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Mr Knox-C&E 

I attach, at Appendix A, the first co 
	draft of this year's 

FSBR. This draft is, as usual at thi 	int in the timetable, 

at a fairly preliminary stage, and wi 	require considerable 

amendment and editing before you see the next complete draft 

next weekend. 

The FSBR has changed a good deal in rec ars. This 

year we are, as you know, trying to make furthe 	ovements 

aiming to produce a more attractive, intelligible 	egrated 

publication. 

On the substance, we are suggesting some resh 

Chapters (formerly 'Parts') 1 and 4 (Budget measures etc); 

BLO enclosure 	pages 
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but with some manuscript amend 

Chapter 3 has been amended (a 

The attached version of 

artly in manuscript) to 
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<A3thange to Chapters 2 and 3 (MTFS and forecast); and a re-think 
Chapter 6 (public sector finances). 

hapter 4 now attempts, as you have suggested, to describe 

th 	changes in the Budget in more intelligible and accessible 
1  lan  •  (  4..  g 	han in the past, relegating the more technical material 

to an nnex, introducing a little more tax policy, and nataining 

the traditional Table 4.2 which lists the tax changes in great 

detail (with apologies for the poor quality of the reproduction). 

put quite a bit of work into improving 

d to be little more than a collection of 

ship and import was baffling to all but 

This chapter now explains itself - that 

f and commentary on public sector 

her more coherently; some of the 

xes. A note at Appendix B describes 

the changes more fully. 

6. 	Chapters 2, 3 and 5 are much as before. 	Chapter 2 is 

essentially the same as the draft submitted to you on Tuesday, 

it is an analys 

financing - and fits 

material is removed i 

5. We have 

Chapter 6, wh 

tables whose 

the real cognosce 

take account of the points agreed 0  your meeting this morning. 

The Chief Secretary has not yet h 	an o portunity to consider 

Chapter 5 in its present form and co 	I understand that 

he will be doing so early next week. 

7. 	We suggest that Chapter 1, which has traditionally consisted 

of a definition of the Budget together with an aggregated list 

of the measures in it, should be developed to be 	a succinct 

but comprehensive summary of the changes in th 	t (rather 

like the front page of yesterday's scorecard) 	 uide to, 

and summary of, the whole FSBR. A chapter of thi 	would, 

I believe, help with the presentation of the Budget, 	would 

help, too, to pull together the FSBR into a coherent 

The The attached draft therefore points the reader forward 

2 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPiD . 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



it in step with recent developments to the Treasury's House 

style: 

We have either copied what seem t 

effective of the stylistic and p 

developments in the Public Expenditure 

or adapted them to the rather different 

of the FSBR. So, the quality of the 

(a) the most 

tional 

aper; 

ter 

improved; a new print-face, clearer, more attr 

3 
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the succeeding chapters, and at the same time attempts to 

e a very brief summary of the government's economic policies, 

MTFS, the forecast, the tax and expenditure changes in the 

, and the overall fiscal picture. 

8. 

object 

apter 1 succeeds in this it will meet several other 

it will be an answer to the TCSC's wish for an 

accessible summary of the Budget, published on Budget Day (see 

their Second and Seventh Reports of 1984-85; extracts at flag A). 

And, if combined with, say, some of the material (charts, 

particularly) ± 	our Budget broadcast, it could without too 

much further 	form the basis for the EPR article whose 

publication yo 

Mr Culpin and I 

have so far concl 

(say, 10,000 copies) 

it could be published 

not a regular EPR), e 

like brought forward to Budget Day. 

vestigating the practicalities here, and 

t we could produce a limited number 

h an article on Budget Day; that 

self-contained EPR supplement (but 

a pull-out in the FSBR or as a 

wholly separate document; but that, because the security printer 

could not cope with more than 10,000 copies without putting 

the FSBR, the Budget Resolutions etc at risk, the remaining 

print-run of the EPR (55,000 furt 	copies) would have to be 

despatched later in the week. 

0,<i>  
If you do not like this new chap r, I attach, at Appendix C, 

an alternative version of Chapter 1, orttional lines. 

We are also suggesting some change g: (which you discussed 

with me yesterday) in the appearance of the document, to keep 
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(c) 	There 

frontisp 
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in itself and more suited to the new printing 

technologywe are now for the first time using is 

adopted; we are taking a bit more space for the 

tables and charts; and we are generally trying 

to make more use of the space on the page in order 

Lo make the overall effect less busy and fussy. 

(b) 	We have not introduced a second colour, as in the 

White Paper - mainly because it would complicate 

the •roduction process, and make it more risky to 

in 	ce changes at the last moment (we could think 

aga 	t this next year). 

changes to the front cover. But the 

modernised. 

11. I hope to have a 	inè version of the FSBR, in the style 

we discussed yesterday, b 	e t weekend. 

M C SCHOLAR 
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The reply to our Second eport does not address itself to our proposals for 
an integrated UK Budget document, to replace, in part. the Financial Statement 
and Budget Report (The Red Book). The 1985 Red Book remains very difficult 
to follow, and while no doubt it contains much critical information, it cannot be 
said to be an instant key to the UK's present economic position and future 
prospects. Our case for a paper which could fulfil such a role remains unanswered. 

THE BUDGET PAP 
We turn now 

Report in respect of 
published in associatio 
Statement. 

"PPLY EsTistAms 
ation of the government's response to our Second 

mmendations which bear on the formal papers 
at the time of the Chancellor's recent Budget 

FcACA- A 
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SEVENTH REPORT FROM THE 
TREASURY AND CIVIL SERVICE COMMITTEE 

 

. . A number of proposals intended to improve further the clarity and presen-
t n of Public Expenditure White Papers were made in our report on the 1985 

White Paper. We hope they will be included in the detailed proposals on the new 
format, which we look forward to receiing from the Treasury. 

It appeared to us in our Second Report that information on the progress of 
the Financial Management Initiative should be regularly made available at Budget 
time, possibly in Departmental Reports. We regret that the government do 
not emis 	annual series of financial management reports. Leaving each 
departme 	vide information about its management systems "in the most 
appropria 	ill—we feel certain--mean that little information will be 
published. 	e 	e at on reflection the government will be prepared to adopt 
a more compr. 	proach. 

10. Nor does the form of the Supply 
changes from that of previous years. On 
in the direction of distinguishing between th 
and their role as instruments for operating p  

for 1985-86 reveal significant 
hand, progress has been made 

ion content of the Estimates 
ntary supply procedures. 

We had recommended the suppression ôthe 
andurn but were anxious to see some reconciliati 
Estimates provision and public expenditure planru 
and Guide to the Estimates replaces the Memorand 
use of type, colour and graphics in the Summary and Gt431e will help to illuminate 
the complexities of the figures. Further thought might be given to the nature and 
reactions of the target audience (including some kind of response from Members) 
and to the means of publicising the document. But on balance we regard the 
Summary and Guide as an important contribution to the generally agreed aim of 
producing understandable background to the most vital of economic de-.  ions. 

CONCLUSION 

We intend to keep the format and presentation of financial 
under review, commenting on this aspect of the major sets of docu 
successive substantive reports. We look forward to hearing further fr 
Treasury on a number of topics, as they propose; and we will continue to enco 
improvements in presentation. 

3 April, 1985 

'Sixth Report, 1984-85 (HC (1984-85) 213). 
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ief Secretary's Memor-
and explanation of 

. The new Summary 
admirable effect. The 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP‘D 

  

BUDGET SECRETNOT TO BE COPIED 
BUDGET LIST ONLY_1 



BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

THE TREASURY AND CIVIL SERVICE COMMITTEE 	 vii 

timing of the eventual debate on the floor of the House on the basis of a Report 
from this Committee. 

(ii) The Public Expenditure White Paper 

10. The Survey recommends that the Public Expenditure White Paper should 
no longer be produced as at present in early February or thereabouts, and that in 

1 

 effect t 	evant material in Volume I should be included in the proposed new 
"UK :1.11:.,  ' document and that most of the material in Volume II should be 
inch; II :11 P . 	Omprehensive set of Departmental Reports. The first of these 
docume  4,0 appear on Budget Day and the second series shortly thereafter.' 

11. Altho 
(see paragrap 
postpone the p 
period which coul 
of the information  

port the introduction of new documents at Budget time 
24-25 below), we do not believe it would be right to 

of important public expenditure information for a 
g as two months (indeed, we would like to see some 

ward to the Autumn Statement). 

Papers after 1985 shou d be presented primarily on a departmental basis 
rr,L We are however i 	ste in the Treasury's suggestion that future White 

(although still supported by relevant functional analysis)! Although we believe 
that this would be the most sensible way to proceed in the immediate future, we 
do not rule out the possibility that if Departmental Reports became established 
(as we hope they will (see paragraph 25)), much of the material now in Volume 
II of the White Paper could eventually 	luded in those Reports. 

We also believe there is a case fo 	rer a d more consistent treatment of 
the geographical coverage of expenditure tpn>1e UK.' 

< 

We recommend that all these changes oul 	made in 1986 and look 
forward to receiving detailed proposals from th 

Even though we wish to see all the releN 	expenditure information 
published at the earliest possible date, we think ti4 House should consider 
whether the period immediately preceding the Budget is the best possible time for 
holding a debate in the House on public expenditure, as happens under present 
practice. In our view it is not. The debate is overshadowed by the immediately 
impending Budget and is rarely a distinguished occasion in the parliamentary 
calendar. In our view, it might be better to concentrate on debating 	nditure 
for the forthcoming financial year at the same time as the Budget 	s. This 
is already done to some extent and is an added reason for the 	 tory 
nature of the preceding public expenditure debate. 

A separate public expenditure debate, concentrating on future ye4r an 
based on reports from select committees, could then be held in June 
would be a much more opportune moment in terms of seeking to influence 
Government's own forthcoming annual review of expenditure plans. We woul 
like to see an experiment on these lines. 

'Survey, p 16. 
'Evidence, p 2. 
'Survey, p 26. 
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SECOND REPORT FROM 

Financial Statement and Budget Report 

17. We support the proposition that Parliament should be enabled to debate 
expenditure planning and taxation as a v.hole in a wide perspective and believe 
that new documents should replace the present Financial Statement and Budget 
Report. The first of these would be the proposed "UK Budget". It will however 
be clear from what we have said under the heading of the Public Expenditure 

White Paper t 	e do not wish to see such a document including all the 
material at p sè tntained in Volume 1 of the Public Expenditure White Paper 

(see paragrap 	 ur view the way forward is to improve and expand—and 

to place at a foci 	the new budget document—the kind of information at 

present containe 	 r 5 of the FSBR (especially Table 5.6). 

A. 
NOT TO BE COPIED 

18. We accept tha 
producing in addition 
analysis volume.' This mi 
Notices at the time of th 
technical information at pre  

es are worked out in detail, a case may emerge for 

document in the form of a technical special 
duce some of the information set out in Press 

as well as incorporating some of the more 
ed in some of the principal documents. 

arldrthe Chief Secretary's Memorandum on the (iv) The Supply Estimates 
Estimates 

19. The recommendations on the Supply Estimates are, for Parliament, the 
most far-reaching in the Survey. But we believe that the reasons underlying the 
proposals are compelling ones. At present the Estimates volumes have a very low 
readership. Likierman and Vass found this 	rising, since the amount of 
detailed information can be generous almost 	i nt of being overwhelming".' 
We believe the weaknesses lie in the fact tha 1t 	imates are at the same time 
an instrument for operating parliamentary ippI 	rocedures and also an 
important information document. Successive ref 	ade on the recommenda- 
tion of our predecessor committee and outside c mittees as accepted by the 
Treasury, have not in their cumulative effect paid su 	 to this distinction 
and so have failed in their overall purpose. 

We consider that the Estimates themselves shoiT be redesigned and 
should become documents mainly for parliamentary use per'lIàps available only in 
type-written form' (we hope it would not be necessary in addition to go in for a 
summary document of the kind described on page 31 of the Survey). But this 
would depend entirely on the successful compilation and publication of expendi-
ture information linked to the Estimates and the Public Expenditure White 

Paper.' This could be done either centrally or in Departmental Repor 	ee 

paragraph 26). It would be this presentation which would be most likel 
starting point for work on expenditure by select committees. 

It would not be possible to apply these reforms fully to the procedur 
dealing with Supplementary Estimates—which often afford select committ 
with a useful opportunity to exercise control over expenditure. It would rema 
essential for full explanations of the need for all Supplementary Estimates to be 

'Survey, p 17, 20. 
'Survey, p 17, 20. 
'Survey, p 12. 
'Survey, p 22. 
'Survey, p 21. 
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THE TREASURY AND CIVIL SERVICE COMMITTEE 	 Xi 

this direction, although some of the resulting documents go well beyond the 
ept of what we would regard as a Plain Man's Guide. We believe that in the 

ts of informed public debate a popular-form document should be made 
idely available. 

CONCLUSION AND RECOMMENDATIONS 

Despite our dissatisfaction with much of the existing financial documenta- 
tion, we hold t 	view that the Government (and especially the Treasury) have 
been movin 	right direction. Indeed, there have been many improvements 
in recent 	 t we consider that the case has been made out for a 
comprehensiv 	 me of reforms which should proceed on agreed lines. We 
therefore props e 	a a package of proposals should be drawn up by the 
Treasury, with 	 its being worked out in detail in consultation with 
Parliament and im 	 in the next three years. 

We would like 
roughly the following ti 

1985 — Consulta 	 reement on the main lines of the reforms. 
Extension • time- ,ç le of the Autumn Statement. \ 

1986 — Conversion o 	e ublic Expenditure White Paper on to a 
departmental basis. 

Introduction of a new Budget document. Reform of the Esti-
mates and production of a linked expenditure document. 

rogramme for re-structuring the documents on 

II 

1987 — A common system of annual 
departments. 

34. We invite the Treasury as a first ste 
for the reform of the Public Expenditure Whi 
for further progress in re-structuring the remai 

Reports to Parliament from all 

g forward detailed proposals 
aper d an outline programme 

uments. 

35. We are not certain that any of the reforms 
themselves necessitate changes in the form of the 
we hope that the Committee of Public Accounts will 
the process of change, as recommended by the Select 
(Finance) in the last Parliament. 

suggested would of 
on Accounts. But 
to play its part in 

mittee on Procedure 

Q 38. 
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PRIME MINISTER 
9 Mk, Sltosti 

• 

1. 

1986 BUDGET: MTFS 

My two previous minutes set out my Budget tax proposals with the 

exception of those for income tax, which we agreed at our meeting 

on 5 March. 

Ilk have since agreed a package of employment measures with David 
Young, on which I have minuted you separately. 

This leaves the question of the PSBR and monetary targets for 

1986-87. 

Public Sector Borrowing  

The latest indications are that this year's PSBR will come out 

slightly below the £7 billion forecast in the last Budget (and 

still more below the figure forecast last Autumn). A substantial 

shortfall on oil revenues has been more than made up by the buoyancy 

40of other tax revenues and an expected small underspending of the 
Reserve. We have thus achieved this year a significant step down 

in the PSBR, the first since 1981-82, reducing the PSBR as a 

proportion of GDP from over 3 per cent to just 2 per cent. 

Last year's MTFS envisaged a PSBR of £711 billion for 1986-87 (after 

allowing for a "fiscal adjustment" of £315 billion). 	Since then 

we have added £21/2  billion to expected receipts from privatisation, 

offsetting a similar addition to gross expenditure plans. We have 

had to revise down our forecast of oil revenues by over £5 billion 

(on an assumed oil price averaging $15 a barrel for the financial 

year 1986-87). 	But other tax receipts are forecast to be 

significantly higher than was expected a year ago. So the reduction 

in total government tax revenues is rather less than £3 billion. 

BUDGET SECRET 
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At unchanged tax rates, therefore, we would foresee a PSBR of around 

£6 billion. 	The Budget package that we have agreed would come 

to just under El billion, raising the PSBR to £7 billion or 11/4  per 

cent of GDP. 

In view of all the uncertainties I think it is wise to err on the 

side of caution and aim for a borrowing figure below the £71/2  billion 

envisaged a year ago. It is important that the Budget should be 

miseen by the markets as sound and responsible. I think that a PSBR 

W of £7 billion would be so regarded, and indeed should leave us 

with some room for manoeuvre if, for example, there were a further 

weakening in oil prices later in the year. 

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

in which the PSBR falls slightly further to 11/2  per cent of GDP 

by 1988-89. (Each 4 per cent of GDP is approximately £1 billion.) 

Monetary Targets  

For the monetary targets in 1986-87 I intend to stick to MO and 

£M3. In view of its past behaviour, a case can be made for dropping 

£M3 altogether. As you know, £M3 has for some years shown a tendency 

to grow more rapidly than money GDP, partly in response to financial 

liberalisation, and partly because high real interest rates have 

increased the demand for broad money as a medium for saving. EM3 

growth has regularly exceeded our expectations, without adverse 

consequences for inflation. This year has been no exception. A 

year ago we set a range of 5 to 9 per cent growth for 1985-86; 

in the 12 months to February the actual growth of £M3 has been 

nearly 15 per cent. And yet all the indications are that inflation 

is set to fall further over the coming year. 

After careful consideration, however, I have concluded that dropping 

£M3 would risk giving the wrong signal about our attitude to 

liquidity. But I cannot risk a repetition of this year's experience. 

- 2 - 
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We must set a range for 1986-87 that is both credible and achievable. 

I have decided that this should be 11-15 per cent, to allow for 

a continuation of the recent velocity trend. In view of all the 

uncertainties about broad money, however, I do not propose to show 

ranges of £M3 growth for the years beyond 1986-87. 

The choice of target range for MO has been much easier. Its growth 

over the past 12 months has been 31/2  per cent, towards the bottom 

of the 3-7 per cent range set a year ago, and I am reaffirming 

Ilkor 1986-87 the 2-6 per cent range indicated in last year's MTFS. 

As in the last two years, I shall be publishing illustrative ranges 

for MO for the whole MTFS period. 

The presentation of monetary policy has undoubtedly suffered from 

the continuing problems with £M3, and the market's reluctance to 

accept MO as a substitute. I have sought to re-establish the 

credibility of the MTFS by giving a slightly more prominent role 

to money GDP in explaining the Government's strategy. This has 

no real operational significance, but it is a useful way of making 

the point that, whatever the problems with particular monetary 

aggregates, the Government remains committed to reducing the growth 

iplin money incomes, as a means of achieving a further reduction in 
inflation. 

This approach has been fully discussed with the Bank who support 

these recommendations. 

N.L. 

- 3  - 
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Medium Term Financial 	1.02. The 
Strategy 

ment's economic polic9 consists of two main 

eleme ts 	Medium Term Financial Strategy (MTFS) 

designe to bring down inflation, and a supply side policy, whose 

aim is to improve the efficiency of the economy. 

FS1.3R1 
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Financial Statement and Budget Report 

Chapter 1: The Budget 

1.01 The objective of the Government's economic policy is to defeat 

inflation, and to create the conditions for the steady growth of 

output and employment. The Financial Statement and Budget 

Report supplements the Chancellor's Budget Statement by 

describing in more detail the Medium Term Financial Strategy 

and the specific measures in the Budget. It also sets out the 

Government's revenue, expenditure and borrowing policies and 

financial and economic forecasts for the year ahead. 

ernment's Strategy 

1.03 To achieve the obje •Yes of the MTFS, which is set out in 

detail in Chapter 	vital to maintain monetary conditions 

consistent with a dec 	rowth of money GDP and inflation. 

Short-term interest ra 	will be held at the levels needed to 

achieve this. Declining 	will be supported by lower 

public sector borrowing. 

1.04 The Government also intends that the burden of taxation and 

the role of the State in the economy should be reduced. The 

MTFS accordingly provides for a further de 	e in taxation and 

public expenditure as a proportion of GD 

BUDGET SECRET 
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ni5 WAG ks-rcgagtid byl the  NglInIcItP ktipc.11AD 
1,WRPEThcii! s,:ra4, ONLY 	improve incentives, remove 

unnecessary controls, and to liberate the operation of markets. 

Free markets encourage enterprise and initiative; improve the 

efficiency and adaptability of the economy; and enhance the 

prospects for output and employment growth. This Budget 

includes a number of measures - both tax and public 

expenditure changes - to strengthen these policies. 

ly Side 1.0 

  

  

Expenditure, Revenue 
and Borrowing 

1.6 To support both the MTFS and its supply side measures, the 

Government's intention is to reduce over the medium term the 

proportion of national income that is pre-empted by the State. 

The path of expenditure, revenue and borrowing over the next 

our years is set out in Chapter 2. 

Ahead 

The Forecast 11 in oil prices should sustain growth and reduce 1.07 Th 

The Fiscal Prospects 

infla on 	e world economy. For the UK, the forecast is for 

a furthdecline in inflation, to 4 per cent by the end of 1986, 

combined with output growth of 3 per cent. Investment and 

exports are expected to grow rather more rapidly than this, and 

a surplus of £4 billio n the current account of the balance of 

payments is fo 	for 1986. 	Chapter 3 describes the 

prospects in detail, 	g the impact of changing oil prices 

on the world and dométic economy. 

1.08 The PSBR in 1986-87 has 	et at [ ] or 11 per cent of 

GDP. This leaves room for a f#cal adjustment of [ 	. 

Taxation and National 
Insurance Contributions 

1.09 Given the limited scope for overall 

Government has concentrated its tax p 

designed to improve the climate 

employment; to encourage savings, inves 

ownership; and to provide further incent 

giving. Income tax thresholds and allowances 

with inflation. The increases in petrol, dery and 

are offset by the costs of leaving unchanged car 

rates and alcohol duties respectively. 

and 

d wider share 

charitable 

d in line 

duties 

VED 

tax reductions, the 

osals on measures 

enterprise 
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1.10 In addition, the Government have reduced by 1 per cent 

national insurance contributions for all employees earning less 

than E140 per week. 

1.11 The changes to tax and national insurance contributions will 

cost 11XCri in 1986-87 and (3144 in 1987-88. They are set out 

summarily in Table 1.1 and in detail in Chapter 4. 

1.12 Table 1.1 also includes 	higher spending on enterprise and 

employment. The new pilot schemes for the long term 

unemployed (in depth interviews and the Jobstart scheme) will 

C Scheme will also be increased. A new scheme - the 

extended nationwide. The rate of entry into the Enterprise 

war  

ed 

- i 

expenditure cost (after taking account of social security benefit 

and other savings ) of EllOm in 1986-87 and E205m in 1987-88. 

The measures will bep arged to the Reserve. c1; 

bel 

expan 

describ 

orkers Scheme - will be introduced, providing for 

to employers of 17-20 year olds where the wages are 

'fled limits. The Community Programme will be 

] places. These and other changes, which are 

in full in Chapter 5, will have a net public 
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The imperct of the BittelKet ehcaige is shown in Table 1.1. 

Budget Measures: Summary of Direct Effects 

£ million at current prices 
1986-87 	 1987-88 

Changes from Changes from 	Changes from Changes from 
an indexed 	an non-indexed 	an indexed 	a non-indexed 

base 	 bar,c 	 base 	 base 
(yield(+)/cost(-)) 

Tax Proposals: 

Income tax allowances & 	esholds 	Nil 	-1135 	 Nil 	 -2405 
Excise duties - petrol/ 	 +135 	 +465 	 +145 	 +725 

- VED 	 -135 	 +5 	 -140 	 +90 
tobacco 	 +175 +315 	 +180 	 +435 
alcohol 	 -175  

	

Nil 	 -190 	 +110 
gas oil 	 +25 	 +30 	 +25 	 +35 
other minor o 	 -25 	 -20 	 -25 	 -15 

Stamp duty-cut in rate 	 -70 	 -70 	 -110 -110 
+120 - extension of base 	 +70 	 +70 	 +120 

Capital Transfer Tax 	 -35 	 -55 	 -55 	 -120 
Charities - package of reliefs 	 eg 	 Neg 	 -50 	 -50 

- anti-abuse measures 	 eg 	 Neg 	 +20 +20 
+120 Pension Fund Surpluses 	 +20 	 +20 	 +120 

Other tax changes 	 -20 	 -20 	 +20 	 +20 

National Insurance contributions 	 -150 	 -150 	 -400 	 -400 

Total tax and national insurance 
contributions 	 -185 

Expenditure Measures: 

Enterprise Allowance 	 +20 
Loan Guarantee Scheme 	 Nil 
New Workers Scheme 	 +25 
Counselling Initiative 	 +85 
Jobstart 	 +25 
Community Programme 	 +45 
Fraud abuse 	 Neg 
Northern Ireland 	 +5 
Total expenditure increases 	 +205 
Offsetting reductions in social security 
benefits 

Net call on the Reserve 

	

-340 	-1425 

(cost (+)/saving(-)) 

	

+90 	 +90 

	

+10 	 +10 

	

+50 	 +50 

	

+45 	 +45 

	

+50 	 +50 

	

+90 	 +90 

	

+5 	 +5 

	

+10 	 +10 

	

+350 	 +350 

tg5  
+45 
Neg 

+5 
+205 
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Chart 1.1 

direction of 

Chapter 6. 

15 Q. t shows the source of receipts and the 

expenditure. These are described in more detail in 
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MEDIUM-TERM FINANCIAL STRATEGY 

2.01 The Medium Term Financial Strategy (MTFS) 

provides the framework for macro-economic 

policy, as it has since 1980. It is intended 

to bring inflation down further over a period 

of years, and ultimately to achieve price 

stability. 

0 
 . 2 It does this by setting economic policy in a 

nominal framework in which public expenditure 

0  s controlled in cash terms and money GDP is 

dually reduced by appropriate fiscal and 

n ary policies. 
7\ 

<7 
2.03 As the growth of money GDP declines, inflation 

is squeezed out of the system. The division 

between output growth and inflation is thereby 

improved. 	MTFS is complemented by micro- 

economic p 	es that encourage enterprise, 

efficiency 	flexibility, enhancing the 

growth of outp 	and the creation of jobs. 

2.04 The success of the 	FS since its introduction 

can be gauged from the paths of money GDP and 

inflation. Over the past six years, money GDP 

growth has declined from nearly 20% to around 

8%, broadly in line with A ssumptions 
underlying successive vers 	the MTFS. 

The division of money GDP betwe 	t growth 

and inflation has improved cons 	over 

and this period. Inflation has come d 

is set to fall further. The economy 

to embark on its sixth successive 
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B U prGET, I-AIWA:DO/11.Np  er  iod of growth since the 

1973 oil crisis. 
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since mid-

markedly. 

failed to m 

force, and un 

Moderation in 

and productivity has improved 

r the growth in new jobs has 

the growth in the labour 

1 	ent has remained high. 

creases is the only 

Objectives and the Framework 

2.06 The path set out for money GDP 

reflects the objective of a furthe 

in inflation and continued growth o 

at a rate which is sustainable in the 

le 2.1 

tion 

- 2 - 
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The money GDP path 

2.05 Numbers in work are up by around 600 thousand 

way of ensuring t t rising prosperity is 

reflected in lower unemployment as well as in 

higher productivity and higher living standards 

for those in work. 
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growth of nominal demand is neither excessive 

nor deficient. 

2.07 The money GDP figures indicate broad medium 

term objectives; they are not targets. 

Fluctuations around the path shown will 

inevitably occur; the finannial policicd which 

support the MTFS are designed to bring it back 

on track over time. [If the Government's 

estimate of potential output changes, it may 

be appropriate to review the money GDP path.] 

NOT TO BE COPIED 
should ensure that the 

Table 2. 	h of the Money Supply and Money GDP 

Money GDP (1)(2) 	9(734) 

M0(3) 	 334 

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

612 61 4 6 512 

2-6 2-6 1-5 1-5 

£143(3) 	 15 	 11-15 

The money GDP figure for 1986-87 is a forecast; 	and in subsequent years 

the figures describe the government's 	medium term objective. 

Percentage change on previous financia 
	

See Table 2.4 for further 

detail. 	The figure in brackets for 19 	is adjustcd for the coal 

strike. 

1985-86: percentage change from mid-February toia d-February. 

1986-87: target ranges. 

Monetary and 

Fiscal Policy 

2.08 Monetary and fiscal policies together affect 

money GDP. There is some scoç 	varying the 

balance between them, consist 	any given 

money GDP path. The Budget p 	the main 

opportunity to review fiscal poli 	terest 

rates can be changed more frequen 	rder 

to maintain monetary conditions consis 	"th 

the desired GDP path. 
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Monetary  Policy  

2.09 Monetary conditions are assessed in the light 

of movements in broad and narrow money and the 

behaviour of other financial indicators, 

particularly the exchange rate. 

NOT TO BE COPIED 

Monetary Growtti 

1980 	 19 I 	 1982 	 1983 	 1994 	 1985 	 1986 

Note : based on 	 Onths 

Interest Rates 2.10 In recent y ars the authorities have 

attempted to reDt 	the expansion of broad 

money by heavy 	g. This has involved 

selling more debtOthan is needed to fund 

Government borrowing. The result has been a 

progressive distortion of financial markets, 

including a rising stock of 	mercial bills 

held by the Bank of England 	systematic 

overfunding makes monetary p 	arder to 

operate, and is not susta 	 The 

Chancellor therefore announced 	 1985 

that sales of debt outside the ban i 	tem 

would be limited to the amount neede 

the PSBR. 
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2.11 With funding thus constrained, short term 

interest rates are now the principal instrument 

for achieving appropriate monetary conditions 

during the year. They are currently high and 

positive in real terms throughout the world. 

2.12 Measures of broad money have persistently grown 

faster than money GDP over the last six years, 

unlike the experience of the 1970s. High real 

interest rates have increased the relative 

attractiveness of financial assets; and 

financial liberalisation and increased competi-

tion between banks and building societies have 

led to a rapid build up of both liquidity and 

bt. This has proved consistent with 

ming inflation and money GDP growth. At 

,95\ ta th A me time the high proportion of interest 

1  :S  ring deposits within broad money has meant 

that the immediate response of aggregates such 

as EM3 to changes in short term interest rates 

is uncertain. 
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able impact on some measures of' narrow money. 

The growth of M1 has fluctuated greatly, in 

part due to interest rate changes. But in 

recent years it has been inflated by the rapid 

growth of its interest bearing component, as 

in the United States; and the boundary between 

interest bearing and non-interest bearing 

accounts has been subject to considerable short 

term variation. The growth of M2 has been more 

stable, but data has been available only since 

late 1981 and the figures are subject to 

frequent sizeable revisions. 

NOT TO BE COPIED 
also having a consider-- 

MO has behaved in a much more stable fashion 

han the other narrow aggregates. Since it is 

lly non-interest bearing it responds in an 

t, \ u a iguous manner to changes in short term 

t‘4st rates, though by rather less than non-

interest bearing Ml. Its velocity has been on 

a rising trend as institutional change and 

technological improvements lead to a 

progressiv 	uction in the use of cash. But 

the upwar 	d has been very steady, and not 

subject to 	variation. Although it 

contains only " sma1.1 proportion of total non-

interest bearing tractions balances, it has 

proved a good indi 	or of monetary conditions 

in recent years. I
0
t remains the government's 

preferred measure of narrow money. 

Monetary targets 2.15 The government is setting t 

for MO, as a measure of narr 

as a measure of broad money. 

shown in Table 2.1. 
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2BIUDGEtio tli$TaalkUtting e of 2-6% is the same as 

indicated in last year's MTFS. Illustrative 

ranges are also given for MO in later years. 

2.17 For £M3, the target range has been raised to 

11-15% reflecting the rapid fall in velocity 

observed during the last six years and the end 

of overfunding. Illustrative ranges for 

future years are not given for EM3 on this 

occasion because the uncertainties surrounding 

its velocity trend are at present too great. 

2.18 In implementing policy and making decisions 

about monetary conditions and interest rates, 

the Government has to make a careful assessment 

f the behaviour of the monetary aggregates in 

4  ation to their targets, and other indicators 

ially the exchange rate. 

2.19 If the underlying growth of MO were to move 

significantly outside its target range, the 

government would take action designed to bring 

it back 	•e unless other indicators 

suggeste-any that monetary conditions 

remained dst 	actory. If £1.13 were to move 

outside its 	rget range, more convincing 

evidence wou 	required from other 

indicators before 	iding whether action was 

needed. Changes irPinterest rates triggered 

by £143 moving outside its range are unlikely to 

bring it back inside the range very quickly, 

probably not within the tar 	eriod. Such 

action clearly affects t 	h t n es s of 

monetary conditions, but is oe likely to 

affect MO growth than £M3 grow 	je short 

term. 
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The PSBR Path 

2.20 Last year's MTFS indicated a sharp reduction 

in the PSBR for 1985-86. Current estimates 

suggest this has been achieved. The outturn 

is expected to be about 2% of GDP, in line with 

last year's projection. This follows three 

years when the PSBR remained at ahnut 31 4% per 

cent of GDP. This year's figure is the lowest 

recorded since 1971-72 even if central 

privatisation proceeds are excluded. 

2.21 	Last year's MTFS also indicated the path of the 

PSBR which the Government considered appro- 

priate over the medium 	 The path 

indicated this year is esse is.. 	the same. 

In assessing the appropriate 	ath the 

composition of receipts and expe l it 	have 

been taken into account. 
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is forecast to be rr 

Assumptions 

billion or 2 per cent of GDP. 	The scale of 

the central privatisation programme is planned 

to rise from £21 2 billion in 1985-86 to £434 

billion; but North Sea revenues are projected 

to decline from £12 billion in 1985-86 to about 

£6 billion. The situation in the oil market is 

very uncertain, and this points to a cautious 

assessment of fbture revenue growth. 

2.23 	The fiscal projections summarised in table 2.4 

show a further small reduction in the PSBR to 

1 1 2% of GDP in 1988-89 and 1989-90. The 

figures after 1986-87 are illustrative, and 

decisions about the appropriate PSBR in 

particular years will be taken nearer the time. 

ojection in Table 2.2 incorporates the public 

2.2 

	

	or he period to 1988-89, the expenditure 
7.\-- 

expenditure  plans set out in the Public 

Expenditure White Paper (Cmnd 9702). For 1989-

90 it is assumed that the planning total will 

increase 	e with inflation. The revenue 

pr oje c t i 	in Table 2.3 are based on the 

conventionac' 	umption of constant 1986-87 tax 

and contribu 

d f)^ 

,(<3n 	t e s , and allowances and 

thresholds inde 	m the proposed 1986-87 ( 

levels. All change

s

oproposed in the Budget are 

taken into account. 

2.25 Output is assumed to grow by about 21 2% per 

annum over the four years 	989-90, with 

growth of 234% per annum in 	 th Sea GDP 

offset by a decline in Nor 	output. 

Inflation as measured by the GD de at or is 

expected to fall to 33/4% in 1986-87 

the sharp reduction in oil price 

marking time in 1987-88 as the oil 

-9 - 
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stabilises, a steady decline in inflation to 3% 

in 1989-90 is projected. It is assumed that 

there is no major change in the sterling 

exchange rate index from year to year. These 

assumptions are consistent with the broad 

medium term objective for money GDP set out in 

Table 2.1 

Public Expenditure  

2.26 Continued restraint in public spending plays 

a vital role in the Government's economic 

0 
 strategy. 	The cash planning totals set by 

the Government in the White Paper are designed 

0 0 hold total spending broadly level in real 

ms. The projection given in Table 2.2 

ds to 1989-90, one year longer than the 

n . The assumption for the final year means 

that the planning total remains broadly 

constant in real terms over the whole MTFS 

period. 

2.27 As a propw IonAOf GDP, general government 
e" 

expenditure < a-  already fallen significantly 

from its peak f 	46% in 1982-83. Given 

the assumed grow 	o output, it is projected 

to decline furthe <>from over 144 per cent in 

1985-86 to less than 140 per cent in 1989-90. 

This will enable a continued decline in 

borrowing to be combined with reductions in 

the burden of taxation, so 

tion, efficiency and employm 

plans for public expenditure ar 

fully in Part 5. 

ving motiva-

e existing 

sed more 
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le 2.2 General Government Expenditure  

Pu 	penditure 

pl 	total (1) 

Inter pa ents 

Other ad 	tments (2) 

1985-86 1986-87 1987-88 

ebillion, cash 

1988-89 	1989-90 

134 139 144 14812 153 

1712 

6 

15712 

212 434 434 434 434 

1984-85  

129.6 

16.1 

4.2 

For 1984-85 to 1988-89 	gures are as in Table [5.2]. Assumed to be 

the same in real terms i8 	0 as in 1988-89. 

See Table [5.2] and paragr 	[ .13]. 	The purpose of these adjustments 

is to convert the planning total into general government expenditure. 

See Cmnd 9702, Table 1.4. Assumed to be the same in cash terms in 1989-90 

as in 1988-89 

Revenue  

  

0 
2 28 The growth in Gov 	revenues in cash terms 

over the medium ter eill depend on the growth 

of incomes, spending and prices, as well as 

on policy decisions. 	On the unchanged policy 

assumptions set out above, general government 

receipts are expected to inc 	broadly in 

line with money GDP. 	Govern 	enues from 

the North Sea are projected to 	.. --rply in 

1986-87 from the peak levels of 98 	5 and 

1985-86 -the result of the projecte 	e in 

output and of the drop in real oi.  

[which has already occurred.] But the 
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source is offset by 

buoyant non-North Sea revenues. 

General Government Receipts 

tbillion, cash 

1984-85 1985-86 1986-87 1987-88 1988-89 1989-90  

CONFIDENTIAL 

Taxes onçtncomes, 

expenditure and capital 

National Insurance and 

other contributions 

Interest and divi 

Other receipts 

Accruals adjustment 

General government 

receipts 

North Sea tax (1) 

	

105.5 	11312  

	

22.9 
	

2412 

612 

512  

_12 

6 	14 
	

412 	14 12 

(1) Royalties, petroleum revenue tax (including advance payments), and 

(before advance 

exactly to tax 

Sea production. 

corporation tax from North Sea oil and 

corporation tax set-off). 	This does 

receipts in the same financial year 

See footnote 2 to Table [ 	]. 

gas production 

not correspond 

ect of North 

0 
Public Sector Bor 

2 29 The projections of Government expenditure and 

receipts are brought together in Table 2.4 to 

provide projections of the general government 

borrowing requirement (GGB 

The size of the fiscal adju 

the estimates of revenues and 

always, these are subject 

certainties. Apart from the gen 

culty of projecting the yield from a 

of tax rates, recent events in wo 

- 12 - 

of the PSBR. 

pends upon 

ure. As 

un-

iffi- 
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)ection of' oil revenues 

particularly uncertain. On the expenditure 

side, the planning total for the final year has 

yet to be agreed. 

Expenditure. Receipts and Borrowing 
as a x of GOP 

X 	 PSBR 
= Receipts 
	 Expenditure • 

0 Fiscal Adjustment 
	

Ea Receipts at unchanged Tax Rotes 

2.30 Changes since the 1985 MTFS are discussed in 

the Annex. 
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Real GDP 

Non-North Sea 334 3 234 234 

Total 312 234 212 212 

Inflation 

534 334 334 312 GDP deflator 

234 
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T 	2.4 	Public Sector Borrowing (1) 

ibillion, cash 

overnment 

1984-85 1985-86 1986-87 1987-88 	1988-89 1989-90 

ex 

Genera gov 	ment 

150.0 15712 164 16912 	175 17912 

receip '  140.9 14912 

Fiscal adjustment from 

previous years (2) 

Annual Fiscal 

adjustment (2) 

GGBR 	 9.1 	812 

Public corporations 

market and overseas 

borrowing 	 -112 

PSBR 	 7 

Money GDP at market 	32 	57 	380 	404 	428 	452 

prices (3) 

PSBR as % of GDP 
	

2 	134 	134 	112 	1 12 

Constituent items may not sum to totals due to rounding. 

Further details for 1985-86 and 1986- 	provided in Table [6.5]. 

Means lower taxes or higher expenditu 	han assumed in lines 1 and 2. 

The assumed paths for prices and output° 	as follows: 

Percentage change on previou fin cial year 

1985-86 1986-87 1987-88 1988-89 1989-90  

- 14 - 
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Conclusion  

2.32 [Events in the oil market may make it necessary 

to revise the assumptions on which the 

projections have been based. 	But the 

Government is committed to maintain progress 

to lower inflation in the medium term, secured 

by appropriate financial policies. 	This 

provides the framework within which the 

Government will pursue its micro-economic 

policies.] 
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ECONOMY: RECENT DEVELOPMENTS AND PROSPECTS TO MID-1987 

Summary 

Demand and Activity 

Labour Market 

3.01 1985 saw further big increases in 

both exports and business investment. For 

the forecast period substantial growth 

is likely not only in most areas of domestic 

spending but also in exports. Total domestic 

oduction and manufacturing output are 

expected to record further growth 

range 2-3 per cent. 

<7 

3.02 Employment has continued to rise, 

with an estimated extra 219 thousand jobs 

in the year to September 1985. 	In spite 

of this 

< 	
has been some further rise 

in unemplo 	t over the last year. However, 

with lAhour force glowth now likely to 

fall, prospec 	unemployment are better 

than for some y 

Inflation 	 3.03 After rising in the early months 

of 1985, inflation has been on a downward 

path since June and in 	anuary 1986 the 

RPI increase was 51/2  per 	J The inflation 

rate is expected to b 	or below 

4 per cent for most of the f 	period. 

Assumptions 
	

3.04 The UK forecast is b 	on the 

assumption that fiscal and moncta 	icies 

are 	set within the framework of 	40,41.4 FS. 
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North Sea oil prices are assumed to average 

$15 in 1986-87. Neither the sterling index 

nor the sterling dollar exchange rate are 

assumed to change much. 

or 	conomy 3.05 Output in the world economy has now 

been rising since early 1983, and inflation 

has been coming down since 1980. The recent 

large fall in oil prices will be of 

particular help to oil importing countries 

both in the developed and developing world. 

Assisted by further moves to lower interest 

rates, a period of low inflation and good 

growth in output and trade is in prospect. 

<(‘ 

Many of the problems arising from payments 

balances and debt repayments will remain. 

the benefits to trade, output and 

inflation from the fall in oil prices should 

prove substantial. 

Trade and the 

current account 

3.06 

the 1 

exports 

orts have grown strongly over 

two years: in 1985 manufactured 

<4 	twice as much as world trade. 

The curr t account of the balance of 

payments is 	ted to remain in sizeable 

surplus despi 	 the big fall in oil prices. 

Offsets inch& higher export earnings 

on other goods - with most overseas markets 

benefit ing from the fall in oil prices 

- lower profits ea 

companies in the N 

earnings from the UK 

assets. 

by foreign oil 

ea, and higher 

<ri,S1  t ck of overseas 

(::41  
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t developments 	3.07 	After a spurt in 1983 and the first half of 

1984, US economic growth has slowed down sharply. By 

the final quarter of 1985 real GNP was 2i 	per cent 

higher than a year earlier. 	The performance of 

the US economy has strongly influenced the 	pattern 

of cconomiu growth in other major industrialised 

countries. 	In Japan and Germany, 	in particular, 

output grew significantly faster than domestic demand 

(a)  

in both 1984 and 1985, 	thanks to the substantial 

external contribution to demand, 	stemming in large 

art from the US. 	More recently the recovery in 

(/, ope has strengthened and growth has become less 

	

ent on exports to the United States. 	In Japan 

g 	as shown some signs of slackening, 	although 

re 	high by European standards. 

3.08 	omestic demand is now growing at similar rates 

in the United States and other major industrialised 

countries. 	But the effect of much faster growth 

between 1982 and 	4 in the US, 	together with the 

effects of the 	still only partially reversed - 

in the dollar, ar 	in the pattern of current 

account balances: aarge deficit in the US and large 

surpluses in Germany 	 There have, though, 

been a number of helpfu 	toward reducing these 

imbalances over the past yQar. 	Slower growth in the 

US has not only reduced the increase in US imports, 

but also contributed to lower interest rates and a 

fall in the dollar. 	The latter w- 	elped by the 

Plaza Agreement of 22 September b 	the Finance 

Ministers of the Group of Five. 	 eless, 	a 

period in which US domestic deman 	wth is 

significantly slower than that in Europe 	 is 

likely to prove necessary if current account 	ses 

and deficits are to be reduced. 
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consumer prices in the major industrialised 

increased on average by about 4 

with over 14  per cent in 1984. 

the weakness of primary product prices, 

NOT TO BE COPIED 
fell further in 1985: 

countries 

per cent, compared 

This partly reflects 

(see chart 
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sharply. The background to these oil price 

developments is set out in chart 3.2. Before the first 

oil price shock the non-communist world demand for 

oil was around 48 million barrels per day, and about 

30 mbd of this was produced by OPEC members. 	Despite 

the 1973-74 increase in oil prices OPEC managed to 

maintain roughly this level of production throughout 

the 1970's. 	After falling in 1974 and 1975 total 

demand for oil rose again during the rest of the 

decade, while non-OPEC supply grew by roughly the same 

amount in absolute terms. 

NOT TO BE COPIED 
oil prices have fallen 

T 3.2 	Oil supply (to be revised) 
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3.12 	Towards the end of 1985 Saudi Arabia indicated 

that it was no longer prepared to maintain 

roduction at very low levels in order to 

_ existing level of prices. 	The resulting 

its own 

maintain 

increase 

PPlY, combined with no sign that other producers 

repared to make offsetting cuts in their 

, has produced a sharp fall in prices. 

rther (see 
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QRLY „ second sharp increase 

in oil prices in 1979 has been very different. Demand 

for oil has fallen and non-OPEC supplies have 

continued to rise sharply. OPEC's pricing policy made 

it effectively the residual source of supply and 

demand for OPEC oil nearly halved: from about 30 mbd 

in 1979 to less than 17i mbd on average in 1985. 	A 

large share of the production cuts fell on Saudi 

Arabia. 

Prospects 3.13 	Total demand and supply for oil may well 

respond only slowly to the large fall in price, and so 

excess capacity is likely to be present for some time. 

This forecast 	es that prices will settle at 

around $15 per 	- rather below, in real terms, 

the level betweerl92and 1979. 

3.14 	The prices ofq 

are also unlikely 

her primary products 

rengthen significantly over 

the next year or so, sire with some exceptions (for 

example a temporary shortfall in the coffee crop), 

supplies are abundant and stocks relatively high. The 

industrial countries can therefor expect further 

improvements in their terms of t 	raising real 

incomes and enabling inflation to 

table 3.1). 
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Table 3.1: World econ 

14. 	2i 	3i 	4 

4i 	4 	2i 

en countries*: 

Con Jfferprices 
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percentage change on a year earlier 

1984 	1985 	1986 	1987 

first half 

World trade, at constant prices 

Total imports 	 10 
	

3 	6 	5i 

Trade in manukiil  

(UK weighted) 

* USA, Japan, Germany, 

8- 	4 	5 	5 

, UK, Canada and Italy. 

growth of real GNP in the United States 

shoul pick up in 1986, 	benefiting from lower oil 

prices and from the effect of the lower dollar on 

trade. 	Consumers' expenditure, while growing more 

slowly than in recent years, should be helped by the 

lagged effects 	er interest rates, 	lower oil 

prices, and ris 	set prices. 

3.16 	Growth in J 	 a little weaker 

in 1986 as the expansi 	o domestic demand may not be 

sufficient to compensate 6r a slowdown in the growth 

3.1 

of exports. 	In most European countries the economic 

recovery should strengthen in 1986, with the rate of 

growth increasing, particularly in Germany. 
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industrialised countries 

may grow by about 3i-4 per cent over the next year. 

Together with lower inflation and interest rates in 

the major countries and the reduced cost of their oil 

imports, this should provide a better prospect for the 

non-oil developing countries, despite weak commodity 

prices. 	Oil producing countries, on the other hand, 

particularly those already heavily indebted, 	face 

severe difficulties and will have to cut their imports 

further. 
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e 3.2: World import volumes, annual growth rates 

 

Wei 

1984 

1985 

1986 

* Germany, 

USA Japan Europe* OPEC 	Developing 

countries 

Other Total 

1984 19 8 31 7 14 22 100 

24 11 6 - 10 8 10 10 

3 1 5 8 1 6 3 

9 8 7 - 16 7 5 6 

FrancJ taly, 	Netherlands and Belgium 

This picture of world activity is reflected 

attern of world trade growth. 	Import growth 

is 	to be strongest in oil-importing countries 

e whose exchange rates have appreciated 

most over the past year. 	This points to rapid growth 

of imports into Europe, 	Japan and many developing 

countries, but to large falls in oil producers' 

imports. 	Overa 	port growth in 1986 should be 

well above that 	85. 
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ange Rates 	 3.19. 	The dollar has declined substantially (by over 

20 per cent against a basket of other currencies) 

since its peak in early 1985. 	In 1985 as a whole the 

sterling index was little different from 1984. 	There 

‹A 	 were however some sizeable swings during the course of 

the year. 	The index rose from a lowpoint of 70i in 

January to a high of 84i in July, before declining to 
78 in December. The index has fallen a little further 

this year as a result of the fall in oil 	prices. 

Over the past year sterling has risen by about 30 per 

Oe nt against the dollar, but fallen against most other 

encies. 

• , 
1.8 \'‘ 

DOLLAR/STERLING RATE 

1.6 

STER'JNG INDEX 

A 

Sc 
1979 	1980 	1981 	1982 	1983 	1984 	 1986 

RATE AGAINST EMS 
.%, 

'‘ I  

% 1  

110 

100 

90 
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Chart 3.5: Exchange rates fo 

DC)L,_A-R/STERLING RATE 
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that sterling will not 

 

change much from its present level either in dollar, 

or effective terms. 

Rates 	 3.21 Short-term interest rates fell during much of 

1985 from the peak levels reached in February and 

March. 	They rose again in January this year as 

sterling weakened but in 1986 so fdr Lhey have been 

a little below levels a year earlier. 	Hcwever in 

1985-86 short rates, at 12 per cent, have on average 

(OP
been a point or so above the levels of 1984-85 and 

several points above levels in the US, and mcst other 

ndustrialised countries. 	Long rates have been much 

m e stable. Yields on 20 year gilts have been within 

-11 per cent range for almost all of the last 

t 	ars, but in recent weeks have been at the 

boso o this range. 	Real yields on index-linked 

gilts 	- .lso been relatively stable. 
\z 

Chart 3.4: Interest rates in the UK 
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613.5rTtONLYre of its target range in 

the early months of 1985-86, but growth slowed during 

the course of the year, in response to the increase 

in interest rates last winter. 	In recent months MO 

growth has generally been just above the bottom of 

its target range. 	The annual increase in MO velocity 

has been stable for many years now, and is expected 

to remain so. 

3.23 Growth in the non-interest bearing component 

of Ml, 3 per cent over the last year, has also slowed. 

This has been in response to higher interest rates and 

he increased availability of high interest cheque 

ounts which are in Ml, contributing to an 

eration in M1 in total. 

Broad Money 	 3.24 The rate of growth of £M3 has risen during 

the course of 1985-86 and has been well above both 

the target ran 	in the 1985 MTFS and the growth 

of money GDP. 	 funding objective now set at 

the level needed 	cover the PSBR, £M3 growth (at 

14-15 per cent on a v. 	her in recent months) has 

reflected a continued 	expansion of bank credit. 

Other broad aggregates ha F grown at much the same 

rate. 
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ElbJ5D G  Ta  WS Tx pOtAILY  of broad money and credit 
reflects to a large extent the pace of financial 

innovation and liberalisation. 	In addition, 	since 

over two-thirds of V13 bears interest and is now 

an attractive means of holding financial wealth, 

the high level of real interest rates may have 

contributed to higher bank deposits. The higher 

levels of financial wealth and debt in relation to 

incomes probably reflect a permanent shift in the 

private sector's portfolio which is not likely to be 

reversed through higher spending. 	They are therefore 

expected to be consistent with the slower growth of 

ominal incomes and the fall in inflation in this 

V) ecast. 

TRADE AND THE BALANCE 0 

Relative costs and 

prices 

3.2 	last two to three years as a whole have 

exhibi ed relatively little change in most measures 

of cost and price competitiveness, although there have 

been large short-term swings associated with movements 

in the nominal exc nge rate. As table 3.3 shows, the 

effects of a it 	minal exchange rate have been 

broadly offset b 	abour cost increases at home 

above those in the 	main overseas competitoro, 

despite a good UK prolp 	ty performance. 	Assuming 

an unchanged exchange 	the UK's cost and price 

competitiveness may be kttle 	different from the 

average of the last three years. 
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manufacturing.. 

Sterling Relative Relative Import 
Index actual unit export Price 

labour costs prices Competitiveness 
<A (1975=100) 	  (1980=100) 

worsen. 

CONFIDENTIAL 

Table 3.3: The 
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ONLYBUDGET LIST 	attve  

costs and prices in 

1983 

1984 

1985 Estimate 

831 85 89 941 

781 83i 871 92 

87- 89- 91i 

* Ratio of UK to 	 costs/prices 

Trade prices and the 

terms of trade 

appr c 

in the 

rices of most categories of imports fell 

course of 1985. 	The exchange rate 

during the course of the year, 	inflation 

developed world was low and commodity prices 

were weak. By the final quarter of 1985 import prices 

of all goods and services were 5 per cent lower than a 

year earlier. F 	85 as a whole, the terms of trade 

were 1 per cen 	those in 1984 because 	of the 

weakness of commoiOt 	ices. But some decline in the 

terms of trade is li ly in 1986 because the price of 

oil has fallen relatiQ 	her goods and services. 

As oil has a greater sha 	in UK 	exports than in 

imports, a fall in its prcCe reduces export prices 

relative to import prices. The forecast deterioration 

in the terms of trade means that the UK will have to 

export more in volume terms to purca 	given volume 

of imports, if the current account 
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per cent changes on a year earlier 

All goods 

CONFIDENTIAL 

1W3 
1984 

1985 

1986(Forecast  

Export 	Import 	Terms 

Volume 	Volume 	of Trade' 

2 	 8 	 i( i) 

8- 	 11 	- 2 (-1 ) 

5i 	 3 	 1( 3i) 

5i 	 6i 	- 2( 1 ) 

* The terms of t 	the ratio of UK export to import prices (average 

values); the figure 

Trade volumes (goods 

other than oil) 

ckets exclude oil and are on an OTS basis. 

As shown in chart 3.7 UK exporters of 

res improved their share of world trade 

in 	1 	erms in 1984 and may also have done so 

in l'5. The value share has however declined 

slightly as UK export prices have fallen relp,tive to 

those of our competitors. 	The forecast of exports of 

manufactures (exc 	ing erratics) in volume terms is 

for further 	 5 per cent in 1986. 	This is 

the same as to t 
	

in world trade, but less than 

in 1985. 
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Chart 3.7: Export shares 	culd impurt 

Share of UK exports in main 

manufacturing countries 

ports of manufactures 

pene L.vd 1.J.U11 

Share of imports in total domestic 

expenditure (excluding oil) 

 

3.29 	Between 1982 an the growth in domestic 

demand for manufactures ( 1  per cent at an annual 

rate) has been Shared by importers and domestic 

producers, with importers continuing to increase their 

share. Domestic demand for manufT 

growth in .il 4. 

is expected 

to grow in 1986, because f  

investment and consumer durables i 	articular. 

Growth in imports of manufactures in 1 	forecast 

to be around 7 per cent, twice as fast 

demand growth, a relationship similar to 

1982 and 1985. 

mestic 

ween 
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substantial fall in the 

balance of trade in oil in 1986 as a result of lower 

oil prices, partly offset in the current account as a 

whole by reduced invisible earnings of foreign owned 

companies operating in the North Sea. Little change in 

oil production in 1986 is expected and domestic demand 

for oil will be below the 1985 level which was boosted 

by the coal strike. 

3.31 The balance of trade in services has more than 

doubled since 1982. 	1985 was an exceptionally good 

BUDGET SECRET 
BUD GETprElEeTt OAILY  a 

year, with large gains in earnings from financial 

services, tourism and travel. 	With imports of 

rvices, particularly tourism, likely to grow faster, 

balance on services may show only a modest gain in 

3.3 	profile of the transfers balance is 

affec d by the timing of official transactions with 

the European Community. 	As the bulk of the UK's 

rebate on its 1984 contribution was delayed into 

1986 the transfers balance was unusually low in 1985, 

by about 	bi 	A correspondingly high figure 

is projected for 	86 

3.33 The surplus on 	 , profits and dividends 

(IPD) fell slightly in 98- 	A rise in the non-oil 

IPD balance was more thanooffset by a deterioration 

on oil OPD . which largely reflected a once-for-all 

write off of losses on BP's Sohio subsidiary. 	Lower 

oil prices in 1986 will reduce the pr fits of foreign 

oil companies operating in the N 	 more than 

they reduce the profits of UK oil 	 overseas 

operations. There should be a rise i t.n-oil IPD 

balance as a result of a further increa 	'n 	e UK's 

net overseas assets. 	 -- 0 
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3.5: Current account of the balance of payments, tbillion 

Oil 	Other Goods** Invisibles 	 Total 

Actual After allowing 

and 	for special 

forecast factors* 

CONFIDENTIAL 

1983 	 - 8 (-2i) 	4 
	

3 
	

3 

1984 	 - 11 (-4) 	 5 
	

1 
	

4 

1985 	 - 10 (-3) 	 6 
	

14 	 5i 

1986 (Forecast) 	 10 (-3i) 	8i 
	

14 
	

32 

* The timing of EC rebate 	the effect of the coal strike. 

** The balance on manufact 	in brackets. 

3.34 Table 3.5 summarises the current account and 

its main components. 	Allowing for the effects of the 

coal strike the current account was in sizeable 

surplus in each 2 	the last three years and a 

substantial sur 	s again forecast for 1986. On an 

underlying basis, 	urplus in 1986 is expected to 

be lowcr than in 19 	as a result of the big fall in 

oil prices. 	The con  4 	n of North Sea oil to the 

current account - ie th 	ance of trade in oil less 

foreign companies' North 	a profits - is forecast to 

fall from a strike-adjusted £6i billion in 1985 to £3i 

billion in 1986. 	Chart 3.8 shows the components of 

the account over a longer period, tive to GDP. 

(S 
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3.35 The UK's stock of net overseas 	ssets\to have 

been 24 per cent of GDP (£85 bi 	at the end 

of 1985, compared with 6 per cent 
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TION 

Inf a 

Costs in 1985 

rose by about 1 per cent less mainly bee- 	the aboli- 

tion of NIS in October 1984, 

In the 

sector, average earnings increased by 8i-9 p 

unit labour costs by 4 per cent. This was much f 

cturing 

and 

an 
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3.36. 	In the year to 1985Q4 the BPI increased by 5i per 

cent, a little more thAn forecast in last year's FSDR. In 

the middle of the year retail price inflation touched 7 

per cent reflecting in particular increases in mortgage 

nterest rates in February and April 1985 and the weakness 

sterling in late 1984 and early 1985. 	Between May and 

ary retail prices rose by only 1.1 per cent in total, 

by a fall in mortgage rates 	by lower petrol 

d a 9enercei eckStr,3 Of CeSi- 

t prices declined during 1985 and in the final 

out 5 per cent lower than in 1984Q4; 	the 

prices of imported fuels fell 14 per cent over the same 

period. 	Prices of the manufacturing sector's imported 

inputs fell rapidly from their peak in February and by the 

end of the year wer 	er cent below their December 1984 

level. The rate o 	ease in manufacturing output prices 

started to slow down 	second half of 1985. 

3.38. 	The underlying gro 	average earnings (that is, 

abstracting from the effect 	strikes, 	delayed settle- 

ments and other temporary factors) continued at about 7i 

per cent in 1985 - little changed from 1984. 	With output 

per head growing at about 2 per cent (after allowing for 

costs was about 5i per cent in 1985. 	 labour costs 

in unit wage the effects of the coal strike) the 

in most other major industrial countries. 	Pre-t 	re 1 

earnings of employees increased by an average of almost 

2i per cent a year between 1982 and 1985. 
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9 
UNT LABOUR COSTS IN MANUFACTURING 
percentage change on previous year 

UK 
OM Trade weighted average of other major industrial count-i.s 

19130 	 1982 	1993 	1984 	MIS 

as- 

Prospects 	 3.39. 	So far the c •ent pay round is showing little sign 

of any significant 	e in the level of pay settlements 

or in the underlyingo 	f growth of average earnings 

in the private scctor. 	Unit labour costs for the economy 

as a whole may rise by  5q 	t in 1986, and unit labour 

costs in manufacturing may 	slightly less than this. 

World commodity prices are 155ely to remain weak in 1986. 

With oil prices in sterling terms almost halving between 

1985 and 1986, the overall cost of manufacturers' material 

and fuel inputs should fall quite sharp 	etween the two 

years. 	The prospects are for ye tje 	t growth in 

manufacturers' total costs and a wideni 	• 	ofit margins 

for a time. 
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Table 3.6: 	Costs in manufacturing (percentage changes on a year earlier)  

Materials and 

Unit Labour 	fuels purchased 

Costs in 	by manufacturing 	Estimated 	Output 

Manufacturing 	industry(1) 	Total Costs 	Prices(1)  

1983 	 i 	 8 	 2i 	 5i 

1984 	 2i 	 8- 	 4i 	 5i 

1985 	 4 	 4 	 4 	 6i 

1986 ( 
	

-11 i 	 14. 

(1) Excluding f k and tobacco 

prices, 

prices 

fall in import prices since the spring of 1985 

ted to the recent low monthly growth in retail 

11 continue to contribute to low increases in 

over the coming months. 	The annual rate of 

inflation will fall quite sharply in the months after 

January 1986. 	In the last quarter of the year RPI 

inflation may be ab 	4 per cent, 	with little change 

likely in the fir 	 f 1987. 	The fall in oil prices 

is expected to work 	 fully through to petrol prices 

in the course of 19 	The forecast increase in thc 

housing component of q 	I (which covers mortgage 

paymcnts, rents, rates, 	other housing costs) mainly 

reflects the prospects fc local authority rates in 

1986-87. 
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Food 

Nationalised 

(including wate 

Housing 

Other 
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Total 
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Retail prices index  

Per cent changes on a year earlier 

Forecast 

Weights 19R4 Q4 1985 Q1 1986 Q4 1987 Q2 

in 1985 

	

19 	 3i 	3 	3 	3i 

	

9 	4 	5i 	14. 	3 

	

15 	101 	91 	91 	3i 

	

57 	4 	5i 	3 	14 

	

100 	5 	5i 	4 	3i 

3.41. 	Other price rices sometimes move differently from 

the RPI because o 	rences in coverage. 	In particular 

they vary in the dego which they are affected by 

movements in import p 	es; and the housing component of 

the RPI includes a direc 	fe t from interest rate changes 

which is absent from °the. glav- ce indices. 
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3.42. 	The GDP deflator measures the price of domestic 

value added - principally unit labour costs and profits per 

unit of output - and excludes imports altogether. 	The GDP 

deflator covers all sectors of the economy, including oil 

output in the North Sea, and so is highly sensitive to the 

fall in world oil prices. 	This contributes to a marked 
COrni 

Lo have 

slowdown in the growth of GDP deflator over the ?em-t- year. 

The 	deflator ibr UDP at market prices is estimate

ci r 
  

increased by 5i per cent in 1985-86, about one per cent 

faster than in 1984-85. 	In 1986-87, 	inflation on this 

0  easure is expected to fall back to about [i:Iper cent. h no further benefit from lower oil prices assumed after 

the GDP deflator is not expected to show any 

decline in 1987-88. 

DEMAND AND ACTIVITY 

3.43. 	test estimates suggest that GDP rose by about 3i 

per cent in 1985, or 2i per cent after making allowance for 

the effect of the recovery from the coal strike. 	Over the 

year to the first quarter of 1985, GDP is estimated to have 

risen by almost 4 	nt in strike adjusted terms: 	this 

was the period whi 	w he most rapid growth in the world 

economy. Since then 	path of GDP has been flatter. The 

rise in GDP between the 	and third quarters of the 

year was more than accoun 	by recovery from the coal 

strike, but growth seems to„have picked up again in the 
\.) 

fourth quarter: the preliminary estimate of the output.  

measure of GDP showed growth at annual rate of 2i per cent 

between the third and fourth quarters of the year. 	The 

flattening out of strike adjusted GDP 	g the middle of 

1985 reflected in part the high 	 of business 

investment and North Sea output in the 	arter of the 

year. 	Output in most sectors of the eco 	including 

manufacturing, continued on an upward t 	roughout 

1985. 
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1984 

£ billion at 

1980 prices  

29.0 Business(1) 

Table 3.8: 
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3.52. Table 3.8 provides details of the forecast for total 

investment and its major components. 	Overall in 1986, 

fixed investment is expected to show a further year of good 

growth. 	North Sea investment is expected to recover this 

year to a similar level to that in 1984, mainly reflecting 

increases in expenditures on oil fields already under 

development and on gas fields due for development. 

Gross Fixed Domestic Capital Formation 

(at constant prices) 

Private dwellings(4) 
	

9.5 

General government 
	

6.9 

Total fixed investment 
	

45.4 

1984 	1985  

	

10 	4 

	

4 	- 1 

	

5 	- 4 

	

8 	1 

Per cent change on 

previous year 

Forecasts 

1986  

4 

5 

1 

Including investment by public c 	tions 

Figures for manufacturing include 1.>s 	leased from finance lessors, 

figures for othe' industries exclude Lose assets. 

Figures are for industry class 13 (1986>  

Includes purchases less sales of land an 	sting buildings by persons, 

companies and public corporations, other t&I purchases of council houses. 

Stockbuilding Survey evidence suggests that 

expenditure on stock building in 1985 

regard their current stock levels as 

in relation to output and sales. 	The 

despite the low 

companies still 

than adequate 

stock ratios 

in recent years may reflect in part cautio 	•haviour by 

companies after the last recession. 	Anot 	tor has 

been the high cost of holding stocks as a re A. 	the 

of high level of real interest rates and the 

stock relief in the 1984 Budget. 	Stock ratios 

estimated real cost of holding stocks are illustrated in 

Chart 3.12. 
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Prospects for 	3.54. 	Strong growth in exports has made 	 ortant 

Demand and 	 contribution to GDP growth over the last two y 	In 

Activity 	 1985 the increase in manufactured exports was 

estimated increase in world trade in manufactures, w 

imports of manufactures grew less in relation to the 

in demand than has normally been the case in recent 

growth 

years. 
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3.5_5. 	The fall ILI pil price has improved the prospects 

	  for world trade, and the adjustment of th1( 

to lower oil prices has made British manufactures more 

competitive. As in most other industrial higher domestic 

demand (stimulated by lower inflation) is expected to make 

an important contribution to growth in 1986, 	but exports 

should also show substantial growth. The slowdown forecast 

for export growLh in the first half of 1987 reflects the 

path of North Sea oil output and hence oil exports. 

(0 

Table 3.9: 	 Domestic Demand and Trade at constant prices 

per cent changes on a year earlier 

1987 

Domestic demand 0 	
1985  

,_ 	

1986  

3i 	

First half 

0 
 

2i 

Exports of goods and 	às 	 6i 	5 	 3 

Imports of goods and 	 3i 	6 	 4i 

3.56. Total domestic production is expected to increase by 

3 per cent in 1986, following 3i per cent growth in 1985. 

After allowance for the coal strike, growth is close to 2i 

per cent in both 	s as shown in table 3.10. The average 

level of oil pro 	on in 1986 is likely to be close to 

its level in 1985 01 	84, but the fall forecast for oil 

output between the fist half of 1986 and the first half of 

1987 may cut total CDPI. by over i per cent. 	Output 

growth in the non-oil ec 	y in 1986 and the first half of 

1987 is expected to be comparable to that seen in 1985. 

Manufacturing output has grown slightly faster than GDP 

since 1983. 	The composition of demand growth in the 

011  

\ 

forecast suggests that growth in m-  u .. uring output may 

continue at around the underlying -.. s' growth of GDP. 

<I1(  
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& Table 3.10: GDP and Manufacturing Output  

Per cent changes on year earlier  

1987 

1985 	1986 	First half 

3. 	3 	 2 

GDP, djusted for coal strike (*) 
	

2i 	2i 	 2 

GDF, adjusted for coal strike and 
	

2i 	2i 	 2i 

excluding oil output 

Manufacturing oujut 
	

3 	2 	 2 

PRODUCTIVITY AND i, 4Wi.IUR MARKET 

3 	. "-f 'tal employment in Great Britain is estimated to 

have 	y about 220,000 over the year ending September 

1985, 	iva total increase since March 1983 of over 

700,000. 

3.58. 	The published figures show an increase of 12,000 in 

the number of employer in employment during the first nine 

months of 1985: 	 her rise in the number of employees 

in the service indu 	is largely offset by falls in 

the production and construction industries. 	Self 

employment is assumed to 	risen risen by about 31,000 a 

quarter since the middle Jr_1.1 , the same as the estimated 
quarterly increase over the Oevious three years. 	This 

compares with an increase of about 68,000 a quarter 

recorded between the middle of 1983 and the middle of 1984. 

The estimates of growth in employment ov 	the recent past 

shown in Table 3.11 are subject to re 	whem the Census 

of Employment for 1984 and the Labour 	 rvey for 1985 

become available. 
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& Table 3.11: 

September 1983 to 	- 84 	+ 19 	+ 174 	+ 237 	3 	+ 349 

September 1984 

September 1984 

September 1985 

105 	+ 20 	+ 181 + 125 	2 	+ 219 
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Employment  (GB, seasonally adjusted) 

Employed 

Self 	HM 	labour 

Employees in Employment 	employed Forces 	force 

Male Female Female 

full-time part-time 

3.59 	o owing upward revisions to the estimates of 

manufa ur* 	output, output per head in manufacturing now 

appears o have risen by about, 
	

per cent in 1985, c-i0Se- 

1-0 the annual average of 3i per cent for the period 

1979-85. 	This marks a major improvement on the 

productivity perform-  ce recorded between 1973 and 1979: 

the trend growth 	iroductivity in manufacturing now 

appears to be do 	t 	the rate achieved during the 

sixties (see table 3.1\  ) 	Non-manufacturing productivity 

has also been rising fa- 	late than in the 1973 to 

1979 period. Growth in ot . 	per man hour has been rising 

at about 2 per cent per ann 	since 1979. However, the rise 

in part-time employment 

is currently bringing down growth in output per head 

in non-manufacturing, to about 1 per ce year. 
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Table 3.12: 

except ste . 

0-iPt 9-I 3 1.3 

. . ...... 

14 

12: 

10 

............. 

8- 	 ............... 

EMPLar1411.1a (41iLLJONS) 
-14 

-s 
1-s 

5 
11171 11181 1963 1615 

7 

..... .......... 1  

5 
1993 495 1067 1911 11.73 1971 	1977 	1179 	11141 1143 1166 963 1965 	1917 	1969 	1171 	197 

ExCLuDES DoSLIC SERv10ES AND 
as ADJuVID FOS Con. STRIKE 

-7 

5 

• .......... 

... ........ 

CONFIDENTIAL 

Out 

BUDGET SECRET 
BUDGET 	LIST ONLY 

NOT TO BE COPIED 

bour force 

Employed Labour 	Percentage change in output per 

Force in 1984 	 head (annual averages)  

(millions) 	 1964-73 	1973-79 	1979-85  

Manu acturing 	 5i 	 3a 	 3i 

Non-manufacturing* 	 13- 	 3 

Excludes pub 	services and oil, and includes nationalised industries 
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3.60. 	Witn output an emp oyment continuing to grow 

quite strongly, and growth in the labour force starting 

to slow down, the prospects for unemployment are better 

than they have been for some years. 

3.61. 	The tehle below compares the main elements of the 

forecast published in the 1985 FSBR with outturn or latest 

estimate: 

Table 3.13: 

Average 

	

C:) 	
error from 

past 

Forecast Outturn forecasts  

	

RPI: per cent increase b 	the 	 5 	 5i. 	 2 

fourth quarters of 1984 

Average 

Latest errors from 

estimate/ 	past 

Forecast forecast forecasts  

Total output: per cent change between 	 3i 	 3i 	 1 

1984 an," 1985 

Current account of the balance of 	
e-j) 	

4 	 2i 
0 

payments in 1985, £ billion 

PSBR, financial year 1985-1986 	 7 	 6 4i 

f billion 

(OP
Money GDP. per cent change between 	 8i 	 2  

1984-85 and 1985-86. 

BUDGET SECRET 
BUDGET  -LiST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COP.) - 

4 

4 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



A. Output and expendit 

prices; per cent c 

and 1986. 

onstant 1980 

ween 1985 

BUDarfgENET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

3.62. Inflation in the fourth quarter of 1985 turned out a 

little higher than forecast a year ago. The forecasts made 

at the time of the last Budget for output growth and the 

current balance in 1985, and for the PSBR in 1985-86, are 

all very close to the latest estimates for these variables. 

In each case such error as there appears to have been is 

considerably smaller than the average error from past 

foretasts. 

Table 3.14: The Prospects: Summary 

Average errors 

from past 

Forecast 	forecasts'  

3i 

3i 

General Government consumption 

Fixed investment 	 4i 

Change in stockbuilding (as per ce 	 0 

of level of GDP) 

Exports of goods and services 	 5 

Imports of goods and services 	 6 

Gross domestic product: total 	 3 

manufacturing 	 2i 

B. Inflation 

Retail prices index, per cent change on a year earlie 

1985Q11  to 1986Q4 	 4 

1986Q2 to 1987Q2 	 3i 

Deflator for GDP at market prices, per 

cent change on previous year 

Financial year 1985-86 
	

5i 

Financial year 1986-87 
	

3i 

Domestic demand 

of which: 

Consumers' expenditure 

BUDGET SECRET 
BUDGET -LOT ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COI.D 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



1986 

987 first half (at an annual rate) 

E. PSBR 

fbillion (in bra 

of GDP at market p 

Financial year 1985-8 

Financial year 1986-87 

er cent 
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tbillion: 

4 	 [n] 

2 	 [4 

D. Money GDP at market prices, per cent change 

Financial y 	1985-86 	 9 	 ] 

Financial 	986-87 	 6i 	 [ ] 

64 (1R) 

7 	(1a) 

El (4)7 

[4i(1)] 

* The errors relate to the average diff 	ces (on either side of the central 

figure) between forecast and outturn. 	method of calculating these errors 

has been explained in earlier publicattp 	and government forecasts (see 

Economic Progress Report June 1981). 	Thesalculations for the constant price 

variables [and the GDP deflator] are derive 	°recasts made during the 

period between June 1965 and October 1983. 	 e current balance and the 

retail prices index, forecasts made between Jun 1970 and October 1983 are 

used. 	For the PSBR. Budget forecasts since 1967 are used. 	The errors are 

after adjustment for the effects of major changes in fiscal policy where 

excluded from the forecasts. 
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3.63. 	No forecast is complete without an indication of 

error margins. Table 3.14 sets out the average errors from 

past forecasts, alongside the forecasts themselves. These 

average errors provide an indication of possible errors in 

the current forecast. 	Those items which represent the 

relatively small balance between large flows in eithPr 

direction are particularly subject to error. 	For example, 

the flows on either side of the PSBR approach £200 billion; 

d for the current account of the balance of payments 

ceed £150 billion. 

period of high and fluctuating inflation, 

averaging 12 per cent, and overstate likely errors at 

current rates of inflation. 	The average error in the last 

three Budget forecasts looking ahead to the end of the year 

was i per cent. 

While the size of errors will change over time as 

y fluctuates, and as forecasting techniques 

chan 	many cases the averages have not shifted very 

much 	76. 	For the RPI, however, average errors are 

derived f 

prim 
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3 	 yoz. 

_Table 1115: Constant price forecasts of expenditure, imports EE 
and gross domestic product* 	 E billion at 1980 prices, seaso 	djustedp 

C.) 

CO 
w !It Xxports 	 Less 	Less 	 oss 

Total 	of goods 	 Total 	Imports of 	Adjustment 	 domestic 
fixed 	and 	Change 	final 	goods and 	to factor 	S 	 product at 

investment 	services 	in stocks expenditure 	services 	cost 	 1 	factor cost 

37.7 	62.0 -2.5 	282.7 	55.9 	 30.2 .3 	 196.3 
40.1 	62.8 -1.1 	288.7 	58.7 	 30.6 0.7 200.1 
41.9 	64.4 0.7 	300.1 	62.1 	 31.6 0.2 	 206.7 
45.4 	69.0 -0.1 	310.6 	67.9 	 32.9 1.9 	 211.7 
45.9 	73.4 0.5 	320.3 	70.3 	 33.0 1.9 	 218.8 
48.1 	77.0 0.8 	332.5 	74.6 	 34.4 1.9 	 225.4 

22.5 	33.8 -0.4 	153.7 	33. 	0 	16.3 	 0.5 	 105.0 
22.8 	35.2 0.2 	156.8 	34. 	 16.5 	 1.3 	 106.7 

23.2 	37.0 0.1 	159.8 	35.40 	16.2 0.8 109.0 
22.7 	36.4 0.4 	160.5 	 16.8 1.1 109.9 

24.2 	38.2 0.2 	165.2 	036.9 	 17.1 0.9 112.1 
23.9 	38.8 0.6 	167.2 	37.6 	17.3 1.0 113.3 

24.2 	39.4 0.5 	169.4 	38.4 	 17.5 0.8 114.3 
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25.6 
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25.8 

	

78.1 
	

25.8 

	

79.3 
	 25.q 

ume 	
General 

Consrs' 	government 

i' 	expenditure consumption 

F- 
0 
2 

GDP figures in the table are 	on "compromise". estimates of gross domestic product, reflecting for 
the past average movements in 	tant price expenditure, output and income estimates of GDP. Percentage 
changes are calculated from unrounded levels and then rounded to half per cent. Totals in E billion may 
not add due. to round. ng. Figures for 1986 HI and beyond are forecasts. Figures for periods up to the 
end of 1985 are bo4d mainly on the national accounts published earlier this year (covering periods up 
to 1985 Q3) and 	c 	orate some revised and later data and forecasts. A full set of national accounts, „se 
to end 1985, w 	It'slished by CSO on 21 March. 
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Achievements 

ernment has a number of objectives which influence its 4.02 

approac 

wealth cr at 

ation. These include stimulating 	enterprise and 

more freedom for individuals to decide how to 
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4. The Budget Tax and National Insurance Proposals 

4.01 The Government's aim is to reduce the burden of taxation as a 

proportion of Gross Domestic Product, within the overall financial 

framework of the Medium Term Financial Strategy. The Green Paper 

"The Next Ten Years: Public Expenditure and Taxation into the 

1990s" (Cmnd 9189) outlined the framework within which the 

discussion of fiscal plans over the longer term could take place. The 

size and shape of tax changes in any year depend on many factors: 

,-they must above all ensure that the nation's finances are maintained 

sound footing. What is important is that annual changes should 

t of a coherent approach to taxation over the longer term, 

tf
t  e to complement the Government's policies in other fields. 

spend money which they have earned: the encouragement of personal 

independence and of the voluntary sector; and the reform and 

rationalisation of the tax system. 

4.03 Considerable p 

allowances have been in 	by about 20 per cent in real terms 

since 1978-79. The top r e of income tax on earned income has 

as already been made. Basic personal 

V 
been reduced from 83 per cea.• • • 

has been reduced from 33 to 30 0.111F:- t. 

4.04 The Government initiated in 1984 a radical 

taxation. Corporation Tax was reduced from 52 

cent for the financial year 1986. This is the lo\ 

industrialised country. The reform include 

relief and phasing out of first year alloy 

machinery and initial allowances for industrial b 

of capital taxation has also been reduced. 

reform of business 

per cent to 35 per 

t rate of any major 

bolition of stock 

or plant and 

The burden 

er cent; while the basic rate 

4.05 Three taxes have been abolished: 	Invest 

Surcharge; Development Land Tax and National Insurance 

0 in e 
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allowance will rise 250 to £1320 

National Insurance 	 4.08 From 5 October 1986, clanges are proposed to national 
Contributions 

insurance contribution rates for certain low paid employees land for 

the self employed] . 	Unless otherwise stated, the decisions 

announced on 12 November 1985 and taking4  ct on 6 April 1986 

will continue to apply. 

Income Tax 
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1986 Budget 

4.06 The need to adopt a cautious and prudent approach, in the light 

of lower oil prices and revenues, and uncertainty about the future, 

has limited the scope for overall tax reductions. Nevertheless, the 

tax proposals in this year's Budget represent a firm continuation of 

the Government's policies. The main changes in tax and national 

insurance contributions proposed in the Budget are summarised 

elow. A full list of changes is given in the Annex to this Chapter. 

Income tax personal allowances and higher rate thresholds will 

ased by 5.7 per cent (the year on year increase in the RPI to 

1985, in line with the statutory indexation provisions). 

This wi 	n that 

the 	rsons and wife's earned income allowances will rise 

from 2205 to EZ335 

the married allowance will rise from £3455 to £3655 

the additional 	1 allowance and widow's bereavement 

the basic rate limit wil*• 	£16,200 to £17,200 
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The existing reduced rates of Class 1 employees 

contributions of 5 per cent and 7 per cent will be cut by 

1 percentage point to 4 per cent and 6 per cent respectively and 

a new reduced rate band of 8 per cent introduced for employees 

earning from £95 a week up to £140 a week. The full graduated 

structure of Class 1 rates will then be as follows: 

Earnings 
Epw 

Employer 	 Employee 
(no change) 

Rate payable on 	Rate payable on 
all earnings 	 all earnings 

°70  

Excise duties 

59.99 5 4 
94.99 7 6 

139.99 9 8 
5 10.45 9 

10.45 9% of 285 

flat rate Class 2 contributions for the self employed 

wi 	educed from £3.80 to £3.40 a week from 

5 Oct 	186] 

[The Class 3 voluntary contributions will be reduced from 

£3.70 to £3.30 a week] 

4.09 The duties on cl 	tes and hand rolling tobacco will rise by 

13.6 per cent, equivalet just over lip  on a packet of 

20 cigarettes. 	Those on 	 bacco and cigars will remain 

unchanged, as will all duties on 	._ drinks. 

to 

Encouragement 
of Enterprise 

4.10 Duties on road fuels will go up by a little more than 8 per cent 

or approximately 7.5p on a gallon of petrol and 6.5p on a gallon on 

derv. 

Business Expansion Scheme 

4.11 The Business Expansion Scheme has 	 valuable 

contribution to the growth of risk investment and e 	. 	;nt. It is 

therefore proposed to continue it after 1 April 1987 a,4 	empt 

new BES shares from CGT on first sale. Proposals to o if the 

scheme are being made to ensure that it provides 	ective 

encouragement to high risk investment. Some asset based activities 

are to be excluded. 
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Rate 
(Vo 
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Capital Transfer Tax 

4.12 In order to remove obstacles to outright giving, the lifetime 

CTT charge is to be abolished for gifts between individuals made on 

or after Budget Day. A charge will however be maintained on 

transfers involving trusts. Provision will be made to charge gifts in 

relation to which the donor may continue to enjoy a benefit. To 

reflect its new structure, thc tax will be known as the Inheritance 

Tax. 

013 Under the new arrangements, the yield from Inheritance Tax on 

s is to be protected by charging gifts within 7 years of death at 

tes. The exempt amount and rate bands of the tax will be 

by 5.7% under the statutory indexation provisions. 

Encouragement of Wider 	4.14 	 ernment propose to introduce a new tax scheme, as 
Share Ownership 

from 1 juar 987, specifically designed for individuals who invest 

directly in 	uities. Shares held in specially designated accounts will 

be free of any tax on both capital gains and dividend income, 

provided that such gains and income are reinvested within the 

account. Investment of up to £2,400 will be permitted each year and 

the shares will have t 	d for a minimum period. 

Stamp Duty 

4.15 It is proposed that the 	Stamp Duty should be reduced 

from 1 per cent to per cent on<3hare transactions. Since it is not 

proposed to reduce the overall amount of tax paid on financial 

transactions, the rate cut will be offset by widening the scope of duty 

to cover the following transactions (currently exempt): 

American Depository Receipts (ADRs) 
Intra-account dealing 
Takeovers including mergers 
Loan Stock 
Renounceable letters 
Company purchase of own shares 
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ALI CI 

easier conditions on exercise of savings-related share 

o ions. 

NOT TO BE COPIED 

4.16 To build on the progress already made in recent years, the 

following measures are proposed to encourage the spread of approved 

employee share schemes: 

the extension of the present tax relief to shares subject to 

a restriction requiring disposal when employment ends; 

easier access for employee controlled companies (and 

worker co-operatives); 

Pension Fund Surpluses 	4.17 T 	dget proposals tackle two problems relating to 

occupat 	sion schemes which have recently caused concern. It 

has been s g 	that a number of pension schemes now have assets 

greatly exceeding the cost of their projected liabilities. But there is 

an undesirable degree of uncertainty about the options open to 

trustees of schemes when seeking to reduce such surpluses. It is 

proposed to clarify and r 	m the present rules as follows: 

pension fundsoa 	and liabilities will be valued, for 

these purposes only 
• 

Government Actuary; 

standard assumptions provided by the 

where such valuation sQ)ws an actuarial surplus of assets 

over liabilities of over 5%, the trustees will be required to 

reduce it to not more than 5%: 

the reduction can be made by ( 	rease in pension 

benefits (within existing limits), (ii) a co 	n reduction or 

holiday by either employer or employee or 	a efund to the 

employer; or by any combination of these 	z1s (but no 

refund will be permitted below 5 per cent): 

.0 a refund is made, it will be subject to r where 

charge in the employer's hands at a rate of 40%. 
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1,31e giving 
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4.1 Fuur new  types of tax rellef are roposed: 

Companies - other than close companies - will for the 

first time be able to claim tax relief for single gifts to charity. 

The relief will be on single gifts up to a maximum equal to 

[2] per cent of the ordinary dividends paid by the company in 

an accounting period. 

To encourage charitable giving by other companies and 

individuals, the Government will remove the present annual 

limit of £10,000 on the amount of charitable giving through 

deeds of covenant for which an individual taxpayer may claim 

igher rate relief. 

here will be a new scheme to encourage individuals to 

ations to charity through deductions from their wages 

Employees whose employers participate in the 

e able to get tax relief on donations of up to 

E100 a year. 

VAT relief will be available on installation of distress 

alarms and lifts for 	handicapped, most press advertising by 

charities, medic products, video and refrigeration 

equipment supplied Oo 	tain charities, recording equipment 

used by charities for 	blind, and welfare vehicles used by 

charities to transport thP 	ind or mentally handicapped. 

4.19 Measures are also to be takenqo prevent charitable status being 

abused by a minority of unscrupulous operators who are manipulating, 

for personal gain, the present rules for charitable relief. 

Business taxation 
4.20 The final stage in the business tax ref 	oduced in 1984 

will take effect on 1 April 1986 with the re 	in the main 

corporation tax rate to 35% and (with a few 	 ransitional 

exceptions) the disappearance of first year an 	 capital 

allowances. It is proposed to complete these reforms by a. 	the 

mines and oil wells capital allowances code, and adapting 	em 

of allowances for agricultural buildings. In order to provid 	11 

measure of tax depreciation for agricultural buildings and works with 

scheme 
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Oil taxation 

Car and car fuel 
benefits 

BUDGET SECRET 
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a s hol441PQAIMPIJSINJ,Ys   11 be available on their disposal 

or destruction if the taxpayer chooses. 

4.21 To maintain its value, the CGT annual exempt amount is to be 

increased in accordance with the statutory indexation provisions by 

5.7% from £5,900 to £6,300 in the case of individuals, and from 

£2,950 to £3,150 in the case of most trusts. 

4.22 No other ulianges are being proposed to oil taxation apart from 

technical changes to remove some anomalies. 

3 The scales which determine the cash equivalents of car and car 

enefits received by directors and employees earning £8,500 or 

to be changed from 6 April 1987. The present 1300cc and 

18 	me-size break points are to be aligned, on a revenue- 

neut 	 with those - 1400cc-2000cc- - for the EC Directive on 

exhaus 	.)ns. The resulting scale charges for car benefits will 

be increa d 	0 per cent. From April 1987 the same fuel benefit 

scales will e used both for income tax purposes and to assess the 

VAT chargeable on fuel used for private journeys in business cars. 

Value Added Tax 	 4.24 From 19 March 1986 he registration limits will become £20,500 

per annum and £7,000 	rter. 

Vehicle Excise Duty 	4.25 The duty on most ca light vans, lorries and motor cycles will 

remain unchanged. The dutyos 

by 5%. 

buses, coaches, taxis will rise 
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Tabl 	 t effects of changes in taxation 

d against an indexed bast. 

0 

Negligible 

Negligible 
.10 ih) 
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Estimated effect 

on receipts in 
1906-87 (el 

£52 ilia 

Eitifited effect 

on receipts in 

14711 (a) 

INLAND REVENUE 

Incose tax 

Increase In single allowance of f 	nd serried 111:orCe of £200 	 Nil  1ncreiie in additional persona t 	e and tidot's beralqatnt 
allowance of £70 

	

Nil 	 Mil (b) 

Increase in basic rate nett of C1000 

Increase in age allowan ce of £160 

and incose lieit of £600 	
in e 	nd C250 (carried) 

Ni! 

	

Nil 	 :ii libb: Increase in further higher rate thresh° 
Nil 

Abolition of hipher rate relit; lisit for ch 	covenant; 	 Negligible 	

Ni-15  (Di 

Relief for charitable donations through payr 	u 	on ;cheats 	 Nil 	 -20 (d) Fringe benefits - car and car fuel scales 	
Nil 	 415 Changes to relief for overseas travel expenses 	
-10 	 -3 iel Changes in taxation of esployee share acquisition; 	

Negligible 	 Negligible If) Use of restricted shares in approved esployee share srheses 	
Negligible 	 Negligible (g) Use of share; providing esployee control in approved peployee 

share ;cheats 

	

Negligible 	 Negligible Exercise of options granted under approved savings-related share 
option scheses 

	

Negligible 	 Negligible (Co-operativec" use of redliaabIe shares in approved profit-sh 
'chills 

	

Negligible 	 Negligible I tChange in basis of assesisient of enterprise allowance 	0 	Negligible 	 -5 I Emotion of pensions paid to victim' of Nazi persecution 	 Negligible 	 Negligible Relief for dividend, paid into recognised clearing systets 

	

1::)  Nil 	

Nil Extencioo of disclosure of inforsation to local authorities 	
°.(-   

	

Nil 	 411 
!noose tax and capital gains tax 

Business Expansion Shea.- continuation beyond April 17 and changes 
In covsrage 

Tax relief for equity savings schest 

IflC0111 tax and corporation tiA 

Mines and oil wells Capital allowances 
Changes in agricultural buildings allowance rules 
Changes In capital allowance rules for leased assets 
Changes In capital allowance rules for fixtures 
VAT penalties, Interest, surcharges and repayment supplement 
/Relief for expenditure on research and developsent 

Negligible 

Negligible 

Negligible 

Nil 

Nil 

!nose tax, corporation tax and capital gains tax 

Charities! anti -avoidance 'mores 	
%WW1 	 #20 Lisiting scope of anti -bondwashing provistm 	 

Asendsents to Accrued ?noose Behest 	BUDGET  sEcREregligible  NOT 14)4BE COPIED 
BUDGET LIST ONLA"lirbil 	 Negligible 
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Income tax, corporetion tax, capital gains tax and capital transfer tat 

is in relation to securitiet 

corporation tax and recovery charge 

upational pension telltiff 

NOT TO BE COPIED 

Negligible 	 Negligible 

+20 	 +120 Cm) 

Optiona and contracts for gilt-e 	ring{ Ott 
(Small part dispotils of land 

011 taxation 

Nil 	Negligible 
Nil 	 -5 

-35 	 -SS is) 
Nil 
	

Nil (b) 
Negligible 

Negligible 1 

-75 (t) 
.20 

+20 

NO I 

5 

-7 

+20 

+20 

(+10 1 

+20 

Corporation ti* 

Relief for single donations to charity by cosparies 

Loans by close coot n 

Transfer of losses 
	

reconstruction 
Definition of mac 	 ny for ring fence ACT set-off 

Corporation tax and cipit 

	

Negiigible 	 -25 in) 

	

(0) 	 (o) 

	

Mil 	 +5 (p) 

	

Nil 	 Nil (0 

Fields in CCOSOM ownership, shared xm of mots 

IDisposal receiptt in exeept gas fields 

Onshoreoffshore boundary line 

Alternative gas valuation rules 

Capital gains tax 

Indexation of annual exempt aeount 

Restriction of holdover relief for dual resident trust; 

Capital transfer tax and inheritance tax 

	

Nil 	 Nil 

	

Negligible 	 Negligible 3 

	

Negligible 	 Negligible kr13 

	

Nil 	 Nil 

hi 1 
Nil 

Nil (V 
.5 

Abolition of lifetiee charge on transfers between individual; 

Indexation of chargeable rate bands 

Partially exempt estates 

I Extension of exemption for share transfers to seployee trusts 

Stamp duties 

Reduction in rate on 'hares to 0,5 per cent from Autumn 1986 

Extension of duty to takeovers etc 
Mithdrawal of exeeption for loan stock and purchases of own shares 

Duty on conversion to depositary receipts 
Other changes 

TOTAL INLAND REVENUE 
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STCNI AND EXCISE 

-3 

No change in YE: on Cars and lorrles 

11.2,,kcAkoo‘ 

Other 

lut fuel grants 

-140 -135 

Ives 

(CJtA 

ear. 
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Increase 	reglstration Ilaits 	 Nil 	 kil 
Revised treatert of sotoring expenses 	 Nil 	 +60 3 
Nee rules on oisaggregation of registrations 	 Negligible 	 +20 
Long ten e lettings of eccoesodation 	 Nil 	 '10 
Reliefs for charities and the handicapped 	 -10 	 -10 

Excise duties 

No change in rat, of spirits 	ty 

No change in rate of beer duty 

No change in rate of duty on cid 
No changes in rates of wine and et 

Increases in rates of duty on light 
Increase in rate of duty on heavy oil 

No change in rite of fuel oil duty 
Abolition of duty on lubricating oils 
Abolition of duty on AVTUR 
Incritse in rats of duty on gas oil 
Increlset in rite; of tobacco products duties 

195 

road vehicle; 

	

-43 	 -45 (c) 

	

-95 	 -105 (cl 

	

-5 	 5 (c) 

	

-30 	 -33 id 

	

+110 	 +120 (c/ 

	

+34 	 +30 id/ 

	

.5 	 -5 (c) 

	

-10 	 -10 ic1 

	

-10 	 -10 (0 

	

+25 	 +25 ic1 

	

+173 	 'ISO (c) 

TOTAL CUSTOMS AND EXCISE 	 +130 
	

+200 

Vehicle excise duty 	 0 

TOTAL CHANSES IN TAXATION 	
I -33 3 

National insurance Contributions 
reduction in rate for earnings below £140 pw 

Total changes in taxationBUDGET1SECREeT 

BUDGET LIST ONLY contributions 

—150 	 —400 

NOT TO BE COPIED 
—185 	 —340 
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Income tax 

Main allowance; 	 -1993 
Basic rate lieit 	 -205 
Further higher rate thresholds 	 0 	-100 

Total Incas tax 

Capital gains tax 

Exeept amount 

Capital transfer tax 

Thresholds and bands 	 -20 	10 

-1140 -2300 

  

Direct Revenue effects 

Indexation 

0 	 

19 -87 	1967-66 
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ties are rounded to the nearest Meillion. 'Negligible' scans less than Million, COspOnents say not ItIO 
to @cause of roviding. A detailed list of the proposals is contained in Annex t 

	with i descriptiob of the 
I litigating the direct effects On revenue. 

b. TA 	
t to statutory indexation, The table below shows the direct revenue effects of indexing the incoee tax 

lain 	
s and thresholds (which are shoe as the first five lines in Table 4,2 eboxe l  the capital gains tax exeep 	 d the capital transfer tax threshold end bands. 

Induat1 

Deceob 	
-87 is by reference to the increase in the general index of retail prices between Decesber 19114 

./PIF cant), roulded in accortence with the statutory provisions. For 1967-111 further indexation of 
I3.6lper con 	is Jeed (In line kith the TF$), 

Pict of proposed 

Budget 	1986 changes 

moved with indexation 

Total 

Ceillion 

198647 1917-88 

. 	 

196-87 1987-88 

Nil Nil -1020 -1495 
Nil Nil -70 -205 
Nil Nil -50 -100 

Nil Nil -1140 -2300 

Nil Nil Nil .3 

Ni] N11 -20 -60 
0 

c. The table below shows the direct revenue Ufests of indexing the e 
	It d 	II RY referinde to the Increase in the 

general index of retail prices beiwmen December 1984 and Decesber 19it 	, 	cent) and the 4orecast increase between 01cpAber :785 and December 1986 1(3.6lper cent/. 

Direct Revenue effects 	
foilli on 

Indexation Effect of proposed 
	

Total 
Budget 1486 changes 

cospired with inclexatio 

Cdelodity 

Iter, cider and perry 

Wine 

Spirits 

Tobacco 

Petrol 

Dery 

VED 

Minor duties 

161 fuel grants 

1916-07 1187-88 1986-07 1587-88 

+100 +170 -100 -110 
+30 +55 -30 -35 
+45 47! -45 -4: 

+140 +255 4175 +180 
'270 '470 +110 +120 
+6! +120 +30 +30 
+140 +230 -135 -140 
+10 +20 Ni] Nil 
-3 -10 -3 -3 

1417-08 

460 
Nil 

Nil 

+313 

	

+380 	590 
# 

	

s! 	'90 

	

+10 	+20 

	

-10 	-4 
Total 
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Th 	e is highly uncertain and depindi on tike-up. 

The 	 st year oast arises froi the proposal to apply these isproveseets with effect Dot 6 April 1164. 

Full 	r 	it 1916-87 income levels, eeeillien, This situate is highly uncertdin, 

q, Full ye 	cc 	86-07 income levels, ClOtillion. This estivate is highly uncertain. 

h. The schea 	s t full year coct at current levels of irvesteent of about t100eil1ion. The 1117-68 

figure includes a still firot year cost for continuirg the scheme after April 1967. 

1. The cost will build up over a period and will depend on take-up. This eetleate is highly uncertain. 

j. The cost will decline graduilly in later years. 

K. Cost will not exceed atillion in early MO's. long tars cast not exceeding inaillign. 

tiee to about CCeOeillionl by l99l./2. 

s a yield of WOlsillion in corporation tax and income tin reflecting ;hem 

aid from pencion furds, The overall yield including reLovery charge say be 

follominq three years. These letisates are highly uncertain, 

on take-up. 

e treatment of loane to erticipttors In close companies COM hive led 

to oidespreed ;voidance, costi 

Rising to an eventual yield of a 

Without this 12161.01 it sight ha p 

These figures cannot be directly col 

appraisal relief for onshore fields gi 

leeraisal expenditure, the yield free el 

to be (I billion; in a full year.] 

The estimated eventuel effect tttributable to transfers in l926-E7 is f7Ocillion. 	If increased lifetime 
giving reduces the amounts in the death estates of donors, the C1T yield from those death estates 1011 be red,ced, 

But the effects are long-term and uncertain. 

Duty on additional transactions expected to folio, ;roe the reduction in the rate is taken into account. 

The estimate is subject to a wide margin of error. The 	çe for 1967-66 take; account of t yield of Million 

capital gains tax arising on the ideitional transtcti 

1. The yield mill euild up o 

a, The figure for .Q87-BB 

of ccntributions to or 

about t12501million in as 

n. Rising to about tneillion 

0. Without this settee the ance 
teillion, 

i lion a year, 
breach the ring fence which could result in iloss of tax. 

those of the yield from the removal of ieseeitte PR.' exploration ine 
198Z-66 FM, In the light of revised forecasts of exploration an4 

this relief from areas within the UK coastline is now titillated 
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5. PUBLIC EXPENDITURE 

 

The Gove nment's strategy 

Public expenditure planning 

total and general government 

expenditure 

5.01 The Government's expenditure plans 

are drawn up within the framework of the 

Green Paper, The Next Ten Years (Cmnd 9189) 

published in 1984, and the medium term 

financial strategy (MTFS). Spending must 

be contained within the available financial 

resources, and directed to where it will 

chieve the best value for money. 

The 1985 Public Expenditure Survey 

its starting point the 1985 MTFS 

p lished a year ago. The Survey was 

successfully completed within that framework. 

The broad results were set out in the the 

1985 Autumn S atement and full details were 

given in 	86 public expenditure White 

Paper (Cmnd 	02 published on 15 January. 

This describe the public spending plans 

for the period u' -o,- 8-9. 

5.03 The public expenditure planning total 

is the measure on which Government spending 

controls are based. Gen 

expenditure covers spendin 

government and local authorit 

the definition of government spe 

in the national accounts and forec 

the MTFS. 

government 

central 

t is 

used 

1 
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Public spending trends 
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BuRragnInli5xTeCANIA  a 

is general government gross debt interest, 

amounting to some £18.5 billion in 1986-87. 

There are also a number of other definitional 

differences and adjustments which are described 

in Part 7 of Cmnd 9702 (paragraph 42). 	In 

1986-87, these adjustments are expected to 

add a further 46] billion to the planning 

total. 

5.05 Chart 5.2 shows the path of the planning 

total in cash and in real terms ie after 

adjusting for the rate of inflation as measured 

by the GDP deflator. It also shows general 

(D overnment expenditure as a percentage of 
(The updated GDP deflator assumptions 

oney GDP figures are given in part 2). 

nceNgTel-PdPgrgOPIED 

d the planning total 

latest estimates suggest that the 

planning total outturn in 1985-86 is likely 

to be 4 	] below the figure set at the 

time of the 1985 Budget. [Comment on latest 

view includ* 	achers' pay.] In real terms 

spending in 

of 1984-85 eve 

-86 should be below the level 

r allowing for the effects 

of the miners' Vtrik 	the first time since 

1977-78 that the 	d trend in public 

expenditure has bee 	alted. For the three 

following years the expenditure plans in 

cash terms are as set out in Cmnd 9702. 

In real terms the planning total is expected 

to fall slightly in 1986-87 
remain broadly constant over 

1988-89. 

2 
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Central privatisation p 

Reserve 

Adjustments(1) 

Public expenditure planning total(2) 

General government gross debt interest 

Other adjustments 

-2.1 	-2.6 

-0.2 

129.6 
	

134.2 

	

<5594.3 	 6.2 

	

.1 	18.0 

General government expenditure 

Planning total in real terms 
(base year 1984-85) 

General government expenditure 
as percentage of GDP 

150.0 

129.6 

451/2  

158.2 

27.8 

28/952 
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1 The public expenditure planning total and general government expenditure 

1984-85 	1985-86 

Department 

DHSS - SoaYcurity 	 38.1 	41.2 
Defence 	 17.2 	18.2 
DHSS - Health and personal 

social services 	 15.8 	16.7 
Scotland, Wales and Northern 

Ireland 	 13.7 	14.4 

	

Education and science 14.0 	14.5 
Other 	a 	 33.0 	32.0 

1986-87 1987-88 

E billion 

1988-89 

42.9 44.4 45.9 
18.5 18.8 19.0 

17.7 18.5 19.1 

15.0 15.0 15.2 
14.3 14.4 14.5 
31.2 31.3 31.7 

-4.8 -4.8 -4.8 
4.5 6.3 8.0 

-0.4 

139.1 143.9 148.7 

18.5 18.5 19.0 
6.2 6.4 6.8 

163.6 168.9 174.7 

126.7 126.7 127.1 

43 4111 41 

(1)[Estimated outturn in 1985-86 includes a general allowance 	r shortfall and] the 1986-87 planned figure 
includes external finance of -400m for nationalised industrf 	privatised in that year. 

(2)The Treasury's latest estimate of outturn. 
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percentage  of 	Grp is projected to continue 

the downward trend established since 1982-83, 

with a substantial further fall over the 

next three years. By 1988-89 the percentage 

is expected to be the lowest since 1972-73. 

These trends remain valid however one treats 

privatisation proceeds. This will free an 

increasing share of the nation's resources 

to the private sector, and provide the basis 

for further reductions in the tax burden. 

BUDGET SECRET 	NOT TO BE COPIED 
Bubb ETGint Mire'  t expenditure as a 
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terprise and 

yment measures 

earning less than £80 per we 

will be extended nationwid 

possible. 

counselling, 

significant proportion of the 1ö1 -rm 

[An intensive 

offering interview 

he schemes 

soon as 

of 

a 

SECRET 
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Budget speech was provision for further 

enterprise and employment measures. The 

gross cost of these measures will be 210'; tbn 

in 1986-87 and £Dn in 1987-88. The net 

public expenditure cost after allowing for 

reduced expenditure on unemployment and 

supplementary benefit will be £110m in 1986-87 

NOT TO BE COPIED 

announcements in the 

£206M In 1987-88 as and 

The net 

measures 

provided 

shown in Table 1.1. 

cost to public expenditure of these 

will be charged against the Reserves 

in Cmnd 9702, and thereby met within 

unchanged 	planning 
	

totals. 	Summer 

Supplementary Estimates will be presented 

Parliament in due course for the extra 

ources required by the Department of 

ent and the Manpower Services Commission 

-87. 

5.09 Two pilot schemes to help the long 

term unemployed were introduced in 

January 1986. 	The aim of the counselling 

scheme ha 
	

to help the long term 

unemployed 
	

an in-depth interview. 

Interviewees 0 
	

for instance be submitted 

for jobs, offe'-. 	-ces on employment or 

training schemes 	 a Jobclub, offered 

a specially designed estart training course, 

as appropriate. The Job Start scheme provides 

an allowance of £20 per week to long term 

unemployed people who take a full-time job 

unemployed, will be carried out in 19 

The costs of this extension wil 

4 
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5.10 The number of places on the Community 

Programme, which is targettcd at long term 

unemployed adults, is being increased to 

250,000 from the existing level of nearly 

200,000 places. The cost of this will be 

£ million in 1986-87 and £ million in 

1987-88. The programme offers jobs to the 

1nng term unemployed for up to a year on 

projects of benefit to the community. When 

the expansion is complete, the scheme will 

be helping over 330,000 of the long term 

unemployed every year. 

.11 The Enterprise Allowance Scheme is 

be expanded to allow for 

ear [by 	1987], as 

sly provided for. 

to encourage 

130,000 entrants 

against 80,000 
This scheme is 

enterprise and 

self-employment amongst those previously 

unemployed. Another scheme to help small 

business and enterprise is the loan guarantee 

scheme, unde 
	

h the Government guarantees 

70 per cen 	qualifying loans to small 

businesses f 2effect from [ 
	

]. 
The rules of 	scheme will be revised, 

with the premium 	ed from 5 per cent 

to 3 per cent, and 	iling on the portfolio 

of loans covered of LOm in 1986-87 and £130m 
in the two subsequent years. These two 

measures together will cost about £20 million 
in 198687 and £100 million in 1 

5.12 A new scheme has been 	ced to 

help 18-20 year olds to find 	This 

scheme, the New Workers Scheme, wi umd 

for an allowance of £15 per week for em 
taking on 18 or 19 year olds on ea 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



SECRET 

BELMIWANNk  le  
gs week or less. The !JCL 

NOT TO BE COPIED 
ss and 20 year olds 

cost of this scheme, [along with other minor 

changes to Department of Employment programmes 

[including any offsetting savings]] is expected 

to be 211:ndllion in 1986-87 and 250 million 
in 19888. 

5.13 	For 1986-87, plans have now been 

Lranslated into detailed spending control 

totals. The Supply Estimntes set out the 

sums that the Government asks Parliament 

to vote for most expenditure by Government 

departments and certain other bodies. The 

main Estimates for 1986-87, are published 

18 March 1986 with a Summary and Guide 

d 9742) which summarises the Estimates 

xplains how they relate to the public 

ture planning total. Of the £99 billion 

in uded in the Supply Estimates, £74.6 billion 

is direct public expenditure in line with 

the plans published in Cmnd 9702 for public 

expenditure to be voted in Estimates. Nearly 

[60] per c 	the money voted in Estimates 

is subject h.ca 	limits which provide the 

Government wi greater control over its 

cash xperiditure" r 	the financial year. 

Supply 	unates 

6 
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£ billion 

1985-86 	 1986-87 
Final 	 Expected 	 Provision 

outturn 	 outturn 

90.4(1) 	96.0 	 98.9 

Table 5.1 Supply expenditure 

1984-85 

Main Supply Estimates 
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Supplementaries and 

net underspending 
	

3.4 	 3.2 	 2.2 

TOTAL SUPPLY 

EXPENDITURE 

(public expenditure 

element) 

(1)Adjusted for abolition of NIS. 

93.8 

(70.6) 

98.2 

(75.0) 
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6 ine Public Sector's Finances 

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 1986-87, together with new estimates 

of outturn in 1985-86. It also provides a commentary on the main 

features of the public sector's finances in those two years, including 

the most important changes which have taken place since last year's 

projections. 

Public sector's finances: 	6.02 The public sector's finances may be analysed in a number of 
three-fold analysis 

on a functional basis, showing on the one hand the 

ipts (North Sea revenues, other company taxes, income 

expenditure taxes, and so on); and on the other the 

(11111‘ "le 	14, 

 

: (on social security, health, defence, education and so 

on 

by sector, ie by the authority which undertakes the 

financing or spending: central government, local authorities or 

public corporations. 

by economi cat 	: capital and current, grants and 

spending on goods a services, and so on. 

Analysis by function 

6.03 This threefold analysis e public sector's finances is 

analogous to the threefold preserOtion of public spending which has 

become an established feature of Part I of the Public Expenditure 

White Paper: see paragraphs 14 and 15 of Cmnd 9702-1. The rest of 

this Chapter sets out these three analyses in detail. 

6.04 Table 6.1 klciLt 	 \4\ 41(41 	-give. a 

an functional 	alysis of the public sector's financ- 	4„i.  6.1:  itemises 

the main receipts of "general government" (ie ent 	plus local 

government), grouping them according to the type y which 

gives rise to them. It also sets out the various ki 

4r_)   

neral 

government spending, by department, as in Chapter 5 	the 
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two totals. 

NOT TO BE COPIED 
nally, it shows how its bottom 

sector borrowing requirement, is derived from those 

6.05 Thus, for 1986-87, general government receipts are forecast to 

be £1157] billion: 	general government expenditure is put at 

£11631] billion; and, after taking account of public corporations' 

expected repayments of £[1] billion of borrowing from the market 

and overseas, the forecast public sertor borrowing requirement 

comes out at £[61] billion. 

c4nsert table 6.1 attached] 

Expected general government receipts have changed little 

in 1985-86 since the 1985 Budget forecast, being still some 

£ 	440 	ion. However, within the total there have been substantial 

chang 	r oil revenues [being broadly offset by] an increase in 

other r 	There are similarly large changes in 1986-87. 

6.07 Oil revenues in 1985-86 are expected to be some £11 billion 

lower than in the 1985 Budget forecast, at £111 billion. 	The 

reduction, which is much as forecast in the Autumn Statement, is 

mainly because the $/£ 	change rate has turned out higher than 

assumed in the 1985 	 (The sharp drop in the $ oil price since 

December has had little0) 	on revenues in 1985-86, because of 

the lags in payments.) 

6.08 In 1986-87 oil revenues a 	forecast at around £[6] billion, 

compared with £111 billion proje6l'ed in the 1985 FSBR, because of 

the lower $ oil price (and higher $/£ exchange rate) than earlier 

assumed. The forecast depends heavily on the future course of oil 

prices: the price of North Sea crude is ass 	d to be $ [15] per 

barrel for the rest of 1986. (If prices we 	 barrel lower on 

average in 1986, but other things - including th 	ge rate - were 

unchanged, North Sea revenues would be aroun 	ion lower in 

1986-87.) The forecast also depends on the exch 	: the $/£ 

exchange rate is assumed not to change very much. 
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41.2 

18.2 

16.7 

14.4 

14.5 

31.1 

2.6 

0.2 

42.9 

18.5 

17.7 

15.0 

14.3 

31.5 

4.8 

4.5 

0.4 

13.0 

2.3 
5.0 

15E.5 

Gtmeral government debt interest 
less public corporations' net 
market and overseas borrowing 

Other national accounts adjustments 

General government expenditure 

1.3 
5.1 

-0.6 
5.6 

157.5 163.8 

Table 6.1 	The public sector's finances analysed by function 

Receipts 
Corporation tax excl. North Sea(1)  
Other taxes on income 
Taxes on capital 
Expenditure taxes: 

Value added fax 
Local authorities rates 
Petrol, dery etc. duties 
Cigarettes and tobacco 
Spirits, beer, wine, etc 
Other 

Total expenditure taxes 

North Sea revenues: 

North Sea corporation tax 
Petroleum revenue tax 
Oil royalties 

Total North Sea 

Other(2)  

Total taxes and royalties 

National Insurance and other contributions 
Interest and dividend receipts 
Other 

Gross trading surpluses and rent 
Miscellaneous 
Accruals adjustments 

General government receipts 

Latest 
estimate 

1986 - 87 

Forecast 

84 96 
35.1 39.3 

2.4 2.7 

19.3 20.7 
137 158 

6.5 73 
4.3 48 
42 4.4 
8.6 89 

565 62.0 

30 26 
6.6 2.5 
2.1 1.0 

118 61 

1985 
Budget 

1935-86 

	

113.5 	11 

	

24.6 	 4.3 	 259 

	

6.4 	 6 	 6.4 
0 

	

3.1 	 8 	 27 

	

2.1 	 31 	 2.9 

	

0.2 	 -0.4 	 -0.1 

	

150.1 	149.8 	156.9 

40.1 

18.1 

services 16.5 

13.9 

13.6 

29.4 

2.5 

5.0 

0.1 

8.2 
35.2 

1.9 

18.3 
13.6 
6.5 
43 
4.2 
8.6 

55.5 

28 
8.2 
2.5 

13.5 

-0.8  

1985-86 

1985 
Budget 

Expenditure 

DHSS - Social security 

Defence 

DHSS - Health and perso I 

Scotland, Wales and 

Education and 

Other 

ion proceeds tral 

Res 

Adj tments 

Public expenditure planning total 	 134.2 

Difference between expenditure and revenue financed by borrowing:- 

General government expenditure 159.5 157.5 
General government receipts 150.1 149.8 

General government borrowing requirement 94 7.7 

Public corporations 

market and overseas borrowing -2.3 -1.3 

Public sector borrowing requirement 7.1 6.3 

163.8 
156.9 

6.9 

0.6 

6.3 d
0

0
  3

8
 0

1
 1
0
N

 

0 

(I)  Excludtn 

(2)  Adj 
off 

FICC 

x on capital gains 

vanced corporation tax 
orth Sea corporation tax 

adjustments 

	

133.4 	139.3 

	

17.7 	 18.2 
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s between 1985-86 and 1986-87 

results mainly from the drop in the $ oil price, but partly from the 
higher $/£ exchange rate. 

6, 
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6.10 Other revenues however are proving more buoyant than earlier 

expected. In particular, VAT receipts are expected to be some 

Eli] billion higher in 1985-86 than forecast in the 1985 Budget, 

mainly reflecting some increase in the proportion of consumers' 

spending on goods subject to VAT. Receipts of rapital taxes  are 

likely to be some £ [i] billion higher, because of a greater number of 

estates subject to capital transfer tax, and higher capital gains tax 

ceipts. 

Between 1985-86 and 1986-87, non-oil revenues are forecast to 

101%. This is faster than the [91] % rise in non-oil incomes, 

three main factors: 

ore company tax receipts are expected to rise by 

teen the two years, reflecting the estimated rise of 

around 18% in onshore company incomes between 1984 and 

1985: 

income tax eipts are forecast to rise by [12]%, 

 

reflecting mainl 	pected real growth in earnings: 

expenditure ta 	eceipts are forecast to rise by Nil (rr' 

partly because of conti 	owth in consumers' expenditure 

and the sharp rises in 	expected from many local 

authorities. 

Expenditure 	 6.12 Total general government expenditure is now expected to be 

around £[1571] billion in 1985-86, some £ 	billion lower than 

forecast in the 1985 Budget, for two main re 

6.13 First, as explained in Chapter 5, the plan's 	o 1 outturn is 

now expected to be 	] billion below the figur 	 the 1985 

FSBR. The delay in ratification of the teachers' pa 	ent for 

1985 reduces local authorities' cash spending in the cu 	 by 

around £400 million. 

[14 
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total the nationalised industries 

have been borrowing less from central government and hence 

repaying less (net) to the market than forecast in the 1985 Budget. 

Therefore general government expenditure, which excludes their 

borrowing from the market and overseas, is less than forecast a year 

ago. 

6.15 General government gross debt interest payments in 1985-86 

are expected to total ahout £[171] billion, [close to the] forecast in 

the 1985 Budget. The rise in interest rates two months ago will have 

had little effect in 1985-86. 

In 1986-87, general government expenditure is forecast at 

i] billion, [a little lower than] indicated in the 1985 FSBR. 

ning total remains the same, as £139 billion; but within it (as 

the forecast of nationalised industries' net repayments to 

is a little lower]. Debt interest payments are forecast 

billion, [as] in the 1985 FSBR. The rise in interest 

1985-86 and 1986-87 is due to the net increase in 

debt, partially offset by an assumed decline in interest rates from 

present levels and by lower inflation affecting index-linked 

instruments. 

Borrowing 

 

6.17 The difference 	en general government receipts and 

expenditure gives the gel* 	overnment borrowing requirement, as 

shown in Table 6.1. Toge er with public corporations' market and 

overseas borrowing, that 	 he public sector borrowing 

requirement (PSBR). 

  

6.18 The PSBR, shown at the bottom of Table 6.1, is forecast to be 

around £[6i ] billion in 1985-86, or 111-1% of GDP, compared with 

£7.1 billion (2% of GDP) in the 1985 Budget fo 	St. [Net revenues 

are broadly unchanged,] as discussed above, 	reduction in the 

PSBR results mainly from the expectation 	h planning total 

outturn will be below plans. 

 

6.19 However, borrowing in March is always high an 	ctable, 

with high expenditure and in some cases low income 	local 

authorities, which have low rate incomes in that month 

Viv  in 

payments b 

the in 

at abo 

0A.,. • :. 
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ergb_tplerEelislASITI ONLYargin of error of at least £1 billion 

Earlier years 

either way in the present estimate of the PSBR in 1985-86. 

6.20 In 1986-87 the PSBR is forecast at £[6t ] billion, or [11]% of 

GDP. However, the flows of receipts and expenditure are very large: 

indeed, including the revenues and expenditure of the public 

corporations, the PSBR represents the difference between flows of 

around £200 billion on each side. A small error in forecasting either 

flow will result in a large ertur in the PSBR forecast. Hence the 

average margin of error in the forecast of the PSBR in 1986-87 is 

very large, at around £[5] billion either way. 

6 	The changes between 1985-86 and 1986-87 imply that general 

.ii
Z  

e ment receipts and expenditure are both expected to fall 

-

0 to money GDP: from [ 1% to [ )% in the case of tiv , : 	. 

- 	Next year will be the second successive year in which 

; 	fallen sharply in relation to GDP, and the fourth 

success
N 	

in which expenditure has done so (allowing for the 

coal strike) e upward trend in the tax burden and public 

until the early 1980s has now been clearly reversed 

(Chart [2.5] ). 

6.22 There have also b 	changes in the structure of receipts and 

receip 

expenditure 

expenditure. Compa 878-89 with the forecast for 1986-87, 

Chart [6.8] shows the fo 	' main developments: 

borrowing has be 	much less important means of 

financing expenditure, its 	falling from 12% in 1978-79 to 

5% in 1986-87 

North Sea revenues have grown, but in 1986-87 they are 

expected to finance only [4%] of expe 	ure compared with 

8% at their peak in 1984-85 

there has been a switch away fro 	 to indirect 

taxation; expenditure taxes, including rate 	d 31% of 

expenditure in 1978-79 but are expected to 	38% in 

1986-87 
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Analysis by sector 

Public sector borrowing requirement 

c' )Central government borrowing less on-lending 
corporations. 

6.3 	 6.3 

thorities and public 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGETcchiSbTteiNtYne e tax has fallen from 26% to 

24% 

some expenditure programmes, notably defence, health 

and personal social services, and social security, have increased 

their shares of total expenditure, while the shares taken by 

housing, trade and industry, and contributions to the European 

Community have fallen. 

6.23 The bottom line of Table 6.1 - the public sector borrowing 

requirement - may also be analysed by the authority or sector which 

ill be undertaking (or, as the case may be, repaying) the borrowing: 

tral government, local authorities and public corporations. 

4 j  is analysis is shown in summary form in Table 6.2 (and in 

t the end of the Chapter). It is also shown in the tables for 

each 	three sectors (Tables 6.3, 6.4 and 6.5): these tables 

includ o e 	the analysis by economic category discussed further 

below. 

Table 6.2 	Public Sector 	rruwing Requirement, analysed by sector 

£ billion 

1985-86 	1986-87 

  

Latest 
	

Forecast 
estimate 

Central government on own account`" 
	

4.6 	 5.3 
Local authorities 	 1.9 	 1.8 
Public corporations 	 -0.2 	 -0.8 
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Table 6.3 	Central Government borrowing requirement 

which 	to Bge central
ED  

own above are:- 

tral government 
ces 

1985-8b 	1986-87 

Latest 
	

Forecast 
estimate 

Receipts 

Taxes and royalties 	 99.7 
National Insurance and other contributions 	 24.3 
Other 	 9.9 

133.9 	 139.2 

Imre 

nt expenditure on goods and 

	

46.4 	 49.6 
rants and subsidies 	 71.5 	 75.7 

	

16.1 	 17.0 
and capital expenditure, 

udi 	-lending to local 
auth 	 d public corporations 	 4.5 	 2.3 

Total 
	

138.5 	 144.6 

103.2 
25.9 
10.1 

£ billion 

Central Government Borrowing 

Requirement on own ac ount 
On-lending to local aut 	s and public corporations 

Central government bo 

	

4.6 	 5.3 

	

5.6 	 3.8 

	

10.2 	 9.1 g re uirement 

,e 
 

0   

6.26 Central government spen cludes grants and subsidies to 

local authorities and public co,porations (including nationalised 

industries), which are included in the receipts of those sectors, shown 

in Tables 6.4 and 6.5. Table 6.3 also shows central government 

onlending to local authorities and public car orations, giving the 

whole CCTBR, but the forecasts of onl 	are particularly 

uncertain (since the local authorities and 	 rporat ions may 

instead choose to borrow more from, or repay le 	 market and 

overseas). 

Local authority finances 	6.27 The receipts and expenditure which lead to the l 	ority 

borrowing requirements shown in Table 6.2 overleaf:- 

J 
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Recetpts 
Rates net of rate rebates) 
Rate support grant 
Other grants from central government 
Other 

Total 

Expenditure 

Current expenditure on goods and 
services 

Current grants and subsidies 
Interest 
Net lending and capital expenditure 

Total 

Cl Authority Borrowing 

'foment 

g from central government 
rowing 

( ) Memo: Rate rebates 

411J laG  EL.,$ggaCoTo.nr  
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E billion 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

13.7 158 
11.2 11.8 

9.7 10.5 
5.0 5.0 

39.6 43.1 

28.0 30 7 
5.2 5.7 
4.3 4.5 
3.9 4.1 

41.5 44.9 

1.9 1.8 

44 40 
-2.5 -2 2 

1.7 

6.28 Local authority rec ipts consist primarily of rate income plus 

grant from central 	ent. The increase forecast in net rate 

income between 1985- 	d 986-87 is based on recent information 

about rate decisions by in 	dual local authorities. The main change 

in local authority expenditie 	e the Public Expenditure White 

Paper is the delay in ratific 	the teachers' pay settlement. 

referred to above. 

6.29 The latest estimate of local authority borrowing in 1985-86 

takes account of the Borrowing Intentions Survey of a sample of 

authorities. However, borrowing in the la 

year is always very high and the margin of 

great. The forecast of borrowing in 1986-87 

as is the source of their borrowing: in 1985-86 t 

have borrowed [much more] from central governm 

in the 1985 Budget, and to have repaid correspondingl 

market, but in 1984-85 it was the other way round. 

h of the financial 

correspondingly 

ore uncertain, 

xpected to 

forecast 

to the 
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Latest 
estimate 

Forecast 

NOT TO BE COPIED 
e which lead to the public 

corporations' borrowing requirements shown in Table 6.2 are:- 

c corporations' 	6. 
ces 

Table 6.5 	Public Corporations' borrowing requirement 

£ billion 

1985-86 	1986-87 

7.4 
3.2 

7.7 
2.7 

10.6 10.4 

4.1 3.6 
6.4 6.0 

10.5 9.6 

-0.2 -0.8 

1.2 -0.2 
-1.3 -0.6 

Receipts 
Gross trading surplus (including subsidies) 
Other 

Total 

Expenditure 

Interest, dividends and taxes on 
income 

Net lending and capital expenditure 

C1'41 

porations' Borrowing 

of 
Borro 	m central government 
Othe orrowing 

BUDGET SECRET 
30 BUD &Eelip tk I SIT' Ofittur 

6.31 The main public corporations are the nationalised industries. 

Their receipts include s • 'dies from central government. Their net 

external finance, ie 	.rrowing plus those subsidies, is included 

in the planning total. Theoef 	s of the coal strike have continued in 

1985-86, adding about El b3ion to the industries' financing needs, eg 

for coal stock rebuilding by tè 	icity Supply Industry. 

Analysis by economic 
category 

6.32 The bottom line of TableC.tt.1 - the public sector borrowing 

requirement - may also be analysed by economic category (some 

details of which are given in Tables 6.3-6.5 above). This analysis is 

shown below, first in summary form (Table 6. 

giving prominence to the distinction bet 

expenditure and receipts, and to the current 

shows how gross capital spending is financed in 

surplus, asset sales and borrowing. 

see also chart 6.9), 

rent and capital 

Table 6.6 also 

the current 
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egory is shown more fully in 

Table 6.7, with a breakdown by borrowing authority or sector, and 

giving the derivation of the financial deficit. Table 6.7 is in the 

format which has become familiar in successive versions of the 

FSBR. 

[Insert Table 6.6 attached.] 

[Insert Table 6.7 attached.] 

6.34 Outturns for the PSBR are compiled monthly and published by 

ess notice 12 working days after the end of the month and then in 

e detail in Tables [2.5 and 3.12 to 3.16] of the following issues of 

la' Statistics. Outturns for the details of the PSBR on national 

definitions, as in Table 6.7, are compiled quarterly and 

sections 2 to 5 of Financial Statistics three months after 

the en 	quarter. 

6.35 The firçtturn for the PSBR in 1985-86 will accordingly be 

published on April 16. The first national accounts outturns for 

1985-86 will appear in the June issue of Financial Statistics, 

including Supplementary Table 13 which is based on Table 6.7. 
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The Public Sector's Finances Analysed by Sector and Economic Category 

£ billionin 
1985-86 Latest estimate 

Public 	Public 
corpora- sector 

Central 	Local 	Total 	tions 
govern- 	authori- 

Ltne(2 	ment 	ties 

General government 

11 

12 	133.4 

13 	-46.4 

14 	-5.6 

15 	-43.1 

16 	-2.6 

17, 	-20.2 

9 
18 - 

-3.1 1 
16.1 

20 	-0.6 

21 	-2.2 

22 	-1.2 

23 	-141.1 

24 

25 

26 

27 

30 	4.6 

Imputed charge for non-tra 	 tal consumption 	10 	 0.9 

Current and 	r4beipts 
Taxes on in 

Taxes on exp 	re 

Taxes on capit I 

North Sea oil royalties 

Natiunal Insurance and other contributions 

Gross trading surplus 

Rent and miscellaneous current transfers 

Interest and dividends from private sector and 

Interest and dividends within • 	sector 

Capital transfers from priva 

Total 

Current and capital expenditure 

Current expenditure on goods and s 

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 

Financial surplus/deficit 

Financial transactions 

Net lending to private sector and abroad 

Cash expenditure on company securities (net) 
(including central privatisation proceeds) 

Transactions concerning certain public sectnr 
pension schemes 

Accruals adjustments 
Miscellaneous financial transactions 

Borrowing requirement 

- 52.3 -0.3 52.1 
13.7 56.7 - 56.7 

- 2.4 - 24 

- 2.0 - 2.0 
- 24.3 - 24.3 

0.3 -0.1 7.4 7.4 

2.8 3.1 0.5 3.6 
0.6 3.6 1.1 4.8 

-2.6 2.9 -2.9 - 
1.4 2.3 2.3 

0.2 0.2 

16.2 149.6 6.1 155.8 

-28.0 -74.4 - -74.4 
-1.2 -6.8 -6.8 
-4.1 -47.1 - -47.1 

- -2.6 - -2.6 
20.2 - - -  
-1.5 -17.7 -0.6 -18.2 
-3.4 -6.5 -6.0 -12.5 

- -0.6 -0.1 -0.7 
-0.7 -2.9 -0.1 -3.0 

0.7 -0.6 06 - 

-18.0 -159.1 -6.2 -165.3 

-1.8 -9.5 -0.1 -9.6 

0.2 0.1 -0 1 

2.7 2.7 

0.5 05 
-0 4 04 01 

0.1 01 

1.9 6.5 -0.2 6.3 

abroad 

/ 	52.3 
2 	43.0 

3 	 2.4 

4 	 2.0 

5 	24.3 

6 	-0.3 

7 	 0.3 

8 	 3.0 

9 	 5.5 

Sign convention : receipts positive, payments negative. 
Relationship between lines : 	(24) = (121 -0- (23) = - -11(25) to (30) 
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13 	-49.6 

	

14 	-5.9 

	

15 	-45.8 
A

8

6 

	

7 	-21.5 
-17.0 

	

19 	-3.3 

	

20 	-0.2 

	

21 	-2.1 

	

22 	-1.4 

-30.7 
1.2 
4.5 

21.5 
1.2 
3.6 

0.7 
0.8 

4. 
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E billion(1)  
1986-87 Forecast 

Public 	Public 
corpora- sector 

Central 	Local 	Total 	tions 
govern- 	authori- 

Line(2 	ment 	ties 

General government 

Current and cap 
Taxes on inco 
Taxes on expenditure 
Taxes on capital 
North Sea oil royalties 
National Insurance and other contributions 
Gross trading surplus 
Rent and miscellaneous current 
Interest and dividends from 
Interest and dividends within 
Imputed charge for non-tradi 
Capital transfers from private s 

	

/ 	53.1 	 - 	53.1 	-0.2 	52.9 

	

2 	46.3 	15.8 	62.2 	 - 	62.2 

	

3 	 2.7 	 - 	 2.7 	 - 	 2.7 

	

4 	 1.0 	 - 	 1.0 	 - 	 1,0 

	

5 	25.9 	 - 	25.9 	 - 	25.9 

	

6 	-0.6 	 0.3 	-0.3 	 7.7 	 7.4 
sfers 	 7 	 0.3 	 2.9 	 3.3 	 0.5 	 3.8 

ctor and abroad 	8 	 3.2 	 0.6 	 3.8 	 1.0 	 4.8 
tor 	 9 	 5.7 	-3.1 	 2.6 	-2.6 	 - 
onsumption 	10 	 1.0 	 1.4 	 2.4 	 - 	 2.4 

	

// 	 - 	 - 	 - 	 0.2 	 0.2 

Total 12 	138.7 	18.0 	156.8 	6.7 	163.5 

Current and capital expenditure 
Current expenditure on goods and servi 
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 

80.3 
	

-80.3 
7.0 
	

-7.0 
50.3 
	

-50.3 
2.5 
	

-2.5 

18.2 	-05 
	

-18.6 

	

-6.9 	-5.6 
	

-12.5 

	

-0.2 	-0.2 
	

-0 4 
2.8 	-0.1 
	

-2.9 
0.6 	 0.6 

Total 	 23 	-14 2 	-19.7 	-168.8 	-5.8 	-174.7 

Financial surplus/deficit 	 24 

Financial transactions 
Net lending to private sector and abroad 	 25 
Cash expenditure on company securities (net) 

(including central privatisation prnreeds) 	 26 
Transactions concerning certain public sector 

pension schemes 	 27 	 0.6 
Accruals adjustments 	 -0.2 
Miscellaneous financial transactions 	 29 	 0.1 

1.6 
	

-12.1 
	

0.9 	-11.2 

0.3 -0.1 

4.8 

0.6 
-0 

0.4 

0 1 

48 

06 
0 1 

0 4 'V 

Borrowing requirement 30 30 	 5.3 1.8 	 7.1 -0.8 	 6.3 
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& Annex to Chapter 2 
: CHANGES SINCE  THE 1985 FSBR 

2A.1 The level of money GDP in 1985-86 is 

now expected to be higher than was projected 

in last year's MTFS, reflecting both higher 

output and a higher deflator. The path from 

1986-87 is also now put higher than last 

year. Faster growth of onshore output is 

partly offset by a faster decline in North 

ea output. The GDP deflator is projected 

grow more slowly in 1986-87, but very 

htly faster in the subsequent years than 

ed last year. 

Tab Money GDP 	per cent changes from 

1985 MTFS projections  

1985-86 	1986-87 	1987-88 	1988-89  

+11/4 	+2 	+214 	+34 

Monetary 
aggregates 

2A.2 The growt of MO is expected to be 

in the lower 	t.  of its t:rget range for 

1985-86. The  tor 	range for 1986-87 is 
the same as thS illustrative range given 

strative ranges for 

'me 	less 	rapidly, 

the slower Odecline in money GDP 

growth. The growth of £143 in 1985-86 is 

well above the target range originally set 

last year, and the range set for 1986-87 

is higher than the illustr t 	range in 

last year's MTFS. 

Table 2.6 Monetary Aggregates 

% change 	1985-86 1986-87 1987-88 	89 

MO - 1986 MTFS 	3: 	2-6 	2-6 

1985 MTFS 	3-7 	2-6 	1-5 

last year. But th 

subsequent years 

reflecting 

BUi3e6T 	gECIIT 
 1-15 

BUdotriAgT szi l LY t4-3
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Emanditure 

Planning total 

2. Interest payments(1) 
	

-0.1 

Public corporations' market and 

overseas borrowing 
	 -0.1 

Other adjustmenis(1) 
	

+0.6 

General government expenditure(1) + 0.3 

12. General government rece1pts(1 ) 	+ 0.8 

General government 

less receipts 

Implied cumulative fiscal 

adjustments(3) 

GGE1R 

expenditure 

-0.5' 

0.5 

Public corporations' market and 

overseas borrowing 
	 0 1 

PSBR 
	 - 0.4 

 

0th 

Nation 
contri 

Interest and 

Other receipt 

Accruals adjustme 

tax(2) 

1)(2) 

nce and other 

ds 

0.2 

0.3 

.5 

+0.1 

0 

0.1 

0 1 

+ 0.2 	+ 0.2 

-0.3 

+0.5 

?AA 101 e 2.5 sit 
Men 
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perkdk 6-he pvt, i.ec_ttorts . 

Lbillion. cash 

Changes from 1985 NTFS projections 

1984-85 1985-86 1986-87 1987-88 1988-89 

- + 

-1 1/2  +1 

-½ 

- 2½ + 	11/2  

-2 -5 -5 -3½ 

+2 +3½ +5½ +6 

-½ +½ + 1 

- 

- 	1 - 	11/2  - 	11/2  - 	11/2  

-½ 

- 	11/2  3 2 

- 1 +2½ +2 +2 

31/2  -21/2  1/2  

- 	1 1 + 1 

+ 	1/2  1 

- - 	1/2  

Table 2.5 Seeseue aed eapendltere 

(I) After allowing for classification changes, which add the following amounts: 

Interest payments 

Other adjustments 

-0.3 

+0.5 

-0.2 

+0.5 

General government expenditure + 0.2 + 0.3 

Other taxes -0.2 -0.2 

Other receipts +0.4 +0.5 

General government receipts + 0.2 + 0.3 

The allocation of tax receipts between North Sea and other is affected by the 

treatment of advance corporation tax set-off. See footnote (2) to Table [ 1. 

Line (1 . t33.41DP,FT (SgCRET 
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Changes in 	2 
classification 

made since the 1985 PSBR which 

comparison of the 1985 and 1986 

(eg ECGD interest support costs are 

BUDGET SECRET 
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NOT TO BE COPIED 
changes have been 

affect the 

projections 

now treated 

Sea revenues 

sterling oil 

the 6 are a result 

)rices. Other taxes 

Changes in 
expenditure 

as a subsidy rather than as debt interest; 

and fees and fines as current transfers rather 

than as a tax on expenditure). The net effects 

on total expenditure and total receipts are 

the same, and so, to make the comparison 

more helpful, the 1985 projections were 

reclassified before calculating the changes 

Table 2.5 (see footnote (1)). 

<(\ The planning totals for 1986-87 onwards 

in Cmnd 9702; the expected underspend 

in.q.'** 86 (line 1 of Table 2.5) is discussed 

in C 
	

5. Public corporations have repaid 

and overseas debt in 1985-86 

year ago (line 3)*, but they 

less 

than as 

have also borrowed less from central 

government; that 

in 1986-87 (see 

continued repay 

debt is assumed, 

change is assumed to persist 

Chapter 6); but in 1988-89 

of market and overseas 

ike last year's projection. 

Changes in 
receipts 

2A.6 	On Lhe recei ts 	ide, the reductions 

in North 

of lower 

(line 7) are higher throughout the period, 

partly reflecting the carrying-through to 

later years of higher ebtimates of expenditure 

taxes in 1985-86 and partly the 	ned higher 

level of money incomes. The 	er also 

explains why national insurance 	utions 

(line 8) are higher towards the e i 	the 

period. 

* Public 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 3 ant eftiVElia8cEtRIElre 1  
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The Budget Proposals in Detail 

It is proposed - 

to increase the single person's allowance and the wife's 

maximum earned income relief from £2,205 to £2,335 and the 

married allowance from £3,455 to £3,655 

to increase the additional personal allowance and widow's 

bereavement allowance from £1,250 to £1,320 

Ct
increase the age allowance for the single person from £2,690 

t,k  ,850, for the married from £4,255 to £4,505 and the age 
ID 
, • .,ce income limit from £8,800 to £9,400 

he basic rate limit to £17,200 

to increase the width of the 40 per cent band to £3,200, of the 

45 per cent band to £5,500 and of the 50 per cent and 55 per 

cent bands to £8,40 

As a consequence 	e changes, the structure of personal 

tax rates in operatio n 1986-87 will be: 

Bands of 	le Income 

Per cent 

	

0-17,200 	30 

	

17,201-20,400 	40 

	

20,401-25,900 	45 

	

25,901-34,300 	50 

	

34,301-42,700 	55 

	

over 42,700 	60 

It is also proposed - 

to abolish the £10,000 limit on higher rate relief fo 	ted 

donations to charities 
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to introduce from April 1987 relief for charitable donations up 

to £100 a year made through payroll deduction schemes 

to change on a revenue neutral basis, with effect from 1987-88, 

the present engine size breakpoints in the scales for taxing car 

and car fuel benefits in respect of company cars provided to 

directors and to employees whose remuneration is at a rate of 

£8,500 a year or more, and to increase the new scale for car 

benefits by 10 per cent 

to extend the relief for overseas travel expenses incurred by 

UK employees working abroad and by expatriates working in the 

K, and to extend to UK self-employed persons with businesses 

lly abroad all of the reliefs for overseas travel and 

ence that are available to UK employees working wholly 

Changes to apply from 1984-85 

to am 	t e tax charging provisions relating to directors' and 

employees' acquisitions of shares and interests in shares in their 

companies 

to permit the use 

subject to restri 

ex-employees 

roved employee share schemes of shares 

on their retention by ex-directors and 

to permit the use in appr 	ployee share schemes of shares 

of a class the majority • which is held by directors and 

employees and which gives them control of the company 

to enable approved savings-related share option schemes to 

permit exercise of options within h 	years in certain 

circumstances 

[to enable [registered bona fide 

co-operatives] to use redeemable shares in 

sharing schemes] 

Ives/worker 

d profit 

[to change the basis of assessment of the enterprise a 

from Case I to Case VI of Schedule D.] 
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to exempt certain pensions paid to victims of Nazi persecution 

to exempt from the requirement to deduct tax certain dividends 

in respect of securities held in recognised clearing systems 

to allow the Department of Employment to pass on to local 

authorities certain specified information supplied to that 

Department from the Inland Revenue Employers' Index. 

Income tax and 
	

It is proposed - 
capital gains tax 

to extend indefinitely the duration of the Business Expansion 

t
heme, to introduce an exemption from capital gains tax on 

t 	first sale of qualifying shares and to make certain changes 

coverage of the scheme. 

Income tax and 	 It is prop 
corporation tax 

to amend the mines and oil wells capital allowances; in 

particular to change to percentage based writing down 

allowances on a reducing balance and incurred basis, instead of 

the existing outp 	ted allowances 

to amend the pro 

all  

governing the agricultural buildings 

to amend the legislation -rlating to capital allowances on 

machinery or plant which is leased 

to amend the capital allowance provisions in respect of fixtures 

to provide for loaned equipment 

to disallow deductions for VAT pen 	interest and 

surcharges and to disregard VAT repayment s 

[to provide immediate relief for expenditure 	 on 

research and development by a company which 

trading) 
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to introduce a relief from 

companies which are not clog 

or single donations to charity by 

Income tax, corporation 
tax, capital gains tax 
and capital transfer tax 

t I
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to introduce a new tax relief for individuals investing in 

equities 

to introduce provisions to counter abuse of the tax reliefs for 

charities 

to remove certain securities within the Accrued Income Scheme 

from the scope of the anti-bondwashing provisions 

to make minor amendments to the Accrued Income Scheme 

osed - 

changes in relation to securities replacing special rates 

xchange jobbers by rules for market makers 

Income tax, 
corporation tax and 
recovery charge 

It is proposed - 

to introduce a tax recovery charge on payments from 

over-funded occur onal pension schemes to sponsoring 

employers 

Corporation tax 	 It is proposed - 

to correct an anomaly in the taxation of loans to participators 

in close companies 

to restrict the transfer of tax 

reconstruction 

to make a technical amendment to the definitiY 	ociated 

company for ring fence ACT set-off purposes 

a company 
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to exempt, with effect from 2 July 1986, gains on the disposal 

of any option or contract to acquire or dispose of gilt-edged 

securities or qualifying corporate bonds 

[to amend the provisions dealing with small part disposals of 

land] 

Oil taxation 

[to give exemption for onshore venture capital companies] 

en's proposed - 

clarify allocation of tariff charge in cases of fields in 

on ownership which received development consent on 

certain disposals in wholly exempt gas fields] 

to ensure that the onshore/offshore boundary for oil tax 

purposes coincides with the UK coastline 

to 

to provide an 

value of methane 

ive basis for determining the market 

cer in other light gas ?3. 

Capital gains tax 	 It is proposed - 

to incrcase the annual exemV amount in line with the increase 

in the retail prices index so that for 1986-87 an individual will 

be exempt on the first £6,300, and most trusts on the first 

£3,150, of capital gains 

to amend the hold-over relief for gifts(Sil

t <\IN 

sident trusts 

Capital transfer tax 	It is proposed - 
and inheritance tax 

to abolish the charge on transfers between indiv. 	de on 

or after 18 March 1986 and more than 7 years 	the 

transferor's death, and to charge inheritance tax 	ot er 

transfers on or after that date 
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to amend the rules concerning the interac 	partially 

exempt transfers and business and agricultural rdl 

[to extend the exemption for transfers of shares in a 

to an employee trust) 

BUDGET SECRET 	NOT TO BE COPIED 
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ta charge transfers made on ea- after 18 March 1986 but within 

7 years of the transferor's death as tapered amounts of tax due 

on the death rate scale 

It is proposed, for events on or after 18 March 1986 - 

to reduce from 10 to 7 years the period for cumulation of a 

transferor's or settlor's previous chargeable transfers for the 

purpose of the rate of tax on transfers into trust and on 

property held in trust. 

Ct tax gifts with reservation of benefit made on or after 

h 1986 in connection with the donor's death as if the 

the gifted asset had remained in his estate until the 

rert 	was finally given up 

to increase the bands of chargeable value for transfers on 

deaths occurring on or after 18 March 1986, in line with the 

increase in the retail prices index as follows: 

Band of 	 Rate on 
chargeable value 	death 

£000 	42per  cent 

0-71 
71-95 
95-129 

129-164 
164-206 
206-257 
257-317 
Over 317 

50 
55 
60 

to charge at half the death rates trans'. 	'er than between 

individuals) not within 7 years of the tran 	death 
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to withdraw the exemption from bearer instrument duty for 

bearer letters of allotment 

charge duty at 3 per cent on the conversion of shares into 

*tory receipts 
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It is 	proposed with effect trom 19 March 1986 - 

to charge duty at a rate of 0.5 per cent on takeovers and 

certain other company reorganisations 

to introduce a new exemption for company reconstructions 

to withdraw exemptions from gale duty for ccrtain categories 

of loan stock and purchases by a company of its own shares 

It is pro 	h effect from a date in the autumn: 

to reduce the rate of duty on transfers of shares to 0.5 per cent 

to impose a tax on certain share transactions which do not at 

present pay stamp 

to withdraw the 	enfIon from sale duty for letters of 

allotment 
\><> 

0 to change the rate of duty 	arer instruments 

Value Added Tax 	 It is proposed - 

to increase the registration limit to 	0 per annum and 

£2,000 per quarter 

to make VAT relief available for charitie 	tallation of 

distress alarms and lifts for the handica 	 t press 

advertising by charities, medicinal products 	 and 

refrigeration equipment supplied to certain chariti 	ding 

equipment used by charities for the blind, and welfare 	es 

used by charities to transport the deaf, blind or mentally 

handicapped 

0 
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to increase the duties on cigarettes and hand rolling tobacco by 

[11.2p] per packet of 20 cigarettes 

crease the duties on road fuels by [7.5p] a gallon and on 

[6.5p] a gallon 

e duties on aviation kerosene and lubricating oils 

Excise duties 
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to define the VAT treatment of accommodation in a hotel more 

closely, and in particular to restrict provision relating to long 

stays to stays by individuals (to take effect from 

1 November 1986) 

to change the law to counter tax avoidance by artificial 

disaggregation of businesses 

It is proposed - 

to increase the duty on gas oil by [1.5p] per gallon 

Vehicle Excise Duties 	It is proposed - 

to increase from 	h 1986 the rate of duty for hackney 

carriages of up to4eats to £52.50, and the additional 

payment for each addtn. 	at to £1.05. The concessionary 

rates of duty for farmers 	goods vehicles over 7.5 tonnes, 

will be increased by varvingoamounts as a second stage in the 

process of bringing them into line with the proportion of 

average mileage covered by these vehicles on public roads 

tpto increase from 1 January 1987 the . , •f duty for trade 

: .:- of measures 

-1611111A%  licences to £70 for cars and £14 for mo 	 The increase 

in trade licence rates will be part of a • :  

re forming trade licence arrangements,j_cluI ' ' widened 

availability and changes in the duration for ,, 	hey are 

available to 6 months and 12 months. 	A 	'e4 	of 

probationary trade licence is also to be introduc 	for ew 

businesses and for businesses where there is a doubt 	et er 

there is sufficient business to justify a full licence. 
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FSBRANNEX6A 

6A.3 Tables 6.3-6.5 

Table 6.7. The informa 

in Table 6.4. 	Finally, 

9 of Table 6.7) are 

-6.5. 
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ANNEX 6.A: Relationship between Tables in Chapter 6 

6A.1 Table 6.7 is based on the definitions used to compile the 

national accounts. In order to show the financial deficit (which is 

often used in international comparisons), lending and other financial 

transactions are separated from the analysis of receipts and 

expenditure in lines [1 23] and shown in lines [25-Z9 J . These lines 

show the relationship between the financial deficit and the borrowing 

requirement. 

Table 6.6 is a summary version of Table 6.7, showing the public 

nly, but separating current and capital expenditure in order 

tttshr 	he current surplus. Also, in order to give a clearer picture, 

cap 

asset 

ding in Table 6.6 includes defence capital and excludes 

in Table 1.14 of the Public Expenditure White Paper. 

(How evN,k14!' - 

Tables 6.6 44ri6. 

the White Paper table, capital spending in both 

also includes expenditure by nationalised industries 

prior to privatisation, changes in the level of stocks, and certain 

national accounts adjustments.) Taxes on capital are included in 

current receipts in Table 6.6. 

example, central govern 

appear as negative expenditu 

ry versions of the sectoral columns of 

Table 6.7 is rearranged so that, for 

ts to local authorities (which 

he local authorities column of 

Table 6.7, lines 17 and 22) app or as receipts in Table 6.4. Also, 

interest paid by local authorities to central government (which 

appears as negative receipts in the local authorities column of 

Table 6.7, line 8) appears as expenditure 

lending and other financial transactions (lin 

included in the receipts and expenditure of 

6A.4 Table 6.1 uses the same information as 1e .7, but again 

rearranges it. To derive general government expen 	starts by 

giving a functional breakdown of the public expen 	'arming 

total: that includes not only general government expe 

third column of Table 6.7 (including some of the 

the 

dal 

transactions" in lines 25-29), but also borrowing or capital 
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expenditure by public corporations in the fourth column. General 

government expenditure as shown in Table 6.1 is then obtained by 

adding general government debt interest from the third column of 

Table 6.7 and the national accounts adjustments already included in 

Table 6.7, and deducting public corporations' borrowing from the 

market and overseas. 

6A.5 Alternatively, general government expenditure in Table 6.1 (end 

table [2.41) can be obtained as the sum of lines 23, 25 and 26 (third 

column) in Table 6.7 and on-lending to public corporations in 

Oble 6.5. 

derive general government receipts, Table 6.1 takes the 

hown in the third column of Table 6.7 (lines 12, 27, 28 and 

anges them according to the type of activity which gives 

rise t 	 For example, oil revenues comprise North Sea 

corporat 	 d petroleum revenue tax (included in "taxes on 

income" in 	.7) plus oil royalties. The sub-total "total taxes 

and royalties" is the same as the first line of Table [2.31 in 

Chapter 2. 
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ANSACTIONS 

Table 6.6.1 	Summary of Central Government Transactions 

£ billion 

Consolidated Fund 
Revenue (Table 6.6.3) 
Expenditure (Table 6.13.2) 
Deficit met from National Loans Fund 

1985-86 1986-87 

Latest 
estimate 

Forecast 

106.1 109.8 
-110.2 -114.5 

4.2 4.7 

14.3 15.4 
-19.2 -19.1 
-4.2. -4.7 

-9. I -8.4 

-1.0 -0.7 

-10.2 -9.1 

National Loans Fund 
Receipts (Table 6.6.4) 
Payments (Table 6.13.4) 
Consolidated Fund deficit (as above) 

otal net borrowing by the 
ational Loans fund 

funds and accounts (net) 

vernment Borrowing Requirement 
borrowing for on-lending to 
titles and public corporations) 

Table 6.B.2 Consolidated 	xpenditure 

£ million 

1985-86 
	

1986-87 

Latest 
	

Forecast 
estimate 

Supply Issues' 
	

98200(2 ' 
	

101100 

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 communities 
Other 

Total Standing Services 

Total Consolidated Fund expenditure 

7600 
1800 
2600(2' 

60 

8500 
1900 
2800 

50 

(1)Supply Issues are monies paid from the Consolidated Fund 
accounts with the Paymaster General for spending on Supply. 
(see Table 5. ) equates closely to total Supply Issues in most yea 
may sometimes be slight timing differences between the two. 
(2)  £970 million was paid to the European Communities from Supply 
of Standing Services. 

ents' cash 
enditure 
h there 

ss 	tead 
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Customs and Excise- 
Value added tax 
Petrol, dery etc. duties 
Cigarettes and tobacco 
Spirits, beer, wine, cider and Perry 
Betting and gaming 

ar tax 
her excise duties 

own resources151 

ustoms duties. etc. 
icultural levies 

toms and Excise 

 

BUDGET SECRET 

  

NOT TO BE COPIED 

     

     

     

f million 

1985-86 	 1986-87 

Budget 
	

Latest 
	

Forecast 
forecast 
	

estimate 

Inland Revenue- 
Income tax 
Corporation tax°  )(2)  
Petroleum revenue tax(3)  
Capital gains tax 
Development land tax 
Capital transfer tax(4)  
Stamp duties 
Recovery charge 

Total Inland Revenue 

Vehicl excise duties(6)  
National Insurance surcharge 
Oil royalties 
Gas Levy 
Broadcasting receiving licences 
Interest and dividends 
Other'7 ' 

Total Consolidated 

Includes advance cor 
(net of repayments) 

12)North Sea corporation tax 
of which satisfied by sett 

Liability to corporation tax aris 
by setting off ACT :-Irising. on di 
onshore and offshore octiviti. 
Cd011e connot be identified. 

35200 35100 39300 
10100 10800 11900 

8200 6630 2460 
790 900 1000 

55 60 35 
760 880 920 

1100 1230 14UU 
25 

56200 55600 57040 

18300 19300 20700 
6500 6500 7300 
4300 4300 4800 
4200 4200 4400 

700 740 800 
760 880 980 

20 20 20 

1400 1200 1300 
100 160 160 

36300 37300 40500 

2500 2400 2500 
30 30 

2500 2000 950 
520 520 500 
790 980 '1000 
870 990 840 

6700 6400 6500 

106500 106100 109800 

3600 3900 4400 
2800 3030 2600 
1200 1180 1100 

Spect of North Sea production may be satisfied 
)a id ni previous periods in respect of both 

tifid ACT associated with North Sea ;-:'tivities 

-Includes advance payments of petroleum revenue tax. 
"Includes estate duty 	 4 	 6 	 5 
15'Customs duties and agricultural levies are accountable to the European Communities 
as 'own resources' actual payments to the Communities are recorded in Table 6.B.2. 
(6 ' Includes driving licence receipts. 
( ')Includes the 10 per cent of 'own resources' refunded v the European Communities to 
meet the costs of collection, other receipts from th 	ean Communities and central 
privatisation proceeds. 
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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 

Payments 
Service of the National Debt 
Interest 
Management and expenses 

al Service of the National Debt 

Total National Loans Fund lending" 

Total 

sed industries 
lic corporations 

al 	rities 
e 	r and within central government 
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Table 6.13.4 	National Loans Fund Receipts and Payments 

£ million 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

6700 

7600 

6900 

8500 

14300 15400 

14100 15300 
170 170 

14300 15400 

180 -680 
260 210 

4400 4000 
100 140 

5000 3700 

19200 19100 

n 'On-lending to local a 
in addition to Natio' 
tmainly Supply lssu 

ities and public corporations in Tables 6.4 and 6.5 includes, 
Fund lendiN:, net lending from other funds and accounts 

e 6.B.2). 
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Chaster 6 of FSBR 

Chapter 6 has been rewritten, compared with earlier years, 

y to make it more interesting and easier to read, along 

es of the revisions to earlier chapters. 

2. 	However, the present structure of Chapter 6 depends in 

part on Lhe provisional assumption that the Reserve is fully 

allocated in table 6.7 (formerly 6.5). 	If non-allocation were 

decided  instIsI the sectoral split of the PSBR and its components 

(paragraphs ;, • 	1, tables 6.2-6.5 and part of chart 6.9) would 

have to be d 	e , since 1986-87 forecasts could not be given. 

Hence the th 

restricted 

Chapter 6 is, 	ual, restricted to the current year 

and 	the 	year 	h 	(except 	for 	a 	brief 	new 

passage -paragraphs 6.2 -22 and part of chart 8 - making some 

useful and, we think, interesting comparisons with 1978-79). 

The figures in the text and tables are merely illustrative at 

present, and will of course chan 

The chapter includes  moreo  lanation than in previous 

years of the year-on-year and 	ecast-on-fnrecast changes in 

revenue and expenditure. 	It also q 	es some new tables and 

charts:- 

table 6.1, which is last year's 5.4 (a popular table with 

the TCSC and others) with a slightly modified grouping 

of taxes; 

table 6.6, the proposed new summary tabl 

current (see below); 

capital and 

Also, some detailed tables on a funds and account 	(which  

overlap with the earlier tables in - in earlier 	- an 

unexpected way) have been put into the annexes. 

structure would become twofold, being 

‹V 
co the 	ional" and "economic category" analyses. 
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- in 1986- allocation from the Reserve. 

The FSBR f 

consequently ab 

of total capital expenditure are 

billion and f11/4  billion higher than 

BUDGET SECRET NOT TO BE COPIED 

5. 	Table 6.6 R  B4PC-IcIrnk- 1M-Y( t le "Rodney Lord" table) 

of capital and current expenditure and financing, on the lines 

greed at your meeting on 15 January. 	As agreed then, there 

virtually no associated text. It should be noted that:- 

definition of capital in the new table has been brought 

close as possible to that in table 1.14 of the PEWP. 

However, there remain significant differences, principally 

because the PEWP table excludes 

capit 
	spending by nationalised industries which have 

bee 	re about to be, privatised, 

- chang 	tocks, 

certain 	i nal accounts adjustments, and 

the PEWP figures in 1985-86 and 1986-87 respectively. 

(b) The table depends on the allocation of the Reserve. If 

that were notionally al • ated to current expenditure, 

the current surplus a 	pital expenditure would both 

be distorted downwards inn' 87. The tablealready shows 

a significant drop in the urrent surplus between 1985-86 

and 1986-87 (which is not likg> 	improve when the figures 

are brought into line with Budq 	cisions). If the Reserve 

were not allocated at all, the table would become 

meaningless. 

eds and council 

s inconsistent 

re and could 

treated as 

not get 

(c) The table shows central privatisation 

house sales clearly as financing items, 

with the way we treat them in public ex 

be regarded as an own goal. (They are 

financing items in table 6.7, but that tab 

the attention which the new, simpler table will.) 

2 
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-1135 
+465 

+5 
+315 

Nil 
+10 

20 
-70 
+70 

55 
Neg 
Neg 
+20 

20 

-1 0 

+20 
Nil 
+25 
+85 
+25 
+45 
Neg 
+5 

+205 

+20 
Nil 
+25 
+85 
+25 
+45 
Neg 

+5 
+205 

-145 

+205 

-145 

+205 

(cost (+)/saving(-)) 

	

+90 	 +90 

	

+10 	 +10 

	

+50 	 +50 

	

+45 	 +45 

	

0 	 +50 
+90 

+5 
+10 

+350 

	

-95 	 -95 

	

+110 	 +110 
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Nil 
+135 
-135 

, 1175 
75 

+25 
-25 
-70 
+70 
-35 

Neg 
Neg 
+20 
-20 

Budget Measures: Summary of Direct Effects 

of the Budget 	1. 

Table 1.1 

Tax Proposals: 

Income tax allowances & thre 
Excise duties - petrol/dery 

VED 
tobacco 
alcohol 
gas oil 
other minor oil duties 

Stamp duty - cut in rate 
- extension of base 

Capital Transfer Tax 
Charities - package of reliefs 

- anti-abuse measures 
Pension Fund Surpluses 
Other tax changes 

National Insurance contributions 

Total tax and national insurance 
contributions 

£ million at current prices 
1987-88 

Changes from 	Changes from 
an indexed 	a non-indexed 

base 	 base 
(yield(+)/cost(-)) 

Nil -2405 
+145 +725 
-140 +90 
+180 +435 
-190 +110 
+25 +35 
-25 -15 

-110 -110 
+120 +120 

-55 -120 
-50 -50 
+20 +20 

+120 +120 
+20 +20 

400 -400 

-340 -1425 

1986-87 
Changes from Changes from 

an indexed 	an non-indexed 
base 	 base 

150 

185 

The main proposals in the Budget are summarised in Table 1.1 

below and described in detail in Chapters 4 and 5. The Budget 

is defined to include tax, National Insurance and expenditure 

changes announced in the Budget Statement, together with 

certain other changes set out in this Financial Statement and 

Budget Report. 

Expenditure Measures: 

Enterprise Allowance 
Loan Guarantee Scheme 
New Workers Scheme 
Counselling Initiative 
Jobstart 
Community Programme 
Fraud abuse 
Northern Ireland 
Total expenditure increases 
Offsetting reductions in social security 
benefits 

Net call on the Reserve 
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National Insurance 
Contributions 

Expenditure Measures 

PSBR 
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NOT TO BE COPIED 
E/131YGEttct IgithOrifLIV°P° sals in the Budget is shown on 

the basis conventionally used in the preparation of economic 

forecasts which allows for the full indexation of 1985-86 excise 

duty rates and main income tax allowances and thresholds in 

line with inflation in the year to December 1985. On this basis 

the tax proposals in the Budget are expected to cost [1.1.-.-,] in 

1986-87 and [164 in 1987-88. Measuring the effects of the 

Budget proposals from existing levels of rates and allowances 
: gives an expected cost ofil3riq in 1986-87 and 	2- 1
I in 1987-88. 

The measures are described in detail in Chapter 4. 

The cost of the reductions in national insurance contributions is 

expected to be [£150 million] in 1986-87 and [E“Qtni in 

1987-88. Details are given in Chapter 4. 

le 1.1 shows the costs of the public expenditure measures in 

dget. These will not add to the public expenditure 

Total as the costs will be met from the Reserve. 

he measures are given in Chapter 5. 

5. 	The PSBR for 1986-87 has been set at [ I, or l% of GDP. 

The Budget measures are expected to contribute about 	to 

this figure over and above the cost of simply indexing tax rates 

and allowances. 

effects on public 

allows for indirect as well as direct 

transactions. 
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PPS/CHANCELLOR ---- cc PS/Chief Secretary 

PS/Financial Secretary 

PS/Economic Secretary 

PS/Minister of State 

Sir P Middleton 

Sir T Burns 

Sir G Littler 

Mr F E R Butler 

Mr Cassell 

Mr OdLing-Smee 

Mr Peretz 

Mr Scholar 

Mr Cropper 

Mr Lord 

Mr H Davies 

PS/Governor 

PS/Deputy Governor ) Bank of 

Mr Flemming 
	 England 

Mr George 

CHANCELLOR'S MEETINGS ON THE MTFS 

The draft to be discussed is that circulated by Central Unit on Friday 

28 February. Version B is also now attached. 

C J RILEY 
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Mr Scholar 

Mr Cropper 

Mr Lord 

Mr H Davies 

PS/Governor 

PS/Deputy Governor ) Bank of 

Mr Flemming 	) England 

Mr George 

CHANCELLOR'S MEETINGS ON THE MTFS 

The draft to be discussed is that circulated by Centr21 Unit on Friday 

28 February. Version B is also now attached. 
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cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of Statp 
Sir P Middleton 
Sir T Burns 
Mr Cassell 
Mr H Evans 
Mr Scholar 
Mr Powell 
Dr Webb 

PSBR IN 1986-87 

	

1. 	Since Mr Evans' note of 25 February, reporting our then 

view of the PSBR in 1985-86 and 1986-87, the forecast has 

continued to move about in response to some new information. 

Mr Devereux's note of earlier today reported on the PSBR for 

1985-86 (£61/2-7 bn); this note gives another update for 1986-87, 

as requested by Mrs Lomax this morning. 

	

2. 	On the continued assumptions that 

the Budget package (B) is incorporated 

the oil price is $15 during 1986 (but see below), 

privatisation proceeds are as before (£41/4  bn), 

the forecast PSBR in 1986-87 is at present around £61/2  bn. 

Further changes are liable to take place over the next few 

days. 

	

3. 	The reasons for the incr!ase since 25 February are mainly:- 

(a) Slightly higher supply expenditure, as in 1985-86. 

(b) Slightly lower expected electricity price increases 

(for industrial customers) in April. 
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(c) Slightly higher debt interest. 

4. 	However, please note that: 

the forecast now includes a £0.4 bn overspend on the 

planning total, for such reasons as (b) and (c) above 

(plus earlier increases), although we shall not want 

to publish that; 

if the oil price were $121/2  during 1986, the PSBR would 

be around £0.7 bn higher, ie around £7-74.6A. (The futures 

prices of West Texas Intermediate crude for 

April-January 1987 averaged $131/2  yesterday.) 

MISS M E PEIRSON 



We discussed this after the overview meeting on Monday. 
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CONFIDENTIAL 	 S. 0\--, 	(e,  

FROM: CHIEF SECRETARY 

DATE: 5 March 1986 

You asked me to pull together the arguments; and make a 

recommendation. 

2 	I think we could adopt either no allocation; or notional 

allocation in the FSBR. I recommend no allocation. 

see the arguments as follows. 

3 	The case for full allocation rests on the fact that 

it would provide an objectively better published forecast 

of the public sector accounts that underlie your Budget 

judgement. Without implicit full allocation of the reserve, 

the numbers put in for the public sector accounts for 1986-

87 will be less useful, particularly to outside commentators, 

since comparisons will be made between outturns for 1985-

86 and plans (without any allocation or with only a notional 

allocation of reserve) for 1986-87. Full allocation would 

CONFIDENTIAL 
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also make monitoring outturn against forecast more 

meaningful, again particularly for outside commentators. 

It would avoid the confusion which could arise if monitoring 

and briefing were based on different forecasts, one published 

the other not. 

4 	But I think there are real risks associated with this 

ccurse of action. 

5 	First, there will be those who seek to make deductions 

about the allocation of the Reserve. I recognise that 

they probably will not be able to make these deductions 

correctly. But rightly or wrongly they may come quite 

close. For example, Table 6.4 shows a 9.1% increase in 

local authority current spending (and a much lower increase 

for capital spending which is also unhelpful). If the 

figure is adjusted for teachers' backpay the increase falls 

to only 6.9%; but the PEWP showed an almost constant figure 

between the two years. Those who wish to will attribute 

the difference to the Reserve. Similarly Table 6.5 shows 

current grants to the personal sector (which some will 

interpret as social security benefits plus employment 

measures) of £50.3 billion. 	The same figure appears in 

the PEWP which could be taken to imply no allocation from 

the Reserve to these areas. 

6 	Arguably it may not matter too much if commentators 

do make fairly accurate estimates of our allocations. In 

the end, it is a matter of timing when the information 

will become available. My point is not whether calculations 

of this sort are legitimate; nor whether they could be 

answered. It is simply that there is scope for confusion 

and mischief which I think we should steer clear of unless 

there are very good reasons for doing otherwise. 

CONFIDENTIAL 
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7 	Second, I think we would be opening up a running battle 

with the TCSC. We have just told the Committee that specific 

components of the Reserve cannot be identified . To publish 

figures incorporating an implicit allocation of the Reserve 

so soon afterwards, and then to refuse to reveal how we 

had allocated it would, in my opinion, be inviting trouble. 

I do not think an attempt to distinguish . between "control 

documenLs" and "forecasts" would be susLdinable. 

8 	It was these arguments in part which led us last year 

to adopt a notional allocation. This course too has its 

disadvantages: 

(I) the forecasts of local authority spending and 

borrowing are likely to be criticised as 

unrealistically low given what is already known 

about local authority budgets. The figures 

for 1986-87 would show a borrowing requirement 

of some £7 bn for central government, £1/4  bn 

for local authorities and a repayment of 

approaching 	El bn 
	

for 	public 	corporations 

(depending of course on the final decision on 

the PSBR). The local authority figure is 

particularly awkward in relation to the £2 bn 

or so they have borrowed in the past two years. 

For me this is the critical factor which has 

persuaded me on balance against this course 

of action this year. 

(ii) this discrepancy is also potentially awkward 

because outside commentators may be inclined 

to revise up the forecast local authority 

borrowing requirement without revising down 

the more plausible looking central government 

and public corporations borrowing requirement. 

The answer to this is to point to the notional 

nature of the Reserve allocation that underlies 

the forecast. But there is scope for 

CONFIDENTIAL 
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misunderstanding about the basis of your Budget 

judgement about the PSBR which would be most 

undesirable; 

(iii) the notional nature of the allocation may be 

more generally misunderstood. 	Last year this 

(then novel) approach led to some comment - 

notably in the Guardian, as I recall it. 	But 

it was limited. Whatever we do there will be 

those who draw the wrong conclusion. Providing 

the notional naLure of the allocation is made 

absolutely clear in the FSBR I do not believe 

the presentational problems of this approach 

would be significantly greater than with any 

other approach buL there might be some flutters; 

I do not put much weight on this point. 

9 There are some positive advantages in a notional 

allocation. It follows the practice of last year - I think 

we should avoid chopping and changing if we can. There 

would be no risk of outside commentators "deducing" where 

we really expect to use the Reserve. And the TCSC would 

accept it. They did not comment on this approach lasL 

year. 

10 	There is, however, one difference from last year - 

and I am persuaded it is a significant difference - in 

that the numbers for local authorities especially must 

call into question whether it is worth publishing tables 

on a notional basis at all. Last year, by good fortune, 

the notional allocation was close to the genuine forecast 

for local authorities (though not very close for central 

government or public corporations). This year however, 

as paragraph 8(i) above explains, the very low figure for 

local authority borrowing could provoke questions about 

the plausibility of the overall PSBR forecast. The straight 

answer to these questions of course is that the individual 

numbers are not intended to be realistic. But in the end, 

this may not be a satisfactory answer. 

CONFIDENTIAL 



• CONFIDENTIAL 

11 For the reasons I have given, I am sure we should 

not publish a full implied allocation of the Reserve. I 

believe on the basis of the analysis above that we could 

live with a notional allocation; but I accept that the 

numbers will look so palpably odd that on balance it is 

better not to allocate the Reserve at all. 

12 	This approach will mean dropping some of the information 

currently in Chapter 6. We would explain this on the basis 

that the misunderstandings that arose last year led us 

not to repeat the experiment (and anyone with a calculator 

and a few minutes to spare could do his own pro rata 

allocation anyway). The outside commentators will make 

their own forecasts of central and local government borrowing 

which I expect will be fairly close to ours. _Cr' short, 

I think the risk of misunderstandings will be minimised 

it we make no allocation and that is the course I think 

we should adopt. 

JOHN MacGREGOR 
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FROM : P M LEAHY 
DATE : 5 MARCH 1986 

Chief Secretary 
Financial Secretary 
Economic Secretary 
Minister of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr H Evans 
Mr Scholar 
Mr Turnbull 
Mr Mowl 
Mr Fellgett 
Mr Hacche 
Mr Coombes 
Mr H Davies 

Mr Pitts/IR 

ROYALTY OIL RECEIPTS 1986-87 - ESTIMATES AND FSBR FORECASTS 

My minute of 25 February (copy attached for ease of reference) alerted 

you to the possibility that different figures might be given in 

Estimates and the FSBR for 1986-87 Royalty receipts although they 

are both published on the same day. 

The very last opportunity to change the Estimates is at Reader 

Press on the morning of Wednesday 12 March. DEn would need to be 

given time to re-do their calculations. This means that a different 

oil price assumption could probably be reflected in Estimates provided 

a decision was taken by close Monday 10 March. 

If a different oil price figure was agreed after this lcading 

to different figures in the Estimates and the FSBR it is likely 

that no-one will notice. If they did and the FSBR forecast was 

higher than the Estimates (implying a higher oil price assumption) 

we could point to the different printing deadlines and to the 1984-

85 precedent. It might however lead to adverse comment and 

speculation about fudging the Budget figures. There should be no 

1 
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PR problem if the figure in the FSBR is lower than in Estimates 

as this could be explained as prudence. 

4. 	The only way to avoid the possibility of different figures 

appearing is to go firm by close Monday 10 March on the oil price 

figures for the FR. 

,/1/4AYAA- 
P M LEAHY 
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FROM: MS P M LEAHY 
Date: 25 February 1986 

MR R( 

 

	

2. 	CHANCELLOR 
cc Chief Secretary 

Financial Secretary 
Sir P Middleton 
Mr Butler 
Mr Cassell 
Mr Monck 
Mr Moore 
Mr H Evans 
Mr Scholar 
Mr Turnbull 
Mr Mowl 
Mr Fellgett 
Mr Hacche 
Mr Coombes 
Mr H Davies 

Mr Pitts - IR 

ROYALTY OIL RECEIPTS 1986-87: ESTIMATES AND FSBR FORECASTS 

This note alerts you to the possibility that different figures 

might be given in Estimates and the FSBR for 1986-87 Royalty receipts 

both of which are due to be published on Budget day. 

	

2. 	This may occur because the printing deadline for Estimates is 

earlier than for the FSBR. Estimates have to be finalised by 

Tuesday, 4 March. DEn are currently using the central WEP oil 

price forecast of $15 bbl (£10.50), giving royalty receipts of 

about £1 billion. We understand that a decision on the price 

to be used for the FSBR may not be madc until after this. A 

$2.50 increase in the forecast price would increase royalty receipts 

to about £1.2 billion. 

Different figures in Estimates and the FSBR would not be 

unusual. In 1984-85 the forecast in the FSBR was £2 billion and 

in the Estimates £1.75 billion. As far as we are aware, no-one 

noticed. But oil revenues are a more sensitive issue this year and 

it could cause adverse comment if it was noticed. 

The only way to avoid this possibility however would be to go 

firm on the oil price figure for the FSBR by the end of this week. 

But we assume you will want to leave your options open instead. 

cTJ 
CONFIDENTIAL 	P M LEAHY 
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67.42- 611-N-re• 	,4----g? SCel̀-e-e 	Mr Monger 
ti Mr Scholar 

Mr Turnbull 
lelv:k'  /V 	Mr Culpin 

frilr  P 	tf-v.;  Cli.S.  Miss Peirson 
Miss O'Mara 

Mr  
Pratt 

CY C1'4,,dt/t) v 	
c ykp 	/ 1 	t• fra Li'  Mr Cropper 

	

v_ z 4 7 3 c/c) 0 	tv 
 Mr

OP 
	H J Davies 

Mr r Lord 

O tt  , f4 
 Mr Calder - R 
Mr John - 

( 

ICP 	ev'' ' ili v t  iyiti ( 

PS/IR 12) 

I fr\ 	 qr  -N\Y  
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1986 FSBR 

have Secretary' 
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Jr ‘1 
comments on Chapter 5 of the FSBR. The Chief SecretaryA  

A 	' 
also has some comments on Chapters 3 and 6 as follows. 

N  
Chapter 3 	

(4r1 

2 The Chief Secretary thinks that the last sentence 

of 3.59 carries with it the unfortunate implication that 

the growth in manufacturing productivity has been due 

primarily to job losses rather than to changes in working 

practices. He does not think this is a good time to poke 

up this particular argument. 
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Chapter 6  

3 	Paragraph 6.12: The Chief Secretary thinks that the 

difference between the £2 bn referred to here (on a GGE 

basis) and the prospective underspend of perhaps E1/2  bn 

(on a planning total basis) needs to be explained more 

clearly. 	The £2 bn figure appears very abruptly; 	is 

potentially damaging; and paragraph 6.14 which ultimately 

explains it is itself difficult to follow. 

4 Paragraph 6.20: The Chief Secretary is concerned 

about emphasising a margin of error as high as £5 bn in 

relation to the PSBR. While he recognises that the average 

error is high, he thinks if possible it is worth, taking 

the average over a period which keeps it within more limited 

bounds relative to the total PSBR. And he does not think 

anyway that it need be over emphasised in this paragraph. 

He is concerned that the argument will be turned against 

the Chancellor and himself in July discussions and later 

if too much weight is given to the argument that swings 

of nearly £1 bn are just "small errors". 

5 	Paragraph 6.21: The Chief Secretary thinks the tone 

of this paragraph needs to be brought in line with the 

approach adopted in chapter 5 - I have spoken separately 

to Mr Turnbull who has this in hand. 

6 	The Chief Secretary is doubtful about the analysis 

of trends over the past ten years, particularly in relation 

to 	 in paragraph 6.22 and subsequently. 

He 	 exercise has been undertaken, but 

the information has already been 

provided in its proper context in the public expenditure 

White Paper; and that to rehearse it here may lead to 

differences in emphasis which he would prefer to avoid. 

he 

expenditure, contained 

recognises why this 

feels that much of 

BUDGET CONFIDENTIAL 
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7 For similar reasons, Lhe Chief Secretary is not 

attracted by Charts 6.8 and 6.9 which he would prefer to 

see deleted. 

R J BROADBENT 

Private Secretary 

BUDGET CONFIDENTIAL 
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Appendix B 

apter 6 of FSBR  

. 	hapter 6 has been rewritten, compared with earlier years, 

to make it more interesting and easier to read, along 

the 1. 	of the revisions to earlier chapters. 

However, the present structure of Chapter 6 depends in 

part on the provisional assumption that the Reserve is fully 

allocated inble 6.7 (formerly 6.5). 	If non-allocation were 

decided instan he sectoral split of the PSBR and its components 

tables 6.2-6.5 and part of chart 6.9) would 

since 1986-87 forecasts could not be given. 

Chapter 6 is, a 	 restricted to the current year 

and 	Lhe 	year 	ahead 	(except 	for 	a 	brief 	new 

passage -paragraphs 6.21-22 and part of chart 8 - making some 

useful and, we think, interesting comparisons with 1978-79). 

The figures in the text and tas are merely illustrative at 

present, and will of course cha 

The chapter includes more planation than in previous 

years of the year-on-year and f rq 	on-forecast changes in 

revenue and expenditure. It also I 	es some new tables and 

charts:- 	 0 

(i) table 6.1, which is last year's 5.4 (a popular table with 

the TCSC and others) with a slightlyIP

Q 

 'fied grouping 

 
of taxes; 

(paragraphs 6 

have to be dro 

Hence the thre 	4 structure would become twofold, being 

restricted co the " •u 	anal" and "economic category" analyses. 

(ii) table 6.6, the proposed new summary table 

current (see below); OP
c ital and 

77 
Also, some detailed tables on a funds and account b 	ich 

overlap with the earlier tables in - in earlier yea 	an 

unexpected way) have been put into the annexes. 
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(c) The table shows central privatisation 

house sales clearly as financing items, 

with the way we treat them in public expe v  

be regarded as an own goal. (They are 

financing items in table 6.7, but that table 

and council 

inconsistent 

e and could 

reated as 

not get 

the attention which the new, simpler table will. 

2 
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Table 6.6 is the summary table (the "Rodney Lord" table) 

f capital and current expenditure and financing, on the 

eed at your meeting on 15 January. 	As agreed then, 

lines 

there 

virtually no associated text. It should be noted that:- 

definition of capital in the new table has been brought 

c/as
V\  close as possible to that in table 1.14 of the PEWP. 

However, there remain significant differences, principally 

because the PEWP table excludes 

cap 

been, 

change 

certain 

- in 1986-87 

spending by nationalised industries which have 

e about to be, privatised, 

ocks, 

1 accounts adjustments, and 

allocation from the Reserve. 

The FSBR f w,re 	of total capital expenditure are 

consequently abo 	El% billion and £11/4  billion higher than 

the PEWP figures in 1985-86 and 1986-87 respectively. 

allocation of the Reserve. If 

ted to current expenditure, 

tal expenditure would both 

6-87. The table already shows 

surplus between 1985-86 

improve when the figures 

are brought into line with Budgetdiecisions). If the Reserve 

were not allocated at all, the table would become 

meaningless. 

(b) The table depends on the 

that were notionally 

the current surplus an 

be distorted downwards 

a significant drop in the 

and 1986-87 (which is not like 
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...Chapter 6 

ferent ways: 

on a functional basis, showing on the one hand the 

spending on goods a services, and so on, 

6.03 This threefold analysis public sector's finances is 

FSBR6 
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6 The Public Sectors Finances 

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 1986-87, together with new estimates 

of outturn in 1985-86. It also provides a commentary on the main 

features of the public sector's finances in those two years, including 

the most important changes which have taken place since last year's 

projections. 

Public sector's finances: 	6.02 The public sector's finances may be analysed in a number of 
three-fold analysis 

i.pts (North Sea revenues, other company taxes, income 

expenditure taxes, and so on); and on the other the 

ta4\.4.  social security, health, defence, education and so 

on f d by those receipts and by borrowing; 

by sector, ie by the authority which undertakes the 

financing or spending: central government, local authorities or 

public corporations. 

: capital and current, grants and by econom 

Analysis by function 

analogous to the threefold presenVtion of public spending which has 

become an established feature of Part I of the Public Expenditure 

White Paper: see paragraphs 14 and 15 of Cmnd 9702-I. The rest of 

this Chapter sets out these three analyses in de il. 

6.04 Table 6.1 1 /4:;(tocr(;•-'g 	kiN4) „c„P 	-give a 

functional analysis of the public sector's financ 3(\ 	6.1 itemises 

the main receipts of "general government" (ie ent 

government), grouping them according to the type 	

plus 

  y which 

l 

gives rise to them. It also sets out the various k• . 	neral 

government spending, by department, as in Chapter 5 	the 
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nally, it shows how its bottom 

line, the public sector borrowing requirement, is derived from those 

two totals. 

Ptz 
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6.05 Thus, for 1986-87, general government receipts are forecast to 

be £[157] billion: 	general government expenditure is put at 

£ [1631] billion; and, after taking account of public corporations' 

expected repayments of £I1 ] billion of borrowing from the market 

and overseas, the forecast public sector borrowing requirement 

comes out at £161] billion. 

nsert table 6.1 attached] 

Receipts 6 6 Expected general government receipts have changed little 

n 1985-86 since the 1985 Budget forecast, being still some 

£ 	 on. However, within the total there have been substantial 

chang 	r oil revenues [being broadly offset by] an increase in 

other r 	There are similarly large changes in 1986-87. 

    

6.07 Oil revenues in 1985-86 are expected to be some £1+ billion 

lower than in the 1985 Budget forecast, at £11 I billion. 	The 

reduction, which is much as forecast in the Autumn Statement, is 
_ 

mainly because the 	hange rate has turned out higher than 

assumed in the 1985 	 (The sharp drop in the $ oil price since 

December has had littleR31f 	on revenues in 1985-86, because of 

the lags in payments.) 

6.08 In 1986-87 oil revenues ar 	forecast at around £ [6] billion, 

compared with £111 billion prosieced -in the 1985 FSBR, because of 

the lower $ oil price (and higheil• $/£ exchange rate) than earlier 

assumed. The forecast depends h _11 on the future course of oil 

prices: the price of North Sea crude is ass 	d to be $1151 per 

barrel for the rest of 1986. (If prices wer 	barrel lower on 

average in 1986, but other things - including th 	ge rate - were 

unchanged, North Sea revenues would be aroun 	 lower in 

1986-87.) The forecast also depends on the excha 	• the $/£ 

exchange rate is assumed not to change very much. 
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1985-86 

1985 
Budget 

1986-87 

Forecast Latest 
estimate 

41.2 

18.2 

16.7 

14.4 

14.5 

31.1 

-2.6 

42.9 

18.5 

17.7 

15.0 

14.3 

31.5 

4.8 

4.5 

0.4 -0.2 

2.3 	 -1.3 	 -0.6 
5.0 	 5.1 	 5.6 

less public corporations' net 
market and overseas borrowing 

Other national accounts adjustments 

General government expenditure 159.5 157.5 	163.8 

159.5 
150.1 

	

157.5 	163.8 

	

149.8 	156.9 
General government expenditure 
General government receipts 

8.2 84 96 
35.2 35 1 39.3 

1.9 2.4  2.7 

18.3 19.3 20.7 
13.6 13.7 158 

6.5 6.5 73 
4.3 4.3 48 
4.2 42 4.4 
8.6 86 8.9 

55.5 565 62.0 

28 30 26 
82 66 2.5 
2.5 2.1 1.0 

13.5 118 

-0.8 - 0.$ 

113.5 113 

24.6 4 3 259 
6.4 6 6.4 

31 8 27 
2.1 31 29 
0.2 -0.4 -0.1 

150.1 149.8 156.9 

1985-86 

Public sector borrowing requirement 

d
0

0
 3

8
 0
1
 

1
01

\1
  

0 

Receipts 
Corporation tax excl. North Sea(I)  
Other taxes on income 
Taxes on capital 
Expenditure taxes: 

Value added tax 
Local authorities rates 
Petrol, dery etc. duties 
Cigarettes and tobacco 
Spirits, beer, wine, etc 
Other 

Total expenditure taxes 

North Sea revenues: 
North Sea corporation tax 
Petroleum revenue tax 
Oil royalties 

Total North Sea 

Other(2)  

Total taxes and royalties 

National Insurance and other contributions 
Interest and dividend receipts 
Other 

Gross trading surpluses and rent 
Miscellaneous 
Accruals adjustments 

General government receipts 

(I)  Excludin x on capital gains I' f 

. (2)  Adj vanced corporation tax 
orth Sea corporation tax 

adjustments accr 

Table 6.1 	The public sector's finances analysed by junction 

Public expenditure planning total 	 134.2 	133.4 	139.3 

General government debt interest 	 18.0 	 17.7 	 18.2 

orecast 1985 
Budget 

Expenditure 

DHSS - Social security 

Defence 

DHSS - Health and person 

Scotland, Wales and N 

Education and 	ce 

Other 

< Ce tra1. 

Res 

Adju ments 

4C.1 

18.1 

ervices 16.5 

139 

136 

29.4 

2.5 

5.) 

0.1 

on proceeds 

Difference between expenditure and revenue financed by borrowing:- 

General government borrowing requirement 9.4 

Public corporations 
market and overseas borrowing 	 -2.3 

7.7 	 6.9 

0.6 

d
0

0
 3

8
  0

1
 I
O

N
 

0 
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09BUCIGETstlAiSTfiGNielienu es between 1985-86 and 1986-87 

results mainly from the drop in the $ oil price, but partly from the 
higher $/£ exchange rate. 

6.10 Other revenues however are proving more buoyant than earlier 

expected. In particular, VAT receipts are expected to be some 

£ 11 1 billion higher in 1985-86 than forecast in the 1985 Budget, 

mainly reflecting some increase in the proportion of consumers' 

spending on goods subject to VAT. Receipts of capital taxes are 

likely to be some Eft ] billion higher, because of a greater number of 

estates subject to capital transfer tax, and higher capital gains tax 

Os
ceipts. 

Between 1985-86 and 1986-87, non-oil revenues are forecast to 

10] %. This is faster than the [9i 1% rise in non-oil incomes, 

three main factors: 

<( rn ore com an tax recei ts are expected to rise by 

14 °7 	een the two years, reflecting the estimated rise of 

around 18% in onshore company incomes between 1984 and 

1985: 

  

income tax 

reflecting mainl 

eipts are forecast to rise by [121%, 

pected real growth in earnings: 

expenditure ta 	eceipts are forecast to rise by 1911%, 

partly because of conti 	.• 	•wth in consumers' expenditure 

and the sharp rises in 	s expected from many local 

authorities. 

Expenditure 	 6.12 Total general government expenditure is now expected to be 

around E[157 f] billion in 1985-86, some £ 
	

billion lower than 

forecast in the 1985 Budget, for two main re 

6.13 First, as explained in Chapter 5, the plan 

now expected to be £ ] billion below the figur 

FSBR. The delay in ratification of the teachers' pay s 

1985 reduces local authorities' cash spending in the cu 

around £400 million. 

1 outturn is 

the 1985 

ent for 

r by 
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total the nationalised industries 

have been borrowing less from central government and hence 

repaying less (net) to the market than forecast in the 1985 Budget. 

Therefore general government expenditure, which excludes their 

borrowing from the market and overseas, is less than forecast a year 
ago. 

6.15 General government gross debt interest payments in 1985-Re 

are expected to total about £ [17i ] billion, [close to the] forecast in 

the 1985 Budget. The rise in interest rates two months ago will have 

had little effect in 1985-86. 

In 1986-87, general government expenditure is forecast at 

] billion, [a little lower than] indicated in the 1985 FSBR. 

ning total remains the same, as £139 billion; but within it (as 

the forecast of nationalised industries' net repayments to 

is a little lower]. Debt interest payments are forecast 

billion. [as] in the 1985 FSBR. The rise in interest 

1985-86 and 1986-87 is due to the net increase in 

debt, partially offset by an assumed decline in interest rates from 

present levels and by lower inflation affecting index-linked 

instruments. 

in 

the m 

at abo 

payments b 

Borrowing 6.17 The difference 

expenditure gives the gee 

shown in Table 6.1. Toge 

overseas borrowing, that 

requirement (PSBR). 

en general government receipts and 

overnment borrowing requirement, as 

with public corporations' market and 

the public sector borrowing 

6.18 The PSBR, shown at the bottom of Table 6.1, is forecast to be 

around £[61] billion in 1985-86, or [lf 1% of GOP, compared with 

£7.1 billion (2% of GDP) in the 1985 Budget fo -..st. [Net revenues 

are broadly unchanged,] as discussed above, 	reduction in the 
PSBR results mainly from the expectation 	planning total 
outturn will be below plans. 

6.19 However, borrowing in March is always high an 

with high expenditure and in some cases low income 

authorities, which have low rate incomes in that month 

'ctable, 

local 
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cv 
Ck).(1- 

‘4‘ 
Earlier years 

6.20 In 1986-87 the PSBR is forecast at £[6i1 billion, or [1 *1 % of 

GDP. However, the flows of receipts and expenditure are very large: 

indeed, including the revenues and expenditure of the public 

corporations, the PSBR represents the difference between flows of 

around £200 billion on each side. A small error in forecasting either 

flow will result in a large error in the PSBR forecast. Hence the 

average margin of error in the forecast of the PSBR in 1986-87 is 

very large, at around £ [5] billion either way. 

The changes between 1985-86 and 1986-87 imply that general 

ment receipts and expenditure are both expected to fall 

to money GDP: 	from [ I % to [ ] ro in the case of 

Next year will be the second successive year in which 

receip 	fallen sharply in relation to GDP, and the fourth 

successi 	in which expenditure has done so (allowing for the 

coal strike) 	e upward trend in the tax burden and public 
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NOT TO BE COPIED 
exp erlEitIDOETsbIST Ofill-Marg n of error of at least £1 billion 

either way in the present estimate of the PSBR in 1985-86. 

ex  eruditure until the early 1980s has now been clearly reversed 

(Chart 12.5]). 

&A:}1  

el51'e'44  

k)kPIV  

k----- 6.22 There hve also b 	changes in the structure of receipts and 

expenditure. Cr:7pa 	78-89 with the forecast for 1986-87, 

Chart [6.8] shows' 	 main developments: 

borrowing h 	 much less important means of 

financing expenditure,„ its 	falling from 12% in 1978-79 to 

5% in 1986-87 

North Sea revenues liave grown, but in 1986-87 they are 

expected to finance only [4 	of expen 	re compared with 

8% at their peak in 1984-85 

there has been a switch awa fro 

taxation; expenditure taxes, including,  rates 

expenditure in 1978-79 but are expect' 

1986-87 

to indirect 

d 31% of 

8% in 
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Analysis by sector 

£ billion 

1985-86 	1986-87 

Latest 
estimate 

Forecast 

Central government on own account".)  
Local authorities 
Public corporations 

	

4.6 	 5.3 

	

1.9 	 1.8 

	

-0.2 	 -0.8 

Public sector borrowing requirement 

(')Central government borrowing less on-lending 
corporations. 

6.3 6.3 

thorities and public 
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BUD 	oLlSatii;INILYnco me tax has fallen from 26% to 

24% 

some exp diture programmes, notably defence, health 

and personal social services, and social security, have increased 

their shares of toil expenditure, while the shares taken by 

housing, trade and intstry, and contributions to the European 

Community have fallen. 

6.23 The bottom line of Table 6.1 - the public sector borrowing 

requirement - may also be analysed by the authority or sector which 

ill be undertaking (or, as the rase may be, repaying) the borrowing: 

tral government, local authorities and public corporations. 

4 	is analysis is shown in summary form in Table 6.2 (and in 

t the end of the Chapter). It is also shown in the tables for 

each 	three sectors (Tables 6.3, 6.4 and 6.5): these tables 

include 	the analysis by economic category discussed further 

below. 

Table 6.2 
	

Public Sector*rrowin Requirement, analysed by sector 
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5  TnuagET §NceKkure 
Jziatagia.L.IX=Lt,i, 

go 

6.2 ral government 
es 

V\ 

NhOT TO BE COPIED 
whic ea to the central  

own above are:- 

  

Table 6.3 	Central Government borrowing requirement 

billion 

1985-86 
	

1986-87 

Latest 
estimate 

 

Forecast 

   

Receepts 
Taxes and royalties 
National Insurance and other contributions 
Other 

tal 

'titre 

nt expenditure on goods and 

	

99.7 
	

103.2 

	

24.3 
	

25.9 

	

9.9 
	

10.1 

	

133.9 	 139.2 

rants and subsidies 

le di 	and capital expenditure, 
ex udi 	-lending to local 
auth 	s èfd public corporations 

	

46.4 
	

49.6 

	

71.5 
	

75.7 

	

16.1 
	

17.0 

	

4.5 	 2.3 

Total 138.5 	 144.6 

  

Central Government Borrowing 

Requirement on own ac ount 
	

4.6 	 5.3 
On-lending to local aut 	and public corporations 

	
5.6 	 3.8 

Central government bo b 	g requirement 
	

10.2 	 9.1 

6.26 Central government spen 	cludes grants and subsidies to 

local authorities and public cogorations (including nationalised 

industries), which are included in the receipts of 

in Tables 6.4 and 6.5. Table 6.3 also shows 

onlending to local authorities and public cor 

whole CGBR, but the forecasts of onl 

uncertain (since the local authorities and p 

instead choose to borrow more from, or repay le 

overseas). 

those sectors, shown 

central government 

orations, giving the 

are particularly 

porations may 

market and 

Local authority finances 	6.27 The receipts and expenditure which lead to the 1 

borrowing requirements shown in Table 6.2 overleaf:- 

ority 
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Recetpts 
Rates (net of rate rebates) 
Rate support grant 
Other grants from central government 
Other 

Total 

Expenclaurc 

Current expenditure on goods and 
services 

Current grants and subsidies 
Interest 
Net lending and capital expenditure 

Total 

al Authorlty Borrowing 
irement 

ng from central government 
rowing 

c  Memo: Kate rebates 

in local authority ecPendftAç e  

Paper is the delay in ratific 

referred to above. 

1111JOG ELSECI4  CoTrovisni 
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billion 

1985-86 	1986-87 

      

      

Latest 
	

Forecast 
estimate 

13.7 15.8 
11.2 11.8 
9.7 10.5 
5.0 5.0 

39.6 43.1 

28.0 30.7 
5.2 5.7 
4.3 4.5 
3.9 4.1 

41.5 44.9 

1.9 1.8 

44 40 
-2.5 -2.2 

1.7 

6.28 Local authority recei ts consist primarily of rate income plus 

grant from central g 	ent. The increase forecast in net rate 

income between 1985- 	d).>986_87 is based on recent information 

about rate decisions by i 	ual local authorities. The main changc 

the Public Expenditure White 

the teachers' pay settlement, 

6.29 The latest estimate of local authority borrowing in 1985-86 

takes account of the Borrowing Intentions Survey 

authorities. However, borrowing in the la 

year is always very high and the margin o 

great. The forecast of borrowing in 1986-87 

as is the source of their borrowing: in 1985-86 t 

have borrowed [much more] from central governm 

in the 1985 Budget, and to have repaid correspondingl 

market, but in 1984-85 it was the other way round. 

th 

of a sample of 

of the financial 

correspondingly 

ore uncertain, 

expected to 

forecast 

to the 
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e which lead to the public  lc corporations' 	6 

ces 
corporations' borrowing requirements shown in Table 6.2 are:- 

Table 6.5 	Public Corporations borrowing requirement 

£ billion 

1985-86 	1986-87 

Latest 
	

Forecast 
estimate 

7.4 
3.2 

7.7 
2.7 

10.6 10.4 

4.1 3.6 
6.4 6.0 

10.5 9.6 

-0.2 -0.8 

1.2 -0.2 
-1.3 -0.6 

Receipts 

Gross trading surplus (including subsidies) 
Other 

Total 

Expenditure 

Interest, dividends and taxes on 
income 

Net lending and capital expenditure 

porations' Borrowing 

of 
Borro 
Othe orrowing 

m central government 

6.31 The main public corporations are the nationalised industries. 

Their receipts include s 	'dies from central government. Their net 

external finance, ie 	.rrowing plus those subsidies, is included 

in the planning total. Theoef 	s of the coal strike have continued in 

1985-86, adding hout El 	lion to the industries' financing needs, eg 

for coal stock rebuilding by t 	icity Supply Industry. 

Analysis by economic 
category 

6.32 The bottom line of Table 1:0.1 - the public sector borrowing 

requirement - may also be analysed by economic category (some 

details of which are given in Tables 6.3-6.5 above). This analysis is 

shown below, first in summary form (Table 6. 

giving prominence to the distinction bet 

expenditure and receipts, and to the current 

shows how gross capital spending is financed in 

surplus, asset sales and borrowing. 

see also chart 6.9), 

rent and capital 

Table 6.6 also 

the current 
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egory is shown more fully in 

Table 6.7, with a breakdown by borrowing authority or sector, and 

giving the derivation of the financial deficit. Table 6.7 is in the 

format which has become familiar in successive versions of the 

FSBR. 

[Insert Table 6.6 attached.] 

[Insert Table 6.7 attached.] 

6.34 Outturns for the PSBR are compiled monthly and published by 

ess notice 12 working days after the end of the month and then in 

detail in Tables [2.5 and 3.12 to 3.161 of the following issues of 

ial Statistics. Outturns for the details of the PSBR on national 

definitions, as in Table 6.7, are compiled quarterly and 

sections 2 to 5 of Financial Statistics three months after 

the en.  il<c\quarter. 

6.35 The fi 	turn for the PSBR in 1985-86 will accordingly be 

published on April 16. The first national accounts outturns for 

1985-86 will appear in the June issue of Financial Statistics, 

including Supplementary Table 13 which is based on Table 6.7. 
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Total capital expenditure 

d
0

3
 3

8
  0

1
  
IO

N
 

d
0
0
 3
9
 0
1
.1

0
N

 

rn 
0 0 

Table 6.6 	Public Sector current and capital transactions 

Current expenditure 

1985 86 

Latest 
estimate 

1986'87 

Forecast 

Current expenditure on goods and services 68 8 74 6 

Current grants and subsidies 56 5 59 9 

Debt interest 182 186 

Total current expenditure 143 5 153 2 

Capital expenditure 

Gross domestic fixed capital formation 20.1 
Increase in stocks (17 

Capital grants (net) 28 

Current receipts 

Taxes and royalties 

National Insurance contributions 

Ti ading surpluses, rent, Ill etc 

Total current receip 

12.0 

2.6 

20 

04 

6.3 

23 

118.9 

25.9 

18.4 

163,2 

10.1 

10.1 

4.8 

18 

c • 1 

6.3 

cc; 
c Ca 
DC 

0  
m 
-I m 
r-
cn m 

0 xi 
2 rn 
r-  —I X3.1 

Current sur 

re financed by: \ 

surplus 

Central privatisation proceeds 

Council house and other net sales 

Other financial transactions (net) 

Borrowing requirement 

tal capital expenditure 

18.1 

155 5 

12.0 

19.9 
04 

23. 1 
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£ billion(1)  
1985-86 Latest estimate 

Public 	Public 
corpora- sector 

Central 	Local 	Total 	tions 

General government 

24 

25 

26 

9 - 

2 

	

2.7 	 2.7 

	

0.5 
	

0.5 

	

-0 4 
	

04 
	

0.1 

	

0.1 
	

01 

23 	-141.1 
	

-18.0 	-159.1 
	

-6.2 	-165.3 

-1.8 	-9.5 -0.1 	-9.6 

0.2 

O.5 
-0 4 

0 

30 	4.6 	 1.9 	 6.5 	-0.2 	6.3 

govern- 
L n e(2 	ment 	ties 

shori- 

Current and 	ráeipts 
Taxes on in 
Taxes on expe,pdLtdre 
Taxes on capital 
North Sea oil royaltioo 
National Insurance and other contributions 
Gross trading surplus 
Rent and miscellaneous current transfers 
Interest and dividends from private sector and abroad 
Interest and dividends within p • • sector 
Imputed charge for non-tra 	• ; • tal consumption 
Capital transfers from privet 

Total 

	

/ 	52.3 	 - 	52.3 	-0.3 	52.1 

	

2 	43.0 	13.7 	56.7 	 - 	56.7 

	

3 	2.4 	 - 	 74 	 2.4 

	

4 	2.0 	 - 	 2.0 	 - 	 2.0 

	

5 	24.3 	 - 	24.3 	 - 	24.3 

	

6 	-0.3 	 0.3 	-0.1 	 7.4 	 7.4 

	

7 	0.3 	 2.8 	 3.1 	 0.5 	 3.6 

	

8 	3.0 	 0.6 	 3.6 	 1.1 	 4.8 

	

9 	 5.5 	-2.6 	 2.9 	-2.9 	 - 

	

10 	0.9 	 1.4 	 2.3 	 - 	 2.3 

	

11 	- 	- 	- 	0.2 	 0.2 

	

12 	133.4 	16.2 	149.6 	6.1 	155.8 

Current and capital expenditure 
Current expenditure on goods and s 
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 

Financial surplus/deficit 

Financial transactions 
Net lending to private sector and abroad 
Cash expenditure on company securities (net) 

(including central privatisation proceeds) 
Transactions concerning certain public sector 

pension schemes 
Accruals adjustments 
Miscellaneous financial transactions 

Borrowing requirement  

	

13 	-46.4 	-28.0 	-74.4 	 - 	-74.4 

	

14 	-5.6 	-1.2 	-6.8 	 - 	-6.8 

	

15 	-43.1 	-4.1 	-47.1 	 - 	-47.1 

	

16 	-2.6 	 - 	-2.6 	 - 	-2.6 
A

2

; 

	

-3.1 
-16.1 	

-3.4 	-6.5 	-6.0 

18 

	

9 	

-20.2 

	

20.2 	 - 	 - 	 - 
-1.5 -17.7 -0.6 -18.2 

-12.5 

	

0 	-0.6 	 - 	-0.6 	-0.1 	-0.7 

	

21 	-2.2 	-0.7 	-2.9 	-0.1 	-3.0 

	

22 	-1.2 	 0.7 	-0.6 	 0.6 

) 1) Sign convention : receipts positive, payments negative. 
(2)  Relationship between lines : 	(24) = (12) + (23) = - (25) to (30) 
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Central 
govern-
ment 

Local 	Total 
authori-
ties 

General government Public 	Public 
corpora- sector 
tions 

Line' 2  

	

1 
	

53.1 
	

53.1 
	

-0.2 
	

52.9 

	

46.3 
	

15.8 
	

b1.2 
	

62.2 

	

3 
	

2.7 
	

2.7 
	

2.7 

	

4 
	

1.0 
	

1.0 
	

1.0 

	

5 
	

25.9 
	

25.9 
	

25.9 

	

6 
	

-0.6 
	

0.3 
	

-0.3 
	

7.7 
	

7.4 

	

7 
	

0.3 
	

2.9 
	

3.3 
	

0.5 
	

3.8 

	

8 
	

3.2 
	

0.6 
	

3.8 
	

1.0 
	

4.8 

	

9 
	

5.7 
	

-3.1 
	

2.6 
	

-2.6 

	

10 
	

1.0 
	

1.4 
	

2.4 
	

2.4 

	

11 
	

0.2 
	

0.2 

	

12 
	

138.7 
	

18.0 	156.8 
	

6.7 	163.5 

-80.3 
-7.0 

-50.3 
-2.5 

-0.5 	-18.6 
5.6 	-12.5 
0.2 	-04 
0.1 	-2.9 
0.6 

13 
14 
15 
16 

16 
19 
20 
21 
22 

-49.6 
5.9 

-45.8 
2.5 

-21.5 
-17.0 

3.3 
0.2 
2.1 
1.4 

-30.7 
1.2 
4.5 

21.5 
-1.2 

3.6 

0.7 
0.8 

-80.3 
7.0 

-50.3 
2.5 

-18.2 
6.9 
0.2 

-2.8 
0.6 
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E billioni" 

Current and ca tal 
Taxes on inco 
Taxes on expenditure 
Taxes on capital 
North Sea oil royalties 
National Insurance and other contributions 
Gross trading surplus 
Rent and miscellaneous current 
Interest and dividends from 
Interest and dividends withi 
Imputed charge for non-tradi 
Capital transfers from private s 

Total 

Current and capital expenditure 
Current expenditure on goods and servi s 
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 

nsfers 

ector and abroad 
ctor 

onsumption 

Total 

Financial surplus/deficit 

Financial transactions 
Net lending to private sector and abroad 
Cash expenditure on company securities inet) 

(including central privatisation proceeds) 
Transactions concerning certain public sector 

pension schemes 
Accruals adjustments 
Miscellaneous financial transactions 

06 
0.2 
01 

	

-19.7 	-168.8 

	

-1.6 
	

-12.1 

0.3 

4.8 

0.6 
0.1 
0.4 

5.8 	-174.7 

0.9 	-11.2 

0.1 
	

-0 1 

4.8 

OS 
0 1 
04 29 

30 Borrowing requirement 5.3 7.1 
	

-0.8 
	

6.3 

00.5 

1.8 
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CONFIDENTIAL 

;.4 FROM: MRS R LOMAX 

DATE: 6 March 1986 

  

PS/CHIEF SECRETARY 

.dedL 

cc PS/Financial Secretary 
PS/Economic Secretary 
PS/Minister of State 
Sir P Middleton 

Jilkt  Sir T Burns 
Mr F F  R Butler 
Mr Cassell 
Mr Evans 
Mr Odling-Smee 
Mr Scholar 
Mr Turnbull 
Mr Culpin 
Miss O'Mara 
Miss Peirson 
Mr Pratt 
Mr Cropper 
Mr H J Davies 
Mr Lord 

1986 PSBR 

The Chancellor has seen your minute of 5 March recording the Chief 

Secretary's comments on Chapters 3 and 6 of the FSBR. 	He notes 

that it has already been agreed that Chapter 6 should follow the 

1985 model - though the original draft contains the seeds of a 

useful paper to the TCSC, subject to the Chief Secretary's poinl6. 

He looks forward to seeing a revise of Chapter 6 along last year's 

lines. 

2. 	The Chancellor agrees with the Chief Secretary on the PSBR 

range of forecasting error. He thinks it would be far better if 

from now on we could use average errors over a more recent period 

for all forecast variables. He would be grateful for Sir Terence 

Burns' views on this. 

RACHEL LOMAX 
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FROM: MRS R LOMAX 

MISS LEAHY 

DATE: 7 MARCH 1986 

cc Chief Secretary 
Financial Secretary 
Economic Secretary 
Ministry of State 
Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Cassell 
Mr Monck 
Mr H Evans 
Mr Scholar 
Mr Turnbull 
Mr Mowl 
Mr Robson 
Mr Fellgett 
Mr Hacche 
Mr Coombes 
Mr H Davies 
Mr Pitts IR 
PS/IR 

ROYALTY OIL RECEIPTS 1986-87 - ESTIMATES AND FSBR FORECASTS 

The Chancellor has seen your minute of 5 March. He does not 

think that a difference in the oil price assumptions used in 

the FSBR and the estimates would be a serious problem. But in 

practice he thinks we will be in a position to take a final 

decision on the oil price on Monday - and the chances are that 

we will want to stay with the $15 a barrel now assumed in both 

the estimates and the FSBR forecast. 

RACHEL LOMAX 



cc Sir P Middleton 
Sir T Burns 
Mr F E R Butler 
Mr Anson 
Mr Cassell 
Mr Kemp 
Mr Evans 
Mr Jameson 
Mr Odling-Smee 
Mr Scholar 
Mr Turnbull 
Mrs R Butler 
Mr Culpin 
Miss Peirson 
Mr Lord 

PS/CHIEF SECRETARY 

BR/39 
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FROM: MRS R LOMAX 

DATE: 7 MARCH 1986 

1986 FSBR: CHAPTER 6 - ALLOCATING THE RESERVE 

The Chancellor has seen the Chief Secretary's minute of 5 March. 

In the light of the Chief Secretary's views, he is content not 

to allocate the reserve this year. This can be defended by 

reference to the trouble caused last year by the notional 

attribution to the local authorities, (and of course to the note 

sent recently to the Treasury Select Committee which argued that 

specific components to the reserve cannot be identified). He 

has commented that if, in the light of experience, we come to 

regret this decision, we can think again next year. 

RACHEL LOMAX 



Does this seem a reasonable 21/2% (para 25) 

medium term 

a year. 

projection, taking proper account of 

• r 

AGENDA 

1. THE POLICY BACKGROUND TO THE 1986 MTFS 

[references are to Sir T Burns' paper] 

(a) 	Introduction (paragraphs 1-10) 

Assessment 	of 	economy's 	progress 	since 

1979 - comparison with 1975-79; success in reducing 

moncy GDP - improved output/inflation split (but 

still worse than for OECD 6) - excessive real earnings 

growth, 	higher 	productivity - large 	rise 	in 

unemployment. Is the analysis in paras 1-10 accepted? 

(b) 	The Medium Term Prospect (paragraphs 11-25) 

Scope for output growth consistent with declining 

inflation is now revised upwards and put at about 

the prospects for productiviLy, labour supply and 

the North Sea (para 18 and Table 8); the beneficial 

movements in commodity prices (paragraph 14 and 22); 

as well as the continuing failure of the labour 

market to adjust (paras 8-9 and Table 8 of the Annex)? 

Inflation objectives (paragraphs 28-34) 

Should we stick to the profile of 3% inflation by 

1988-89 (and 21/2% by 1989-90)? 	How important is 

it to ensure that this is achieved? Is the projected 

path of money GDP sufficient to secure it? 

Role of money GDP and monetary policy  

(paragraphs 35-45) 

It is not proposed to discuss the presentation of 

monetary policy and moncy GDP in detail at this 

stage; there are a lot of technical questions to 

be sorted out first. The usual procedure is to 

return to this at a later stage in the context of 

410 	
the MTFS chapter of the FSBR. 



4IM  

The overall stance of policy (paragraphs 46-56) 

Is the assessment, that the overall policy stance 

was eased in 1983-84, tightened in the first few 

months of 1985 and needs no further tightening for 

the year ahead (still?) accepted? 

Balancc of fiscal and monetary policy  

(paragraphs 57-77) 

(i) If the need to avoid sterling weakness and 

to apply downward pressure on earnings, the rapid 

growth of £M3 and high world interest rates point 

to a cautious approach towards monetary policy, 

do the short term arguments, 

  

 

together with the 

  

unexpectedly sharp North Sea revenue decline, suggest 

(as paragraph 67 indicates) that an easier fiscal 

stance might be desirabl/possible? 

Or is monetary policy now uncomfortably tight, 

with a real exchange rate and real interest rates 

high in relation to our competitors'? Would a tighter 

fiscal stance offer the prospect of lower interest 

rates? 

We have acknowledged that asset sales are 

Laken into account in setting the PSBR, and our 

presentation (eg in the Autumn Statement) has begun 

to show them separately. Do the higher receipts 

in prospect point (paragraph 73) to a much lower 

PSBR than planned in the 1985 MTFS? What weight 

should be given to the other arguments for fiscal 

caution - the 	undesirability 	of 	a 	boost 	to 

consumption, and worries about debt interest, 

confidence, and loss of room for manoeuvre 

(paragraphs 74-77)? • 
3 



(g) PSBR arithmetic for 1986-87: balance of arguments  

(paragraphs 78-94) 

Should the PSBR for 1986-87 be in the range 

£6-71/2  billion? 

If so, where in the range? 

What working assumption should we adopt at 

this stage for the scale of the fiscal Adjustment? 

Is it agreed that macro-economic considerations 

do not give any decisive pointers to the use of 

the fiscal adjustment next year (paragraphs 92-94)? 

If oil prices fall sharply higher interest 

rates would be needed to keep monetary conditions 

on track and limit the fall in the exchange rate. 

In these circumstances should non-North Sea taxes 

(fuel duties?) be raised to limit the likely rise 

in interest rates and1 the PSBR? 

2. 	EMPLOYMENT AND ENTERPRISE ISSUES  
[references are to Mr Monck's paper] 

Paragraph 56 poses the main questions for discussion: 

(a) 	In the light of the unemployment position and prospect 

(paragraphs 1-9), the scale of the existing special 

employment measures (especially those in the 1985 

Budget whose effects have not yet come through fully), 

and the need to hold to the public expenditure plans 

and reduce taxation, is there any need for a further 

public expenditure package of employment and 

enterprise measures? (Note that our Budget arithmetic 

will have to show any such extra public expenditure 

being financed not from the fiscal adjustment, but 

from within published spending plans.) 

• 

4 
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What is the scope for definitional change 

(paragraphs 17-18 and 26) or administrative measures, 

III eg removing earners and drawers or those languishing 

on the count (paragraphs 21-27)? 	Should we make 

all possible progress with these measures - which 

will require work with the Department of 

Employment - in any event? 

If there is a need for a package 

should its scale be such that it can 

realistically be charged to the Reserve for 1986-87 

a nd fitted within the planning total for later years 

(note the projection in Mr Evans' submission that 

the Reserve will not be able to accommodate this 

and other likely demands in 1987-88 and 1988-89)? 

should the medsures be taken from Lord Young's 

November list - ie those in the top half of Table 3 

(paragraph 31), with their 'enterprise' bias 	ie 

-- Enterprise Allowance (Annex B paras 2-3) 

— Loan Guarantee Scheme (ibid paras 4-5) 

-- New Workers' Scheme (paras 6-11) 	 \S 
9cC 

— Derelict Land Grant (paras 27-29) 

--more fraud staff? 

Should those in the bottom halt of the Table be 

rejected - ie Lhe remainder of Lord Young's November 

proposals: 

— extending the pilot measures for the long-term 

unemployed (Annex B paras 8-11); 

, more Community Programme places (paras 13-16); 

- extension of the Technical and Vocational 

Education Initiative (paras 18-19); 

— and 	almost 	all 	of 	the 	CBI's 	proposals 

(eg introducing a Building Improvement Programme, 

extending the Urban Development Programme, 

expansion of Job Release and Job Splitting 

Schemes). 

• 

• 



• 
Given the importance of pay, the poor labour market 

adjustment performance of recent years and the 

increased profile of the pay and jobs connection, 

would it be worthwhile, if only to buttress our 

exhortatory efforts, to consider a scheme of the 

Sam Brittan variety (paras 36-39)? 

Is there an employment case for a general reduction 

in the CT rate or in employers' NICs? 

Should profit-sharing (Weitzman) be pursued, for 

substantive or presentational reasons (paras 41-42; 

bo-L-61rA.0--

(tA4_0,4 

other relevant papers are Mr Monck's submission 

of 16 August, Mr Isaac's of 12 December, PS/PST's 

minute 	of 	20 December 	and 	Mr H J Davies' 	of 

2 January)? 

Which of the minor measures in paragraphs 44-45 

110 	 look worth pursuing? Viz: 

Small Business Investment Companies 

Cooperatives - increase in maximum shareholding 

- reduction in registration charge 

- access to profit-sharing schemes 

(Mr Farmer's submission of 20 December) 

Training Loan Pilot Scheme 

Exempting Enterprise (and Jobstart) Allowances 

from 	tax 	(Mr Elliott's 	submission 	of 

25 November) 

Increase VAT limit beyond indexation. 

6 



, 

3. 	TAX ISSUES  

[references are to Mr Monger's paper, except where stated) 

(1) 	General Approach  

The tax issues need to be approached against 

the background of the earlier discussion under 

1(g) above together with the preliminary prospects 

for expenditure and revenue indicated in Mr Evans' 

note on the Winter Forecast. 

The main tax questions are identified in paras 3-5 

of Mr Monger's paper:- 

the overall scope for income tax cuts, 

from rate reductions or threshold increases 

or both; 

whether additional revenue might be raised 

0410 	
through higher indirect taxes, either by 

over-indexation of excise duties, or by an 

increase in the VAT standard rate; 

what other major changes - on, for example, 

CTT, stamp duty, BES, pension funds surpluses, 

charitable giving - are to be included. 

(2) 	Excise Duties and VAT (paragraphs 15-18) 

Should we set an overall limit on the impact 

effect of the Budget measures on the RPI? 

Should we take an interim decision - interim 

until the major decisions have been taken - to 

aim for some overall over-indexation on the 

excise duties (11/2  times revalorisation on all 

401/ 	 duties increases the RPI by 0.6 per cent compared 



a further increase in allowances) depend on 

the prospect (a nd cost) of a substantial increase 

in allowances accompanying the move Lo 

transferable allowances in 1990? 

4 LL'Ole; 	 al 

8 

--- • rTh 	"7- 

with 0.4 per cent for straight revalorisation; 

and raises £370-£385 million)? 

(c) Is there a case for higher, or lower increases 

for specific duties - 

bigger increases in dery and petrol and 

tobacco duties (Sir A Fraser, paragraphs 7 and 8)? 

smaller changes in VED (Mr Ridley wants 

no change for cars and a reduction for lorries, 

perhaps made up for by extra increases in fuel 

duties) (Sir A Fraser, paragraph 8)? 

more 	lenient treatment 	(Sir A Fraser, 

paragraph 6) for drinks, and all the main drinks 

to get the same treatment? 

• (d) Should the VAT rate be increased and, if so, 

by how much? 

(e) Should there be any VAT exemption for charities 

(Sir A Fraser, paragraph 4)? 

(3) 	Personal Income Tax  

yi(a) The balance between increased allowances and 

cuts in the basic rate (paragraphs 7-10) 

(i) 	To what extent does the case for giving 

• 
	 preference to a basic rate cut this year (over 



• 	te-N 

( 

Have the Fowler reforms permanently altered 

the balance of advantage between action on 

allowances and on the basic rate (paragraph 8)? 

What is the minimum acceptable increase 

in allowances - 51/2  per cent (prices indexation) 

or 7 per cent (earnings - the minimum necessary 

to avoid an increase in the number of taxpayers 

and Inland Revenue manpower)? What might be 

adopted as a target increase? 

What is the minimum acceptable cut in 

the basic rate - is anything less than a 2p 

cut worth doing? What might be adopted as a 

target cut? 

(b) What changes to the higher rate structure are 

worth considering (paragraph 11, and Annex 7 

to Mr Blythe's paper)? 

stretching out the rate 

relatively short first 

40 per 	cent), 	on 	a 

revenue-neutral basis? Would the resultant 

pattern of gainers/losers be acceptable? 

(ii) should such restructuring be combined with 

restriction of mortgage interest relief to the 

basic rate (paragraph 12)? 

(c) What other personal tax changes are runners: 

Is it confirmed that a reduced rate band 

is ruled out (paragraph 13)? 

An increase in the mortgage interest relief 

47  
(i) simplification, by 

bands (including the 

slice of £3000 at 

0010 	
ceiling (paragraph 14)? 



• 
An increase in car benefit scale changes 

(paragraph 14)? 

Is it confirmed that relief for domestic 

employees is ruled out (paragraph 14)? 

(4) 	Business Taxes (paragraph 19 and Annex 4) 

Is it confirmed that there will be no changes 

in the basic CT structure announced in 1984? 

Can the Ernst and Whinney Study be ignored 

(Mr Bush's paper of 30 December)? 

Is there a case for help to the small firms/ 

unincorporated sector (Annex 4, paras 12-13) - 

either (i) a cut in the small firms' CT rate 

(if the basic rate of income tax is cut)? 

• or (ii) an increase in the small companies profit 

limit? 

Mining and oil allowances - 

is it agreed that there should be no change 

in the North Sea fiscal regime (paragraph 21)? 

would it be worthwhile to include a statement 

on the tax treatment of incremental projects 

(paragraph 21)? 

( 5 ) 	Capital Taxes  

c91' 	
(a) Should the Capital Transfer Tax lifetime charge 

be abolished (paragraph 22)? 

(b) Is it confirmed that there should be no major 

changes in Capital Gains Tax in 1986? 

• 

10 



• 

• 

(c) On Stamp Duty (paragraph 24) - 

is it agreed that reduction/abolition 

of duty on share transactions by individuals/ 

institutions is desirable? 

shnuld this be revenue-neutral, and if 

so, what offsetting changes can be made to gilts 

and to other city financial transactions? 

what other changes should be made - eg duty 

on houses, on capital duty and unit trust duty? 

what scope is there for an alternative 

tax on financial services (paragraph 25)? 

(6) 	Pensions and Saving (paragraphs 26 and 27) 

What action should be taken this year on 

surpluses? Is it confirmed that action on 

personal pensions is for 1987? 

Is Lhere a case for a further tranche of 

tax-privileged savings possibly linked to 

retirement or targeted on equities? 

(7) 	Enterprise and Employment: tax measures  

Mostly considered in the discussion of Mr Monck's 

paper; but provisional decisions on Business  

Expansion Scheme have been taken (paragraph 28). 

Are the changes to employee share schemes in 

paragraph 30 accepted? 

Cr, IT: 71;11\1 
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(8) 	Charitable Giving (paragraphs 31 and 32) 

Should the £10,000 limit on higher rate relief 

for covenants by individuals be abolished, and 

should 'private indirect' charities be excluded? 

Should any of Sir Adam Ridley's suggestions 

be taken further - 

CT relief for single gifts by companies? 

encouragement for payroll giving? 

partial tax rclief for single gifts by 

individuals? 

4. 	Next Steps  

410 	(1) What are the priorities for further work? 

(2) Does the following outline timetable look acceptable? 

31 January 	 Report of the Winter forecast 

13 February 	Cabinet discussion of economic 

prospects 

21 February 

11.., March 

First draft of Budget Statement 

and FSBR 

Deadlines for decision on main 

 

tax changes 

 

    

14 March 	 Final draft of FSBR and Budget 

decisions • 
18 March 

S 

• 
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Which Ministers should be seen (last year: S/S Environment, • 

	

	
Transport, Employment, Home Secretary, Minister of 

Agriculture)? 

Lord Young 

Mr Ridley 

Mr Fowler 

Mr Brittan (who has asked for a meeting) 

Mr Baker 

Anything to be added on the presentation of the Budget? 

Any other points? 

• 

• 
---; 

PLJ \MAL 
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FROM: ROBERT CULPIN 
DATE: 10 JANUARY 1986 

cc CST 
FST 
EST 
MST 
Sir P Middleton 
Sir G Littler 
Mr F E R BuLler 
Sir T Burns 
Mr Cassell 
Mr Monck 
Mr Scholar 
Mrs Lomax 
Mr Cropper 
Mr Lord 
Mr H Davies 

THE PRESS BEFORE THE BUDGET 

Sir Peter Middleton asked me to do a note for Chevening. 

Background  • 
2. 	We go into the Budget much stronger than last year. At the 

beginning of 1985, inflation and unemployment were unequivocally 

rising, the pound was on a toboggan, and interest rates were heading 

to 14%. Miners were striking. We were about to launch a Public 

Expenditure White Paper with its head in the sand. 

This followed a bad autumn. You had an unfortunate Party 

Conference and poor receptions in the House. Thanks to the student 

grant row, it took a police escort to get us back from a TCSC 

hearing. We were forced before Christmas into a reassurance about 

pension lump sums, and then faced non-stop lobbying from special 

interests on VAT. 

Our credibility was low. The rhetoric was of battening down 

the hatches. 

We have turned much of this around. And although this week 

has seen interest rates and unemployment up, Wednesday's action 

1 
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CONFIDENTIAL 

has clearly strengthened our credibility. 

We may now be in for one of those happy periods when inflation 

and unemployment both fall. I think it would be the first time 

this has happened for 8 years. We should have a favourable 

background against which to present the Government's policies. 

A small cloud is that RPT inflation will be rising after the summer. 

l see no real problem about monetary policy. People say it 

is unclear, but know quite well what puts interest rates up, and 

what lets them come down. 	We must have another go at explaining 

it in and around the Budget, as we discussed this morning. But 

until then, we rest on the Mansion House speech, and the evidence 

that you mean what you say. 

On fiscal policy, we have succeeded in dumping the fiscal 

adjustment, and we are no longer arguing (much) about infrastructure 

versus tax. Some still think there is a choice between letting 

people keep more of their own money and doing something about 

unemployment - and the CBI's Budget representaLtons won't help. 

But in the main, most people assume the priority to be tax. There 

are two simple questions: how much and what measures? 

Amounts  

The consensus expectation is tax reductions of about E2 billion. 

That is what our survey of outside forecasts shows. It is also 

what we read in the papers. 	Give or take about Eh billion, it 

is the figure most journalists mutter to me. 

On average, the outside forecasters assume that £2 billion 

of Lax Cuts will leave the PSBR at about £81/2  billion. So if they 

were to constrain it to something like the Red Book figure, the 

implied fiscal adjustment would only be about El billion. 

This precision is spurious, if only because the average 

forecast does not take full account either of the fall in oil prices 

or of the acceleration in the privatisation programme. Nor is 
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it a sum I have seen in print. But journalists have the impression 

that the consensus estimate is edging down: they now put it at 

£2 billion or less, rather than £2-3 billion. 

So if the Budget were to reduce taxes by a net £2 billion, 

my customers would not be surprised. Significantly more or less 

and they would be. 

This is not to say they would describe fiscal policy as 

unchanged. Most would see it as a mild easing, taking privatisation 

proceeds into account: sub-sub-Reaganomics. 

If we took £2 billion off taxes and set the PSBR at 

£61/2-7 billion, consistently with our last forecast, the surprise 

would not be the figure for taxes but that for the PSBR. To most 

of my customers, it would look implausibly low. A major reason, 

of course, is that most outsiders doubt our public expenditure 

figures. The first essential in Lhe run-up to the Budget will 

be to persuade people next week that the Public Expenditure White 

Paper is realistic. 

It is helpful that the consensus expectation for tax reductions 

is coming down. The only specific contribution we have made to 

this is to state the obvious - that lower oil prices mean lower 

revenues. You have said that in the House, and we should clearly 

go on saying it. 

If you wanted me to go further, I could draw attention to 

the arithmetic in paragraph 10, and remind people how relatively 

small previous fiscal adjustments have been. But this is a delicate 

game. While it would suit us politically to lower expectations 

further - and I rather like the figure of £1 billion - anything 

which comes as a nice surprise to taxpayers risks being a nasty 

surprise to markets. 

I think the line should be this:- 

- we are giving no estimate whatever of the fiscal adjustment 

for any assumed PSBR 

3 



CONFIDENTIAL 

you have acknowledged that lower oil prices mean lower revenue 

111 	
_ on the fiscal stance, you have told the FT to wait for the 

Budget, but said prudence will continue to be your watchword 

18. If journalists speculate about the PSBR, adjustments for 

privatisation proceeds and so on, we should simply acknowledge 

what is already on the record:- 

the Red Book is a starting point 

the path for borrowing has always taken "account of important 

influences such as the pattern of North Sea oil revenues, 

and the level of asset sales arising from the privatisation 

programme" (1984 Budget Speech) 

"there is nothing sacrosanct about the precise mix of monetary 

and fiscal policies" (1985 Budget Speech). 

v/(  The object should be to confuse them. 

Measures  

On measures, we face some problems of success. We have ended 

speculation on many, so it has narrowed to few. You have done 

companies and national insurance, ruled out VAT extension, and 

remitted personal taxes to a Green Paper. No one believes you 

could make much headway on mortgage relief or pensions (surpluses 

apart). 

The popular question is rates versus thresholds. People 

have had thresholds dinned into them over the last few years, but 

you are now seen as a rate cutter. The links with Fowler and with 

transferable allowances have both been made (especially by Hogg • 	and Raphael). There is some expectation of what John Cole called 
the old "tanner off". 
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21. 	The line on this is clear: 

rates and thresholds are both important 

the Government has reduced one and raised the other 

the first thing to establish is whether we can afford either 

An increasing risk is that, looking further ahead, colleagues 

will start describing to journalists umpteen "better" ways of using 

£5 billion than to introduce transferable allowances. 	Most of 

these will be ways of spending more. If this happens, we shall 

just have to repeat that the only question is what form any tax 

reductions should take, if any can be afforded. 

These issues apart, interest focusses on what more you can 

do to improve the labour market and the prospects for employment. 

People expect more of the same on special employment measures. 

Some are touting marginal employment subsidies or inflation taxes 

or incentives to profit sharing. 

The most difficult conversation I have is with people who 

support or understand the Government's policy. "OK, you set the 

nominal framework and leave the split to the market. OK, 

unemployment has much more to do with real wages being too high 

than with macro policy. But the labour market manifestly isn't 

working properly. After six years of non-accommodation, union 

reforms and micro measures, pay is rising well above market clearing 

rates, and those with jobs are expropriating those without. What 

are you going to do to make the market work better?" 

One answer is to build up case by case examples of increasing 

flexibility and realism. 

1 

\

26. But people will be 

the Budget. If, 

by giving further 

be a great help. 

We are trying to do that. 

looking for some measure or measures in 

for instance, you could build on previous Budgets 

incentives to profit sharing schemes, it would 

27. People are not, so far, speculating about higher VAT to finance 
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lower income tax. 

Conclusion  

28. My present forecast of what journalists will forecast is this:- 

monetary targets for MO (probably unchanged) and £M3 

(certainly raised) 

EMS nearer 

• 

• 

some traditional employment measures, plus something or 

other to fill the role of NIC restructuring last time 

indexed thresholds: if anything, indexed plus rather than 

indexed minus 

the usual bundle of taxes going up (?fuel) and down (? stamp 

duty) 

whatever reduction in the basic income tax rate you can 

afford for about a net £2 billion of tax reliefs 

PSBR in the region of this year's likely outturn - around 

£8 billion - which would be perceived (a) as a modest easing, 

given privatisation proceeds, and (b) as a number we would 

probably overshoot slightly. 

The line on all such packages is blindingly obvious: wait for the 

Budget. 

ROBERT CULPIN 
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viva fa b-467mt-Is 
My two previous minutes set out my Budget tax proposals with 

the exception of those for income tax, which we agreed at our 

meeting on I_Date-r:57(1. 1k,  

I have since agreed a package of employment measures with 
APrl 

David Young, 3htl11t which I will be minutkng you separately. 

This leaves the question of the PSBR and monetary targets 

for 1986-87. 

The latest indications are that this year's PSBR will come 

' out slightly below the £7 billion forecast in the last Budget 

(and still more below the figure forecast last autumn). A 

substantial shortfall on oil revenues has been more than made 

up by the buoyancy of other tax revenues and an expected small 

underspending of the Reserve. We have thus achieved this year 

a significant step down in the PSBR, the first since 1981-82, 

reducing the PSBR as a proportion of GDP from 3 per cent to 

rv 
2 per cent. 

Last year's MTFS envisaged a PSBR of £71/2  billion for 1986-

87 (a-tir allowing for a"fiscal adjustmen of £31/2  billion). Since 

then we have added f21/2  billion to expected receipts from 

privatipation, offsetting a similar addition to gross expenditure 

plans. We have had to revise down our forecast of oil revenues 

piNPv  
r LE. D. .5 bi 	•on (o "- 1 

u ot er a 

f 

than was expected a year ago 	o  the reduction in total 

oil 'rice avegagirm $15 a 
4,144 	Al A4 - estp.- 014.4a .046) .1  

elp s are ore as 	o se sigEiTicantly- 

higher 
	 40x,, (- f'  

government tax revenues is latictu E3 billion:) At unchanged tax 

rates, therefore, we would foe lee a PSBR of around £6 billion. 
(41- 61447r 44...4.10  

The Budget package that  4--prerorwcN  ould come to just under 

£1 billion, raising the PSBR to £7 billion or 13/4  per cent of 

GDP. 

In view of all the uncertainties I think it is wise to 

err on the side of caution and aim for a borrowing figure 

CVODVM 
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• below the £71/2  billion envisaged a year ago. It is important 

that the Budget should be seen by the markets as sound and 

responsible. 	I think that a PSBR of £7 billion would be so 

regarded, and indeed should leave us with some room for manoeuvre 

if, for example, there were a further weakening in oil prices 

later in the year. 

r14.4% 
	 1-1-rr-s 

' the PSBR 

/7. 	For th 

to 11/2  per 

4111 	 - 

ears 

Uit.e  owa 	 period.  ygt/9. 	1/14 Ply" 

is plan to show a path in which 

trend of 

for  tiPie  

the whole 

the monetary targets I  .aiwt  intend.* to stick to 

£M3, but in view of the uncertainties about the ve city 

3 gr wth will 	 how 

ges f r MO wi 	be shown fo 

For 

broad money. 

re 19oycand 1986-87 

riod, as will a fig re for money G 

angei f 

DecidW.buuropriate target nge for £M3 for the commn 
kir& 

year has 

a range of 5-9 per cent g • th in 1985-86; in the 12 month 

to February the actual growt of £M3 has been nearly 15 pe 

cent. We must set 	range fo 1986-87 that is credible an 

I have decided 	at this shoul be 11-15 per cent, which 
-SPAh 

atiftwOZOT 	co/n' inuation ot the rec nt velocity trend. 
Ce a , 

For MO the choice of t range is much easier. It 

growt over the past 12 months has been 31/2  per 
Llie- 

th 	bottom of the range Cset a year ago and I am reaffirmin 

or 1986-87 the 2-6 pe c nt range g,dicated in last year' 

MTFS. Thee tar et 	 with the Bank. 
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For the monetary targets in 1986-87 I  sca-intend414  to stick to MO 

and EM3. 	In view of its past behaviour, a case can be made for 

dropping EM3 altogether. As you know, EM3 has for some years shown 

a tendency to grow more rapidly than money GDP, partly in response 

ef  financial liberalisation, and partly ,, because high 

real interest rates have increased the demand for broad money as a 
)21,  

medium for saving. 	EM has regularly  s -  -- e 

without adverse consequences for inflation. This year has been no 

exception. A year ago we set a range of 5 to 9 per cent growth Ildiv 

1985-86; in the 12 months to February the actual growth of EM3 has 

been nearly 15 per cent. 	And yet all the indications are that 
CAS-NA,  

inflation is set to fall further over the  moat  ear. 

After careful consideration, however, I have concluded that 

dropping f.N. would risk giving the wrong signal about our attitude 
%.% 	-"it 	• 

to 	 But I cannot risk a repetition of this year's 

experience. We must set a range for 1986-87 that is both 

credible and achievable. 	I have decided that this should be 

11-15 per cent, to allow for a continuation of the recent velocity 

trend. In view of all the uncertainties about broad moneyjhowever, 

I do not propose to show ranges of EM3 growth for the years beyond 

1986-87. 

The choice of target range for MO has been much easier. Its growth 

ov„er the past 12. months has been 31 per cent, towards the bottom of 
:5-1 (-v  

t e 	nge set a year ago, and I am reaffirming for 1986-87 the 2- 

6 per cent range indicated in last year's MTFS. As in the last two 

years, I shall be publishing illustrative ranges for MO for the 

whole MTFS period. 

The presentation of monetary policy has undoubtedly suffrçç1 from 

I, 	the continuing problems with EM3, and the market's  qwwissoel  (to 
k''accept MO as a „redible, substitute. I have sought to re-establish 

the credibility of the MTFS by giving a slighly more prominent role 

to money GDP in explaining the Government'sstrategy. This has no  all 



operational significance, but it is a useful way of making the 

ilknt that, whatever the problems with particular monetary 
aggregates, the Government remains committed to reducing the growth 

in money incomes, as a means of achieving a further reduction in 

inflation. 

This approach has been fully discussed with the Bank 4,aand Brian 

Gz44.41thA4 who support these recommendations. 

• 
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DATE: 5 MARCH 1986 

cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Economic Secretary 
PS/Minister of State 
Sir P Middleton 
Sir T Burns 
Mr Butler 
Mr Cassell 
Mr Odling-Smee 
Mr Peretz 
Mr Scholar 
Miss Peirson 
Mr Lord 
Mr H Davies 

MEDIUM TERM FINANCIAL STRATEGY: FISCAL SECTION 

This minute records the main points made at the Chancellor's meeting 

on the MTFS last night. 

There was an initial discussion of the latest revised forecast 

for the PSBR in 1985/6 and 1986/7. The Chancellor was particularly 

sceptical about the large borrowing requirement now being forecast 

for March 1986, relative to the comparable period last year and 

the year before. It was agreed that the books should finally be 

closed on the PSBR early next week, when the figures for February 

are available. 

It would probably be necessary to finalise the assumption 

about oil prices at the same time, if not earlier. Decisions about 

what should be published for oil prices and the PSBR were to some 

extent related. At this stage, the choice for 1986/87 probably 

lay between a PSBR of £711 billion, on an oil price assumption of 

$14 a barrel, and a PSBR of £7 billion, assuming $15 a barrel. 

The MTFS should continue to be drafted on the latter set of 

assumptions. 

The following decisions were taken abou--....,the charts in the 

fiscal policy section of the MTFS: - 
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The chart in paragraph 2.20 should be redrawn on a 

different scale, dropping money GDP. The Chancellor 

would be prepared to add one further year - 1986/87 

(but no more). 

The chart in paragraph 2.29 should be dropped. 

5. 	The following points were made on the draft text:- 

Paragraph 2.20 should be written up, to highlight the 

two step changes in the PSBR since 1980 - in 1981/82 

and then again in 1985/86. The second half of the final 

sentence should be re-drafted as follows: "This would 

still have been the case even if there had been no 

proceeds from privatisation". (The Chancellor strongly 

disliked the phrase "central privatisation proceeds" 

and wanted it removed from both text and tables.) 

- 	Paragraph 2.22 and 2.23 should be redrafted (and aligned 

with the final version of the Budget speech). It would 

be important to offer some explanation for a PSBR 

different from the one shown in last year's MTFS. The 

final sentence of paragraph 2.22 should be deleted. 

- 	The second sentence of paragraph 2.24 should say that 

the assumption for 1989/90 is that the planning total 

will remain broadly flat in real terms. 

Paragraph 2.25 should be shortened and the table now 

shown as footnote to table 2.4 should be included here. 

Either here, or at an earlier stage in the text, there 

should be some comment on why the money GDP figures 

are higher than in the 1985 MTFS; this could include 

an explanation of why the forecast for real output has 

increased, though it might not be possible to say anything 

very convincing about inflation (especially in view 
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of lower oil prices). The Chancellor found the third 

sentence of the present draft of paragraph 2.25 

particularly unconvincing. 

The first part of the third sentence in paragraph 2.27  

should be redrafted as follows: "This will enable a 

continued low level of borrowing to be combined..." 

In paragraph 2.28 the sentence on North Sea Oil revenues 

should he redrafted to put more emphasis on the behaviour 

of oil prices (rather than production). 

Paragraph 2.32 - especially the first sentence - should 

be redrafted along the lines of last year's MTFS, to 

make a wider point about uncertainties. In the final 

sentence, the reference should be to the Government's 

economic policy (rather than specifically its micro  

economic policies). 

6. 	Your minute of 3 March on Fiscal Projections in the MTFS was 

also discussed. The economic assumptions summarised in the first 

paragraph were approved. The Chancellor was content with the path 

of the fiscal adjustment shown in case B (central revenue 

projections, public expenditure forecast case). It was provisionally 

agreed to set the PSBR at E7 billion in all years from 1985/6 

to 1989/90. 	(All the cash figures in table 2.2, 2.3 and 2.4 should 

be rounded to the nearest El billion; as now, the PSBR percentage 

should be rounded to the nearest 4 per cent). 

RACHEL LOMAX 
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I attach Chapters 3, 4 and 5 of the FSBR, revised in accordance 
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FROM: M C SCHOLAR 
DATE: 7 March 1986 

with the comments which you and others made on the version 

submitted last weekend. We need your comments on this version 

as soon as possible on Monday, in order to make ame 	ents to 

and return the proofs to the printer before earl afrnoon. 

Drafts of Chapters 1, 2 and 6 will be submitted to you 	day. 

We need to return these drafts to the printer, am 	as 

necessary in the light of your comments, at latest b 

Tuesday afternoon, in order not to fall behind with our time 
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expected to follow from the rate reducti 

satisfactory. 
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Table 4.2 (and therefore Table 1.1) has been drawn up on 

e 	

 ines agreed at your meeting on Monday - ie showing the 

of the tax changes in three columns: the first two for 

198 	gainst both a non-indexed and an indexed base; the 

secon f 	1987-88 against a non-indexed base. There is no 

problem 	this. But the Revenue point out that this latter 

presenta  • 	ollows a different approach from that elsewhere 

in the FSB 	ere it is assumed that the 1986-87 cash allowances, 

rates of duty etc, are indexed between 1986-87 and 1987-88. 

The Revenue note that an alternative presentation would have 

the 1987-88 column showing the costings against an indexed base 

(as in the scorecar 	I attach a short note by them on this 

point (Appendix A). 
0 

For myself, I see 	<5eason to alter the decision reached 

on Monday. It is clear fr. 	he heading of the table (comparison 

with an unindexed base) 	t no indexation has been allowed 

for. That is, I think, good enough. 

I was asked at Monday's meeting to consider whether the 

FSBR presentation of the Stamp D 	package deals adequately 

with the increased yield from 	ich arises from higher 

turnover. 	This point is covered 	otnote t to Table 4.2, 

which notes that the £75m cstimate o 	r receipts in 1987-88 

arising from the 1/2 % rate reduction t 	ccount of a yield 

of £35m capital gains tax arising on 	onal transactions 

think this is 

5. 	I also attach (top copy only) a revised frontispiece for 

the FSBR. Proofs from the printer for the whole FSBR should 

now be available on Wednesday. 

NINO IS11139C1118 
031d00 38 01 ION 
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Further, in the abse 

the post-Budge 

cash levels of 

1986-87; while the 

cash levels are th n 

ime in tables 1.1 and 4.2 assumes the same 

ces, rates of duty etc in 1987-88 as in 

post-Budget regime assumes that those 

xed between 1986-87 and 1987-88. 

the 1987-88 figures against an 

C131d00 39 01 ION 

A  110 

A1N0 isn 139ana 
1Au33s _Hocine  

giiltv%)14 A 

Tables 4.2 and 1.1 have been drawn up on the lines agreed 

nday's discussion of the FSBR. No technical problems 

, but we ought to record that this leads to a difference 

in 	h from other parts of the FSBR. 

2. 	The definition of the post-Budget tax regime used intahle 4.2 to 

derive the effects of changes against the non-indexed base in 

1987-88 is not the same as the post-Budget regime used in the 

MTFS (Chapter 2) forecasts and scorecard. This is because 

indexed base, the tables do not now provide 1987-88 figures 

which use the same baseline as the MTFS. 

are of the differences of 

1411k111)111  
• 01, 

you wished to avoid them, a possi4 	ternative would he a 

three column approach in both tab1z.:. 	converting the 

1987-88 column to show costs against 	dexed base (as in 

the scorecard). This compares an inde 	t-Budget regime 

(as in the MTFS) with an indexed pre-Bud 	egime. The 
in table 4.2 

unindexed base figures for l986-87/would continue to give a 

measure of the immediate cash effect in the first year, as you 

wished. 

3. 	Provided the reader can b 

definition (as he can by refe 

these do not seem to be overri 

to the annex to Chapter 4) 

jections. If, however, 

A1N0 isn 	ci i3one 
C13Id00 RS 01 ION L 131:103S13ocine  
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interest rates, a period of lo 
trade is in prospect. Many of &'e problems arising from payments imbalanc 
and debt repayments will remain. But the benefits to trade, output and 
inflation from the fall in oil prices should prove substantial. 

Trade and the current 3.06 Exports have grown strongly over the last two years. The current 

account account of the balance of payments is exp 	o remain in sizeable surplu! 

despite the big fall in oil prices. Offsets i 	her export earnings on 

other goods—with most overseas markets 	g from the fall in oil 

prices—lower profits earned by foreign oil 	s in the North Sea, 
and higher earnings from the UK's stock of o r eas sets. 

Inflation 3.0 Af 	'sing in the early months of 1985, inflation has been on a 
7\, 

downv4rd path since June and in January 1986 the RPI increase was 

5i per cent. The inflation rate is expected to be at or below 4 per cent for 

most of the forecast period. 

Assumption 3.04 The UK forecast is based on the assumption that fiscal and monetary 
policies are set withi he framework of the MTFS. North Sea oil prices 

are assumed to av 	15 in 1986-87. Neither the sterling index nor the 

sterling dollar ex 	rate is assumed to change much. 

World economy 3.05 Output in the S'52,ficonomv has now been rising since early 1983, 

and inflation has been 	ming down since 1980. The recent large fall in 

oil prices will be of partrOal 	to oil importing countries both in the 

developed and developing 	Assisted bN, further moves to lower 
ation and good growth in output and 

NOT TO BE COPIED 

-1-)  3 The Ec 	a a  I- • 	 ent 
evelopments and Prospects 

L6,!,1 1.id-1987 

Summary 

0
Demand and activity 3.01 1985 saw further sizeable increases in both exports and business 

investment. For the forecast period substantial growth is likely not only in mo 	areas of domestic spending but also in exports. Total domestic production 
and manufacturing output are both expected to record further growth in El7 

range 2-3 per cent. 

Labour ma çt2 Employment has continued to rise, with over 200 000 extra jobs in 

t 	'ear to September 1985. In spite of this there has been some further 
unemployment over the last year. However, with labour force 

now likely to fall, prospects for unemployment are somewhat 
for some years. 

World economy 
Recent developments 3.07 After a spurt in 1983 and the first half of 1984, 4 	• v• mic growth 

has slowed down sharply. By the final quarter of 1985 a G' was 2+ pei 

cent higher than a year earlier. The performance of the 0,4 ,A•my has 
strongly influenced the pattern of economic growth in other major 
industrialised countries. In Japan and Germany, in particular, output grew 
significantly faster than domestic demand in both 1984 and 1985, 

contitejirtzsleplecorttun gmbstarsteeRiEfernal 
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3.08 Domestic demand is now growing at similar rates in the US and 
other major industrialised countries. But the effect of much faster 
growth between 1982 and 1984 in the US, together with the effects of the 
rise—still only partially reversed—in the dollar, are seen in the 
pattern of current account balances: a large deficit in the US and large 
surpluses in Germany and Japan. There have, though, been a 
number of helpful steps towards reducing these imbalances over the past 
year. Slower growth in the US has not only reduced the increase in US 

ports, but also contributed to lower interest rates and a fall in the dollar. 
e latter was helped by the Plaza Agreement of 22 September between the 

ce Ministers of the Group of Five. Nevertheless, a period in which 
estic demand growth is significantly slower than that in Europe and 
likely to prove necessary if current account surpluses and deficits 

ar4Z & duced. 

21 

411 

241 

Chart 3.1 Commodit Prices 
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large part from the US. More recently the recovery in Europe has 
strengthened and growth has become less dependent on exports to the US. 
In Japan growth has shown some signs of slackening, although remaining high 
by European standards. 

3.09 he 	of inflation fell further in 1985: consumer prices in the 
major ira6stralised countries increased on average by about 4 per 
cent, compared with over 4i per cent in 1984. This partly reflects the 
weakness of primary product prices (see Chart 3.1). 

3.10 Since December 1985, oil prices have fallen sharply. T 
background to these oil price developments is set out in Chart 3.2. Before thc 
first oil price shock the non-communist world demand for oil was around 

-48..naillion..basze.ls-kel.-_4iay,and-abOut  30 mbd of this was produced by_9_PEC 
meR1110 GeEpTteblik OFIOTincrease  irNADpTicTagit nCaDigi tau 
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maintain roughly this level of production throughout the 1970s. 
After falling in 1974 and 1975 total demand for oil rose again during the 
rest of the decade, while non-OPEC supply grew by roughly the same amoui 
in absolute terms. 

Chart 3. 	I Poduotiofl 

 

Total oil production is the sum of OPEC and 
non-IVPEU(2) product,lon and ;_s ec141 tc non-communist 
worla consump,ion D1US sl.ockbuilaing. 

Non-OPEC production 
centrally planned economies. 

3.11 Experience suOe 	econd sharp increase in oil prices in 1979 has 

been very different. 	mand for oil has fallen and non-OPEC 

supplies have continue 'óo 	harply. OPEC's pricing policy made it 

effectively the residual so 	upply and demand for OPEC oil 

nearly halved: from about 	d in 1979 to less than 17} mbd on 
average in 1985. A large sharE>of the production cuts fell on Saudi 

Arabia. 

3.12 Towards the end of 1985 Saudi Arabia indicated that it was no 
longer prepared to maintain its own production at very low levels 
in order to maintain the existing level of p 	s. The resulting increase in 

supply, combined with no sign that oth 	ucers were prepared 

to make offsetting cuts in their product' 	oduced a sharp fall in 

prices. 

Prospects 3.13 Total demand and supply for oil may w 

to the large fall in price, and so excess capacity 
some time. This forecast assumes that prices will 
barrel—rather below, in real terms, the level bet% 

3.14 The prices of most other primary products are a 	ly to 

strengthen significantly over the next year or so, since w so c 
exceptions (for example a temporary shortfall in the coffee crop), supplies 
are abundant and stocks relatively high. The industrial countries can therel 
expect further improvPrnPnrc iT their terms of trade, raising real incomes 

EjI
t 
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5 

growth of real GNP in the US should pick up in 1986, 
b 	from lower oil prices and from the effect of the lower 
dol 	on 	Consumers' expenditure, while growing more slowly 
than incEè years, should be helped by the lagged effects of lower 
interest rates and rises in asset prices. 

3.16 Growth in Japan may be weaker than usual in 1986 as the expansion 
of domestic demand may not be sufficient to compensate for a 
slowdown in the growth of exports. In most European countries the 
economic recovery 	d strengthen in 1986, with the rate of 
growth increasing, fJ lady in Germany. 

3.17 Overall the ma.*)n2strialised countries may grow by about 
3+-4 per cent over the xt year. Together with lower inflation and interest 
rates in the major count 	e reduced cost of their oil imports, this 
should provide a better pro 	the non-oil developing 
countries, despite weak corn 	v prices. Oil producing countries, on 
the other hand, particularly tho0 already heavily indebted, face severe 
difficulties and will have to cut their imports further. 

-1 
REAL GNP 	 -2 
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countries 

19 8 31 7 114 21 100 
24 11 6 - 10 8 10 10 

3 1 5 - 	8 1 6 3 
9 8 7 -16 7 5 6 

Table 3.2: World import 
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3.18 This picture of world activity is reflected in the pattern of world 
trade growth. Import growth is likely to be strongest in oil-importing 
countries and in those whose exchange rates have appreciated most over 
the past year. This points to rapid growth of imports into Europe, 

pan and many developing countries, but to large falls in oil producers' 
. •orts. Overall import growth in 1986 should be well above that of 1985 

al conditions 
Exchange rates 3.1 9d1lar has declined substantially (by over 20 per cent against a 

baskeu,f o er currencies) since its peak in early 1985. In 1985 as a 
whole the sterling index was little different from 1984. There were 
however some sizeable swings during the course of the year. The index rosi 
from a lowpoint of 703 in January to a high of 84i in July, when UK 
interest rates fell, before declining to 78 in December. The index has 
fallen a little further 	s year as a result of the fall in oil prices. Over the pa! 
year sterling has 	isJabout 30 per cent against the dollar, but fallen 
against most oche 	rencAes. 

Chart 3.4 	STERLIN XCHANGE RATES 

3.20 The forecast assumes that sr".  ling will not change much from its flie  
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Interest rates 3.21 Short-term interest rates fell during much of 1985 from the peak 
levels reached in February and March. They rose again in January this year a 
sterling weakened but in 1986 so far they have been a little below levels a 
year earlier. However on average in 1985-86 short rates, at 12 per cent, have 
been a point or so above the levels of 1984-85 and several points above 
levels in the US, and most other industrialised countries. Long rates have beer 
much more stable. Yields on 20 year gilts have been within the 10-11 per 
cent range for almost all of the last three years. Real yields on index- 
linked gilts have also been relatively stable. 

Chart 3.5 
INTEREST RATES IN THE L.:K 

— 20 TEAR GILTS 
	 -20 

--- 3 VONTH INTERBANK 

Narrow money 3.22 MO was near the centre of its target range in the early months of 1985-
86, but growth slowed during the course of the year, in response to the increase 
in interest rates last winter. In recent months MO, rowth has generally been 
just above the bottom of its target range. T1 kI al increase in MO 
velocity has been stable for many years nofi 	pected to remain so. 

3.23 Growth in.  the non-interest bearing comp 
over the last year, has also slowed. This has been 
higher interest rates and the increased availability o 
accounts which are in Ml, contributing to an acceler 
total. 

Broad money 3.24 The rate of growth of M3 has risen during the cou 	5-86 
and has been well above both the target range set in the 1985 	and the 
growth of money GDP. With the funding objective now set at the level 
needed to cover the PSBR, kM3 growth (at 14-15 per cent on a year 
earlier in recent months) has reflected a continued strong expansion of bank 

grwn 6 InufbiltFICRIFP IED crect4615ttr§arteRrsemve 
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3.25 The rapid expansion of broad money and credit reflects to a large 

t 	•  FEmS FeCREeTest  and is  rA  a ft Pik t 
hatifOGEnTiaLINSaTthON11.46  level of real interest rates may 
have contributed to higher  bank deposits. The higher levels of broad 
money and debt in relation to incomes probably reflect a permanent 
and continuing shift in the private sector's portfolio which is not likely to 
be reversed through higher spending. They do not therefore pose a threat to 
the slower growth of nominal incomes and the fall in inflation in this 
forecast. 

Trade and the balance of payments 
Relative costs and prices 3.26 The last two to three years as a whole have exhibited relatively little 

change in most measures of cost and price competitiveness, although 
there have been large short-term swings associated with movements in the 
nominal exchange rate. As Table 3.3 shows, the effects of a lower 

0  nominal exchange rate have been broadly offset by unit labour cost 
ncreases at home above those in the UK's main overseas competitors, 

spite a good UK productivity performance. Assuming an unchanged 
ange rate, the UK's cost and price competitiveness may be little 
ent from the average of the last three years. 

Table 3_3: The nomina rate and relative costs and prices in 

manufacturing.* 

Sterling 

Index 

Relative 

actual unit 

labour costs 

(1975=100) 

Relative 	Import 

export 	Price 

prices 	Competitiveness 

(1980=100) 

1983 831 85 

1984 78i 831 
1985 (Estimate) 78 86 

* Ratio of UK to overseas costs/prices 

89 	 941 

7i 	 92 

911 

Trade prices 3.27 Prices of most categories of imports fell during the course of 1985. 
The exchange rate appreciated during the cour e 	e year, inflation in the 
developed world was low and commodity pri s 	weak. By the final 
quarter of 1985 import prices of all goods and s 	ere 5 per cent 
lower than a year earlier. 

Terms of trade 3.28 For 1985 as a whole, the terms of trade were 1 per e 	ve those of 
1984 because of the weakness of commodity prices. But th 	trade are 
likely to be worse in 1986 because the price of oil has fallen a 	other 
goods and services. As oil has a greater share in UK exports than 
imports, a fall in its prices reduces export prices relative to impo prices. 
On its own, the fall in oil prices worsens the terms of trade in goods by 
3 per cent, producing a fall in real national disposable income of 1 per cent. 
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yments basis 

per cent changes on a year earlier 

All goods 

Export 	Import 	Terms 

Volume 	Volume 	of Trade* 

1983 2 8 - 	i(-1 	) 

1984 8i 11 - 	1i(-1 	) 

1985 5i 3 2( 	3i) 
1986(Forecast) 5i 6i - 	4 	( 	1 	) 

Trade volumes (s  .29 As shown in Chart 3.6 UK exporters of manufactures improved their 
other than\ 	are of world trade in volume terms in 1984 and may also have done 

The forecast of exports of manufactures (excluding erratics) in 
vo 	rms is for further growth of 5 per cent in 1986. This is the 
sa 	rise in world trade, but less than in 1985. 

Chart 3.6 
PORT SHARES AND IMPORT PENETRATION 

SHARE OF U.K EXPORTS IN WORLD TRADE 	SHARE OF IMPORTS OF GOODS ( EXCLUDING OIL) 

	

IN MANUFACTURING 	 IN DOMESTIC DEMAND 

( 	frIGHTED ) 

1,79 11/79 1NI8 1993 1984 
	

1983 19114 19811 

3.30 Between 1982 and 1985 the growth in deman 	ufactures 
per cent at an annual rate) has been shared by importe 	estic 
producers, with importers continuing to increase their s 	estic 
demand for manufactures is expected to grow in 1986, be 
further growth in investment and expenditure on consumer rab es in 
particular. Growth in imports of manufactures in 1986 is forecast to 
be around 7 per cent, twice as fast as domestic demand growth, a 

_....rehtionsiti...54Rilef-te.4,14-bai.ve-Gg 1982 and 1985. 
BUDGET SECRET 	NOT TO BE COPIED 

BUDGET LIST ONLY 

1985. The value share was broadly unchanged in 1984 when UK co x  
prices fell relative to those of our competitors, but probably rose 
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Trade in oil 3.31 The prospect is for a substantial fall in the surplus on trade in oil in 
oflowvr oil prices. 	offset in the current account as a whole 

by reitillaGtE4sSfECAETwned cornMaToPatifiEn GORI-ED 
SeaatitiO(DECie IA sty, reil rope  is expected and domestic demand for oil 

ill 	be below the 1985 level which wls boosted by the coal strike. 

Invisibles 3.32 The surplus on trade in services has more than doubled since 1982. 
1985 was an exceptionally good year, with large gains in earnings from 
financial services, tourism and travel. With imports of services, particularly 
tourism, likely to grow faster, the balance on services may show only 
a modest gain in 1986. 

3.33 The profile of the transfers balance is affected by the timing of 
official transactions with the European Community. As the bulk of the UK's 
rebate on its 1984 contribution was delayed into 1986 the transfers balance 
was unusually low in 1985, by about Li billion. A correspondingly high figure 
is projected for 1986. 

,QP 3.34 On provisional estimates, the surplus on interest, profits and 
-idends (IPD) fell in 1985. Earnings on UK investment overseas 

depressed by a once-for-all write off of losses on BP's Sohio 
ary and UK banks' net earnings on their foreign currency 

fell. In 1986 the surplus on IPD is expected to increase. Lower oil 
prKi I reduce the profits of foreign oil companies operating in 
the 	ea more than they reduce the profits of UK oil companies' 
avers 	tions. There should be a net rise in the other 
compo nhe IPD balance as a result of a projected further increase 
in the UlOrtiet overseas assets. 

Table 3.5: Current account of the balance of payments, fbillion 

Oil 	Other Invisibles 	 Total 

Actual After allowing 

and 	for special 

forecast factors* 

1983 7 - 	8 (-2i) K)' 4 

1984 7 - 11 (-4) 5 

1985 8 - 10 (-3) 5 

1986 (Forecast) 5i - 10 (-3i) 81- 

3 3 

1 14 

3 14i 

31 

* The timing of EC rebates and the effect of the co 

** The balance on manufactures is in brackets. 

3.35 Table 3.5 summarises the current account and it 	imponents. 
Allowing for the effects of the coal strike the current acc 	n 
sizeable surplus in each of the last three years and a substa

;4 	
is 

1 	
us 

xpected again forecast for 1986. On an underlying basis, the surplus 198 
to be lower than in 1985, as a result of the big fall in oil prices.e'e 
contribution of North Sea oil to the current account—ie the balance 
of trade in oil less foreign companies' North Sea profits—is forecast to fall 
from 2 crrilce-arhicteri ,c61 hillinn in 	1985 to £31 billion in 1986. Chart 3.7 

oveNtaageFfitlicErCtOcRIE  D shoNfalthaerEp-EntSE  ReiTcoun 
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Chart 3.7 THE Ct. ftlIENT  ACCOUNT OF THE BALANCE OF PAYMENTS 

( SLKPLUSES AND DEFECITS AS A PER CENT OF GDP) 
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Overseas assets 3.36 The UK's stock of net overseas assets is estimated to have been 24 per 
cent of GDP (L85 billion) at the end of 1985, compared with 6 per cent of GDP 
in 1979. 

Inflation 

	

Inflation and 3.37 In the year to 19?" 	the RPI increased by 54 per cent, a little more 

	

costs in 1985 than forecast in last year 	SBR In the middle of the year retail price 
inflation touched 7 per cen 	ig in particular increases in mortgage 
interest rates in February an 	1985 and the weakness of sterling in late 
1984 and early 1985. Between 	ay and January retail prices rose by only 
1-1 per cent in total, helped by a all in mortgage rates, by lower petrol pnces. 
and a general easing of cost pressures. 

3.38 Import prices declined during 1985 and in the final quarter were 
about 5 per cent lower than in 1984Q4, the p 	s of imported fuels 
fell 14 per cent over the same period. Pnc 	t manufacturing sector's 
imported inputs fell rapidly from their pea 	ary and by the end of the 
year were 6 per cent below their December l\kc. The rate of 
increase in manufacturing output prices started 	own in the 
second half of 1985. 

3.39 The underlying growth of average earnings (t 	racting 
from the effects of strikes, delayed settlements and oth 	ary 
factors) continued at about 7.} per cent in 1985— little c n 	om 
1984. With output per head growing at about 2 per cent (a r a 	g for the 
effects of the coal strike) the growth in unit wage costs was a ut 5i per 
cent in 1985. Unit labour costs rose by about 1 per cent less mainly 
because of the abolition of NIS in October 1984. In the manufacturing 
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Chart 3.8 Unit labour costs in manufacturing 
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21 

IN 

Is 

12 

9 

:I i  

O • 	 \a+ - • artjk-Trooe sighted wrap of oitur ercior iv:Lout-id ccknories 

3 

Prospects 3.40 So far the current pay round is showing little sign of any significant 
change in the level o 	v settlements or in the underlying rate of growth of 
average earnings 	Jivate sector. Unit labour costs for the economy 
as a whole may rise 	p5x\  cent in 1986. and unit labour Cogs in 
manufacturing may r<ie., 	tiv less than this World commodity pi iLes are 
likely to remain weak i986. With oil prices in sterling terms falling 
by almost a half between 4)9 	 1986. the overall cost of manufacturers' 
material and fuel inputs sho 	fl quite sharply between the two 
years. The prospects are for 	modest growth in manufacturers' total 
costs and a widening of profit 4argins. 

Table 3.6: 	Costs in manufacturing (percentage changes on a year earlier)  

Unit Labour 

Materials and 

fuels purchased 

Costs in by manufacturing Estimated 

Mhnufacturing industry(1) Total Costs 

1983 8 2i 

1984 2i 81 4i 

1985 4 4 4 

1986 (forecast) 	4i -11 
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Food 

Nationalised Indust es 

(including water) 

Housing 

Other* 

Total 

J.41 The fall in import prices since the spring of 1985 has contributed to 
the recent low monthly growth in retail prices, and will continue to 
rontribute to lot.' increases in prices over the comm 	months. The annual 

EinS c sharply  IN.IfilamiChsrQiiI,E D 
B1030 ih-T 	suTro ritioy  year RPI inflation may be about 4 per cent, 

itli IJLLk 	cliAngc 	in the firit half of 1987. The fall in oil prices 
is expected to work its way fully through to petrol prices in the course of 
1986. The forecast increase in the housing component of the RPI (which cov 
mortgage payments, rents, rates, and other housing costs) mainly reflects 
the prospects for local authority rates in 1986-87_ 

.7: 	 Retail prices index 

Per cent changes on a year earlier 

Forecast 

Weights 

in 1985 

1984 Q4 1985 Q4 1986 Q4 1987 Q2 

19 3i 3 3 3. 

9 14 5 14 3 

15 10i 9i 9i 3i 

57 4 5i 3 4 

1 00 5 C, 1  14 

3.42 Other price indices sometimes move differently from the RPI 
because ofdifferen coverage In particular they vary in the 
degree to which 	c affected by movements in import prices, and the 
housing compone,  e 	RPI includes a direct effect from interest 
rate changes which 	cnt ii out other pricc indices. 

3.43 The GDP deflatoec41 icuty the price of domestic value added—
principally unit labour cos U.r.rd profits per unit of output—and 
excludes imports altogether. ne  GDP deHato.r covers all sectors of the 
economy, including oil output in the North Sea, and so is highly sensitive t 
the fall in world oil prices. This contributes to a marked slowdown in the 
growth of GDP deflator over the coming year. The deflator for 
GDP at market prices is estimated to have increased by 54 per cent in 
1985-86. about one per cent faster than in 9 	5 In 1986-87, inflation on tF 
measure is expected to fall back to about 	cent. With no further 
benefit from lower oil prices assumed after 	e GDP deflator 
is not expected to show any further decline 

ff31#131113TEeT igECIRIEWY  esti 

outibtarntt§r eiknr  cen 

Demand and activity 
3.44 Latest estimates suggest that GDP rose by abou 	em in 1985. 
or 2i per cent after making allowance for the effect o 	co. •ery 
from the coal strike. Over the year to the first quarter o 98 	i P is 
estimated to have risen by almost 4 per cent in strike adjus 	terms; 
since then the path of GDP has been flatter. The rise in GDP between the 
first and third quarters of the year was more than accounted for by recovery 
from the coal strike, but growth seems to have picked u_p again in the 

mateihrOW0Ifiat Bfist.GGItifOlowed 
t between the third and fourth quarters 
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of the year. The flattening out of strike adjusted GDP during the 
middle of 1985 reflected in part the high level of business investment and 
North Sea output in the first quarter of the year. Output in most 
sectors of the economy, including manufacturing, continued on an 
upward trend throughout 1985. 

nal sector 3.45 Between 1980 and 1983 the inflation rate fell by about three-quarters 

expenditure and the personal saving ratio fell by almost a quarter. In 1984, with the 
uncertainties caused by the long coal strike, consumers were more cautious 
and saving rose. During 1985 spending has picked up again, 
particularly spending on durables which was some 7 to 8 per cent higher in 
the second half of 1985 than in the second half of 1984. 

3.46 The combination of lower price inflation and little change in 
rnings growth, together with higher dividend income reflecting 

buoyant profitability of the company sector, is expected to lead to 
antial growth of real personal disposable income of about 4 per cent in 

here may be some increase in the saving ratio, as consumers adjust 
.r levels of income; but most of the rise in incomes should be reflected 

in 	pending, with continuing strength in purchases of durables. 

Ch 	ows recent and forecast changes in personal income and 

cons 	ding. 

Chart 3.9 

3.47 Investment in dwellings by the personal sector fc 	•een 1984 

and 1985, but a resumption in growth is expected for 
Investment in housing improvements, which fell in the on9f of 
1984, started to recover during 1985, and is expected to sho 
further growth in 1986 as personal incomes rise. In spite of t e increases 

in mortgage interest rates early in 1985, house prices remained firm; 
rivarr housing starts which had fallen during 1984 were rising 
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throughout 1985. and the total for the year was well above the 
number of completions. This trend in starts should show up in investment 
in new houses during 1986. 

3.48 The demand for housing (as reflected in house prices) and spending 
on consumer durables have both been resilient in the last year or so, 
in spite of the high level of real interest rates. The personal sector has been 
responding to the financial liberalisation of recent years and the greater 
availability of credit as well as to the changes in interest rates. Borrowing 
from banks and building societies by the personal sector increased by about 18 
per cent in 1985, and by 20 per cent a year on average between 1980 and 
1985. This borrowing has not only helped to finance current consumption and 
spending on tangible assets, but has also been accompanied by substantial 
acquisition of financial assets: in fact the growth in the personal sector's 

nancial assets has recently more than matched the growth in their 
partly because of capital gains on holdings of equities and gilts. 

19 
COM 

1960 
since 19 

any income and expenditure 
mpany profitability has continued the recovery that began in 

et real rate of return for all industrial and commercial 
CCs) for 1985 is estimated to have been the highest since 

orth Sea 1CCs, profitability in 1985 was higher than any time 

Chart 3.10 

3.50 The recent sharp fall in oil prices will mean a substantial reduction 
in North Sea profits in 1986, and the overall return earned by ICCs 
may fall. However, non-North Sea 1CCs will be prime beneficiaries of 
the fall in oil prices, as t v have been of the weakness of other 
commodity prices d 	985; their profitability is expected to increase 
further in 1986 (see  

INDUSTRIAL 
AL RATE OF RETURN 

RCIAL COMPANIES 
(ADJUSTED FOR Ez-7: T D EflECTS OF PRIVATLSATION) 
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Business(1) 

1984 

£ billion at 

1980 prices  

29.0 

Forecasts 

1984 	1985 	1986 

1 I 	 5 

lesEllshEIGUISIEUgsti 
RUPrGtUns04.1-prOMYp„nc  

(4) Includes purchases 

companies and publ 

buNciTg-srgyB rco9sF! I E D 

hases of council houses. 

Fixed investment 3.51 Total business investment, including North Sea investment and 
investment by public  Cm nr2tio  grew by about 4 per cent IA JA5- 
witi 

ryt 
tith3cEalirSrEeliirEiinvestmerNitaTaTiloAeVavitgP 

titstt gspntmo,',Y,NI-v .c., SC 

assets leased by manufacturing companies. 
than Intentions surveys had earlier 

suggested was likely. The path of investment during 1985 was greatly 
influenced by the reduction in capital allowances which became effective at 
the cnd of the first quarter of the year. Leasing business was particularly 
buoyant in the first quarter and fell back heavily thereafter. 

3.52 1986 is likely to see a similar quarterly pattern. The level of business 
investment in 1986 as a whole will be affected by the transition to 
the reformed system of company taxation announced in the 1984 Budget: 
this gave firms an incentive to bring investment forward that would otherwise 
have taken place during 1986. The fundamental prospects for business 
investment remain very favourable. Profitability has been rising 
strongly: one indication of the past and prospective recovery in profits is 
the buoyancy of the stock market. In addition, there is evidence from CBI 

at surveys that an expansion of capacity will be needed in a number of 
l  industries. The DTI survey published last December indicated an 

crease in manufacturing and service industries investment of about 1 per 
t, within which total manufacturing investment is expected to 

about 2 per cent. By contrast the CBI interpret their most recent 
s implying a 5 per cent rise in manufacturing investmenr in the first 

ters of 1986 compared with the corresponding period of 1985. 

3.53 	c additional boost to profits of most companies from lower 
oil pri 	in business investment in 1986 of 5per cent, rather 
more th n 	ted by the DTI survey. 

3.54 Table 3.8 provides details of the forecast for total investment and its 
major components. Overall in 1986, fixed investment is expected to 
show a further year of good growth. North Sea investment is expected to 
recover this year to a similar level to that in 1984, mainly reflecting increases in 
expenditures on oil fiel 	adv under development and on gas fields 
due for development. 

Table 3.8: > Gross Fixed Domestic Capi  

(at constant pm 

I' Formation 

 

 

Per cent change on 

previous year 

Private dwellings(14) 	 9.5 	 14 	- 1 
General government 	 6.9 	 14 	- 5 
Total fixed investment 	 145./4 	 8 	1 

Including investment by public corporations 

Figures for manufacturing include assets leased from finance les ors, 

figures for other industries exclude these assets. 

Figures are for industry class 13 (1980 SIC) 
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Stockbuilding pite the low exaenditure on stock 
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t arpailliGeETr41401-t01)4§Wana sales. The fall in stock ratios in 
recent ycars may reflect 	in part cautious behaviour by companies after 
the last recession. Another factor has been the high cost of holding stocks as 
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Chart 3.11 

a result of the high level of real interest rates and the abolition of stock 
relief in the 1984 Budget. Stock ratios and the estimated real cost of holding 
stocks are illustrated in Chart 3.11. 

STOCK RATIOS 

_ 	.s.STCCK 0,;1P,T RA,  ; 

XS 

D,S7120.!...:-CreS.S'e:• S.-ES ;Le': 	85  

PERCLWI 
REAL COST OF STOCKHOLDING 

M 

r2 17 
10 1t1 • 

2 
0 

2 

2 
-4 • -4 

- 

-'C 
- 

Prospects for demand 3.56 Strong growl 	ports has made an important contribution to 
and activity GDP growth ove 	two years. In 1985 the increase in manufactured 

exports was twice th stinmed increase in world trade in manufactures. 
while UK imports of r 	ciacturcs grew less in relation to the growth 
in demand than has nor 	Ily been the case in recent years. 

0 
3.57 The fall in oil prices ha 	ved the prospects for world trade, and 
the adjustment of the exchang ate to lower oil prices has made British 
manufactures more competitive°. As in most ocher industrial countries, 
higher domestic demand (stimulated by lower inflation) is expected to, make 
an important contribution to growth in 1986. but exports should also 
show substantial growth. The slowdown forecast for export 
growth in the first half of 1987 reflects the pa 	f North Sea oil output 
and hence oil exports. 

<(\ Domestic Demand and Trade at constantL., . , . 

r cent cha es on 	earlier 
— S t 

-.A. 
N ;)! 

Table 3.9: 

1985 

Domestic demand 
	

2 

Exports of goods and services 
	

6i 

Imports of goods and services 
	

3i 
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3.58 Total domestic production is expected to increase by 3 per cent in 
1986  following_33 per cent growth in 1985. After allowance for the 
coal  sauriaprisiEeR Efrper cent in , .0  TeliOs BEwecywireD 

VD:1171ricifVp
ktrichrticn  in 1986 is likely to be close to its level 

i 	an 	, but the rroFecast for oil output between the first half 
of1986 and the first half of 1987 may cut total GDP growth by over per cent. 
Output growth in the non-oil economy in 1986 and the first half of 1987 
is expected to be comparable to that seen in 1985. Manufacturing output has 
grown slightly faster than GDP since 1983. The composition of demand 
growth in the forecast suggests that growth in manufacturing 
output may continue at around the underlying rate of growth of GDP. 

GDP and Manufacturing Output  

Per cent changes on year earlier 

1987 

1985 	1986 	First half 

GDP (average m 

GDP, adjusted fo 	.„4  -trike (*) 

GDP, adjusted for •s ike and 

excluding oil outpu 

Manufacturing output 

3 2 

2i 2 

2i 2i 

2i 2 

3i 

2i 

2i 

3 

Pro4jiëtfry and the labour market 
3.59 TW‘employment in Great Britain is estimated to have grown by 
about 220 000 over the year ending September 1985, giving a total increase 
since March 1983 of over 700 000. 

during the first nine months of 1985: a further r1SC 

s in the service industries was largely offset by 
icIv22struction industries. Self employment 

is assumed to have rise) g), 	mit 31 0.00 a quarter since the middle of 
1984, the same as the esti 	ted quarterly increase over the previous three years. 
This compares with an increa • 	out 68 000 a quarter recorded 
between the middle of 1983 	middle of 1984. The estimates 
of growth in employment ove 	recent past shown in Table 3.11 are 
subject to revision when the Cenis of Employment for 1984 and 
the Labour Force Survey for 1983 become available. 

Table 3-11: Employment (GB, seasonally adjusted) 

3.60 The published figures show an increase of 12 000 in the number of  
C al) employees in employ 

in the number of e
1, 

falls in the productio 

Self 

Employees in Employment 	employed 

Employed 

labour 

s force 

Male 	Female 	Female 

full-time part-time 

September 1983 to - 	8 24 	+ 	19 	+ 	1714 

September 19814 

September 19814 to EVUDGET SECRET 
September 1985 BUDGET LIST ONLY 

+ 237 	3 
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Table 3.12: 	Output per head of the employed 1 

5 
997 469 1971 1973 1975 1177 2171 952 1e53 tse 

ur force 
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output, output p . 
. . utpi3iErcrsescEt RtErrrates o multi( 

ars to ave risen - nirptit"Tio  BE COPIED 3.61 Following u. • 

inYt I illtnaruPa  average of 31 per by about 3i per  , .  
cent for the period 1979-85. This marks a major improvement on the 
productivity performance recorded between 1973 and 1979: the trend 
growth in productivity in manufacturing now appears to be close 
to the rate achieved during the sixties (see Table 3.12). Non-- 
manufacturing productivity has also been rising faster of late than in 
the 1973 to 1979 period. Growth in output per man hour has been rising 
at about 2 per cent per annum since 1979. However, the rise in part- 

Ai
. rne employment, is currently bringing down growth in output per head 

non-manufacturing, to about 1 per cent a year. 

Chart 3.12 OL.:TR:T EMPLOYMENT AND OUTPUT PER HEAD 

Employed Labour 

Force in 1984 

(millions)  

Percentage change in output per 

head (annu,, 	-r- es) 

1964-73  19,4) 1979-85 

 

    

        

Manufacturing 	 5 

Non-manufacturing* 
	

13i 
	

3 

Excludes public services and oil, and includes nationalised industri 

except steel. 

Unemployment 3.62 The rise in unemployment has slowed down over the last year: the 
average increase in adult unemployment was 51 thousand a month over the 
twelve months to February. With output and employment continuing to 
grovE3490 efflysE in the Ia1 	yrcyrt!, 	

i donvOvrifengoriuts• • 	t are etter than t y have Tieng? 
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RPI: per cent increase b 

fourth quarters of 1984 and 
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Forecast and outturn 

3.63 The table below compares the main elements of the forecast 
published in the 1985 FSBR with outturn or latest estimate: 

Average 

error from 

past 

Forecast Outturn forecasts 

5 	 5i . 	2 

Average 

Latest errors from 

estimate/ 	past 

Forecast forecast forecasts  

Total output: per cent change between 

1984 and 1985 

Current account of the balance of 

payments in 1985, £ billion 

PSBR, financial year 1985-1986 

£ billion 

Money GDP, per cent change between 

1984-85 and 1985-86. 

7 

8i 

3.64 Inflation in the fourth quarter of 1985 turned out a itt 	er than 

forecast a year ago. The forecasts made at the time of the I 	Budget 
for output growth and the current balance in 1985. and for the PSBR in 
1985-86. arc all very close to the latest estimates for these variables. 

stregEr 	
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Table 3.14: The Prospects: Summary 
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Average errors 

from past 

Forecast 	forecasts*  

  

      

      

NC) 

4i 	 [2] 

ilding (as per cent 	 0 

B. Inflation 

Retail prices index, per cent 

1985Q4 to 1986Q4 

1986Q2 to 1987Q2 

5i 	 C 

31 	 C 

tput and expenditure at constant 1980 

ces; per cent changes between 1985 

986. 

Domestic demand 
	

31 	 C 

of which: 

Consumers' expenditure 	 3i 	 C1 3 

General 
	

nment consumption 	 1 	 Eli] 

Fixed " 

Change in 

of level 

Exports of goods iipibt , rvices 	 5 	 Di] 

Imports of goods ar.. 	ices 	 6 	 C2i] 

Gross domestic produ 00;k1 	 3 	 pi 3 

facturing  2i 	 C343 

change on a year earlier 

4 	 [2] 

3a 	 C313 

Deflator for GDP at market prices, 

cent change on previous year 

Financial year 1985-86 

Financial year 1986-87 

C. Balance of payments on current account 

Ibillion: 

1986 	 4 

1987 first half (at an annual rate) 	 2 
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Financial year 1985-86 

Financial year 1986-87 

6i cia) 	[1 (4)] 
7 (1a) 

ion (in brackets, per cent 

at market prices): 
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D. Money GDP at mark 

Financial year 1985-86 	 9 	 [ 
Financial year 1986-87 	 6i 	 E 

* The errors re] 

figure) between f 

has been explained 

Economic Progress Repo 

variables [and the GDP d 

period between June 1965 

average differences (on either side of the central 

d outturn. 	The method of calculating these errors 

er publications and government forecasts (see 

1981). 	The calculations for the constant price 

are derived from forecasts made during the 

0 •er 1983. 	For the current balance and the 

between June 1970 and October 1983 are retail prices index, forecagrmade 

used. 	For the PSBR, Budget forecasts since 1967 are used. 	The errors are 

after adjustment for the effects of major changes in fiscal policy where 

excluded from the forecasts. 
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Risks and uncertainties 
3.65 No forecast is complete without an indication of error margins. 
Table 3.14 sets out the average errors from past forecasts, alongside the forecasts 
themselves. These average errors provide an indication of possible errors 
in the current forecast. Those items which represent the relatively small balance 
between large flows in either direction are particularly subject to error. 
For example, the flows on either side of the PSBR approach £200 
billion; and for the current account of the balance of payments exceed 
£150 billion. 

3.66 While the size of errors will change over time as the economy 

0  uctuates, and as forecasting techniques change, in many cases the averages 
ve not shifted very much since 1976. For the R.PI, however, average 

rs are derived from a period of high and fluctuating inflation, 
ing 12 per cent, and overstate likely errors at current rates of 

The average error in the last three Budget forecasts 
ead to the end of the year was i per cent. 
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4.01 The main tax changes proposed in the Budget are summarised 

below. A full list of changes is given in the Annex to this Chapter. 

Income Tax 

4.02 The basic rate of income tax will be reduced to 29 per cent. 

4.03 Income tax personal allowances will be increased by statutory 

indexation (based on the 5.7 per cent increase in the RPI in the year 

ot December 1985). This will mean that 

Ohe single persons and wife's earned income allowances will rise 

m £2205 to £2335 

ried allowance will rise from £3455 to £3655 

the additional personal allowance and widow's bereavement 

allowance will rise from £1250 to £1320 

4.04 Thresholds for 	higher rates of income tax will be as 

follows: 

Tax R 

29% 
40% 
45% 
50% 
55% 
60% 

0-17,200 
17 ,201-20 ,200 
20,201-25,400 
25,401-33,300 
33,301-41,200 

over 41,200 

Social Security uprating 

4.05 The uprating date for Social Security $1`)s is being changed 

from November to April. As part of the tr. 1 0 1 arrangements  

there will be an uprating in July 1986 which wil 	r a part year 

only. The amounts of tax payable on the increas-s 	its, mainly 

special 

circumstances, the Government has decided to exemp fro 	come 

tax the amount of the increase payable in 1986-87. 

by retired pensioners, would be small and 
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&se duties 	 4.06  14J PuqgTonS  gRgT and handNaTgl-tRaPc PIPigleE19 
BUDGET

a)',0LI per ceirlitS, o  c„9,,N ii,i  to just over lip  on a packet of 

20 cigarettes. 	Those on pipe tobacco and cigars will remain 

unchanged. 

4.07 Duties on alcoholic drinks will remain unchanged. 

4.08 Duties on road fuels will go up by a little more than 8 per cent 

or approximately 7.5p on a gallon of petrol and 6.5p on a gallon of 

derv. 

Vehicle Excise Duty 

0 
 4.09 The duty on most cars, light vans, lorries and motor cycles will 

main unchanged. The duty rates on buses, coaches, taxies will rise 

ement of Enterprise 

Business Expansion Sc.beme 4.10 	1 siness Expansion Scheme has made a valuable 

contribu he growth of risk investment and employment. It is 

therefore roposed to continue it after 1 April 1987 and to exempt 

new BES shares from CGT on first sale. Proposals to modify the 

scheme are being made to ensure that it provides effective 

encouragement to high yk investment. Some asset based activities 

are to be excluded. 

Capital Transfer Tax 4.11 In order to remov obstacles to outright giving, the lifetime 

CTT charge is to be abolis 	ifts between individuals made on 

or after Budget Day. A 	will however be maintained on 

transfers involving trusts. ProvOion will be made to charge gifts in 

relation to which the donor may continue to enjoy a benefit. Tn 

reflect its new structure, the tax will be known as the Inheritance 

Tax. 

4.12 Under the new arrangements, the yiel 

deaths is to be protected by charging gifts wit 

tapered rates. The exempt amount and rate ban 

increased by 5.7% under the statutory indexation pr 

heritance Tax on 

rs of death at 

tax will be 
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Employee Share Schemes 4.15 To build on t 

following measures are 

employee share schemes: 

ress already made in recent years, the 

d to encourage the spread of approved 

Stamp Duty 

BUDGET SECRET 
"trOttettiTer btagrne  

4.13 The Government propose to introduce a new initiative, as from 

1 January 1987, specifically designed for individuals who invest 

directly in equities. Shares held in specially designated accounts will 

be free of any tax on both capital gains and reinvested dividend 

income. Investment of up to £2,400 will be permitted each year and 

the shares will have to be held for a minimum period. 

4.14 It is proposed that the rate of Stamp Duty should be reduced 

from 1 per cent to per cent on share transactions. The scope of the 

uty will be widened to cover the following transactions (currently 

mpt): 

NOT TO BE COPIED 
rship 

Otra-account dealing 

overs including mergers 

tock 

able letters 

chase of own shares 

A 5 per cent duty is being imposed where shares are converted into 

Depository Receipts. 

the extension of th 	ent tax relief to shares subject to 

a restriction requiring dispocal when employment ends; 

easier access for employee controlled companies (and 

worker co-operatives); 

easier conditions on exercise o 

options. 

Pension Fund Surpluses 

s-related share 

4.16 It is proposed to clarify and revise the present rule 

pension fund surpluses as follows: 
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liabilities will be valued, for the 

purposes of the new regime only, on standard assumptions 

provided by the Government Actuary: 

where such valuation shows an actuarial surplus of assets 

over liabilities of over 5%, the trustees shall reduce it to not 

more than 5% by (i) an increase in pension benefits (within 

existing limits), (ii) a contribution reduction or holiday by either 

employer or employee or (iii) a refund to the employer: 

(provided the surplus does not fall below 5%) or by any 

combination of these measures; 

where a refund is made, it will be subject to tax in the 

employer's hands at a rate of 40%. 

giving 

4.17 	 ypes of tax relief are proposed: 

Companies - other than close companies - will for the 

first time be able to claim tax relief for single gifts to charity. 

The relief will be 

3 per cent of the 

accounting peni 

on single gifts up to a maximum equal 

ary dividends paid by the company in 

to 

an 

The Governmeh will remove the present annual limit of 

£10,000 on the amounc> 	itable giving through deeds of 

covenant for which an i 	idual taxpayer may claim higher 

rate relief. 

There will be a new scheme from April 1987 to encourage 

individuals to make donations to ch 

from their wages and salaries. E 

participate in the scheme will be abl 

donations of up to £100 a year. 

through deductions 

whose employers 

t tax relief on 

VAT relief will be available on distress a 

for the handicapped and their charities, 

advertising and medicinal products supplied to chant) 

-id lifts 

sified 

eo 
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Business taxation 

QgiVe.T. CagIent used  NnTeXgoi IgiAPRil 
BUJN ,C1TAIAL ;CI 	charities, welfare vehicles used 

by such bodies to transport the deaf, blind and mentally 

handicapped, and recording equipment used by charities for the 

blind. 

4.18 Measures are also to be taken to prevent abuse of the tax relief 

for charities. 

4.19 The final stage in the business tax reforms introduced in 1984 

will take effect on 1 April 1986 with the reduction in the main 

corporation tax rate to 35% and (with a few mainly transitional 

0 ceptions) the disappearance of first year and initial capital 

oil wells capital allowances code, and adapting the system 

ces for agricultural buildings. In order to provide a full 

Oil taxation 	 4.20 No other changes are being proposed to oil taxation apart from 

technical changes to remove some anomalies. 

Capital gains tax 4.21 To maintain it 	the CGT annual exempt amount is to be 

increased in accordan 	h"\the statutory indexation provisions by 

5.7% from £5,900 to 	(JO in the case of individuals, and from 

£2,950 to £3,150 in the case of 	trusts. 

Car and car fuel 
benefits 

4.22 The scales which determin(K)the taxable cash equivalents of car 

and car fuel benefits in respect of company cars provided for 

directors and employees earning £8,500 a year or more are to be 

changed from 6 April 1987. 	The present 1300cc and 1800cc 

engine-size break points are to be align 	a revenue- neutral 

basis, with those - 1400cc and 2000cc - for 	 .ean Community 

Directive on car exhaust emissions. The resu 	le charges for 

car benefits will be increased by 10 per cent 	 -88. From 

April 1987 the car fuel benefit scale is to be used bo 	come tax 

purposes and to assess the VAT chargeable on fuel u 	rivate 

journeys in business cars. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

.1 • 

kiii11 • : 

11 me. u 

	

	tax depreciation for agricultural buildings and works with - • 

a sho 	alancing adjustments will be available on their disposal 

or destr t 	the taxpayer chooses. 

ances. It is proposed to complete these reforms by updating the 
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ration limits will become £20,500 

per annum and £7,000 per quarter. 

oc,  
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Changes 

from an 

indexed 

base(a) 

Changes 

from a 

non-indexed 

base(a) 

Nil 	-895 

Nil 	 -10 

Nil 

Nil 

-83C. 

+15 

Negligible 

Nil 

Nil 

Nil 

10 

20 

Negligible 

Negligible 

-115 

70 

-B3C 

-35 

Negligible 

Nil 

Nil 

Nil 

10 

-20 

Negligible 

Negligible 

Negligible 	Negligible 

Incoae tax 

-1130 

10 

-145 

-115 

-12457(b) 

-70 
C 
.J 

(c) 

+75 (d) 

+15 

5 (e) 

Negligible 

Negligible (f) 

Negligible (g) 

Negligible 

NeWgible 	Negligible 	 -25 (h) 

Negligible 	Negligible 
	

+10 (i) 

[+251 

Negligible 

Negligible 

Negligible 

Negligible 

Negligible 

Negligible 

Negligible 

Negligible 
	

+20 

Negligible 
	

Negligible 

Negligible 
	

Negligible 

+12f(i) 

45 (k) 

Negligible (1) 

egligible 

ligible (s) 

Neglig 

Negligib 

Negligible 

Negligible 
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4.2 Direct effects of changes i taxation 

Effect in 1986-87 Effect in 1787-88 

Increase in single allowance of £130 and serried allowance of £200 

Increase in additional personal allowance and widow's bereavement 

allowance of £70 

Increase in age allowance of fl6 	ngle) and £250 harried) 

and income halt of £600 

Increase in basic rate limit o 	 f17,200 

Reduction of lp in basic rate 

Changes to further higher rate thr 

Abolition of higher rate relief liait or c 	table covenants 

Relief for charitable donations throug. 	 eduction scheaes 

Measures to counter avoidance and evasio 	 sident 

entertainers and sportsmen 

Fringe benefits - car and car fuel scales 

Changes to relief for overseas travel expenses 

Exesption for 1986-87 of July increase in social 
	

city benefits 

Changes in taxation of employee share acquisitions 

Use of restricted shares in approved eaployee share schemes 

Use of shares providing employee control in approved employee 

share schemes 

Exercise of options granted under approved savings-related share 

option scheses 

Worker co-operatives use of redeetable shares in approved 

profit-sharing schemes 

Change in basis of assessment of enterprise allowance 

Exemption of pensions paid to victims of Nazi persecution 

Incose tax and capital gains tax 

Tax relief for equity savings scheme 

Business Expansion Scheme- continuation beyond April 1987 and changes 

in coverage 

Incole tax and corporation tax 

Refunds by occupational pension scheaes 

Mines and oil wells capital allowances 

Changes in agricultural buildings allowance rules 

Changes in capital allowance rules for leased assets 

VAT penalties, interest, surcharges and repayment supplement 

Income tax, corporation tax and capital gains tax 

Charities: anti-avoidance measures 

Limiting scope of anti-bondwashing provisions 

Amendments to Accrued Income Scheme 

Changes 

from a 

non-indexed 

base(a) 

Negligible 	Negligible 	 Negligible 

Negligible 
	

Negligible 

Negligible 
	

-5 
Negligible 
	

Negligible 

egligible 

eghigible 

\\ 	Negligible 
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Corporation tax and capital gains ta 

Small part disposals of land 

Oil taxation 

-27110 -975 	-213V TOTAL INLAND REVENUE 

Reduction in rate on shares to 1/2 per cent from Autumn 1986 	 -70 	 0 

Changes from 18 March 1986 	 +50 

Other changes from Autumn 1986 	 +20 

-75 (t) 

+50 

+35 

BUDGET SECRET 
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Income (7iii1,41,101 ;:ion tax, capital gains tax and capital transfer tax 

Changes in  securities Negligible Negligible 	 Negligible 

Changes 	Changes 	 Changes 

from an 	from a 	 from a 

indexed non-indexed 	non-indexed 

base(a) 	base(a) 	 base(a) 

Corporation tax 

Reduction in rate of ACT to 29/71 times the amount of the dividend 	 -120 	-120 	 -60 (n) 

Reduction in small companies rate to 29 per cent 	 Negligible 	Negligible 	 -20 (o) 

Relief for single donations to 	ty by companies 	 Negligible 	Negligible 	 -35 (pi 

Loans by close companies 	 (gl 	 lcil 	 (gi 

Transfer of losses on company 	r tion 	 Negligible 	Negligible 	 +5 (r) 

Technical changes to remove anomalies 

Capital gains tax 

Indexation of annual exempt amount 

Restriction of holdover relief for dual resident trusts 

Capital transfer tax and inheritance tax 

Abolition of lifetime charge on transfers between individuals 

Indexation of chargeable rate bands 

Nil 	 Nil 	 -5 

Negligible 	Negligible 	 Negligible 

Nil 	 Nil 
	

-5 

Nil 	 Nil 
	

+5 

-35 	-35 	 -55 	Is) 

Nil 	-20 	 -45 

Stamp duties 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



  

NOT TO BE CORED . BUDGET SECRET 
BUDGET LIST ONLY 

  

o 
o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



EXCISE 

Value added tax 

NOT TO BE COPIED 
ifect in 1986-87 	Effect in 198748 
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+130 	+790 	 +910 

-10 

Changes 	Changes 	 Changes 

from an 	from a 	 from a 

indexed non-indexed 	non-indexed 

base(a) 	base(a) 	 base(a) 

Increase in registration limits 	 Nil 	 Nil 	 Nil 

Revised treatment of motoring expenses 	 Nil 	 Nil 	 +40 

New rules on disaggregation of registrations 	 Negligible 	Negligible 	 +20 

Long ter lettings of accommodation 	 Nil 	 Nil 	 +10 

Reliefs for charities and the ha 	ped 	 -10 	-10 	 -10 

Excise duties 

No change in rate of spirits duty 	 -45 	Nil 	 Nil 

Na change in rate of beer duty 	 -95 	Nil 	 Nil 

Na change in rate of duty on cider and per 	 -5 	Nil 	 Nil 

No changes in rates of wine and made wine du 	s 	 -30 	Nil 	 Nil 

Increases in rates of duty on light oil etc 	 +110 	+380 	 +400 

Increase in rate of duty on heavy oil for use in 	d ve.icles 	 +30 	+95 	 +105 

No change in rate of fuel oil duty 	 -5 	Nil 	 Nil 

Abolition of duty on lubricating oils 	 -10 	-10 	 -10 

Abolition of duty on AVTUR 	 -10 	-10 	 -10 

Increase in rate of duty on gas oil 	 +25 	+30 	 +30 

Increases in rates of tobacco products duties 	 +175 	+315 	 +335 

TOTAL CUSTOMS AND EXCISE 

Vehicle excise duty 

Na change in VED on car, light van and sain lorry rates 

Increase in other VED rates 

Changes in trade licensing arrangements 

Increased penalties for VED evasion 

	

-135 	Nil 	 Nil 

	

Nil 	 +5 	 +5 

	

Negligible 	Neg it 	 Negligible 

	

Negligible 	Ne ig 1 	 +10 

Other 

Bus fuel grants 	 -5 

TOTAL CHANGES IN TAXATION 
	 -99s- 	-13c0 
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(::11) stisates are rounded to the nearest f5million. 'Negligible means less than f3sillion. Components may not sus to 

Is because of rounding. A detailed list of the proposals is contained in Annex [ ] with a description of the 

of estimating the direct effects on revenue. 

Ion there will be a f5sillion reduction in public expenditure on mortgage interest relief to those below 

reshold. 

T 	ti e  is highly uncertain and depends on take-up. 

The yi 	\subsequent years will be in excess of flOOsillion. 

The h 	er first year cost arises from the proposal to apply these improvements with effect from 6 April 1984. 

Full year yield at 1986-87 income levels, f5sillion. This estimate is highly uncertain. 

Full year cost at 1986-67 income levels, flOsillion. This estimate is highly uncertain. 

This estimate is highly uncertain. The cost will build up over a period and will depend on take-up. 

The scheme has a full year cost at current levels of investment of about flOOsillion. The 1987-88 

figure includes a sma 	rst year cost for continuing the scheme after April 1987. 

The figure for 198 8 	udes a yield of f[70)sillion in corporation tax and income tax reflecting changed levels 

of contributions t 	 ts paid from pension funds. [The overall yield including the charge on refunds may be 

about f[2503sillion i 	 the following three years. These estimates are highly uncertain. 

The cost will decline g 	 later years. 

I. The cost will not exceed 	illi. 	n early 1990's. The long term cost will not exceed f20million. 

The yield will build up ov 	 bout f40million by 1991-92. 

Increases subsequent liabilit 	•treat tax. The full year cost will be flOsillion. 

Full year cost 05sillion. 

Rising to about f70sillion, depen 	 ke-up. 

Without this measure the anomaly in 	 ment of loans to participators in close companies could have led 

to widespread avoidance, costing tens 	si ion. 

Rising to an eventual yield of about f50million a year. 

The estimated eventual effect attributable to transfers in 1966-87 is f7Osillion. 	If increased lifetime 

giving reduces the amounts in the death estates of donors, the CTT yield from those death estates will be reduced. 

But the effects are long-term and uncertain. 

Duty on additional transactions expected to follow from he reduction in the rate is taken into account. 

The estisate is subject to a wide margin of error. 	1.pure for 1987-88 takes account of a yield of f40million 

capital gains tax arising on the additional transa 
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The Budget Proposals in Detail 

It is proposed - 

to increase the single person's allowance and the wife's 

maximum earned income relief from £2,205 to £2,335 and the 

married allowance from £3,455 to £3,655 

to increase the additional personal allowance and widow's 

bereavement allowance from £1,250 to £1,320 

to increase the age allowance for the single person from £2,690 

C)o £2,850, for the married from £4,255 to £4,505 and the age 

wance income limit from £R,800 to £9,400 

se the basic rate limit by £1,000 to £17,200 

to reduce the basic rate from 30 per cent to 29 per cent 

to retain the width of the 40 per cent band at £3,000, of the 

45 per cent b 

cent bands at 

£5,200 and of the 50 per cent and 55 per 

As a consequence 	these changes, the structure of personal 

tax rates in operationql 	87 will be: 

xable Income 

Per cent 

0-17,200 29 
17,201-20,200 40 
20,201-25,400 45 
25,401-33,300 50 
33,301-41,200 55 

over 41,200 60 

[To reduce to 29 per cent with effect f 

the rate of deduction on account of tax etc 

vember 1986 

ayments to 

certain sub-contractors in the construction ind 

It is also proposed - 

to abolish the £10,000 limit on higher rate relief for covenanted 
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OD extend from 1984-85 the relief for overseas travel expenses 

i 	red by UK employees working abroad and by expatriates 

in the UK, and to extend to UK self-employed persons 

hy% 'nesses wholly abroad all of the reliefs for overseas 

travan subsistence that are available to UK employees 

), 

working wholly abroad. 

BUDGET SECRET 
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NOT TO BE COPIED 
relief for charitable donations of 

up to £100 a year made through payroll deduction schemes 

to introduce measures to counter tax avoidance and evasion by 

non-resident entertainers and sportsmen who derive income 

from the UK 

to change on a revenue neutral basis, with effect from 1987-88, 

the present engine size breakpoints in the scales for taxing car 

and car fuel benefits in respect of company cars provided for 

directors and employees whose remuneration is at a rate of 

£8,500 a year or more, and to increase the new scale for car 

benefits by 10 per cent 

to exempt for 1986-87 the increase in social security benefits 

payable from Jul F6 

to amend the taxG 

employees' acquisiti 

ng provisions relating to directors' and 

s of shares and interests in shares in their 

companies 

to permit the use in approvd employee share schemes of shares 

subject to restrictions on their retention by ex-directors and 

ex-employees 

to permit the use in approved emplo 	 schemes of shares 

of a class the majority of which is 	y directors and 

employees and which gives them control o 	npany 

to enable approved savings-related share opt' 	emes to 

permit exercise of options within three 

circumstances 

ertain 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COED. 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



Income tax and 
capital gains tax 
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BtUDGETrelgISeTeONVir c o-operatives to use redeemable 

shares in approved profit sharing schemes 

to change the basis of assessment of the enterprise allowance 

from Case I to Case VI of Schedule D. 

to exempt certain pensions paid to victims of Nazi persecution 

It is proposed - 

to introduce a new tax relief for individuals investing in 

equities 

extend indefinitely the duration of the Business Expansion 

eme, to introduce an exemption from capital gains tax on 

irst sale of qualifying shares and to make certain changes 

overage of the scheme. 

Income tax and 	 It is propo6d- 
corporation tax 

to amend the mines and oil wells capital allowances; in 

particular to change to percentage based writing down 

allowances on 	ing balance and incurred basis, instead of 

the existing out 	rela ed allowances 

to amend the provlpn 	verning the agricultural buildings 

allowance 

to amend the legislation relating to capital allowances on 

machinery or plant which is leased 

to disallow deductions for VAT 

surcharges and to disregard VAT repa 

ties, interest and 

plement 
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TO  introduce a tax recovery charge on payments from over-

funded occupational pension schemes to sponsoring employers 
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reconstruction 

It is proposed - 

to exempt, with effect from 2 July 1 

of any option or contract to acquire or 

securities or qualifying corporate bonds 

S on the disposal 

of gilt-edged 

Income tax, corporation 
tax, capital gains tax 
and capital transfer tax 

It is proposed - 

to introduce provisions to counter abuse of the tax reliefs for 

charities 

to remove certain securities within the Accrued Income Scheme 

from the scope of the anti -bondwashing provisions 

to make minor amendments to the Accrued Income Scheme 

osed - 

changes in relation to securities replacing special rules 

xchange jobbers by rules for market makers 

Corporation tax 
	

It is proposed - 

to introduce a relief from tax for single donations to charity by 

companies which a 	ot close 

to correct an ano 

in close companies 

the taxation of loans to participators 

to restrict the transf 	tax losses on a company 

Corporation tax and 
capital gains tax 
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a with small part disposals of 

land 

It is proposed - 

to clarify allocation of tariff charge in cases of fields in 

common ownership which received development consent on 

same day 

Capital gains tax 
	

It is 

to ensure that the onshore/offshore boundary for oil tax 

purposes coincides with the UK coastline 

to provide an alternative basis for determining the market 

alue of methane and certain other light gas 

in the 

be exempt 

the annual exempt amount in line with the increase 

ai1>prices index so that for 1986-87 an individual will 

on the first £6,300, and most trusts on the first 

Capital transfer tax 
and inheritance tax 

£3,150, of capital gains 

to amend the hold 	relief for gifts to dual resident trusts 

It is proposed - 

to abolish the charge on 

or after 18 March 1986 

rs between individuals made on 

ore than seven years before the 

transferor's death, and to <>charge inheritance tax on other 

transfers on or after that date 

to charge transfers made on or after 18 ill  h 1986 but within 

seven years of the transferor's death  at  • • •• 

transfers on death; the charge will be 	i •et 

transfers more than 3 years before death. 

to the scale for 

in the case of 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



  

NOT TO BE COOPED . BUDGET SECRET 
BUDGET LIST ONLY 

  

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



to charge duty at a rate of per cent on tak 	d certain 

other company reorganisations 

to introduce a new exemption for company reconstruc 

BUDGET SECRET 
It is petity6 Lot eu§sroboutyr 1 

NOT TO BE COPIED 
8 March 1986 - 

to reduce from ten to seven years the period for cumulation of 

a transferor's or settlor's previous chargeable transfers for the 

purpose of the rate of tax on transfers into trust and on 

property held in trust. 

It is proposed - 

to tax gifts with reservation of benefit made on or after 

18 March 1986 in connection with the donor's death as if the 

whole of the gifted asset had remained in his estate until the 

reservation was finally given up 

increase the bands of chargeable value for transfers on 

occurring on or after 18 March 1986, in line with the 

in the retail prices index as follows: 

Rate on 
char eable value 	death 

£000 	 per cent 

0-71 
71-95 30 
95-129 35 

129-164 40 
164-206 45 
206-257 50 
2.57-317 55 
Over 317 

to charge at half the dea1rfStes transfers (other than between 

individuals) not within 7 years of the transferor's death 

[to extend the exemption for transfers of shares in a company 

to an employee trust} 

Stamp duties 	 It is proposed with effect from 19 March 1986 
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to make VAT relief a.N. 

the handicapped and thei 

and medicinal products 

or distress alarms and lifts for 

rities: non-classified advertising 

applied to charities: video and 

to restrict the VAT provision relating to Ion hotels by 

individuals (to take effect from 1 November 19;6) 

to change the law to counter tax avoidance 

disaggregation of businesses 

ial 
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guildry osartftiry" ale duty for certain categories 

of loan stock 

to withdraw the exemption from bearer instrument duty for 

bearer letters of allotment 

to charge duty at 5 per cent on the conversion of shares into 

depositary receipts 

It is proposed with effect from a date in the autumn: 

to reduce the rate of duty on transfers of shares to per cent 

o impose a tax on certain share transactions which do not at 

p sent pay stamp duty 

draw the exemption from sale duty for letters of 

and for purchases by a company of its own shares 

to change the rate of duty on bearer instruments 

Value Added Tax 	 It is proposed - 

to increase the 	ration limit to £20,500 per annum and 

£7,000 per quarter 

refrigeration equipment used in medical applications by certain 

eligible bodies, including charities: welfare vehicles used by 

such bodies to transport the deaf lind or mentally 

handicapped: and recording equipmen 	s 	charities for the 

blind. 
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to abolish the duties on aviation kerosene and lubricating oils 

to increase the duty on gas oil by 1.5p per gallon 

Vehicle Excise Duties 

se from 19 March 1986 the rate of duty for hackney 

f up to 20 seats to £52.50, and the additional 

gLIDGIP-hrligICagTue fu el MT We PgacPsRIP 
BgPAU -1 ' c9e,Yrri ate journeys in business cars. 

It is proposed - 

to increase the duties on cigarettes and hand rolling tobacco by 

11.1p per packet of 20 cigarettes 

to increase the duties on road fuels by 7.5p a gallon and on dery 

by 6.5p a gallon 

paym nt for each additional seat to £1.05. The concessionary 

rates of duty for farmers' heavy goods vehicles over 7.5 tonnes, 

will be increased by varying amounts as a second stage in the 

process of bringin them into line with the proportion of 

average mileag 	d by these vehicles on public roads 

0 
to increase from 	anuary 1987 the rate of duty 	for trade 

licences to £70 for car, 	4 for motorcycles. The increase 

in trade licence rates 	part of a package of 

reforming trade licence arrangements, including 

availability and changes in the duration for which 

available to 6 months and 12 months. 	A new 

probationary trade licence is also to b 

businesses and for businesses where 

there is sufficient business to justify a 

measures 

widened 

they are 

type of 

introduced for new 

s a doubt whether 

to introduce a provision requiring a person c 

unlicensed vehicle to pay twice the level of ba 

addition to any fine. 

of using an 

wing, in 
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Table 4.1 gives the direct effects of changes in taxation. The direct 

effect of a tax change is the difference between the yield of the tax 

which would arise on the basis of the rates of tax, allowances, etc 

prevailing before the Budget (the pre-Budget regime) and the yield 

after the changes proposed in the Budget (the post-Budget regime). 

For Inland Revenue taxes (and VED) the difference in yield for each 

tax is generally calculated by applying the pre and post-Budget tax 

regimes to the same tax base. This base is the post-Budget base - 

GIN
at is the levels of income, profits etc forecast for future years on 

assumption that all the measures proposed in the Budget take 

t. In certain cases, however, the difference in yield also takes 

of changes in taxpayers' behaviour arising from the tax 

h 	re these behavioural changes can be directly attributed to 

the c 	tax. For example, the estimate of the direct cost of 

the cu i s 	p duty rates allows for the expected increase in 

dutiable tratons. 

.BU 11Q E3 SECR ET 
tion

NOT TO BE COPIED 
e  131[5t5tntsffsctatTft  

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' expend• 	and the resulting impact on other 

expenditure taxes but 	no allowance for secondary effects: in 

particular, it is assumedthaotal consumers' expenditure does not 
< 

change. A fuller descrip"t1çn of the methodology is in Economic 

Trends, March 1980. 

Table [4.11 shows the expected 'hange in receipts of tax resulting 

from the Budget proposals. Additional information is provided in 

footnotes to the table for those proposals where the effect on tax 

liabilities in the first complete year to which 

year effect) is substantially different from 

either 1986-87 or 1987-88; or where the i 

expected to build up over a period of years. 

change applies (full 

ct on receipts in 

the proposal is 
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The 	gut 	dtitsuisreyarythi  d column of table [4.1] assume 

(7A 	

that ffie—levels of allowances, rates of duty etc proposed in the 

Budget for 1986-87 continue to apply for 1987-88 and compare the 

effect on receipts in that year with allowances and rates of duty 

unchanged from their money levels in 1985-86 (the unindexed base). 

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 variables which may result from the 

proposed tax change. These secondary effects are, of course, taken 

into account in estimating the impact of the tax change in the PSBR. 

base for the post-Budget forecast of each tax (given in 

e [6.8] ) takes account of the effects, direct and secondary, of all 

easures announced in the Budget. 
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41.3 
	

42.9 
	

44.4 	45.9 

	

18.1 
	

18.5 
	

18.8 	19.0 

	

16.7 
	

17.7 
	

18.5 	19.1 

14.5 
14.1 
31.6 

15.0 
14.3 
31.2 
-4.8 
4.5

1  
-0.4 

	

15.0 	15.2 

	

14.4 	14.5 

	

31.3 	31.7 

	

-4.8 	-4.8 

	

6.3 	8.0 

Public spending trends 5.01 The public expenditure planning total is the measure on which the 
Government's spending controls are based. Table 5.1 and Chart 5.1 
show the path of the planning total in cash and in real terms ie after 
ad.usting for the rate of inflation as measured by the GDP deflator. 
(updated GDP deflator assumptions and money GDP figures are given 

2.) 

Table 5.1 The public e 

Department 
DHSS - Social security 
Defence 
DHSS - Health and personal 
social services 
Scotland, Wales and 
Northern Ireland 
Education and science 
Other 
Privatisation proceeds 
Reserve 
Adjustments 

planning total and general government expenditure 

billion 
4-85 1985-86 1986-87 1987-88 1988-87 

13.7 
14.0 
33.0 
-2.1 

Public expenditure 
planning total 	 129.6 

General government gross 
debt interest 
	

16.1 
Other adjustments 
	

4.3 

General government 
expenditure 	 150.0 

Planning total in real terms 
(base year 1984-85) 	 129.6 

General government 
expenditure 
as percentage of GDP 

	
46 

133.6 9.1 

17.7  	8.2 
6.2 0  6.2 

157.5 163.5 

127.8 126.7 

44 43 

127.1 

	

143.9 	148.7 

18 1 	19 

	

6.4 	6.6 

	

168.9 	174.3 

1
Includes external finance of -£400m for 	 2 The Treasury's latest e 
nationalised industries to be privatised in 1986-87 	of outturn 

5.02 The latest estimates suggest that the planning total outturn in 19 
86 is likely to be LO.6 billion below the figure set at the time of the 
1985 Budget. Of this £0.4 billion is accounted for by teachers' back pay 
which, as a result of the delay in ratifying 	pay settlement, will 
slip fro fn 	a owifi  oirthwociBE COPIED 
effects f tlytifjc Ott igerlicyrkilly1  t rms in 1985-86 should 
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be below the level of 1984-85, the first time since 1977-78 there has been 
no increase in real terms. For the three following years the 
expenditure plans in cash terms arc as set out in Cmnd. 9702. In real terms 
the planning total is expected to fall slightly in 1986-87, and then to remain 
broadly constant over the period to 1988-89. 

5.03 Table 5.1 and Chart 5.1 also show that general government 
expenditure as a percentage of GDP is projected to continue the downward 
trend established since 1982-83, with a substantial further fall over the 
next three years. By 1988-89 the percentage is expected to be the lowest since 
1972-73. [These trends remain valid however one treats privatisation 
proceeds.] This will free an increasing share of the nation's resources 
to the private sector, and provide the basis for further reductions in the 

burden. 

s in Public expenditure 1978-79 to 1988-89 

5.04 General government expenditure covers spen mg by central 
government and local authorities. It is the defi . i 	government spending 
used in the national accounts and forecasts and e 	S. The main 
difference between general government expendit 	he 
planning total is general government gross debt in e 	ounting to 
some L18.5 billion in 1986-87. There are also a num r o ether 
definitional differences and adjustments which are des 	art 7 of 
Cmnd. 9702 (paragraph 42). In 1986-87, these adjustme 	t for a 
further L[6] billion. 

Enterprise and 5.05 Included in the announcements in the Budget speech wia ro 	n 
employment measures for further enterprise and employment measures. The gross cost these 

measures will be k Ici,; million in 1986-87 and L,,Zcv., million in 
1987-88. The net public expenditure cost after allowing for reduced 

BUDGET SECRET 
BUDGET LIST ONLY 

2 NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

  

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



5 Public Expenditure 

BUDGET SECRET 
	

NOT TO BE COPIED 
BUDGET LIST ONLY 

expenditure on unemployment and supplementary benefit will be k1.00 
million in 1986-87 and k 165 million in 1987-88 as shown in Table 1.1. 
The net cost to public expenditure of these measures will be charged against 
the Reserves provided in Cmnd. 9702, and thereby met within 
unchanged planning totals. Summer Supplementary Estimates will be 
presented to Parliament in due course for the extra resources required 
by the Department of Employment and the Manpower Services 
Commission in 1986-87. 

5.06 Two pilot schemes to help the long term unemployed were 
introduced in January 1986. The aim of the counselling scheme has 

Ol
n to help the long term unemployed through an in-depth interview. 

‘;:viewees may for instance be submitted for jobs, offered places 
loymcnt or training schemes or in a Jobclub, offered a specially 

_ _ e 
  : 	Ile,' 

Restart training course, as appropriate. The Job Start 
s -  n  ovides an allowance of £20 per week to long term unemployed 
pee . - 	• take a full-time job earning less than £80 per week. The 
sche , -: $ be extended nationwide as soon as possible. [An intensive 
progra w,  • ounselling, offering interviews to a significant proportion of 
the long 	u mployed, will be carried out in 1986-87.] The costs of 
this extens 	e kc t s million in 1986-87 [and k - pz- million in 1987-881. 

5.07 The number of places on the Community Programme, which is 
targeted at long term unemployed adults, is being increased to 
25( 000 from the existing level of nearly 200 000 places. The cost of this 
will be k bo million in 1986-87 and z 	million in 1987-88. 
The programme offers job 	e long term unemployed for up to a year 
on projects of benefit to 4 4 munity. When the expansion is 
complete, the scheme will 	elp,* over 330 000 of the long term 
unemployed every year .  

5.08 The Enterprise Allowance 	to be expanded to allow for 
100 000 entrants a year [by ;,i,r.fl 	as against G ; 000 
previously provided for. This scheme Amtended to encourage enterprise 
and self-employment amongst those pi-eviously unemployed. 
Another scheme to help small business and enterprise is the loan guarantee 
scheme, under which the Government guarantees 70 per cent of 
qualifying loans to small businesses 	 . The rules 
of the scheme will be revised, with the premium re.. i‘kd from 5 per 
cent to 3 per cent, and a ceiling on the portfolio e 1 
million in 1986-87 and £130 million in the twos. • , t tOkt years. 

covered of 90 0. 3  

These two measures together will cost about kl0 ml .. .4 1986-87 and 
ta-;.  million in 1987-88. 

5.09 A new scheme has been announced to help 18-20 yea t A. find 
jobs. This scheme, the New Workers Scheme, will provide for eLekance of 

15 per week for employers taking on 18 to 19 year olds on e.fnl 
£55 per week or less and 20 year olds on earnings of 65 per w, k 
or less. The cost of this scheme, 	 —"nor changes te 
Department of Employment programmes [including any offsetting 
savings]] is expected to be k/c million in 1986-87 and £50 million in 
1987-88. 

E 
\\&(..N4.e.. i) 

 1
, 

1V\ 	0,4cLiwk 
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5 Public Expenditure 

ly Estimates 5.10 For 1986-87, plans have now been translated into detailed control 
totals. The Supply Estimates set out the sums that the Government asks 
Parliament to vote for most expenditure by Government departments and 
certain other bodies. The main Estimates for 1986-87, arepublished on 18 
March 1986 with a Summary and Guide (Cmnd. 9742) which summarises 
the Estimates and explains how they relate to the public expenditure 
planning total. Of the 99 billion included in the Supply Estimates, L74.6 
billion is direct public expenditure in line with the plans published in 
Cmnd. 9702 for public expenditure to be voted in Estimates. Nearly [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 

cial year. 

Table 5.2 Supply exp 

£ billion 
1984-85 	 1985-86 	1986-87 

Expected outturn 	Final 	Expected 	Provision 
n 1985 Budget 	outturn 	outturn 

Main Supply Estimates 
Supplementaries and net under-
spending 

	

90 .4 1 	90.41 	96.0 	99.1 

	

3.4 	 3.2 	2.0 

Total Supply Expenditure 	 93.8 
	

93.6 	98.1 

(public expenditure element) 
	

(70.6) 
	

(70.6) 	(74.9) 

1 
Adjusted for abolition of NIS 
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Mr H Davies 

FSBR CHAPTER 1 

Sir Peter Middleton has tried his hand at a redraft of Chapter 

1 of the FSBR which I attach. This will of course need to be looked 

at in the light of the speech as it emerges from the Chancellor's 

office during the course of the day. 

RAL, 

K FMURP 

Private Secretary 



DRAFT 

The objective of the Government's economic policy is to defeat 

inflation and establish a vigorous, enterprising, economy which 

will generate sustained growth and increased employment. 

The FSBR supplements the Chancellor's Budget Statement. It 

describes the Medium Term Financial Strategy; outlines developments 

in the economy over the past year; provides forecasts to mid-1987; 

details the Government's tax proposals; summarises the public 

expenditure background; and brings together the financial position 

of the public sector. 

Chapter 2 describes the Medium Term Financial Strategy (MTFS) 

which provides the framework for all economic policy decisions. 

Monetary and fiscal policy is set to bring about lower inflation 

while providing for a continued growth in output. Micro-economic 

policies enhance the prospect for output and employment by improving 

incentives, removing unnecessary controls, ensuring that markets 

work properly - and generally improving the adaptability of the 

economy. 

4 . 	The measures in the Budget are designed to strengthen these 

policies. They are in line with the Government's objective to 

reduce the burden of taxation and reduce the role of the State 

in the economy. Both tax and expenditure are on a declining path 

as a proportion of GDP 



Chapter 3 describes the main developments in the econc-y and 

the prospect for the next eighteen months. The sharp fall in oil 

prices creates problems, but it will sustain growth and reduce 

inflation in the world economy, and it will help industry in this 

country. Inflation if: the United Kingdom is set to fall further 

- to 4% in 1986, output is expected to continue to grow by around 

3%. Investment and exports are to grow rapidly. The balance of 

payments may be in surplus by 24 billion in 1986 even though oil 

prices are low. 

Chapter 4 sets out the tax proposals in the Budget 	 

(redraft in line with speech). Table 1.1 summarises the effect 

of all these measures. 

Chapter 5 describes the public expenditure consequences of 

the measures in table 1.1. The 	 

Chapter 6 brings together the complete financial picture for 

the public sector. The public expenditure measures will be financed 

from the reserve and thus do not add to public expenditure. Taxes 

have been reduced by about 21 billion. This leaves a public sector 

borrowing requirement of 27 billion - 13/4  of GDP. This is rather 

below the level indicated in the MTFS published in last year's 

FSBR. 



From: K F MURPHY 

Date: 10 March 1986 

MR SCHOLAR cc 	PPS -- " 
Sir T Burns 
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Sir G Littler 
Mr Cassell 
Mr Evans 

FSBR: PART 3  

Sir Peter Middleton has a number of comments on Part 3 of the FSBR 

(the version circulated under cover of your minute of 7 March. 

Sir Peter Middleton thinks that the summary should have a 

page to itself so that the section on the world economy beginning 

paragraph 3.07 should start on a new page. 

Chart 3.2, footnote 2. Sir Peter Middleton wonders whether 

the words "centrally" and "planned" mean the same thing? 

Paragraph 3.17. Sir Peter Middleton thinks that the reference 

to oil producing countries should be to oil exporting countries. 

Chart 3.7. Sir Peter Middleton wonders whether we really 

want to include this chart? 

* Pa  cip.14.4,4 	I.,e, .it„,,J.,' :X 	
K 

L.......1.A., 	(1....,,c, 	K F MURP 

c•-,- Kh 1_,, te,4, LLS 	
Private Secretary 


