 1986-87 	1987-88 	1988-89 	1989-90 

Expenditure 
1 Planning total 	 - t 2, 	.4- 1 	-+ 4M2- 	4 ci F2- 	-I- i 

2 Other2.5 	 -4- s (1 	-i. I I, 	- '12_ 	4._ ,f1._ 

3 General government expenditure c 	-4. '1 /.2.. 	--i- 4- 	-.. (,,, 	4. 

encral government receipts t 1 • 	 -+ 	 14-112. 

10 1)  
'Classifica on c • 	ce the 1986 PSBR. 

The main cha 
2 Includes chang 	 t and other items. 

3  The alkcation o 	 ween North Sea and other is affected by the treatment of advance corporation tax set-off See 

footnoteYto Table 
`Line 8 lines 10 — 	+ 7. 

5Public corporations' market and overseas borrowing is included in the planning total and in the PSBR, but not in general 

government expenditure. Changes in it are therefore deducted in line 2 and added back in line 9. 

ied cumulative fiscal 
ment4 

. 0 	torporations' market and ( 
I erse 	 -4. t I 	— aborrowing5  

- I -I 	- 

Receipts' 
4 North Sea taxes 
5 Other taxes and contributions -« I.S 

Other2 	 -4- C , 

- It 

4 4-42. 	+c"2 	4-1 
_ 112. 	I 

— 

°/ 2_ 

- 211 2 	-3 	-4- 

3 
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Budget tax proposals 

-e4gokiNdRiff 

4.01  The main tax changes proposed in the Budget are summarised below. 
A full list of changes is given in Table 4.1 

Income ta 	The basic rate of income tax will be reduced to 27 per cent. 

main income tax personal allowances will be increased in line with 
indexation provisions (based on the increase of 3.7 per cent in 

year to December 1986). This will mean that: 

114-the 	rson's and wife's earned income allowances will rise from 
£2,33 	5. 

tio-the ma ie 	ance will rise from £3,655 to £3,75. 

iPithe age al owance will rise from £2,850 to £2,960 (single) and from 
£4,505 to £4,675 (married) and the income limit from £9,400  to 
£9,800. 

14—the additional personal allowance and widow's bereavement allowance 
will rise from £1,320 to 	O. 

4.04  For those aged 80 and 
	

age allowance will be further increased 

DGET SECRET— BU 	  . 	 1GE J CRET 

to £3,070 (single) and L4,84 	arried) 

4.05  The allowance for the blind a 	creased from £360 to £540. 

4.06 -T-14.poshelds-f-oilhe  higher rates oficome tax will beks follows: 

p 	
Tut Tax rate

er cent 

27 	 041171900 
40 	 17)901-20)400 
45 	 20) 401-25,400 
50 	 25)401-33,300 
55 	 33)301-41) 200 
60 	 over 41 200 

evt.,  

rues CO 14"494. 

4.07  Car benefit scale charges will be increased by 10 per cent 
6 April 1988. 

Profit related pay 4.08  An income tax relief will be introduced for employees in profi elated 
pay (PRP) schemes which meet certain conditions, and which have been 
registered with the Inland Revenue. The maximum amount of PRP eligible 
for rFlief will be L3_,000, or 20 per cent of otal PAYE pr whichever is 

I 	

i 
low+.  Rakla ilGEIvStEONEWe  elis ble  aNOX. TO BE COPIED 
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Excise duties 

Vehiclececise duty 

I. c• 

7 4 
" 

c' 4, iS PrGfica a (Ce-FA-LA  

4 taLx w; II FA_ -val..1.-a. ak 
Ckt_ci.4.15. of ILA_ c fie i, aAd. 

ti ro 4,,Le  lo 
c., CLub c6.11icti.- ILLoptic,A of 

11%.a... cffe CC; , 

Corporation tax 
vslo. divvy_ peva. 
MArAbC-13 FA3 e••• 
isa *se. C.' 

BLMGET SECRET—BUDGET LIST ONLY 
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Inheritance tax 

4.09 A duty differential will be created for unleaded petrol, equivalent to 5p 
a gallon less than for leaded petrol. 

e--1,141 ki,t, 
4.10 Duty will no longer be levied on on-course betting. The-duties on 
gaming machine licences will be increased by between 25 and 28 per cent. 

4.11 The rates of duty on farmers' heavy goods vehicles over 7.5 tonnes will 
be increased by between 5 and 34 per cent. The rateiof duty for trade licences 
will be increased to £85 for cars and £17 for motor cycles. A new taxation 
class will be created for recovery vehicles. The duty rate will be £50. 

2 From Budget Day the threshold will be increased from £71,000 to 
000 and the number of chargeable bands reduced from seven to four. 

w scale will be as follows: 

BUDGET SECRET 
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Ts 
FC,62  

Ra 
dea 
per ce 

0 
30 
40 

50 
60 

Band/of 
chargeable value 
L000 

0-r90 
90-140 

140-220 
220-330 

Over 330 

on 

4.13 Lifetime gifts of "interests in possession" in settled property will be 
exempt from' I heritance 	IHT) if the donor survives for seven years. 
Measures against abuse 	corporated. - 

4.14 Trust property in whi 	is an/interest in possessioe`will not be 
taxed on the death of a life te 	t if the property is put into a heritage 
maintenance fund not later tha r ars after the death. 

4.1,0
, 

 From Budget Day, the rate o  (14  ss relief on transfers of holdings of 6 

more than 25 per cent (other than co rol holdings) in unquoted companies 
will be increased fr,k-ri 30 to 50 per cer2 Companies dealt in un the Unlisied 
Securities MarkeTwill from Budget Day be treated for IHT purposes in the 
same way as companies with a full listing on the Stock Exchange. 

4.),‘ The main rate of corporation tax for the finan 
35 per cent. The small companies' rate of corpor 
27 per cent. The rate of advance corporation tax 
automatically to 27/73rds as a consequence of the re 
of income tax. 

4?,14.-  All companies amoi-building societiesLwill become 1 ) 
Iii period, to pay/c-of-. pocatien-tax nine mont s after the en 
accounting peria for which tax is due. 

4.18-  From Budget Day there will be changes in the tax treatme 
companies' capital gains. They will be taxed without adjustment, Q9tr than 
the indexation that applies to post-1982 gains, at the rates applying to other 
profits (including, where appropriate, the small companies' rate) and credit 
for pymenr  of ACT will be allowed against liability to tax on them. 

year 1987 will be 
will be reduced to 
11 go down 

n the basic rate 

froc 
a phasing.-- 
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7 

4. 	 xations to the expenditure relief rules are proposed: Ce 

roportion of the costs up to payback of developing ew 
oleum revenue tax (PRT) liabilities in another field; and 

esearch expenditure which is not specifically for the 
?mined oil field to be set against PRT liabilities in any 

e years. 

04-to 
field5ag 

6i-to allo 
purpose of an 
field after thr 

Business Expansion 
Schetn7i 

4.3.F(Two amendments will be made to the Business Expansion Scheme: 

Is 
bak-for investments made in the first half of the tax 
be able to opt for part of the relief to be given for 

14-the rules governing the special relief for film prod 
relaxed. 

investor will 
us year; and 

Personal Pensiot*In  the light of the reform of Social 
tax regime for personal pensions (ie pensions taken out b an in 

G I 

rit,retireme 
main features will be: 

tot-benefits based on the actual return from invested contributions ('money 
urchase'); 

BUD  IBIUNTEMILIST ONLY 
417-n1"113tIfEreitT  ISEtsR ET 

11( iNgtv 
-CC1t4 £i I( 

Pensions 4. a new 

independently of his emplo_yer) will be introduced, to 

annuitie 

NOT TO BE COPIED 

it-akics 
A.x.19:2411. 
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4Y4'From 1 April 1987, credit for any foreign withholding tax actually 
paid or deemed to be paid on interest received by banks on any new loan 
made by them to a non-resident will be allowed only against corporation 
tax due on the profit from that loan. This rule will apply to existing loans 
with effect from 1 April 1988. 

4.,2i From 1 April 1987, dual resident companies will not be allowed a 
double deduction for interest payments. This change will not apply to 
trading companies. 

Legislation will be introduced for a new scheme, known as Pay and 
streamline the assessment and collection of corporation tax. The 
will be implemented when the necessary computerisation is 

NOT TO_ RF CO(14411 

Oil taxation 

A minor technical change is also proposed to the rules for allocating oil 
allowance. 

4.2J It  is [also] proposed to 	t the set-off against ring fence profits of 
ACT paid by an oil extract 	pany in respect of certain dividends on 
preference shares where the c 	ed has not been used for oil extraction 
purposes. 

[4. 	It is proposed to mitigate thc0 
Act 1975, which restricts set-off of A 
allowing limited carryback of surrend 
of ACT to a ring fence company by a 5030 joint venture owning that. 
company.] 

Section 16 of the Oil Taxation 
mst ring fence profits, by 

ACT and by allowing surrender 
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ifrAILL4 	( %b 

law and practice will be 
partic 	by high ear 

on lump sum 

tk-changes in the rules on 

B liahGe  Eis,Tuci_SgeEtCtaR.EpTro—pollys  DG ET LIST ONLY 
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—a tax-free lump sum, subject to a limit; 

annual contributions limited to 17.5 per cent of earnings (more for 
people over 50) with employers free to contribute within the limit; cuNct.. 

tax relief for contributions, tax exemption for fund income and gains. 

4,1Employees will be able to "contract-out" of the State Earnings Related 
Pension Scheme (SERPS) by joining a personal pension scheme, to which 
the DHSS will pay a "minimum contribution". 

<14.1 

4.04 will be greater transferability between different types of pension 

4.3Crair 	oluntar contributions AVCs Members of occupational 
pension sc e 	11 be able to pay AVCs—on which tax relief will be 
available—t%. arrangements outside their employer's scheme. As with in-
scheme AVCs, contributions will be subject to existing limits on 
contributions and benefits. 

— 	 xploitation of tax r ieig:A number of changes in current pensions 
to counter certain types of exploitation 
ese include: 

£150,000;  

al s 	"for pension purposes; 44_ 

0444 

NOT TO BE COPI ET) 

"No frills" occupational scl---- ne  Employers will be able to 
blish simplified "no frills" occupational schemes which may be "final 

or "defined contribution". Under the new Social Security rules, the 
ay be "contracted out money purchase" schemes. 

ill changes in the rules relating 	crated accrual of benefits. 

Employee share schemes 4,32 The rules for the 1980 and 1984'employee share option schemes will be 
changed to make it possible, in the event of a takeover, for participants to 
exchange their existing share options for options over shares in the acquiring 
company. 

e increased in 
6,300 to £6,600 
case of most 

— pi.,  c,Jsiztpult .  

4,34:' The ceiling for retirement relief will be raised from 
125,000. 

b  a-,6....z.x. kresikA.a..Jc) 

Lb_ V . reinsurance to 4.41-Legislation is proposed/2.n the-taxation of members of Lbo 
. close ensure that the normal tax treatment of provision 

1  cif %1,,4ii0...t pycvlsince47- 	----insurance companies ankither traders. These proposals 	affect the tax 
L‘on.asid 

	

	 treatment of Lloyd's reinsurarcce to close and will first apply to premiums 
for-rhf. 1-gizr Iflyer 'wrOnnt closing  .t  1 December 1987. 1 

BUDGET SECRET 	NOT TO BE COPIED 
NJ DG ET SEC R ET--B U D GEM iyai) IRet  ONLY  

Capital gains tax 4.33 The capital gains tax annual exempt amou 
accordance with the statutory indexation provisi 
in the case of individuals, and from £3,150 to £3, 
trusts. 

to 
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ex to Chapter 4 

How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
the nearest k5 million. "Negligible" means less than £3 million. 

rect effect of a tax change is the difference between the yield of the tax 
ould arise on the basis of the rates of tax, allowances, etc prevailing before 

t (the  pre-BliLlget regime) and the yield after the changes proposed in the 
post-Budget regime).k 

cnue taxes (and VED) the difference in yield for each tax is 
d by applying the pre- and post-Budget tax regimes to the same 

the post-Budget base—that is the levels of income, profits etc 
rs on the assumption that all the measures proposed in the 

rtain cases, however, the difference in yield also takes 
account of chan 	in taxpayers' behaviour arising from the tax change where these 
behavioural changes can be directly attributed to the change in tax. For example, 
the estimate of the direct cost of the cut in stamp duty rate in last year's FSBR 
allowed for the expected increase in chargeable transactions. 

For I 
general 
tax base. 
forecast for 
Budget take e 

For Customs and Excise taxes a 
where possible, the effect oft 
expenditure and the resultin 
allowance for secondary effects. 
expenditure does not change. A 
Economic Trends, March 1980. 

d duties, the calculation takes into account, 
ange on the pattern of consumers' 

on other expenditure taxes but makes no 
lar, it is assumed that total consumers' 

escription of the methodology is in 

Table 4.1 shows the expected change in 	of tax resulting from the Budget 
proposals. Additional information is pro 	the commentary below for those 
proposals where the effect on tax liabilitiesAn the first complete year to which the 
change applies (full year effect) is substantially different from the effect on receipts 
in either 1987-88 or 1988-89; or where the impact of the proposal is expected to 
build up over a period of years. 

e that the 	Is of 
'nue to a ly 

wances and 
ed base). 

The estimates shown in Table 4.1 do not reflect changes in th 
changes in money incomes and in the general level of prices an 
variables which may result from the proposed tax change. These s 
are, of course, taken into account in estimating the impact of the tax c 
PSBR. The base for the post-Budget forecast of each tax (given in T 
takes account of the effects, direct and secondary, of all the measures an 
the Budget. 

rising from 
nomic 

effects 
n the 

e direc 	ects shown i he third colu • of Table 4. 
allow.. s, rates of duty etc p .ose d the Budget for 
for 	88-8° . • compare the effec 	receipts in that y 

tes of duty unc 	ged frnrn t eir mone .krf.ls in 198 

Table 4.1 does not include certain measures announced and implemented before 
Budget/ay. These are the amendment of the material interest test for approved 
employee share schemes and other pnrposec, rax  relief for the cost of seconding 
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The estimates in the first column of table 4.1 
show the direct effect of the Budget measures 
on receipts in 1987-88. The comparison is with 
the non-indexed base - that is the pre-Budget 
regime of allowances, thresholds and rates of 
duty at their 1986-87 money levels. The 
stimates in the second and third columns 
Asume indexation of both the pre- and 

< 

vi-,  t-Budget regimes as appropriate. The changes 
herefore measured from an indexed base and, 
988-89, assume the tax rates and indexation 

allowances, thresholds and rates of duty 
••01". in the Budget for 1987-88. 
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11-.1 	19.1A-a ‘f t- okv 144.01  

	

w14_ 	
11.44* re-41 I 

	

- 	3 PI vywil 

5 There will be a new, higher level of age allowance for those aged 80 or over. The 
allowance will be £3,070 for the single person and £4,845 for the married. 

will be creased from £360 to £540. This will cost about 

7 The basic rate limit will b 	to £17,900. 

PLO- Wt k i31fit,t 14-. W6( 

it_ 11 in _ tCk( 	kn.  1( Al-iff 1.2.s 	16 The blind allowance 

1. 	50 	 £2 million per year. si, 	 ,  

8 The threshold for the 45 per c 
The thresholds for the 50 per cent45 
£25,400, £33,300 and £41,200 resp 

higher rate will be raised by £200 to £20,400. 
nt and 60 per cent rates will remain at 

6 Ari I lls't 
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employees to educational bodies, the tax treatment of invalid care allowance paid to 
married women, and changes in the pricing and valuation rules for petroleum 
revenue tax. These measures are reflected in the baseline for costing the effect of tax 
changes in the Budget. 

The remainder of this annex provides a commentary on the Budget proposals in 
Table 4.1. The paragraph numbers refer to the lines in this table. 

Income tax 1 The basic rate will be reduced from 29 per cent to 27 er cent. The cost figures in 
the table for this item assume that the changes in items 	have been made first. 
They include the saving in public expenditure on mortgage interest relief to those 

ow the tax threshold. The effect of the consequential change in the rate of 0l 
a 	ance corporation tax (ACT) is shown in line [414] of Table 4.1. 

3C 
h 	ingle person's allowance and the wife's maximum earned income relief will 

sed from £2,335 to £2,425 and the married allowance from £3,655 to 

3 Th 
increase 

4 The age 
and for the 
increased fro 

al personal allowance and widow's bereavement allowance will be 
1,320 to £1,370. 

will be increased for the single person from £2,850 to £2,960 
om £4,505 to £4,675; the age allowance income limit will be 

9,400 to £9,800. 

9 One half of profit related pay (PRP) pe to an employee under a registered 
scheme will be relieved from income tax, subject to the lower of two annual limits: 
where the total PRP exceeds 20 per cent of total PAYE pay, PRP will be regarded 
for tax relief purposes as limited to that amount, and the maximum annual amount 
of PRP which may bet-aken into account will be k3,0004Fht.4441€1-ticrub=arts for 
the proposed income tax relief/is inevitably uncertain, 	 to exceed 

£100 million in later years. It will depend s 	 of PRP schemes 

introduced by employers and re 	y the Inlan 	e, the numbeyfof 

-errif1yees covered -b of PRP 	 oyer 

arran e 	r the timing of PRP payments. 
, t 	 _s_1571. 

10 For 1988-89, the scale for taxing car benefits in respect o 	cars 

provided for directors, and for employees whose remuneratio 	te of 

£8,500 a year or more, will be increased by 10 per cent. No c 	 osed for 

1988-89 to the scale charges for car fuel benefit, also—from 6 	 used for  

VAT purposes. 

liwith effect from 6 April 1987 the official rate of interest for taxing 	ap or 
interest-free loans provided for directors, and for employees whose remuneration is 
at a rate of £8,500 a year or more will follow more closely movements in banks' 

NOT TO BE COPIED 
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12 Legislation providing for the taxation of supplementary benefit paid to the 
unemployed and to strikers will be amended to reflect the replacement in 1988 of 
supplementary benefit by income support. 

13 Approved savings-relate 41g3— 	_E,tIuLi sdik..x S.  will 
be permitted to enable directors and employees, when their company is taken over, 
to exchange their existing options for options over shares in the acquiring 
company. 

ax treatment of Lloyd's reinsurance to close will be made consistent with 
nt of provisions for outstanding liabilities made by insurance companies 

rovisions made by other financial traders. The legislation will first take 
loyd's 1985 AccountiShis is assessable for the year 1985-86, the tax 

ot become payable until 1 January and 1 July 1989. The estimate of 

and rmil 
effec 
for wh 
receipts 

14 The limit on charitable donations qualifying for relief under payroll deduction 
mes will be increased to L120 from April 1987. 

vs, ki.e.-Lacces 
e.,J, 1:42ci t  

16 The Inland Revenue's powers to apportion the income and annual payments of 
a close company to its participators will be made obligatory (a recent Court case 
held that they were discretionary). 

c 11 (--- 4.11_ cck L.7.0_ uctc: ts.al  

17 A possible anomaly in the 
will be removed to prevent 

ating to the taxation of foreign partnerships 
al potential revenue loss. 

Income tax and capital 18 Relief under the Business Exp ion Scheme for investments made in the first 
gains tax half of the tax year will, in part, be le t. • - claimed against the income of the 

previous tax year. The special relief t 	duction, which requires the 
company to be producing films throug 	three year qualifying period, will 
be relaxed so that the requirement can be isfied by the distribution of films 
produced in this period. 

19 The Revenue will be given a limited discretion in certifying offshore funds as 
distributing funds. 

Iticome tax and corporation 20 A new tax regime for personal pensions will be intri u 	o replace and 
tax 	extend the present, broadly similar, legislation for retire - •or  ikiities. The 

estimated cost assumes an initial take-up of 200,000 rising to I joinN7rli i by April 1989. 

21 The changes proposed for pensions include some tighteningL 
exploitation of the tax reliefs and some relaxations, in particularit 
of occupational schemes to pay additional voluntary contributions t 
outside their employer's scheme ("freestanding AVCs"). The estiniat 
of the package assumes an initial take-up of "freestanding AVCs" of 2 
includes a modest yield from the tightening up measures. 

22 A change is proposed in the limit applicable to tax exempt life or endowment 
business carried on by friendly societies. The present limit of £750 gross sum 
assuri d wittybotio tIttarRterremi m.  NOT TO BE COPIED 
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harBUIDGETeSSeRETs  for  INUTfrOttniaX3OPIED 
e .  • orwgrroWlildefinitional and 

ima 	to unit trusts 
introduced in t 
	

inancial Services Act. 

Insertion B: 	Income 	x; corporation tax, capital gains 
tax, inheritance tax and stamp duties. 

29 

23 The PAYE and subcontractor deduction schemes will be slightly amended. In 
particular, there will be an interest charge where PAYE tax, or an amount that 
should have been paid under deduction by a contractor, has to be formally 
determined. 

24 Where certain interest is paid between companies which are members of a group 
or under common control, it will be treated in all cases as being paid and received 
on the same day. Without this measure there could have been widespread 
avoidance. 

25 The exemption limits for trade union provident funds will be increased from 
£2400 to £3,000 (for lump sums) and from £500 to £625 (for annui • s 

wIi 
tal allowances for construction costs of properties provided for letting on 

nancy terms by "approved bodies" were introduced in 1982 for a period 
rs ending 31 March 1987.4t4s-pfareseel-te-em-tefiaTat perio y a 

fur 	ears ending 31 March 1992. 

0,4 cit.Q.; ix_Nktei 

er's taxable profit 	 ht.rtc..1 cc,ora rro. d..t5b 
. v./ wict..t.ea4k 	 

Income tax, corporation 28 Legislation w 	a securities quoted on new Recognised Investment 

tax/and capital gains tax Exchanges to be treated in the same way as comparable securities quoted on the 
Stock Exchange. 

feave 
e 146 

(iketv4.Ac..t.  co.-pro-he/1 /4  Fax  

Corporation tax3;29'As a consequence of the reduction in the basic rate, the rate ofhCT)for 1987-88 
will be 27/73rds of the amount of the distribution. This reduction in ACT will be 

Le"---)--- -balanced by an increase inkubse 	t liability to mainstream corporation tax. 

-*The small companies' rate 
reduced to 27 per cent. 

companiesaw*building soci 
months after thc ?lid of each account 

--ligaikeisorseeietier the change will be ph 

27 Wi 	om 6 April 1987)training costs borne by an employer to equipwith 
new wo s 	worker w-NO-liVe--Fi+afle-reelttrnist*wino longer be treated as 
a taxable b ived by the ernployee and/such costs will 	 ) 

computing 

oration tax for the financial year 1987 will be 

CL•42... 
will be liable to pay ea/perm-ion tax nine 

For individual companies ovrei.-
ver a period of up to three years. 

' c.basc - 	cffset 

3iUnder present law capital gains by comwies are reduced by one—seventh 
before being charged to corporation tax at 35 per cent. Gains realised from Budget 
Day will cease to be reduced. Instead they will be taxed in full (with indexation 
allowance) at normal corporation tax rates. For small companies, the small 
companies' rate will apply to gains. The yield represents the difference between 
receipts at the level of capital gains before the change and r 	• ts at the level of 
capital gains expected as a result of the change. 

3j Credit for the payment of ACT will be allowed against 	for tax on gains 
realised from Budget Day. The cost shown against this me rremely 
tentative. 

5" 
3I'Dual resident companies are companies which are simultaneou 
countries. It is proposed that, unless they are trading companies, they 
longer enjoy a deduction in both countries for the interest which the 

31k The rules for calculating banks' taxable income from making a loan t a 
resident will be changed so that any tax credit for foreign withholding tax 	d or 
deemed to be paid on the interest they receive may be otjet only against UK tax 
due on the turn on that loan. The yield will build up over time to about 

L60  r"  by 1990-91. 

nt in two 
no 
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prevent avoid e of a UK tax charge on dividends. Without this provision, there 
could be a significant loss of tax.] 

41 The provisions concerning financial futures dealt in onaecognised Futures 
Exchanges and with traded options will be amended. 

4/IL-The le2i 	J¼ ting controlled foreign companies is to be amended to no 

Oil taxation 

Capital gains tax 

Inheritance tax 

2_2_D mjiice• 
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(3)6 Effects of Section 16 of the Oil Taxation Act 1975 will be mitigated by 
allowing limited carry back of ACT surrendered to a ring fence subsidiary by its 
parent (initially restricted by a monetary ceiling of k10 million per company), or, 
in the case of a company owned by a consortium which is a 50/50 joint venture, by 
allowing surrender of ACT to the ring fence consortium company.] 

- 
37 ACT in respect of dividends paid on or after Budget Day oikpreference shares 
where the capital raised has not been used for ring fence purposes will no longer be 
available for set-off against corporation tax on ring fence profits. Without this 
measure, there could have been widespread avoidance of the ring fence provisions, 
possibly costing tens of kmillion. 

kip
I" he capital gains provisions for groups of companies will he amended to include 

il 4 g societies. 

ass 
comp 
after the 
not be 

Corporation tax and capital 
gains tax 

Pay and File companies will estimate and pay their corporation tax on the 
date without the need for the Inland Revenue to make estimated 

terest will run from the normal due date on tax paid late by the 
n tax repaid to the company. Returns will be due twelve months 

n seriod with automatic penalties for delay. This measure will 
for some -years. 

4/25Up to 10 per cent of ex incurred in developm new oil fields will be  
allowed against a participat 	liability in another fi . The coskbuild/up to 
£40 million in 1989-90, and 	81 , illion in 1990-91. 

)

Ak 
i00. 

.,,..... 	1 c.. IV%T2_1:ckDs,._ V I C l..±4_71.-ekEt, 	r IA.14 Mk-g;JA L.-it- 11. ^4  . Iih 
4 . Research expenditure will be ! 'owed against a participator s PRT liability in  

any field if, three years after it is incarr 	as not yet become allowable for any 
field. No cost therefore arises until 19 	hen it will amount to about £30 
million, and £25 million thereafter (t 	ccount of CT clawback). 

<> 
4$1:1:he scope for redistributing oil allowance amongst participators, in order to 
correct imbalances, will be extended. The cumulative total of oil allowance will be 
unchanged. 
6 

4/‘ The capital gains tax annual exempt amount is to be is eased in accordance 
with the statutory indexation provisions from £6,30P0 1 

 r $600 in the case of 
individuals, and from £3,150 to £3,300 in the case o .j •t 	sts. ootsgs  

4-The limit for retirement relief will be increased from 41,,  it! to £125,000. 

4 The estimated full year cost for the proposed rate structu - I• • r a p h [4. 

2- 	

400 

attributable to transfers in 1987-88 is £2/10 million, measured a:. gill'. indexed 

base. 

4) The rate of relief on transfers of holdings of more than 25 per ce 
50 per cent in unquoted companies is to be increased from 30 to 50 pe ce 
Budget Day. Minority holdings in USM companies will no longer qua 	for 
business relief, but shares in such companies will be treated for all IHT purposes like 
shares in companies with a full listing. The revenue effecyof these changes is likely 
toibe broadly nevt,-21  
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-.49"(a) The charge on transfers made by individuals to interest in possession trusts on 
or after 17 March 1987 and more than seven years before the death of the transferor 
will be abolished. 

The charge on termination of an interest in possession in settled property in 
favour of another individual on or after 17 March 1987 and more than seven years 
before the death of the person beneficially entitled to the interest will be abolished. 

An alternative basis will be provided for determining the rate of charge on the 
termination of an interest in possession in settled property in favour of a 
discretionary trust on or after 17 March 1987. 

HT will not be payable in respect of settled property on the death on or 
arch 1987 of a person beneficially entitled to an interest in possession in 
rty if the property becomes subject to the trusts of a qualifying heritage 

fund within two years (or if a Court Order is needed, within three 
death. year 

(b) The • 	ere property formerly subject to an interest in possession leaves a 
heritage . 	- . vike fund will be altered: if the tax given up when the property 
entered the' ce fund was tax on the termination of an interest in 
possession, th-xiAit 	ge will be based on the cumulated chargeable transfers of 
the person who • er t was terminated. 

and r 
Changes . k 

atory changes 	to unit trusts intro 	d_inihe Financial Se 
ax rules for un.jt-t-rtl.ts a 	ecessary to cater f 	inition,a17  

Afx-'  

Stamp duties 5 Certajn technical changes 
n 

	

	

osed to the legislation governing stamp duties 
d the reserve tax.  

Value Added Tax 57The gross margins earned by t 	operators on sales of tours within the 
European Community will be brou t wi .1-1 the scope for VAT with effect from 

1 Apri11988. 

s; 
y The law will be changed to strengthen t e rules relating to the deduction of , 
inpul lax by pajlly exempt. liadcisi 41,--,1 6 t'ice-0.0.-  fli 	4 e•-Ii-i-4.3  .4, r)--,1  

4v-,......)...; fee, (,...r;h1 /41 us..5), . 
(4. 

5,5 Businesses with annual turnover below £250,000 will have the option of 
accounting for VAT on the basis of payments made and received. It is intended that 
this system should be introduced on 1 October 1987. 

d k 5 . The registration limit will be increased to Z21,300 p 	 7,250 per  

quarter. 

The time allowed to notify for registration will be extendei3S. s, and it 
will be made easier to deregister. 

Businesses with annual turnover below £250,000 will have the o 
Making a single VAT return each year (instead of the present four) wi 
advance payments based on the VAT paid in the previous year. This syste 
introduced in the second half of 1988. Certain recommendations of the Ke th 
Committee which were due to be implemented in 1988 will, as a result, be deferred 
until 1989. The cost of deferral will be £25 million in 1988-89 and some 
L5milli 
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(under inheritance ax items) 

	

52.. (a) The tax sat& 	by acceptance of 

	

pre-eminent herita 	operty in lieu of 
IHT will be calcula Ad, at the option 
of the offeror, by rc/ference to the 
value of the property at the date of the 
offer instead of the value at the date of 
acceptance. 

Insertion C: 

(b) Where this option is s 
will be regarded as having 
date of the offer and so wil 
interest after that date. 

d, the tax 
id on the 
ear 
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11-o, 
S;p4plifie,4  special schemes for retailers will beknade available for use by many 

more small and medium-sized businesses. 

6, The law will be changed to prevent the avoidance of tax on imported services 
by exempt businesses. 

6/1 VAT reliefilvill be extended to certain welfare vehicles used by hospices to 
transport the terminally ill; to specialised loOation and identification equipment used 
by mountain rescue and first aid services; tc goods donated for export by a charity 
for relief of distress or animal welfare; to irstalling or adapting liwatagai-or 

4-racV CO 4.. r- r bathraTrifacilitie n charity residential ho es for--the--clisab.led; and to drugs and 
icals s 	 svowil directly usecrin medical care or research. 

70 	1,0,4 	e4,1) 	h c 	_ - •.1  
Excise duties 	ere will be no changes in the duties on a co o lc s rinks, tobacco products 

hydrocarbon oils. 

re..4444.4A 
on unleaded petrol will be-increased by 0-4 a gallon (inclusive of 

AT). 
7 
-cols 

hgThe 
olished. 

7 The rate o g 

s placed on-course at horse and greyhound racetracks will be 

achine licence duty will be increased as follows: 

for 5p "amusement with prizes" machines by £30 
for 10p "amusement with prizes" machines by £75 
for 5p jackpot machines by £75 
for 10p jackpot machines by £210 

The amount of refund on surre 
arrangements for collecting 

Vehicle excise duties 7 _There will be no change in th,c5 
motor cycles and most lorries. 

of a licence will be increased and the 
will be changed. 

on cars, light vans, taxis, buses, coaches, 

4The concessionary rates of duty foA. 	heavy goods vehicles over 
7-5 tonnes will be increased by varying 	as the final stage in the process of 
bringing them into line with the proport 	• f average mileage covered by these 
vehicles on public roads. From 1 January 19 the rate of rimy for trade licences will 
be increased to £85 for cars and £17 for motor cycles, as the second stage in the 
process of increasing these rates to the rates for ordinary licences for cars and motor 
cycles between 150 and 250cc, respectively. 
4 

75 From 1 January 1988 a new taxation class will be creaef 	recovery vehicles. 
The rate of duty will be set at £50. 

The law will be amended so that, on conon fo4VE " the Courts 
will be required to order payment of all bac9de fromith- 	e last licence 
or date of acquisition of the vehicle, without regard for any no use •  he vehicle 
during the period. 

"iTherc will be no change in bus fuel grant. 
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46.0 47.5 

18.8 19.0 

194 19.9 

16.0 46.5 

16.6 17.4 

3200- it-3' 	-32a6.-4-3-(, 

3.5 	5.5 

49.3 

19.5 

20.8 

16.8 

17.8 

- 50 

7-5 

16.6 	 .0] 

  

 

5] 

. BUDGET SECRET-BUDGET UST CMLLY 
	 U.1.JJ 

BUDGET SECRET. 	NOT TO BE COPIED 
BUDGET LIST ONLY 

blic Expenditure' 

Public spending plans 5.01 The 1987 public expenditure White Paper (Cm 56-I and II) set out 	I ) 

plans for public spending for the next three years and provided the basis for 
the more detailed Supply Estimates, cash limits and other spending controls 
for 1987-88. These plans are summarised in Table 5.1. 

Changes since previou 	ince the last FSBR, extra funds have been allocated to priority 

Budget 	including education, health and law and order. The estimated costs 
mand-led programmes, such as social security, have also risen. 

Table 5.1 Publi 

1986-87 	1987-88 
Estimated 	Plans 

uf6utturn 

1988-89 
Plans 

1989-90 
Plans 

  

Department 

DHSS - Health and personal social services 

rOther a 9 cv.it-w4L ,.. t-s 

Privatisation proceeds 

Reserve 

Adjustments' 

Public expenditure 
IZ planning total to 

General government gross debt interest2  

Other adjustments2  

General government 
expenditure2  

Planning total in real terms 
-'?(base year 1985-86) 

General government expenditure 
as a percentage of GDP 

'[Comments on adjustment line if required] 

)`'Ne?1/4•Q 	
(w°:it44  

Public spendinl trends 

44=44-0  5 	 Z 23 

-27 

E 	0 

133-6 [140.3] 

17-7 [17-5] 

7.2 [7 ]3  

158.5 [165.131 

133.6 [136.e 

44 [43i] 
/ 9 5 - ) etsAA I')3 -$O 1,4 (440 yr., 

2  terr' trtnrrrts-cyrr-rostmirrrg-rormentronsr 

[18/]0 
[64U,  0 

[173111 

13'110 
[149(31 

148-6 

_ 
[4 

iL
44] ' 

EL/I] 

154-2 

[18] 

80] [188] 

139.2 

Ji 

WW1] 

ito /b- 
[ken  
J11,44,4: 

161.5 

[19] 

Etti 	S'‘c 

DHSS - Social security 
	 41.5 

	
[44.6] 

Defence 
	 18.0 	[18.4] 

Education and science 
	 14-5 

	
d15. 

(A‘umu.ko:S 1 	5- 3 	L5.1S3 
__)6,,42.5m,,..t-  

5.03 The plans show a further fall in general government spendin 
percentage of GDP over the next three years (see Table 5.1); this is 
with or without any proceeds from privatisation. By 1989-90, the 

BUDGET SECRET-BUlf 
lEts- itErCORNETLY 	NOT TO BE COPIE/D 



  

NOT TO BEIBOKED BUDGET SECRET 
BUDGET LIST ONLY 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



[+2.5] 
(+0•3] 
[ + 0.3] 

1E  t2o 

B-U OGET S TIM t.-Ift" 01 r.‘ DI I r‘irtc-ir e 	rp 

BUDGET SECRET—BUDGET LIST ONLY 
ET 	NOT TO BE Can 

BUDGET LIST ONLY 

percentage should be back to the level of the early seventies. This reflects the 
Government's continued objective of reducing steadily the State's share of 
the nation's income. 

ub xpenditure 

1)(4,04 
etik4AiL-twie 	tck 

tj 

5.04 General government expenditure covers spending by central 
government and local authorities. It is the 	- ' 	- 	t  

spending used in the aat-ienal--aceetints, forccast-s-of-the--eeentemy-anCklie 
	 MTFS. The main difference between general government expenditure and 

the planning total is the inclusion in the former of general government gross 
debt interest, amounting to some [k18] billion in 1987-88. There are also a 

mber of other definitional differences and adjustments, which are 
ribed in the Annex to Part 2 of the 1987 public expenditure White 

In 1987-88, these adjustments account for a further k7 billion. 

[kl 
expen 
estimate 
White Pa 

1986-87 outturn 

Table 5.2 

latest estimates, which still remain subject to some uncertainty, 
the planning total outturn in 1986-87 is likely to be about 

] [k1.2] billion above the plans shown in the 1986 public 
ite Paper and the 1986 Budget. [This is very close to the 

figure shown in the Autumn Statement and this year's 
etails are shown in Table 5.2. 

Comparison of plans and estimated outturn for 1986-87 

L billion 
1986-87 

 

Estimated 
outturn outturn r  

 

Plans' Outturn 
minus 
plans  

 

Central government 
Local authority 

of which 
Relevant expenditure 
Other current 
Capital 

Nationalised industries and 
other public corporations 

Privatisation proceeds 
Reserve 
Adjustment 2  

Public expenditure planning total 	139. 	0.3] 

1 Plans from The Government's Expenditure Plans 1986-87 to 1988-
classification changes. 
2[  

The major changes between plans and estimated outturn are: 

an increase of [L3 billion] in local authority expenditure 
overrun of [k24] billion on expenditure relevant for Aggrega 
Exchequer Grant (relevant expenditure); 

an increfase in social security expenditure of [kil] billion; 

	

102-6 	[105.2] 

	

35.2 	[38.21 

	

270 	[29.5] 

	

4.5 	[4-8] 

	

3.7 	[3-9] 

	

1-6 	[1.4] 

	

-4-8 	[ - 4-4] 

	

4.5 	7Z 
[ 

an 

F 

02, adjusted for 

-en-mature-a-pa_yment-te,- 
yi,440I TO( BEOPligp 

tv4tL41  (JAI, hc, 
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1985-86 	1986-87L 1 	1987-88 
Outturn 	Estimated 	Plans 

98-5 
71.3 
27.1 
35.2 
26.9 

[105.1] 
[74.7] 
[30.4] 
[38.2] 
[29.5] 
[4.8] 
[3.9] 
[0.5] 
pa.aio 

[ - 4.4] 

108.3 
76.3 
310 
40.2 
31.0 

4.9 
4.3 
0.7 
1.0 

-5-0 
3.5 

L 3 

1988-89 
Plans 

1989-90 
Plans 

111.2 115.7 
78.7 81.1 
32.5 34.6 
41.1 42-4 
32.2 33.1 

4.9 5.2 
4-0 4-1 
0.3 -0-1  
1.0 1-1 

-5-0 -5-0 
5.5 7.5 

154.2 161.5 

Central governmentl 
of which Voted in Estimates 

Other 
Local authorities1  
of which Relevant expenditure 

Other current 
Capital 

Nationalised industries 
Other public corporations 
Privatisation proceeds 
Reserve 

Adjustments' 

Public expenditure planning total 
	

133.6 	[140-3] 
	

148.6 

EALluding finance for public corporations (including nationalised industries). 
21 1. 
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Additions to programmes amount to some [5.3] billion andlafter allowing 
for a shortfall of 4400m on privatisation proceeds and allocation of the 
Reserve of k4.5 billion, the overrun on the planning total amounts to about 
[k1.2] billion. 

Table 5.3 Public expenditure by spending authority 

J , billion 

	

Public expenditure by 5.06 Central government sun 	makes up about three quarters of the 
spending authority planning total. About 70 per 	t of this is voted by Parliament through the 

annual Supply Estimates and c ers t expenditure of government 
departments for their own activ 	11 as their funding of other bodies 
such as the National Health Servic 	of the remainder consists of social 
security payments paid out of the a onal Insurance Fund. Spending by 
local authorities accounts for about one quarter of public expenditure. 
Nationalised industries and other public corporations account for We 
remainder of the total. Table 5.3 gives outtum figures for the last two years 
and the plans as published in the public expenditure White Paper. 

Supply Estimates 5.07 For 1987-88, the plans set out in the public 	ure White Paper 
have now been translated, where appropriate, int 	control totals in 
Supply Estimates. The total Estimates provision for 	for which the 
Government is seeking Parliamentary approval is sho 	le 5.4. The 
main Estimates for 1987-88 are published in a series of 	n 
17 March 1987 with a Summary and Guide (Cmi94.1) whi 	s the 
Supply Supply procedure and summarises the Estimates. It also expl 	they 
relate to the public expenditure planning total. 

04..5 
, 	 5.08 Of the ki11-05-lbillion included in the Supply Estimates, 25 

SS 78.gbi11ion is direct public expenditure. The remaining 063,{m does 
not feature directly as public expenditure because it consists of grants to local 

DI I nr-2 -1-  ePt"%1:2FT 	
Those  spending is counted as public ic._qrirl 	firurire lilt- other lindies  au  larl-tir-  c 	
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just tI 6c) 
expenditure. Ncar1y4.59.1 per cent of the money voted in Estimates is subject 
to cash limits, which provide the Government with greater control over its 
cash expenditure during the financial year. 

le 5.4 Supply expenditure 
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Expected outturn 
in 1986 Budget 

Final 	Expected 	Provision 
outturn 	outturn 

Main Supply Estimates 

Supplementaries and net unde 
Nrj - 1. '0141 Supply expenditure 

(public expenditure element) 

X96.0% 

12.1f  _ 
198.1f 

f75.0 

t99.0 	 ..1.10-54tre 
0 if,  _42.9ra: 3, 

_47-7..51 77.L. 

96.0 

2.0 

98.1 
(74.9) 

L billion 

1985-86 1986-87 	1987-88 

  

1:1I cot-%  ivy-%  -1-tut..,e..(311:y  ftT Tf flE nnicn im Iv I I‘../ GU- %-• 	11-  I L- 
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e public sector's finances 

The scope of this chapter 6.01 This Cthapter brings together revenue (discussed in Chapter 4) and 
spending (in Chapter 5), and provides an analysis and forecast of the public 
sector's finances in 1987-88, together with new estimates of outturn in 
1':6-87. It also comments on the main features of the public sector's 

ces in those two years, including the most important changes that have 
lace since last year's projections. Table 6.1 is a summary. 

enditure, Receipts and Borrowing 

1985-86 

Outturn 

General government expenditure 

General government receipts 

General government borrowing requirement 

Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

1986-87 1987-88 

Forecast 1986 
Budget 

Latest 
estimate 

163-4 165./ 1 173.f1 

155-9 158.4 -I 149e-7-  16 .-7 
7.5 61* 41 

-0-4 -14.r -04 e 
71 4-9 

t under kS billion in 1986-87, 
made a year ago. The PSBR is 

6.02 The PSBR is now estimated t 
compared with the forecast of L7Im 
forecast to b,‘Lgbillion in 1987-88. 0 

Lr 

Public sector's finances: 
three-fold analysis 

6.03 The public sector's finances can be analysed in a number of different 
ways: 

4vetby type or activity, showing on the one han 
receipts (income taxes, corporation taxes, capital t 
North Sea revenues, and so on); and on the other h 
social security, defence, health, education and so on 
receipts and by borrowing; 

rent types of 
enditure taxes, 

ending (on 
by those 

444-by sector, showing the authority which undertakes the f 
spending: central government, local authorities or public cor 

wO:ly economic category, showing, for example, whether the re 	ts and 
spending are current or capital transactions and whether current spending 
is on goods and services or transfer payments. 
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6.04 This three-fold analysis of the public sector's finances is analogous to 
the three-fold presentation of public spending that has become an established 
feature of the Public Expenditure White Paper: see paragraph 13 of Cm 56-I. 
The rest of this qhapter sets out these three analyses in detail. 

c), 
4.,... 
6‘..  tail.  utumn Statement said that general government receipts in 
198  vli,  , 	likely to be higher than forecast in the 1986 Budget. The size 

. of the 	ot now appears to be rat4&-4:Igger than envisaged then. Total 
generallent receipts are now estimated to be over L2Tbillion 
higher th 	6 Budget forecast, despite a shortfall of k1f billion in oil 
receipts. As shows non-North Sea corporation tax (k11 billion) 
and VAT (a 10 account for most of the additional receipts. Stamp 
duty, included in "other" expenditure taxes in Table 1.2, accounts for nearly 
a further LI billion. 

erv (IAA h 0 v., 
6.07 The shortfall i oil revenuc.4 :cflccts lovvel dian assumed oil pricesLin 
thAsitathati=gf19864E' an 	tile D31.3 billion repayment of advancer' 
petroleum revenue tax an 	in the Autumn Statement. Oil revenues 

eki -AI' 	 billion in 1986-87. They are  '‘).  • • .st to fall a-lir.t.le—furt•her.-ia-1418:1:2434 to 
are now estimated to have 	n fr 	£111 billion in 1985-86 to £41 

kyebillion,$)i3eeatrie-ef lower r ipts of North Sea corporation tax. This 
re ects the fall in oil prices in 1986;a 	ration tax is paid with a lag. 

anisl 
prciductie recast 	The sterling oil price is assumed 
to be somewhat higher in 1987 than9FC6 and oil production is forecast to 
fall slightly. 

6.08 The 1986 Budget expected total non-_oil receipt0 to rise a little less 
than the projected rise in non-oil money GDP. Th 	ow estimated to 
have risen slightly more, by 91 per cent, compared 	estimated 9 per 
cent rise in non-oil money GDP. Corporation tax re 	1986-87 largely 
depend on profits and other income earned in calenda e 	S On 
currently recorded data non-North Sea company income ose rongly in 
1985. The rise, however, is insufficient to explain the who 	crease in 
corporation tax receipts. One possibility is that the recorded 	erstate 
the full rise in company income. Another possibility is that the 	ion 
of total income growth among individual companies was such tt s e 
was made of capital allowances and other tax offsets than the fore t 
implied. The greater than expected buoyancy of VAT is partly attri abl 
to total consumer spending rising a little faster than forecast, but probably 
also reflects a change in the composition of consumption towards spending 
on gods and services subject to VAT.  

2B UDGET SECRET-BUlt 	tITV can 	CRET 	NOT TO BE COPIED 
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Analysi y type or 6.05 Table 1.2 analyses the public sector's finances by type or activity. The 
activity main receipts offrgeneral government'''.  (ie central plus local government) are 

grouped according to the kind of activity which gives rise to them, while 
spending is shown, by department, as in Chapter 5 and in the Public 
Expenditure White Paper. Its bottom line, the public sector borrowing 

irement, is derived from those two totals. This derivation is repeated in 
6.1. 
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6.09 In 1987-881.total and non-oil money GDP are forecast to increase at 
much the same rate, about 71 per cent. Non-oil receipts are also forecast to 
rise by 7/per cent, after taking account of the Budget proposals. As 
Table 1.2 shows there is within this overall increase: 

v tl_ 4 	 ftx, Ø-a further rise, of 21 per cent, in receipts o -  orporTt'i_ontax-)(excluding 
North Sea mainstream corporation tax). This reflects continued growth of 
company incomes in 1986. 	 te)c.1.4_, 

increase 
i  fvf„„rron-c—Qin_ _ 

40iper cent    e taii4—lower than the increase in 
personal incomes, (reflecting the income tax reductions announced in the 

udgeti.  

8/per cent increase inyik_15-eceipts, following an 11 per cent 
se in 1986-87. The rate of increase in consumer spcnding on goods 

ices subject to VAT is forecast to be lower in 1987-88 than in 
toc 

nt increase in‘ ttLocauthority rat-1(a amok smaller increase 
7. 

kmAl (-OM 
crease in other- expcnditnr_ta.xes. 

vehnnent expendituire, is expected to have been 
£1651 billion in 1986-87, a little higher than in the Autumn Statement and 

p .47ublicIxpenditure White Paper, and newly a billion higher than in the 
1986 Budget forecast. There are two main reasons for the overspend 
compared with the Budget forecast. First, as explained in Chapter 5, the 

11 billion higher than planned. Secondly 
1 financing requirement, a component of 

ions have met a higher proportion by 
ller proportion by market and 

tting these factors is an estimated 
em 

pected to rise by 5 per cent in 
total, at L148.6 billion, is the same 
Genet al government gross debt 

evt-
than 

I Tota 

planning total is expected to b 
within public corporations 
the planning total, public c 
general government finance a 
overseas borrowing. Partially o 
Li billion reduction inAgeneral g 

1-1  
6.1# General government expenditu 
1987-88., to D73-1-billion. The plannin 
as in thhfublicjipenditure White Papc 
interest payment*forecast to rise from Z171 billion in 1986-87 to  
k18/billion in 1987-88. 

nt (debt interest paymentS, 
eV,  c 

q-3'orrow1ng 
3 

6.4 The difference between general government rec 
the general government borrowing requirement ( 
Table 6.1. As general government lending to public 
in general government expenditure, the GGBR toget 
corporations' market and overseas borrowing, gives the 

• 

and expenditure is 
as shown in 

ons is included 
ublic 

e.c e 4  

6.11 A year ago the PSBR in 1986-87 was forecast at k7.1 b Ii 
Borrowing in the eleven months to February is provisionally es 
have been k[1.6] billion. Borrowing in March is always relativel 
Central government expenditure is likely to be unusually high this 
a result of transactions related to the Rover Group> 
revenue is expected to be less than last year, with loweikorth Sea 	) 
pe..uaskises as a result of the fall in oil prices. and-levrer-reeeipts-ef-building_ 

c- 	t 
	

to• XV44.- 

'BE COPIED 
3 BUDGET SECRET-BUDGV8  



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

le 6.2 shows taxes 	(including rates) 

nce contributions as a percentage of 

and national 

GDP. 	While, 

rail, the percentage is estimated to have fallen 

and is forecast to fall further in 1987-88, non-oil 

estimated to have risen in 1986-87 as a percentage of non-oil 

GDP, and are likely to stay much the same in 1987-88.4'N 

Table 
d National Insurance Contributions (NICs) 
to GDP - % 

  

1981-82 	1982- <>3-84 1984-85 1985-86 	1986-87 	1987-88 

40)4‘ 	
Estimated Forecast 
Outturn 

in 1986-87 

taxes are 

39.4 39.2 38.6 38.6 38.3 38.1 

38.8 38.4 37.9 37.1 37.8 37.8 

Total taxes 
and NICs as a 
share of 
total GDP 

Non-oil 
taxes 
and NICs 
as a share 
of non-oil 
money GDP 
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1986-87 
Latest estimate 

1985-86 
outturn 

z. 1 

olf 

5.8 	 9 

10.9 	 104 r 
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et 
 

,affeageonett46. Local authority borrowing is always high in the closing weeks 
of the financial year. and-teuld-be--highertitart-usufri-t-his-y&lr.. The latest 
estimate of the outturn for the PSBR in 1986-87 as a whole is ,C(4.9lbillion, 
or11-3/per cent of money GDP. 

6.11 The PSBR in 1987-88 is forecast to be/potbillion, or /per cent of 
money GDP. 

6.11 Both general government expenditure and receipts are estimated to 
have fallen as a proportion of money GDP in 1986-87, the latter because of 
the fall in oil revenues. In 1987-88 expenditure is projected to fall again as a 

ortion of money GDP, as it has done since 1982-83, while general 
nmcnt rcccipts are forecast to bet  he same a-s7a proportion of money 
s in 1986-87. 

e have been significant changes in the structure -of rcecip:t...s.Aover the 
paskjghJ ars. In particular: 

rek--b• has become a much less important means of financing 
public 	ture, its share falling from 12 per cent of expenditure in 
1978- 	cent in 1987-88. 

-"A.-North e 	ties have grown, but in 1987-88 they are expected to 
finance on! 2 per cent of expenditure compared with 8 per cent at their 
peak in 1984-85. 

vorthere has been a switch away from direct to indirect taxation; 
expenditure taxes, including rates, financed 28 per cent of expenditure in 
1978-79 but are expected • mance 44tper cent in 194-81. 

.39 	 7 g 
r ax has fallen from 25 per cent to 23 per 

   

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

Am-the contribution of 
cent. 

Analysis by sector 6.1, The PSBR may also be a ysed by the authority or sector which will 
be undertaking (or repaying) thetto 	g: central government, local 
authorities and public corporations 	Phows the sectoral composition 
of the PSBR in 1986-87, in summa 

Table 6." Public sector borrowing requirement 
£ billion 

k 

\ 1 Central government on own accounil 
2kocal authority borrowing from central government 
3XLocal authority borrowing from market and overseas 

\ 4 Total local authority borrowin33 
c, 	5public corporations' borrowing from central government 

6XPublic corporations' borrowing from market and overseas 
t 7 Total ublic corporations' borrowing') 

8 Public sector borrowing requirement 
Memorandum item:— 

Central government borrowing requirement 
(lines 1+2+5) 
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Receipts 

Taxes and 

National insura 

Other 

Total receipts 
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Le.  
6.1$ Tables 64 to 6.1 show estimated outturns and forecasts of receipts and 
expenditure in 1986-87 and 1987-88 for each of the three sectors. These 
tables include some of the analysis by economic category in paragraph 6.27 
and Table 6.0. Expenditure in 1987-88 does not include the Reserve, which 
has not been allocated. The forecast of the PSBR assumes however that the 
Reserve is fully spent. 

649 Central government spending includes grants and subsidies to local 
authorities and public corporations (including nationalised industries), which 
are included in the receipts of those sectors, shown in Tables 61 and 64. 

' 

Table 6. 	1 government transactions 

Expenditure 

Current expenditure on goods and services 

Current grants and subsidies 

Interest 

Net lending and capital 	ture, 
excluding on-lending to local au 	ities and 
public corporations 

Total expenditure 

*Excluding any allocation from the Reserve 

100-6 

24-7 

10-5 

104-3 

261 tr  
i0./) 

111-4 	kl- 

28-6 

94 1 
135-8 1.4€1•9\41., 1$0-4 %%el. 1 

46-6 49-2 521 1 

72-2 76-9 79.p y- 
161 16-6 17.4 -3 

4-2 3-5 2.3 

139.1 146.2 15E09* 	r . 

other contributions 

k billion 

1985-86 	1986-87 	1987-88 
Outtum 	Latest 	Forecasts 

estimate 

.)4-4 A 	 4Q- \ t• 

o 	vs 

6.2(1 Local authority receipts consist primarily of the rate income plus 
granAfrom central government. The forecast increase in net rate income 
between 1986-87 and 1987-88 takes account of `flZerl.Pi‘ntformation about 
rate decisions by apoirrafple-rrf local authorities. 

1.- 
6.21 The local authority borrowing requirement (L •  ; •  , . he first eleven 

as a  S  rowing of 
months of 1986-87 is provisionally estimated to have  blk

A
, 	slu of 

k[0-41billion. The estimated outturn for the year  
L0/billion. This estimate takes account of the 

If the estimated outtu 	-ct, 
and the margin of error surrounding the forecast is inevitably 	r 	the • 
LABR in 1986-87 will belki billion lower than in 1985-86. Thi 

X 	borrowing appears to ha re been the result of current receipts rising  p  re 
than current expenditure and a small fall in net capital spending. In 1986-87, 
as in 1985-86, local authorities replaced substantial amounts of market and 
overseas borrowing by borrowing from the central government. 

i 	 I 
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1 receipts 

ure 

xpenditure on goods and services 

ts and subsidies 

Inter 

Net len 

Total ex 

capital expenditure 

Receipts 

Gross trading surplus (including subsidies) 8.1 

Other 1-8 

Total receipts 9-9 

Expenditure 

Interest, dividends and taxes on income 4-3 

Net lending and capital expenditure 5.6 

Total expenditure 9-9 

I  Excluding any allocation from the Reserve 

7.0 
	

ir-Qf 

34 to 

L3449,9sa-cuor3sEnTn-L-SeV DG ET LIST ONLY 	
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Table 6.1 Local authority transactions 

Receipts 

Rates (net of rate rebates)t 

Rate support grant 

Other grants from central government 

Other 

k billion 

1985-86 
Outtum 

1986-87 
Latest 
estimate 

1987-88 
Forecasts 

13.8 15.5 ikr-  t'l .0 

11.3 11.8 13.0 
10.0 11.4 12-fr t t • e 

5.6 5.6 5/r 
40-7 44-3 .46‘r 4,-1 • .1 

28-5 311( 32-.9' 31 

5.3 5-8 5.6 

3.7 4.4 4-6 

4.2 3.8 	' 41 0 

41/ 45-2 4742  s-- 

Table 6.)( 

I Memo: Rate re 	 1-6 	 1.7 	1.9 
2  Excluding any alcat; 	he Reserve 

6.4 Table 6. shows public corporations' transactions. The public 
corporations' receipts include subsidies and capital grants from central and 
local government. For the nationalised industries (and the majority of other 
public corporations) their net external finance, ic thei . buil° wing plus 
subsidies and grants, is inclu 	the planning total. Changes from one 
year to another are affecte 4 	atisations. During the course of 1986-87 
British Gas and British Air 	we privatised and ceased to be classified as 
public corporations. 

Public corporations' transactions 
k billion 

 

1985-86 
Outtum 

1986-87 	1987-88 
Latest 	Forecasts 
estimate 

6.4 Public corporations' borrowing requirement in the first eleven riltM  
of 1986-87 is provisionally estimated at a net repayment of k[1.1] bi lion. 
The estimated outturn for the year as a whole is a net repayment of 
£1.3

o
billion, compared with a zero  borrowing requirement in 1985-86. 
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The reduction in borrowing appears to have been due to a number of factors 
including rising output, further improvements in productivity, the effect on 
profit margins of the decline in sterling ancl. 	-.1—.  nep.ade  credit.  

ornic 6.20 The transactions leading up to the PSBR may also be analysed by 
ory 	economic category (some details of which are given in Tables 64 

6  6/above). This analysis is shown in Table 6.47with a breakdown between 
central government, local authorities and public corporatiops. This analysis, 
which distinguishes between current and capital transactionk(and within the 
latter between physical and financial investment) shows the derivation of the 
public sector financial deficit. The pw‘lio-seeter financial deficit, unlike the 

R, is not wholly a measure of at:tool cash transactions because certain 
included in lines 1 and 2 of Table 6.0re measured on an accruals basis. 

uals adjustment is made in line 28 before the PSBR is derived. 

6. 	nallocated Reserve is assumed to be used up by spending on 
cur 	or physical capital formation—ie in transactions that fall above 
the i 	iIy rplus/deficit line. In practice allocations from the Reserve can 
affect 	ansactions (lines 25 to 29). For example expenditure in 
1986-87 	with Rover Group is classified as cash expenditure on 
company s 	iénd appears in line 26. 
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25 	-02 	0.5 

26 	ct 

27 	0.8 
28 	-0-1  

29 	0-2 

30 	slir 	o•iii? 	6.2  

2  Relationship between lines: (24) = (11) + (22) + ( 
1.f-t 

31c%  
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Table 6.14 Public sector transactions by sub-sector and economic category 

k billion'  
1986-87 Latest estimate 
General government Public 	Public 

corpora- sector 
tions 

 

Central 	Local 
	

Total 
govern- 	authori- 

Line2 	ment 	ties 

Current and capital receipts  

Taxes on income,  and oil royalties 	 1 	53.4 	 514 	-01 	53.3 

Taxes on expenditure 	 2 	48-1 , 	15-5 	63.j 6 	 631  b 

Taxes on capital 	 3 	2.7 vx 	 2.7 	 2.7 

National insurance and other contrib  o s 	 4 	26•44 	 - 	 26-5 	 26.5 

Gross trading. surplus 	 5 	-6-.3 . 	0.i y 	0.1 	7%0 	74 I 
Rent and miscellaneous current transfers 	 6 	0-1 I. 	3-1 	3.3 	0.5 	3.8  

Interest and dividends from private sector a 	 7 	2.7 	0.7 	If 1 	.1-11>,ct 	4.1  )- 

Interest and dividends within public sector 	 8 	5.7 	-33 	2.4 	- 2.4 

Imputed charge for non-trading  capital consump 	 1-0 	1.4 	2.4 	 2.4  

Capital transfers from private sector 	 0/1... 	01  1. 

Total 	 11 	140.0 	17-8 	157-8 	6- (.2 	1.644T it, 

Current and capital expenditure 

Current expenditure on  goods and services 

Subsidies 

 

12 	- 49.4 r - 311 ( 	Tr1.0  
13 	-5•1 	-1.3 	-6.4 

 

.=-843,4 -'t ,o 
-64 

  

Cuttent pants to personal sector 	 14 

Current grants paid abroad 	 15 

Current grants within public sector 	 16 

Debt interest 	 17 

Gross domestic fixed capital formation 	 18 

Increase in stocks 	 19 

Capital grants to private sector 	 20  

Capital grants within public sector 	 21 

Total 	 22 

Unallocated Reserve 	 23  

-4,., )- 	-4.5 	---51"140  •  e - 	-.51,-r -To ,v 

40011- 22.3 

	

- 	---2ef--1.1.- - 
- 

	

0  f 	-09 	-17-5 	-0-8 	-18-3 

	

-3•7 	-7-1 	-53 	-12-4 

	

0.1 	 0.1 	,X.O.t 	0-1 

	

- 2-2 	 - 2.8 	tA 0-1 
-O' 1 	.-011  -1  

51  r  -174.  ? -.c19./ 3- 964   

Financial surplus/deficit 	 24 	-Jkb". 	- 1/4" 	ti 	Col 	.0 

Financial transactions 

Net lending to private sector and abroad  

Cash expenditure on company securities (net) 
(including privatisation proceeds) 
Transactions concerning certain public sector 
pension schemes 

Accruals adjustments  
Miscellaneous financial transactions 

Borrowing requirement 

I Sign convention: receipts positive, payments negative. 
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ent Gen 

Total 

1 	asts 

Central 	Local 
govern- 	authori- 

Line2  ment ties 

Public 	Public 
corpora- sector 
tions 

2.2 
2.5 

-28 	Ci 
Cap 
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Current and capital receipts 

Y 	-0•1 	57.4 	 57.i ,  

2 	51.1 4.- 
3 	3.2 

3 	Taxes on income and oil royalties 

	

4 	281 12 

	

5 	-0.3 	0-5 

	

6 	01 ) 	3.1  

	

7 	21 e 	0-7 

	

8 	5.9 	-3.7 

	

9 	1.0 	1.5 

	

10 	- 
11 	lsol kr 

68'V-s'  Taxes on expenditure  

3.2 	Taxes on  capital  

284 6 	National insurance and other contributions 

7.1 	Gross trading surplus 

Rent and  miscellaneous current transfers 

41 	Interest and dividends from private sector and abroad 

Interest  and dividends within public sector 

2-5 	Imputed charge for non-trading capital consumption 

0-ti .3 	Capital transfers from private sector 

L7-41.0.c.ir  Total ikeri  

..44^,k.r Current and  capital expenditure 

12 	-52.0 	-..3.2.--€7-333 

13 	-.4.1= C. i  -1•0 

7;441 	Current  expenditure on goods and services 

 

 

-6.1  Subsidies 

  

14 	-47-8 	-6 	-52.4 	- 	-52.4 	Current grants to personal sector 

15 	-2.1c1 	 -21 CI 	 -2-14i Current grants  paid abroad 

16 	-7-2410-13  •‘' 2.4dtr-O." 	_ 
17 	-171 .3 	-0.7 	-181 0 	7:1.4"-O.q  

18 	-35 	-3'i 6 

19 	-0•2 	 -0.2 	-0-1 	-0.3 	crease in stocks 

20 	-2•0 	-0.7 	-2•7 	-0•1 

21 	-11 s? 	.k 	-0 7 	011 

22 	- 1551. ifb.1" -„.1.8•7241.1 	r -5.10 
3-5 	1311010c:2d Reset ve 

24 	...rrr- 	 ,4-411" 	-8.5 	Financial surplus/deficit 
Financial transactions 

25 	-02 	0.4 	0-2 	- 	 Net lending to private sector and  abroad  

Cash expenditure on 	securities (net) 

26 	5.0 	 5-0 	 5.0 	(including privatisati 	p 	s  

Transactions concein -€ 	blic sector 

27 	0.1 4- 	 01 3- 	
m 

 0-5 	pension schemes 

28 	-0.11 	7.0.1 	-02 	- 	-0.2 	Accruals adjustments 
14-2'...01 Miscellaneous financial transa t 

30 
	 Borrowing requirement 

rrent grants  within public sector  

Debt interest 

-7•o 	-4-6 	-  111 0 	ss domestic  fixed capital formation  

s  to private sector 
s within public sector 

23 

29 -13-116 	
-_% - 47  
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ex to Chapter 6 

 

Part A: Relationship between tables in Chapter 6, and with 
Table 1.2; and outturn data 

.1 
Relationship between 6A.1 Table 6.0 is based on the definitions used to compile the national accounts. In 

table 	er to show the financial deficit for each sector, lending and other financial 
sactions are separated from the analysis of receipts and expenditure in lines 1-23 

wn in lines 25-29. These lines show the relationship between the financial 
me 24) and the borrowing requirement for each sector (line 30). 

‘e, 
6A 	4-6.$ are summary versions of the sectoral columns of Table 6.1 
The i 	n in Table 64 ?s rearranged so that, for example, central 
governm 	its to local authorities (which appear as negative expenditure in the 
local aut 	- ..umn of Table 6/4, lines 16 and 21) appear as receipts in 
Table 6.1. 	'd by local authorities to central goveviment (which appears as 
negative rcccipsj 	local authorities column of Table 6.13, line 8) appears as 
expenditure in able 64. Finally, lending and other financial transactions (lines 25-
29 of Table 6.0) are included in the receipts and expenditure of Tables 64-64. 

w 6  
-7 

6A.3 Table 1.2 in Chapter 1 uses the same information as Table 6.$, but again 
rearranges it. To dcrivc genet al • ovetinnent expenditure, it starts by giving a 

expenditure planning total: that includes not 
re items in the third column of Table 64 

6A.5 To derive general government receipts, Table 1 
the third column of Table esi (lines 11, 27, 28 and 29) 
according to the type of activity which gives rise to the 
revenues comprise North Sea cogoration tax and petrol 
in "taxes on income" in Table 6'S. ) plus oil royalties. The s 
royalties" is the same as the first line of Table [21] in Chapt 

S.  
Outturn data 6A.6 Outturns for the PSBR and the statutory central governme 	ts (as in 

Tables 6.B.1-4 in Part B of the Annex) are compiled monthly and 
press notice 12 working days after the end of the month and then in 
Tables 2.5 and 3.12 to 3.16 of the following issue of Financial Statistics. 

etails of the PSBR on national accounts definitions, as in Table 6.6, are 
compiled quarterly and published in sections 2 to 5 of Financial Statistics three 
months after the end of the quarter. 

functional breakdown of the 
only general government 
(including the "financial tra 	ion "in lines 25-26), but also borrowing or 
capital expenditure by public c4,40.,- nom in the fourth column. General 
government expenditure as sho 	in Table 1.2 is then obtained by adding general 
government debt interest from th,iir 	mn of Table 647and the national 
accounts adjustments already include 	e 64,7and deducting public 
corporations' borrowing from the ma 	from overseas. 

4- 
6A.4 Alternatively, general government expenditure in Table 1.2 (and Table [23]) 
can be obtained as the sum of lines 22, 23, 25 and 26 (third column) in Table 64 and 
on-lending to public corporations in Table 6.1. 	 '7 

3 

the receipts shown in 
anges them 

ample, oil 
ue tax (included 

total taxes and 
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Consolidated 

Revenue (Table 

Expenditure (Table 6.B.2 

-1o4 

402-000--  lot 'T 

8 900 

2 000 

+-086-  3 3 0C 

-1-86.  I 0 

1+ 30i 

116 9..0 
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6A.7 The first outturn for the PSBR in 1986-87 will accordingly be published on 
April 16. The first national accounts outturns for 1986-87 will appear in the June 
issue of Financial Statistics, including supplementary Table 13 which is based on 
Table 6.6. 

Part B: Central government transactions 
Commentary 1ui the tables 6B.1 The tables in Part B of this Annex are confined to central government 

transactions only, and are based on the statutory funds and accounts. Their 
relationship to the accounts of central government on a national accounts basis (as 
in Table 6.3) is described in the Financial Statistics Explanatory Handbook (1987 
edition, p38). The receipts and payments in the Part B tables are all shown on a cash 

d •..s, not accrued. Table 1.2, however, shows the main categories of taxes on an 

T ed basis as in the national accounts: for instance the item "income taxes" in 
. \2 differs slightly from "income tax" in Table 6.B.3. 

Table 6.8.1 S elli f central government transactions 

111-4 

-110 

0213 

NOT TO BE COPIED 

L billion 
1986-87 
latest 
estimate 

••••-- 

-F0J.vvore 

elicit met rom National Loans Fund 

National Loans Fund (Table 6.B.4) 

Receipts 

Payments 

01" "40(14.„, 	Total !let borrowing by -thel"Ft 7. al Loans Fund 
Other funds and accounts (net) 

Central government borrowing 	
t 

Li
!Including borrowing for on-lending cocal horities and<- I 
public corporations) 

i 

uirement4(Table 6. 

Table 6.B.2 Consolidated Fund expenditure 
million 

1986-87 
latest 
estimate 

fSp.s 

Supply issues' 
Standing services 

Payment to the National Loans Fund in respect 
of service of the national debt 

Northern Ireland—share of taxes etc. 

Payments to the European Communitiest  

Other services 

Total standing services 
Total Consolidated Fund expenditure 

'Supply Issues are monies paidfrom the Consolidated Fund to Departments' cash accounts with the Paymaster Gen ralfor spending 
on Supply. Supply Expenditure (see Table 5.14..equates closely to total Supply Issues in most years, although there may sometimes 
be slight timing differences between the two. 
2.0.9kmillion was paid to the European Communities from Supply Issues instead of Standing Services. 

r 
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Table 6.B.3 Consolidated Fund revenue 
k million 

1986-87 	 1987-88 

Budget Latest 	Forecast 
estimate 

bol 

t\3  

Inland Revenue Revenue 

Income tax' 

Corporation tax2 3  

Petroleum revenue tax4  

l
apital gains tax 

velopment land tax 

ance tax' 

ties 

cise 

Value ad 

Petrol, 	ties 

Cigarettes oth obacco 

Spirits, beer, v&!ci r and perry 

Betting and gaming 

Car tax 

Other excise duties 

EC own resources6  

Customs duties, etc. 

Agricultural levies 

el!leraturil stuparc.0 

Gas levy 
Broadcasting receiving licences 
Interest lnd dividends 

Other'  

	

38 500 	38300 4„ 	=11;0 39 q00 
-- -- 7” 

	

1 1 700 	13,00 	15 000 

	

2 400 	tSggil I ;ill(' 	'24304 i 6go 

	

1 050 	1 050 	1 250 

	

35 	 55 	 20 

	

910 	 990 	1 060 

	

1 430 	1-11:0 I 8-9-0 	2 000 

	

56 900 	0;300 	q0( 

	

20 700 	21 4c 	23$ 

	

7 300 	7 500 	£1=teitk 7 TOO 

	

4 700 	4d00- 5 000 	5 itz- 0 

4Øi5 ö 3  

	

400 	4 200 	4 p00--3  

	

800 	 760 	 800 

	

980 	 980 	tgalit I 110 

	

20 	 40 S" 	if' 40 

1 300 _ 
 

	

1 290 	1 30---/  

	:? 
160 220 230 

	

40 400 	41400 	4441* 4-3 

	

2 500 	2 500 	2 600 

	

500 	 t 	 490 

	

 	1 000 1 010 

ee 5-24) 

1 030 

<> 	840 	 8/40 	1 020 6  

	

7 400 	8 	 7 

-------( Total  Customs and Excise 
ehicle excise duties' 

nd Revenue 	 56 000 

Total Consolidated Fund revenue 	108 600 
	

111 400 
	IMMO& 117 Ye 

I  See paragraph 6.B.1. 

2  Includes advance corporation tax 
(net of repayments) 	 4 100 	 4 400 	 ISMEI 4. Svc  

3  North Sea corporation tax 	 2 700 	 2...i2S. 	-6*0 jjes 

of which satisfied  by setting off ACT 	 1 200 	 100 	 800 

Liability to corporation tax arising in respect of North Sea production may be sat:sfle 	s ti off ACT arising on dividends 

paid in previous periods in respect of both onshore and offshore activities Dividends 	A ..T-Ama iated with North Sea 

activities alone cannot be identified. 

4  Includes advance payments of petroleum revenue tax. 

5  Includes estate duty and capital transfer tax. 

6  Customs duties and agricultural levies are accountable to the European Communities as 'ow 	 tual payments to 

the Communities are recorded in Table 6.B.2. 

7  Includes driving licence receipts. 

8  Includes the 10 per cent of 'own resources' refunded by the European Communities to meet the cos 	co 	1 	rivatisation 

proceeds and oil royalties ( see Table 1.2). 
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k million 
1986-87 
Latest 
estimate 

Table 6.B.4 National Loans Fund receipts and payments 

Receipts 
Interest on loans, profits of the Issue Department of the 
Bank of England, etc. 
Service of the National Debt—balance met from the Consolidated Fund 

Total receipts 

`-kriai.‘c 	Payments 

j 	 vice of the National Debt 

merit and expenses 

,„,0/ 6 el. Z.. 
th.14(.1 

- 
Noir-TWA c L 

ice of the National Debt 

— 	Na ti 	dustries 

— Other p 	orations 

Local au 
ifiAnk —Private sec andthin central government 

& Total Nationa 
- 

— 	Consolidated Fund deficit 

15 600 

15 400 
170 

15 600 

—Pa-  -3qt 
2or 17C 

4 900 

100  

4:41214 Le- 

4 800 

Mitt 

ns und lending' 

"Le 
On-lending to local authorities and public corporations in Table ?(includes, in addition to National Loans Fund lending, net 

lending from other funds and accounts (mainly Supply Issues in Table 6.B.2). 

Total payments 
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Chief Secretary 
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Economic Secretary 
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Sir Terence Burns 
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Mr F E R Butler 
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Miss O'Mara 
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FSBR: SECOND PROOF 

I attach the second proof of the FSBR. We need to 	this to 

the printer tomorrow (Thursday) night and would 	ore be 

grateful for your amendments tomorrow. This i 	last 

opportunity for substantive amendments to the text - min .r 	ges 

can be taken on board at proof reading on Saturday. 
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EU./ l) (3 Fr E.; IE C Fl Fr 	N 0 T T 0 BE C 0 P I IEE) 
2. 	The proof 

a  s  I LIM DaG  trtio dkeybi  lion in 1986-87 and 
£4.1 billion in l97-88. (0ow out of date.) 
X> 

TER 2 

3(;) Riley points out that 24.3 billion can only just be made to 

rout: 	per cent of GDP (rather than 1 per cent) if we exploit 

roun 	o the fullest extent possible. 

4. We have brought the reference to the UK's growth record 

(paragraph 2.03) in line with today's formulation in the Budget 

Speech. 

CHAPTER 4 

We have included ' the Annex (note 9) a new reference to the 

f Profit Related Pay. This is in line 

with the latest formul 	in the Speech. 
\\ 

CHAPTER 5 

Mr F E R Butler has suggested a new final sentence to 

paragraph 5.01 to indicate that th Budget contains no spending 

measures. 

CHAPTER 6 

You thought the headings and side 	dings needed further 

thought. We have brought them into lineOwith the treaLment in 

other chapters. 

I attach notes on Chapters 3 by Mr Davies and 	Chapter 6 by 
Mr Mowl. 

expected growth in ta 

9. 	We have redesigned the contents page to include 

FSBR tables and charts. Although this makes the first 

crowded we think it is worth making the contents more acc s 

this way. 

of the 

ather 

in 
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R OF THE EXCHEQUER 

FSBR CHAPTER 3 

cc : Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir Peter Middleton 
Sir Terence Burns 
Sir G Littler 
Mr F E R Butler 
Mr Cassell 
Mr Kemp 
Mr Monck 
Mr Odling-Smee 
Mr Peretz 
Mr Scholar 
Mr Sedgwick 
Mr Bottrill 
Mr Matthews 
Mr Mowl 
Mr Riley 
Ms Evans 
Mr Cropper 
Mr Tyrie 
Mr Ross Goobey 

Phi R minute takes up somc of your commenLs on FSBR Chapter 3, as 

recorded in Mr Allan's minute o 	arch to Mr Sedgwick, and notes 

other changes made in the latest dra 

Inflation 

You raised the question of the timin of the cut in mortgage 

rates and the reference to inflation peaking at about 5 per cent that 

appeared in last week's draft. Particularly in view of Monday's 

point cut in bank base rates, the mortgage rate assumption that we have 

been working with in the forecast - a point cut at 	beginning of 

July - no longer seems central. We are now assumin 	rlier cut in 

mortgage rates - a 	point cut effective from the he 	of May. 

(We prefer not to assume either an earlier or a large in rest rate 

cut than this. Either change would make it more difficulti4 oduce a 

forecast in which inflation is no higher in 1988Q2 than i 	• 	4 - a 

cut in mortgage rates in April this year would reduce inf t o 	in 

1987Q4 but not in 1988Q2.) 

sd-ch 
fsbr-chpt3 
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est monthly RPI forecast 
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SECRET 

With a May cut 

February 	4.0 

March 	4.1 

April 	4.3 

.A.May 

June 	

4.4 

14.8 

July 	 4.8 

August 	4.6 

September 	4.3 

Oc 4 11 - i 	 4.4 

Nov-"

4c<\ 
3.7 '. - - 

Decemo- 	3.6 

Thus RPI 	 not now forecast to reach 5 per cent, 

although the forecast is 	i just about consistent with a description 

of inflation peaking at " 	per cent". However, bearing in mind 

the possibility that the cut n mortgage rates by June might exceed I a 
percentage point, it does not seem sensible to put a figure as high as 

5 per cent into public circulation. 	The references in the FSBR 

(paragraphs 3.03 and 3.50) have therefore been changed; the summary now 

says that "inflation may rise temp 	1y to over 44 per cent", where 

before it said "inflation may rise teu..ri1y to about 5 per cent by 

the summer". One possibility would be<>  go still further and say only 

that "inflation may rise temporarily to 	i per cent", although 

Chart 3.8 shows the RPI peak fairly obviou 	ove 4/ per cent. 

in spite of the small cut in mortgage rates now assumed, the 

housing component of the RPI (shown in FSBR Table 3.9) is forecast to 

rise much faster than the rest of the index - by 9 per cent in the year 

to 1987Q4, and by 7/ per cent in the year to 1988Q2. 	s few readers 

are likely to think that the forecast includes a cu 	rtgage rates 

from looking at the RPI table (although they might spe 1 	on why the 

forecast growth in the housing component of the RPI in '87c has come 

down from the 101 per cent increase forecast in the Autumn 	ment). 
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Oil and non-oil business investment 

8. 	The table below shows the requested 

oil business investment. 

SECRET 
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NOT TO BE COPIED 
The reference t 0 IILIEDG ET( ELASTretiAl L3Y5 o ) has been changed to be 

orAistent with the lower RPI inflation peak. The TPI forecast has 

een refined with the help of Inland Revenue estimates of post 

net of tax incomes at the various gross income levels used in 

ion of the index. The 4.8 per cent June peak for the RPI 

a 3.2 per cent increase in the TPI; the RPI forecast for 

the fot 	arter should give 2.1 per cent on the TPI. 

7. 	The reference to the effect of mortgage interest payments on the 

RPI in the last sentence of paragraph 3.44 has been revised since the 

previous draft: 

"The annua 	ition rate reached a low point of 2.4 per cent 

in July and  t 	: most of its subsequent rise has reflected a 

higher contri‘411.1
l
,. from the mortgage interest payments 

components of th 	" replaces 

"The annual infla$‘  te .... most of its subsequent rise has 

reflected higher mortiag interest payments". 

The shorter version was technically incorrect as both the fall in 

interest rates in September 1985 and the rise in November 1986 have 

contributed to the rise in inflation 	e last summer. 

between oil and non- 

£ billion at 

1980 prices 

1985 

Percent changes on a year earlier 

1987 

Business 	30.5 	 4 	- 3 

Oil 	 2.4 	 -16 	-16 

Non-oil 	 28.1 	 7 	- 2 
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You asked for "saving ratio" to be changed to "savings ratio" in 

hs 3.34 and 3.35. 	I think that the convention normally 

in the Treasury is that "saving" refers to a flow and 

to a stock: the draft's "saving ratio" follows this 

The convention was followed passim in the recent EPR 

article o7có sumers'spending and saving, and in the Autumn Statement 

obse 

"savi 

conven 

(paragraph 1.36). It is also followed by the CSO (eg the fifth column 

on page 10 of January's Economic Trends is headed "personal saving 

ratio".) 	I should therefore prefer to retain "saving ratio" in the 

FSBR. 

Revised National A data 

10. 	We have just rec 	revised national accounts data from the 

CSO (not yet the final f 	to be published on Friday week). GDP(A) 

growth now looks fairly sa 	a 	per cent for 1986. The main changes 

to the components of expendi 	e are: 

consumers' expenditure has been revised down for 1986Q4, 

and this affects the rounded annual total increases in 

consumers' expenditur 	both 1986 and 1987. The 1986 

increase is now 4/ pe 	en 	instead of .5; the 1987 

increase is 4 instead of 

a big change to the pri Lime split of general 

government consumption has brôuht its real growth down 

from 2 per cent in 1986 and 1987 to 1 per cent and 1 per 

cent respectively; 

fixed investment now rises by i 

previously it showed no change. 
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it 

1986 

"diffe 

You asked whether the reference (paragraph 3.32) to differences 

the three separate estimates of GDP should be retained. I think 

given the different quarterly profiles of growth through 

ey display; but it might be better to refer simply to 

than to "large differences". 

Export shares  

12. 	You asked us to 

share had declin 

of main manufac 

between 1955 and 19 

So the reference to 

latest draft. 

check whether, as in your redraft, the UK export 

the decades up to 1981". 	The UK value share 

countries' exports fell by about 20 per cent 

by about 30 per cent between 1963 and 1970. 

s seems correct, and has been taken into the 

13. 	On the question of 	p 	in 1986, we would prefer not to say 

that the UK "appears to 4-1 -N-4 increased its share of developed 

countries' exports of manufactures" as in your redraft. 	It is true 

that the rapid rise in UK manufactured export volumes in the fourth 

quarter of 1986 appears to imply a rising share, although the figures 

for other countries' exports are fa1. complete. The more cautious 

wording in last week's draft - "UK ma 	ured export volumes appear 

to 	have increased in line with de toped countries' exports of 

manufactures" - reflects our current 	mate that total UK 

by the same amount (2i 

per cent, rounded to the nearest i) as main manufacturing countries' 

exports. 

manufactured exports in 1986 as a whol 
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A sentence on LDC imports and debt has been added to the 

h on prospects for world trade (paragraph 3.21): 

orts by non-oil developing countries seem likely to rise 

quickly in 1987 after little change in 1986: despite 

co 	n ing debt problems for some of these countries, commodity 

prices and hence export earnings are expected not to be as weak 

as in 1986". 

S J DAVIES 
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cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir Peter Middleton 
Sir Terence Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr Sedgwick 
Mr Odling-Smee 
Mr Turnbull 
Mr Scholar 
Mr Riley . 

1, 

FSBR: CHAPTER 6 

The draft is provisionally 

1987-88. We would be able 

go for this option. 

a PSBR of £4.3 billion for 1086-87 and £4.1 billion for 

to 4.1 and 3.9 tomorrow morning should you decide to 

CELLOR OF THE EXCHEQUER 

Paragraph 6.21  

We have added a phrase to the end of the par 

income between 1986-87 and 1987-88 of 8 

about rate decisions but also to additions to 

is consistent with rate poundage increases of a 

rates monitor. 

aph to explain that the increase in net rate 

nt is due not only to available information 

value. The increase in net rate income 

ut 7i per cent, as suggested by the latest 

Paragraph 6.24: Public corporation borrowing 	 0 

It is now clear that the factors mentioned in the last sentence of the previous draft are not 

consistent with the aggregate estimates in table 6.6, which show a lower gross trading 

surplus in 1986-87 than in 1985-86 even adjusting for privatisatio 	y apply to individual 
industries but do not help to explain the total. The suggested rep 	t sentences, which 

have been agreed with PE, are optional and could be omitted. L t ,- 's FSBR did not 
offer any commentary on the figures. 

C MOWL 
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Copy of Financial Statement and Budget Report 1987-88 
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7 0 

as laid before the Hous 

the Chancellor of the Exchequer 
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topening the Budget 

Treasury Chambers } 
17 March 1987 

Ordered by the House of Commons to be printed 17 March 1987 
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Table 1.1 The Budget measuresi 

L million 	 yield( + )/cost( - 
1987-88 	 1988-89 
Changes from 	Changes from 	Changes from 
a non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

Tax proposals 
Income tax 

basic rate2  

6 t 	0-.34 
	Lallowances 

Lthresholds 
Excise duties 

oils 
vehicle excise duty 
tobacco 
alcohol 
on-course betting duty 
gaming machine licence duties1 

VAT 
partial exemption rules 
small business package 
other 

Inheritance tax 
Corporation tax 

small companiesirate 
capital gains 
dual resident companies 
ether tux, 

Profit related pay 
Pensions 
Other  

	

-2200 	-2200 	-2820 

	

-705 	 -10 	 -10 

	

-65 	 +40 	 +80 

240 

	

+ 5 	 -90 	 -90 

	

-105 	 -110 

	

-105 	 -1.4e za 

	

-20 	 -20 	 -20 

	

+20 	 +20 	 +20 

Total -2 895 -2 625 -2-945 2945 

These measures and the basis of the castings shown, are described in detail 

in Chapter 4. 

3-rieg4igiale. 	:4e_5 t., t. 1,1e  — 

2  Figures include the effect of the con 	 ange in the rate ‘!, 

advance corporation tax. 
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1.01 The objective of the Government's economic policy is to defeat 
inflation and maintain a vigorous, enterprising economy which will generate 
sustained growth and increased employment. 

.02 The Financial Statement and Budget Report (FSBR) supplements the 
ancellor's Budget Statement. It describes the Medium Term Financial 

egy (MTFS); outlines developments in the economy over the past year; 
es forecasts to mid-1988; details the tax proposals in the Budget; 

"ses the government's spending plans and brings together the 
osition of the public sector for the year ahead.. 

The Medium Term 1.03 	a 	describes the MTFS which has been in place since 1980. It 
Financial Strategy provides he framework for the government's economic policies, which are 

designed to bring inflation down further and improve other aspects of the 
UK's economic performance. Monetary and fiscal policy is set to reduce the 
growth of money GDP, so bringing down inflation. The Budget contains 
new measures to cncoura c cnterpiise, efficiency and flexibility which will 
improve the prospect 	tput and jobs. Public expenditure is on a 
declining path as a p 	e of Gross Domestic Product (GDP) and taxes 
have again been reduc 1A as t ,  .y have in each year since 1981. 

Forecast 1.04 Chapter 3 describes th 
and the prospect until mid-19 
1987, the sixth successive year 

velopments in the economy in 1986 
is forecast to grow by 3 per cent in 

dy growth. A strong rise is forecast in 
investment, in manufacturing output and in non-oil tsxports. Inflation is 
forecast to be aboutf41,per cent in the fourth quarter of 1987. There are 
good prospects for a continuing decline in unemployment. 

Tax measures 1.05 Chapter 4 sets out the tax proposals in t 
reduction of 2p in the basic rate of income t 
the growth of profit related pay, the introduc 
for personal pensions, and measures to simplify 
fairer and more effective. Table 1.1 opposite sum 
measures. 

get. They include a 
incentive to encourage 

avourablc tax regime 
tion and to make it 

c effect of all these 

Public expenditure 1.06 Chapter 5 summarises the government's spending p sgJie next 
three years. The plans show a continuing fall in general go 
spending as a percentage of GDP. This chapter also provides t 
estimates of the outturn for the public expenditure planning total in 1986-87 
and includes a comparison of outturn and plans for the different spending 
authorities. 
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Receipts and expenditure 1.07 Chapter 6 brings together the complete financial picture for the pr. 
sector. The public sector borrowing requirement (PSBR) for 1986-87 i5 
forecast to bejust uZier ,d; billion, over ,0 billion; lower than indicat,  
the 1986 FSBR. The PSBR for 1987-88 is ifirecast to beheme_k[34-1bil 

,.., _. ,  Jo ,I,s, 0  f 46,,L,,  or filiper cent of GDP, kpit billion below the illustrative level in last i 	) 
MTFS. The Budget measures are expected to contribute k[2] billion to 
borrowing requirement, over and above the net cost of indexing tax rat 
and allowances. Table 1.2 summarises the sources of the receipts and '—
direction of expenditure. 

6 GET SECRET I NOT TO 
ONLY 	

BE COPIED 
BUDGET SECRET—BUDC %11 140dc IANLIThW'T 	I 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP r 

BUDGET SECRET 
BUDGET LIST ONLY _ 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

Table 1.2 The finances of the public sector' 

	

18.2 	175 	17.9 

-0.4 -1.5 -08 

	

5.7 	6-1 	62 

General government gross 
debt interesr 

public corporations' markets 
overseas borrowing 

ther ational accounts 
Old 	ents 
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ECEIP  

Income taxes 
Corporation tax excluding 

North Seakl 
Capital taxes 
Expenditure taxes: 

Value added tax 
Local authority rates 
Petrol, derv, etc. 
Spirits, beer, wine, etc. 
Cigarettes and other tobacco 
Stamp duties 
Other 

Total expenditure taxes 
North Sea revenues: 

North Sea corporation tax.'" 
Petroleum revenue tax 
Oil royalties 

Total North Sea 
Otheilk 
Total taxes and royalties 
National insurance and other 
contributions 
Interest and dividend receipts 
Gross trading surpluses an0 

c to ;.z 	crsn 
Other 
General government 
receipts 

	

38.7 	38.6 	40.1 

	

9.4 	11.2 	13-6 

	

2-8 	2.7 	3.2 

	

20.7 	21-5 	23.2 

	

5.6 	15.5 	17.0 

	

7.5 	7.8 

	

4.2 	4.3 

	

5.0 	5-0 

	

1.8 	/.0 

	

9 	 8.5 

	

61.9 	68.0 

	

2.7 	 14 

	

24 	1.3 	2.0 

	

1.0 	0.9 	0.9 

	

6.1 	4.8 	4-3 
-1.2 -1.2 -08 
117-6 119-8 128-4 

	

26.2 	26.4 	28.6 

	

6-4 	5-8 	5.7 

	

2.7 	3.2 	3.3 

	

3-0 	3.5 	2.7 

155-9 158-7 168-7 

k billion  
1986-87  
1986 	Latest 
Budgelystimate 

 

1987-88 
Forecasts 

k billion 
1986-87 	1987-88 
1986 	Latest 	Forecasts 

CIEXPENDITURE 
	 BudgePlestimate 

DHSS-Social security 	419 	44-6 	46.0 
Defence 	 18.5 	18.2 	18-8 
DHSS-Health and personal 
social services 	 17.7 	18.0 	19.1 
Education and science 	 14-3 	15.7 	16.6 
Home Office (and Lord 
Chancellor's department) 
	

5.6 	5.8 	6.2 
Employment 
Other departments 	 40.7 

	
42-1 
	

434 
Privatisation proceeds 	 -48 	-4.4 	-5-0 
Reserve 	 4.5 

	
3.5 

Adjustments 	 -0.4 

Public expenditure planning 
total 
	

139-1 140-0 148-6 

Genera ernment 
expendittee 	 163-4 164-8 173-5 

Difference between expenditure and revenue financed by borrowing: 
1986-87 1987-88 

General government expenditure 
General government receipts 
General government borrowing requirement 
Public corporations' market and overseas borrowing 
Public sector borrowing requirement 

1986 Budget 	Latest 

	

163.4 	165. 

	

155.9 	158.7 

	

7.5 	 6.4 

	

-0.4 	- 1 5 

	

71 	 4-9 

Forecast 
- 

173.5 
168-7 

In these and other tables, constituent Items may not add up to totals because of rounding. 
..---IEM-csaeuxukfanatiasts--_. 
2 /Including advance corporation tax but excluding corporation tax on capital gains. 

/*fore advance corporation tax set off See footnote to Table 6 8.3. 
it /Adjustments for advance corporation tax set off against North Sea corporation tax plus accruals adjustment. 
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edium Term Financial Strategy 
(›"Ks 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done since 
1980. It is intended to bring inflation down further over a period of years, 
and ultimately to achieve price stability. It is complemented by policies 
esigned further to improve other aspects of the UK's economic 

formance. 

onomic policy is set in a nominal framework. Monetary and fiscal 
e designed to reduce the growth of money GDP, so bringing 

do 	on. They are complemented by policies to encourage enterprise, 
effici 	flexibility. These policies improve the division of money GDP 
growtiet 	output growth and inflation, and help the creation of jobs. 

2.03 Over the past seven years, money GDP growth has come down from 
over 20 per cent to around 6 per cent. lint jn real terms/  the economy has 
grown at approaching 3 per cent a year on average since 1981, with little 
variation in the growthfrom year to year. This is the longest period of 
steady expansioni_sin 

;f4.0) 
 ' 1Vrird it has been achieved while inflation 

has come down sharp 	rom a peak of over 20 per cent in 1980 to 4 per 
cent now. Productivity ijs 	rapidly, at a rate which compares very 	. 
favourably with our majo ompctitors. The economy has weathered the fall 
in oil prices last year withou is 	on, and is about to embark on a 
seventh year of steady growth, 	ed with low inflation. 	. 

Chart 2.1 Money GDP output and inflation 

OZf A Kik L al)? Ant4.141 
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Objectives and the framework of policy 
Money GDP 2.04 Policy is directed at maintaining monetary conditions that will bring 

about a gradual reduction in the growth of money GDP over the medium 
term. In the short term there w.  1 be fluctuations, but it is the medium term 
trend which is important. The - vernment will aim to avoid departures in 
the medium term from the path set out in table 2.1 

Table 2.1 Money GDP prow4` 
1986-87 1987-88 1988-89 1989-90 1990-91 

6 7i 6+ 6 5 

Per cent change on previous financial year. See table *for assumptions on output and inflation. The figure for 

87-88 is a forecast; and in subsequent years the figures describe the Government's broad medium term 
rives. 

he growth of money GDP in 1986-87 is expected to be somewhat 
e 6i per cent forecast at the time of the last Budget. The forecast for 

escribed in Chapter 3, is correspondingly higher than the 61 per 
d last year. Over the two years to 1987-88 the growth rate is 

ang 

	

	In the later years the growth of money GDP declines at the 
ast year's MTFS. 

Instruments of policy 2.06 The Government sets monetary and fiscal policies to achieve monetary 
conditions which will deliver its objectives for money GDP. A declining 
path for money GDP growth, as in Table 2.1, requires firm monetary 
policies supported by I. public sector borrowing. 

2.07 Fiscal policy is 	ed each year at Budget time. Short-term interest 
rates, which can be vard y:f0e frequently, are the essential instrument of 
monetary policy. They 	continue to be maintained at levels necessary to 
keep monetary condition 

2.08 The authorities seek to 	PSBR fully, and no more, over each 
financial year by sales of debt oude the monetary sector. This will 
continue to be the basis for funding policy. 

1 
cen 
little 
same ra 

Monetary policy 
2.09 Monetary conditions are assessed in th ) 
and broad money, and the behaviour of ot 
particular the exchange rate. Time is no mec 
factors into account: a balance must be struck b 
domestic monetary growth consistent with the 
money GDP and inflation. 

2.10 Over the past two years, the dollar has depreciate.  a 	. 'tially against 
most other major currencies. At a meeting of Finance M 	d Central 
Bank Governors of six major industrial nations in Paris on 	ruary, it 
was concluded that a period of stability would be desirable. 	sri ngly, the 
UK and other countries represented there agreed to co-operate closely to 
that end. The MTFS projections assume that there is no major change in 
either the sterling exchange rate index or the sterling/dollar exchange rate 
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Narrow money 2.11 Last year's MTFS set out the properties desired of a target aggregate 
for narrow money. In particular it should have a stable relationship with 
money GDP. As Chart 2.2 shows, the velocity of MO has grown relatively 
steadily over a long period of time. MO has proved a reliable indicator of 
monetary conditions. 

Chart 2.2 Velocity of monetary aggregates 

2.12 In principle there 	for moving to a wider measure of non- . 
interest bearing money, th as the non-interest bearing component of Ml. 
But the velocity of this ag 	ga -xhibits considerable fluctuations which 
are currently exacerbated b 	d growth of interest bearing sight 
deposits, and it is ultra-sensin 	tcrest rate changes. In these 
circumstances MO remains the becs.s choice of narrow aggregate for target 
purposes. 

Chart 2.3 Growth of MO and money GDP 
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2.13 The target range for MO growth in 1987-88 is 2-6 per cent, unchanged 
from the range indicated in last year's MTFS. Ranges for the later years are 
illustrative, but have a downward profile consistent with the declining path 
for money GDP growth. 

Table 2.2 Growth of Mlf 
1986-87 	1987-88 

4 	 2-6 
01-1986-87: per cent change on previous financial year. 1987-88: target range. 1988-1989 onwards: illustrative ranges 

.14 If the underlying growth of MO threatens to move significantly outside 
target range in 1987-88 there is a presumption that the Government will 

ction on interest rates unless other indicators suggest that monetary 
conjl ons remain satisfactory. 

Broad money 2.1 	money has been growing considerably faster than money GDP 
in re 	t eas. In part this has reflected high real interest rates, which have 
added  e  tJ3e1Jactiveness of financial assets in general; and the end of 
overfun g in 1985 has also contributed. But perhaps most important, the 
increasing competition in financial markets in recent years has led to rapid 
growth of private sector liquidity and borrowing. Private sector borrowing 
has been rising and is now about 10 per cent of GDP (Chart 2.4). It has 
clearly contributed more than public borrowing to upward pressure on real 
interest rates. These tr 	re likely to persist, so that broad money growth 
may continue at aroi 	ecent rate, well in excess of the growth rate of 
money GDP. 

Chart 2.4 Public and private secto orrowing 

2.16 The 1986 Building Societies Act marks a further step in the evolving 
status of building societies. As their behaviour becomes closer to that of 
1)0di ickotioiblogrregsmattcrlumdelbuilft lot litieeplilElD 
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2.17 Both the Chancellor and the Governor of the Bank of England have 
drawn attention to the increasing difficulties in interpreting changes in broad 
money. With rapid and pervasive changes in financial practices, there is no 
simple relationship between broad money growth and money GDP. For this 
reason, the Government has decided that there should be no formal target 
for broad money in 1987-88. But the rate of growth of broad money cannot 
be ignored, and the Government will continue to take it into account in 
assessing monetary conditions. 

 

Fiscal policy 
2.18 The PSBR in 1986-87 is expected to be about lf per cent of GDP. 

his is appreciably less than was set at the time of last year's Budget, in spite 
lower oil revenues. After remaining at about 31 per cent of GDP between 

ccoT.4iti,  82 and 1984-85, the PSBR was reduced sharply in 1985-86 and kas 
c  own further in 1986-87. As Chart 2.5 shows, if privatisation proceeds 

: 	back, it has been lower as a share of GDP in the past two years 
t nj time since 1971-72. 

Chart 2.5 Pub 	tç borrowing requirement and privatisation proceeds 

The PSBR path 2.19 As usual, the fiscal projections for the next four years set out in 
Tables 2.4-6 take account of the composition of ceipts and expenditure. 
The path of the PSBR is below that shown 1•ikifar's  MTFS. The 
buoyancy of revenues ',Nett 	made it possible to 	a PSBR m.14011;11=68 whi - - • - the Government's 
long term objective for the level of public borro  4.  • 

2.20 The PSBR. for 1987-88 is dors set at £4 billio 	cent of GDP. 
North Sea revenues in 1987-88 are forecast at about 	, slightly 
lower than in 1986-87. The proceeds from the Governm1ivatisation 
programme are expected to be £5 billion, as set out in th 
Statement. 

2.21 The PSBR is projected to remain at 1 per cent of GDP t reafter. If 
privatisation proceeds are added back the ratio gradually falls from 21 per 
cent in 1987-88 to 2 per cent in the final year. The PSBR to be set in future 
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Assumptions 2.22 For the period to 1989-90, the public expknditure projections in 
Table 2.4 follow the plans set out in thcfyublic-Expenditure White Paper 
(Cm 56). It is provisionally assumed that the planning total will grow by 
1 per cent in real terms in 1990-91. Decisions on the planning total for that 
year will be taken in the 1987 Survey. The revenue projections in Table 2.5 
are based on the conventional assumptions of constant 1987-88 tax and 
national insurance contribution rates, and allowances and thresholds indexed 
from the proposed 1987-88 levels. All changes proposed in the Budget are 
taken into account. 

2.23 The assumptions about output growth and inflation that underlie the 
revenue projections are shown in Table 2.3. They are consistent with the 

gures for money GDP growth in Tablesil. Ais-tase-yeac, Oil prices are 
med to average S15 a barrel in 1987k  and thereafter to remain broadly 

nged in real terms. 

d inflation assumptions Table 2.3 
Per nge on previous financial year 

1986- 1987-88 1988-89 1989-90 1990-91 

31 21 21 21 
3 21 21 21 

41 4 31 3 

Real GDP 
Non-North Sea 
	 3 

Total 
	

3 
Inflation 
GDP deflator 	 3 

Public expenditur* 
2.24 Continued restraint ipublic spending is a vital element of the 
Government's economic stri 	ncral government expenditure has 
fallen steadily as a proportion 	from its peak of over 46 per cent in 
1982-83. The plans in the Whit aper imply a continuing fall. This will 
enable a low level of borrowing tbe wilibined with reductions in the 
burden of taxation, so improving motivation, efficiency and employment. 
Public expenditure is discussed more fully in Chapter 5. 

Table 2.4 General government expenditure 
4 billion, cash 
1985-86 1986-87 1987-88 4 1:‘ 	,', 1989-90 1990-91 

Public expenditure planning total' 133.6 140 149 162 168 

Gross debt interest 1 7/6  1/7 18 1 19 19 

Other adjustments2  7 /6 7 7 8 8 

General government expenditure' 158fii 165 1713 180 196 

of which 
Privatisation proceeds4  2.7 41 5 5 

For 1985-86 to 1989-90, the figures are taken from Table 5.1. The 
planning total is assumed to grow by 1% in real terms in 1990-91. 
2See paragraph 5.04.  

'General government expenditure, and its components, are rounded to 
the nearest 1 billion from 1986-87 onwards. 	 6 
'See the hublic xpenditure White Paper (Cm 56), Table 1./ Proceedi 
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Revenue 
2.25 Over the period as a whole, non-North Sea revenues are assumed to 
grow broadly in line with non-North Sea money GDP. Government 
revenues from the North Sea, however, are expected to remain more or less 
unchanged in cash terms, having fallen sharply in 1986-87. Thus total 
general government receipts are projected to increase somewhat less than 
money GDP. 

General government receipts Table 2.5 

41,1 
1 

430g  382 

1.6 

461* 	411193 

1 	1 
Money GDP at market prices 

PSBR as per cent of GDP 

05)  
Taxes on incomes, expenditu 
National insurance and other co 
Interest and dividends 
Other receipts 
Accruals adjustment 

General government receipts' 
of which 
North Sea tax= 

billion, cash 
1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 

	

ital 	114.4 

	

ns 	24.7 

q 
KV\-11•14. 

6.5 
6./7 

-0'5 

tail)q 12,11 136 14+ 154 2.- 
26 29 30 32 34 
6 6 6 6 6 

/ 7 7 6 6 6 
- - -1 -1 

159 169 178 188 19117 

4 

'General government receipts, and its components, are rounded to the 
nearest .41 billion from 1986-87 onwards. 

2  Royalties, petroleum revenue tax (including advance payments), and 
corporation tax from North Sea oil and gas production ( before advance 
corporation tax set-off). This does not correspond exactly to tax receipts 

the same financial year in respect of North Sea production. See 
noteTto Table 6.8.3. 

Public sector borrcnv 
2.26 The projections of g emment expenditure and receipts are brought 
together in Table 2.6 to pro .* 	ctions of the general government 
borrowing requirement (GGB 	PSBR and the fiscal adjustment. 

2.27 Changes since the 1986 MTE5, are discussed in the Annex to this 
Chapter. 

Table 2.6 Public sector borrowingl  

k billion, cash 
1985-86 1986-87 1987-88 

196 
19$ 

3 

158.1g 	165 	1713 
15141i 	159 	169 

5 	5 6.9 	6 

-1 	- -2 

11+ 4 	4 5.8 

1989-90 	1990-91 
188 
188 

3 

6 

5 

General government expenditure 
General government receipts 
Fiscal adjustment from previous years= 
Annual fiscal adjustment= 

GGBR 
Public corporations' market and 
overseas borrowing 

PSBR 

S EC REws ioweritaxes  orsie;FiforegEseepi ED 
ONUS T CAI L  2.  I 

2 Medium Term Financial S 

B U ed9667§teilVr-virtibalSes  
Rounded to the nearest 1 billion from 19861-87 on 4J 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COW I 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



* BUE/gausnffAUT.E,WROATedST  ONLY 

BUDGET SECRET 	NOT TO BE COKED— 
BUDGET LIST ONLY  

0669 

 

Conclusion 2.28 Events both at home and abroad may modify some of the assumptions 
on which the projections have been based. But the Government is 
committed to maintaining progress towards lower inflation, lower public 
expenditure as a share of GDP and lower taxes in the medium term. The 
MTFS provides the framework within which the financial policies to 
achieve this are set.  

0 
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nex to Chapter 2 

cent changes on a year earlier 0 
1987-88 

1_6 

1_6 

1988-89 	1989-90 

1-5 	 1-5 

1986-87 

0 

T;.-i2, 
	 0633 	 

Changes since the 1986 MTFS 
Money GDP 2A.1 The growth rate of money GDP in 1986-87 is expected to be somewhat 

lower than envisaged in last year's MTFS, with a smaller increase in the GDP 
deflator. A bounce-back is projected in 1987-88 leaving money GDP growth over 
the two years to 1987-88 much as projected last year. After 1987-88, inflation and 

oney GDP growth are point higher than assumed last year, though declining at 
e same rate. The projection of output growth is unchanged. 

Table 2A.1 	DP Growth 

B DGETSECRET-BUDGET LIST ONLY 

Per 	ges from 1986 MTFS projections 

198 1987-88 
+1 

1988-89 	 1989-90 
+ 	 + 

Monetary aggregates 2A.2 The growth of MO in 1986-87 is expected to be at the centre of its target 
range. The target range for 1987-88 is the same as the illustrative range given last 
year. The illustrative ranges for subsequent years are also the same. 

. 9 
Table 2A.2 The Growth of MO 

1987 MTFS 

1986 MTFS 

Fiscal projections 2A.3 Table 2A.3 shows changes in the fiscal projections since the 1986 FSBR., after 
allowance for classification changes. 

Expenditure 1986-87 is referred to in 
s in t1-4 Public 

er figures than assumed 
1986-87 than 

nd partly because of 
g. Within a 

vernment and 
—88 onwards. 

planning 

2A.4 The expected overspend on the planning 
Chapter 5. The planning totals for 1987-88 on 
,kxpenditure White Paper (Cm 56), which incorp 
last year. General government expenditure is rathe 
projected last year, partly because of the higher plan 
a change in the level and pattern of public corporation 
reduced level of total borrowing, they borrowed more 
less from the market and overseas than projected last year. 
the higher levels of general government expenditure are due 
totals. 

Receipts 2A.5 The reduction in North Sea revenues in 1986-87 is due to last summer's fall 
in dollar oil prices. Little change on last year's projections is expected in later years. 
Other taxes are higher throughout the period. 
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Table 2A.3 Revenue and expenditure' 

 

Changes from 1986 MTFS projections k billion 

Expenditure 

I Planning total 

2 Otheg.5  
3 General government 

expenditure 

Receipts-3  

4 North Sea taxes 

5 Other taxes and contributions 
6 Other2  

7 General government receipts 

Implied cumulative fiscal 
adjustment' 

lic corporations' market and 
eas borrowing' 

1985-86 1986-87 1987-88 1988-89 1989-90 

—0.2 

+G.1.4 

+1 +45 +55 

#f 

+8 

41;11 

+o• -111/ -43i/2. +05 +81 

—0.1 

+1-8 

—14 

+34 
+it 

+ 4 

/17.12. 

- 
+54 +7 

—1 
+4111) 11 +3 + 4, +itiks% 

+0.1 

—25 —3 —4 

—1.1 —13 —3 —21 —25 
ges since the 1986 FSBR4 (41 	 ;Al el644440.4A 	iiolt e-yzeiAttAis ‘14J 

tin liadin I 	 itayd 

interest and other items. 	 t4  '1 	+0  •S-- 	0.‘ 	 4 C..4, 
ipts between North Sea and other is affected by the treatment of advance corporation' 

ore 	o Table 6B.3. 
0 — 9— 3 + 7. 

'Public corporations market and overseas borrowing is included in the planning total and in the PSBR, but 
not in .uneral government expenditure. Changes in it are therefore deducted in line 2 and added back in line 9. 

' -r '4 r„k, 
Ccra 	

(t 

14Ag 	 „1,itt,;,b 

-it,044L;Ls 

Includes 
The alloc 

tax set-off See 
4Line8 = lines 
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K)3 The eco 
velopments and prospects to 

1988 

Summary 

0 
Demand and activity 3.01 The economy has been growing at around 3 per cent since last spring as 

exports have recovered strongly. For 1986 as a whole, recorded GDP growth 
was about 21 per cent. A substantial rise in investment and non-oil exports is 
orecast for 1987, and GDP is expected to grow by 3 per cent, with 

nufacturing ,output rising slightly faster. 

Labour marke 	.0 Employment has continued to grow, particularly since the middle of 
ere has been a reversal of the previous rising trend in 

ment, and there are good prospects for a continuing decline this 

3.03 ficj1atie - -11 last year to 3+ per cent, its lowest level for nearly 20 years. 
During 1 	, i ation may rise temporarily to over 41 per cent, as last year's 
movements in petrol prices and in mortgage interest rates affect the year-on-
year comparisons. But it is expected to fall back to around 4 per cent by the 
fourth quarter. 

3.04 Output in the mai .ndustrial countries has been rising by 2i-3 per 
cent a year since 198k 	likely to continue at that rate in 1987. Imports 
by developing countr 	er than oil exporters) should rise this year. 
Markets for UK exporrsOf 	ufactures may grow a little faster in 1987 
than in 1986. 

3.05 Following the fall in oiP0 	year ago, the current account of the 
balance of payments recorded 	t of around £1 billion in 1986. Both 
export and import volumes rose s rply in the second half of last year A 
fut tiler relatively modest current aLount deficit of £2+ billion (some f per 
cent of GDP) is forecast for 1987. 

Assumptions 3.06 The forecast for the UK assumes that fiscal 
set within the framework of the MTFS. It make 
assumption of a S15oil price, as in last year's 
exchange rate williremain close to its current I 

6a, ( 

Inflation 

World economy 

UK trade and the current 
account 

yea 

and monetary policies arc 
conventional 

nd assumes that the 

since strengthened 2  lirtli(er.e  C (let- 3.1) i 
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Financial conditions 
Exchange rates 3.07 The dollar fell further during 1986, particularly ag in 

deutschemark and the yen. These changes will, over time, 
size of the US current account deficit and the Japanese and 
As paragraphE2.10f above explained, Finance Ministers of six of 
industrialised nations agreed last month to seek a period of stabit1Ec  in 
exchange rates. Sterling fell in the summer of 1986, in the wake of the fall in 
the oil price. It remained steady between October and mid-February, but ha. 

educe the 
rpluses 
ding 
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ts C. 	2., 	4. e.c. 
Chart 3.1 Exchange Piate And pil 16rices 

—35 

Brent spot price(i per barrel) 25 
15 — 
95- 

85- 

remaineciiiiiimd that lever 
fallen a-iittie. Rates in several o (5,s 
months. Longer-term rates in the 
s ort-term ratet falling sharply in t 
recent weeks they have fallen again. 

Chart 3.2 Interest ,14.ates in :The UK  

kste,  

3.08 Short-term interest ra 
January 1986, fell last sp 
weakening in the summe 
monetary conditions they 

the UK, which rose to nearly 13 per cent in 
round 10 per cent. But with sterling 

aut mn and MO also indicating an easing of 
sect to 11 per cent in October and-ltare- .  

ntries 	 ucedin recent 
wed the same broad profile as 

ing and rising in the autumn. In 
to<helow 10 per cent. 

81 1980 I 

r1282-1—"913E1-2—§ig 186:1085—  IftrTe38.138COPIED 
1981 	I 

Per cent 
20— 

18 —1• 
%% 3 month interbank 

‘ 41 16- 

14- 

10- 

20 year gil 

.10 • 
*PA....,

*4,0o
i 

12 — 

—20 

—18 

—10 

• 

75 — 

65 — 
2.0 — 

1.5 — 

15 
95 

85 

75 

65 
— 2.0 

1.5 

1987 	-1 1 .0  

Interest rates 
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Narrow money 3.09 MO growth was below the centre of its 2-6 per cent target range in the 
early months of 1986-87. Its growth quickened from August onwards, 
reflecting both the falls in interest rates in the spring and the buoyant growth 
of personal incomes, and moved into the u er half of its target rang 	ore 
recently-with-interest rates increased in the autumn and held t er , it as 
fallen back again to the middle of its target range), 

t 
Chart 3.3 Growth Xtates ¶2fOonetary #ggregates 

Broad money 3.10 The growth of kM3 rose 	8 per cent in the early months of 1986- 
87 and has since remained at abotthat level. This is some 3 points above the 
top of its target range, which in turn was set well above the growth of 
money GDP. Holdings of bank deposits by companies and financial 
institutions have grown particularly rapidly. The wider aggregates that 
include building societies' liabilities have grow 	ore slowly, although also 
at a rate well in excess of the growth of mo 	*: the year-on-year 
growth of PSL2 has been about 13-14 per cc  1 	t months. Credit has 
continued to grow strongly, reflecting at least st  êt'pace  of financial 
innovation and liberalisation. 

3.11 The growth of broad money must be seen in th o 	of the strong 
growth of private sector wealth and strongly positive re 	r 	rates that 
have made financial assets attractive to hold. Increased co 	e isr*n 
financial markets has narrowed the margins bsweenborro W,..41ending 
rates and this has led -persons and companieiaouild4 up bo their 
liquidity and their borrowing. The considerable increase in liquidity since 
1980 appears to have been willingly held, and has been accompanied by 
lower inflation. 
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World economy 
evelopments 3.12 The world economy has been strongly influenced by the fall in oil and 

other commodity prices, and by the substantial depreciation of the dollar. 
Lower import prices have helped to reduce inflation in the industrialised 
countries and stimulated faster growth in real domestic demand. But  
developing countries—and oil producers in particular —have suffered a 
sharp deterioration in their terms of trade. 

3.13 Real GNP in the seven largest OECD countries grew by about 21 per 
cent in 1986. Domestic demand grew rather faster, at 34-4 per cent, with 
large rises in household incomes and consumers' expenditure. Inflation fell 

rther; and average consumer prices in the seven major countries increased 

<C.
.  vnly 2 per cent in 1986. 

( rr i  y 
t, 

• 	.0)11  

:g '  I : • (\,, 

3.15  1  , -  . !.,  ges in exchange rates over the last two years are already 
beginni.  •  to *e significant effects on trade volumes; but these have not yet 
been eno  el-  to •vercome the terms of trade effects (the "J-curve"). As a 

espite the buoyancy of domestic demand in these countries, industrial 
ion has grown only slowly. This has been largely a result of weak 

mand, particularly from developing countries, and relatively 
wth in investment. 
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result, the trade imbalances between the major countries remain large. The 
surpluses in Japan and Germany have continued to grow, though more 
slowly; and there has been little sign yet of any substantial reduction in the 
US current account deficit. 

Chart 3.4 Real Oil price* 

3.16 Oil prices fell below S10 per barrel last summer, but rose in the second 
half of the year following the OPEC meeting in December. They have 
IreceSIUDesTasar±eFf  ET-s18Ia barNlatrocrefi NtrasofIvpicEbs 

BP:gq.p" S EC R ET—BU D  .,,E13U-ORTMT41.16T ONLY I 
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prices also fell sharply through most of last year, although they recovered 
slightly in the autumn. Charts 3.4 and 3.5 show past movements in real 
commodity prices, highlighting the extent of the recent falls. 

- 
Chart 3.5 Real Commodity Prices 

3.17 World import volum 
cent during 1986. This is som 
rise in oil trade as the major oi 	mpanies rebuilt their stocks. Developed 
countries' exposes of isiensufaciurP:s rose by only 3 per cent as buoyant 
domestic demand in industrialised countriesA was partially offset by cuts in 
developing countries' imports. 

ught to have grown by more than 5 per 
aster than in 1985, largely because of a 

he forecast below is 
prices average S I 5 per 

in low, with food 
duction. With 

ices may recover 

Prospects 3.18 The outlook for oil prices remains un 
based on s•cickiag-ve the assumption that Nor 
barrel in 1987-88. Non-oil commodity prices 
prices held down by the large surpluses of agricu 
rising activity in the major economies, industrial 
slightly from their current low levels. 

3.19 Table 3.1 shows the forecasts for activity and inflatio 	ajor 
seven industrialised countries, and for world trade. Inflation 	pe ted to 
remain low, though it may rise a little from last year's level. In the 
US inflation may increase slightly as the effects of the fall in the dollar feed 
through. but the corresponding appreciation of the yen and deutschemark 

I shcBlig EVOEhTt SfeCiREpTn an GerNOTrif 011BEr010Pffitug  al .  
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eladye unit labour costs* 
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Table 3.1 World economy 

Per cent changes on a year earlier 

Estimates  Forecasts 
1985 	191§-(1- 	1987 	1988 HI 

3 25 25 3 
3 31 3 3f 
3 1 25 4f 
4 2 21 21 

34 54 34 45 
4 2j 35 4 

, Japan, Germany, France, UK, Italy and Canada. 	2  Developed countries' exports weighted by 
UK markets. 

ese changes in exchange rates and inflation will affect domestic 
nd output. In Japan and Germany they are likely to strengthen 

mand but weaken export demand; in the US, the opposite effects 
aggregate, domestic demand in the major industrial countries is 

less strongly than in 1986. But GNP growth should be much 
ustrial production should grow rather faster, helped by a 

recovery 

\ 3.21 World trade in manufactures is forecast to grow rather more quickly in 
87 than in 1986, though the pattern may be uneven. Import demand in the 

; 	 US is likely to slow down considerably, and oil pLoducers are likely to cut Lac& 

Iff:1„7 i'to increase rapidly.),  

continue. 
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Major Seven countries': 

Real GNP 
Real domestic demand 
Industrial production 
Consumer prices 

World trade, at constant prices 
Total imports 
Trade in manufactures2  

are 
likely 
the same, 

exports. 

Ita'" j „Ik e rortre..„).  

than in 1986, largely b 
ao 

back their imports  furt ut imports by Japan and Germany are expected 
n total world trade in 1987 is likely to be slower 

e rebuilding of oil stocks is not expected to 

UK trade and the balattc 	sayments 
3.22 The UK's competitivcne 	e yed markedly during 1986: 
Productivity rose fast and the growth of unit labour costs was only a little 

. 6 above that of our main competitors. As a result, the low 
a most entire y re ecte 	improved competitiveness,. the gain in 
competitiveness seems likely to be maintained over the ear ahead. 

Table 3.2 

Trade prices and the 
terms of trade (excluding 

oil) 

The exchange rate and competitiveness 

Sterling index 

(1975 =- 100) 
1984 Q4 
	

75 
1985 Q4 
	

80 
1986 Q4 
	

68 

* Ratio of UK manufactursng costs to those overseas. 

3.23 Prices of most imports rose during 1986, as the effect 
depreciation of sterling more than offset generally weak wor p 
Export prices also rose, as exporters took advantage of sterling' decline to 
improve profit margins. Excluding oil, the terms of trade for goods 
worsened slightly between 1985 and 1986. Little further change seems likely 
jn 1987.  
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sible trade volumes 
_ . 	than oil and 

erratics) 

Chart 3.6 

Value 
—20 

••
• 

— 18 

—16 

—14 

—12 

—10 

• 

hare of imports of goods (excluding oil) 
in domestic demand 

— 24 

8 1- 1 I I I I I I I I I I I 
1970 72 74 76 78 80 82 	87 

forecast 

20 — 

18 — 

16 — 

14 • 

.1 
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3.24 /Exports of manufactures have been growing strongly in recent months. 
Growth had flattened in the final months of 1985 and exports fell briefly in 
early 1986, in common with those of other main manufacturing countries. 
But since then they have recovered strongly, and in the three months to 
January were 64 per cent above their level a year earlier. With rising world 
trade and the continued benefits of improved competitiveness, manufactured 
exports should show further strong growth in 1987. Exports of non- 

, 	 ofi.A4 AZet7"/ ) t'i'.7161A) 	anufactures rose rapidly last year, mainly as a result of exceptionally high 
, grain exports 

4ovacr.t4G-‘16441-4iveykare unlikely to continue at these levels in 1987. Total 
exports should grow by about 6 per cent, compared with 24 per cent 
1986. 

in 

4- 
( 

UK manufactured export volumes appear to have increased in line 
developed countries' exports in 1986. This reinforces the previous 

ce that the declining trend over the decades up to 1981 has ended. 

3.'6/1?. il imports were flat in the early part of 1986, 'but then rose 
shar 	second half of the year. More recently, the rate of growth has 
mode sorts are likely to continue to rise in 1987 as domestic activity 
expands, t.. gi improved competitiveness should slow the rate of growth. 
Non-man factured imports rose rapidly in 1986,ain-partly  the rem:rim:2,f- 

; this effect is unlikely to continue in 
1987. In total, imports of goods other than oil are forecast to rise by ter 
cent between the second halves of 1986 and 1987.  

	

z•- 	z , 	2- - 	e , 
Export Shares And 	t Penetration 
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UK export market share 
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9 
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cent chan es on previous year   
ods  	Goods less oil and erratic items 

Terms of 	Export 	Import 
trade* 	volume 	volume 

1+ 7 4 If 
—5+ 2+ 6 —1 

6 

Terms of 
trade 

1985 
1986 
1987 Forecast 

*The ratio of UK export average values to import average 

Import 
volume 

3+ 
6 

ast to show a further rise in 1987 with 
ar helping to increase the sterling 

ge stock of foreign assets. The surpluses 
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Oil trade 3.27 Britain's surplus on oil trade halved from k8 billion in 1985 to 
k4 billion in 1986, reflecting the sharp fall in world oil prices and some 
decline in the volume of net oil exports. A fall in North Sea companies' 
payments abroad, which was only partly matched by lower overseas 
earnings by UK oil companies, helped to offset the reduction in the oil 
visible trade surplus. North Sea production in 1987 is likely to be e-littie 
lower than in 1986 and the oil trade surplus slightly smaller. 

Table 3.3 Visible trade 

3.28 The surplus on invisibles rose in 1986. Net  receipts of interest, profits 
and dividends (IPD) rose particularly rapidly as a result of the lower 
payments abroad by North Sea companies and an increase in the surplus on 
other earnings. The surplus on services fell in 1986, largely due to lower net 
earnings from tourism. 	deficit on transfers was abnormally low last 
year, reflecting the s 	timing of government transactions with the 
European Communit 

3.29 The surplus on invisib s;t 
the pound's depreciation durin 
value of the earnings on the U 
on services should also benefit froa the improvement in UK 
competitiveness. These higher earnings should more than offset an increase 
in the transfers deficit to a more normal level. 

Current account 3.30 The current account recorded a k I bill' 
surplus of £3  billion in 1985. Lower net oil c 
on trade in manufactures more than offset an 
forecast for 1987 is for a current account deficit o 

cit in 1986 following a 
d an increased deficit 
ent in invisibles. The 

ion D00- 

Other 
goods 

Table 3.4 Current account 

billion 

Manufactures 	Oil  Current 
alance 

1985 —3 8 —7+ 

1986 —5+ 4 —7 

5 	3 

7 	—1 

.1087 	rerc
G

.t 	8 	4 
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3.31 The UK's stock of net overseas assets is thought to have risen by the 
end of  1986 to about k[1101 billion (equivalent to [28] per cent of GDP: it 	, 
highestllevel for over,30fears) compare wit 	:II  .1 ion a t e en o 	4o)  
1985. The increase in the sterling value of assets reflects both the strength of 
world stock markets and the depreciation of sterling last year. 

Demand and activity 

3.32 The UK economy continued its steady growth in 1986. But there are 
eeffsieler,ziAe uncertainties over the precise estimates of the rate of growth, 
given the Ifa•pge differences between the three separate estimates of GDP 
(based on measures of expenditure, income and output). The output 

ures—generally recognised as the most reliable short-term indication — 
wodnon-oil growth of around 3 per cent between the end of 1985 and 

d of 1986, following a brief pause in late 1985. 

other industrial countries, consumers' expenditure in the UK 
gre 	• 	yin 1986 as inflation fell and real incomes rose. UK exports 
were e. i the first half of the year, but recovered strongly in the sccond 
half. I 	been depressed in the first half of the year but also rose 
sharply i 	e second half as the economy gained momentum, with 
particularly marked rises in imports of capital goods. Output growth in the 
service industries exceeded growth of manufacturing output for the year as a 
whole; but manufacturing output rose 2 per cent between the two halves of 
the year as exports recovered. 

Personal sector 3.34 Real personal d 	e income is estimated to havq risen by about 
expenditure 4 per cent in 1986, and ckysi 	s expenditure by 1Vut  per cent. This 

implies some further fall i 	e personal saving ratio which has been 
declining throughout most 	the 80s. One reason is that with lower 
inflation households have nee . 	ake less provision for the erosion of 
their past savings. Another fact 	•  .  •  een a decline in the growth of 
employers' contributions to pensio funds as a result of the surpluses that 
many funds have been showing, teinCurced by the provisions of the 
1986 Finance Act: these contributions are treated in the national accounts as a 
part of personal income and saving. The buoyancy of consumers' spending 
may also owe something to the strength of the stock market. In spite of the 
fall in the saving ratio, higher asset prices and lo 	inflation have 
contributed to an increase of over 50 per cent 	.ns' net holdings of 
financial assets since the end of 1983. 

vA s Y7- 
3.35 Real personal disposable income is forecast to /per 
cent in 1987. This is rather less than in 1986 and refle 	wing of the 
gap between earnings growth and price inflation. Tho 	may be 
some further decline in the saving ratio, consumers' expe 	expected 
to grow more slowly than in 1986, at arat+Riil  31  per cent. 

3.36 The housing market was buoyant in 1986, and private residential 
investment, both in new dwellings and in improvements to existing 
dwellings, 	grew strongly during the course of the year. Private housing 
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Company incomes and 
expenditure 

starts were about ,/4 per cent higher than in 1985; in Greater London, where 
the largest increases in house prices have been recorded, private housing 
starts in the first three quarters of 1986 were about 60 per cent up on a year 
earlier. These higher starts should be reflected in completions and investment 
in new dwellings during 1987; private residential investment may rise by 
around 10 per cent in the year as a whole. 	

se.,5 

3.37 The rate of return earned by non-North Sea indus 
companies (ICCs) continued to rise last year; profits earned in the North Sea 
fell by more than half. The outlook for corn sanies is favourable, but further 
substantial rises in profitability will probably have to depend less on 
.epressed world prices of inputs of materials and fuels, and more on firms sostaining the costs that are under their own control. 

    

II 
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----:1  8 	mpany sector spending was relatively weak in 1986. North Sea 
i 	t has been falling in the face of sharply lower profits. Onshore 
bus 	stment was affected by the bringing forward of capital spending 
into 	d of the final stage of the reduction in capital allowances 
annou 	e 1984 Budget. 

3.39 The prospects are for investment to grow rapidly this year. The DTI 
investment intentions survey published last December pointed to growth in 
non-North Sea business investment of about 6 per cent, continuing into 
1988. The latest quarterly CBI survey of industnal trends indicated a pick up 
in investment in man 	mg industry, and the forecast assumes that the 
DTI's intentions sur 	ections will be broadly realised. Table 3.5 
provides details of the 	ecçor total investment and its components. 

Table 3.5 Gross fixed domestic capii 	tion 
billion at 	 Per c 	nges on a year earlier 

1980 prices 

1985 
6 

1985 

Businessl 30.5 4 

Private dwellings2  9.3 — 1 

General government 6.6 —4 

Total fixed investment 46-4 2 

'Includes investment by public corporations 	 2Includes purchase less sales o 
corporations, other than purcha 

1986 

—3 

34 9 

S 

Forecast 
1987 

4 

— 1 

8 

4 

ons, companies and public 
ouses. 

3.40 The economy's stock/output ratio fell in 1986 fo OP h  successive 
year. It appears that manufacturers ran down stocks and •  ..14k  istributors' 

)  

0, stock levels rose, the increase was a small one in relation ti 	:  ‘  ease in the 
volume of sales. The latest quarterly CBI survey suggested  'it. 
manufacturers may not now be intending to reduce their stoc 
materiafilfurther, possibly because of the firmer trend in raw material prices 
in recent months. An additional source of destocking in 1986 was the 
exceptionally high exports of grain which reduced the stocks held by the 

I In  tegt9tbicird§E OfiEliural ft rodwatAiro  BE COPIED 
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Aggregate stock ratios 

Index (Q4 1979-100) 
110— 

Manufacturers' stock output ratio 
—110 

— 3.0 	 3.0— 

1.0 — 

	  0 _ 

—2.0 2.0 

— 1.0 

— 2.0 

--3.0 

1.0 — 

2.0 

3.0 —• 

4.0 	 — 4.0 ....  
1111111111111111111 

970 	72 74 76 78 80 82 84 86 87 
forecast 

Stockbuilding as a share of GDP 

Per cent 
4.0 4.0 — 

70— 	 0-7 111111111111111 
1970 	72 74 76 78 80 82 84 86 87 

forecast 

stock sales ratio 

• 

• • 

. 	.„„ 

/ Distributors' 

105 — 

100 — 

95 — 

90 — 

85 — 

so — 

75 

—105 

100 

—95 

90 
• 

85 

80 

—75 

Per cent anges on a year earlier 
(cons6 .1ces) 

1988 HI 

2f 

5f 
2f 

2i 
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3.41 Stockbuilding is elms- likely to make a positive contribution to growth 
in 1987, although the forecast is for only a small rise in stocks by the 
standards of most years in the 1970s (see Chart 3.7), and there is likely to be a 
further fall in the stock output ratio for the whole economy. 

hart 3.7 .A 	e-S.sockRat4ei 	Stockbuilding 	GDP-- 

Prospects for demand 3.42 The forecast is for a fur' dop of steady growth in 1987. GDP is 

	

and activity expected to grow by 3 per cent, 	d the rate at which it was growing in 
the latter part of 1986. Exports an. _nvestment are forecast to grow strongly. 
offsetting some slowing down in consumer spending. 	 Cke-Ac 

	

ckv.stti  <-L-Q C›...••••• 	 -ra.&,_ -3 

Table 3.6 Domestic demand and GDP 

0751 
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Domestic demand 
Exports of goods and services 
Imports of goods and services 
Domestic production: GDP* 

* ,4verage measure. 

- ' 	3.43 The recovery in manufacturing output seen in the second half of 1986 
ke-2. 	 is Forecast to czsrttuniel-hel-pecl ex-p-Or-i. Construction output also 

rose sharply during 1986, and should benefit fui-ther from the expected 
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owest levels experienced since the 196k  The RPI rose by 34 per cent in 
86, compared to a rise of 6 per cent in 985. The annual inflation rate 

ed a low point of 2.4 per cent in July and August: most of its 
uent rise has reflected a higher contribution from the mortgage 

ayments component of the R.PI. 

ate of increase of producer output prices has also fallen 
since the start of 1986, although it has started to edge up again 

ting in part the fall in sterling that took place during the 
e ly autumn. 

? -. a-c.  

creases In Producer Prices And '14he RPI 

Inflation 
3.44 Both retail and  producer outputjnice inflation remain close to the 

3.4 
sign 
recen 
summer 

Chart 3.8 innual 

Per cent 
30- 

o f 

Producer output prices 
(excluding food, drink and tobacco) 

69 	71 	73 	75 	77 	79 	81 
• 
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Per cent changes on a year earlier 

Forecasts 

 

1986 	 1987 	1988 H1 

	

2+ 	 3 	 2+ 

	

2+ 	 34 	 3 

	

4 	4 	 3 

GDP 
Non-North Sea output 
Manufacturing output 

 

I 	I 

85 

o 

I 	I 
87 

forecast 
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3.46 Pay increases in the private sector have fallen 
Settlements in manufacturing industry recorded by t 
fall of about 14 per cent since 1985, although settlement 
as a whole, including those outside manufacturing, may 
than this. This decline in pay settlements has not yet been r 
recorded growth in average earnings. The current annual rat 
earnings reflects settlements made over the whole of the last year (the 
majority of them still dating from the period when settlements were running 

at a higher rate than they now are). and is also affected by overtime 
RtthO431EFfht; s( 	the siconNOTerTo0915E COPIED wo 

recent months. 
ave shown a 

rivate sector 
by less 

lower 
gr wth of 
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Per cent change on year earlier 

—24 

0 UK 	 —20 
Average of other major 

INIE industrial countries 
—16 

12 

8 

4 IIMMF 4 — 

0 
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3.47 In spite of the continuing relatively fast growth of earnings, unit labour 
costs in manufacturing have probably changed only a little since the first 
quarter of 1986 as productivity has risen sharply. Between 1985 and 1986 
unit labour costs in manufacturing rose by about 5 per cent. Chart 3.9 shows 
recent and forecast movements in UK labour costs in relation to those of 
other major industrial countries. 

Chart 3.9 Unit/Labour Costs in Manufacturing 

Prospects 3.48 The lower pay settlemot 	ded in recent months should lead to a 
lower recorded growth of ea 	evertheless employees will enjoy a 
further substantial rise in real ea 	gs in 1987. The high rate of productivity 
growth currently being recorded 'aiould contain the growth in unit laboul 
costs to below 4 per cent for the non-oil private sector as a whole, and to 
around 14 per cent for manufacturing industry. 

Table 3.8 Costs in manufacturing 

Per cent changes on a year earlier 

Unit labour 
costs 

Cost of materials 
and fuels' 

1984 3 85 

1985 4 45 

1986 5 —105 

1987 Forecast 1 Y1_ 3 

7'. .ted total 

2 

Output 
prices' 

5 

6.4 

4 

4 

1  Producer prices excluding food, drink and tobacco. 2  Including costs of bought in services. 

3.49 The figures in Table 3.8 suggest that profit margins in manufacturing 
have widened markedly in recent years; it seems likely that industry will 

withaelt Pieffatrff  rromt ond I  h°1digetbelen§Vdt &year  
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profit margins may widen further during 1987 given the forecast low 
growth in unit labour costs. In the longer run the higher level of 
profitability should lead to more investment, greater capacity, higher 
productivity, and hence lower inflationary pressure. 

3.50 The year-on-year rate of inflation is likely to continue to edge up over 
the next few months, perhaps rising temporarily to over 4+ per cent. This 
will mainly reflect the relative movements in 1986 and 1987 of petrol prices 
(which fell during the first half of 1986 to a low point in July and early 
August) and mortgage interest rates. But inflation should then fall back in 
t e second-  half of the year, to around 4 per cent in thefOiffthrtely. The 
ax and price index (TPI) is expected to show a much smaller increa(e than 

R.PI during 1987, peaking at around 3 per cent during the summer, and 
ably falling to around 2 per cent by the fourth quarter. 

5. )  

"ces index Table 3.9 

Weight 

Per cent changes on a year earlier 

Forecasts 
1986 

Food 181 
Nationalised industries* 6 
Housing 144 
Other 61 

Total 100 
* Includes water: 

1986 Q4 

3+ 
3+  

1987Q4 	 1988Q2 

21 Y2., 	 35 
2 	 5 
9 
34 	 31Y2_ 

)41 	 /fay 

3.51 The GDP deflator mca 
unit labour costs a

re.rice of domestic value added— 
principally ts per unit of output—and excludes 
import prices. It is sensitive to 	cnts in North Sea profits, which may 
have fallen by more than half in ti* current financial year: as a result the 
deflator for GDP at market prices may have risen by only 3 per cent in 
1986-87. Given the assumption of a S15 oil price from now on, and with the 
further rise in non-North Sea profits now foreseen, the GDP deflator may 
rise rather faster in 1987-88 than in the previous car, perhaps by around 
44 per cent. 

3.52 Results from the 1984 Census of Employment(:. - I  vailable in 
1;11  .1 	..  •loyees since P11 Lk  December. These showed that the change in the numb 

the last Census in 1981 had been very close to provisiona 
the results of successive Labour Force Surveys. Results fro j1(41rS7  s 

based on 
t ‘ 

 
1 	6 Labour 

Force Survey have led to minor upward revisions to figures o.r404"11/4.. .yees, 
and to a downward revision to the figure for growth in self-e  ..  oymcnt 
between mid 1985 and mid 1986. Growth since March 1983 in the employed 
labour force in Great Britain is now estimated at 1,040,000. Table 3.10 shows 

,rizita-Nxiployment over the last three years for which figure_s are 
I avai  DGET SECRET 	NOT TO BE COPIED 

B yiplgy  SECRET-BUDOEBUICEGECINILIST ONLY 

Productivity and the labour market 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPUD 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDfiagcogiTrglitki441414:115tTLIWspects to mid 1988 

BUDGET SECRET 
BUDGET LIST ONLY 

r 
NOT TO BE C 	D 

Table 3.10 Employment 

Thousands, change in GB seasonally adjusted 

Employees in employment Self- 
employed 

HM 
Forces 

Total in 
employment 

Male 	Female 

 

1986 is a projection based on self-employment growth over the previous five years. 

+3 + 406 

-2 4,E5330 

-.3 +136 

-23 
	

+19f 0 
	

+23/5 

+47 
	

+196 
	

+90 

-25 
	

+ 126 
	

+ 38* 

ql?Table 3.11 Output per head of the employed labour 

Per cent changes 

1983 Q4 
to 
1984 Q4I 

Manufacturing 	 31 
Non-manufacturing2 
	

3 
	

1Vy- 
Whole economy 	 21 

	
2 

Non-North Sea economy 	2/ 

BLOW' SECRET—BUD 

Annual averages 

1964-73 	1973-79 	1979-86 

1 Figures for 1984 Q4 are adjusted for the estimated effect of the 

coal strike. 
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1985 Q4 
CO 

1986 Q4 

31 
14°P 41 

11 

10.4ordes-ripattftsereei-atui-natiana1iagLinciusa4e.rerthrr-r1an-- 

2 	 1 	• 
11 	•btt 	 2 Y  
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September 1983 to 
September 1984 
September 1984 to 
September 1985 

September 1985 to 
September 1986 

* Figure for self-employment grow 

wth in employment averaged only about 20,000 a quarter in the 
first 	1986, reflecting the period of sluggish output growth at the end 
of 1 	early 1986. The third quarter saw employment growing at 
almost ree 	es this rate as the economy quickened again. Recent 
monthly fl,Iie for manufacturing employment point to a further pick up 
in total employment growth in the fourth quarter. 

3.54 While confirming 	her figures for the total number of employees the 
Census results show 	erences from the previous figures in the 
composition of chang 	em.loyment. Full-time female employment has 
risen by much more, anoke 	ime female employment by much less than 
previously estimated; em. 10 ment outside manufacturing has risen more 
than previously thought wh ii; 	acturing employment has shown a 
corresponding greater decline. 	'mate of productivity growth in 
manufacturing since the 1979 c u 	peak has been raised by about 
I per cent a year on average. Undolying growth in manufacturing 
productivity now seems to be back to the rate experienced in the 1960s. 
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Non-manufacturing 
lge0-100 	(excluding Public Services 
140— 	and North Sea Oil & Gas extraction) 	— 140 

130— 	 -130 

12Q— 	 —120 

110— 
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Q 	Q.` 	c- 	Q. L .  
Chart 3.10 Output, $mployed,LabouriForce And Output /Per fotead  

cc k 
Unemployment 3.55 Seasonally adjusted adult unemployment in the United Kingdom fell 

by over 100,000 in the s.  months to January, the largest six month fall since 
1973. The continue. j.th  of the UK economy means that employment 
growth is likely to 	further during the next year, and the outlook for 
a continuation of the 	unemployment is promising. The training 
and counselling measur 	flounced and implemented over the past year arc 
helping the long term un 	lo 	in particular. A sustained major 
reductiorqn unemp oymen 	tinue to depend"(  on modei*ibn in pay 
settlements. 

Forecast and outturn 
	‹.> 

3.56 The table below compares the main elements of the forecast published 
in the 1986 FSBR with the outturn or latest estimate: 

Table 3.12 Forecast and outturn 
1 	Latest 	Average 
FSB 	timate/ errors from 
foreca 	CaSt 	past forecasts 

Total gross domestic product; per cent 
change between 1985 and 1986 

RPI: per cent increase between the 
fourth quarters of 1985 and 1986 

Money GDP, per cent change 
between 1985-86 and 1986-87 
Current account of the balance of 
payments in 1986, k billion 

PSBR, financial year 1986-87, k billion 
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3.57 Inflation in the fourth quarter of 1986 was in line with the forecast 
made a year ago. GDP growth has probably been a little below forecast, 
although the data on which latest estimates for 1986 are based is still very 
uncertain. Non-oilsax revenues have  grown faster than  forecast, and the 415144. 
PSBR in 1986-87 is likely to turn outkbQu kekbillion below last year's " 
forecast. The largest error made last year was on the current account; the 
main factors here were that growth in UK export markets turned out well 
below what had been expected a year ago while the terms of trade worsened 
more than forecast. 

3.58 This year's forecast is summarised in Table 3.13. 

isks and uncertainties 
No forecast is complete without an indication of error margins. 

.13 sets out the average errors from past forecasts, alongside the 
themselves. These average errors provide an indication of possible 

err 	ue current forecast. Those items which represent the relatively 
sm 	between large flows in either direction are particularly subject 
to er 	o 	ample, the flows on either side of the PSBR, including the 
revenues1 	public corporations, are about 4200 billion; and for the 
current account of the balance of payments exceed £150 billion. 
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Forecast 
	

Average errors 
from past 
forecasts' 

per cent 	percentage 
changes 	points 
1986 to 1987 

Output and expenditure 
at constant 1980 prices 

Table 3.13 The prospects: summary 

Domestic demand 

of which: 

Consumers' expenditure 

General government consumption 

Fixed investment 

Change in stockbuilding (as per cent of level 
f GDP) 

ts of goods and services 

f goods and services 

COS 	stic product: total 

: manufacturing 

3f 	 1 

1 

1 

4 	 2i 

4 	 2f 

2f 
3 	 1 
4 	 2 

Inflation 

Retail prices index 	 per cent changes 
1986Q4 to 1987Q4 	 4 	 1 f 
1987Q2 to 1988Q2 	 4 	 2i 
Deflator for GDP at market prices 	 per cent changes 

Financial year 1986-8 

Financial year 1987-88 

Money GDP at market p  

on a year earlier 

3 	 1 
4f 	 . 

per cent changes 
on a year earlier 

Financial year 1986-87 

Financial year 1987-88 

Balance of payments on current account 
1987 	 —2} 
1988 first half (at an annual rate) 	 —2 

PSBR 

Financial year 1986-87 

Financial year 1987-88  

' The errors relate to the average differences (on either side of the central fig 	) bet 
The method of calculating these errors has been explained in earlier publican 

Economic Progress Report _June 1981). The calculations of average errors are bas 
1975 and 1985. The errors are after adjustment for the effects of major changes in sc 

from the forecasts. 

Per cent of GDP at market prices shown in brackets. 

6 

7f 

3 

3f 

[1  

(1)4/o)1  

orecast acnd outturn. 
ment forecasts (.see 
sts made between 

ere excluded 
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Exports 	Change 
of goods :n stocks 
and 
services 

Total 
fixed 
investment 

General 
government 
consumption 

Consumers' 
expenditure 

B
  U

  DF
A

T  e§g hql;W
:TriC

A
P ci:4

91§TrA
aT aPci$11aYspects

 to
 m

id
 1988 

stment 
o factor 

cost 

Plus 
statistical 
adjustment 

Gross 
domestic 
product at 
factor cost 

GDP index 
(average 
estimate) 
1980=1002 03 

30.4 0t 3 2004 (gym 
-C 

10O.1. 	C 
31.5 -003 niip (9 .4. 1034 (, 0 0 
32-6 .241.1 21211 	7.. 106./ f.  M 

--I M 
30 . 11 44- 2404- 14. 114 
35-0 24 2- 2251 b 1131 0 C.0 cn 
36.3 21 5 232., s-  116- 	s" m 0 0 xi 
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1987 111 and beyond we forecasts. Figures for periods up to 

the end I!! 1986 are has:4 mainly on the national accounts 

pubh3hed earlier (Lovering periods up to 1986 Q3) 

and incorporate some revised and later data and forecasts. A full 

set of national accounts, to end 1986, will be published by the 

CSO on 21 Marsh. 

Table 3.14 Constant price forecasts of expenditure, imports and gross domestic prod 
k billion at 1980 prices, seasonally adjusted 
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1986 H1 
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expenditure s s 
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te Budget tax proposals 

4.01 The main tax changes proposed in the Budget are summarised below. 
A full list of changes is given in Table 4.1 

Inco 
	4.02 The basic rate of income tax will be reduced to 27 per cent. 

The main income tax personal allowances will be increased in line with 
tatutory indexation provisions (based on the increase of 3.7 per cent in 

I in the year to December 1986). This will mean that: 

le person's and wife's earned income allowances will rise from 
o 

 
£2 425. 

allowance will rise from £3  655 to £3 795. 

the ag 	owance will rise from £2 850 to £2 960 (single) and from 
£4 505 to £4  675 (married) and the income limit from £9 400 to 
£9  800. 

the additional personal allowance and widow's bereavement allowance 
will rise from 	320 • £1 370. 

4.04 For those aged 	• o er the age allowance will be further increased 
to £3 070 (single) and  k 	married) 

4.05 The allowance for the OF 	be increased from £360 to £540. 

4.06 Thtkiigher rates of income 	will be charged as follows: 
c.)  

_Tax-ratik 	 Taxable Income 
per cent 

40 	 17 901-20 400 
45 	 20 401-25 
50 	 25 401-33 
55 	 33 301-41 2 
60 	 over 41 200 

4.07 Car bcnefit scale charges will be increased by 10 
6 April 1988. 

rom 

BUDGET SECRET-BUD 

Profit related pay 4.08 An income tax relief will be introduced for employees ui 	related 
pay (PRP) schemes which meet certain conditions/and which ave been 
registered with the Inland Revenue. The maximum amount of PRP eligible 
for relief will be £3 000, or 20 per cent of total PAYE pay, whichever is 

Rcli 
DE 
	on half-the elithble 	t. 
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Excise duties 4.09 The duty on petrol will be reduced by the equivalent of about 5p a 
gallon (including VAT) in respect of unleaded petrol only. 

4.10 Duty will no longer be levied on on-course betting. 

4.11 The rates of duty on gaming machine licences will be increased by 
between 25 and 28 per cent. 

Vehicle excise duty 

Inheritance 

oLtriAl 

4.12 The rates of duty on farmers' heavy goods vehicles over 7.5 tonnes will 
be increased by between 5 and 34 per cent. The rates of duty for trade 
licences will be increased to £85 for cars and £17 for motor cycles. A new 
taxation class will be created for recovery vehicles. The duty rate will be 
£50. 

From Budget day the threshold will be increased from £71 000 to 
000 and the number of chargeable bands reduced from seven to four. 

w scale will be as follows: 

Rat 
tax 
per ce 

0 
30 

40 
50 
60 

Band of 
chargeable value 
L000-'4110  

0-90 
90-140 

140-220 

22G-330 
Over 330 

4.14 Lifetime gifts o 
exempt from inheritanott 
Measures against abuse 

rests in possession" in settled property will be 
(IHT) if the donor survives for seven years. 
e incorporated. 

4.15 Trust property in whiCi 	an interest in possession will not be 
taxed on the death of a life ten 	e property is put into a heritage 
maintenance fund not later than to years after the death. 

4.16 Property accepted in lieu of tax may be valued at the date of the offer, 
and interest will cease to accrue on that date, at the option of the offeror. 

4.17 From Budget day, the rate of business reli 
more than 25 per cent (other than control ho 
will be increased from 30 to 50 per cent. Co 
Securities Market (USM) will from Budget da 
in the same way as companies with a full listing 

n transfers of holdings of 
in unquoted companies 

alt in on the Unlisted 
ed for IHT purposes 

ck Exchange. 
Co ft:10mA Seclor 

Csmlor-ation tax 4.18 The main rate of corporation tax for the finan 
35 per cent. The small companies' rate of corporation • x 
27 per cent. The rate of advance corporation tax (ACT) 
automatically to 27/73rds as a consequence of the reductio 
of income tax. 

987 will be 
e reduced to 

wn 

Aasic rate 

, 

2Y\ 

4.19 All companies, building societies and other bodies chargeable to 
k- 	corporation tax will become liable, after a phasing-in period, to pay the tax 

_nine months after_the_end of the acc unti_nt  period for which tax is due. 
BUDGET SECRET 	OT TO BE COPIED 
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2 From 1 April 1987 dual resident companies will not be allowed a 

cd
‘&1e deduction for interest payments. This change will not apply to 

trar, companies. 

tion will be introduced for a new scheme, known as Pay and 
line the assessment and collection of corporation tax. The 

mplemented when the necessary computerisation is 

4. 
File, 
scheme 
complet 

nditure which is not specifically for the 
oil field to be set against PR.T liabilities in any 

osed to the rules for allocating oil 

B U p_antMg tETR Bip G ET LIST ONLY   i 	pos  
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4.20 From Budget day there will be changes in the tax treatment of 
companies' capital gains. They will be taxed without adjustment, other than 
the indexation that applies to post-1982 gains, at the ratekplying to other 
profits (including, where appropriate, the small companies rate) and credit 
for payment of ACT will be allowed against liability to tax on them. 

4.21 From 1 April 1987/credit for any foreign withholding tax actually 
paid or deemed to be paid on interest received by banks on any new loan 
made by them to a non-resident will be allowed only against corporation tax 
due on the profit from that loan. This rule will apply to existing loans with 
effect from 1 April 1988. 

Oil taxation 4.24 Two relaxations to the expenditure relief rules are proposed: 

to allow a proportion of the costs up to payback of developing certain 
new fields against pe 	eum revenue tax (PRT) liabilities in another field; 
and 

to allow certain reseah 
purpose of any determ.  
field after three years. 

A minor technical change is al 
allowance. 

0 
41, I 2•4  

f4.25 114s-prerpusuctro-rrritigate the effects of Section 16 of the Oil Taxation 
Act 1975, which restricts set-off of ACT against ring fence profits, by 
allowing limited carryback of surrendered ACT and by allowing surrender 
of ACT to a ring fence company by a 50/50 	nture owning that 
company/ 

4.26 It isfalsof proposed to restrict the set-off ag 
ACT paid by an oil extraction company in respect 
preference shares where the capital raised has not been 
purpose 

Business Expansion 4.27 Two amendments will be made to the Business Expan on 
Scheme for investments made in the first half of the tax year, the investor will be 

able to opt for part of the relief to be given for the previous year; and 

the-rules gosterning_thref f for film production will be relaxed. 
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Pensions 4.28 Personal pensions/01 the light of the reform of Social curity, a new tax 
regime for personal pensions (ie pensions taken out-  by an individual 
independently of his employer) will be introduced, to replace and exterliV, 
present, broadly similar, legislation for retirement annuities. The new regime 
will come into effect next year. The main features will be: 

benefits based on the actual return from invested contributions ("money 
purchase"); 

no limits on pension benefits; 

a tax-free lump sum, subject to a limit; 

annual contributions limited to 17.5 per cent of earnings (more for people 
over 50) with employers free to contribute within the limit; and 

tax relief for contributions, tax exemption for fund income and gains. 

mployees will be able to "contract-out" of the State Earnings Related 
Scheme (SERPS) by joining a personal pension scheme, to which 

will pay a "minimum contribution". 

4.3 	" occupational schemes: Employers will be able to establish 
simpli 	 occupational schemes which may be "final salary" or 
"defined 	ution". Under the new social security rules, the latter may 
be "contracted out money purchase" schemes. 

4.31 There will be greater 
arrangements. 

4.32 Additional volu 
pension schemes will 
available—to arrangemOt 
scheme AVCs, contribut 
contributions and benefits. 

transferability between different types of pension 

rv‘ 
tributions (A VCs): Members of occupational 

e to pay AVCs—on which tax relief will be 
side their employer's scheme. As with in-

s will be subject to existing limits on 

4.33 Exploitation of tax reliefs: 	er of changes in current pensions law 
and practice will be made, to courer certain types of exploitation)  
particularly by high earners. These include: 

a limit on lump sums of k150 000; 

changes in the rules on "final salary-  for pension purposes; and 

changes in the rules relating to accelerated • c 	of benefits. 

tion schemes will be 
r participants to 

s in the acquiring 

Employee share schemes 4.34 The rules for the 1980 and 1984 employe 
changed to make it possible, in the event of a ta 
exchange their existing share options for options ov 
company. 

di 
o £6 600 

ost 

Capital gains tax 4.35 The capital gains tax annual exempt amount is to b 
accordance with the statutory indexation provisions from 
in the case of individuals, and from k3 150 to £3  300 in th 
trusts. 

4.36 The ceiling for retirement relief will be raised from £100 000 to 
£175 000_  
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4.37 Legislation is proposed to bring the tax treatment of members of 
Lloyd's into line with the normal tax treatment of provisions for outstanding 
liabilities made by ordinary insurance companies and of similar provisions 
made by other financial traders. These proposals would affect the tax 
treatment of Lloyd's reinsurance to close and will first apply to premiums 
payable in respect of the 1985 Lloyd's account closing at 31 December 1987. 
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loyd's: reinsurance to 
close 

4.42 The period within 
VAT will be extend 

4.43 The simpler VA 
by many more small an 

hich businesses must notify and be registered for 
days. 

s for retailers will be made available for use 
dium-sized businesses. 

PAYE and subcontractor 4.38 Changes will be made to the PAYE and subcontractor deduction 
schemes schemes, including the charging of interest where formal assessments have 

had to be made of tax deducted under these schemes. This follows 
recommendations of the Keith Committee. 

4.39 From 18 March 1987 the registration limits will become £21 300 per 
num and £7 250 per quarter. 

Subject to the Government's obtaining the necessary derogation from 
pean Community, businesses with annual turnover below £250 000 
given the option of accounting for VAT on the basis of payments 

d made. This optional system of cash accounting is intended to 
ect on 1 October 1987. 

4.41 An oftG,i'al system of annual accounting for VAT is to be introduced 
with advance payments based normally on the previous year's tax so that 
businesses with annual turnover below £250 000 would need to send only 
one return to Customs each year. 

4.44 The rules on VAT inpQ 
be revised so as to curb tax av 
competition. 

pc-deduction by partly exempt traders are to 
and to prevent distortion Of 

4.45 VAT relief for charities will be extended to certain welfare vehicles 
used by hospices to transport the terminally ill; to specialised location and 
identification equipment used by rescue and first aid services; to goods 
donated for export by a charity for relief of dist 	or animal welfare; to 

ory facilities for the 
and chemicals 
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rec 
coin 

installing or adapting bathroom, washroom 
handicapped in charity residential homes; an 
directly used by a charity in medical care or res 
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See A 
paragrap 

5 Further increase in age allo 
those aged 80 and over 

6 Increase in blind allowance of 
7 Increase in basic rate limit of ,C7 
8 Changes to further higher rate thr 
9 Profit Related Pay  

10 Fringe benefits—car scale 

10 (single) and £170 (married) for 

20 -20 

+10 + 10 -4-10 

+1W 
+80 
-20 

+125 
+20 
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Table 4.1 Direct effects of changes in taxation 
,C million 
Estimated effect on receipts in: 
1987-88 	 1988-89 
Changes from a 	Changes from 	Changes from 
non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

INLAND 	NUE 
Income tax 

1 Reduction of 2p in basic rate  - 1 910 -1910 	 -2690 
2 Increase in single allowance of J90 and married allowance of £140 -610 
3 Increase in additional personal allowance and widow's bereavement 

allowance of £50 -5 
4 Increase in age allowance o 	single) and £170 (married) and income 

limit of £400 -80 

10 	 - 10 	 -10 
* 	 * 

	

-W 	 _ 	 _ 

	

-5 	 +40 	 +80 

-).5 50 
+30 

   

   

 

lIncome su 	rt paid to the unemployed an 

 

   

02-Approved employee share schemes—takeovers 
143Payroll giving to charities—increase in donation lljs 
154Legislation on Lloyd's reinsurance to close/  
109ipportionment of income etc of close companies 
17Foreign partnerships—removal ofpossible anomaly 
Income tax and capital gains tax  
1PBusiness Expansion Scheme changes 
1,SAmendment to offshore fund rules 
Income tax and corporation tax  

Personal ensions 
/  2 pensions law-anil-preefie• 

2ZI Friendly societies  
2,124Ceith Committee—PAYE and subcontractors  

t to £120 a year 

74 

-5 	 -5 	 -5 

* 	 * 
* 	 * 
* 	 * 

0  * 	 * 	 r 

20nterest payments between related companies  
254Increase in exemption limits for trade union provident funds 
2CCapital allowances—extension of assured tenancies relief  
2,71.Relief for the costs of training 
Income tax, corporation tax and capital gains tax  
247Securities—Financial Services Act consequentials 

1—)? 	 -25 
-40 

+5 	 +5 	 +45 

Income tax, corporation tax, capital gains tax, inheritance tax and stamp duties 
250c5Unit trusts—Financial Services Act consequentials 

 

 

 

 

Corporation tax 

    

     

2.1 A" Reduction in rate of ACT to 27/73 rds of the amount of the distribution 	-290 
311CReduction in small companies'rate to 27 per cent 

-290 	 -130 
-45 

 

       

Harmonisation of payment dates for corporation C2X 

3ATaxation of indexed gains in full at normal corporation tax rates 
3(3ACT set-off against tax on companies' gains 
4514-Dual resident companies—non-allowance of double deduction 
305-Foreign withholding tax on interest received by banks  
3 	Relaxation of set-off of surrendered ACT against ring fence profits 

7ACIE set-off against ring fence praiiTcertain preference share dividends) 
3figBuilding societies—groups of companies and capital gains  
40" Pay and file  
4to•imendment to controlled foreigi companies legislation 
Corporation tax and capital gains tax  
41 iFinancial futures and traded options  

* = Negligible 	— = Nil 	t Details of measure subject to consultation, so no estimate possible at present. 
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CUSTOMS AND EXCISE 
Value added tax 

C3 94 Revised treatment of tour operators' margins 
cci IA New rules on deduction of input tax by partly exempt traders 
55 95 Cash accounting for small businesses 
i'‘ 94/ Increase in registration limits 

4,04.0i1 allowance—final adjustments 
Capital gains tax 
4E5-Indexation of annual exempt 
476R.etirement relief 
Inheritance tax 
9T)Changes to rates and bands 
4KBusiness relief and Unlisted 
.50* Abolition of lifetime charge on in e 
5,(1-leritage maintenance funds 
5 	Property accepted in lieu of tax 
Stamp duties 
5,71hanges to stamp duties and the reserve ta 
TOTAL INLAND REVENUE 

ion trust property 
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,4 million 
Estimated effect on receipts in: 
1987-88 
	

1988-89 
Changes from a 	Changes from 	Changes from 
non-indexed 	an indexed 	an indexed 
base 	 base 	 base 

NOT 	TO BEWEITED— 

Table 4.1 Direct effects of changes in taxation—continued 

Oil taxation 
41240 per cent cross field allowance 	 -5 	 -5 	 -15 
ViPetroleum revenue tax relief for certain research expenditure 	 — 	 ...._ 	 _ 

* * 

-90 -75 

-3080 -2265 

— — 
+300 + 300 
-100 -100 

* * 
-15 -15 

-5 -s 

* 

170 

cl IS Revised registration requirements 
58 90 Annual accounting for small businesses 
5'1 Of Simplified retail schemes 
bc• 0 Removal of loophole on imported services 

A 6k fez Rcliefsfor charities 
Excise dvies 

- 	2-C3 
2- 72Z 

4-20 
+400 
- 10 

-25 
-25 

+5 
-s 

-5 

-105 
20 

+ 20 

hif No change in rate of spirits duty  
6i 64 No change in rate of beer duty 

4115 No change in rate of duty on cider and perry 
fit No change in rates of wine and made-wine duties 

61.0 No change in rates of duty on petrol etc 
67 lig No change in rate of duty on dery  
6%. 	No change in rate of minor oil duties 

6 79_ Duty differential in favour of unleaded petrol  
oi 71 No change in rate of tobacco products dunes 

Abolition of on-course betting duty 
Increase in rates of gaming machine licence dutks 

TOTAL CUSTOMS AND EXCISE 

-20 
+ 20 

+180 

-5 

110 
20 

+ 20 
—115- -ter CI 

-25  
_ 	 -60  

	

* 	 * 
— 	 -20 	 -20 

-190 	 -210 
50  

- 9 	 -100 
+5 	 + 5 

+s 

+5 	 +5 

Vehicle excise duty 
/74-  No change in VED on car, light van and main lorry rates 

Increases in other VED rates 
yj 26 Recovery vehicles  
7b7r VED enteit-ercieri- ek, ft, .-e 	0.4.41.. Jar! .1 • 

Other  
1 7,78' Bus fuel grants  

tOTAL VED AND OTHER 	 + 5 85 85 

   

   

TOTAL CHANGES IN TAXATION 	 -2 895 	 -2 625  
* = Negligible 	— = Nil 	

Olgigt* 
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ex to Chapter 4 

How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
the nearest ,C5 million. "Negligible" means less than £3  million. 

:he direct effect of a tax change is the difference between the yield of the tax which 
uld arise on the basis of the rates of tax, allowances, etc prevailing before the 

et (the pre-Budget regime) and the yield after the changes proposed in the 
t (the post-Budget regime). 

Revenue taxes (and VED) the difference in yield for each tax is generally 
ca cup. . 	applying the pre- and post-Budget tax regimes to the same tax base. 
Thi 	e post-Budget base—that is the levels of income, profits etc forecast 
for fu e eaon the assumption that all the measures proposed in the Budget 
take eff 	ain cases, however, the difference in yield also takes account of 
changes 	xpayers' behaviour arising from the tax change vhere these 
behavioural changes can be directly attributed to the change in tax. 

For Customs and Excise taxes and duties, the calculation takes into account, where 
possible, the effect of the tax change on the pattern of consumers' expenditure and 
the resulting impact on ot 	expenditure taxes but makes no allowance for 
secondary effects: in pa çs 	it is assumed that total consumers' expenditure does 
not change. A fuller d 	of the methodology is in Economic Trends, 
March 1980. 

Table 4.1 shows the expecte hange in receipts of tax resulting from the Budget 
proposals. Additional informa 13,n 	vided in the commentary below for those 
proposals where the effect on tax 	s in the first complete year to which the 
change applies (full year effect) is 	tially different from the effect on receipts 
in either 1987-88 or 1988-89; or whe, the impact of the proposal is expected to 
build up °vet d period of years. 

The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1987-88. Budget proposals are compared with a non- 
indexed base—that is, with the pre-Budget regime o 	owances, thresholds and 
rates of duty at 1986-87 money levels. 

The figures in the second column show the direct 	 Budget proposals on 
receipts in 1987-88, measured against an indexed bas sexed base for 
1987-88 is obtained by increasing 1986-87 allowances, 	s and rates of duty 
by 3.7 per cent, the increase in the RPI over the year to 	1986. 

The figures in the third column show the direct effect on re et 	88-89, also 
measured against an indexed base. For this comparison, both t 	proposals 
and the inclike-d-base-fb-r 1-987-438-he-been1iirther indexed by 	rst 
movement in the R.PI between the fourth quarters of 1986 an 	 in 
Table 3' 3 1;) 

The estimates shown in Table 4.1 do not reflect changes in the tax base arising from 
changes in money incomes and in the general level of prices and other economic 
varitlo 	beery gEldintte  pro )osedirfolriecihmectemity 
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4 The age allowance 
and for the married fro 
be increased from £9 

creased for the single person from £2 850 to £2 960 
5 	to £4  675; the age allowance income limit will 

800. 

5 There will be a new, highe 
allowance will be £3 070 for t 

e allowance for those aged 80 or over. The 
erson and £4  845 for the married. 

Annex to Chapter 4 
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are, of course, taken into account in estimating the impact of the tax change on the 
PSBR. The base for the post-Budget forecast of each tax (given in Table 6.8.3) 
takes account of the effects, direct and secondary, of all the measures announced in 
the Budget. 

Table 4.1 does not include certain measures announced and implemented before 
Budget day. These are the amendment of the material interest test for approved 
employee share schemes and other purposes, tax relief for the cost of seconding 
employees to educational bodies, the tax treatment of invalid care allowance paid to 
married women, and changes in the pricing and valuation rules for petroleum 
revenue tax. These measures are reflected in the baseline for costing the effect of tax 
changes in the Budget. 

e remainder of this annex provides a commentary on the Budget proposals in 
e 4.1. The paragraph numbers refer to the lines in this table. 

sic rate will be reduced from 29 per cent to 27 per cent. The cost figures in 
or this item assume that the changes in items 2-7 have been made first. 

e the saving in public expenditure on mortgage interest relief to those 
bel 	threshold. The effect of the consequential change in the rate of 
adva 	cdrption tax (ACT) is shown in lineXof Table 4.1. 

2 The sin 	person's allowance and the wife's maximum earned income relief will 
be increased from £2 335 to £2 425 and the married allowance from £3  655 to 
£3 795. 

3 The additional personal allowance and widow's bereavement allowance will be 
increased from £1 320 to 1 370. 

6 The blind allowance will be increaksd from £360 to £540. This will cost about 
£2 million per year. 

7 The basic rate limit will be increased to 17 900. 

8 The threshold for the 45 per cent higher rate will be raised by £200 to £20 400. 
The thresholds for the 50 per cent, 55 per cent a 	r cent rates will remain at 
£25 400, £33 300 and £41 200 respectively. 

9 One half of profit related pay (PRP) paid to an e ¶l 	vnder a registered 
scheme will be relieved from income tax, subject to ttt  •  • 	of two annual limits: 
where the total PRP exceeds 20 per cent of total PAYE 
for tax relief purposes as limited to that amount, and the 	annual a.nn.ua.leamount 

years,--w. 
Nundc  

10 For 1988-89, the scale for taxing car benefits in respect of company cars 
provided for directors, and for employees whose remuneration is at a rate of 

500 a year or more, will be increased by 10 per cent. No change is proposed for 

will be regarded 

of PRP which may be taken into account will be ,C3 000 
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IX Legislation providing for the taxation of supplementary benefit paid to the 
unemployed and to strikers will be amended to reflect the replacement in 1988 of 
supplementary benefit by income support. 

11 Approved savings-related or discretionary share option schemes will be 
permitted to enable directors and employees, when their company is taken over, to 
exchange their existing options for options over shares in the acquiring company. 

The limit on charitable donations qualifying for relief under payroll deduction 
emes will be increased to £120 from April 1987. 

e tax treatment of Lloyd's reinsurance to close will be made consistent with 
ment of provisions for outstanding liabilities made by insurance companies 
ar provisions made by other financial traders. The legislation will first take 

eff 	Lloyd's 1985 Account which closes at the end of 1987. This is 
asse 	he year 1985-86, the tax for which does not become payable until 
1 Jan 	 uly 1989. The estimate of receipts depends on the details of the 
new arra 	s, which are still to be established. 

Annex to Chapter 4 
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base—zates 

Income tax and capital 
gains tax 

Income tax and corporation 
tax 

7 11 	Il 

lig The Inland Revenue's powers to apportion the income and annual payments of 
a close company to its participators will be made obligatory (a recent Court case 
held that they were discretionary). 

L? 
17 A possible anomaly in 	law relating to the taxation of foreign partnerships 
will be removed to p 	bstantial potential revenue loss. 

1,1t Relief under the Buss 	nsion Scheme for investments made in the first 
half of the tax year will,1 	be able to be claimed against the income of the 
previous tax year. The speci relief for film production, which requires the 
company to be producing filr4t 	out the three year qualifying period, will 
be relaxed so that the requireme 	satisfied by the distribution Of films 
produced in this period. 

4The Revenue will be given a limited discretion in certifying offshore funds as 
distributing funds. 

A new tax regime for personal pensions will be introduced to replace and extend 
the present, broadly similar, legislation for retireme  • .  nnuities. The estimated cost 
assumes an initial take-up of 200 000 rising to  S U'S  y April 1989. 

211The changes proposed for pensions include  soNF1411/4  g up to guard against 
exploitation of the tax reliefs and some relaxations, t,p • 	lar to allow members 
of occupational schemes to pay additional voluntary r  .  •ns to pension plans 
outside their employer's scheme ("freestanding AVCs" 	ated overall cost 
of the package assumes an initial take-up of/freestanding 	f 250 000 and 
includes a modest yield from the tightening up measures. 

27 A change is proposed in the limit applicable to tax exempt 	. 	•s  .wment 
business carried on by friendly societies. The present limit of £7  
assured will be changed to £100 annual premium. 

particular, 
A pv,1 1(1 sg 	_2/The PA 

5  0 .titnr • 
det 	‘-'- 
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3,1Where certain interest is paid between companies which are members of a group 
or under common control, it will be treated in all cases as being paid and received 
on the same day. Without this measure there could have been widespread 

avoidance. 

4The exemption limits for trade union provident funds will be increased from 
£2 400 to £3 000 (for lump sums) and from £500 to £625 (for annuities). 

yl Capital allowances for construction costs of properties provided for letting on 
assured tenancy terms by "approved bodies-  were introduced in 1982 for a period 
of five years ending 31 March 1987. That period will be extended by a further five 
years ending 31 March 1992. 

Ff With effect from 6 April 1987, training costs borne by an employer to equip 
with new work skills a worker who is to leave his present employment will 

rmally no longer be treated as a taxable benefit received by the employee and the 
mstances in which such costs will be allowed in computing the employer's 
le profits will be correspondingly widened. 

ation will enable securities quoted on new Recognised Investment 
to be treated in the same way as comparable securities quoted on the 

St 	 ge. 
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and reg 
Act. 

e tax rules for unit trusts are necessary to cater for the definitional 
ory changes relating to unit trusts introduced in the Financial Services 

As a consequence of the reduction in the basic rate, the rate of advance 
corporation tax (ACT) for 1987-88 will be 27/73rds of the amount of the 
distribution. This reduc 	in ACT will be balanced by an increase in the 

subsequent liability t. 	.  ream corporation tax. 

3% The small companiatej5corporation tax for the .financial year 1987 will be 

reduced to 27 per cent. 

34 All companies, building 4et 
will be liable to pay the tax nin 
For individual companies etc. t 
three years. 7k..AiiA Is 

Under present present law capital gains by companies are reduced by one—seventh 
before being charged to corporation tax at 35 per cent. Gains realised from Budget 
day will cease to be reduced. Instead they will be taxed in full (with indexation 
allowance) at normal corporation tax rates. For small companies, the small 

ts the difference between 
d receipts at the level of 

bility for tax on gains 
is extremely 

resident in two 
hould no 

3)? The rules for calculating banks' taxable income from making 	n t a non- 

resident will be changed so that any tax credit for foreign withholding tax paid or 
deemed to be paid on the interest they receive may be offset only against UK tax 
due on the turn on that loan. The yield  will build up over time to about 

413191013 Mt9SSVC R ET I NOT TO BE COPIED 
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Income tax, corporation 
tax, capital gains tax, 

inheritance tax and stamp 
duties. 

Corporation tax 

d other bodies chargeable to corporation tax 
s after the end of each accounting period. 

ge  will be phased in over a period of up to 

companies' rate will apply to gains. The yield r 
receipts at the level of capital gains before the 
capital gains expected as a result of the change. 

3*Credit for the payment of ACT will be allowe 
realised from Budget day. The cost shown against thi 

tentative. 

*Dual resident companies are companies which are simu 
countries. It is proposed that, unless they are trading compa 
longer enjoy a deduction in both countries for the interest wh 
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Corporation tax and capitat, 

Oil taxation 

gains tax 
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.6 
/3/ Effects of Section 16 of the Oil Taxation Act 1975 will be mitigated by 
allowing limited carry back of ACT surrendered to a ring fence subsidiary by its 
parent (initially restricted by a monetary ceiling of £10 million per company), or, 
in the case of a company owned by a consortium which is a 50/50 joint venture, by 
allowing surrender of ACT to the ring fence consortium company/ 

30 XCT in respect of dividends paid on or after Budget day on certain preference 
shares where the capital raised has not been used for ring fence purposes will no 
longer be available for set-offijainst corporationrui-g-feiki-p-i6EfiZithout  
this measure, there could have been widespread avoidance of the ring fence 
provisions, possibly costing tens of kmillion. 

g 
3,9 The capital gains provisions for groups of companies will be amended to include 

uilding societies. 

der Pay and File companies will estimate and pay their corporation tax on the 
1 due date without the need for the Inland Revenue to make estimated 

ts. Interest will run from the normal due date on tax paid late by the 
rid on tax repaid to the company. Returns will be due twelve months 

unting period with automatic penalties for delay. This measure will 
ented before 1992. 

A/4Y The I 	an, affecting controlled foreign companies is to be amended to 
prevent avoidance of a UK tax charge on dividends. Without this provision, there 
could be a significant loss of tax/ 

. . cor.ta.en4 
4,2 The provisions&meRmigfinancial futures dealt in on recognised futures 
exchanges and with traded • •tions will be amended. 

41 Up to 10 per cent 
will be allowed against 
could build up to £40 millk) 

iture incurred in developing certain new oil fields 
or's PRT liability in another field. The cost 

1989-90, and to £80 million in 1990-91. 

Capital gains tax 

4,43Research expenditure will 	all 	against a participator's PRT liability in 
any field if, three years after it 	it has not yet become allowable for any 
field. No cost therefore arises unt 	1, when it will amount to about 

30 million, and £25 million thereaer (taking account of CT clawback). 

4,$‘ he scope for redistributing oil allowance amongst participators, in order to 
correct imbalances, will be extended. The cumulative total of oil allowance will be 
unchanged. 

The capital gains tax annual exempt amount i 	creased in accordance 
with the statutory indexation provisions from k U 	6 600 in the case of 
individuals, and from k3 150 to £3  300 in the case 	rusts. 

1., 
47 The limit for retirement relief will be increased fro 	II 	to £125 000. 

3 	4-.13 Inheritance tax 44the estimated full year cost for the proposed rate structu 	graph/44( 
attributable to transfers in 1987-88 is £220 million, measure 	e indexed 
base. 

40SThe rate of relief on transfers of holdings of more than 25 per) t 	to 
50 per cent in unquoted companies is to be increased from 30 to 50 p cent from 
Budget day. Minority holdings in USM companies will no longer qualify for 
business relief, but shares in such companies will be treated for all IHT purposes like 
shares in companies with a full listing. The revenue effect of these changes is likely 

IBIUMETNIZT ONLY 	- 
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(a) The charge on transfers made by individuals to interest in possession trusts on 
or after 17 March 1987 and more than seven years before the death of the transferor 
will be abolished. 

The charge on termination of an interest in possession in settled property in 
favour of another individual on or after 17 March 1987 and more than seven years 
before the death of the person beneficially entitled to the interest will be abolished. 

An alternative basis will be provided for determining the rate of charge on the 
termination of an interest in possession in settled property in favour of a 
discretionary trust on or after 17 March 1987. 

O(a) IHT will not be payable in respect of settled property on the death on or 
after 17 March 1987 of a person beneficially entitled to an interest in possession in 
that property if the property becomes subject to the trusts of a qualifying heritage 

aintenance fund within two years (or if a Court Order is needed, within three 
s) after the death. 

e charge where property formerly subject to an interest in possession leaves a 
maintenance fund will be altered: if the tax given up when the property 

e maintenance fund was tax on the termination of an interest in 
pof 	e exit charge will be based on the cumulated chargeable transfers of 
the - s 	"ose interest was terminated. 

57(a) T 	isfied by acceptance of pre-eminent heritage property in lieu of 
IHT may se calculated, at the option of the offeror, by reference to the value of the 
property at the date of the offer instead of the value at the date of acceptance. 

(b) Where this option is selected, the tax will be regarded as having been paid on 
the date of the offer and so will not bear interest after that date. 
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tern will be 
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deferred 

511 Certain technical c 
and the reserve tax. 
S 3  

}1The gross margins earie 
European Community wi 
1 April 1988. 
54, 

re proposed to the legislation governing stamp duties 

tour operators on sales of tours within the 	• 
brought within the scope of VAT with effect from 

Stamp duties 

Value Added Tax 

The law will be changed to s 	n the rules relating to the declaction of 
input tax by partly exempt trader, d to exempt the underwriting of, and making 
of arrangements for, capital issues. 
5 5 

Businesses with annual turnover below £250 000 will have the option of 
accounting for VAT on the basis of payments made and received. It is intended that 
this system should be introduced on 1 October 1987. 
< 6 

The registration limit will be increased to L 
quarter. 
;7 

,511 The time allowed to notify for registration will b 
will be made easier to deregister. 

/59 Businesses with annual turnover below £250 000 will 
making a single VAT retotiime,ach year (instead of the present 
advance payments basekon the VAT paid in the previous ye 
introduced in the second half of 1988. Certain recommendation 
Committee which were due to be implemented in 1988 will, as a res 
until 1989. The cost of deferral will be £25 million in 1988-89 and me 
£50 million to £75 million in 1989-90. 
56  

The special schemes for retailers are to be improved and changed in a number of 
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BUDGET SECRET—BUDOEnft-M3FOTNILPFT  ONLY 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP4D  J 

  

BUDGET SECRET ' 
BUDGET LIST ONLY 

NOT TO BE COPIED 



a_ BUDGET SECRET-BUDGET LIST ONLY 
Annex to Chapter 4 

BUDGET 	SE CR ET 
BUDGET LIST ONLY 

6 0fiThe law will be changed to prevent the avoidance of tax on imported services 
by exempt businesses. 

(%t "(VAT relief for charities will be extended to certain welfare vehicles used by 
hospices to transport the terminally ill; to specialised location and identification 
equipment used by rescue and first aid services; to goods donated for export by a 
charity for relief of distress or animal welfare; to installing or adapting bathroom, 
washroom or lavatory facilities for the handicapped in charity residential homes; 
and to drugs and chemicals directly used by a charity in medical care or research. 

7_ - 
Excise duties -63=-70-There will be no changes in the duties on alcoholic drinks, tobacco products 

and most hydrocarbon oils. 

The duty on unleaded petrol will be reduced by 5p a gallon (inclusive of 
nsequential VAT). 

e duty on bets placed on-course at horse and greyhound racetracks will be 
d. 

e of gaming machine licence duty will be increased as follows: 

amusement with prizes" machines by £30 
musement with prizes" machines by £75 

fo 5 	t machines by £75 
for 1p jackpot machines by £210 

The amount of refund on surrender of a licence will be increased and the 
arrangements for collecting the duty will be changed. 
-73 _ 

Vehicle excise duties 34"-There will be no change in the duties on cars, light vans, taxis, buses, coaches, 
motor cycles and most I 
.74 

for farmers' heavy goods vehicles over 
ying amounts as the final stage in the process of 

e proportion of average mileage covered by these 
1 Janu ry 1988 the rate of duty for trade licences will 

motor cycles, as the second stage in the 
es for ordinary licences for cats and motor 

cycles between 150jand 250cc, resp 	ely. 
15 

.976 From 1 January 1988 a new taxation class will bc created for recovery vehicles. 
The rate of duty will be set at £50. 

The law will be amended so that, on conviction for VED evasion, the courts will 
be required to order payment of all back duty due f 	that offender from the 
expiry of the last licence or date of acquisition of 	cle, without regard for 
any non-use of the vehicle during the period. 

rt 	Lcku.„, c-,s„,01„t. 	 cv_ 414„ 

00,4, „4-8 There will be no change in bus fuel grant. 
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47.5 	49.3 

Department 
- 	  

61-/. 	security 	 41.5 	44.6 	46.0 

19.0 19.5 Defence 	 18.0 	18.2 	18-8 

19.9 20-8 DHSS - Health and personal social services 	16.6 	18-0 	19.1 

16.6 	17-4 	17 8 Education and science 	 14.5 

6.4 	6-6 
Home Office(and Lord Chancellor's 
)epartment) 	 5.3 	6-2 

5.5 	7-5 Reserve 	 3.5 

148.6 154.2 	161-3 
Public expenditure ) 

"iplanning total 133.6 	140.0 

Public spending plans 5.01 The 1987 public expenditure White Paper (Cm 56) set out plans for 
public spending for the next three years and provided the basis for the more 
detailed Supply Estimates, cash limits and other spending controls for 1987-
88. These plans are summarised in Table 5.1. Ike &Ade wuz/4.44 LA.o 

vuony 	 , 

Changes since previ 	2 Since the last FSBR, extra funds have been allocated to priority 
Budgè 	es including education, health and law and order. The estimated costs 

demand-led programmes, such as social security, have also risen. 

Table 5.1 P 	nditure 
billion 

	

-86 	1986-87 	1987-88 	1988-89 	1989-90 

	

Outturn 	Estimated 	Plans 	Plans 	Plans 
outturn 

Employment 	 14 	3 - S 	 4.0 	4.2 

Other departments 	 37i 	'1 ..3 	 39-4 	39.4 

Privatisation proceeds 	 -2.7 	-4.40 	- 5.0 	-5 0 

4.3 

40.7 

5.0 

' BUDGET SECRET-BUDGET LIST ONLY Oits 1095 
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ublic expenditure 

	

[18] 	[19] 

	

[81 	[81 

[1881  

[139-/1 

[4011] 3/4  

Public spending trends 5.03 The plans show a further fall in general government spending as a 
percentage of GDP in each of the next three years (see Table 5.1); this would 

tRi j 	 Ist 	11 lbcdencetgttekter pro eedshreTprivoisigtn.6tirtib 

U DG ET SECRET-BUDIBIUMEGH31\111ST ONLY 

Kik \ --_A> 
1988-89 and I 989-90 figures rounded to nearest .4 billion. 

General government gross debt interest' 	1776 	[17.5] 	[ 
Other adjustment 	 7-.2/45. 	[711+  
General government 

A 9 expenditure* 	 158.AR 	[164.15) 	[173.9 

Planning total in real terms 	 C.I.s. 73 	 I 
(base year 1985-86) 	 133-6 	.P46-0f- 	[138.951 

General government expenditure 
as a percentage of GDP 	 44 	[43] 	[42i] 

80] 
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The latest estimates, which still remain subject to some uncertainty, 
that the planning total outturn in 1986-87 is likely to be about 

k0.9 billion above the plans shown in the 1986 public 
exppliflk  White Paper and the 1986 Budget.444-44-3.zer-y-slese-te-the-
-e at-figure 	-shown in the-Autumn 	Staternent-attel-this-year's 

he details are shown in Table 5.2. 

Table 5.2 Comparison of plans and estimated outturn for 1986-87 

1986-87 outtu 

BUDGET SECRET—BUDGET LIST ONLY 
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NUI IU tfh COPIED— BUDGET SECRE 
BUDGET LIST ONLY 

the percentage should be back to the level of the early seventies. This reflects 
the Government's continued objective of reducing steadily the state's share 
of the nation's income. 

5.04 General government expenditure covers spending by centralc.sm„ 
government and local authorities. It is the key public e*peothearetaggi-egate 
used in the Medium Term Financial Strategy. The main difference between 
general government expenditure and the planning total is the inclusion in 
the former of gross debt interest, amounting to some [Z18] billion in 1987-
88. There are also a number of other definitional differences and adjustments, 

0  which are described in the Annex to Part 2 of the 1987 public expenditure 
White Paper. In 1987-88, these adjustments account for a further £7 billion. 

L billion 
1986-87 

Estimated 
outturn 

Outtum 
minus 
plans 

105.0 +2-4 

38.1 +3-0 

29.4 +2-5 
4.8 +11.3 
3.8 +02 

1.3 —0.3 

—44 +0.4 

—4-5 

140.0 +O'9 

Central government 

Local authority 
of which 
relevant expenditure 
other current 
capital 

Nationalised industries and 
other public corporations 

Privatisation proceeds 

Reserve 

**t  Plans from The Government's Expenditure Plans 1986-87 11:1151to 411\ 
classification changes. 

Public expenditure planning total 

Piaui* 

102.6 

35.2 

27.0 
4.5 
3.7 

1-6 

—4-8 

4-5 

nd 9702. adjusted for 

Fycov- 

Yva•t'- -°  

3c 

tflip# 5.06 The major changes between plans and estimate  # It  are:— 

an increase of £.3.0 billion in local authority expendi. • 	uding an 
overrun of £25 billion on expenditure relevant for Agetèxchcqucr 
Grant (relevant expenditure); 

an increase in social security expenditure of L1.7 billion; 

additional equity of £680 million in Rover Group to meet debt and 
restructuring costs associated with disposal of their trucks and Bus 
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Cptral governmenif 
ajwhichWoted in Estimate 

0 	SOther 
> t Local authoritie$- 

hichIKelevant expenditure 
Other current 
capital 

Nationalised industries 
Other public corporations 
Privatisation proceeds 	 -27 
Reserve 

Public expenditure planning total 
	

133-6 

98.5 
71.3 
27-1 
35-2 
26.9 

4.5 
3.9 

5.07 Central governm 
planning total. About 7 
annual Supply Estimates at 
departments for their own activ 
such as the National Health Se 

ing makes up about three quarters of the 
cnt of this is voted by Parliament through the 

covers the expenditure of government 
well as their funding of other bodies 
ost of the remainder consias of social 

5.08 For 1987-88, the plans set out in the pu 
have now been translated, where appropriate, 
Supply Estimates. The total Estimates provision 
Government is seeking Parliamentary approval is s 
main Estimates for 1987-88 are published in a series 
17 March 1987 with a Summary and Guide (Cm 94) w 
Supply procedure and summarises the Estimates. It also 
relate to the public expenditure planning total. 

diture White Paper 
ed control totals in 

88 for which the 
Table 5.4. The 

ts on 
lains the 

ow they 

upply Estimates 
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The additions to programmes amount to some k5.0 billion and, together 
0.4 14,41, with a shortfall of Z403114:149n privatisation proceeds, exceed the Reserve of 

£4.5 billion. The consequent overrun on the planning total amounts to 
about £0.9 billion. 

Table 5.3 Public expenditure by spending authority 
billion 

1986-87 
Estimated 
outtum 

1987-88 
Plans 

1988-89 
Plans 

1989-90 
Plans 

105.0 108-3 111.2 115.7 
74.5 76.3 78-7 81.1 I 
30.5 310 32.5 34.6 
38.1 40.2 411 42.4 
29.4 31.0 32.2 3311_ 

4.8 4.9 4.9 5.2 
3.8 4.3 4.0 4.1 
0.5 0.7 0.3 -0.1 

1.0 1.0 1.1 
-4.4 -5•0 -50 -50 

3.5 5.5 7.5 

140.0 148.6 154.2 161.5 

*Excluding finance for/FUblic corporations;firreluclinationalised industrie 

Public expenditure by 
spending authority 

security payments paid out of t 	ational Insurance Fund. Spending by 
local authorities accounts for aboui>one quarter of public expenditure. 
Nationalised industries and other public corporations account for the 
remainder of the total. Table 5.3 gives outturn figures for the last two years 
and the plans as published in the public expenditure White Paper. 

1985-86 
Outtum 

1097 
NOT TO B 

5.09 Of the £104-5 billion included in the Supply Estimates, 	8.8 billion 
is direct public expenditure. The remaining k25.610,1oes not feature 
directly as public expenditure because it consists of grants to local authorities 
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Main Supply Estimates 

Supplementaries and ne 

Total Supply expenditu 

(public expenditure element) (/ 

96.0 96-0 991 1 104.5 
2.0 2.1 2.8 

981 981 101.9 
(74.9) (75.0) (77.3) 

nding 
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expenditure. Just over 60 per cent of the money voted in Estimates is subject 
to cash limits, which provide the Government with greater control over its 
cash expenditure during the financial year. 

Table 5.4 Supply expenditure 
billion 

1985-86 1986-87 	1987-88 

  

Expected outturn 	Final 	 Expected 	Provision 
in 1986 Budget 	outturn 	outturn 
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he public sector's finances 

The scope of this chapter 6.01 This chapter brings together revenue (discussed in Chapter 4) and 
spending (in Chapter 5), and provides an analysis and forecast of the public 
sector's finances in 1987-88, together with new estimates of outtum in 
1986-87. It also comments on the main features of the public sector's 
finances in those two years, including the most important changes that have 
taken place since last year's projections. Table 6.1 is a summary. 

Table ublic expenditure, receipts and borrowing 

General government expenditure 

General government receipts 

General government borrowing requirement 

Public corporations' market and overseas 
borrowing 

Public sector borrowing requirement 

k billion 

1986-87 1987-88 

Forecast 1986 
Budget 

Latest 
estimate 

1614 173 5 

155.9 1,48`=7 1681 6 

7.5 4131 

-04 - 1 -08 

7.1 441 4.91 I 
' 

1985-86 

Outturn 

158.p 

151.0 cq 

6.9 

6.02 The PSBR is now estimated to be j•ust-biveeler abillion in 1986-87, 
compared with the forecast of 	lion made a year ago. The PSBR is 
forecast to be about k4 billio i 	7-88. 

Public sector's finances: 6.03 The public sector's finances can be analysed in a number of different 
three-fold analysis ways: 

by type or activity, showing on the one hand the different types of 
receipts (income taxes, corporation taxes, capital taxes, expenditure taxes, 
North Sea revenues, and so on); and on the 	hand the spending (on 
social security, defence, health, education a 	n) financed by those 
receipts and by borrowing; 

by sector, showing the authority which unde 
spending: central government, local authorities 

by economic category, showing, for example, wh 
spending are current or capital transactions and whe 
is on goods and services or transfer payments. 

6.04 This three-fold analysis of the public sector's finances is a 	us to 
the three-fold presentation of public spending that has becom an established 
feature of the public expenditure White Paper (see paragraph 13 of 
Cm 56-1). The rest of this chapter sets out these three analyses in detail. 

financing or 
corporations; 

receipts and 
nt spending 
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6.05 Table 1.2 analyses the public sector's finances by type or activity. The 
main receipts of general government (ie central plus local government) are 
grouped according to the kind of activity which gives rise to them, while 
spending is shown, by department, as in Chapter 5 and in the public 
expenditure White Paper. Its bottom line, the public sector borrowing 
requirement (PSBR), is derived from those two totals. This derivation is 
repeated in Table 6.1. 

Receipts 
-----------/- 6.06 The Autumn Statement said that general government receipts in 

1986-87 were likely to be higher than forecast in the 1986 Budget. The size 
of the overshoot now appears to be greater than envisaged then. Total 

neral government receipts are now estimated to be over Del-billion 
r-eler than the 1986 Budget forecast, despite a shortfall of kik billion in oil 

.  thts. As Table 1.2 shows non-North Sea corporation tax (kli billion) 	. 
,i,T (Li billion) account for most of the additional receipts. Stamp 
A „ 

account/for nearly 
Mg,  billion. 

6.07'1 e sh,fall in oil revenues mainly reflects lower than assumed oil 
prices inl.AS6 and the k0.3 billion repayment of advancef petroleum 
revenue tax announced in the Autumn Statement. Oil revenues are now 
estimated to have fallen from k 1 billion in 1985-86 to k41 billion in 
1986-87. They are forecast to fall to k4 billion in 1987-88. This reduction is 
more than accounted for by lower receipts of North Sea corporation tax. 
This reflects the fall in 	rices in 1986, as corporation tax is paid with a lag. 
The sterling oil pri 	med to be somewhat higher in 1987 than in 1986 
and oil production is 	cast o fall slightly. 

6.08 The 1986 Budget e ected total non-oil receipts to rise a little less than 
the projected rise in non-o 6-no• GDP. They are now estimated to have 
risen slightly more, by 91 per nt, mpared with an estimated 
9 per cent rise in non-oil mon -  fteg,  . Corporation tax receipts in 1986-87 
largely depend on profits and other income earned in calendar year 1985. On 
currently recorded data non-North Sea company incomes rose strongly in 
1985. The rise, however, is insufficient to explain the whole of the increase in 
corporation tax receipts. One possibility is that the recorded data understate 
the full rise in company income. Another possibility is that the distribution _ . 
of total income growth among individual co 	es was such that less use 

han the forecast 
is partly attributable 

ast, but also reflects 
ding on goods and 

was made of capital allowances and other ta 
implied. The greater than expected buoyancy 
to total consumer spending rising a little faster 
a change in the composition of consumption tow 
services subject to VAT. 

6.09 In 1987-88 both total and non-oil money GDP ar 	to increase 
‘c. at much the same rate, about 7/per cent. Non-oil receip 	cast to rise 

byg per cent, after taking acCbalit of the Budget proposals. sT 	1.2 
shows there is within this overall increase: 

a further rise, of 21 per cent, in receipts of corporation tax (excluding 
North Sea mainstream corporation tax). This reflects continued growth of 

es-in 1986. 	, 
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a 4 per cent increase in receipts from income taxes—lower than the 
increase in personal incomes, reflecting the income tax reductions 
announced in the Budget. 

anYper cent increase in VAT receipts, following an 11 per cent increase in 
1986-87. The rate of increase in consumer spending on goods and services 
subject to VAT is forecast to be lower in 1987-88 than in 
1986-87. 

• NO T TO BE GUNIED 

4,-per cent increase in net local authority rate income, a smaller increase 
than in 1986-87. 

aper cent increase in revenue from excise duties. 

.10 Table 6.2 shows taxes (including rates) and national insurance 
ntributions as a percentage of GDP. While, overall, the percentage is 

ated to have fallen in 1986-87 and is forecast to falAfurther in 1987-88, 
no 	taxes are estimated to have risen in 1986-87 as a percentage of non- 

\ii 	.2 1 , and are likely to\st.6f 	the samein 1987-88. ^ d. • 

Table 6.2 Ta . Avit,i.National Insurance Contributions (NICs) as a percentage 
of t 

198 	82 2-83 1983-84 1984-85 1985-86 1986-87 1987-88 
Estimated 
outtum 

Forecast 

39.4 39.2 38.6 39.1 38-6 38.1 I 38/ 0 

38.8 38.4 7.9 37.8 371 374 6 37.8 

Total taxes and NICs as a share 
of tot4GDP 
Non-dil taxes and NICs as a 
share of non-oil money GDP 

Ex s enditure 
6.11 Total general gove 	ent expenditure is expected to have been 
£165 billion in 1986-87, a ttle 1, er than in the Autumn Statement and 
public expenditure White 134 	kkrbillion higher than in the 1986 
Budget forecast. There are tw 	reasons for the overspend compared 
with the Budget forecast. First, 	xplained in Chapter 5, the planning total 
is expected to be kli( billion highr than planned. Secondly within public 
corporations' external financing requirement, a component of the planning 
total, public corporations have met a higher proportion by government 
borrowing and a smaller proportion by market and overseas borrowing. 
Partially offsetting these factors is an estimated 	billion reduction in the 
forecast of general government debt interest(ayçrpts. 

6.12 General government expenditure is expe 
1987-88, to £1734 billion. The planning total, 
as in the public expenditure White Paper. Genera 

,'NAA 	interest payments are forecast to rise 
,Z-I4mbilliert in 1987-88. 

	

7  • 	6 billion, is the same 

441, 1 

the general government borrowing requirement (GGBR), as s own in 
Table 6.1. As general government lending to public corporations is included 
in general government expenditure, the GGBR together with public 

ccIgobbetrittidkvffie"  blankitftiviseiteriebo PI ED 
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alk  • 10  e by 5 per cent in r: , 
ent gross debt 

..6r. • . ',Nu  . ii• • 

Borrowing 
6.13 The difference between general government receipts and XI  ture is  
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Receipts and borrowing 

Income taxes 

Corporation tax 

1978-79 1987-88 

25%0 2.3°70 

(excl. North Sea) 5% 8% 
Capital taxes -11%•* 

Local authority rates 8% 
10% 

Central government 
expenditure 

taxes 
24% 

29% 

North Sea revenues 

National Insurance 
Contributions 14% 

2%- 

-- Interest and dividends 
NNN 16% 

Other receipts 6% 

Borrowing 12% 
3% 
4% 
3% 

Expenditure 

3 • ) 

DHSS: Health and personal 
social services 

Education and science 
Home Office (and Lor 

Chancellor's Department 
Employmeit 

DHSS: Social security 

Other Departments 

Interest 

Other adjustments 

Defence 

1978-79 	1987-88 

-2% 

22% 
27% 

10% 

11% 

11% 
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6.14 A year ago the PSBR in 1986-87 was forecast at £71 billion. 
Borrowing in the eleven months to February is provisionally estimated to 
have been 4bi1lion. Borrowing in March is always relatively high. 
Central government expenditure is likely to be unusually high this March as 
a result of transactions related to the Rover Group, while revenue is 
expected to be less than last year, with lower receipts from the North Sea, as 
a result of the fall in oil prices. Local authority borrowing is always high in 
the closing weeks of the financial year. The latest estim te of the outturn for 
the PSBR in 1986-87 as a whole is k4.y

3billion, or Jer cent of money 
GDP. 

6.15 The PSBR in 1987-88 is forecast to be aboutX billion, or 1 per cent of 

Both general government expenditure and receipts are estimated to 
alien as a proportion of money GDP in 1986-87, the latter because of 

oil revenues. In 1987-88 expenditure is projected to fall,again as a 
p 	of monevy GDP, as it has done since 1982-83, wirife teiieral 
gov - 	4111".4o,r ceipt's'ar'eAforecast to be [-tha+ne as} a proportion of money 
GD 	 7.e 

6.17 Ch. . 1 s ows the significant changes in the structure of receipts and 
expenditure which have taken place since 1978-79. 

The structure of receipts and expenditure 

>' o. I 

oney GDP. 
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Receipts 
Taxes and royalties 
National insurance and other contributions 
Other  
Total receipts 
Expenditure 
Current expenditure on goods and services 
Current grants and subsidies 
Interest 
Net lending and capital expenditure, 
excluding on-lending to local authorities and 
public corporations 

Total expenditure 

xB Mid Et" EtITE1- 

NOT TO BE CURET— 

Table 6.3 Public sector borrowing requirement 

k billion 
1985-86 
Outturn 

1 Central government borrowing on own account 
2 	Local authority borr 	from central government 
3 	Local authority b 	rom market and overseas 

4.1 
5-7 

- 4-1 
4 Total local authorit 1-7 
5 	Public corporations' b 	from central government 1-1 
6 	Public corporations' bor 	om market and overseas -1.1 
7 Total public corporations 0-0 
8 Public sector borrowing req 5-8 
Memorandum item:— 

Central government borrowing req 	e 	e 
(lines 1+2+5) 10-9 

Table 6.4 Central government tran 

billion 
1985-86 	1986-87 	1987-88 
Outturn 	Latest 	Forecast 

estimate 

6.20 Central governmé t, prding includes grants and subsidies to local 
authorities and public c 	orations (including nationalised industries), which 
are included in the receipt Rftjoscsectors, shown in Tables 6.5 and 6.6. 

10

6 .19 Tables 6.4 to 6.6 show estimated outturns and forecasts of receipts and 
expenditure in 1986-87 and 1987-88 for each of the three sectors. These 	

6 tables include some of the analysis by economic category in paragraph 6.4(  
and Table 6.7. Expenditure in 1987-88 does not include the Reserve, which 
has not been allocatV forecast of the PSBR assumes however that the 
Reserve is fully spe, 

1986-87 
Latest estimate 

4.4.06471&etev 

Pt/ bi,t t_ seauv 	at1.14,141 4,1 	14a-0,- 

6.18 The PSBR may also be analysed by the authority or sector which will 
be undertaking (or repaying) the borrowing: central government, local 
authorities and public corporations. Table 6.3 shows the sectoral composition 
of the PSBR in 1986-87, in summary form. 
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Receipts 

Rates (net of rate reb 

Rate support grant 

Other grants from central vernment 

Other 

Total receipts 

Expenditure 

Current expenditure on goods and services 

Current grants and subsidies 

Interest 

Net lending and capital expenditure 
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6.21 Local authority receipts consist primarily of are rate income plus grants 
from central government. The forecast increase in net rate income between 
1986-87 and 1987-88 takes account of available information about rate 
decisions by local authorities x 	 r, 	o 	 4-• VoAv . 

6.22 The local authority borrowing requirement (LABR) in the first eleven 
r.e.k 	 months of 1986-87 is provisionally estimated to have been aXsoppliaa of 

oillion. The estimated outturn for the year as a whole is borrowing of 
kTlion. This estimate takes account of the usual high level of 
borrowing in March. If the estimated outturn is correct, and the margin of 
error surrounding the forecast is inevitably very large, the LABR in 1986-87 

ill be i4k1 billion lower than in 1985-86. This fall in borrowing 
ars to have been the result of current receipts rising more. than current 
nditure and a small fall in net capital spending. In 1986-87, as in 1985-

1 authorities replaced substantial amounts of market and overseas 
by borrowing from the central government, 

S\ 
Table 6.5 Local ae,h611y transactions  

billion 

1985-86 
Outtum 

1986-87 
Latest 
estimate 

1987-88 
Forecast 

13-8 

11.3 

10.0 

11.8 

15.5  

11.4  

-ct 

1-3.11 

5.6 51ci 

40.7 444 E? 47.3 

28.5 3q ) 34 I 

5.3 5.8 5.6 

3-7 4.4  

3-A 9  4.0 

Total expenditure 

Vfemo: Rate rebates 
2  Excluding any allocation from the Reserve 

454 -3 	4712  

1.7 	 19 

 

6.23 Table 6.6 shows public corporations' transaction 	blic 
corporations' receipts include subsidies and capital grant 	e 	tral and 
local government. For the nationalised industries (and the a  e  ri of other 
public corporations) their net external finance, ie their borrow 
subsidies and grants, is included in the planning total. Chang from one 
year to another are affected by privatisations. During the course of 1986-87 
British Gas and British Airways were privatised and ceased to be classified as 
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Table 6.6 Public corporations' transactions 

billion 
1985-86 
	

1986-87 
	

1987-88 
Outtum 	Latest 	Forecast 

estimate 
Receipts 

Ale4Z-s-k  Ca 	srldaS 

4. 	•••• Jr • 	 Q_ 

,a c-ckcy cv...*--cL 1 /41 

\ 

	

,,k 	c  

e_ 

	

F ••<.;‘"' r. 	 n 4:- 

	

r. 	%.; • J •• •
Spar: 

cow.. 
4 4. Ot 	OVNC 	 Q- 	a.•••Cir 	 ,t 

	

4t 	 4 c 

	

R- 	,t(C71-4 	 sartici 

	

w 	 1/4c.fi,-ci 

Gross trading surplus (including subsidies) 8-1 7.0 7.0 
Other 1-8 315 4 2.4 
Total receipts 9-9 10-9 5r9.4 
Expenditure 

Interest, dividends and taxes on income 

et lending and capital expenditure 
1 expenditure 

g any allocation from the Reserve 

\ •4' 

6.2 	corporations' borrowing requirement in the first eleven months 
of P 	provisionally estimated at a net rep‘yment of kit-:t illion. 
The 	outturn for the year as a whole is,)ta riet repayment of 
kl• bil (c mpared with a nil borrowing requirement in 1985-86. The 

4'et 	 oval CJ 1 CCC"oto--CC. C-a..tej Sri 

6.25 The transactio 	g up to the PSBR may also be analysed by 
economic category  s..  setails of which are given in Tables 6.4 to 
6.6 above). This analysiis,shvn in Table 6.7, with a breakdown between 
central government, loc 	uthorities and public corporations. This analysis, 
which distinguishes betwe cug_ct and capital transactions (and within the 
latter between physical and 	vestment) shows the derivation of the 
public sector financial deficit. 	ancial deficit, unlike the PSBR, is not 
wholly a measure of cash transactnns because certain taxes included in lines! 
and 2 of Table 6.7 are measured on an accruals basis. An accruals adjustment 
is accordingly made in line 28. 

6.26 The unallocated Reserve is assumed to be used up by spending on 
current items or physical capital formationtA-ie 	çansactions that fall above 

ns from the Reserve can 
e expenditure in 

h expenditure on 

the financial surplus/deficit line. In practice 
affect financial transactions (lines 25 to 29). F 
1986-87 associated with Rover Group is classi 
company securities and appears in line 26. 

/21 31,1144s_by—Rtppotnkci 
sativry 
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0.8 

el 3 

0.8 

1.1  
41‘ 

2  Relationship between lines: (24) = (11) + 
(30) = -(24 to 
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Table 6.7 Public sector transactions by sub-sector and economic category 
k billion'  

1986-87 Latest estimate 
General government Public 

corpora-
tions 

Public 
sector 

 

Central 
	

Local 	Total 
govern- 	authori- 

Line2 	merit 	ties 

abroad 

Current and capital recei ts 

Taxes on income, an oil royalties 

Taxes on expenditure 
Taxes on capital 
National insurance and othe 

Gross trading surplus 
Rent and miscellaneous current t 

Interest and dividends from privat 
Interest and dividends within ublic cto 
Imputed charge for  non-trading  capital  
Capital transfers from private sector 

---1- 	53. 	. 

	

48-,1 0 	15.5 	6311 .1- 	- 	634  .1 

'  1-, .,...1._-L.  

	

')..., 	- 	531 1 -- 	-01 	53./1 

	

2.7 	- 	2.7 	- 	2.7 

	

261 -t- 	- 	 26-5 	- 	26.5  
-0-3 	0.4 	0-1 	7.0 	7.1  

	

0.2 	3-1 	3.3 	0.5 	3.8  

	

2.7 	0.7 	3.3 	at ti) 	4.t 
2.4 . 	-2.1 ) 

	

1.0 	1.4 	2.4 	- 	2.4 

	

0-2 
	

0.2 

ons 

2 

3 
4 

5 

6 

7 

8 

9 

10 

157.1 	6.0 163-1, Total r-Q- CAL te  rc 
	

"\> 	11 

Current and ca ital expenditure 

Current  expenditure  on goods and services 
Subsidies 
Current grants to personal sector 
Current grants paid abroad 

Current grants  within public sector 
Debt interest 
Gross domestic fixed capital formation 

Increase in stocks 
Capital grants to private sector  
Capital grants within public sector 

Total 	v_12...erv-sb 

Unallocated Reserve 
Financial surplus/deficit 

Net lending to private sector and  abroad 	 25 	- 0.2 

Cash expenditure on company securities (net) 
(including privatisation proceeds) 	 26 

Transactions concerning certain public sector 
pension schemes 	 27 

Accruals adjustments 	 28 

Miscellaneous  financial transactions 	 29 

Borrowing requirement 	 30 

I  Sign convention: receipts positive, payments negative. 
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140•04.3ct 7 17.8 

18 C> 

19 

20 

21 

22 

13 

24 

12 

13 

14 

15 

1 

-49.,kr 
-5•1 

-46 to 

22.3 
5 

3.1 
0.1 

-0-6 
0.9 

fj  - 

-1a# 	 -111  4 	as ..‘z•q 

-3l 	3 	.=-8-1-0."-ie • 
1.3 6.4 

o•P-r 	 -0-2 

ro 

4.5 	-4-- ( • 
-3.t 

22.3 
0•9 	-17.5 	-08 

_5.3 
0.1 	0.1 

-0.1 
1  

--1•69°Y- 04,  : 9  - 5. 	- 171, 
- 3-  	to 

-6.4 

-3/1 

-18.3 
-12.1' 

0.1 

77-2'er 
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Forecasts 

ovemment 

Current and capital receipts 

5.7-4T 	-01 	5-7,141)./ Taxes on income and oil royalties 

2 	5o  c\ 17,tr 

	

3 	3/1 

	

4 	28.6 

	

5 	-0•3 	0-5 

	

6 	0-3 	3.1 

	

7 	21 61 	0.7 

	

8 	5.9 	-3.7 

	

9 	0 i 	1.5 

	

10 	- 

6811;7. a) Taxes on expenditure 

3.1 ) Taxes on capital 

28.6 	National insurance and other contributions 

	

7.0 	7 	Gross trading surplus  

	

0.5 	3.9 	Rent and miscellaneous current transfers 

	

0.7 	4 	3  Interest and dividends from private sector and abroad 

	

- 2.2 	 Interest and dividends within public sector 

2-$ 	Imputed charge for non-trading capital consumption 

0.3 	Capital transfers from private sector 

3.4/ 

.6 

3.4 

11 	1504 ‘ ,,,,ck • 3 1.94-1j 	16*-4", 

12 	_ 52./ 	CO 	_33. ( 	-85• ( 

13 	-5•1 	-1.0 	-6•l 

14 	-478 	-4•6 	-524 

15 	-29 	- 	-29 

1-751-04.%3Tota1 

Current and capital expenditure  

	

85./ 	I 	Current expenditure on goods and services 

	

-61 	Subsidies 

	

- 52.4 	Current grants rn personal sector 

Current grants paid abroad  

16 	-236 	23.6 Current grants within public sector 

18 	- 35 

19 	- 0.1 Lr 	-  

20 	-2-0 \ 	-07 	-27 e 	-0.1 	-2 c0 

21 	- lig -1 	1•1 	- 0.1 (.9 	0./b 
22 	- 156.11 - llq 0 -  175-/t ) 	- 51 I 	- 1804 t' ril 

- 35 	Unallocated Reserve 

24 
	 ,6'31e-k .(.7  Financial surplus/deficit 

Financial transactions 

23 

17 	-174 	-07 	 - 0.9 Debt interest 

-3-6 	- 7.0 	- 4.6 	- lfr2 Gross domestic fixed capital formation 

-0.1 	0 	Increase in stocks 

grants to private sector 

grants within public sector 
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Cen al 	Local 	Total 
govern- 	authori- 

Line2  ment ties 

Public 	Public 
corpora- 	sector 
tions 

26 	5.1 ,,OctIN 	- 	5-0 
- _ - 	 Transactions conce 

27 	0.5 	- 	0.5 	- 	0.5 	pension schemes 

28 	-0.1 1 	0.1 	-_--8-2" - 	- 	---01-- Accruals adjustments 

29 	-.016 .1 	”otg - 	--44-8-  C. i 	-t .c • t 	0-,£( A- Miscellaneous financial 

25 	-02 	0.i 1. 	-02 	 Net lending to private sector and abroad  

Cash expenditul,  ‘. 	•  pany securities (net) 
5-0 	(including priv 	oceeds) 

am n public sector 

30 44 I Borrowing requirement 
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nex to Chapter 6 

  

Part A: relationship between tables in Chapter 6, and with 
Table 1.2; and outturn data 

Relationship between 6A.1 Table 6.7 is based on the definitions used to compile the national accounts. In 
tab 	order to show the financial deficit for each sector, lending and other financial 

transactions are separated from the analysis of receipts and expenditure in lines 1-23 
nd shown in lines 25-29. These lines show the relationship between the financial 
eficit (line 24) and the borrowing requirement for each sector (line 30). 

6A./ Tables 6.4-6.6 are summary versions of the sectoral columns of Table 6.7. 
The inf mation in Table 6.7 is rearranged so that, for example, central 
gOve 	t grants to local authorities (which appear as negative expenditure in the 
loc 	es column of Table 6.7, lines 16 and 21) appear as receipts in 
Tabl 	est paid by local authorities to central government (which appears as 
negati rec  e  in the local authorities column of Table 6.7, line 8) appears as 
expendit 	able 6.5. Finally, lending and other financial transactions (lines 25- 
29 of Table 6.7) are included in the receipts and expenditure of Tables 6.4-6.6. 

6A.3 Table 1.2 in Chapter 1 uses the same information as Table 6.7, but again 
rearranges it. To derive general government expenditure, it starts by giving a 

ublic expenditure planning total: that includes not 
nditure items in the third column of Table 6.7 

sactions " in lines 25-26), but also borrowing or 
orations in the fourth column. General 

own in Table 1.2 is then obtained by adding general 
rd column of Table 6.7 and the national 

Table 6.7, and deducting public 
t and from overseas. 

6A.4 Alternatively, general governreient expenditure in Table 1.2 (and Table [2.4]) 
can be obtained as the sum of lines 22, 23, 25 and 26 (third column) in Table 6.7 and 
on-lending to public corporations in Table 6.3. 

Co+14.t.i.e+itt1 breakdown of 
only general govern 
(including the " financi 
capital expenditure by pu 
government expenditure a 
government debt interest fro the t 
accounts adjustments already iicCi 
corporations' borrowing from t 

takes the receipts shown in 
rearranges them 

or example, oil 
revenue tax (included 

tal " total taxes and 

6A.5 To derive general government receipts, Ta I 
the third column of Table 6.7 (lines 11, 27, 28 an 
according to the type of activity which gives rise 
revenues comprise North Sea corporation tax and p 
in "taxes on income" in Table 6.7) plus oil royalties. 
royalties" is the same as the first line of Table [2.5] in C 

Outturn data 6A.6 Outtums for the PSBR and the statutory central gove 	counts (as in 
Tables 6.B.1-4 in Part B of the Annex) are compiled monthly 	hed by 
press notice 12 working days after the end of the month and the 	e\cletail in 
Tables 2.5 and 3.12 to 3.16 of the following issue of Financial Statistcs Bils of 
the PSBR. on national accounts definitions, as in Table 6.6, are corn 	quarterly 
and published in sections 2 to 5 of Financial Statistics three months after the end of 
the quarter. 
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6A.7 The first outturn for the PSBR in 1986-87 will accordingly be published on 
April 16. The first national accounts outturns for 1986-87 will appear in the June 
issue of Financial Statistics, including supplementary Table 13 which is based on 
Table 6.6. 

Part B: central government transactions 

NOT TO BE COPIED 

Commentary on the tables 6B.1 The tables in Part B of this Annex are confined to central government 
transactions only, and are based on the statutory funds and accounts. Their 
relationship to the accounts of central government on a national accounts basis (as 
in Table 6.3) is described in the Financial Statistics Explanatory Handbook (1987 
edition, p38). The receipts and payments in the Part B tables are all shown on a cash 
basis, not accrued. Table 1.2, however, shows the main categories of taxes on an 
accrued basis as in the national accounts: for instance the item "income taxes" in 

able 1.2 differs slightly from "income tax" in Table 6.B.3. 

Table 6.11.1) mmary of central government transactions 

k billion 
1986-87 
latest 
estimate 

Conso 

Revenue ( 	6.B.3) 

Expenditure (Table 6.B.2) 

Deficit met from National Loans Fund 

National Loans Fund (Table 6.8.4) 

Receipts 

Payments 

Total net borrowing by 	nal Loans Fund 

Other funds and accounts (n 

Central government borro 	g requirement(Table 6.3) 

91FIncluding borrowing for on-lending to local a 	wits and public corporations. 

Table 6.8.2 Consolidated Fund expenditure 

million 
1986-87 
latcst 
estimate 

Supply issues' 

Standing services 

Payment to the National Loans Fund in respect of servi 

Northern Ireland—share of taxes etc. 

Payments to the European Communities2  

Other services 

Total standing services 

Total Consolidated Fund expenditure 

tional debt 

101 900 

8 900 

2 000 

3 300 

110 

14 300 

116 200 

'Supply Issues are monies paidfrom the Consolidated Fund to Departments cash accounts with the Pa master 9eIi Ifor spending 

Jn Supply. Supply Expenditure (see Table 5.4)equates closely to total Supply Issues in most years, altho 	e 	y sometimes 

be slight timing differences between the two. 

L500 million was paid to the European Communities from Supply Issues instead of Standing Services. 
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1986-87 1987-88 
Budget Forecast Latest 

estimate 

2 6(() 

490 

1 030 

1 020 

7 600 

117 500 

2 500 

500 

1 000 

840 

7 400 

108 600 

2 500 

520 

1 010 

8$61  
8 100 

1111/00 
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Table 6.13.3 Consolidated Fund revenue 
,C million 

Inland Revenue 

Income taxt 

Corporation tax2  3  

Petroleum revenue tax' 

Capital gains tax 

Development land tax 

nheritance taics 

mp duties 

Inland Revenue 

38 500 

11 700 

2 400 

1 050 

35 

910 

1 430 

56 000 

3 

	

38 300 	 9 900  

1 

	

13 400 	 5 000  
1 2/00 

1 9/0
1 

"30 

	

1 050 	 1 go 

	

55 	 20 

t t QC 4.450 990 

	

1 840 	 21000 

56 900 	L7%00 fag-900 

nd Excise 

d tax 

Pet 

Cigar 

Spirits, têer 

Betting an 

Car tax 

Other excise duties 

EC own resources° 

Customs duties, etc. 

Agricultural levies 

LTotal Customs and Excise 

20 700 

7 300 

4 700 

4 400 

800 

980 

20 

1 300 

160 

40 400 

21 500 

7 500 

*do '''s-eocr 
4 200 

760 

980 

1 290 

220 

41/00 

2300 

7 800 

tC .5-43136 

4 300 

800 

1 1/0
0  

20 

1 3/0 

230 

43106a  

her tobacco 

cider and perry 

gaming 

Vehicle excise duties' 

Gas levy 

Broadcasting receiving licences 

Interest and dividends 

,Qther8  

L
Total Consolidated Fund revenue 

See paragraph 6.B.1. 
2  Includes advance corporation tax 

net of repayments) 	 4 100 
North Sea corporation tax 	 2 700 

of which satisfied by setting off ACT 
Liability to corporation tax arising in respect of North Sea production ma 
paid in previous periods in respect of both onshore and offshore activities. Di 
activities alone cannot be identified. 

Includes advance payments of petroleum revenue tax. 
Includes estate duty and capital transfer tax. 

6  Customs duties and agricultural levies are accountable to the European Communitie 
the Communities are recorded in Table 6.B.1. 

Includes driving licence receipts. 
Includes the 10 per cent of 'own resources' refunded by the European Communities to meets 

proceeds and oil royalties (see Table 1.2). 

4 400 	 4/00 
.Z.4•78' VI "3 	 I 470 
1 100 	 800 

setting off ACT arising on dividends 
T associated with North Sea 

es'; actual payments to 

ection privatisation 

\> 
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Table 6.B.4 National Loans Fund receipts and payments 

k million 
1986-87 
Latest 
estimate 

Receipts 

Interest on loans, profits of the Issue Department of the 
Bank of England, etc. 6 700 

Service of the National Debt—balance met from the Consolidated Fund 8 900 

Total receipts 15 600 

Payments 

Service of the National Debt 

Interest 15 400 

Management and expenses 170 

al Service of the National Debt 15 600 

to: 

alised industries 	 - 390 

blic corporations 	 170 

rities 	 4 900 

and within central government 	 100 

Total an 	ns Fund lending' 	 4 700 

Consolidated Fund deficit 	 4'  k 00 _4-8015 

Total payments 	 25/00 

''On-lending to local authorities and public corporations in Table 6.3 includes, in addition to National Loans Fund lending,tt 

lending from other funds and accounts (mainly Supply ISSUts in Table 6.8.2). 
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