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FSBR CHAPTER 4: INDEPENDENT TAXATION 

For the record, the Chancellor said, in the course of a discussion 

about Budget Day pamphlets, that he thought there was a strong case 

for including a section on Independent Taxation in Chapter 4 of the 

FSBR, setting out a clear summary account of the reform in 

reasonable detail. Please could you include something in the next 

draft, for him to look at? 

A P HUDSON 
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TREATMENT OF EXPENDITURE MEASURES IN FSBR 

The Chancellor was grateful for your minute of 17 February. He 

agrees that the expenditure changes should be charged to the 

Reserves. And he is generally content with your recommendations 

about how they should be shown in the FSBR. 

2. 	However, he feels that an alternative presentation in 

table 1.1 should be used. 	This would be retain the title 'The 

Budget Measures', but would delete the side-heading 'Tax 

Proposals', and would not have a separate side-heading for 

'Expenditure Measures'. Instead, the figures for covenants and 

maintenance and for forestry would be shown net, with a footnote on 

the lines 'Figures are net of consequential increases in public 

expenditure'. The gro476f the various items in table 1.1 has, of 

course, yet to be decided. 

P7s 

A C S ALLAN 
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taxes on 
this year. This cautious approach takes 

uncertainties in the revenue forecasts and 

risk of tax increases being required later 
prove less buoyant than expected. The PSBR 
set at -[ ] billion, equal to -[ ] per cent 
changed from the expected outturn in 1987- 

Thereafter the PSBR is projected at zero, a balanced 

budget, which is equivalent to the objective of 1 per 

of GDP after adding back privatisation proceeds. The 

to be set in future Budgets will as usual 

the light of circumstances at the time. 

account of the 

minimises the 

on if revenues 

1988-89 is 

of GDP, little 

this 

2.16 
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The Government has decided not to reduce 
scale 

LJt reviewed 

PSBR 

cent 

in 

IIV 

Assumptions 

Version B of paragraphs 2.15 and 2.16  

2.15 The PSBR 
is now assumed to be zero over the medium 

term: a balanced budget. This is a prudent and cautious 

level and can be maintained over the medium term. In 

practice, there are likely to be fluctuations around this 

level from year to year. /7 The recent strength of the 

economy and the buoyancy of government revenue have led 

to a budget surplus over the last year; and without the 

tax reductions announced in the Budget there would have 

been, on current forecasts, a surplus of [over £7 billion] 
in 19 8 8 - 89. 	„. ,-7-tIvi/vig 	(-72Lettu4_ 	t2/714-cith --1A-4;,_ Act, 
0‘-0-17 "-6k 311e- 	,11,i11 Tg ,A.07  put 	an( 	40' /teLadvi-v, 	-414-e-d 
2.16 The PSBR for 1988-89 is set at [ ], little changed 

from the expected outturn in 1987-88. The PSBR to be set 

in future Budgets will as usual be reviewed in the light 
of circumstances at the time. 

2.17 For 
the period to 1990-91, the public expenditure 

projections in Table 2.4 use the figures for the public 

expenditure planning total shown in the public expenditure 

White Paper (Cm 288); gross debt interest payments are 

lower than projected in the White Paper, reflecting lower 

government borrowing while other adjustments are a little 

higher. It is provisionally assumed that general 

government expenditure will grow by 1 per cent in real 

terms in 1991-92. Decisions on expenditure in 1991-92 
will be taken in the 1988 Survey. 
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FSBR CHAPTER 2: MTFS TEXT AND FISCAL PROJECTIONS 

The purpose of this note is to seek provisional decisions on the 

medium term fiscal projections to be included in the MTFS and on 

the MTFS text. A draft of the whole MTFS is attached. 

MTFS text 

2. 	The early part of the text (up to paragraph 2.13) has been 

revised following your meeting of 18 February. The later sections 

on fiscal policy and the conclusion are new. There are virtually 

no numbers in the fiscal tables, and the text is provisional. 

Tables will be filled in and the text revised in the light of your 

comments and reactions to the fiscal projections. The preferred 

versions of the various charts are included in the text. 

Alternative versions are attached at the end. Points to note on 

the text include: 

i) 	paragraph 2.09 does not refer to the pre-Christmas G7 

agreement : to do so would take another sentence. 
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• 	ii) the words in square brackets in paragraph 2.11 and 2.12 
are possible additions to the draft you suggested. 

in paragraph 2.13 you deleted the word "desirable" in 

Lhe second sentence; we have suggested "right" as a 

replacement. 

we have as agreed deleted the last sentence of the 

previous version of paragraph 2.13, which allowed for 

the case where there was heavy intervention towards the 

end of a financial year, which it would not be sensible 

to seek to sterilise immediately. We will need to make 

it clear in the budget briefing that the statement on 

this last point in last year's Mansion House speech 

still stands. 	We are also hoping that we will be able 

to include a more complete and detailed description of 

funding policy in the planned EPR article we are 

writing, though this will not be published until April. 

(v) two alternative versions of paragraphs 	15-16 	are 

offered. The first version makes use of the argument 

that a zero PSBR is equal to the Government's long term 

objective of 1 per cent of GDP adjusted for 

privatisation proceeds. 

Fiscal projections  

We have prepared fiscal projections with the help of the 

revenue departments over the last week. These projections are 

still provisional, but the issues that they raise are fairly 

firmly established. 

The prospects for 1987-88 and 1988-89 were discussed in Mr 

Sedgwick's submission to you of 18 February, and are subject to 

change as further information arrives. The current submission 

takes account of your objectives for the PSBR in 1988-89 ie it 

assumes revenue lower  than in Mr Sedgwick's submission. Final 

decisions on the later years will have to wait until the details 

of the 1987-88 and 1988-89 revenue numbers have been settled. 
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• (a) General government expenditure 
5. 	As agreed at your meeting of 4 February, the expenditure 

	igures show the planning total as published in the PEWP for 

financial years 1988-89 and 1990-91. For 1991-92, the planning 

 

, giving a rise of total is assumed to increase by 11/2 per cent 

about 1 per cent in general government expenditure. 

6. 	Combining planning total figures as in the PPWP with the 

higher money GDP growth adopted in the MTFS implies a bigger fall 

in the ratio of general government expenditure to GDP than that 

shown in the PEWP (and also a bigger fall than likely to be 

achieved in practice). In addition, using planning total figures 

as in the PEWP in conjunction with revenue figures based on a 

higher rate of growth of money GDP can cause the prospect for tax 

cuts to be overstated. 

7. 	We can alleviate both of these problems to some extent by 

shading up the components of general government expenditure that 

are outside the planning total: debt interest and other 

adjustments. But there is a limit to what we can do given our 

need to be able to justify in public any changes since the PEWP. 

8. 	The expenditure figures shown in the PEWP were: 

E billion 	 1987-88 	1988-89 	1989-90 	1990-91  

Planning total 	147.3 	156.8 	167.1 	176.1 

Debt interest 	17.8 	18.0 	18.0 	18.0 

Other adjustments 	7.5 	8.0 	8.0 	8.0 

General government 
expenditure 	 172.6 	183.0 	193.2 	202.1 

Memo: 
Implied unrounded 
sum of 2+3 
	

25.3 	26.2 
	

26.1 	26.0 

9. 	The table below shows the broad implications for debt 

interest of revising the PSBR path from the flat +El billion a 

year that underlies the PEWP figures. 
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Ilk billion 	 1987-88 	1988-89 	1989-90 	1990-91  

New PSBR path [ -3 ] [ -3 ] 0 0 

Cumulated change in 
borrowing from PEWP 
(end year) -4 -8 -9 -10 

Implied reduction in 
debt interest -0.1 -0.5 -0.8 -0.9 

Taking account of the implication of lower borrowing, we are 

thinking in terms of the following rounded expenditure figures for 

the MTFS: 

1988-89 

Planning total 

Debt interest 

Other adjustments 

General government 
expenditure 

2.4-) 

157 

18 

8 

183 

I 

167 

17 

8 

193 

176 

17 -1 

9 	•I` 

201 

184 

17 

9 

209 

In rounded terms the general government expenditure figures 

are unchanged from the PEWP in 1988-89 and 1989-90, but El billion 

lower in 1990-91. 	They imply the following ratios of GGE 

excluding privatisation proceeds to GDP (to be published in 

Chapter 5 for the period up to 1990-91): 

1988-89 1989-90 1990-91 1991-92 

GGE excluding privat-
isation proceeds 
as percentage of GDP* 41(42) 401/2(413/4) 40(413/4) 391/2 

*PEWP ratios shown in brackets. 

The ratio for 1987-88 is now put at 411/2, compared with 421/2 in the 

PEWP; thus this path of expenditure gives a fall in the ratio in 

each year from 1987-88 to the end of the MTFS. 

1989-90 
	

1990-91 1991-92 

4. 



1988-89 1989-90 1990-91 

3_1..2, 39.3 39.0 
(, 8.1 Q8.1„.,  37.5 

1991-92 

39.2 
37.6 
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• (b) Revenue 
12. After taking account of the Budget package (as in the 

scorecard of Thursday 18 February), and also of: 

an assumed PSBR path flat at zero after 1988-89 

forecasts of likely expenditure levels, given MTFS 

economic assumptions 

central forecasts of revenue, given MTFS assumptions, 

our current projections of general government revenue and 

expenditure, and of the available fiscal adjustments are: 

(f billion) 	1987-88 	1988-89 	1989-90 

The implied annual fiscal adjustments are 
El billion) : 

General government 
expenditure 

General government 
receipts (pre 
fiscal adjustment) 

171.6 183.4 192.0 

174.0 187.3 198.3 

-0.9 -1.2 -0.5 

6.8 

-3.4 -5.1 0 

1990-91 1991-92 

201.5 211.9 

207.0 217.7 

-0.1 0 

5.6 5.8 

0 0 

(to 	the nearest 

Public corporations' 
market and overseas 
borrowing 

Cumulated fiscal 
adjustment 

PSBR 

1989-90 	1990-91 	1991-92  

7 

The implied non-North Sea tax burden is as follows: 

Non-North Sea taxes as percentage of non oil GDP 

1987-88 

pre-package 	37.5 
post-package 	37.5 
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411 
The large underlying rises in the tax burden between 1987-88 

and 1989-90 reflect the effect of real fiscal drag on income tax 

payments, very strong growth in corporation tax receipts, and also 

large increases in local authority  rates. Thereafter the 

pre-Budget tax burden is projected to be static: although real 

fiscal drag continues to boost income tax, sluggish profits and 

rising depreciation allowances cause corporate tax receipts to 

weaken. 	Adjusted so as to remove the effect of tax cuts in 

successive budgets, the non-oil tax burden can be seen to have 

shown strong underlying growth since 1985-86: 

Non-oil tax burden at constant tax rates  

1983-84 	1984-85 	1985-86 	1986-87 	1987-88 	1988-89  

35.5 	35.6 	35.4 	35.9 	36.6 	38.1 

(NB the adjustments made to derive the tax burden at constant tax 
rates are only approximate.) 

Your decisions on the PSBR to be shown in 1988-89 mean that 

the revenue total published for that year will be below the 

forecasters' central estimate. Taking that adjustment on into 

later years will reduce published revenue in those years, and will 

also reduce the projected fiscal adjustments. On the other hand, 

using the PEWP planning total figures, rather than realistic 

forecasts of expenditure, tends to raise the projected fiscal 

adjustments, particularly in the later years of the MTFS. 

The net effect of taking on both the adjustment to revenue 

and the PEWP planning total path (with the upward adjustment to 

other components of expenditure discussed in paragraph 7) is to 

reduce substantially the annual fiscal adjustment projected for 

1989-90, and to raise the annual fiscal adjustments shown for 

later years. The cumulative fiscal adjustment over the three 

years to 1991-92 is the same as the forecast fiscal adjustments 

shown in paragraph 12. The annual fiscal adjustments and tax 

burdens (pre and post package) are shown below: 
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Fiscal adjustment and tax burden with adjusted revenue and PEWP 

planning total  

1988-89 	1989-90 	1990-91 	1991-92  

Annual fiscal 
adjustments 	 4 

Non oil tax 
burden: pre package 	38.5 
	

38.9 
	

38.5 	38.7 
post package 
	

37.6 
	

37.0 	37.1 

Reducing the annual fiscal adjustment in 1989-90 and raising 

that in 1990-91 so that both lie within the £1-3 billion range we 

might normally expect to show in the MTFS will require only a 

limited amount of smoothing of revenues. Taking the MTFS period 

as a whole we will not want to "hide" revenue (beyond the 

adjustment to revenue made in 1988-89). 

It is worth noting that adopting last year's MTFS assumption 

about revenues - that post-Budget non-North Sea revenues would 

grow in line with non-North Sea GDP - will not be helpful this 

year: 

as the tax burden figures in paragraph lAiimply, a flat 

tax burden gives a very high (£4 billion) fiscal 

adjustment in 1989-90. 

a flat tax burden over the whole MTFS period will give a 

rather high cumulative fiscal adjustment - some 

£2-3 billion above what we would actually forecast. 

18. If we want to describe the revenue projections as an 

assumption, a variant on last year's practice would be to assume 

that pre-budget non oil revenuesrise in line with non-oil money 

GDP. This gives the following path for the fiscal adjustment and 

the non-oil tax burden. 
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1988-89 	1989-90 	1990-91 	1991-92  

Annual fiscal 
adjustments 	 2 1 

Non-oil tax 
burden: pre package 	38.5 	38.5 

	
38.5 	38.5 

post package 
	

37.6 	37.2 
	

37.0 	36.9 

The disadvantages with this are: 

the cumulative fiscal adjustment is on the low side 

(although it could be shaded up to £5 billion rather 

than 4 by marginal changes to the expenditure 

projections) 

it will permit approximate calculations to be made of 

the third and fourth year effects of the package. 

Last year was the first time the MTFS revenue projections 

were described as an "assumption", and there is no need to 

describe them as such again this year. Relatively small amount of 

smoothing of the forecast path of revenue would leave us with a 

run of fiscal adjustments of 

1989-90 	1990-91 	1991-92  

3 	 1 	 2 

This would imply a small (0.2 percentage point) fall in the tax 

burden (post-package) in 1989-90. It would not be too difficult 

to explain this in terms of the published second year revenue 

effects of the package. 

In order to proceed further with the fiscal projections it 

would help if you can give your views on the following: 

Do you want to the revenue path to be derived as an 

"assumption" this year? 

If not, should we work towards a fiscal adjustment path 

of 3, 1, 2? 

S J DAVIES 

S.Nr) 
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ME40kUM TERM FINANCIAL STRATEGY 

2.01 The Medium Term Financial Strategy (MTFS) continues 

to provide the framework for the Government's economic 

policy, as it has done since 1980. 

2.02 It is intended to bring inflation down further over 

a period of years, and ultimately to achieve price 

stability. Accordingly, economic policy is set in a 

nominal framework. Monetary and fiscal policies are 

designed to keep the growth of money GDP on a downward 

trend over the medium term. The MTFS is complemented by 

policies to improve the working of markets and the supply 

side of the economy. By encouraging enterprise, 

efficiency and flexibility, these policies improve the 

division of money GDP growth between output growth and 

inflation, thus assisting the creation of jobs. 

2.03 Money GDP growth has come down from over 20 per cent 

at the start of 1980 to under 10 per cent last year. At 

the same time inflation has fallen from over 20 per cent 

at its peak in 1980 to around 4 per cent last year. In 

real terms the economy has grown steadily at around 31/4 per 

cent a year on average since 1983, and is set for a 

further year of growth at around 3 per cent, with 

inflation remaining around 4 per cent. 
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• 	
Objectives and the framework of policy 

2.04 Policy is directed at maintaining monetary conditions 

that will bring about a gradual reduction in the growth 

of money GDP over the medium term. Table 2.1 shows the 

intended medium term path for money GDP, although there 

will inevitably be fluctuations around it in the short 

term. 

Table 2.1: 	Money GDP Growth* 

1987-88 1988-89 1989-90 1990-91 1991-92 

93/4 	71/2 	61/2 	6 	51/2 

* Per cent change on previous financial year. 	See Table 

2.3 for assumptions on output and inflation. The figure 

for 1988-89 is a forecast; the figures for subsequent 

years describe the Government's broad medium term 

objectives. 

2.05 Money GDP growth is expected to be around 93/4 per 

cent in 1987-88, higher than forecast in last year's FSBR. 

The main reason for this was substantially stronger real 

growth, which is currently estimated at 11/2 per cent above 

last year's forecast; inflation (as measured by the GDP 

deflator) is also estimated to have been a little higher 

in 1987-88 than was forecast last year. 

2.06 For 1988-89, money GDP growth is forecast_ to be 

71/2 per cent. Real growth is forecast to slow down from 

its 1987-88 level, but to remain higher than projected in 

last year's FSBR. The current forecast for the increase 

in the GDP deflator in 1988-89 is similarly a little above 

the projection in last year's MTFS. 

2.07 	For the later years, the growth of money GDP is 

projected to decline at the same rate as envisaged last 

year. The medium term growth projection for the economy 

as a whole is unchanged from last year's MTFS, as is the 

medium term decline in inflation. 
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2.08 	A declining path 

Table 2.1, requires firm 

prudent fiscal policy. 

for money GDP growth, as in 

monetary policy supported by 

Fiscal policy is reviewed each 

year at budget time. Short-term interest rates, which are 

varied more frequently, are used to keep monetary 

conditions on track. 

Monetary Policy 

2.09 As the Chancellor made clear at the Mansion House 

last year, the Government is committed to maintaining a 

stable exchange rate, with the rate against the 

deutschemark being of 

provides an important financial discipline, and 
..._ 

helpful to industry. 	There  wa7---EM7--62rOn 

particular importance. 	This 

is also 
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2.10 Achieving these objectives implies a reduction in 

monetary growth over the medium term. For MO, which has 

continued to be a reliable indicator of monetary 

conditions, the Government is setting a target range for 

1988-89 of 1-5 per cent [2-6 per cent]. This is the same 

as indicated in last year's MTFS. [This is the same as 

last year's range.] The ranges given in Tablc 2.2 for 

later years are illustrative, but show a steady fall 

consistent with the path for money GDP growth. 

2.11 Interest rate decisions are based on a continuous 

and comprehensive assessment of  fe+—the—intItators-e-f-
7
+ 

monetary conditions so as to ensure that inflationary 

pressures are not accomodated. This means, in particular 

that increases in domestic costs will not be accommodated 

by a decline in the exchange rate. 

Chart 2.3 Velocity of monetary aggregates 

VELOCITY OF MO 	 VELOCITY OF M4 

74 75 76 	77 78 79 BO 81 	82 	83 84 	85 	86 87 
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Ake 2.2: 	Growth of MO* 

1987-88 1988-89 1989-90 1990-91 1991-92 

5 r1-5] 1-5 0-4 0-4 

* Per cent change on previous financial year. 1987-88 is 

a forecast. 	1988-89: target range. 	1989-90 onwards: 

illustrative ranges. 	----- 
___,.44r•tVhW4') 415:13 

2.12 While, as last year, there is no explicit target 

range for broad money, the assessment of monetary 

conditions= takes [the behaviour of] broad money, or 

liquidity, into account. 

2.13 With the increasing overlap between activities of 

is sensible to 
An t-14,  ) 

e  lEnwr--tnctude 
ing 

• 	• 
	 4obt to  bank— and 

cr7t. authorities will seek 
&ft-4.988-8910 funct the total of maturing debt, the PSBR, 

41.64609.9  

and any netLforeign exchange [market tttamtito-nby sales 

of debt outside the banking and building society sectors. 

banks 	and 	building 	societies, 	"t 

concentrate on measures of broad 

deposits held with both. 

ic t • 
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Chart 2.4 Private and public sector borrowing 
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Fiscal policy 

-1Arj r`°  

2.14 It is now expected that there will be net repayment 

of public debt in 1987-88, compared with a borrowing 

requirement of ar und 1 per centof GDP forecast a year 
S4-1-4(7 

ago. 	This is
A 

.he j-Irs-rjtime there has been a budget 

surplus.s.i.ffee 1969 	The borrowing- requirememt—after 

adding back privatisation proceeds w ,-be  equal  :la under'-'\  

11 per cent of GDP, smaller in relation ■tem-GDP than in any  1 
year since 1969-70. 

Chart 2.5 Public sector borrowing requirement 
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Version A of paragraphs 2.15 and 2.16  

The PSBR path 2.15 The Government's 1 term objective for the PSBR is 

for it to equal 1 per c nt of GDP. The recent strength of 

the economy and the buoyancy of government revenues have 

already reduced borrowing well below this level; and on 

present forecasts tax eductions of [over 

would have been needed order to achieve a PSBR of 1 per 

cent of GDP after adding privatisation proceeds. 

£7 million] 
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2.16 The Government has decided not to reduce taxes on 

this scale this  ye -a-7)  This cautious approach takes 
account of the uncertainties in the revenue forecasts and 

minimises the risk of tax increases being required later 

on if revenues prove less buoyant than expected. The PSBR 

foi 1988-89 is s t at -L j billion, equal to -[ ] per cent 

of GDP, little c nged from the expected outturn in 1987- 

88. Thereafter the PSBR is projected at zero, a balanced 

budget, which is e ivalent to the objective of 1 per cent 

of GDP after addi g back privatisation proceeds. The PSBR 

tn he set in futu e udgets will as usual be reviewed in 

the light of circumstances at the time. 
1€, 61) (:›0 94\1714  
cAe-64 4' 

Version B of paragraphs 2.15 and 2.1 
  

\,■&1(';• 5).  
2.15 The PSBR is now assumed to be zero over the medium 

term: a balanced budget. This is a prudent and cautious 

level and can be maintained over the medium term. In—

practice, there are likely to be fluctuations around this 

level from year to year. (e recent strength of the 

economy and the buoyancy of government revenue have led 

to a budget surplus over the last year; and without the 

tax reductions announced in the Budget there would have 

been, on current forecasts, a surplus of [over £7 billion] 

in 1988-89  1,17%0J, 

2.16 The PSBR for 1988-89 is set at [ ], little changed 

from the expected outturn in 1987-88. The PSBR to be set 

in future Budgets will as usual be reviewed in the light 

of circumstances at the time. 

2.17 	For the period to 1990-91, the public expenditure 

projections in Table 2.4 use the figures for the public 

expenditure planning total shown in the public expenditure 

White Paper (Cm 288); gross debt interest payments are 

lower than projected in the White Paper, reflecting lower 

government borrowing while other adjustments are a little 

higher. It is provisionally assumed that general 

government expenditure will grow by 1 per cent in real 

terms in 1991-92. Decisions on expenditure in 1991-92 

will be taken in the 1988 Survey. 
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Table 2.3 

1990-91 1991-92 

3 3 
21/2 21/2 

31/2 3 

1987-88 	1988-89 	1989-90 

Real GDP 
Non North Sea 
	

5 	 3 
	

3 
Total 
	

41/2 	21/2 
	

21/2 

Inflation 
GDP deflator 	5 	 41/2 
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2.18 The assumptions about output growth and inflation 

that underlie the revenue projections are shown in Table 

2.3. They are consistent with the figures for money GDP 

growth in Table 2.1. 	Oil prices are assumed tocremain 

lose to recent leve 	in 1988-89 and thereafter to remain 

broadly unchanged in real terms. 

Output and inflation assumptions  
Percentage change on previous financial year 

Public expenditure 

2.19 %The Government's 	j ctive is to reduce public 

spending as a proportion of 'national income. 	With a 

balanced budget, this red tion in public expenditure will 

create room for reductions  / In  the burden of taxation, 

helping to improve further( e supply side of the economy. 

Public expenditure is considered more fully in Chapter 5. 

Table 2.4 General government expenditure  
£ billion cash  
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

 

Public expenditure 
planning total 

Gross debt 
interest 

Other adjustments 

General government 
expenditure 

of which 
Privatisition 
proceeds 

General government 
expenditure exclud-
ing privatisation 
proceeds 



. 	 BUDGET SECRET: TASK FORCE LIST 

1 For 1986-87 to 1990-91, the figures are taken from Table 5.1. 

41/2 
General government expenditure, and its components, are rounded to 

the nearest El billion from 1987-88 onwards. General government 
expenditure is assumed to grow by 1% in real terms in 1991-92. 

3  See the pmblic expenditure White Paper (Cm 288), Table 1.8. _ 
Proceeds are assumed to be the same in cash terms in 1991-92 as in 
1990-91. 

Revenue 

—7  
2.20 The growth in government revenues 4: cash tom/over 
the medium term will 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 increase somewhat less 

than money GDP. 	Government revenues from the North Sea 

are projected to decline as oil output falls. 	Non-North 

Sea revenues are projected to grow at around the rate of 

growth of non oil money GDP.] 

Table 2.5 General government receipts  
E billion cash  
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

 

Taxes on incomes, 
expenditure and 
capital 

National insurance 
and other 
contributions 

Interest and 
dividends 

Other receipts 

General yovernment 
receipts 

of which 
North Sea tax 	4.8 4.8 	5 	4 	4 	3 	3 

1 General government receipts, and its components, are rounded to 
the nearest El billion from 1987-88 onwards. 

2 Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea and gas production (before advance 
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corporation tax set-off). This does not correspond exactly to tax 

411receipts in the same financial year in respect of North Sea 
production. See footnote 3 to Table 68.3. 

Public sector borrowing 

2.21 	The projections of government expenditure and 

receipts are brought together in Table 2.6 tn provide 

projections 	of the general government borrowing 

requirement (GGBR), the PSBR and the fiscal adjustment. 

2.22 changes since the 1987 MTFS are discussed in the 

Annex to this chapter. 

Table 2.6 
	

Public sector borrowing' 

E billion cash 
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

General government 
expenditure 

General government 
receipts 

Fiscal adjustment 2  
from previous year 

Annual fisal 
adjustment 

GGBR 

Public corporations' 
market and overseas 
borrowing 

PSBR 
	

3.4 	-[ ] 
	

-[ ] 

Money GDP at market 
prices 	 387 	426 	457 	487 	516 	545 

PSBR as per cent 
of GDP 
	

0.9 	-[ 
	

-[ ] 

1 Rounded to the nearest El billion from 1987-88 onwards. Further 
details for 1987-88 and 1988-89 are provided in Tables 1.2 and 6.7. 

2 Means lower taxes or higher expenditure than assumed in lines 1 
and 2. 
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Conclusion 

2.23 Money GDP growth has been higher than forecast over 6,- 
the last year, with real growth in the economy 

substantially above expectations. Both nominal and real 

GDP growth are forecast to decline m4er the next year. 

The assumptions on which the medium-term projections are 

based may have to be modified in the light of events. But 

the government remains committed to reducing money GDP 

growth over the medium term, and to reducing the ratio of 

public expenditure and taxation to GDP. Tho MTFS providco 

the financial framework within which the policies to 

achieve these objectives are set. 
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AliiX TO CHAPTER 2 

Changes since the 1987 MTFS 

Money GDP 

Table 2A.1 

2A.1 The growth rate of money GDP is expected to be 

higher in both 1987-88 and 1908-89 than envisaged in labL 

year's MTFS, with growth in the GDP deflator 1/2 percentage 

point higher in both years. Thereafter inflation is 

projected to decline at the same rate as last year. The 

projection of output growth over the medium term in the 

whole economy is unchanged from last year's MTFS. 

Money GDP growth  
Differences from 1987 MTFS projections, percentage points  
1987-88 1988-89 1989-90 1990-91 

+21/4 	 +1 	 +1/2 	 +1/2 

Monetary 	2A.2 The growth in NO in 1987-88 has been within its 

aggregates 	target range throughout the year. The target range for 

1988-89 [is the same as the illustrative range given last 

year]. The illustrative ranges for subsequent years are 

[also] the same. 

Table 2A.2 	The growth of MO 
Per cent changes on a year earlier 
1987-88 	1988-89 	1989-90 	1990-91 

1988 MTFS 	 5 	[1-5] 	1-5 	0-4 
1987 MTFS 	 2-6 	1-5 	1-5 	0-4 

Fiscal 	2A.3 	Table 2A.3 shows changes in the fiscal projections 

projections 

	

	since the 1987 FSBR. Additional information on 1987-88 is 

given in Chapter 6. 

Expenditure 2A.4 The expected undershoot on the planning total in 

1987-88 is described in Chapter 5. General government 

expenditure is also lower in 1987-88 than projected last 

year, reflecting the lower planning total. The planning 

total for 1988-89 onwards is as in the public expenditure 

White Paper (Cm 288), which incorporates higher figures 

than assumed last year. The general government 

expenditure figures for the future have also been revised 

up; but to a lesser extent than the planning total, as the 
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• lower path now adopted for the PSBR implies substantially 

lower debt interest payments. 

Receipts 2A.5 Revenues in 1987-88 have been much higher than 

forecast, in large part reflecting higher money GDP growth 

in both 1986-87 and 1987-88. Because of the lag between 

accruals and payments of taxes on corporate profits, the 

buoyancy of the economy over the last year will still be 

contributing to the growth of revenues in 1988-89. North 

Sea revenues in 1987-88 were slightly higher than 

forecast, as the oil price for much of the year was well 

above the assumed level of $15 a barrel. On the 

assumption that oil prices remain close to recent levels, 

oil revenues in 1988-89 are now forecast to be much as 

projected a year ago. 
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Te 2A.3 Revenue and expenditure  
Changes from 1987 MTFS projections Ebillion 
1986-87 1987-88 1988-89 1989-90 1990-91 

Expenditure 

1 Planning 
total -1 -21/2 

2 Other +1 +1/2 

3 General govern- 
ment expenditure 0 -2 

Receipts  

4 North Sea taxes 	0 
5 Other taxes and 

contributions 	+1/2 
6 Other 	 +1/2 

+4 
+ 1 

7 General govern- 
ment receipts 	+1 	+51/2 

8 Implied cumula-
tive fiscal 
adjustment 

9 Public corpora-
tions' market 
and overseas 
borrowing 	 0 	0 

10 PSBR 



—PSBR 
--- PSBR excluding privatisation 

proceeds 
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III Chart 2.5 taken back to 1971 
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III  Chart 2.5 Bar chart back to 1971 
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CHANCELLOR OF THE EXCHEQUER 

FSBR: CHAPTER 5 

The attached draft of the public expenditure chapter for the 

FSBR has been prepared on the same lines as last year's version. 

A stronger link to the rest of the FSBR has been inclu-

ded in the first paragraph and the explanation of the differ-

ences between the planning total and GGE has been omitted. 

The structure of the tables is also unchanged apart from 

some modifications to Table 5.1 where the ratio of public spending 

to GDP is given in terms of general government expenditure exclu-

ding rather than including privatisation proceeds and the real 

terms figures relate to GGE excluding privatisation proceeds 

rather than to the planning total. We have reverted to the 

1986 FSBR listing of departments and included those spendiny 

over £10 billion and the territories because the 1987 FSBR selec-

tion, chosen after various exchanges of view, did not have much _ 
coherence and included a very large block for "other departments". 

We could, if you wished, go further and include the other two 

programmes of over £5 billion in 1988-89, namely Home Office 

and legal departments and Transport. This reduces the "other 

departments" from 22 per cent to 14 per cent of public expendi-

ture. 

FROM: MRS R J BUTLER 

cc 	Sir T Burns 
Mr Hayden Phillips 
Mr Scholar 
Mr Sedgwick 
Mr Odling-Smee 
Mr Turnbull 
Mr S Davies 
Mr Mowl 
Miss C Evans 
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40 4. 	The figures for the estimated outturn for the 1987-88 plan- 

based on GEP's February assessment and will, 

of course, continue to change over the next few weeks. As last 

year, GEP will send a submission to the Chief Secretary giving 

him the results of an early March re-assessment of the estimated 

outturn asking him to clear a planning total for publication 

in the FSBR. The figures for and references to individual depart-

ments will be cleared with departments nearer the time. The 

figures for debt interest, national accounts adjustments and 

GGE will also continue to change as the Budget figuring is final-

ised. 

5. 	We are sending Chapter 5 to the printer on Friday. 	It 

would therefore be helpful to have your comments as soon as 

possible. 

MRS R J BUTLER 

ning total are 
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III Table 5.1 Public expenditure 

pro,j  
Lou/ " 
11-ce-e 	4: 

1/J-  fuol - 

f billion 

1986-87 	1987-88 1988-89 1989-90 1990-91 
Outturn Estimated Plans Plans Plans 

outturn 

Department 

DHSS - social security 44.4 [46.3] 48.5 51.1 53.6 
DHSS - health and personal social services 17.9 [19.7] 20.7 21.7 22.7 
Defence 18.1 [18.7] 19.2 20.0 20.6 
Education and science 15.7 [17.1] 18.0 18.6 19.2 
Scotland, Wales and Northern Ireland 15.4 [16.4] 17.1 17.5 17.9 
Other departments 32.0 [33.2] 34.9 36.2 36.7 
Privatisation proceeds -4.4 [-5.0] -5.0 -5.0 -5.0 
Reserve 3.5 7.0 10.5 

Public expenditure planning total 139.2 [146.4] 156.8 167.1 176.1 

General government gross debt interest* 17.6 [17.5] [17.5] [17] [ 17] 
Other adjustments* 8.0 [8.1] [8.4] [8] [9] 

General government expenditure* 164.8 [171.6] [183.0] [193] [201] 

General government expenditure excluding 
privatisation proceeds 

In real terns (base year 1986-87) [169.2] [168.2] [171.4] [173.5] [174.4] 

As a 	percentage of GDP [431/4] [4111] [4134] [40k] [40] 

*1989-90 and 1990-91 figures rounded to the nearest El billion 

Changes since previous Budget 5.01 	Since the last FSBR, extra resources 

have been allocated to priority services such 

as health, education, law and order, defence 

and inner cities. Provision for social security 

and local authority current spending has also 

been increased. 

    

2 



BUICKT CONY' Di..14T I Al, 

•pudget manures 

/WV 4 Ita a4k 

14"4/A41t4k) 
 

P4144 
titre 

5.05 	In parallel with the abolition of tax 

relief on new covenants between individuals, 

including covenants to students - see paragraph 

4.Arthe  parental contribution scale is being 
Ap.414.PA 

aPeeltrevd-by-149-re?—e-ent, for those starting eourocs 

from the 1988-89 academic year onwards. 	This 

will cost some £20 million in 1988-89, rising 

to £80 million in 1991-92. 	In parallel with 

the change in the tax treatment of forestry 

see paragraph 4.B there will be an increase 

in grants to forestry estimated to cost about 

£x million in 1989-90 rising to Ey million in 

1991-92. 	The expenditure arising from these 

changes will be charged to the Reserve w+th' 	 
41,4 kali fl-a-  ot-491 

A the Planning Totals. 

1987-88 outturn 

City 14 &it, Itt 

r,t441.AAI 	
00 -SS, 

ovt 

Av-s 

5.06 	The latest estimates 

subject to some 

be about £[146.4] billion, £[2.2] billion below 

the plans shown in the 1987 public expenditure 

White Paper and the 1987 Budget and f[0.9] billion 

below the outturn figure shown in the 1988 public 

expenditure White Paper. A breakdown is shown 

in Table 5.2. 

N.,  

uncertainty, suggest that -the 
A 

1 : is likely to 
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to-only X[1. 11] billion. 
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"table 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 	billion 

Plans' 
	

Estimated 	Outturn 
outturn 	 minus 

plans 

Central government2 	 108.3 [109.5] [+1.2] 

Local authority2 	 14 0.2 
of which: 

[41.0] [+0.8] 

relevant expenditure 	 31.0 [32.2] [A-1.3] 
other current 	 14.9 [5.1] [+0.1] 
capital 	 14.3 [3.7] [ -0.6] 

Nationalised industries and 1.6 other public corporations [1.0] [-o.6] 

Privatisation proceeds 	 -5.0 [-5.0] 

Reserve 	 3.5 [ -3.5] 

Public expenditure planning total 	 148.6 [146.4] [-2.2 ] 

'Plans 	from The Government's Expenditure Plans 1987-88 to 1990-91, Cm 56, adjusted 
for classification changes. 

2Excluding finance for nationalised industries and other public corporations 

5.08 The major changes between plans and esti-

mated outturn for particular programmes are 

     

a net increase of £11.2] billion in central 

government expenditure mainly due to an 

increasqpin expenditure by DHSS on Health 

and Personal Social Services of r[0.6] billion 

and higher net payments to the European 
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better thmnomeill;endled results for nationalised 

industries and other public corporations, 

by £[0.6] billion, due principally to higher 

profitability of British Steel and increased 

capital receipts from New Towns f[0.2] billion 

Communities (C[0.8] billion) offset by lower 

payments by the Intervention Board for Agri-

cultural Produce (i[0.3] 
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Table 5.3 5.3 Puolic expenditure by spending authority 

f billion 

1986-87 
Outturn 

1987-88 
Estimated 
outturn 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 [109.5] 114.2 120.2 124.7 

Voted in Estimates 73.4 [77.0] 81.0 84.6 87.6 
other 31.2 [32.6] 33.2 35 .6 37.1 

Local authorities* 
of which: 

37.9 [41.0] 42.6 44.0 45.2 

relevant expenditure 29.4 [32.2] 33.2 34. 3 35.4 
other current 
capital 

4.8 
3.7 

[5.1] 
[3.7] 

5.4 
4. 0 

5.7 
4.0 

5.9 
3.9 

Nationalised industries 0.4 [o.4] 0.7 0. 0 -0.4 

Other public corporations 0.8 [o.6] 0.8 1.0 1.0 

Privatisation proceeds -4.4 [-5.0] -5.o -5.o -5.o 

Reserve 3.5 7. 0 10.5 

Public expenditure planning total 139.2 [146.4] 156.8 167.1 176.1 

*Excluding finance for nationalised industries and other public corporations 

Public expenditure by 
	

5.10 	Central government spending makes up 

spending authority 	 about three quarters of the planning total. 

About 70 per cent of this is voted by Parliament 

6 



O through the annual Supply Estimates and covers 

the expenditure of government departments for 

their own activities as well as their funding 

of other bodies such as the National Health Ser-

vice. Most of the remainder consists of social 

security payments paid out of the National Insur-

ance Fund. Spending by local authorities accounts 

for about one quarter of public expenditure. 

Nationalised industries and other public corpora-

tions account for the remainder of the total. 

Table 5.3 gives outturn figures for the last 

two years and the plans as published in the public 

expenditure White Paper. 

Supply Estimates 	 5.11 	For 1988-89, the plans set out in the 

public expenditure White Paper have now been 

translated, where appropriate, into detailed 

control totals in Supply Estimates. The total 

Estimates provision for 1988-89 for which the 

Government is seeking Parliamentary approval 

is shown in Table 5.4. The main Estimates for 

1988-89 are published in a series of booklets 

on 15 March 1988 with a Summary and Guide (Cm 

[ ]) which explains the Supply procedure and 

summarises the Estimates. It also explains how 

they relate to the public expenditure planning 

total. 

7 



99.1 [104.5] 
2.4 [ 	1.2] 

101.5 [105.7] 

Main Supply Estimates 	 99.1 
Supplementaries and net underspending 	2.8 

Total Supply expenditure 	 101.9 

[108.3] 

4 • 	5.12 	Of the f[108.3) billion included in the 

Supply Estimates, £[83.0] billion is direct public 

expenditure. The remaining f[25.3) billion does 

not feature directly as public expenditure because 

it consists of grants tn local authorities and 

finance for other bodies whose spending is counted 

as public expenditure. [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 financial year. 

Table 5.4 Supply expenditure 

billion 

1986-87 	 1987-88 1988-89 

	

Expected outturn 	Final Expected Provision 

	

in 1987 Budget 	outturn outturn 

(public expenditure element) 
	

(77.3) 	[( 77 .1 ) ] [(79. 7)] 

8 
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FINANCIALTIMLS 

, David Waller looks at Trusthouse Forte's renewed interest in Savoy Hotel group 

Share split is still in 	b rrier as 
Savoy, which combines 

grandeur with homeliness, lux-
ury with simplicity, and good 
taste and comfort so skilfully 
that it may be called the best-
loved hotel in the world." 

So wrote Compton Mackenzie 
in 1953, the year in which the 
compelling charms of the Savoy 
group of hotels - which include 
Claridge's, the Connaught and 
the Berkeley first attracted 
the attentions of an unwelcome 
predator. „ • " ' 

As events this week show, 
the group's charms to predators 

in this ease,'Trusthouse Forte 
are not much .  diminished 

many years later. 	• 
On . Monday night, TIIF 

received an affidavit from the 
Savoy, which in turn prompted 
a caustic response from THF. 
The details of the exchange are 
obscure - partly because the 
affidavit has not been pub-
lished, partly because of the 
complexity of the issues at 
stake 7- but out of the mist of 
speculation it emerged that Sir 
Hugh Wontner is to. retire from 
the Savoy board after more 
than 47 years as a director, 36 
of which were as chairman. 

"Why they chose to.' reveal 
this in an affidavit, I do not 
know," said THF chief execu-
tive, Rocco Forte, yesterday. "It 
will be interesting to see 
whether he gives up hisapart-
meat at Claridge's. If he' did, 
the company would benefit to 
the tune of £500,000 a year." 

TB F's pique -  is wholly under-
standable. In apparent defiance 
of the fundamental principle of 
capitalist society, that owner-
ship should be wedded to con- 

trol. TIIF owns 691/2 per cent of 
Savoy's equity capital and yet 
has absolutely no influence on 
the management of the group. 
The reason is that TIIF owns 
only 421/2 per cent of the 
Savoy's high-voting 'B' shares. 

The split of the company's 
share capital into 'A' and 'B' 
shares must rank as one of the 
most effective defence manoeu-
vres in UK corporate history. 
The original split took place in 
1955 at Sir Hugh's initiative, 
and from that time on the com-
pany has been able to preserve 
its independence against all 
corners. 

The move was a belated 
response to separate takeover 
attempts from Mr Charles Clore 
and, Mr Harold Samuel some 
two years earlier. Then, as 
now, it was a battle between 
the Establishment and the Out-
sider. Clore - the Brunel of 
financial engineering - and 
Samuel made an assault on the 
sensibilities, as well the 
watering-holes of the English 
upper classes. The Establish-
ment rallied to its own. 

In time, the pair would be 
absorbed into polite society: as 
chairman of Land Securities, Mr 
Samuel was to become the 
post-war property world's most 
prominent figure, and Mr Clore 
was to acquire wealth, and 
respectability, in proportion as 
the Sears Group grew in size. 

But in the autumn of 1953, 
City gentlemen were scandal-
ised at Samuel's plan to turn 
the Berkeley Hotel in Piccadilly 
into an office block. 

Sir Ilugh - then just plain Mr 
Wontner - responded with an  

ingenious plan whereby owner-
ship of the Berkeley was to be 
removed from the publicly 
quoted company and vested in 

Sir Hugh Wontner: director of 
the Savoy 

charitable trust. Later ruled as 
a "an invalid use of manage-
ment powerr by a .Board of 
Trade inspector, the so-called 
"Worcester Buildings" scheme 
was never implemented. • 

But. it was enough to deter Mr 
Samuel from proceeding with a 
full bid. He sold his 20 per cent 
holding to the Savoy board at 
£3.2s6d a share, a substantial 
premium to the average price of 
S.2 a share he paid when accu-
mulating his stake. 

One of the enduring mysteries 

of the affair is how the Savoy 
board managed to raise the 
S1,346,000 required to buy him 
out, and how it managed to 
obtain the permission to do so 
from the Bank of England at a 
time of .strict controls over 
lending. 

Cazenove, the blue-blooded 
stockbroker, was retained to 
find a way of avoiding any fur-
ther close shaves: the upshot of 
the consultation was the issue 
of 85,000 new 'B' shares which 
carried 850,000 votes. The 
same number of votes was car-
ried by all the 850,000 'A' 
shares, with the result that the 
'A' shares represented 97.7 per 
cent of the company's equity 
and carried only half the vote. 

There was no jiggCry-pokery: 
the 'B' shares were issued pro-
rate to one's holding of 'A' 
shares so that sharehold-
ers'proportional voting rights 
were maintained; however, the 
new shares could he sold inde-
pendently of The 'A' shares and 
the Savoy board and friendly 
trusts swiftly snaPped up any 
loose 'B' shares. They now have 
501/2 per cent of the total voting 
rights. 

By the 1970!s, a new predator 
appeared on the scene in the 
form of Victor Matthews of 
Trafalgar House; after numer-
ous lunches with Sir Hugh, he 
passed his sizeable stake on to 
Maxwell Joseph of Grand Met-
ropolitan, who saw the folly of 
seeking control and sold out. to 
Rothschild Investment Trust,  

which in turn sold the block on 
to the Kuwaiti Investment 
Office. 

In 1981, THF made its &Ulm. 
bid. Just. as Samuel had pointed: 
to (he declining profitability of 
the Berkeley (it made .%114,000. 
in 1945, and only £6,000 in 
1054), Lord Forte hit out at the 
Savoy's trading record and 
what it claimed was the "muti-
lation" of its capital base. 

Although Forte planned noth-
ing quite so heretical; as the 
conversion of the Berkeley, his' 
offer net with the contempt' 
that had once been turned 
towards Harold Samuel.. 
Although ennobled, , Forte 
encountered the patrician' fro .  
ideur afforded to one who had 
started life running a milk bar' 
in Regent Street. 

'Mrs strategy was to accu-t 
mutate a majority of the 
share's, then press for control at 
separate meetings of the two 
classes of shareholders. The 
courts ruled this out, and THE:  
is now fighting .  war of attriz 
tion. 

The legal action started last 
year is designed to disenfran-
chise a 5.77 per cent block of 
'B' shares issUed in 1970 when 
the Savoy bought the Hotel 
Lancaster Hotel in Paris. ; 

Owned through convoluted 
channels by supporters of the 
Savoy Board, the removal of 
the stake would leave the 
Savoy directors with 441/2 per 
cent. of the votes -THF's 
42 1/2 per cent. Till' itors it 
could then clinch control 
through market purchases. 
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THE body count in the 
City's post-Crash jobs 
massacre is going to 
get worse. 

Chris Chaitow of Morgan 
Grenfell Securities cal-
culates gloomily that 
the City earned at best 
E1.75m a day in Janu-
ary in daily client 
commissions in the eq-
uity market. 

That is a dramatic slump 
on his earlier £2.85m 
estimate but small 
punters, who pay some 
five times as much per 
bargain as the institu-
tions, have since fled 
the market. 

Miserable 
And January looked al-

most rosy compared to 
stock market turnover 
so far this month. That 
miserable £1.75m tally 
is just 45pc of es-
timated daily commis-
sions last year. 

Stephen Lewis, director 
of economic research 
at Phillips & Drew, 
reckons the industry's 
total costs run at 
£750m a year. At the 
current rate equity 
commissions generate 
just E437m. And gilts 
business, corporate fi-
nance and market mak-
ing will be hard put to 
fill the gap. 

The City will slim down 
more during Lent. 

NICK GILBERT 

111 Trirvrnfh 
Ritblat's walk on 
the safe side 	181 
JOHN Ritblat is leaving no one 
in any doubt about his views on 
the DTI investigation into 
British Land. Last week he 
despatched a press release 
containing an outright denial of 
any involvement in insider 
dealing and disapproval of the 
DTT's conduct. 

The property mogul then 
wrote to a number of friends, 
shareholders and agents, 
hammering home the point. 
Enclosed was another copy of 
the release and a handwritten 
letter restating his position just 
in case anyone was still 
harbouring any improper 
thoughts. 

Counting 
the cost 
of Black* 
Monday... 

BUILDING SOCIETIES planning 
to convert themselves into pub-
lic companies could face huge 
bills for capital gains tax and 
stamp duty unless there are 
changes in the law. 

Individual societies' total tax 
liabilities would probably be 
greater than a single year's 
profits. 

The Building Societies Associ-
ation has raised its concerns 
with the Treasury and Inland 
Revenue and is now awaiting a 
response. 

"We are reasonably hopeful 
that the Inland Revenue will 
agree to some changes as the 
present situation means that 
the cost of conversion would be 
too great," the association said 
yesterday. 

The Revenue is understood to 
have told societies that it has 
considered the issue and put it 
to ministers. 

At present. building societies 
have mutual status, which bars 
them from seeking equity capi-
tal and means they are subject  

to restrictions on their activi-
ties imposed by the Building 
Societies Act 1086. The same 
act gave them the option of 
converting to public limited 
companies. 

Such a move is now being 
Contemplated by several lead-
ing societies. If they go ahead 
they would cease to exist as 
mutual bodies and be succeeded 
by limited companies, with 
assets, including premises and 
goodwill, .transferred from the 
old legal entity to the new one. 

As the law stands, the new 
companies would be liable to 
capital gains tax of 35 per cent 
on the indexed gain on the mar-
ket value of their business 
premises and goodwill. They 
would probably also have to 
pay stamp duty of 1 per cent as 
well as capital duty on the 
issue of new shares for the 
company. 

One City accountant said yes-
terday that he believed the 
Halifax, the biggest UK society 
with gross assets of about  

.&21bn, would probably face a 
tax bill of about £360m if it 
converted. 

The main problem would be 
the definition of the societies' 
tax li..ilitieS for their goodwill 
as going business concerns. One 
way of defining goodwill might 
be to Assess it as their earnings 
ove several years. 

Tax liabilities could be less-
ened if building societies were 
to transfer their assets to an 
existing company, perhaps a 
subsidiary created in advance 
to succeed them. 

Mr David Gilchrist, general 
manager of the Halifax, said 
yesterday that the society had 
not yet worked out what its tax 
liability would be if it became a 
limited company. 

He said: "The income tax 
treatment of members' deposits 
held with us would not change 
as the same composite rate 
applies now to both banks and 
building societies." 
Leeds Permanent floating 

rate note doubled, Page 31 
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Societies planning to become 
pies could face big tax bills 
BY DAVID BARCHARD 

onus rates 
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FINANCIALTIMES 

BY ERIC SHORT 

EQUITABLE Life Assurance 
Society, the world's oldest 
mutual life assurance company, 
has surprised the life assurance 
industry by reducing its rever-
sionary bonus rates for end-
year 1987. 

It has done so on both its 
with-profit life and its pension 
contracts. 

All other life companies that 
have to date reported their 
end-year bonus rates have 
maintained their reversionary 
bonus rates. 

Under a traditional with-
profit life and pensions con-
tract the overall profits from 
the underlying fund are given 
to policyholders in the form of 
bonus additions to the benefits 
determined by the company-ap-
pointed actuary: : • 

Bonuses come in two main 
forms: a reversionary bonus 
which is added to the contract 
benefits each year and a termi-
nal bonus added when a con-
tract matures or becomes a 
death claim. . 

Reversionary bonuses reflect 
the underlying return on• the 
funds and are linked to the 
interest rates. As such, they are 
inherently • stable. Terminal  

bonuses, on the other hand, 
reflect the underlying capital 
appreciation and tend to be, 
more volatile. 
_Actuaries have held rever-

sionary bonus rates steady over 
the past five years, relying on 
higher equity returns and the 
ample reserves held by the 
funds to offset the fall in inter-
est rates. 

Various actuaries have for 
some years warned that rever-
sionary bonus rates could not 
be held at current levels indefi-
nitely in the face of falling 
interest rates. Until now, no 
appointed actuary, had taken 
the decision to reduce bonus 
rates in the face of marketing 
pressures. 

Mr Roy Ransom, assistant\  
general manager and joint actu-
ary of Equitable Life, said the 
decision to cut rates was part 
of- the company's long-term 
strategy. It had not been influ-
enced by the stock market fall 
last October and did not reflect 
a decline in underlying - invest-
ment performance. 

The aim was to provide con-
sistently good returns for all 
policyholders reflecting the  

underlying performance. He 
had no intention of using up 
reserves to hold up an unsup-
portable bonus level. 

Mr Ransom said policyholders 
should concentrate on the 
whole bonus package, not a sin-
gle item. Pay-outs on policies 
maturing now were still slightly 
higher than corresponding 
pay-outs a year ago. 

He said Equitable Life still 
occupied a high position in the 
with-profit performance tables 
— in individual pensions con-
tracts it is a leader. 

Nevertheless; it is doubtful if 
it could have cut its rates when 
other companies were keeping 
theirs steady if it relied on 
independent intermediaries for 
business. 

But the company.is  one of the 
very few that does not pay 
commission to third parties. It 
relies on its own sales force for 
its business. . 

Mr Ransom claims that the 
field staff have accepted the 
situation and do not- see any 
"negative points" in the bonus 
structure. To date, inquiries for 
policyholders have been related 
to seeking information rather 
than complaining over the cuts. 

reversionary 
Equitable Life cuts 1987' • 
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FSBR CHAPTER TWO: MTFS TEXT AND FISCAL PROJECTIONS 

The Chancellor was grateful for your minute of 23 February, and the 

draft of Chapter 2. I attach a marked up copy of those pages on 

which he had comments. 

e 
2. 	He saw no need to dive the lpvenue path as an "assumption" 

this year, and was content for you to work towards a fiscal 

adjustment path of 3, 1, 2. 

Ck CS Pr 

A C S ALLAN 



RA7.59 	 CONFIDENTIAL 

• 
REDRAF1S OF 2.19 AND 2.23 

2.19 Continued restraint in total public spending is a vital 

element of the Government's economic strategy. Reductions in 

borrowing and hence in the burden of debt interest, coupled with 

strong economic growth, have enabled the Government to increase 

spending on priority programmes while at the same time achieving 

its ohjs.rtive of reducing public expenditure as a proportion of 

natal income. This in turn has created room for reductions in 

taxation, helping to improve further the performance of the supply 

side of the economy. Public expenditure is considered more fully 

in Chapter 5. 

2.23 The strength of the economy coupled with fiscal prudence has 

enabled the Government to achieve a balanced budget on a 

sustainable basis. The Government remains committed to continuing 

with the policies which have helped to bring this about, and to 

maintaining the progress towards lower inflation, lower taxes and 

lower public spending as a share of GDP in the medium term. The 

MTFS provides the financial framework within which the policies to 

achieve these objectives are set. 



2.08 A declining path for money GDP growth, as in 

Table 2.1, requires firm monetary policy supported by 

prudent fiscal policy. Fiscal policy it reviewed each 

year at budget time. Short-term interest rates, which are 

varied more frequently, are used to keep monetary 
conditions on track. 

Monetary Policy 

last year the Government is committed to maintaining a 

provides an important financial discipline, and is 

stable exchange rate, with the 	rate against the 
deutschemark being of particular importance. 	This 

also 
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2.09 As the Chancellor made clear at the Mansion House 

helpful to industry. k.6 
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2.10 Achieving these objectiveslimpiles a reduction in 

monetary growth over the medium term. For MO, which has 

continued to be a reliable indicator of monetary 

conditions, the Government is setting a target range for 

1988-89 of 1-5 per cent [2-6 per cent]. This is the same 

as indicated in last year's MTFS. [This is the same as 

last year's range.] The ranges given in Table 2.2 for 

later years are illustrative, but show a steady fall 
consistent with the declining path for money GDP growth. 

2.11 Interest rate decisions are based on a continuous 

and comprehensive assessment of +a-14---the—i-ndle-a-ttrie-e—e-f-} 

monetary conditions so as to ensure that inflationary 

pressures are not accomodated. This means, in particular 

that increases in domestic costs will not be accommodated 
by a decline in the exchange rate. 

Chart 2.3 Velocity of monetary aggregates 
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- Nor  2.2i 	Growth of MO*  

1987-88 1988-89 1989-90 1990-91 1991-92 

5 	1 - 5 	1-5 	0-4 	0-4 

* Per cent change on previous financial year. 1987-88 is 

a forecast. 1988-89: target range. 1989-90 onwards: 
illustrative ranges. 

2.12 While, as last year, there is no explicit target 
,-An g ,. cr,- money, 	...... LIle OMbebbIllellt 	of 	monetary 

conditions taked /the behaviour of/  broad money, or  

liquidity, into account. 

)
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2.13 With the increasing overlap between activities of 

banks and building societies, it is sensible to 

concentrate on measures of broad moneyX that include 

deposits held with both. 1: 

alp-,V7-debt to haini7 and 

-tKrguthorities will seek 
A 

441-448-8-41 to fund the total orf,9frtarAng debt, the PSBR, 
L•fi 	 l'el•erVIA 

and any neyoreign exchangeA la—lx:xs-4449,nA by sales 
1 

of debt outside the banking and building society sectors. 

Chart 2.4 Private and public sector borrowing 
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order to achie a PSBR of 1 per 

this level; an 

Fiscal policy 

2.14 It is now expected that there will beAnet repayment 

of public debt in 1987-88, compared with a borrowing 

requirement 

ago. This 

surplus 

of naLound 

is—Ac;the 44ir-st 

cent of op; fwcast a year 

time A there has been a budget 
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--eddiaw—ba-ck---pr-ImatiaaLtori-proGeecle.-w4-4-1---be-eqtra-l-t-o -ttn-der 

h per cent of GDP, smaller i-!-4Pe-1-et-ierr-t-o-eftP than in any 

year since 1969-70. 

Version A of paragraphs 2.15 and 2.16  

The PSBR path 2.15 The Government's long term objective for the PSBR is 

for it to equal 1 per cen  •  GDP. The recent s ngth of 

nt of GDP after •ding privatis 	on proceeds. 
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Assumptions 2.17 	For 

projections 

expenditure 

White Paper 

lower than 

government 

higher. 

government 

terms in 

will be 

the period to 1990-91, the public expenditure 
in Table 2.4 use the figures for the public 

planning total shown in the public expenditure 

(Cm 288); gross debt interest payments are 

projected in the White Paper, reflecting lower 
borrowing while other adjustments are a little 
It 	

is provisionally assumed that general 
expenditure will grow by 1 per cent in real 
1991-92. 	Decisions on expenditure in 1991-92 

taken in the 1988 Survey. 

ALmos. KUMLA Li m 
2.16 

The Government has •ocided not to reduce xes on 

roach takes 
account of the u ertainties in the re ue forecasts and 
minimises t 

s being required later on if 
rev ues prove less bu nt than expected. 

for 	8-89 is set at 

o GDP, little chan 	from the expected ou 	rn in 1987- 88. 	Thereafter 	e PSBR is projected 	zero, a balanced budget, whic 	
s equivalent to the jective of 1 per cent 

of GDP a er adding back priva sation proceeds. The PSBR 
to 	

et in future Budget will as usual be reviewed in 

this scale this r. This cautious 

risk of tax incre 

billion, equal to 
The PSBR 

r cent 

light of circumstA 

Version B o 	
Ks 2.15 and 2.16 

4.12-6 tra-vae4 GrZ) 
a,„.1 Junia,2  010 1-111" 

ft214-t' 	•  2.15 The PSBR is now assumed to be zero over the medium 
term: a balanced budget. This is a prudent and cautious 
level and can be maintained over the medium term. In 
practice, there are likely to  be fluctuations around this 
level from year to year./ 	

4 
e rece t strength of the 
C41' 

economy and the buoyancy of 
government revenue have led to 

a budget surplus over the last year; and without the 
tax reductions 

announced in the Budget there would have 
been, on current forecasts, a surplus of [over £7 billion] 
in 1988-89.  Cnid 	 64" 9-1-k-LA4144,- auf-a-Ld 1,1112d L A-14,z44., I-cell a 

CIV-17";14 	(4-P AtT-Ps'' ehli) tiv(-- 4 	Irc-m" 	,r_1(4.„Lo" 	t-ezm 
2.16 

The PSBR for 1988-89 is set at [ ], little changed 

from the expected outturn in 1987-88. The PSBR to 
be set 

in future Budgets will as usual be reviewed in the light of circumstances at the time. 



Table 2.4 

Public expenditure 
planning total 

Gross debt 
interest 

Other adjustments 

General •overnment e •-nditure 
f billion cash  
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92  

2.18 The assumptions about output growth and inflation 

that underlie the revenue projections are shown in Table 

2.3. They are consistent with the figures for money GDP 

growth in Table 2.1. Oil prices are assumed to aleam-in 
in 1988-89 and thereafter to remain 

broadly unchanged in real terms. 

Output and inflation assumptions  
Percenta e chan e on •revious financial ear 
1987-88 	1988-89 	1989-90 	1990-91 	1991-92  

5 3 3 3 3 
41/2 21/2 21/2 21/2 21/2 

5 41/2 4 31/2 3 

Public expenditure 

General goNTrnment 
expenditure 

of which 
Privatisaition 
proceeds' 

General government 
expenditure exclud-
ing privatisation 
proceeds 

• 

Table 2.3 

Real GDP 
Non North Sea 
Total 

Inflation 
GDP deflator 

2.19 	The 

spending 

bala 

a proport 

d budget, t 

eate room f 

helping t prove furt 

Publi expenditure i considered m 

Go ctive is t reduce public 

of natio  • 	income. 	With a 
s reduction 	public expend 

reductions 	the burden 

nment's 

r the supply e of the e 	omy. 

fully iruCtIapter 5. 

re will 

f taxation, 



1.
For 1966-97 to 1990-91, the figures are taken from Table 5.1. 

• 	imi2 General government expenditure, and its components, are rounded to 
Wale nearest fl billion from 1987-88 onwards. General government 

expenditure is assumed to grow by 1% in real terms in 1991-92. 
3 
See the public expenditure White Paper (Cm 288), Table 1.8. 

Proceeds are assumed to be the same in cash terms in 1991-92 as in 
1990-91. 

Revenue 

2.20 The growth in government revenues gn—si. 	 over 

the medium term will 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 increase somewhat less 

than money GDP. Government revenues from the North Sea 

are projected to decline as oil output falls. Non-North 

Sea revenues are projected to grow at around the rate of 
growth of non oil money GDP.) 

Table 2.5 	 General •overnment recei ts 
E billion cash 
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

Taxes on incomes, 
expenditure and 
capital 

National insurance 
and other 
contributions 

Interest and 
dividends 

Other receipts 

General coverrubent 
receipts' 

of which 
North Sea tax2 

4.8 	5 	4 	4 	3 	3 

1 
General government receipts, and its components, are rounded to 

the nearest El billion from 1987-88 onwards. 
2 

Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea and gas production (before advance 



••• 	
Conclusion 

2.23 honey GDP growth ha 

the last year, wit 

substantially a 

GDP growth 

The as 

ba.5 mAy have to be modifi 

156 government remai 

growth over the me 

public expendi 

the financ 

achieve these objectives 

en higher than forecast over 

real growth in t economy 

expectations. Both minal and real 

forecast to decline  •  er the next year. 

ptions on which the .ium-term projections are 

in the light of events —But 

committed to reduci money GDP 

um term, and to redj cici the ratio of 

re and taxation to} J1. The ITFS provides 

1 framework with which the policies to 

Bet. 
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FSBR CHAPTER 4 

I attach a draft Chapter 4 of the FSBR, plus Table 4.1 and the 

Annex. 

CHA 

2. 	It would be very helpful to know if you 

the narrative section. This describes in su 

significant tax changes. You will see that in the ca 

and forestry the reader is referred to Chapter 5 f 

the parallel public expenditure measures. 

expenditure 	measures - such 	as 	disclosure 	of 
details - will not be mentioned in the FSBR. 

ontent with 

form the 

ovenants 

d 	ils of 

ublic 
1 

Non-tax and 
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paragraph 

You asked us to include a section on independent taxation, 

ing out a clear summary account of the reform in reasonable 

(Mr Hudson's minute of 15 February). This is currently 

at 

to 

d of the 

all on 

or all printed in heavy type, in either case without 

numbers. We think it comes most naturally at the end 

narrative section. The printers should be able 

to one page. If you wished, it could be put 
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improvement loans. We shall offer you advice 

should also be taken into account and explained in 

of the narrative. 

. qi 	the introduction to the Annex to Table 4.1. 

You will 	to note that we have shortened and revised 

the first  par

t  p  

We have moved xtom suggesting that the Inland Revenue and 

Customs and Excis  a, .pt different approaches to costing tax 
changes. 	The new  w. 4  on all taxes other than VAT and excise 
duties is designed to 	you maximum freedom of maneouvre to 

include, or not inclu ..z111, 	umptions about behavioural response 

The attached draft of Table 4.1 takes behavioural effects 

into account in costing the CGT changes and independent taxation 

(both the effects on income tax  A  d CGT receipts). 	This is 

explained in the accompanying 	 Behavioural assumptions 

have also been made in the case  Of 	e BES costings, although 

these are largely guesswork. They ar n t explained in the notes, 

which simply say that the cost depenclg ake-up and is highly 

uncertain. 

Papers will be coming forward this week on the behavioural 

effects which may be expected as a result of other tax changes, 

such as increasing the car scales and abolishing 	ief for home 

ther these 

R, though 

on the whole we doubt if they warrant this. 

CAROLYN SINCLAIR 

in the FSBR. 
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ndent 	The present system of taxing husbands and wives, under which a married 
on for 

woman's income is treated in law as if it belonged to her husband, has been couples 
unchanged since the earliest days of income tax. Green Papers published in 

1980 and 1986 have considered how the aystem might be reformed. There 

is general agreement that the present law is no longer acceptable, and wide 

\

support for an early change to a new and more up-to-date system. 

<77s- 
A major reform of the system is therefore proposed to give husbands and 

wives independence and privacy in their tax affairs and remove the tax 

penalties on marriage which can occur under the present system. The new 

syst 

time 

I be introduced from 6 April 1990 to give the Inland Revenue 

the necessary preparations. 

From 6 Ap19e husbands and wives will be taxed independently on their 

income and c 	e capital gains. This will mean that: 

1 become independent taxpayers each with their 

own allowance 	d rate-bands to set against their own income (from 

whatever source); each will be responsible for handling their own tax 

affairs with the Inland Revenue; 

every taxpayer will be en 	o a personal allowance, equivalent to 

the existing allowance for 	p ople; 

there will be a new marrie c 	s allowance (equal to the 

difference between the present allowance and the single 

allowance). This will be set first agrst the husband's income, but 

any unused amount may be transferred to the wife; 

married women will qualify in their own right for the higher levels of 

personal allowance for taxpayers aged 65-79 	se aged 80 or 

over. Higher levels of married couples allowa 

either partner in a couple is aged 65-79 (or aged 80 

there will be transitional protection for the small num0 
whose allowances would be reduced as a result of the ch 

new system; 

apply where 
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a husband's and wife's capital gains will be taxed independently; each 

spouse will be entitled to the same exempt amount as a single person; 

the existing exemptions from capital gains tax and inheritance tax on 

transfers of capital between husband and wife will continue; 

the new system will mean that a number of provisions, including the 

wife's earnings election and separate assessment, can be abolished. 
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laoie 4.1 i:11- E-Et ETtEC7.E :t 

LitigiEtEl effect or receipts ln; 

ivn-29 

Changes frm a 	Changes from an 	Changes frofit an 

nu - indped 	indexed 	 indexed 

base 	 base 	 base 

Vehicle eXCISE dUtV 

Nc chance in YED on Far, light van and eiain lorry rates ,  
87 inrreaqe in certain othPr VPr,  
35 New VPD ciA== fflr exception 

-105 
1.20 

Other 

3? 3uc fuol orants 

TnIAL VFD AND OTHER 

TOTAL CHANGES it TAATIDI 

f = Negligible 
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consumers' expen 

methodology is in 

her 1988-89 or 1989-90; or 

to build up over a period of 
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How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are 

rounded to the nearest £5 million. "Negligible" means less than £3 million. 

The direct effect of a tax change is the difference between the yield of the 

tax which would arise on the basis of the rate of tax, allowances, etc 

preva 	before the Budget (the pre-Budget regime) and the yield after 

the (h 	proposed in the Budget (the post-Budget regime). 

In the c 

where pos 

expenditure 

no allowance 

T and the excise duties the calculation takes into account, 

effect of the tax change on the pattern of consumers' 

esulting impact on other expenditure taxes but makes 

ary effects: in particular, it is assumed that total 

oes not change. A fuller description of the 

i(onomic Trends, March 1980. First round behavioural 

responses are also taken into account in the case of some direct taxes. 

Table 4.1 shows the expected ch 

Budget proposals. Additional 

below for those proposals wher the 

complete year to which the change plies (full year effect) is substantially 

e in receipts of tax resulting from the 

ation is provided in the commentary 

fect on tax liabilities in the first 

different from the effect on receiM 

where the impact of the proposal is ex 

years. 

The figures in the first column of Table 4.1 show the direct effect of the 

Budget proposals on receipts in 1988-89. Budget proposals are compared 

get regime of with a non-indexed base - that is, with the 

allowances, thresholds and rates of duty at 1987-88 le 

The figures in the second column show the direct effec Budget 

proposals on receipts in 1988-89, measured against an index 	. The 

indexed base for 1988-89 is obtained by increasing 1987-88 	 es, 

thresholds and rates of duty by 3.7 per rent, the increase in the 

the year to December 1987. 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

• 

 

o 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 



The figur 

     

 

BUDGET SECRET 
a LOUT LAST QALI-Xe 

 

NOT TO BE COPIED 
Erect effect on receipts in 

   

   

1989-90, also measured against an indexed base. For this comparison, both 

the Budget proposals and the indexed base for 1988-89 have been further 

indexed by the forecast movement in the RPI between the fourth quarters 

of 1987 and 1988 (shown in Table 3.13). 

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 

rhange. These secondary effects are, of course, taken into account in 

estimating the impact of the tax change on the PSBR. The base for the 

post 

effec 

t forecast of each tax (given in Table 6B.3) takes account of the 

and secondary, of all the measures announced in the Budget. 

Table 4.1 

before Budge 

costing £100 o 

employer, and th 

losses incurred in 

t include certain measures announced and implemented 

hese are the tax treatment of entertainment and gifts 

ovided for an employee by someone other than his 

tion to the treatment for capital gains tax of 

ersonal equity plan. [Other possibilities.] These 

measures are reflected in the baseline for costing the effect of tax changes 

in the Budget. 

The remainder of this annex 

proposals in Table 4.1. The pa ph 

table. 

*des a commentary on the Budget 

umbers refer to the lines in this 
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Income tax 
	

1 and 2. The basic rate 

there will be a single 

3 to 7. The increases in the main income tax pers 

allowances are twice those due under statutory 

indexation (based on the increase of 3.7 per cent 

RPT in the year to December 1987). 

reduced to 25 per cent and 

her rate of 40 per cent. 

The cost figures in the tabl 	items 1 and 2 assume 

that the changes in items 3-8 have been made first. 

Item 1 includes the saving in public expenditure on 

mortgage interest relief to those below the tax 

threshold. The effect of the conseguential_change in the 

rate of advance corporation tax (ACT) i 	in line 

01 of Table 4.1. 
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to appro 1d to the associgfatax 

deni and existing aptials will be 

relief wii,kbe 

awn in 

ses where 	company concern 

appro  -;  all-employee sh scheme 	oes not 

te it to the r-• ed extent.,„1-"'  

s not introdeed 

Ch 

Act 

The pr 

growth 

to the rules (Section 79 Finance 

verning unapproved employee share schemes. 

arge (to income tax) on the whole of any 

lue of certain employee-acquired shares is 
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The administrative arrangements for the assessment and 

collection of tax from members of Lloyds will be 

reformed. [The legislation will first take effect 

for the Lloyd's 1986 Account, which closes at the end 

of 1988]. 

[The entitlemen 	discretionary share option schemes 

to be replaced in most cases with a new, more narrowly 

targeted charge that will arise only if and to the extent 
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that value is shifted preferentially into the employee 

shares. This relaxation will also apply to shares in 

"qualifying" subsidiaries. These changes will take 

effect from 26 October 1987 when draft Clauses 

incorporating the proposed changes were published for 

consultation. 

Subject to certain conditions, employees will be exempt 

from tax on any benefit resulting from priority in 

applying for public offers of shares given to them by 

irtue of their employment. 
. . 

The e change will apply from 

'eptember 1987. 

slation relating to approved discretionary share 

p 	emes will be changed to enable employees to 

ente 	ertain loan arrangements regarding the shares 

they h 	option without prejudicing their 

eligibili for the tax relief associated with such 

schemes. 

The limit below which redundancy and certain other lump 

sum payments are ex 	ill be increased from £25,000 

to £30,000. The r 	r tes of tax which apply to the 

next £50,000 of such 	nt will be abolished. 

0 
Legislation will be introd 	ensure that the Inland 

Revenue continue to have powto make an income tax 

assessment, on certain types of income assessable on the 

"current year" basis, in the course of the year in which 

the income is received. 

32. The "top-slicing" relief which applies 

on premiums for leases and certain other 

withdrawn. 

tax charged 

will be 
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36. Schedule B will be abolished with effect from 1988-89. 

With effect from 15 March 1988 (subject to transitional 

provisions extending to 5 April 1992) the right of 

occupiers of commercial woodlands to elect to be 

assessed to tax on their profits or losses under 

Schedule D will be Abolished. The eventual net annual 

saving is estimated at [£10 million]. [Provision for 

increased forestry grants will be introduced as from 

], building .  up over this period to an annual 

ncrease of £10 million.] 

371 
 . rye 	be s will 	made to the tax rules for personal 
:0‘ 

0,-  nsl# , . relatingto the payment by DHSS of 

co  %.  A  g -out rebates.] 

The ra 	on refunds of employee pension 

contribut s will be increased from 10 per cent 

to 20 per cent. 

Minor amendments are to be made to the 1987 legislation 

which dealt with e 	tion of pensions tax reliefs. 

Interest will be  chara‘are  an employer or contractor 

delays payment to the In nd_Raenue of amounts deducted 

under the PAYE or subcontr 	eduction schemes beyond 

19 April immediately followin the deduction year. This 

interest charge will not be introduced before 1992. 

From expenditure aft 	5 March 1988 thc.eiling Above 

which capital 	lowances and lea 	e..yments for 
-- 

-- 

cars ar estricted will 139-increased 	
N: to CE ,000] and the m 	um annual writi.I. 4p‘Nt- 	owa 

will be incre 	from £2,000 t -£2--,500. 	 could 

build u o £50 million 1 	90-91, and • 	 n in 

1991-92. 
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The capital gains tax annual exempt amount for 1988-89 

will remain at £6,600 for individuals, and £3,300 for 

most trusts. 

Retirement relief currently exempts business gains up to 

£125,000, subject to certain qualifying conditions. From 

6 April 1988, half of any business gains between £125,000 

and £500,000 will also be exempt, subject to the same 

conditions. 

4 July 1987, disposals of shares in Building and 

rative Societies will not qualify for indexation 

1988, the capital gains tax exemption for 

for dependent relatives will cease to be 

availabl 
	

There will be special provisions to ensure 

that exemption continues where a dwelling would have 

qualified for this exemption on a disposal before 

1988-89. 

62. The PRT oil allowan 	or outhern Basin and onshore 

fields given developm 	onsent on or after 1 April 1982 

with a cumulative total of/Iplion tonnes. The yield 

figures in table 4.1 relate • this proposal only. At 

the same time, it is proposed to abolish royalty on these 

is to be reduced to 1061)00 	es per chargeable period, 
0 

0 

fields. These two measures have cumulative cost of 

(in part years 

rate certain 

cted 

63. For disposals of oil licences in undeveloped 

the consideration includes a work programme or 

licence interest, that work programme or other li 

interest will be deemed to have a nil value. 

around [£40 million] in the first five 

because it is estimated that they will 

developments], but in the long run the 

to be broadly revenue neutral. 

ere 

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 



Value added 
tax 

68. Amendments will be 

that 

to the civil penalty system so 

onl  3  be 
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64. All tariff-related expenditure incurred by an asset owner 

will be allowed against his PRT liability on tariff 

income arising from third party use of those assets, 

even though his principal field has ceased production. 

No cost will arise until after fields owning assets 

used by others cease production. 

0
( < 111‘11  

0 million. The estimated full year cost 

utable to transfers in 1988-89 is £200 million. 

0 
Th 	000 exemption limit on transfers to political 

part 	on or within one year of death is 

abolis 	Budget day. 

Changes are proposed to stamp duties and the reserve tax 

on shares in a UK and a non-UK company where the shares 

are paired and can onl be transferred as a unit. 

0 
from 16 March, the ra 	f nalty for late 

registration will relat o the length of the 

delay; 

default interest (to be introduced in late 1989) 

will not be charged on tax which 	subject 

to late registration penalty; 

a penalty for a regulatory offence wil 

imposed following issue of a warning let 

65. The estimated cost of the proposed rate structure in 

paragraph 4 for 1990-91 is £210 million, measured 

ed gainst the index base. For 1991-92 it is 
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81. The duty on leaded petrol will be increased by [5.5] 

per cent or [5.6p] a gallon (inclusive of consequential 

VAT). The duty on unleaded petrol will remain unchanged 

so that the tax differential in favour of un1padp8 

petrol will rise to [].0.6p] a gallon. 

82. The duty on dery will be increased by [5.7] per cent, 

equivalent to [4.9p] a gallon (inclusive of 

consequential VAT). 

c:1‘i‘ e  will be no change in the rates of duty on gas 
d fuel oil. 

84. 

and 

a pack 

cigars 

fic duties on cigarettes, hand-rolling tobacco 

11 be increased by [3.7] per cent or [3.4p] 

cigarettes and [1.9p] a packet of 5 small 

inclusive of consequential VAT). 

85. There will be no change in the duty on pipe tobacco. 

will be 

special 

wide 

hese 

se 

Vehicle excise 
duties 86. There will be 

cars, light van 

and most lorries. 

change in the duties on 

mo r cycles, buses, coaches 

From 16 March 1988 
	

rates of duty for 

the heaviest rigid lor <rs will rise by about 

10 per cent bringing them more into line 

with rates for articulated vehicles of similar 

gross weight. 

From 1 June 1988 a new tax 

introduced for heavy goods vehi 

types) capable fo carrying very 

or heavy loads. The rate of VED 

special types will be raised to £1,600 

vehicles cause as much wear and tear 

heaviest HGVs but currently pay a restri 

HGV rate (£130). 
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cc 	PPS 
Sir T Burns 
Sir G Littler 
Mr S Davies 

c,riAt 
FSBR: THE MTFS TEXT 

Sir Peter Middleton was grateful for your minute of 26 February 

in which you set out Mr Davies' suggested revision of paragraph 

2.05 to provide more explanation for the money GDP overshoot in 

1987-88. Sir Peter has himself slightly revised Mr Davies' version; 

the paragraph would now read as follows: 

"Money GDP growth is expected to be around 

93/4% in 1987-88, higher than forecast in last 

year's FSBR. The division of money GDP growth 

between output growth and inflation was better 

than forecast, a further sign of improvement 

in the supply performance of the economy. 

Output growth is currently estimated at 11/2 

points above last year's forecast; inflation 

(as measured by the GDP deflator) is estimated 

to have been about 1/2 point higher than 

forecast." 

S D H SARGENT 
Private Secretary 
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29 February 1988 

The Rt Hon Nigel Lawson MP 
Chancellor of the Exchequer 
HM Treasury 
Parliament Street 
London 
SW1P 3AG 

AfIr-id„ , 

MEDIUM—TERM FINANCIAL STRATEGY 

We have now seen the draft of the monetary policy section of this 

year's medium-term financial strategy, which we are to discuss at 

our meeting with you on Wednesday morning. 	There is only one 

point of any substance that we would wish to raise, namely the 

position of the DM exchange rate target. 	Because this is, of 

course, central to the approach, I thought that you might find it 

helpful to have, ahead of our meeting, the attached note setting 

out our considerations. 
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MEDIUM TERM FINANCIAL STRATEGY 

1 	The present draft of the MTFS (paragraph 2.09) elevates 

stabilty of the exchange rate, in particular against the DM, to 

the position of the over-riding intermediate objective of monetary 

policy. 	There are subsequent references to "interest rate 

decisions being based on a continuous and comprehensive assessment 

of monetary conditions" (2.11), and to monetary indicators being a 

part of that process (2.10 in relation to MO and 2.12 in relation 

to broad money). 	But the text as a whole, despite a reference to 

the need for "a reduction in monetary growth over the medium term" 

makes it clear that other indicators are subordinate, and that in 

resolving any conflict in the short term, priority would be given 

to the exchange rate objective. 

2 	This further reformulation of the monetary policy framework 

effectively completes the process of moving from a situation in 

which the exchange rate was in principle disregarded, through one 

in which it was accepted as one indicator of monetary conditions, 

to one in which it has become not simply an intermediate objective 

of policy but the over-riding objective. 

3 	We see a danger in going as far as this for two reasons. 

First, there are a number of different - and not implausible - 

scenarios in which an over-riding DM3 objective could become 

inappropriate, in either direction, ie it is too simple a rule. 

And secondly, we think it possible to have most of the benefit of 

a commitment to exchange stability against the DM without 

targetting it so explicitly and unequivocally: this would reduce 

the embarrassment and damage to the credibility of policy if the 

DM3 target should in practice become inappropriate. 
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4 	There are at least three scenarios in which this might 

happen - 

(i) 	An intensification of the present conflict with domestic  

Policy considerations. 

Tactically, the proposed policy framework means that, in 

circumstances - like now - when the other evidence points 

to the need for tighter monetary conditions, monetary 

policy is put in baulk by the DM3 ceiling. 	Of course we 

understand the argument which says that this is simply a 

short-term situation and that, provided the policy is 

persisted in, it will all come out in the longer-term 

wash. 	But the longer the domestic/external conflict 

persists, and the more intense the conflict, the harder 

that position is to sustain. 	It is at least conceivable 

that domestic cost pressures will develop a momentum in the 

initial phases of the policy which will make it very 

difficult to sustain in the longer run - without severely 

damagingly restrictive policies - when the exchange rate 

pressure finally reverses. 

11 
	A steep rise or fall in the dollar  

In a sense we have been fortunate that the dollar fell as 

it did in the latter part of last year. 	This meant that 

sterling's effective rate rose despite the DM3 cap, so that 

some part at least of the upward pressure on the exchange 

rate was allowed to come through as an influence 

restraining domestic cost pressures. 	But this was pure 

chance. 	The dollar's recovery since the end of the year 

has meant that exchange rate influences overall have 

contributed to an easing of monetary conditions, despite 

sterling's stability against the DM. 	It is possible that 

the dollar's recovery may go further, which, with 

sterling's rate against the DM effectively fixed, would 

mean an additional inflationary impulse from the exchange 

rate. 	More likely the dollar will weaken - 

perhaps substantially - in which case the exchange rate 

will tend to support the domestic counter-inflationary 
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ultimate objective of policy; but it is not difficult in 

present circumstances to envisage a situation where the 

upward movement in sterling's effective exchange rate was 

excessive in terms of its implications for competitiveness 

and the balance of payments. 	The point is that the 

overall outcome with one exchange rate relationship fixed, 

is essentially unpredictable; and we may well find that we 

are, for considerable periods at least, deprived of the 

freedom to offset, if necessary, the overall exchange rate 

influence on monetary conditions through changes in 

domestic influences - notably interest rates. 

(iii) A steep rise or fall in the oil price 

An over-riding DM target could similarly constrain our 

ability to adjust domestic monetary policy and the 

effective exchange rate to large and protracted movements 

in the oil price, as we were able to do very successfully 

in 1986. 

5 	It will no doubt be argued that the draft MTFS approach need 

not preclude adjustment of the DM target - up or down - if that 

were called for by a fundamental change in circumstances; and 

that is no doubt true. 	But in market terms, except in rather 

extreme circumstances, this would now be seen as a failure on the 

basis of the obviously deliberate change in the MTFS language 

(more so than if we joined the EMS explicitly because the EMS 

arrangements clearly provide for such adjustment), and because of 

this, and because of its inevitable "one-step" nature, such 

adjustment will tend to be delayed. 

6 	Some of these potential difficulties might be overcome, 

without necessarily sacrificing the pursuit of a stable exchange 

rate against the DM, by describing the policy framework along the 

following lines - 

(a) The aim of policy will continue to be to maintain monetary 

conditions which produce sustained, gradual, downward 

pressure on inflation; 
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monetary conditions will be assessed in the light of domestic 

indicators, including both narrow and broad money, as well as 

the exchange rate; 

within that overall framework we will continue - as in the 

past year - to aim to maintain a stable exchange rate, in 

particular against the DM. 

The effect of this prPcp, ni- af- inn tann1r9 be to maka, a nm t a rget an 

intermediate objective of policy, but not the sole or over-riding 

objective. 	It need not limit our ability to pursue the exchange 

rate objective. 	Nor, in our judgment, would it weaken 

perceptions - either in the market or the wider economy - of our 

intention to adhere to the DM3 target, but it would help to reduce 

the damage to confidence if there are good reasons for departing 

from that target. 

7 	Ultimately, of course, it is not what we say about the policy 

framework, but what we do about policy itself, that matters. 

That is not the immediate issue; but we are concerned that what 

is said about the framework should not inhibit timely action when 

it is agreed that policy adjustment is necessary. 
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cc PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Sedgwick 
Mr Turnbull 
Miss Sinclair 
Miss C Evans 
Mr Cropper 
PS/IR 
Mr P R H Allan - C&E 

FSBR CHAPTER ONE 

The Chancellor was grateful for your note of 25 February, and the 

... draft of Chapter 1. I attach a marked-up copy of the pages on which 

he had comments, together with a redraft of table 1.1. 

2. 	The Chancellor agreed with you that the order of rates and 

allowances should, in this table, follow the Scorecard order. This 

could be followed in table 4.1, but that would mean that there 

would be an unhappy juxtaposition of the abolition of the higher 

rates with the abolition of minor personal allowances. He would be 

grateful for views. 

Ks4A - 
A C S ALLAN 
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RE-DRAFT OF TABLE 1.1 

Income tax 

personal allowances -1395 

basic rate -2500 

higher rate thresholds - 300 

higher rates - 835 

car scales + 230 

Pin limit - 	50 

home improvement loans + 	80 

covenants & maintenance (3) 

Independent taxation 

Capital gains tax 

rebasing 

rates 
	 + 70 

Inheritance tax 	 - 110 

Corporation tax 

capital gains 	 - 25 

small companies rate 

Excise duties 

oils 	 a 

VED 	 + b 

tobacco 	 + c 

alcohol 	 + d 

Other tax changes (3) 

-4210 
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1.01 The objective of the Government's economic 

policy is to defeat inflation and to maintain a 

OlgYVW6 ,..G4Loompic and enterprising economn 
w1174 Gendl,tiono  fier sustained growth of output and 
A 

1.02 The Financial Statement and Budget Report 

(FSBR) supplemenLs the Chancellor's Budget 

Statement. It presents the Medium-Term Financial 

Strategy (MTFS); describes developments in the 

conomy over the past year; provides forecasts to 

(id- 1989; sets out the tax proposals in the 

employment. 

et; summarises , the Government's 	spending 

and 	 the public 

for the year ahead. 

	

The Medium Term 	1.03 Chapter 2 describes the MTFS which provides 

	

Financial Strategy 	the framework for the Government's economic 

policy. 	monetary and 	fiscal policies are 

designed to kee the growth of money GDP on a 

downward t 	er the medium term, so bringing 

wn inflatio 	 MTFS is complemented by 

olic'es, inci4ng new measures in the Budget, 

A
to' encourage 	 ise, 	efficiency 	and 

flexibility and t the growth of output and 

employment. 

	

The economy 	1.04 Chapter 3 describes the main developments 

in the economy in 1987 and the prospect until 

mid-1989. The economy grew s 	ly in 1987) 4acut 

strP41/InA'n is forecast to grow byA3% in 19 	 usiness 

investment : 	 I la 	should 

remain low and unemployment continu 	all. 
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wife -11mw 

reduction of 

the abolition 

1.05 Chapter 4 sets out the tax proposals in the 

Budget. They continue the Government's programme 

amjuv witnn4AL\of tax reduction and reform. They include' 

(A. Ic1110"11 	lAdependent taxation of husband  and 

increase in personal allowances 
A  	 
2p in the basic rate of income tax 

of raves of income tax above 40% .4--entel–an--incr-ea-s-e---- 	 \ 

the Government's Chapter 5 summarises 

NOT TO BE COPIED 
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Tax measures 

Otitr 	 L*tziLt,L41-e 

titil'Ynt6 	CP744 	rudt- 

ti 	,.r%4F2X-041tQ 6-7t 

Ct441, 	U-Celt)4/4 

AmiuriUt. 

(Afw,AAA ,  

(:--. Public expenditure 

measures are summarised in Table 1.1. 

Plans)  

y—than 

Chapter 6 presents the complete finan ial 
LeTf 

ublic, sector. 	-9441...Rye.t– Is 
1444-tt 
surplus of £3 billion 1_14 1987- 

hAnber 
s sinc9 1969-70. 	A A surplus 

for 1988-89. This 

proposals in he Budget 

reduce.421.Nbelmiftes by £4 

the net cost of indexing 

tax rates and allowances. Table 1.2 shows the 

main components of general government receipts 

and expenditures. 

0_,A)Atv
„z Loktk--fi 

crir&;44& bte 

tAJ3L-/ R,9,44r.1Q 	
bte diAkbn 

tAIP2  ublic sector 

finances 

1.07 

picture for th 
fit 

expected toA 
88, the first ur 

of £3 billion 

takes account of 

which are expect 

billion, 

• 

me 	tax 

„razesthe  
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Mr S Davies 
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Miss C Evans 

FSBR: CHAPTER FIVE 

The Chancellor was grateful for your minute of 24 February and the 

... draft of Chapter 5. I attach a copy with the Chancellor's and 

Chief Secretary's comments marked (only those pages on which they 

had comments). 

A C S ALLAN 
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Table 5.1 Public expenditure 

f billion 

1986-87 	1987-88 1988 -89 1989-90 1990-91 
Outturn Estimated Plans Plans Plans 

outturn 

Department 

DHSS - social security 414.4 [46.3] 148.5 51.1 53.6 

DHSS - health and personal social services 17.9 [19.7] 20.7 21.7 22.7 
Defence 18.1 [18.7] 19.2 20.0 20.6 
Education and science 15.7 [17.1] 18.0 18.6 19.2 
Scotland, Wales and Northern Ireland 15.4 [16.4] 17.1 17.5 17.9 
Other departments 32.0 [33.2] 34.9 36.2 36.7 
Privatisation proceeds -4.4 [-5.0] -5.0 -5.0 -5.0 

Reserve 3.5 7.0 10.5 

Public expenditure planning total 139.2 [146.4] 156.8 167.1 176.1 

General government gross debt interest* 17.6 [17.5] [17.5] [17] [17] 
Other adjustments* 8.0 [8.1] [8.4] [8] [9] 

General government expenditure* 164.8 [171.6] [183.0] [193] [201] 

General government expenditure excluding 
privatisation proceeds 

In real terms (base year 1986-87) [169.2] [168.2] [171.4] [173.5] [174.4] 

As a 	percentage of GDP [494] [411/2] [411/4] [4o3/4] [4o] 

*1989-90 and 1990-91 figures rounded to the nearest El billion 

Changes since previous Budget 5.0/ 	Since the last FSBR, extra resources 

have been allocated to priority services such 

as health, education, law and order, defence 

and inner cities. Provision for social security 

and local authority current spending has also 

been increased. 
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Budget measures In parallel with the abolition of tax 

relief on new covenants between individuals, 

including covenants to students 

4.ApcA the p=tita) contribution 

pecip.Kwecl—liv—Pq—pfkr....c.ezlt for those 

from the 1988-89 academic year 

will cost some £20 million in 

to £80 million in 1991-92. In 

the change in thc tax treaLment 

scale is being 
tto47.4 stAditi 

starting oewees- 

onwards. 	This 

1988-89, rising 

parallel with 

of forestry - 

- see paragraph 

X 
■■•••■ 

see paragraph 4.Bv there will be an increase 'A 

in grants to forestry estimated to cost about 

Ex million in 1989-90 rising to Ey million in 

1991-92. 	The expenditure arising from these 

changes will be charged to the Reserve Irt.tirtn-

Q.441 	14411-  Atli a 
the Planning Totals. 

A 

1987-88 outturn 

Iv  tic 	ft/ th 
 

r4vAs:441 1irt9) 
 

LILA, DA sill 

5.06 	The latest estimate 	iA444;--still—r-eme.-ia. 

subject to some uncertainty, suggest that 44te- 
A 

P1aa/4-Kig—tretert—cruttnrft—i-n-3 8 is likely to 

be about 4146.4] billion, 42.2] billion below 

the plans shown in the 1987 public expenditure 

White Paper and the 1987 Budget and 40.9] billion 

below the outturn figure shown in the 1988 public 

expenditure White Paper. A breakdown is shown 

in Table 5.2. Of ilt P4?-1WVY 
oA 	Li' 43 tytttii4 tArP- 	 frf-P414 /NUJ 

S 	 luirr714.414144 
at-ed—Re.s.e-r-v4- 

of £3.5 billi 
	

u . 	 e ne 

3 



4Alit 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 i billion 

Plansl 
	

Estimated 	Outturn 
outturn 	 minus 

plans 

Central government 2  

Local authority2  
of which: 
relevant expenditure 
other current 
capital 

108.3 

40.2 

31.0 
4.9 
4.3 

[109.5] 

[41.o] 

[32.2] 
[5.1] 
[3.7] 

[1.0] 

[-5.0] 

Nationalised industries and 
other public corporations 

Privatisation proceeds 

Reserve 

1.6 

-5.0 

3.5 

[-0.6] 

[ -3. 5 ] 

Public expenditure planning total 	 148.6 
	

[146.4] 	 [-2.2] 

'Plans from The Government's Expenditure Plans 1987-88 to 1990-91, Cm 56, adjusted 
for classification changes. 

2Excluding finance for nationalised industries and other public corporations 

5.08 The major changes between plans and esti-

mated outturn for particular programmes are 

4,24ti at 
Aiart. ta AAI 

i ctgT 
0,A4 	 141 

trt 

a net increase of 41.2] billion in central 

government expenditure mainly due to an 

increaseT,in expenditure by DHSS on Health 

Iand Personal Social Services of( 40.6] billion 

and higher net payments to the European 

24 
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L 1J 
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94,44 irt-fPX tAs4,v1 

1-14 itboj kik*, 
6471-4/ r Latrit , nt /u/t 

4-r‘ott,4414 L■A t E Jir  3 
tK4,7, tt sJtiwm 	kt 

Communities ((10.8) billion) offset by lower 

payments by the Intervention Board for Agri-

cultural Produce (f[0.33 

a"' it414,144/4s1 

an 1.49.e.F.e&s.e of f[1.4] billion 40.1. local author- 
A 

ity current expenditure 

better thftft-meaipecticod results for nationalised 

industries and other public corporations, 

by £[0.6] billion, due principally to higher 

profitability of British Steel and increased 

capital receipts from New Towns 40.2] billion 

I! • 

iftritre 	Paper 

: 

-ment 
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Table 5.3 Public expenditure by spending authority 

£ billion 

1986-87 
Outturn 

1987-88 
Estimated 
outturn 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 [109.5] 114.2 120.2 124.7 

Voted in Estimates 73•4 [77.0] 81.0 84.6 87.6 
other 31.2 [32.6] 33.2 35.6 37.1 

Local authorities* 
of which: 

37.9 [41.0] 42.6 1414.0 45.2 

relevant expenditure 29.4 [32.2] 33.2 34.3 35.4 
other current 4.8 [5.1] 5.4 5.7 5.9 
capital 3.7 [3.7] 14.0 4.0 3.9 

Nationalised industries 0•4 [0.4] 0.7 0.0 -0.4 

Other public corporations 0.8 [0.6] 0.8 1.0 1.0 

Privatisation proceeds -4.4 [ -5.0] -5.o -5.0 -5.0 

Reserve 3.5 7.0 10.5 

Public expenditure planning total 139.2 	[146.4] 	156.8 	167.1 	176.1 

*Excluding finance for nationalised industries and other public corporations 

Public expenditure by 
	

5.10 	Central government spending makes up 

spending authority 	 about three quarters of the planning total. 

About 70 per cent of this is voted by Parliament 

6 
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1988-89 MO TARGET RANGE 

We have so far left over a decision on whether to go for a 1-5 per 

cent or 2-6 per cent MO target range next year. It may be sensible 

to try to make a decision at tomorrow's meeting with the Governor. 

We now have more or less final MO figures for February - where 

the outturn was distorted downwards by below normal bankers' balances 

and Northern Irish notes. I am attaching a note showing the recent 

figures, together with our latest forecast for MO growth over 1988. 

The forecast has 12 month MO growth at around 6 per cent in 

March and April. This is now fairly certain. The seasonally  

unadjusted 12 month growth rate in March is likely to be even higher, 

because of the timing of Easter this year and last. 

The forecast has the rate falling below 5 per cent by July. 

That is less certain, and reflects the slowdown of consumer spending 

which is in the FSBR forecast. 

The arguments for 2-6 per cent, the same as this year, are: 

we are more likely to stay within it; and in the early 

part of the year it is less likely to be in conflict with 

the exchange rate objective 

arguably it is more consistent with the money GDP path, 

in Lhe short run, which for 1988-89 is 1 per cent higher 

than envisaged in the 1987 MTFS. 
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6. 	The arguments for 1-5 per cent, the illustrative range for 

1988-89 indicated last year, are: 

even if we are above the range in the first few months of 

the year, sticking Lo 1-5 per cent is a statement of intent 

not to accommodate inflationary pressures, and is arguably 

more consistent with the medium-term aspirations for money 

GDP and inflation 

we have said in the past that if outside the range we will 

act on interest rates unless other indicators clearly suggest 

this is not needed. So being outside the 1-5 range early 

in the year would (correctly) increase the presumption 

that we will raise interest rates if external factors permit. 

This applies whether exchange rate stability is taken as 

a constraint, or simply as a factor given very heavy weight 

in setting policy. 

	

7. 	Treasury and Bank officials agree that the arguments in 

paragraph 6 are more convincing. So our advice is to go for 1- 

5 per cent rather than 2-6 per cent. 

D L C PERETZ 

cc: Mr E A J George - B/E 
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FACTORS UNDERLYING THE MO FORECAST 

The underlying forecasts for MO are made on an end-quarterly basis 

and the monthly profile shown in Table I derived by interpolation. 

End-quarterly forecasts for MO in this year's FSBR projections are 

as follows: 

MO Projections : 1988 FSBR 

Growth Rates (%) 
Level 	 On One 	 Annualised 

(Ent s/a) 	 Year Previously 	Quarterly Rate 

1988 Ql 	 15960 	 5.8 	 3.5 
Q2 	 16051 	 4.8 	 2.3 
Q3 	 16179 	 3.6 	 3.2 
Q4 	 16262 	 2.7 	 2.1 

1989 Q1 	 16427 	 2.8 	 4.1 

2. Of the factors affecting MO, the main influences are: 

interest rates 

non-durable consumer spending 

consumer prices 

3. 	It is possible to analyse the reduction in the year-on-year 

growth rate so as to attribute it to the effects of changes in each 

of these items. Doing so and interpolating to a monthly basis yields 

the following breakdown: 
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Contributions to MO Growth (expressed as percentage year-on-year growth, seasonally 
adjusted)  

MO 

Contribution of:- 

Interest 
Rates 

Non-durable 	Consumer 
Consumption 	Prices 

Financial 
Innovation/ 
unexplained 

1988 Mar 6.0 1.0 4.3 3.5 - 2.8 

Apr 5.8 1.0 4.2 3.7 - 3.1 

May 5.5 1.0 4.1 3.9 - 3.5 

Jun 5.5 1.0 4.1 4.2 - 3.8 
Jul 4.3 1.0 4.1 4.2 - 5.0 

Aug 4.3 0.9 3.6 4.1 - 4.3 

Sep 3.9 0.7 3.2 4.0 - 4.0 

Oct 3.4 0.6 2.8 3.7 - 3.1 

Nov 3.3 0.5 2.7 3.4 - 3.3 

Dec 2.5 0.4 2.6 3.0 - 3.5 

1989 Jan 2.9 0.4 2.4 2.8 -2.7 

Feb 2.9 0.3 2.5 3.0 - 2.8 

Mar 2.8 0.2 2.4 3.2 - 3.0 

4. 	It seems clear 	that the main reason for the declining 

year-on-year growth in MO is the projected deceleration in 

non-durable consumption in the course of 1988. From the second 

half of 1988 onwards both lower increases in consumer prices and 

the effects of the recent increase in interest rates also help to 

produce slower MO growth. (No great attention should be paid to 

the apparent increased effect of financial innovation and the 

unexplained item in 1988 Q3. This reflects only erratic behaviour 

in the unexplained component a year before in 1987 Q3.) 
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TABLE 1: MO FORECAST 

Seasonally adjusted 

LEVELS £ MILLION 
	

% CHANGE 	% CHANGE 
ON PREVIOUS MONTH 	ON YEAR EARLIER 

ACTUAL 

Notes 
and coin 

Bankers' 
Deposits 

MU Notes 
and coin 

MO Notes 
and coin 

MO 

1988 January 15,620 181 15,801 - 0.3 - 0.3 4.5 4.6 

February 15,658 122 15,780 + 0.2 - 0.1 5.7(6.0) 5.3(5.7) 

FORECAST 

March 15,750 190 15,940 + 0.6 + 1.0 6.3(6.6) 6.0(6.2) 

April 15,810 190 16,000 + 0.4 + 0.4 6.0 5.8 

May 15,830 190 16,020 + 0.1 + 0.1 5.6 5.5 

June 15,855 190 16,045 + 0.2 + 0.2 5.2 5.5 

July 15,875 190 16,065 + 0.1 + 0.1 4.7 4.3 

August 15,920 190 16,110 + 0.3 + 0.3 4.3 4.3 

September 15,970 190 16,160 + 0.3 + 0.3 3.9 3.9 

October 16,000 190 16,190 + 0.2 + 0.2 3.5 3.4 

November 16,030 190 16,220 + 0.2 + 0.2 3.3 3.3 

December 16,060 190 16,250 + 0.2 + 0.2 2.5 2.5 

1989 January 16,070 190 16,260 + 0.1 + 0.1 2.9 2.9 

February 16,130 190 16,320 + 0.4 + 0.4 3.0 2.9 

March 16,190 190 16,380 + 0.4 + o.4 2.8 2.8 

* Last month's forecast in brackets. 
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I attach a new version of FSBR Chapter 2, revised to take on your 

comments on the previous version. The Bank of England have seen 

this revised version (up to paragraph 2.13 only). 

2. 	Changes from the amended copy returned to me yesterday are 

sidelined. 

II3. 	Paragraph 2.05 has been redrafted as proposed in Sir Peter 

7.44-  Middleton's minute to you of 1 Marchl Stpw, 	4 /14fif  
4 ? ef r 4Y1-eity 

4. 	In paragraph 2.06 the words "but to remain higher than 

projected in last year's FSBR" have been deleted at the end of the 

second sentence. This corrects an error in the draft circulated 

last week: while non-North Sea output is projected to grow faster 

than in last year's MTFS (by 14 per cent a year) the growth of the 

whole economy has not been revised up (except for 1988). 
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The second sentence of paragraph 2.14 has been amended to say 

that 1987-88 "is only the second time since the early 1950s that 

there has been a budget surplus" rather than "since the War". 

Although PSBR figures are not available for the early paost-war 

period, the public sector ran a financial surplus in each of the 

three years from 1948 to 1950. 

Small amendments have been made to paragraphs 2.19. 	In the 

second sentence "are helping" has been substituted for "have 

enabled". The reason for the change is that it is not only 

reductions in debt interest, but also reductions in spending on 

other programmes in relation to GDP, that have permitted the 

Government to increase spending on priority programmes etc. 

S J DAVIES 
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ILIUM TERM FINANCIAL STRATEGY 

2.01 The Medium Term Financial Strategy (MTFS) continues 

to provide the framework for the Government's economic 

policy, as it has done since 1980. 

2.02 It is intended to bring inflation down further over 

a period of years, and ultimately to achit,Ive price 

stability. Accordingly, economic policy is set in a 

nominal framework. Monetary and fiscal policies are 

designed to keep the growth of money GDP on a downward 

trend over the medium term. The MTFS is complemented by 

policies to improve the working of markets and the supply 

side of the economy. By encouraging enterprise, 

efficiency and flexibility, these policies improve the 

division of money GDP growth between output growth and 

inflation, thus assisting the creation of jobs. 

2.03 Money GDP growth has come down from over 20 per cent 

at the start of 1980 to under 10 per cent last year. At 

the same time inflation has fallen from over 20 per cent 

at its peak in 1980 to around 4 per cent last year. In 

real terms the economy has grown steadily at around 34 per 

cent a year on average since 1983, and is set for a 

further year of growth at around 3 per cent, with 

inflation remaining around 4 per cent. 

-6 	
 6 

1979 	1980 	1981 	1982 	1983 	1984 	1985 	1986 	1987 	1988 
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• 	Objectives and the framework of policy 

2.041-Policy is directed att.-maintain 6 monetary conditions 
that willibrinelbout a gradual duction in the growth 

of money GDP over the medjAfi term:3 Table 2.1 shows the 

intended medium term path for money GDP, although there 

will inevitably be fluctuations around it in the short 

term. 

Table 2.1: 	Money GDP Growth* 

1987-88 1988-89 1989-90 1990-91 1991-92 

91i 	71/2 	61/2 	6 	51/2 

* Per cent change on previous financial year. 	See Table 
2.3 for assumptions on output and inflation. The figure 
for 1988-89 is a forecast; the figures for subsequent 
years describe the Government's broad medium term 
objectives. 

2.05 Money GDP growth is expected to be around 

91i per cent in 1987-88, higher than forecast in last 

year's FSBR. The division of money GDP growth between 

output growth and inflation was better than forecast, a 

further sign of improvement in the supply performance of 

the economy. Output growth is currently estimated at 11/2 

points above last year's forecast; inflation (as measured 

by the GDP deflator) is estimated to have been about 1/2 

point higher than forecast. 

2.06 For 1988-89, money GDP growth is forecast to be 

71/2 per cent. 	Real growth is forecast to slow down from 

I its 1987-88 level. The current forecast for the increase , in the GDP deflator in 1988-89 is a little above the 

projection in last year's MTFS. 
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• 	2.07 For the later years, the growth of money GDP is 

'projected to decline at much the same rate as envisaged 

last year. The medium term growth projection for the 

economy as a whole is unchanged from last year's MTFS, as 

is the medium term decline in inflation. 

2.08 A declining path for money GDP growth, as in 

Table 2.1, requires firm monetary policy supported by 

prudent fiscal policy. Fiscal policy is reviewed each 

year at budget time. Short-term interest rates, which are 

varied more frequently, are used to keep monetary 

conditions on track. 

Monetary Policy (Akio' 
2.09 As the ChaRcallor mada-alear-at-the Mansion House 

last-yearAlhe Government•-•-e-eraff4AA:edg t o maintaining a 
vlAxh ) 

stable 	exchange rate, -1.4th'( the rate against the 

deutschemark This 

provides an important financial discipline, and is also 

helpful to industry. Sterling has remained stable against 

the deutschemark throughout the past year, following the 

Louvre accord in February 1987. The discipline of a 

stable exchange rate provides the underpinning for the 

1 declining path of money GDP growth and inflation. 

Chart 2.2 Sterling exchange rates 
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• Pko 
2.10 Achieving these objectives imp-Id-es a reduction in 

monetary growth over the medium term. For MO, which has 

continued to be a reliable indicator of monetary 

conditions, the Government is setting a target range for 

1988-89 of 1-5 per cent [2-6 per cent]. This is the same 

db indicated in last year's MTFS. [This is the same as 

last year's range.] The ranges given in Table 2.2 for 

later years are illustrative, but show a steady fall 

consistent with the declining path for money GDP growth. 

2.11 Interest rate decisions are based on a continuous 

and comprehensive assessment of monetary conditions so as 

to ensure that inflationary pressures are not 

accommodated." This means, in particular that increases in 

domestic costs will not be accommodated by a decline in 

the exchange rate. 

Chart 2.3 Velocity of monetary aggregates 

74 	75 	76 	77 	78 	79 	80 	81 	82 	83 	84 	85 	-86 	87 
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de 2.2: 	Growth of MO* 

1987-88 1988-89 1989-90 1990-91 1991-92 

5 	[1-51 	1-5 	0-4 	0-4 

* Per cent change on previous financial year. 1987-88 is 
a forpeast. 1988-09: Larget range. 1989-90 onwards: 
illustrative ranges. 

2.12 While, as last year, there is no explicit target 

range for broad money, the assessment of monetary 

conditions continues to take broad money, or liquidity, 

into account. 

2.13 With the increasing overlap between activities of 

banks and building societies, it is sensible to 

concentrate on measures of broad money, such as M4, that 

include deposits held with both. Equally, the authorities 

will seek to fund the total of maturing debt, the PSBR, 

and any net increase in foreign exchange reserves 

, resulting from market transactions )  by sales of debt 

outside the banking and building society sectors. 

Chart 2.4 Private and public sector borrowing 
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Fiscal policy 

2.14 It is now expected that there will be a net 

repayment of public debt in 1987-88, compared with a 

borrowing requirement of around 1 per cent of GDP forecast 

l a year ago. This is only the second time since the early 
11950s that there has been a budget surplus. Even if there 

had been no privatisation proceeds at all, the PSBR would 

have been under 11 per cent of GDP, smaller than in any 

year since 1969-70. 

Chart 2.5 Public sector borrowing requiremPnt and privatisation 
proceeds 

The PSBR path 2.15 The PSBR is now assumed to be zero over the medium 

term: a balanced budget. This is a prudent and cautious 

level and can be maintained over the medium ter . I also 

provides a clear and simple rule, with a goo 
A
pe igree. 

In practice, there are likely to be fluctuations around 

this level from year to year. On the basis of current 

privatisation plans, a PSBR of zero implies that, even 

without any privatisation proceeds, it would be only 

1 per cent of GDP. 
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2.16 The recent strength of the economy and the buoyancy 

of government revenue have led to a budget surplus over 

the last year; and without the tax reductions announced in 

the Budget there would have been, on current forecasts, a 

surplus of [over £7 billion] in 1988-89. Continuing the 

gradualist approach which has always been a characteristic 

of the MTFS, only part of this room for tax reductions has 

lbeen used. The PSBR for 1988-89 is set at [ ], little 

changed from the expected outturn in 1987-88. The PSBR to 

be set in future Budgets will as usual be reviewed in the 

light of circumstances at the time. 

Assumptions 2.17 For the period to 1990-91, the public expenditure 

projections in Table 2.4 use the figures for the public 

expenditure planning total shown in the public expenditure 

White Paper (Cm 288); gross debt interest payments are 

lower than projected in the White Paper, reflecting lower 

government borrowing while other adjustments are a little 

higher. It is provisionally assumed that general 

government expenditure will grow by 1 per cent in real 

terms in 1991-92. Decisions on expenditure in 1991-92 

will be taken in the 1988 Survey. 

2.18 The assumptions about output growth and inflation 

that underlie the revenue projections are shown in Table 

2.3. They are consistent with the figures for money GDP 

growth in Table 2.1. Oil prices are assumed to average 

$15 a barrel in 1988-89 and thereafter to remain broadly 

unchanged in real terms. 

Table 2.3 

1988-89 1989-90 1990-91 1991-92 

3 3 3 3 
21/2 21/2 21/2 21/2 

41/2 4 31/2 3 

Output and inflation assumptions  
Percentage change on previous financial year 
1987-88 

Real GDP 
Non North Sea 	5 
Total 	 41/2 

Inflation 
GDP deflator 	5 
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Public expenditure 

2.19 Continued restraint in total public spending is a 

vital element of the Government's economic strategy. 

Reductions in borrowing and hence in the burden of debt 

'interest, coupled with strong economic growth, are helping 

the Government to increase spending nn priority prligiimmes 

while at the same time achieving its objective of reducing 

public expenditure as a proportion of national income. 

This in turn( creating room for reductions in taxation, 

helping to improv further the performance of the supply 

side of the economy. Public expenditure is considered 

more fully in Chapter 5. 

Table 2.4 General government expenditure  
E billion cash  
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

 

Public expendqure 
planning total 

Gross debt 
interest 

Other adjustments 

General govynment 
expenditure 

of which 
Privatisition 
proceeds 

General government 
expenditure exclud-
ing privatisation 
proceeds 

1 For 1986-87 to 1990-91, the figures are taken from Table 5.1. 

2 General government expenditure, and its components, are rounded to 
the nearest El billion from 1987-88 onwards. General government 
expenditure is assumed to grow by 1% in real terms in 1991-92. 

3 See the public expenditure White Paper (Cm 288), Table 1.8. 
Proceeds are assumed to be the same in cash terms in 1991-92 as in 
1990-91. 
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Revenue 

2.20 The growth in government revenues in cash terms over 

the medium term will 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 rfa-lPipts are expected to increase somewhat less 

than money GDP. 	Government revenues from the North Sea 

are projected to decline as oil output falls. 	Non-North 

Sea revenues are projected to grow at around the rate of 

growth of non oil money GDP.] 

Table 2.5 General government receipts  
E billion cash  
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

 

Taxes on incomes, 
expenditure and 
capital 

National insurance 
and other 
contributions 

Interest and 
dividends 

Other receipts 

General yovernment 
receipts 

of which 
North Sea tax 	4.8 4.8 	5 	4 	4 	3 	3 

1 General government receipts, and its components, are rounded to 
the nearest El billion from 1987-88 onwards. 

2 Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea and gas production (before advance 
corporation tax set-off). This does not correspond exactly to tax 
receipts in the same financial year in respect of North Sea 
'production. See footnote 3 to Table 6B.3. 
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Public sector borrowing 

2.21 	The projections of government expenditure and 

receipts are brought together in Table 2.6 to provide 

projections of the general government borrowing 

requirement (GGBR), the PSBR and the fiscal adjustment. 

2.22 Changes since the 1987 MTFS are discussed in the 

Annex to this chapter. 

Table 2.6 
	

Public sector borrowing 1  

E billion cash 
1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 

General government 
expenditure 

General government 
receipts 

Fiscal adjustment 2  
from previous year 

Annual fis5a1 
adjustment 

GGBR 

Public corporations' 
market and overseas 
borrowing 

PSBR 	 3.4 

Money GDP at market 
prices 	 387 	426 	457 	487 	516 	545 

PSBR as per cent 
of GDP 
	

0.9 	-[ 

1 Rounded to the nearest El billion from 1987-88 onwards. Further 
details for 1987-88 and 1988-89 are provided in Tables 1.2 and 6.7. 

2 Means lower taxes or higher expenditure than assumed in lines 1 
and 2. 

• 
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Conclusion 

2.23 The strength of the economy coupled with fiscal 

prudence has enabled the Government to achieve a balanced 

budget on a sustainable basis. The Government remains 

committed to continuing with the policies which have 

helped to bring this about, and to maintaininy the 

progress in the medium term towards lower inflation, &mai:3 

lower taxes and
A  
i4alic spending as a share of GDP. The 

MTFS provides the financial framework within which the 

policies to achieve these objectives are set. 
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' - ANNEX TO CHAPTER 2 • 
Changes since the 1987 MTFS 

Money GDP 	2A.1 The growth rate of money GDP is expected to be 

higher in both 1987-88 and 1988-89 than envisaged in last 

year's MTFS, with growth in the GDP deflator 1/2 percentage 

point higher in both years. Thereafter inflation is 

projected to decline at the same rate as last year. The 

projection of output growth over the medium term in the 

whole economy is unchanged from last year's MTFS. 

Table 2A.1 
	

Money GDP growth  
Differences from 1987 MTFS projections, percentage points  
1987-88 	1988-89 	1989-90 	1990-91 

+21/4 	 +1 	 +1/2 	 +1/2 

Monetary 	2A.2 The growth in MO in 1987-88 has been within its 

aggregates 	target range throughout the year. The target range for 

1988-89 [is the same as the illustrative range given last 

year]. The illustrative ranges for subsequent years are 

[also] the same. 

Table 2A.2 	The growth of MO 
Per cent changes on a year earlier 
1987-88 	1988-89 	1989-90 	1990-91 

1988 MTFS 
	

5 	[1-5] 	1-5 	0-4 
1987 MTFS 
	

2-6 	1-5 	1-5 	0-4 

Fiscal 	2A.3 	Table 2A.3 shows changes in the fiscal projections 

projections 

	

	since the 1987 FSBR. Additional information on 1987-88 is 

given in Chapter 6. 

Expenditure 2A.4 The expected undershoot on the planning total in 

1987-88 is described in Chapter 5. General government 

expenditure is also lower in 1987-88 than projected last 

year, reflecting the lower planning total. The planning 

total for 1988-89 onwards is as in the public expenditure 

White Paper (Cm 288), which incorporates higher figures 

than assumed last year. The general government 
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• 	 expenditure figures for the future have also been revised • 	up; but to a lesser extent than the planning total, as the 
lower path now adopted for the PSBR implies substantially 

lower debt interest payments. 

Receipts 2A.5 Revenues in 1987-88 have been much higher than 

forecast, in large part reflecting higher mriney GDP growth 

in both 1986-87 and 1987-88. Because of the lag between 

accruals and payments of taxes on corporate profits, the 

buoyancy of Lhe economy over the last year will still be 

contributing to the growth of revenues in 1988-89. North 

Sea revenues in 1987-88 were slightly higher than 

forecast, as the oil price for much of the year was well 

above the assumed level of $15 a barrel. On the 

assumption that oil prices remain close to recent levels, 

oil revenues in 1988-89 are now forecast to be much as 

projected a year ago. 
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"Ttible 2A.3 Revenue and expenditure  
Changes from 1987 MTFS projections Ebillion 
1986-87 1987-88 	1988-89 	1989-90 	1990-91 

Expenditure 

1 Planning 
total -1 -21/2 

2 Other +1 +1/2 

3 General govern-
ment expenditure 0 -2 

Receipts  

4 North SPa taxes 	0 	+1/2 
5 Other taxes and 
contributions 	+1/2 	+4 

6 Other 	 +1/2 	+1 

7 General govern- 
ment receipts 	+1 	+51/2 

8 Implied cumula-
tive fiscal 
adjustment 

9 Public corpora-
tions market 
and overseas 
borrowing 	 0 	0 

10 PSBR 	 _ 	-71/2 
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FSBR: CHAPTER 4 

I attach the first printer's proof of Chapter 

amended to take account of the decisions at Monday' 

2. 	You will see that we have also taken on board the v st 	jority 

of the comments you made on the first draft (Mr Alla 	nute 

of 26 February). But there are one or two points where 	ld 

like to offer you further advice: 
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a You asked whether the car parking exemption should be 

mentioned in the narrative. We think it is too minor 

to warrant this (it will, of course, appear in Table 

4.1 and the Annex). 

(b) You wanted to refer to the cost of entertaining overseas 

businessmen rather than customers. 	The Revenue feel 

that this is not sufficiently accurate: 	the relief 
curren 

the 

Govern 

with cus 

extends to (and is thus being withdrawn from) 

of entertaining the agent of an overseas 

public authority. Would you be content 

You asked if 	was essential to include a reference 

in the narra 	<para 4.30) to the fact that there 

will be an incr 	in grants for forestry. While not 

essential, this is in line with the treatment of covenants 

(para 4.10). If we were to take out the cross-reference 

to Chapter 5 from the narrative, would you want it to 

go in the Annex? Or d 	want the only mention of 

the parallel public e 	iture changes on forestry 

and covenants to be madeo 	sibly) in a footnote to 

Table 1.1, and in Chapter 5 	ara 5.04)? 

You asked if we could drop the araph in the narrative 

oz the easements to the VAT pknalty regime. It has 

been omitted from the printer's proof, but Customs see 

a case for including a shortened entry in the narrative, 

viz. 

"The VAT civil penalty system, introduce 

been reviewed and amendments arc proposed. 

985, has 

(e) You asked if we could show unleaded petrol in 	rate 

line in Table 4.1, disaggregated from the 

duty on leaded petrol. The resulting figures 

be as follows: 

in 

71\ 
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1988-89 
Non-indexed 	Indexed 
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em 
1989-90 
Indexed 

e in duty on 
etrol 	 +110 	 -  85 	 -495 
\> 

No c 	n duty on 
unlea e 	rol 	 +165 	 +165 	 +545 

[Net effecL] 
	

[ + 801 	 [+ 50] 

Thes 	ures would look rather odd among the other 

excis 	res in Table 4.1. 	Yet explaining them in 
the A 	uld require something to be said about the 

assumptio 	changes in market share. You might prefer 

to avoid t 

You asked if 	uld say somewhere that the MIR limit 

will remain at b,000. The limit is mentioned in 

paragraph 4.09. We do not normally confirm the status 

quo in Chapter 4, though we can do so if you wish. 

You asked what note 51  •  the Annex was about. Last 
year's Finance Act ab 	d part of the definition 

of an investment trust  bQ 	stake (in the context of 
changing the taxation of 	ompanies' capital gains). 

In a PQ answered on 23 du nisters undertook to 

restore the relevant provision  •  the 1988 Finance Bill 
with effect from 17 March 1987. 

The ordering of the income tax items in the narrative and 

in Table 4.1, and their costing, are consistent 	'th those in 

Mr Eason's submission of today's date. 

The costings for home improvements loans and c 	les now 

take account of the behavioural responses discussed 	 1 y's 
submission of 23 February 	This fact is flagged up in 	tes 
in the Annex. 
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We need to return the proof to the printers on Friday, 4 March. 
ould be very helpful to have your comments on the morning  

day. 
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e Budget tax proposals 

Income tax 

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

The basic rate of income tax will be reduced to 25 per cent. A  te.14  _ 
U .  izere will be a single higher rate of income tax of 40 per cent, which < 

to taxable income over £19,300. 

4.Q4 	n income tax personal allowances will be increased by twice 
the a 	e under the statutory indexation provisions (based on the 
increase f 	cent in the RPI in the year to December 1987). This will 
mean that. 

the single 
from £2,425 

d wife's earned income allowances will rise by £180 
k ,605; 

the married allowance will rise by £300 from £3,795 to £4,095; 

the age allowance for those aged 65 to 79 will rise by £220 from £2,960 
to £3,180 (single) and by £360 from £4,675 to £5,035 (married); 

)Ws bereavement allowance 

'tied to more 

t before 
)89 

-88 

the age allowance for thos 
£3,070 to £3,310 (singli 
(married); 

80 or over will rise by £240 from 
£360 from £4,845 to £5,205 

the income limit for age alio% 	ce will rise by £800 from L.9.8(4) to 
Z10,600; 

the additional personal allowance a (I la 
will rise by £120 from £1,370 to J. 

4.05 The dependent relative allowance of up to £145. the housekeeper 
allowance of k100 and the allowance for the services of a son or daughter of 
£55 will be abolished. 

4.06 From 6 April 1989 an unmarried couple will nk 
than one additional personal allowance. 

Life assurance premium 4.07 The rate of premium relief ror life assurance policte 
relief 14 March 1984 will be reduced to 124 per cent from 6 April 

Benefits in kind 4.08 Car benefit scale charges for 1988-89 will be set at twice 
levels. 

?, 
Mortgage interest relief 4.09 For loans taken out from 1 August 1988, tax relief will be limit d t 

interest on £30,0(0 per residence, regardless of the number of borrow s. 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
dependent relatives and divorced or  sc'pararrd  spouses. 
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Independent taxation for married couples 

The present system of taxing husbands and wives, under 
which a married woman's income is treated in law as if it 
belonged to her husband, has been unchanged since the earliest 
days of income tax. Green Papers published in 1980 and 1986 
have considered how the system might be reformed. There is 
general agreement that the present law is no longer 
acceptable, and wide support for an early change to a new and 

ore up-to-date system. 

ajor reform of the system is therefore proposed to give 
ands and wives independence and privacy in their tax 

and remove the tax penalties on marriage which can 
der the present system. The new system will be 

from 6 April 1990 to allow'ifor the necessary 

From 	 ,  husbands and wives will be taxed 
indepen en 	.their income and chargeable capital gains. 
This will 	an that: 

husband and wife will become independent taxpayers each with 
their own allowances and rate-bands to set against their own 
income (from whatever source); each will be responsible for 
handling their own tax a airs with the Inland Revenue; 

every taxpayer will 	ed to a personal allowance, equivalent 
to the existing allowa 	or s gle people; 

there will be a new mar  c4' 	ouple's allowance (based on the 
difference between the pr  \t  married allowance and the single 
allowance). This will be set  ts 	st the husband's income, but 
any unused amount may be tr 	d to the wife; 

married women will qualify in t r own right for the higher 
levels of personal allowance for taxpayers aged 65-79 and those 
aged 80 or over. Higher levels of married couples allowance will 
apply where either partner in a couple is aged 65-79 (or aged 80 or 
over). 

fthere will be transitional protection for the s 	mber of 
couples whose allowances would be reduced 	of the 
change to the new system4 

a husband's and wife's capital gains will be taxed 	ntly; 
each spouse will be entitled to the same exempt am 	ingle 
person; 

the existing exemptions from capital gains tax and inherit 
on transfers of capital between husband and wife will cont 

the new system will mean that a number of provisions, inch 
the wife's earnings election and separate assessment, can be 
abolished. 

• aU.DGET SECRET—BUDGET LIST ONLY 
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Direct effects of changes in taxation—continued 

J  million  

EstimAiLd effeu on receipts in: 
1988-89 	 1989-90  
Changes from a 	Changes from 	Changes from 
non-indexed 	an indexed 	an indexed 
base 	 base 	base 

Excise duties—continued 
/ 1  40 Increase in rate of duty on leaded petrol etc 

-80 Increase in rate of duty on dery 
81  No change in rates of minor oil duties 

/ 0  id Increase in rates of duties on cigarettes, hand-rolling tobacco and cigars 
ti-.03 No change in rate of duty on pipe 

TOTAL CUSTOMS AND EXC 
Vehicle excise duty 

'1 fit No change in VED on car, light van 
i3 6 Increase in certain other VED rates 
C 426 New VED class for exceptional loads 

TOTAL VED  
Other 

(4.5 87 Bus fuel grants 

TOTAL CHANGES IN TAXATION 
* = Negligible 	— Nil 

+275 +80 +50 
+ 75 +25 +30 

-5 -10 
+ 100 

-5 
+ 565 +110 +75 

— -100 -110 
+20 +20 +20 

* * * 
+20 -80 -90 

-5 -5 

780 7,3-985" 

-42111tr 

cc 

- 6 7_ 
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for existing maintenance arrangements, in 1988-89 the present rules will 
continue to apply /rexcept that a divorced or separated spouse will be exempt 
from tax on the firstYk1,490,Yof maintenance received (after grossing up at the 
basic race where tax has been odeducted by the payer),]/From 1989-90, all 
payments will be made gross; relief for th.s_payer will be limited to the amount 
which qualified for relief in 1988-Wpm(' khe tax liability on the recipient will be 
limited to the amount taxable in 19g8-89; 14-1-et 	fo,:rz-trA C ," 	 Ar i"4-4A S 	L•fi-  " 

e -1Thr1 - f a-- hi 	14,1- 	k c•-y) J f\A- Lf PI; ru.A. 44A-L. 	 fr>-.‘f n ca 
yo  The changes are estimated to dosta41,Cpalmlion in 1990-91 and 

5.3 

zilei million in 1991-92, and tcrtyietd-4-211million) eventually. 

[t o 	
g S 

See paragraph 4.10..7 

l‘ 
paragraph 4.8,tthe legislation will first take effect for the Lloyd's 1986 
, which closes at the end of 19881 

ation on Lloyd's reinsurance to close (RIC) will be modified so that it 
will  • 	to Lloyd's members who ceased membership of a syndicate at the 
end o 	writing year, and are therefore not members of the syndicate to 
which th 	RIC premium is paid. [The legislation will first take effect for 
the Lloyd 9 	ount, which closed at the end of 1987. This is the first year to 
which the 1 7 le 	ion on Lloyd's RIC will apply.] 

24 Changes will be made to the rules (Section 79 Finance Act 1972) governing 
unapproved employee share schemes. The present charge (to income tax) on the 
whole of any growth in value of certain employee-acquired shares is to be replaced 
in most cases with a new, more narrowly, targeted charge that will arise only if, and
to the extent that value is shifted referentially into the employee shares. This 

2' From 23 September 1987, any 	efit resulting from priority in applying for a 
public offer of shares given to empl  Mrture  of their employment will be I  

exempt from income tax. 
6 

tiUDGET SECRET—BU  CIEIDISIT) MST  ONLY 

relaxation will also apply to 
take effect from 26 October 
changes were published for c 

qualifying" subsidiaries. These changes will 
en draft clauses incorporating the proposed 

26 Changes will be made to approved disctionary share option legislation to 
enable employees to borrow to purchase their option shares without losing tax 
relief. 

27 Legislation will be introduced to ensure that the Inland Revenue continue to 
have power to make an income tax assessment, on certain (çpçs of income assessable 
on the "current year -  basis, in the course of the year i 	he income is 
received. 

-7 
231 The limit below which redundancy and certain other lu 	ayments are 
exempt from income tax will be increased from £25,000 to 	 he reduced 
rates of tax which apply to the next Z50.000 of such payment  t 	lished. 

20 The "top-slicing" relief which applies to the tax charged on pre 	leases 
and certain other payments will be withdrawn. 
:).‘\ 
30r  The new system of independent taxation for husbands and wives will 
from 1990-91. The revenue costs in 1990-91 and 1991-92 (based on the existing 
distribution of income between husbands and wives) are estimated at k[630] and 
£[970] million respectively for income tax. For capital gains tax, the prospect of 
nide  aendttutyarrygv cretorples  defiviiiraltrititeror 3 • IED , • 
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Covering BUDGET CONFIDENTIAL 

FROM: MRS R J BUTLER 
DATE: 2 March 1988 

cc 	Chief Secretary 
Financial Secretary 
Sir Peter Middleton 
Sir T Burns 
Mr Anson 
Mr Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 

/  Mr S Davies 
( ovk  Mr Mowl 

Mr Pickford 
Mr R I G Allen 
Miss Simpson 
Miss Hudson)  V 
Miss EvanV, 	tte 
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I attach a copy of the amended proofs of Chapter 	of the FSBR 

which take on board the comments made by you and the Chief Secre-

tary last week. 

The figures to be shown for 1987-88 estimated outturn for 

the planning total will be cleared with the Chief Secretary 

early next week and the figures for GGE and GDP have yet to 

be settled. The final figures will be incorporated next week. 

These proofs have to be returned to the printers on Friday 

so I would be grateful for any further comments you may have 

by noon on Friday. 

MRS R J BUTLER 

CHANCELLOR OF THE EXCHEQUER 

FSBR: CHAPTER 5 	It31  

cc 
-74-1-6J situ)" 
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5 Public expenditure 

5.01 The Government's expenditure plans were set out in the Public 
Expenditure White Paper (Cm 288). These plans are summarised in 
Table 5.1. The Budget makes no change to these plans, apart from two 
conscquers of the tax proposals, described in paragraph 5.04. 

Changes since previous 5.02 Since the last FSBR, extra resources have been allocated to priority 
Budget services such as health, education, law and order, defence and inner cities. 

Provision for social security and local authority current spending has also 
been increased. 

Table 5.1 	Public expenditure 

billion 

1986-87 
Outturn 

Department 
DHSS - social security 44.4 

DHSS - health and personal social services 17.9 

Defence 18-1 

Education and science 15-7 

Scotland, Wales and Northern Ireland 15.4 

Other departments 32.0 

Privatisation proceeds - 4•4 

Reserve 

Public expenditure planning total 139-2 

General government gross debt interest* 176 

8.0 Other adjustments* 

c 
General government 

Czyenditure*  164-8 
4' 

General government expenditure 
xcluding privatisation proceeds  ; 

real terms (base year 1986-87)  ff40,-  60i3 [ 169•2 1  
a percentage of GDP 	 [43i1 

* 1989-90 and 1990-91 figures rounded to nearest Ll billion. 

1987-88 
Estimated 
outturn 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

[46-31 48.5 51.1 53-6 

(1971. 10.7 21.7 11.7 

[18.71 19 ./ 200 20-6 

[17.11 .  180 18.6 19.2 

[16.41 17.1 17.5 17-9 

[33.21 34.9 36.2 36-7 

[ - 5-01 -5.0 -5.0 - 5.0 

3.5 7.0 10.5 

[146-41 156-8 167-1 1761 

[17.51 [17-51 [171 [171 

[8-11 [8.4i 1 8 1 1 9 1 t.  X [171-61 [18-3•01 [ 3] [2011 

[168-21 [171-41 [17$fi1 [174* 

[4111 [41 i] [40i] [40) 

(A-16 	Af 	Atroott, 
4050040105P/414WEVOSX1200127Y 0174 
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5.03 The reduction in the burden of debt interes , in unem 
su 	les to industr  lieve-heiped  make room fo  414@se isikvelmes  while 
maintaining the Government's policy of rcducii g the share of national 
income taken by public expenditure. General government spending 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 1982- 
83 to [414 per cent] now. This fall is planned to continue. 

5.04 Two of the Budget measures have consequences for public 
expenditure. In parallel with the abolition of tax relief on new covenants  to  
between individuals, including covenants to students-see paragraph 
the parental contribution scale is being revised for those starting their studies 
from the 1988-89 academic year onwards. This will cost some £20 million 
in 1988-89, rising to £80 million in 1991-92. In parallel with the change in 
the tax treatment of forestry-see paragraph 4.frrIthere will be an increase 
in grants to forestry estimated to cost about Lx million in 1989-90 rising to 
k y  million in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to thel3lanning totals. 

Cc 

lo ment and i 
SUM 

1987-88 outturn 5.05 The latest estimates for the outturn for the planning total in 1987-88, 
which are still subject to some uncertainty, suggest that it is likely to be 

k4. 	about k[146.4.] billion, k[2.2] billion below the plans shown in the 1987 
public expenditure White Paper and the 1987 Budget and £[0.9] billion 
below the outturn figure shown in the 1988 public expenditure White 
Paper. A breakdown iss own in Table 5.2. Of the Reserve of £3.5 billion, 
only k[l .41 billiont 	 required to meet additions to departmental 
programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 L, 

Plans 

108.3 
40. 1  

billion 

Estimated 
outturn 

Outturn 
minus 
plans 

Central government' 
Local authority' 
of which: 

[109.51 
[41.0) 

[-I- 1.21 
1+ 0.81 

relevant expenditure 31.0 [32.2) [ + 1.3) 
other current 4.9 [5.11 [ + 0.1) 
capital 4.3 13-71 [ - 0.61 

Nationalised industries and 
other public corporations 1.6 [1.01 [ - 0-61 
Privatisation proceeds - 5.0 [ - 5-0] 
Reserve [ - 3.51 

Public expenditure planning total 148.6 [146.4] - 2.2] 

Plans from The Government's Expenditure Plans 1987-88 to 1990-91, Cm 56, adjusted for classification 
changes. 

= Excluding finance for nationalised industries and other public corporations. 	

0175 
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5.06 The major changes between plans and estimated outturn for particular 
programmes are: 

a nc crease of k[1.2] billion in central government  expenditufe•maia4ay 
due-649  n increase of k[0-6] billion in expenditure by DHSS on l4E1th 
and Personal Social Services (principally reflecting the cost of the 1987 
nurses and doctors and dentists pay settlements), and higher net payments 
o ifi=uropean Communities (‘10-81 billior+offset by lower payments 
y the Intervention Board for Agricultural Produce (k[0.3] billion); 

expenditure ,  by DHSS on social security is now estimated to be L[ ] 
ThhtiIst Ye‘aiss-Plan-gmahis is k[0-2] billion bclow ilic esiiiiiaLe in the 
public expenditure White Paper; 

an overspend of k[1.4] billion on the plans for local authority current 
expenditure; 

a net underspend of k[0-6] billion on local authosis y_captal expenditure, 
reflecting L[04]billion  higher gross spending, more than offset by 
Z[1.0] billion higher cap ital receipts. [The net underspend is k[ol]Lgreater 
than that shown in theipublic expenditure White Paper;] 

better results for  nationaliseclindustries,And,otherpuhlic,corpora,fions, by 

L[06] billion, due principally to higher profitability of British Steel and 
increased capital receipts from New Towns L[0.2] billion. 

Table 5.3 	Public expenditure by spending authority 

k billion 

1986-87 
Outtum 

1987-88 	1988-89 
Estimated 	Plans 
outtum 

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 [109.5 114.2 120.2 124.7 

Voted in Estimates 73.4 [77.0 81.0 84.6 87-6 
other 31.2 [32.6 33.2 35.6 37.1 

Local authorities* 
of which: 

37•9 [41.0 42.6 44.0 45.2 

relevant expenditure 29-4 [32.2 33.2 34.3 35-4 
other current 4.8 [5.1 5.4 5.7 5.9 
capital 3.7 [3.7 4.0 4.0 3.9 

Nationalised industries 0.4 [0-4 0.7 0.0 -0-4 
Other public corporations 0.8 [0.6J 	 0.8 1.0 1.0 
Privatisation proceeds - 4.4 [ - 5.0] 	- 5.0 - 5.0 - 5.0 

R eserve 3.5 7.0 10.5 

Public expenditure planning total 139-2 [146-4] 	156-8 1674 1764 

*E. - luding finance for nationalised industries and other public corporations. 

Public expenditure by 5.07 Central government spending makes up about three quarters of the 
spending authority planning total. About 70 per cent of this is voted by Parliament through the 

annual Supply Estimates and covers the expenditure of government 
departments for their own activities as well as their funding of other bodies 
such as the National Health Service. Most of the remainder consists of social 

0 1 7  't41.4 Er coNFib 	6 
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security payments paid out of the National Insurance Fund. Spending by 
local authorities accounts for about one quarter of public expenditure. 
Nationalised industries and other public corporations account for the 
remainder of the total. Table 5.3 gives outturn figures for the last two years 
and the plans as published in the public expenditure White Paper. 

Supply Estimates 5.08 For 1988-89, the plans set out in the public expenditure White Paper 
have now been translated, where appropriate, into detailed control totals in 
Supply Estimates. The total Estimates provision for 1988-89 for which the 
Government is seeking Parliamentary approval is shown in Table 5.4. The 
main Estimates for 1988-89 are published in a series of booklets on 
15 March 1988 with a Summary and Guide (Cm [ 1) which explains the 
Supply procedure and summarises the Estimates. It also explains how they 
relate to the public expenditure planning total. 

5.09 Of the L[10831  billion included in the Supply Estimates, Z[83.0] is 
direct public expenditure. The remaining Z[25-3] billion does not feature 
directly as public expenditure because it consists of grants to local authorities 
and finance for other bodies whose spending is counted as public 
expenditure_ [Nearly 60J per cent of the money voted in Estimates is subject 
to cash limits, which provide the Government with greater control over its 
cash expenditure during the financial year. 

Table 5.4 Supply expenditure  
billion 

1986-87 	 1987-88 	1988-89 

Expected outturn 	Final 	 Expected 	Provision 
in 1987 Budget 	outtum 	outturn 

Main Supply Estimates 99.1 99-1 1104-5] [108.31 

Supplementaries and net underspending 2.8 2.4 11.21 

Total Supply expenditure 101-9 101•5 [105-71 

(public expenditure element) (77.3) 1( 771 )1  

0177 
untFiDt-iv-7-7/1-L- 



ps1/3A BUDGET CONFIDENTIAL 

FROM: A C S ALLAN 

DATE: 4 March 1988 

MRS R J BUTLER cc PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr H Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr S Davies 
Mr Mowl 
Mr Pickford 
Miss Simpson 
Miss C Evans 

FSBR: CHAPTER 5 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the text with his comments marked. 

A C S ALLAN 



T4,Y 	BIA7)4E-T coNFI -6e..NT  I AL 
1,t42( 
21 11ti 

0174 51 
•••111- 

5 Public expenditure 

5.01 The Government's expenditure plans were set out in the Public 
Expenditure White Paper (Cm 288). These plans are summarised in 
Table 5.1. Tbe Budget makes no change to these plans, apart from two 
consequertals(‘-3  of the tax proposals, described in paragraph 5.04. 

Changes since previous 5.02 Since the last FSBR, extra resources have been allocated to priority 
Budget services such as health, education, law and order, defence and inner cities. 

Provision for social security and local authority current spending has also 
been increased. 

Table 5.1 Public expenditure 
billion 

1986-87 	1987-88 	1988-89 	1989-90 	1990-91 
Outtum 	Estimated 	Plans 	Plans 	Plans 

outtum 

4-44 [46.31 485 51-1 53-6 

17-9 1 19 ' 7 1 10-7 21-7 22-7 

18-1 [18-71 19-2 20-0 20-6 

15-7 117-11 18-0 18-6 19- 1  

15-4 116-41 17.1 17-5 17-9 

32.0 (33.21 34-9 36-2 36-7 

— 4-4 1— 5-01 — 5-0 —5.0 — 5-0 

3-5 7-0 10-5 

139-2 [1464] 156.8 1671 1761 

17-6 117-51 117-51 1171 1171 

8-0 18.11 [8-41 181 1 9 1 

164.8 [171.6] [18.3•01 [193] [201) 

[169-2) 	[168.2) 	/ [171.4] 	[17.p 	[174 
a percentage o GDP 

* 1989-90 and 1990-91 figures rounded to nearest Ll billion. 

Or) 	" 	 tA:K CT co t F 11> N i-tort_, 
, 	itfficrai/fige.ffigt42,41110f2iE12,EgiavriNtY 

Other adjustments* 

General government e.„.  
ex  •  enditure 

General government expenditur7, 
excluding privatisation proceeds • 

real terms (base year 1986-87) 

[43 	 [41}] 	41] 	
w 

 [ I [ 

Department 
DHSS — social security 

DHSS — health and personal social services 

Defence 

Education and science 

Scotland, Wales and Northern Ireland 

Other departments 

Privatisation proceeds 

Reserve 

Public expenditure planning total 

General government gross debt interest* 



• 
Public s  ending trends 5.03 The reduction in the burden of debt interest, in uncm loyment and i 

(1;et key 	 su si les to industr 4fryt.--itt-iped make room for4itege ~mates while rvovoi 
2 	 maintaining the Government's policy of reducing the sharc of national 

income taken by public expenditure. General government spcnding 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 1982- 
83 to [411 per cent] now. This fall is planned to continue. 

601-iefor„tz,,I3 
Budget rassearees- 5.04 Two of the Budget measures have consequences for public 

expenditure. In parallel with the abolition of tax relief on new covenants to  
between individuals, including covenants to students—see paragraph 4.-
the parental contribution scale is being revised for those starting their studies 
from the 1988-89 academic year onwards. This will cost some £20 million 
in 1988-89, rising to £80 million in 1991-92. In parallel with the change in 
the tax treatment of forestry—see paragraph 4.Yethere will be an increase 
in grants to forestry estimated to cost about Lx million in 1989-90 rising to 
Zy million in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to the Manning totals. 

(.4 	tc 

1987-88 outturn 5.05 The latest estimates for the outtum for the planning total in 1987-88, 
which are still subject to some uncertainty, suggest that it is likely to be 

S- 	
about k[146.d billion, Z[2.21billion below the plans shown in the 1987 
public expenditure White Paper and the 1987 Budget and Z[0.91billion 
below the outtum figure shown in the 1988 public expenditure White 
Paper. A breakdown is s own in Table 5.2. Of the Reserve of £3.5 billion, 
only £11.41billion( 	 required to meet additions to departmental 
programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 

Plans' 

billion 

Estimated 
outtum 

Outrun 
minus 
plans 

Central government' 108-3 1109.51 1+1-21 
Local authority 
of which: 

40-1 [41-01 1+ 081 

relevant expenditure 31-0 132-21 1+1-31 
other current 4•9 15.11 1+0.11 
capital 4-3 1 3 ' 7 1 1-0-61 

Nationalised industries and 
other public corporations 1-6 11-01 [-0.61 
Privatisation proceeds - 5-0 5 • 0 1 
Reserve 3-5 1 - 15I 

Public expenditure planning total 148.6 [146.4) 1- 2-21 

Plans _from The Government's Expenditure Plans 1987-88 to 1990-91, Cm 56, adjusted for classification 
changer. 

2Excluding finance for nationalised industries and other public corporations. 	 0175 
' 
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5.06 The major changes between plans and estimated outturn for particular 
programmes arc: 

a net increase of £11.21billion in Lentral 	v 	me.t 	.  - 	nditure-itioisell- 
an increase of £[0-61  billion in expenditure by D  •  on ealth 

and Personal Social Services (principally reflecting the cost of the 1987 
nurses and doctors and dentists pay settlements) ,  and higher net payments i.  
to the European Communities (Z[0.8] billion offset by lower payments 
by the Intervention Board for Agricultural Produce (L[ 0- 31 billion); 
ex enditurc by DHSS on social security is now estimated to be Z[ I 
a ovc ast year s p an 	this is Z[0-2) billion below the estimate in the rn& 
public expenditure White Paper; 

an overspend of Z[1.4] billion on the plans for localxtg ....tirrent 
expenditure; - ----...-......."". 
a net underspend of Z[0.6] billion on loc a thority ca siul ex senditure, 
reflecting k[0-4]billion higher gross spending, more t an o set .y 6. . 
£E 10] billion higher Flaspi!tal receipts. [The net underspend is al/greater 
than that shown in theLpublic expenditure White Paperl 

better results for nationalised industries and ot her 	corporations, by 
k[0-6] billion, due principally to higher profiiability or gii?i -S-s%-i- e-rand 
increased capital receipts from New Towns Z[0.21billion. 

aii-e 1%44 

Table 5.3 Public expenditure by spending authority 

k billion 

1986-87 
Ouctum 

' 

1987-88 	1988-89 
Estimated 	Plans 
outrum 

1989-90 
Plans 

1990-91 
Plans 

104-6 [109-5 114-2 120.2 124-7 

73-4 [77-0 81.0 846 87-6 
31-2 [32-6 33-2 35.6 37.1 
37.9 [41-0 42.6 44.0 45-2 

29-4 [32-2 312 34.3 35-4 
4-8 [5.1 5-4 5-7 5.9 
3-7 [3-7 4•0 4-0 3-9 
0-4 [0.4 0-7 0.0 -04 
0-8 [0-6 0-8 1-0 1.0 

- 4.4 ( - 5-0 -5-0 -5.0 -5-0 
3.5 7-0 10-5 

139.2 (146•4) 	156.8 1671 1761 

Central government* 
of which: 

Voted in Estimates 
other 

Local authorities* 
of which: 

relevant expenditure 
other current 
capital 

Nationalised industries 
Other public corporations 
Privatisation proceeds 
Reserve 
Public expenditure planning total 

*E. :hiding finance for nationalised industries and other public corporations. 

Public expenditure by 5.07 Central government spending makes up about three quarters of the 
spending authority planning total. About 70 per cent of this is voted by Parliament through the 

annual Supply Estimates and covers the expenditure of government 
departments for their own activities as well as their funding of other bodies 
such as the National Health Service. Most of the remainder consiso of social 

0 176 RD-£1-G-Mg PORPT)__Frtil 11-aFTA-M-Yetkiklif 'Zi17.1_ 1 /En./ I. 
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FSBR: CHAPTER 5 

The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the text with his comments marked. 

A C S ALLAN 
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5 Public expenditure 

5.01 The Government's expenditure plans were set out in the Public 
Expenditure Whitc Paper (Cm 288). These plans are summarised in 
Table 5.1.Jek' e Budget makes no change to these plans, apart from two 
consequertels of the tax proposals, described in paragraph 5.04. 

Changes since previous 5.02 Since the last FSBR, extra resources have been allocated to priority 
Budget services such as health, education, law and order, defence and inner cities. 

Provision for social security and local authority current spending has also 
been increased. 

Table 5.1 	Public expenditure 
billion 

1986-87 
Outturn 

Department 
DHSS - social security 44-4 

DHSS - health and personal social services 17.9 

Defence 18.1 

Education and science 15-7 

Scotland, Wales and Northern Ireland 15.4 

Other departments 32.0 

Privatisation proceeds - 4-4 

Reserve 

Public expenditure planning total 139-2 

General government gross debt interest* 17-6 

8-0 

ra) LA  
General government expenditur 

Other adjustments* 

General  government 
Ca ac enditure 4).---1 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

48•5 
- 	- - 

51-1 53-6 

10.7 21.7 11.7 

19.2 20.0 20-6 

18-0 18-6 19. 1  

17-1 17.5 17.9 

34-9 36.2 36•7 

- 54)  -5•0 -5.0 

3.5 7.0 10.5 

156.8 167-1 1761 

[17-5] (171 [171 

18.4) 18) 1 9 1 

[1931 	[2011 

1987-88 
Estimated 
OLIECUM 

146..31 

119-71 
118-71 

117.11 

[16-41 

13121 

I - 50 1 

[146.41 

[175)  
1811 

1.11 
[171.61 	[1831) 

excluding privatisation proce 
real terms (base year 1986-87) 

a percentage o GDP 

* 1989-90 and 1990-91 figures rounded to nearest Ll billion. 

• 
[169.21 

[43 

[168.21 

[41}] 

/ [171.41 

41 

[1741% 	[174] 

(ir)4 
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Bq picifiye§ikMa-4-131 (.1 0Gt TAIS VON k 	8tibya £DF sbt.Ni t AL- 
Qt<4 1  

• 
Pub ic s  ending trends 5.03 The reduction in the burden of dcbt interest, in unemployment and i n  
a4t tkg 	 su si les to industr ligrot-itelped make room for.thetetriere:mes while rUhl 

maintaining the Government's policy of rcducing the share of national 
income taken by publii expenditure. General government spending 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 1982- 
83 to [41i per cent] now. This fall is planned to continue. 

Budget meesweer 5.04 Two of the Budget measures have consequences for public 
expenditure. In parallel with the abolition of tax relief on new covenants
between individuals, including covenants to students—see paragraph 4.fiR- 
the parental contribution scale is being revised for those starting their studies 
from the 1988-89 academic year onwards. This will cost some £20 million 
in 1988-89, rising to £80 million in 1991-92. In parallel with the change in 
the tax treatment of forestry—see paragraph 4.0-there will be an increase 
in grants to forestry estimated to cost about Lx million in 1989-90 rising to 
k y  million in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to the Manning otals. 

1987-88 outturn 5.05 The latest estimates for the outturn for the planning total in 1987-88, 
which are still subject to some uncertainty, suggest that it is likely to be 

S-kif 	about Z[146.4] billion, Z[2-21billion below the plans shown in the 1987 
public expenditure White Paper and the 1987 Budget and £10.91billion 
below the outturn figure shown in the 1988 public expenditure White 
Paper. A breakdowniiss  s own in Table 5.2. Of the Reserve of £3-5 billion, 
only £11-4] billion( 	 required to meet additions to departmental 
programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 
1987788 

Plans' 

billion 

Estimated 
outturn 

Outturn 
minus 
plans 

Central government-2  108-3 [109.51 [ +1-21 
Local authority= 
of which: 

40. 1  [41.01 [ + 0-81 

relevant expenditure 31-0 [32.21 [ + 1-31 
other current 4-9 [5-11 1 + 0.11 
capital 4.3 [3•71 [ -0-61 

Nationalised industries and 
other public corporations 1-6 [1-01 f -0-61 
Privatisation proceeds - 5.0 [ - 5-01 
Reserve 3.5 [ - 3.51 

Public expenditure planning total 148.6 [146.4] [ - 2.2] 

Plans frorn The Government's Expenditure Plans 1987-88 to 1990-91, Cm 56, adjusted for classification 
changes. 

'Excluding finance for nationalised industries and other public corporations. 	 0175 
Cert-gEfrgiFIRIJ-Pfri.FM usr-emw 	Fr it) ci 	 A-7 



BUADG EiVSE C-R Itr-4-816) 13c 	t IS T 1\ilkY‘ 
5 Public expenditure 

• 
au z>6 	CON r /DENT I tql._ 

V1' 	 114. 1" 

5.06 The major changes between plans and estimated outturn for particular 
programmes arc: 

a  net increase of Z[1.2] billion in central 	v 	meat x nditure-ehoisoly- 
Aleidan increase of Z[0.6] billion in expenditure by D  •  on ealth 
and Personal Social Services (principally reflecting the cost of the 1987 
nurses and doctors and  dentists pay settlements) .  and higher net payments i.  
to the European Communities (k[0.81bi11ion offset by lower payments 
by the Intervention Board for Agricultural Produce (k[0.3] billion); 
ex enditure by DHSS on social security is now estimated to be Z[ 1 
a ove ast year s p an 	this is k[0-2] billion below the estimate in the MS 
public expenditure White Paper; 

an overspend of k[1.4] billion on the plans for local au o t current 
expenditure; ,.... .........---...A." 
a net underspend of Z[0.6] billion on loc a thorny ca ital ex senditure, 
reflecting k[0.4]billion higher gross spending, more an o set .y 
k[l-01billion higher catpital receipts. [The net underspend is )0011_greater 
than that shown in theLptiblic expenditure White Paperd 

better results for nationali d indu tries and othe •ublic corporations, by 
k[0-6] billion, due principally to hig er pro tability o Brim Stec and 
increased capital receipts from New Towns Z[0.2] billion. 

tAlttJ 

(tret  

1/L 

_S tul\kA41 	t;°\  
/-01A:t ç a i Ls  

Table 5.3 	Public expenditure by spending authority 

k billion 

1986-87 
Outrurn 

1987-88 	1988-89 
Estimated 	Plans 
outrun) 

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 [109-5 114.2 120-2 124-7 

Voted in Estimates 73-4 [77-0 81-0 84-6 87-6 
other 31-2 [32-6 33.2 35.6 37-1 

Local authorities* 
of which: 

37.9 [41.0 42-6 44-0 45-2 

relevant expenditure 29.4 [32.2 33-2 34-3 35.4 
other current 4.8 [5.1 5-4 5.7 5-9 
capital 3-7 [3-7 4-0 4.0 3.9 

Nationalised industries 0-4 [0-4 0•7 0.0 -0-4 
Other public corporations 0.8 [0-6 0-8 1-0 1-0 
Privatisation proceeds - 4.4 [ - 5.0 -5-0 -5-0 -5-0 

R eserve 3.5 7-0 10-5 

Public expenditure planning total 139-2 [1464) 	156.8 1671 176.1 

*E cluding finance for nationalised industries and other pall( corporations. 

Public expenditure by 5.07 Central government spending makes up about three quarters of the 
spending authority planning total. About 70 per cent of this is voted by Parliament through the 

annual Supply Estimates and covers the expenditure of government 
departments for their own activities as well as their funding of other bodies 
such as the National Health Service. Most of the remainderconsists of social 

0 1 7 6 svon45EcB-En---,attDc-ET-tus-T-0-tsfer 	covr-,71 EAM,41-1 
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Sir P Middleton 
Sir T Burns 
mr Anson 
Mr Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
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Mr Mowl 
Mr Pickford 
Miss Simpson 
Miss C Evans 

FSBR: CHAPTER 5 

The Chancellor had one further point on Chapter 5: should not some 

reference be made - probably in 5.04 - to the consequential public 

expenditure saving resulting from the increased personal allowances 

(following the introduction of the social security reforms)? 

A C S ALLAN 
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k billion, cash 

1986-87  
Taxes on incomes, expenditure and capital 	I 19.4. 
National insurance and other contributions 	26.7 
Interest and dividends 	 6.0 
Other receipts 	 6 .9  

1987-88 1988-89 1989-90 1990-91 1991-92 
132. 1 1+1 14-9 (5 '?- 16 5 
ze1 3i 3 I-f- 3 6 38 
C 6 s S if 

General government receipts' 	 (Co - 0 	133 	ICCS 	145 	205 	244- 
of which 
North  Sea tax2 	 4 8 	5 	4 	4 	3 	3  
I  General government receipts, and its components, are rounded to the 
nearest 1 billion from 1987-88 onwards. 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production ( before advance 
corporation tax selloff). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. See 

footnote 3 to Table 68.3. 

Public sector borrowing 

2.21 The projections of government expenditure and receipts are brought 
together in Table 2.6 to provide projections of the general government 
borrowing requirement (GGBR), the PSBR and the fiscal adjustment. 

2.22 Changes since the 1987 MTFS are discussed in the Annex to this 
chapter. 

Table 2.6 Public sector borrowing'  

G ET SE CR ET—ag0 	 TA iV FV1CJE 1.1 
Mediutn lerm Financial Strategy 

Table 2.5 General government receipts 

billion, cash 

	

1986-87 
	

1987-88 	1988-89 	1989-90 	1990-91 	1991-92 
1 g 3 	lq 3 	2.02. 	2_ko 

	

160.0 
	(1-3 	Mc 	I cl 5 	253 S 	114 

- 	 - 	3 	14 
3 - 	..... 	 I 	I - 

General government expenditure 

General government receipts 

Fiscal adjustment from previous years 2  
Annual fiscal adjustment 2  

GGBR 
	

11-  - 	— 	 — 2._ 	1 	 1 	 1 
Public corporations' market and 
overseas borrowing 	 — I 
PSBR 	 3.4 	-1,3 3. 	i 31 	0 	0 	0 
Money GDP at market prices 	 387 	426 	451 i 	481 i 	514 S 	54 6 
PSBR  as per cent of GDP 	 0-9 	—i lij 	--"i Ysfi 	0 	0 	0 

' Rounded to the nearest £1 billion from 1987-88 onwards. Further details 	 2  Means lower taxes or higher expenditure than assumed in 
for 1987-88 and 1988-89 are provided in Tables 1.2 and 6.7. 	 lines 1 and 2. 

Conclusion 

2.23 The strength of the economy coupled with fiscal prudence has enabled 
the Government to achieve a balanced budget on a sustainable basis. The 
Government remains committed to continuing with the policies which have 
helped to bring this about, and to maintaining the progress in the medium 
term towards lower inflation, and lower taxes and public spending as a share 
of GDP. The MTFS provides the financial framework within which the 
policies to achieve these objectives are set. 
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SIX  
FROM: MRS R J BUTLER 
DATE: 4 March 1988 

cc 	Chancellor 
Chief Secretary 
Sir Peter Middleton 
Sir T Burns 
Mr Phillips 
Mr Scholar 
Miss Peirson 
Mr Turnbull 
Mr Saunders 
Mr Mowl 
Mr R I G Allen 

PSBR: CHAPTER 5 

As requested in your minute of today's date I have discussed 

the position on central government expenditure by piss on health 

and personal social services and they have agreed that we should 

adopt your wording on the pay settlements ie "(including £0.3 

billion following the 1987 nurses' and doctors' and dentists' 

pay settlements)". 

2. 	The overall figure for the change in central government 

DHSS-HPSS expenditure between plans and estimated outturn shown 

in the FSBR will be £0.5 billion (not £0.6 billion as shown 

in the earlier draft). The underlying figure is £475 million 

and arises from announced increases of about £300 million for 

pay awards, £109 million for special increases (£65 million 

from the pre-Christmas announcement and £44 million for the 

special carryover), about £30 million each for AIDS, prescriptions 

and the FPS and £13.5 million for storm damage, partly offset 

by a small measure of underspending. 

MRS 1J BUTLER 



FSBR 

BUDGET CONFIDENTIAL 

FROM: J. ANSON 
4th March, 1988. 

MRS. R. J. BUTLER 
Chancellor 
Chief Secretary 
Sir Peter Middleton 
Sir T. Burns 
Mr. Phillips 
Mr. Scholar 
Mr. Turnbull 
Mr. Mowl 
Mr. R. 1. G. Allen 

FSBR: CHAPTER 5 

In the version of Chapter 5 attached to your minute 

of 2nd March, paragraph 5.06 describes the increase of 

E[0.6] billion in cxpenditure by DHSS on Health and Personal 

Social Services as "principally reflecting" the cost of 

the nurses and doctors and dentists pay settlements. 

2. 	The draft briefing on the Summary and Guide to the 

Main Estimates puts the increase in the cash limit on this 

account as £316 million. Assuming the E10.6] billion 

is correct, "principally reflecting" is not quite right. 

I am not quite clear where the rest of the increase comes 

from; it is not fully accounted for by the announcement 

of extra money for the NHS before Christmas. Subject 

to clarification of that, it might be betLer to say 

"(including £(0.3] billion following the 1987 nurses' and 

doctors' and dentists' pay settlements)". Could you please 

consider this with ST? 

J. ANSON 
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MISS SINCLAIR 

COPY NO OF 

FROM: A C S ALLAN 

nATE! 4 Marmh 1988 

cc PS/Financial Secretary 
Sir P Middleton 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Mr Riley 
Miss Simpson 
Miss C Evans 
Mr Cropper 
PS/IR 
Mr P R H Allen - C&E 

FSBR: CHAPTER 4 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the relevant pages with his comments marked. 

2. 	He had a few comments on the points in your covering note: 

	

(1) 	He will want to consider further the best formulation for 

the withdrawal of relief for entertaining overseas 

businessmen/customers. 

On the public expenditure implications, he feels that for 

both covenants and forestry the best treatment is to 

mention the expenditure measures in the annex to 

Chapter 4 and in Chapter 5 only (ie not in Table 1.1 and 

not in Chapter 4 apart from the annex). 

He is considering further the presentation of the 

unleaded petrol impact. 

(iv) 	He is content not to refer to the MIR limit remaining at 

£30,000. 



• 
--- 3. 	On maintenance, I attach a redraft: the Chancellor would be 

grateful if this could be checked for accuracy and clarity. 

.-:- 
A C S ALLAN 
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III 
REDRAFT OF PARAGRAPH 4.12 

4.12 The tax treatment of maintenance payments will be reformed. 

People who receive maintenance payments under new arrangements 

entered into after Budget day will not be liable to tax on their 

receipts; the person making the maintenance payments will get tax 

relief only for payments to a divorced or separated spouse, up to a 

limit of £1490. Special provisions will be introduced for existing 

maintenance arrangements no-one will get less tax relief on their 

payments or will pay more tax on their receipts than they do now; 

and all divorced or separated spouses will be able to receive up to 

£1490 free of tax. 
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Personal equity plans 4.13 The a 
increased fro 

BUDGET SECRET—BUDGET LIST ONLY 
4 The Budget tax proposals 

Covenants 4.10 The tax treatment of covenants will be reformed and simplified. Non-
charitable covenants made by individuals on or after Budget day will no 
longer attract tax relief, and income from such covenants made after Budget 
day will not be taxable in the hands of the recipient. T-14434e-41.4114)4-pai.4144 

Covenants to 
charities will not be affected, nor will non-charitable covenants made before 
Budget day 

Charitable giving 4.11 The limit on charitable donations qualifying for tax relief under the 
payroll giving scheme will be doubled from L120 to £240a year from 
1 	89. 

Maintenance payments 	 e tax treatment of male ance payments will be refor 
tenance arran 	nts recipients will not be ha tax on the 

,S 6E 	 pa -lief for ose making payments will be 	0 	izy yments to 

g6.1gA-PC 	a div 	arated spouse, u:pc to a limit , L1,49 	-pansitional. 
to pa 

provisi 	e introduced to-protect- 'sting maintenance arrangements. 

on investment in a personal equity plan will be 
to L3,000. 

Employee share schemes 4.14 Following consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be 
eased. 

Lloyd's 4.15 Changes will be made to 	present administrative arrangements for 
taxing members of Lloyd's 

4.16 The legislation on Lloyd'Cr 	ranee to close will be modified to give 
relief to Lloyd's members who IL c syndicates at the end of the 
underwriting year. 

Trusts 4.17 The additional rate of income ta bged on discretionary and 
accumulation trusts will be reduced from3.8 per cent to 10 per cent .e.1.-.1. 44S • 2A-- 

Capital gains 4.18 The base date for capital gains will be brought forward from 
6 April 1965 to 31 March 1982; gains accrued before that sate will no longer 
be liable to tax. The present indexation provisions w 	nue to apply to 
gains accruing from 31 March 1982. This proposal w 	ly to 
companies' gains. 

4.19 Gains, after deduction of the exempt amount and allo 	rebasing 
to 1982 and indexation, will be added to income and taxed 	tax 
rates (as if they were the marginal slice of income). 

4.20 The capital gains tax annual exempt amount will be reduced 
in the case of individuals and L[2,5001 in the case of most trusts. 

4.21 From 6 April 1988, 50 per cent of any gains between L125,000 and 
L500,000 will qualify for retirement relief, subject to the general conditions 
for the  reliel, 

BUDGET SECRET 	NOT TO InS3PIED 
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Budget tax proposals 

NOT TO BE COPIED 

the single  trsopd  wife's earned income allowances will rise by £180 
from £2,425 	,605; 

the married allowance will rise by £300 from £3,795 to £4,095; 

the age allowance for those aged 65 to 79 will rise by £220 from £2,960 
to £3,180 (single) and by £360 from £4,675 to £5,035 (married); 

the age allowance for thos 
£3,070 to £3,310 (singl 
(married); 

the income limit for age allo 
£10,6(X); 

80 or over will rise by £240 from 
£360 from £4,845 to £5,205 

cc will rise by £800 from £9.800 to 

the additional personal allowance a 
will rise by £120 from £1,370 to k, 

w's bereavement allowance 

4.0frThe dependent relative allowance of up to £145, the housekeeper 
allowance of 1(X) and the allowance for the services of a son or daughter of 
k55 will be abolished. 

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

Income tax The basic rate of income tax will be reduced to 25 per cent. 

ere will be a single higher rate of income tax of 40 per  

aiiJtke 

   

the a 
increase of 
mean that 

n income tax personal allowance ill be increase y twice 
e under the statutory indexation provisions (based on the 

cent in the R.PI in the year to December 1987). This will 

trte 
n;1-e 

k 17, 41  
141,3 IT-6.014A 

1.014-411011. 

Life assurance premium 
relief 

Benefits in kind 

4.011( From 6 April 1989 an unmarried couple (. ■,.111 nj 	itled to more 
than one additional personal allowance. 

4.07 The rate of premium relief for life assurance policie 
14 March 1984 will be reduced to 121 per cent from 6 April 89. 

4.08 Car benefit scale charges for 1988-89 will be set at twice 
levels. 

t before 

—88 

Mortgage interest relief 4.09 For loans taken out from 1 August 1988, tax relief will be limit t 
interest on £30,000 per residence, regardless of the number of borrow' 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
dependent  relatives and divorced or  scparrcd  spouses. 
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to charge interest where payment 
deducted by employers is delayed 

nland Revenue of income tax 
nd the end of the tax yearths. 	 

-eerriptiter-s.yst.e4444-ffe-iti-pletiefr- 

L.y 

4. 41 ci Ato t4"4 4 
10.1,1,4 will ke idt-St4A444, 

MAL art 40) dut t4 Lot ftn iti 

PT- • 
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VAT 4.3‘ From 16 March 1988 the registration limits will become k22,100 per 
annum and k7,500 per quarter. 

t; 
4.3,FiThe provision for applying VAT to confectionery will be amended 
with the main effect of taxing all cereal bars at the standard rate. 

urai-v , 
Excise duties 4.31( The duties onlbeer and wines will rise by the equivalent of lp on a 

typical pint of beer/4p on a bottle of table wine, and just over 6p on a bottle 
of sherry (all inclusive of VAT). The duti on spirits will remain 
unchanged. The minimum duty charge fur beer will be abolished and 

vision will be made for restructuring the duties on low strength mixed 
Ii 	i 

duty on leaded petrol will be increased by the equivalent of/dust 

rem*
gallon (inclusive of VAT). The duty on unleaded petrol will 

deAngedo  
- 

under  

4.38' The sitl. Ines on cigarettes, hand-rolling tobacco and cigars will 
rise by the equdilr-no over 3pron a packet of 20 cigarettes and-filearly 
2p,ron a packet of 5 smal cigars. The duty on pipe tobacco will remain 
unchanged. 

(.,$) 
Tax administration 4.y;Y The VAT civil penalty system,Lintroduced in 1985, has been reviewed 

and various easements are pro sed/fin the light of recommendations by the 
Keith Committee, changes made: 

to encourage people to n 	the Inland Revenue if they are liable to tax; 

to-intreduce-a-tax---seared p 	for failurc=to 

to improve the information p ers 	he Inland Revenue; 
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eritance tax 4.22 From Budget Day the threshold for inheritance tax will be increased 
from £90,000 to £110,000. Chargeable transfers above this amount will be 
taxed at aiOefikrate of 40 per cent. The £100,000 limit on the amount that 
can be given to a political party without incurring inheritance tax will be 
abolished. 

4.23 The small companies' rate of corporation tax will be reduced to 25 per 
cent for the financial year 1988. 

4.24 The rate of advance corporation tax (ACT) for 1988-89 will go down 
a tomatically to 1/3rd as a consequence of the reduction in the basic rate of 6i... i 	 e tax. ;1L  

(8Ne 

 main rate of corporation tax for the financial year 1988 will be 

S EX 
co ex Nol)E. 

4.26 
overse 
purposes. 
commitm 
paid by husi 

on with other business entertainment, the cost of entertaining 
nn will no longer be an allowable business expense for tax 
nge will take effect from Budget Day, except for 
ed into before that date. From 1 August 1988 the VAT 

this entertainment will no longer be deductible. 

Forestry 

4.27 A number of changes will be made to prevent tax charges arising on 
the conversion of building societies into public limited companies. 

4.28 Investment in private rented housing will be encouraged by extending 
the Business Expansion Scheme o give relief on investment in companies 

reatti h44441 14,44.  

be set on relief under the Business 
cnt in any one company in any period o 
of Dergillion for investment in 

,[br shippingt 	t(. 

4.30 Income from the occupation of 	ercial woodlands will be 
removed from the scope of Income Taxlnd Corporation Tax.  (See 

• 	t• 
) 

llowance for Petroleum Revenue Tax (PRT) will be reduced to 
tonnes per chargeable period for all Southern Basin and onshore 

fields given development consent on or after 1 Apri 	At the same time 
the Secretary of State for Energy proposes to abolis 	payments for 
these fields.) 

4.32 A new capital gains relief will bc provided for disp 	1 licence 
interests in undeveloped areas wherever the consideration  i1 	d 	work 
programme or another licence interest. 

4.33 4.42t-Pireayia•l-A•ssevacction 482(1) (a) and (b) of the Taxes 
repea ed with effect from Budget Day. In future companies will b 
in the United Kingdom if incorporated here or centrally managed an 
control led h ereciThey-w ill  -11.0- longer need Treasury-c-onsere 1eir 
residence abroad [and the criminal penally_for-nogo-mpliance will cease]. 
Companies will be able to_migrateirthey pay their tax liability, including _ 	- 

4-tinfrittuts-. SECR  ET 

Business Expansion 
Scheme 

A 

)C Oil taxation 

t 
f:L ..- 

j --  

r-s) 

11-tL 1 i 4tv 	
-6) 

'1/1  

Company residence and 
migration 

ittAA) e1/2S14444 
4.29 A general limit of k5 
Expansion Scheme for total in 
twelve months, with a higher Ii 
companies providing private rente 
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Table 4.1 Direct effects of changes in taxation—continued 
L million 

Estimated effect on receipts in: 
1988-89 

Changes from a 
non-indexed 
base 

Changes from 
an indexed 
base 

1989-90  

Changes from 
an indexed 
base 

Capital gains tax 

As( Rebasing capital gains of individuals and trusts to March 1982 
AS Charging gains of individuals and trusts at income tax rates  
4( Annual exempt amount  

r,c Ai Retirement relief  

4648.  Building and Co-operative society a  

U? 41$'  Homes  provided for dependent rel v s  

corporation tax 

+70 	 +70 
-7. 

Reduction in rate of ACT to 1/3rd of th 

Reduction in small com anies' rate to 25 

Corn an residence and mi ranon—new ru 
51 51 Definition of an investment trust 
52. 54-  Indexation allowance—intra-group transactions 

57, 58' Intra-group share exchanges  

4-t 5d Capital allowances—assured  tenancies relief 

Corporation tax and capital gains tax 

the distribution -380 
	

-380 
	

-200  

-50 ) 

-5 

efitti$00 
-57-  Rollover  relief for satellites,  spacecraft,  millxnd potato quotas 

Income tax, corporation tax and capital gains tax 

,51( Keith Committee administrative changes  

Income tax, corporation tax, capital gains tax and stamp duties 

Si &I- Conversion of building societies into public limited companies 
—changes in tax rules 

Oil taxation  
cs 	keduction in PRT oil allowances for certain fields  

New capital gains relief for certain oil licence disposals  

bc--6-i Petroleum revenue tax 	id f for certain tariff related costs  

Inheritance tax 

63 Increas A  n threshold and change t at rate 

6‘ .6* AbolitiOn of limit on gifts to polit cal parties 

k , 11,tamp duties , , 
G .  ,,,,,r,„1 	 _ ,) u „ • 1, rf,„ t- ,z  

t 4 65-  Stamp duty and reserve tax  on paired shares  

TOTAL INLAND REVENUE 

+ 10 	 +10 
	

+20 

+30 	 +30 

20, 

-5 	 -5 	 -5 

- 1(X) - 200 

- 

-6280 

- 

-4860 

- 

-4015 

CUSTOMS AND EXCISE 
Value added tax 

6 66'' Change in liability of certain confectionery  

61) 6.7-  Keith Committee—review of civil penalties  

6 I ,68 Increase in registration limits  

tt 69-  Revised registration  requirements  

CI 70' Revision  of approved self-billing arrangements 

if Revised treatment of business entertainment for overseas customers 

+10 

+5 +5 

Excise duties 

' 	No change in rate of spirits duty  

7-3" Increase  in rate of beer duty 

')", 74 Abolition of minimum duty charge for beer 

78" Increase in rate of duty on cider and perry  

c76  Increase in rate of duty on light wine and made-wine duties 

NOT T9)ff1COPIED 
43 

j 1 78 Revised duty regime for low strength mixed drinks 

* = Negligible 	— = Nil 
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INLAND REVENUE 
Income tax 

See Annex 4 

paragraph numb 
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Table 4.1 Direct effects of changes in taxation  
jmillion  ZN■ 
Estimated effect on receipts in: \\ 	 1988-89 
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Changes from a 
non-indexed 
base 

NOT TO BE COPIED 

Changes from 
an indexed 
base 

1989-90  

Changes from 
an indexed 
base 

-15 

90 

15 

10 

5 

45 

10 

5 
—21360- -,20  70  

10 

-55 

10 

10 

—2-860 -247c 

-30t 

1 Increase in single allowance of £180 and 
2 Increase in additional personal allowance 

allowance of L120  

3 Increase in age allowance of Z220 ( 
Naj  aged 65 to 79  
(74004 Increase in age allowance of £2 

those  aged 80 and over  
5 Increase in income limit for age allow  

q 
	

Reduction of 2 • in basic rate  

Increase in basic rate limit of 2 100 to   „ihVot 
'1 

Abolition of hi her rates of income tax above 	lb CO 
Abolition of minor personal allowances 	

411111. 1111:184, Restriction on additional personal allowance for ‘  
11 Reduction in relief on life assurance premiums 
12 Fringe benefits—car benefit scales 

44-  Fringe benefits—car parking space 

1.5 Mortgage interest relief ceiling applied to residence 
i t; 4-6 Abolition of tax relief on new home improvement loans 

t, 	Abolition of tax relief on new loans for 1 -14CS for 

A divorced and se • arated s ouses 

	

il le Abolition of tax relief on new . venants 	

3TTI  

14 Payroll giving to charities— rease in donation limit to £240 a year 
i y 2fr _Change in rules for maintenance payments 

1Z. ;I' Change in additional rate on discretionary trusts 

2i 22' Lloyds: reform of administrative arrangements  

22 23' Lloyd's reinsurance to close—relief for leavers  
2 6,24 Unapproved employee share schemes: relaxation of charge  
z, gr Employee priority in public offer of shares  

2.5 26-  Approved FA 1984 employee share option schemes—restricted shares  
z Orr Assessing procedure for Schedule D  

27 2fr Redundancy payments: change to scale of charge  

.4.1,29"Withdrawal of" top-slicing" relief for tax charged on premiums 
for leases, etc 

£360 (married) for 

—24-5- -V< 	--401?- -10 
-460- q4S 	-2-0543 - 2j  S-Ci 

+10 	 +10 	)  
_ +5 

+ 70 

-5 
+5 

5 

+ 20 
+-NO 1 10 

+45 

-10 

5 

+ 45 

10 

5 

+105 

5 

-10 

married allowance of £300 	 -1 245 	 -620 	 -810 
and widow's bereavement 

and £360 (married) for those 

uples 

1 	230 42ic 	 + 21 
	

+-280-t 3t  
	50 
	

-50 

•  ratria 	44114)   

- Ir.- ,  • 

Income tax and capital gains tax 
iti 34 Independent taxation of income and chargeable capital gains of 

husband and wife from 1990-91  
31 Business Expansion  Scheme—limit on relief  

12" Business Expansion Scheme—private rented housing  

31 Personal Equity Plans—increase in limit  
Income  tax and corporation tax  

3 5 34-  Forestry—removal of commercial woodlands from scope of tax 
135 -Personal pensions—minor-changes 	 - 	 -  
36 Refunds of employee pension contributions 	 + 15 

3$ .37"  Occupational pensions—minor amendments  
1 4, 3If End of year interest on PAYE and subcontractors deductions  

31 39-  Capital allowances—exempt persons  
441 Capital allowances—safety at sports grounds 
slor Capital allowances—abolition of quarantine remises relief 
41 Withdrawal of relief for business entertainment of oversea businessmen  

t 	Rebasing capital gains of companies to March 1982 	 -25 	 -25 	 
* = Negligible — = Nil t Allows foi some  EptiDGE,TrestaceREF  mar-ied  coOT alT0.13E. COPIED 
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How the figures in Table 4.1 have been calculated 

Table 4.1 gives the direct effects of changes in taxation. Estimates are rounded to 
t • - fearest £5 million. "Negligible" means less than £3 million. 

tip•  I , ,ect effect of a tax change is the difference between the yield of the tax which , 

se on the basis of the rate of tax, allowances, etc prevailing before the 
1,1.e pre-Budget regime) and the yield after the changes proposed in the 

Bu ■  :. 	• •ost-Budget regime). 

For In 	,4&  nue taxes (and VED) the difference in yield for each tax is generally 
calculate, •  .  71••  b  Mg the pre- and post-Budget tax regimes to the same tax base. 
This base i•  ,  ..  •  Budget base—that is the levels of income, profits etc forecast 
for future y- .  At  . - assumption that all the measures proposed in the Budget 
take effect In  .7/  

in taxpa is 
 es, however, the difference in yield also takes account of 

changes b aviour arising from the tax change where these 
.  

EekokikmarAchanges can be directly attributed to the change in tax.,..N. 

For Customs and Excise taxes and duties, the calculation takes into account, where 
possible, the effect of the tax change on the pattern of consumers' expenditure and 
the resulting impact on other expenditure taxes but makes no allowance for 
secondary effects: in particular, i 	sumed that total consumers' expenditure does 
not change. A fuller descripti 	methodology is in Economic Trends, 
March 1980. 

Table 4.1 shows the expected chan V 	receipts of tax resulting from the Budget 
proposals. Additional information i 	ovided in the commentary below for those 
proposals where the effect on tax halm 	first complete year to which the 
change applies (full year effect) is substa V 	fferent from the effect on receipts 
in either 1988-89 or 1989-90; or where t 	act of the proposal is expected to 
build up over a period of years. 

The figures in the first column of Table 4.1 show the direct effect of the Budget 
proposals on receipts in 1988-89. Budget proposals are compared with a non-
indexed base—that is, with the pre-Budget regime of allowances, thresholds and 
rates of duty at 1987-88 levels. 

The figures in the second column show the direct effect 
receipts in 1988-89, measured against an indexed base. Th 
89 is obtained by increasing 1987-88 allowances, thresholds 
3.7 per cent, the increase in the RPI over rhe year to Decemb 

The figures in the third column show the direct effect on receipt 	 also 
measured against an indexed base. For this comparison, both the B osals 
and the indexed base for 1988-89 have been further indexed by the f 
movement in the R.PI between the fourth quarters of 1987 and 1988 
Table 3.13). 

The estimates shown in Table 4.1 do not reflect changes in the tax base arisi g 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, o-c-etifser-taleen-ilue-ac-c-eon4-414-est.imatint-,he impact of the tax change on 
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(e-EsAf 
ettefit (41-1 
IVAA,t0U (41  

ir)14f7 
L°  

/knryteled kW* 

irgt.1 r61‘)"41 4111  

e‘AAM1  

(9 
1 to,‘ See paragraph :04:- t t) 

.fr See paragraph 4.0t. This item includes the saving in public expenditure on 
a.  eN

rtgage interest relief to those below the tax threshold. The effect of the 

U
quential  change in the rate of advance corporation tax (ACT) is shown in line 

llitTable 4.1 

:

ARA. 	Vvr-vi-pL t.)  NI.,  fox% 

SA- rart- 4 	 `1  

11 Following the reductions in the basic rate of income tax in successive Budgets, 
the rate of relief for life assurance premiums on policies taken out before 
14 March 1984 will be reduced VS from 15 per cent to 12.5 per cent from 
6 April 1989. The starting date is to allow life offices time to make the necessary 
preparations. 

12 For 1988-89 the scale for 
employees will be double the 19 
1988-89 will not apply3Y-ielel 
scales,-N-e-ehange-is-preperseel-for 
fuel benefit- also-use4-for- 14AT purpo 

ft•- 

a. 

.") 
14 The provision of a car parking space for the use of directors or higher-paid 
employees will be exempt from tax from 6 April 1988. 

,1)3" to 17 See paragraph 4.141. Relief for loans for the purch 
let property is not affected. 

t: 
) 18" See paragraph 4.U. The change is estimated to yield k 

£175 million in 1991-92, and £12101  million eventually. 
in-clude-the_etkct on public-expenditure of the parallel change 
system:- -ay.(  tval 1,e J4&4 t 

19-  See paragraph 4.12 Pkj- 

.6 	
441 

Income ta 

the PSBR. The base for the post-Budget forecast of each tax (given in Table 6B.3) 
takes account of the effects, direct and secondary, of all the measures announced in 
the Budget. 

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

n improvement of 

n in 1990-91, 
not 

ent grant 

benefits for directors and for "higher paid" 
vels. Thepreviously announcedicaleitor 

annOu-n-c-ed- 
c alC -charges for-c-a-r 

■-tjz4t 	"It 
zi 	t 1- c 

' 4.  

20.-  The new tax regime for maintenance payments in paragraph 4.13 wi 
that: 

for payments under new maintenance arrangements, relief will be restricted 

41 	 payments to a divorced or separated spouse, up to a limit 

k 	
cipiegsty 	uttri tEctrt  rimain 
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arrangements are in plac 
• 	• 	Is 	• I 	• • If - 	• 

laaacklbie figure for 1989-90 in Table 4.1 reflects-t4te-ciefespoottl 	usts for 
capital gains tax in 1990-91 and 1991-92 are each estimated at £60 millionrtnee 
estimates vokisii-aUtwo-for-olaapiites.i&Aaa.paajtarla.laiiiMif are subject to atigh 
degree of uncertainty. 
170 	 ‘k. 
31: and 3-2 See paragraphs 4.26'and 4.21. The estimated revenue effects depend on 
take up and are highly uncertain. 

33" The annual limit on investment in a PEP will be raised from £2,400 to £3,000. 
e gme time the amount which may be held in cash will be increased from 

£300 (or, in each case, 10 per cent of total market value of a plan). [And 
nt which may be invested in a unit trust or investment trust will rise from 

xxx (or, if greater, 25 per cent of total investment)] The changes will 
alendar year 1988. ap 

ED 

341  Sc 
15 Marc 
right of oc 
profits or lo 
is estimate 
introduced - 

ill be abolished with effect from 1988-89. With effect from 
bject to transitional provisions extending CO 5 April 1992) the 

commercial woodlands to elect to be assessed to tax on their 
Schedule D will be abolished. The eventual net annual saving 

taf*--em--rviro-1-0- 

35 	nges willbe m 	o the tax rules for 	onal pensions relatin 

4_, 
3,61 The rate of tax on refunds of employee pension contributions will be increased 
from 10 per cent to 20 per cent. 

Minor amendments are to 	to the 1987 legislation (which dealt with 
exploitation of pensions tax retie 

(;. 
Interest will be charged where a mployer or contractor delays payment to the 

Inland Revenue of amounts deducted d 	PAYE or subcontractor deduction 
schemes beyond 19 April immediately to  Ai  the deduction year. This interest 
charge will not be introduced before 199_ 

The rules for calculating industrial buildings allowance following a sale and 
those for transfers of machinery or plant between connected persons will be 
amended to prevent excessive relief where one person is not chargeable to tax in the 
United Kingdom. These changes will prevent a potential Exchequer loss of up to 
£150 million in 1991-92 with a diminishing effect in later ye r" 

t>  
40 The legislation relating to capital allowances for safet 
grounds will be amended from 1 January 1988 to take acco 
Safety at Sports Grounds Act 1975. 

41 Capital allowances on expenditure at certain quarantine pre 	es 
abolished from 16 March 1988. 

re ixve ix (47404 - 

6t/'.u‘ c444V 1* '"ge 

kred-nd 
svf,-A c At efartL 

c. 0 4) 

ment by DHS contracting-out re es. 

ure at sports 
nges to the 

42 See paragraph 4.2‘. The yield from the VAT change is shown sep 
item 71. 

t, 

43-and 44 See paragraph 4.17. The total cost of rebasing will build up to a  pcjV 
some £850 million in 1991-92, of which the amount attributable to companies' 
gains is about three-quarters. The figures take account of the likeljr effect of this 
measure on the volume and timing of disposals; and, t,6 individuals and trusts, are 
additic nal 	ttit, tit rrteS  RET 	I JOT TO E COPIED 
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(b) The Revenue's power to call for returns of information will be extended to 
details (where relevant for tax) of payments for services by Government 
Departments, grants or subsidies paid out of public funds and the names of licence 
holde•,s. 
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0.110a. 

4% See paragraph 4.15 Until the introduction of independent taxation in 1990-91, 
the gains of married couples will be taxed as the marginal slice of the husband's 

7.\\ 	income. The revenue yield in 1990-91 is ectimare.ci at £40 million and in 1991 92 at 
£85 million. The figures take account of the likely effect of taxing gains at income 
tax rates on the volume and timing of disposals. 

L( 
44e See paragraph 4.1'0: 1 ° 

471 See paragraph 4.201 Retirement relief currently exempts business gains up to 
£125,000, subject to certain qualifying conditions. 

om 4 July 1987, disposals of shares in Building and Co-operative Societies will 
'fy for indexation relief. 

ep 
ensur 
exemptiVn 

pri11988, the capital gains tax exemption for homes provided for 
tives 	 There will be special provisions to 

ption continues where a dwelling would have qualified for this 
sposal before 1988-89. 

Lr 	4"( 	 Z; 

Strand SI S 	10722D-he reduction in ACT will be balanced by an 
increase in the su 	t liability to mainstream corporation tax. 

fd See paragraph 4.33. 

51 The Finance (No 2) Act 1987 repealed part of the definition of an investment 
trust. The full definition will be rI stated, and the legislation will include provision 
to ensure that the repeal was 	ective. 

54' The indexation allowance w 
intra-group debts and shareholdin 
allowance to create large artificial 
of tax. 

ied or restricted on disposal of certain 
his provision counters use of the indexation 

cIjtal losses which could cause a significant loss 

55 As a result of a recent court ruling, share(5xchanges by companies in the same 
group can now give rise to capital gains or losses being taxed or allowed more than 
once. The legislation will be amended so as to remove that anomaly. 

lt 

56' Capital allowances in respect of properties let on assured 
approved bodies-  will come to an end when the Housin 

Changes will be made to the capital allowances legislati 
past years is not withdrawn and to provide transitional a 
expenditure already incurred. 

tenancy terms by 
takes effect. 
ure that relief for 

ts in respect of 

57 R 	er relief will be extended to satellities and spacecraft 
and to m and potato quotas from 30 October 1987. 

58' (a) The present flat rate penalty for failure to notify liability to tax 
replaced by a fully mitigable penalty up to the amount of tax unpaid. 

ly 1987 
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tkiac ti -) 

All tariff-related expenditure 
his PRT liability on tariff irc 
though his principal field has 
owning assets used by others ce 

L. 

urred by an asset owner will be allowed against 
ing from third party use of those assets, even 
roduction. No cost will arise until after fields 

tion. 
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The Revenue's power to call for documents relating to taxpayers suspected of 
avoidance or evasion will be extended to include the Department of National 
Savings, and. in order to identify taxpayers suspected of serious default, to 
documents relating to taxpayers whose identity is not known to the Revenue. 

The Revenue will be allowed the same access to records held on computer as it 
is allowed to records held on paper. 

The estimated yield of these measures is based on the unreported tax 
liabilities which will be uncovered. 

Changes in the tax rules concerning the conversion of building societies into 
c limited companies are necessary in order to prevent unintended tax charges 

: 	 : -  •  agraph 4.31. The PRT oil allowance for Southern Basin and onshore 
fie 	... 	 II  evelopment consent on or after 1 April 1982 is to be reduced to 
100,44.  ..  per chargeable period, with a cumulative total of 2 million tonnes. p  
The yi-  Ø. gi. in Table 4.1 relate to this proposal only. At the same time, it is 
propose. t•  .1  royalty on these fields. These two measures have cumulative 
cost of aro  AlPrfle,  million in the first five years& part because it is estimated 

T 's `' that they wi,k 	e certain developmentsr, but in the long run they are 
expected to b i.r 	evenue neutral. 
c;\ 
..6t See paragraph 4.32. For disposals of oil licences in undeveloped areas where the 
consideration includes a work programme or another licence interest, that work 
programme or other licence interest will be deemed to have a nil value. 

63' and 64 The estimated ost 1. I 44)-91 of the •ro osed rate structure for 
in entance tax in paragraph 4 	is 	n. measured against 	indexed 
base. For 1991-92 it is L270 million. Th 	ted full year cost attributable to 
transfers in 1988-89 is £220 million. To  ii 	for exemption, transfers to political 
parties must be made on or within one yearof death. 

'Changes are proposed to stamp duties and the reserve tax on shares in a UK and 
a non-UK company where the shares are paired and can only be transferred as a 
unit. 

Value added tax 645- See paragraph 4.40: 7, () 

61 Amendments will be made to the civil penalty system 
introduction of a time-related penalty for late registration; th 	f daily 
penalties; changes to the rules about eligibility to repayment su lem 	and 
changes to the rules for persons who persistently misdeclare their 

60 See paragraph 4.3$. 
1 e 
69 The rules for registration of voluntary and intending traders will be s pli 
and restrictions and conditions removed. 

• 	A 
70 Fromji_where a taxable person issues himself with an invoice under the terms 
of an approved self-billing arrangement, he will be responsible for determining the 
correc 

e"-r- v -t  

64-kV iS 

c- ,Ljt-rfr.-4,11 

A k 	/bird-  

f).•- r'rh)  

„j4--v 	dtt. 
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(2 
71 See paragraph 4.26. The chan e will brin the treatment of VAT incurred by 
businesses on entertaining foreignfbusinessme into line with the treatment of other 
business entertainment. 

xc 	uties 72 See paragraph 4.44-. 

n The duty on typical beci will be increased by44- / per cent, equivalent to 44 pkt 
pint inclusive of VAT). 

) • si; 
71 

3 
 October 1988, beer duty will be charged on the basis of 	90ra hectolitre 

for every degree by which the original gravity of the beer exceeds 1000°. 

The  duty on cider and perry will be increased byt)-7Wer cent or ppra pint 
ve ofEasesoopisia VAT). 

ties on wine and made-wine will be increased by 4-5 per cent, equivalent 

6-1 p 
to 4 

 

ties 
 bottle of still wine, 5.9p on a 70c1 bottle of sparkling wine and 

4- 
 • I 4  e of sherry (all inclusive of VAT). 

-:111.1-4'1"4--!ocish.-.-r-i.,). 

t ir 
• • • 	• 

). 

g tobacco and cigars will be 

AT). / 
0 cigarettetiand,/1.9p1  a package of 

7X Lower s 
according to 
This will bring 

79 The duty on leaded petrol will be increased by (5-54 per cent or Et-Opla gallon 
(inclusive of consekincntial VAT). The duty on unleaded petrol will remain 
unchanged,so that the tax differential in favour of unleaded petrol will rise to 
11.0-6p,t a gallon. 

84 The duty on dery will be 	by/(5-71 per cent, equivalent to 143a 
gallon (inclusive of 

gf There will be no change in  thc). 	of duty on gas oil and fuel oil. 

.82-  The specific duties on cigarettes. 	d- 
increased by3j per cent or4'3.4pYa a 
5 small cigars (both inclusive of c 

ixed drinks, not exceeding 5-5 per cent alcohol, will be dutied 
olic strength on a scale proportionate to table wine duty. 

wine-based and similar mixed drinks into line. 

NOT 	TO -BE CO-PI-ED 

—44.--See_paragzaphi 

Vehicle excise duties 8,, There will be no change in the duties on cars, light vans, motor cycles, buses, 
coaches and most lorries. 

80 From 16 March 1988 the rates of duty for the heavies 
about 10 per cent bringing them more into line with rat 
similar gross weight. 

4 
84 From 1 June 1988 a new tax class will be introduced for h 	s vehicles 
(special types) capable of carrying very long, wide or heavy loa 	te of VED 
for these special types will be raised to £1,6((). These vehicles ca 	uiiii  wear 
and tear as the heaviest HGVs but currently pay a restricted HGV 

84 There will be"no change in bus fuel grant. 

rrics will rise by 
ulated vehicles of 
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MR MOWL 

FROM: A C S ALLAN 

DATE: 3 March 1988 

cc PS/Financial Secretary 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr Sedgwick 
Mr Pickford 
Mr R I G Allen 
Miss C Evans 

FSBR CHAPTER 6 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the pages on which he had comments. 

He would not wish to insist on showing no increase in the 

non-oil tax burden in 1988-89: 	it is desirable, though not 

essential. 

He still thinks it looks a bit odd that a Financial deficit 

and a Budget surplus are both shown as negative: while he agrees 

that this is correct, he feels a footnote might help) if a neat one 

could be devised. 

Pt6.0-  

A C S ALLAN 
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he public sector's finances 

The scope of this chapter 6.01 This chapter brings together revenue (discussed in Chapter 4) and 
spending (in Chapter 5), and provides an analysis and forecast of the public 
sector's finances in 1988-89 together with estimates of outturn in 1987-88. It 
also comments on the main features of the public scctor's finances in thosc 

0  .  cc since wo years, including the most important changes that 
t year's projections. Table 6.1 is a summary. 

Table 6. c expenditure, receipts and borrowing 

k billion 

General government 
General government 

General government 
Public corporations' 
borrowing 

1988-89 

Forecast Latest 
estimate 

171-6 
173.5 

182-8 
184.7 

-20 

- 0-9 

-1.9 

-1-2 

- 2.9 -3.1 

Public sector's finances: 
three-fold analysis 

1986-87 	1987-88 

Outturn 	1987 
Budget 

173-5 

160.0 
	

168.8 

4.9 
	

4.7 

1-5 
	

- 0-8 

3.9 

e a negative public sector borrowing 
of about £3 billion in 1987-88, compareitt 
4 billion made a year ago. This would be 

nd only the second since 1952, the 
available. A budget surplus of 

6.03 The public sector's finances cabe analysed in a number of different 
ways: by type or activity, by sector and by economic category. The rest of 
this chapter sets out these three analyses in detail. 

Public sector borrowing requiremen 

expenditure 
receipts 

borrowing requirem 

market and ove eat- 

em14. I 441.44k  

6.02 There  now esti  
requireme 	. a budget fiir 
wit t e orecast o a 
the first budget surp us since 
earliest year for which PSBR h 
about billion is alto forecast 

164.8 

Public sector's finances: analysis by 	r activity 

6.04 Table 1.2 analyses the public sector's final 	e or activity. The 

main receipts of general government (ie central p 	overnment) are 

grouped according to the kind of activity which gi 	them, while 
Chapter 5 an 	ublic spending is shown by department, as in 

expenditure White Paper. Its bottom line, the PSBR, t from those 

two totals. This derivation is repeated in Table 6.1. 

6.05 General government receipts in 1987-88 are now proj 	ceed 

the 1987 Budget forecast by about k41 billion. As Table 1.2 s ws tst 
components of general government receipts are likely to be hig 	than 

originally forecast. The main contributors to the extra receipts are income 
tax (k1 billion), VAT (Z1 billion), and North Sea Revenues (ki billion). 

i NOT TO  III2  PIED5  

Receipts 
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6.06 Additional income tax receipts are mainly the result of the stronger 
growth of the economy and higher incomes. VAT receipts have increased 
by more in 1987-88 than would have been expected from the recorded 
increase in total consumer spending: this implies either that the proportion of 
total spending which goes on goods and services subject to VAT has 
increased, or that estimates of consumer spending in 1987 may be revised up 
later. The higher than expected oil revenues in 1987-88 are largely the result 
of a higher dollar oil price than assumed last year. 

NOT TO BE COPIED 

BUDGET SECRET—BUDGET LIST ONLY 
6 The public sector's finances 

6.07 General government receipts are forecast to rise by 6+ per cent in 1988— 

O. 

 , following an estimated 8+ per cent increase in 1987-88. This is a little less 
t n the rate of growth forecast for money GDP. Without the Budget 

ures however forecast growth in receipts would be about 14 percentage 
above that of money GDP,. 

N.." 1/4\ t"PaS' 041*- V 'r f•  '.40,  C.  r 4- k o'4 t.t- '6141- a-o..r- ON•441:4  rill  do 	in 6. i  t' •  .,evenues, which the event in 1987-88 were only slightly below 
the  14:. vlo•  level, are forecast to fall by about 1 	billion in  1988-89 as a 

E result .40:‘lower average oil price an ower production. the forecast 
assumes  "C \\$.  -,:rices 	. 	 Oil pros uction is 4.)44  
assumed  01 	 -  6 88 to a level close to the centre of the Department of 
Energy's ran . -  A ' a barrel difference in the oil price in 1988 would change 
revenues by about Z2/07nillion in 1988-89 and Z3emillion in a full year. 
A change of 1 million tonnes in oil production in 1988, spread evenly across 
fields, would alter revenues by about Z4ermil1ion in 1988-89 and 
Z45 million in a full year. 

6.09 Non-oil receipts a 	st to rise by 7 per cent in 1988-89. As can be 
seen from Table 1.2 there 	itn his overall increase: 

a 14 per cent increase in in&ie tax receipts. Without the Budget 
measures the forecast increas,o 	'ave been 10 per cent; 

a further rise of 24 per cent in r 	f corporation tax (including ACT 
but excluding North Sea mainstr 	corporation tax). This reflects 
continued growth in company pros in 1987. 

4 -i-6-1" 
a 16 per cent rise in capital taxes, mainly reflecting rising asset1==2:it34. 
earlier years; 

t■ 
ay per cent increase in VAT, in line with the for  -.  increase in 
consumers' expenditure; 

decline in the share of these items in the total; 

a small fall in stamp duty following the fall in stock ma 
turnover. 

4111041:p 

a Ira A-  fat 
6.10 Table 6.2 shows taxes (including rates) and national insura 
contributions as a percentage of GDP. Non-oil taxes have risen sh 	y a a 
percentage of non-oil GDP in each of the last two years, 'and [a further 
marginal increase[ is forecast for 1988-89. Without the Budget measures the 
1988-89 figure would ave • e 

  

a 54 per cent increase in the excise duties on petr. .... vzi and alcohol, a 
little below the increase in consumers' expenditur 	.... the trend 

percentage point higher" q  
NOT TO BE  CV)VPD 
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Table 6.2 Taxes and national insurance contributions (NICs) as a percentage of 
GDP 

1982-83 1983-84 1984-85 1985-86 1986-87 	1987-88 	1988-89 
Latest 	Forecast 
estimate  

Total taxes and 	s a share 
of total money DP 	 38-9 	38.5 	39-1 	38-5 	37-8 	37-7 	37-8 
Non-oil taxes and NICs as a 
share of non-oil money GDP 	38.2 	37-8 	37-8 	37-0 	37•3 	37-5 	37-6 

Expendit 11 General government expenditure is now forecast to be about 
1+ billion in 1987-88, k2 billion lower than in the 1987 Budget forecast. 

utturn for the planning total is expected to be k2+ billion lower than 
ginal plans, and gross debt interest payments nearly k f billion 

an forecast. 

41°I.))  6.12  1' .dL. :  vvernment expenditure is expected to rise by 6i per cent in 
1988-89, 	 ‘,  - 	billion. The planning total, at k156.8 billion, is as 
published in 	lic expenditure White Paper (Cm 288). General 
government gross debt interest payments in 1988-89 are now forecast to be 
lower than projected in the White Paper as a result of the marked reduction 
in the PSBR. 

Borrowing 6.13 The difference betwe 	eneral government receipts and expenditure is 
the general governmen 	ing requirement (GGBR.), as shown in 
Table 6.1. As general go 	ent lending to public corporations is included 
in general government expo t1, the GGBR together with public 
corporations' market and ov eas borrowingxgives the PSBR. 

6.14 There was a substantial bud
0  

:.  0.1us in the firsfea •.ths of 1987- 
88. Excluding privatisation proceettag. PSBR was some 45 •illion lower 

A than in the same period of 1986-87. This reduction in borrowing was almost 
entirely due to lower central government own account borrowing. Local 
authority borrowing has been higher than in 1986-87 and public 
corporations' borrowing little changed. Taking into account the well 
established pattern of relatively high borrowing in the final two months of 
the year, the forecast for 1987-88 as a whole is a 	surplus of about 
J3 billion, or per cent of GDP. 

6.15 A further budget surplus of £3 billion, or 	 DP, is 
forecast for 1988-89. 

	

Trends in receipts and 6.16 Chart 6.1 shows trends in taxes and expenditure as perc 	of GDP. 

	

expenditure Revenues from non-oil taxes and n ional insurance contribu 	a a 
percentage of non-oil GDP betwee 1981-82 d 1985-86, bu 	n it 

N 	 in . 	atisation proceeds to GDP 
has been rising. [It is forecast to ris margin. 	1988-89.] The r 
general government expenditure (exclud  
has fallen every year since 1982-83 except for a small rise in 1984-85 as a 
result of the miners' strike; it is forecast to fall again in 1988-89. 
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BUDGET CONFIDENTIAL 

FROM: J M G TAYLOR 

DATE: 3 March 1988 

PS/FINANCIAL SECRETARY cc PS/Chief Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Mr Scholar 
Mr Monck 
Mr Culpin 
Miss Sinclair 
Mr Cropper 
Mr Tyrie 
Mr Call 
Mr Jenkins (OPC) 

Mr Painter IR 
Mr McGivern IR 
Mr Reed IR 
PS/IR 

BES: CEILING - START DATE 

The Chancellor has seen Mr Reed's minute of 2 March. 

2. 	He has commented that, whatever option we go for, there seems 

a clear need for a repetition of the 19 March 1986 warning. 

J M G TAYLOR 
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• 

MISS C EVANS 

gefr-fo A c.CA 12 
COPY NO.  I  OF 2.7 

FROM: A C S ALLAN 

DATE: 4 March 1988 

cc PS/Financial Secretary 
Sir P Middleton 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Miss Sinclair 
Mr R I G Allen 
Mr Pickford 

FSBR: CHAPTER 1 

... The Chancellor was grateful for your minute of 3 March. I attach a 

copy with his comments marked. 

A C S ALLAN 



1.04 Chapter 3 describes the 
and the prospect until mid-
the largest fall in unemploy 
further 3 per cent in 1988, witkpa 
investment. Inflation should re 

developments in the economy in 1987 
e economy grew strongly in 1987, with 

since the war. GDP is forecast to grow by a 
larly strong growth in business 

low and unemployment continue to fall. 
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1.01 The objective of the Government's economic policy is to defeat 
inflation and to maintain a vigorous and enterprising economy, with 
sustained growth of output and employment. 

The Financial Statement and Budget Report (FSBR) supplements the 
Nor's Budget Statement. It presents the Medium Term Financial 

(MTFS); describes developments in the economy over the past 
*ties forecasts to mid-1989; sets out the tax proposals in the 

marises the Government's spending plans; and gives forecasts 
mances for the year ahead. 

The Medium Term 
Financial Strategy 

The economy 

Tax measures 

Public expenditure 

sumul kaa,  
Ert.04-1 ts4  

1.03 Om.: 	tcribes the MTFS )which provides the framework for the 	x 
Governme s o -  'mic policy. Monetary and fiscal policies are designed to 
keep the gro  s  h o 	ney GDP on a downward trend over the medium 
term, so bringi so n inflation. The MTFS is complemented by supply 
side policies, including new measures in the Budget, designed to encourage 
enterprise, efficiency and flexibility and thus the growth of output and 
employment. 

1.05 Chapter 4 sets out the tax pro. 	Budget. They continue 	the 
Government's programme of tax red 	and reform. They includ  a 
reduction of 2  in the basic rate of inco 	tax, n increase in •ersona 
allowancesrhe abolition °Tall' higher rates o income tax above 40 per cent, 
and FEE introduction in 1990-91 of the independent taxation of husband and 
wife. Other measures include reforms of capital gains tax, inheritance tax 
and the tax treatment of maintenance and covenants. The measures are 
summarised in Table 1.1. 

1.06 Chapter 5 summarises the Government's spendiCP- as set out in 
the public expenditure White Paper. This chapter also 	he latest 
estimate of the outturn for the public expenditure planni 	a 	1987-88. 

1.07 Cha ter 6 presents the corn slete financial sicture for 	the 
T ere is expecte to be a budget surplus of £3  billion in 1987- 

..su.r.plu&s,i44€@-1-94.51-74. A further surplus of L3 billion is envisage 
89. This takes account of the tax proposals in the Budget which are xpec 
to reduce taxation by £ 4  billion, after adjusting for the net cost of ind \z  
direct and indirect tax rates and allowances. Table 1.2 shows the main 
components of general government receipts and expenditures. 

Public sector finances 'CtOr. 
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FROM: A C S ALLAN 

DATE: 2 March 1988 

MR C Tt  cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Miss Sinclair 
Mr Riley 
Miss C Evans 
Mr Hudson 
Miss Simpson 
Mr Cropper 
Mr Tyrie 
Mr Call 
PS/IR 
Mr P R H Allen - C&E 

BUDGET: PACKAGING 

The Chancellor has been consi. 

suggestions attached to Miss Simpson  <3 
also seen (and agrees with) Mr P R H Al 

further the packaging 

e of 17 February; he has 

minute of 23 February. 

I attach an annex with his revised packaging. 

He commented that we should not put independent taxation in a 

injustice. 	On balance, he felt that there  (451 , 
simplification package: this, like the CGT reb 	, remedies an 

't a useful 

11":1
separate category of lisimplication", over and abov

s  e 	

.  

A C S ALLAN 
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ANNEX 

     

pendent taxation 

'h igher rate restructuring 

Maintenance & Covenants 

Mortgages - residence basis 

Mottgages - home improvement loans 

CGT pac 

IHT pack 

Minor refo plifications 

	

Minor 	1 allowances 

Income tax rates & allowances 

CGT package 

IHT changes 

North Sea changes 

0 
Removal of unjustified tax bre  

Car benefits etc 

Forestry 

Home improvement reliefs 

APA for cohabiting couples 

Top slicing 

Keith 

4. 	Business 

CT rates & rebasing 

Importers' details 

Business entertainment 

Capital duty 

Building societies incorporation 
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IHT packa 

CGT ret relief 

Supply side 

Private rente 

Importers' deta 

Employee share sc 

CGT retirement reli 

res 

BUDGET SECRET 
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Employee share schemes 

Lloyd's 

Section 482 

VED/DERV rates 
7?\\ 

1 Business 

BES 

VAT threshold 

Small companies' CT rate 

IHT 

and practically everything else! 

NOT TO BE COPIED 

7. 	Housing 

BES for building for private en 

Assured tenancies 

Mortgages - residence basis 

Mortgages - home improvement relie 
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• FROM: A C S ALLAN 

DATE: 4 March 1988 

MRS R J BUTLER cc PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr H Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr S Davies 
Mr Mowl 
Mr Pickford 
Miss Simpson 
Miss C Evans 

FSBR: CHAPTER 5 

... The Chancellor was grateful for your minute of 2 March. I attach a 

copy of the text with his comments marked. 

A C S ALLAN 
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)'• 	• 5 Public expenditure 

5.01 The Government's expenditure plans were set out in the Public 
Expenditure White Paper (Cm 288). These plans are summarised in 
Table 5.1. Tbe Budget makes no change to these plans, apart from two 
consequerrels of the tax proposals, described in paragraph 5.04. 

Changes since previous 5.02 Since the last FSBR, extra resources have been allocated to priority 
Budget services such as health, education, law and order, defence and inner cities. 

Provision for social security and local authority current spending has also 
been increased. 

Table 5.1 Public expenditure 
billion 

Other adjustments* 

General  government eN.  
CELT  endituref)---} 

a) (st General government expenditur 
excluding privatisation proc 

real terms (base year 1986-87) 

percentage o GDP 

1986-87. 
Outturn 

1987-88 
Estimated 
outtum 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

444 [46.31 48-5_ _  51.1 53.6 

17.9 [19-71 10-7 21-7 22-7 

18.1 [18.71 19.2 2().0 20-6 

15-7 [17-11 18.0 18-6 192 

15-4 [16.41 17-1 17-5 17-9 

32-0 (33.2) 34-9 36. 1  36-7 

-.4.4  [ - 5.01 - 5.0 - 5-0 - 5.0 

3-5 7.0 10.5 

139-2 [14641 156-8 1671 1761 

17-6 (17-5) (17-51 [171 [17) 

8-0 (8-1) [8.41 (8) 1 9 1 
2-1 

1641 (171-61 [183-01 [193] [201] 

[169-2] 	[168-2] / 	D7 A 	[174*) 

[43 	 [411] 	 41 	 [ 	 [ 

Department 
DHSS - social security 

DHSS - health and  personal social services 

Defence 

Education and science 

Scotland, Wales and Northern Ireland 

Other departments 

Privatisation proceeds 

Reserve 

Public expenditure planning total 

General government gross debt interest* 

* 1989-90 and 1990-91 figures rounded to nearest Ll 

(r) "D 	 3tA:06 CT CO 	1).NT 141_. 
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Public s  ending trends 5.03 The reduction in the burden of debt interest, in unemployment and i 	 

6Aft 	 su si les to industr 1141-ye-lre4p.eri make room 1or41,4eeLmemsmrs while 
Ls? 

	

maintaining thc Government's policy of reducing the share of national — 	
income taken by public expenditure. General government spending 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 1982- 
83 to [41 k per cent] now. This fall is planned to continue. 

Budget measures- 5.04 Two of the Budget measures have consequences for public 
expenditure. In parallel with the abolition of tax relief on new covenants lo  
between individuals, including covenants to students—see paragraph 
the parental contribution scale is being revised for those starting their studies 
from the 1988-89 academic year onwards. This will cost some £20 million 
in 1988-89, rising to £80 million in 1991-92. In parallel with the change in 
the tax treatment of forestry—see paragraph 4. 2there will be an increase 
in grants to forestry estimated to cost about kx million in 1989-90 rising to 
ky million in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to thellanning totals. 

tc_ 

1987-88 outturn 5.05 The latest estimates for the outturn for the planning total in 1987-88, 
which are still subject to some uncertainty, suggest that it is likely to be 

S. k 	about k[146./sibillion, k[2.21billion below the plans shown in the 1987 
public expenditure White Paper and the 1987 Budget and £1091  billion 
below the outtum figure shown in the 1988 public expenditure White 
Paper. A breakdown 6,11 s own in Table 5.2. Of the Reserve of £3.5 billion, 
only £11-4] billionL 	 required to meet additions to departmental 
programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 

19877-88 C 

Plans' 

billion 

Estimated 
outturn 

Outturn 
minus 
plans 

Central government= 108.3 [109.51 [ +1-21 
Local authority= 
of which: 

40- 1  141-01 [ +0-81 

relevant expenditure 31.0 132-21 [ + 1.31 
other current 4-9 15-11 (+0.11 
capital 4.3 1171 l±061 

Nationalised industries and 
other public corporations 1.6 [1-01 [ - 0.61 
Privatisation proceeds - 5.0 [ - 5-01 
Reserve 3.5 [ - 3-51 

Public expenditure planning total 148.6 [1464] ( - 2.2i 

Plansfrom The Government's Expenditure Plans 1987-88 to 199)-91, Cm 56, adjusted for classification 
changes. 

2Excluding finance for nationalised industries and other public corporations. 0175 
1114 NET to Ai F i DEN -T-1 ftL 
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5.06 The major changes between plans and estimated outturn for particular 
programmes arc: 

a net increase of Z[1.21billion in central 	MC 	x enditure-erampl, ,- 
,olean increase of £[061  billion in expenditure by D 	on ealth 
and Personal Social Services (principally reflecting the cost of the 1987 
nurses and doctors and dentists pay settlements),  and higher net payments 
to the European Communities (Z[0.81billion offset by lower payments 
by the Intervention Board for Agricultural Produce (Z[0.3) billion); 
expenditure  by DHSS on social security is now estimated to be 1,[ 
above last y? pTiiishrot this is Z[0.2) billion below the estimate in the M58. 
public expenditure White Paper; 

an overspend of Z[1.4] billion on the plans for local au o t current 
expenditure; 

a net underspend of Z[0.61billion on loc a thority c ital 
reflecting Z[0-4lbillion higher gross spending, more t an o set 

£[ 10] billion higher ca‘pital receipts. [The net underspend is Z[olLgreater 
than that shown in th leifublic expenditure White Paperd 

better results for nationali d indu tries and othe •ublic corporations, by 
Z[0-6] billion, due principally to hig er pro tability o Brins Stee and 
increased capital receipts from New Towns £[021  billion. 

' 

• 

C X nditure, 

Table 5.3 Public expenditure by spending authority 
4 billion 

1986-87 
Oumim 

1987-88 	1988-89 
Estimated 	Plans 
outtu rn  

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 [109-5 114-2 120-2 124.7 

Voted in Estimates 73-4 [77-0 81.0 846 87.6 
other 31-2 [32-6 33-2 35•6 37.1 

Local authorities* 
of which: 

37-9 [41-0 42.6 44.0 45-2 

relevant expenditure 29.4 [32.2 33-2 34.3 35.4 
other current 4.8 15.1 5.4 5.7 5.9 
capital 3-7 [3.7 4.0 4.0 3.9 

Nationalised industries 0.4 [0-4 0-7 0•0 -04 

Other public corporations 0.8 [0.6 0-8 1-0 1•0 

Privatisation proceeds -44 ( - 5-0 -50 -5•0 -50 

Reserve 3.5 7-0 10.5 

Public expenditure planning total 139.2 [146-4) 	15613 1671 1761 

*E. cluding finance for nationalised industries and other public corporations. 

Public expenditure by 5.07 Central government spending makes up about three quarters of the 

spending authority planning total. About 70 per cent of this is voted by Parliament through the 
annual Supply Estimates and covers the expenditure of government 
departments for their own activities as well as their funding of other bodies 
such as the National Health Service. Most of the remainder colisigs oof social 

1 t) grt mr,,c7rAlPf,PLPT)-1:1111D-aFT--tiAT'ahrielf 't,fh4ET tnnt C--77% F-A17-9117. 	 Z 
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copy of the pages on which he had comments. 
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2 he Medium Term Financial 
Strategy 

2.01 The Medium Term Financial Strategy (MTFS) continues to provide 
the framework for the Government's economic policy, as it has done since 
1980. 

2.02 It is intended to bring inflation down further over a period of years, 
and ultimately to achieve price stability. Accordingly, economic policy is set 
in a nominal framework. Monetary and fiscal policies are designed to keep 
the growth of money GDP on a downward trend over the medium term. 
The MTFS is complemented by policies to improve the working of markets 
and the supply side of the economy. By encouraging enterprise, efficiency 
and flexibility, these policies improve the division of money GDP growth 
between output growth and inflation, thus assisting the creation of jobs. 

2.03 Money GDP growth has come down from over 20 per cent at the start 
of 1980 to under 10 per cent last year. At the same timeknflation has fallen 
from over 20 per cent at its peak in 1980 to afeem4 4 per cent last year. In 
real terms the economy has grown steadily at vrourret . 3i per cent a year on 
average since 1983, and is set for a further year of growth at around 3 per 
cent, with inflationic_ . 	 4 per cent. 

Chart 2.1 Money GDP,output and inflation 
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Table 2.1 

Objectives and the framework of policy 
2.04 Policy is directed at maintaining monetary conditions that will bring 
about a gradual reduction in the growth of money GDP over the medium 
term. Table 2.1 shows the intended medium term path for money GDP, 
although there will inevitably be fluctuations around it in the short term. 

t • c • 
Money GDP 0rowth* 

   

1987-88 

91 

 

1988-89  
71 

 

1989-90 

 

1990-91 

6 

 

1991-92  
51 

     

*Per cent change on previous financial year. See Table 2.3 for assumptions on output and inflation. The figure 
for 1988-89 is a forecast; the figures for subsequent years describe the Government's broad medium term 
objectives. 

2.05 Money GDP growth is expected to be around 91 per cent in 1987-88, 
higher than forecast in last year's FSBR.. The division of money GDP 
growth between output growth and inflation was better than forecast, a 
further sign of improvement in the supply performance of the economy. 
Output growth is currently estimated at points above last year's forecast; 
inflation (as measured by the GDP deflator) is estimated to have been about 
1 point higher than forecast. 

2.06 For 1988-89, money GDP growth is forecast to be 71 per cent. Real 
growth is forecast to slow down from its 1987-88 level. The current forecast 
for the increase in the GDP deflator in 1988-89 is a little above the 
projection in last year's MTFS. 

2.07 For the later years, the growth of money GDP is projected to decline 
at much the same rate as envisaged last year. The medium term growth 
projection for the economy as a whole is unchanged from last year's MTFS, 
as is the medium term decline in inflation. 

2.08 A declining path for money GDP growth, as in Table 2.1, requires 
firm monetary policy supported by prudent fiscal policy. Fiscal policy is 
reviewed each year at budget time. Short-term interest rates, which are 
varied more frequently, are used to keep monetary conditions on track. 

Monetary policy 

rate a ainst the deutschemark 
an important financial Jai -Pine 
remained stable against the deu 
following the Louvre accord in February 1987. The discipline of a stable 
exchange rate provides the underpiruiin for the declining path of money 
GDP growth and inflation. 

13"01 	(iinv'4" 2.02“) 
Government wheemomteeeito maintaining a stable exchange rate, 

This provides 
Sterling has 

year, emark throughout the pas 

twoNic 
PkgPt 	e.o.) 

L-1-fra5 2 • z 
fti1/433) 	• 3 

2.101  Achieving these obj tive1s_____  - 	in monetary growth 
. , . 

over the medium term. For 	 as continued to be a reliable 
indicator of monetary conditions, the Government is setting a target range 
for 1988-89 of 1-5 per cent 4.2.-6-per-centi. This is the same as indicated in 
last year's MTFS. -f-This-ii-elte--meme-ari-last-year 2s-raftge-1. The ranges given in 
Table 2.2 for later years are illustrative, but show a steady fall consistent with 
the declining path for money GDP growth. 
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Chart 2.2 Sterling exchange rates 

    

    

Chart 2.3 Velocity of monetary aggregates 
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2.)01., Interest rate decisions are based on a continuous and comprehensive 
assessment of monetary conditions so as to ensure that inflationary  .ressures 
are not accommodated. increases in 
cos s wi not e accommodated by a decline in t e e change rate. 
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Chart 23 Public sector borrowing requirement and privatisation Proceeds 
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------ ---The PSBR pathc 	.15 The PSBR is now assumed to be zero over the medium term: a 
balanced budget. This is a prudent and cautious level and can be maintaine 
over the medium term. It also provides a clear and simple rule, with a good 

/\ 	 pedigree. In practice, there are likely to be fluctuations around this level 
from year to year. On the basis of current privatisation plans, a PSBR of 
zero implies that, even without any privatisation proceeds, it would be only 
1 per cent of GDP. 

2.16 The recent strength of the economy and the buoyancy of government 
revenue have led to a budget surplus over the last year; and without the tax 
reductions announced in 	Budget there would have been, on current 
forecasts, a surplus of4,p3Aec Z7 billiontin 1988-89. Continuing the 
gradualist approach which has always been a characteristic of the MTFS, 

1.;t04;1' 	
only part of this room for tax reductions has been used. The PSBR for 
1988-89 set 	 the expected outturn in 1987-88. 
The PSBR. to be set in future Budgets will as usual be reviewed in the light 
of circumstances at the time. 

Assumptions 2.17 For the period to 1990-91, the public expenditure projections in 
Table 2.4 use the figures for the public expenditure planning total shown in 
the public expenditure White Paper (Cm 288); gross debt interest payments 
are lower than projected in the White Paper, reflecting lower government 
borrowing, while other adjustments are a little higher. It is provisionally 
assumed that general government expenditure will grow by 1 per cent in 
real terms in 1991-92. Decisions on expenditure in 1991-92 will be taken in 
the 1988 Survey. 

2.18 The assumptions about output growth and inflation that underlie the 
revenue projections arc shown in Table 2.3. They are consistent with the 

_figures for money G P growth in Table 2.1. Oil prices are assumed to 
Layerage $15 a barrel in 1988-89 and thereafter to remain broadly unchanged 

in real terms. 0 3 8 4 
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GGBR 

Public corporations' market and 
ovcrscas borrowing --A . S 	-' 	- 	-1 	 - 

3.4  
387 

0•9 

st 	-131 
426 	451 6 

-*fp -1'4 
48Xt 	514% 	sat  

PSBR 

Money  GDP at market prices 
PSBR as per cent of GDP 

Table 2.6 

General government expenditure 

General government receipts 

Fiscal adjustment from previous years2  
Annual fiscal adjustment2  

1987-88  

P- 

Public sector borrowing' 

4 billion, cash  
1986-87 

1 60.0 
•••• 

3 

-24MT2E7infgu6 '-   Tutttc LAXAF2.i 	;  

Table 2.5 	General government  receipts  
k billion, cash 

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

19* 
36 

1991-92 
Taxes on incomes, expenditure and capital 

National insurance and other contributions 

Interest and dividends 

Other receipts 

1 ici.4 

2. 	.4 

6.0 

132. 
2.1 

6 

14.1 
31 
‘ 

14-1 
3%. 

5 

16S 
39 

General government receipts  It 0 -0 173 185 14 5-  2.0$ 244. 
of which 
North Sea tax2  4-8 5 4 4 3 3 
I  General government receipts, and its componen is, are rounded to the 
nearest Z1 billionfrom 1987-88 onwards. 

2  Royalties, petroleum revenue tax (including advance payments) and 
corporation tax from North Sea oil and gas production (before advance 

)1 	corporation tax set),j). This does not correspond exactly to tax receipts 
in the same financial year in respect of North Sea production. See 

footnote 3 to Table 68.3. 

Public sector borrowing 

2.21 The projections of government expenditure and receipts are brought 
together in Table 2.6 to provide projections of the general government 
borrowing requirement (GGBR), the PSBR and the fiscal adjustment. 

2.22 Changes since the 1987 MTFS are discussed in the Annex to this 
chapter. 

Rounded to the nearest ,41 billion from 1987-88 onwards. Further details 	 Means lower taxes or higher expenditure than assumed in 
lines I and 2. 

Conclusion 

2.23 The strength of the economy coupled with fiscal prudence has enabled 

jJ 

	

	Government remains committed to continuing with the policies which have 
the Government to achieve a balanced budget on a sustainable basis. The 

helped to brill: this about, and to maintaining the progress in the medium 
term towards lower inflation, 	lower taxes and public spending as a share 
of GDP. The MTFS provides the financial framework within which the 
policies to achieve these objectives are set. 

BUDGET S EC R 	 ONLY- ti&  

for 1987-88 and 1988-89 are provided in Tables 1.2 and 6.7. 
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Annex to Chapter 2 

Changes since the 1987 MTFS 
Money GDP 2A.1 The growth rate of money GDP is expected to be higher in both 1987-88 

and 1988-89 than envisaged in last year's MTFS, with growth in the GDP deflator 
percentage point higher in both years. Thereafter inflation is projected to decline 

at the same rate as last year. The projection of output growth over the medium 
term in the whole economy is unchanged from last year's MTFS. 

Table 2A.1 Money GDP growth 

Differences from 1987 MTFS projections, percentage points 

1987-88 1988-89 1989-90 1990-91 
+21 +1 + + 

Monetary aggregates 2A.2 The growth of MO in 1987-88 has been within its target range throughout 
the year. The target range for 1988-89Ais the same as the illustrative range given 
last yearl. The illustrative ranges for subsequent years are *also} the same. 

Table 2A.2 The growth of MO 

Per cent changes on a year earlier 

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

1988 MTFS 

1987 MTFS 

5 
1_6 

S1-51, 

1-5 

1-5 

1-5 

0-4 

0-4 

Fiscal projections 2A.3 Table 2A.3 shows changes in the fiscal projections since the 1987 FSBR. 
Additional information on 1987-88 is given in Chapter 6. 

Expenditure 2A.4 The expected undershoot on the planning total in 1987-88 is described in 
Chapter 5. General government expenditure is also lower in 1987-88 than projected 
last year, reflecting the lower planning total. The planning total for 1988-89 
onwards is as in the public expenditure White Paper (Cm 288), which incorporates 
higher figures than assumed last year. The general government expenditure figures 
for the future have also been revised up: but to a lesser extent than the planning 
total, as the lower path now adopted for the PSBR implies substantially lower debt 
intcrcst payments. 

Receipts 2A.5 Revenues in 1987-88 have been much higher than forecast, in large part 
reflecting higher money GDP growth in both 1986-87 and 1987-88. Because of the 
lag between accruals and payments of taxes on corporate profits, the buoyancy of 
the economy over the last year will still be contributing to the growth of revenues 
in 1988-89. North Sea revenues in 1987-88 were slightly higher than forecast, as 
the oil price for much of the year was we)J,  above the assumed level of 815a barrel. 
On the assumption that oil prices remain close to recent levels oil revenues in 
1988-89 are now forecast to be much as projected a year ago. 
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CHAPTER 3 OF THE FSBR. INDUSTRY FORECAST 

• • The Chancellor was grateful for your minute of 4 March. I attach a 

copy of the pages on which he had comments. 

He would be grateful to know 	y, if domestic demand for oil 

fell in 1987, it is expected to 	(albeit "modestly") in 1988? 

Is this a stocks point? 

He also asked when, on the basis 

manufacturing output (ie 5 per cent in 

peak? 

forecast for growth in 

do we regain the 1973 
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The econo  4V-eaellatLY  

lopments and prospects to 
89 

Summary 
3.01 1988 should see growth of 3 per cent, the average rate over the last 
six years, butkirsisipl-y below thc 41 per cent giowth in 1987. Inflation is 

cted to remain low and there are good prospects for a further fall in 
loyment. 

Assumptions 3. 	orecast assumes that fiscal and monetary policies are operated 
wjthj, 	ework of the Medium Term Financial Strate y. As last year, 
it assui 	orth Sea oil prices willEerage S I 5 a barre over the year A 	
ahead, a •e exchange rate will remain close to its current level. 

Demand and activity 3.03 The eco 	y grew strongly in 1987, with GDP growth of 45 per cent 
and manufacturing output growth of 54 per cent. Domestic demand grew 
by just under 4 per cent, the same as in 1986. It is expected to grow at a 
similar rate in 1988, with slightly lower growth of consumer spending being 
offset by markedly faster growth of investment. GDP is forecast to grow by 
3 per cent (34 per cent for no 	1 GDP). 

Inflation 3.04 R.PI inflation 
January 1988, b 

r cent in 1987. It fell to 31 per cent in 
er cent 41, the fourth quarter of 1988. 

Labour market 3.05 Employment has risen strongl Ihe past year, with 
nem loyment falling by half a million—the largest decline since the war. 

010.440/4. 34.44ePa4414:Ced.titOVC 
Unemployment should continue to fall. 

World economy 3.06 GNP in the main industrial economies grew by 	ut 3 per cent last 
year. Some slackening in growth is likely in 1988 	rly in the United 
States, and growth in the main industrialised count 	regate could 
ease slightly to 24 per cent. Industrial production pic "<k-  ')  ongly during 
1987. Associated with this were faster growth in trade 1 ,  *ctures and 
some recovery in industrial materials prices. World trade aCCUICS 

appears to have grown by about 54 per cent in 1987 and sh.v. gy  by a 
similar amount this year. 

UK trade and current 3.07 Both export and import volumes grew rapidly last year: sort 
account moderation in growth is likely in 1988. Following recent revisions t6iie 

surplus on invisibles the current account i n estimated to have been in 
deficit by Z1 billion in 1987. A deficit of 43 billion (5 per cent of GDP) is 
forecrst  for 1988. 
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Chart 3.5 Export shares and import penetration 
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3 The economy: recent developments and prospects to mid 1989 

Oil trade 3.26 There There was a surplus in oil t 
from 1986. Higher oil prices 
a decline in North Sea prod 
further and be close to the cen 
domestic demand for oil may ri 
to fall by billion, to about L 

ade of £4 billion in 1987, little changed__ . 
all in domestic dcrnancçmore than offset 
n 1988 oil production is likely to decline 

of Department of Energy's range while 
odestly. The oil trade surplus is expected 
billion 

Trade prices and the 3.27 The terms of trade, which fell in 	s oil prices declined, improved 
terms of trade again in 1987 as oil prices firmed and as s appreciation offset some 

rise in world commodity prices in the latt14 part of the year. Little further 
change in the terms of trade is d ring the rest of 1988. 

Lnvisibles and overseas 3.28 The latest estimate for the surplus on invisibles in 1987, at JI8  billion, 
assets is as forecast in last year's FSBR. This is the same as thcVn  turn in 1986, 

with increased transfers to the European Communit 	y higher net 
earnings from services and from the UK's net oversea 	he invisible 
surplus seems likely to rise in 1988 partly because of lo 
abroad by North Sea oil companies. 

3.29 The value of the UK's stock of net overseas assets is esti 
provisionally to have been about £90 billion at the end of 1987, 
£20 billion down on end-1986. This decline is largely due to the 
world equity markets and in the sterling value of UK assets in Nor 
America following the fall in the US dollar. 
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Current account 3.30 The current account deficit is estimated to have been £1 billion in 
1987, the improvement over the forecast in last  year's FSBR being due 
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Business' 

of which (i) non-oi business 
(ii) manufacturing 

Private dwellings 2  

X General government 

Total fixed investment 

Per cer 

'Includes investment by public corporations. 

3.37 
contm 
are expe te 
be modest 

2 Includes purchase less sales of land by persons, companies and public 
corporations, other than purchases of council houses. 

rise in stocks in 1987, stock-output and stock-sales ratios 
trend decline of the last eight years. These downward trends 

ntinue in 1988, though, as last year, there is still likely to 
ding. 

Chart 3.8 Stockbuilding 	re of GDP 
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Table 3.5 Gross fixed domestic capital formation 

k billion at 
1980 prices 

Per cent changes on a year earlier 

  

   

Forecast 
1986 1986 1987 1988 

29.8 —3 44 84 

27.8 —2 65 84 
— 54 35 114 

9.6 64 5 2 

7.0 54 — 15 
/2/  I 

.4 0 35 6 

-0 

- -I 

liii °C-CD/  	 •INIRT1 

II. 

2- 

0- 

- 

--2 I F5E3 I l7.2 I 
	

71- I 
	

76 I 	I 781 	1 80 1 	I 8.2 I I 1970 I 

X X 
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Prospects for demand 
and activity 

3.38 GDP GDP growth is likely to mod ate to around 3 per cent (3 
excluding oil) in 1988, close to thi kaverage. 
Domestic demand is forecast to rise at around the same rate in 1988as it 
1987; some slowdown in consumer spending should be offset by buo

1( 
 

investment prospects. But declining North Sea output (and lower oil 
exports) may reduce GDP growth by around 44-4,1 per cent, rather more than 
in 1987.  Manufacturing output is expected to  rise faster than non-oil GDP in 
1988, Is it  goMET  SECRET 

3  ii3411.1A-EcTailf  T ON LY 
NOT TO SOPIED 
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they did in 1986. Over the longer term, high profitability should lead to 
continued growth in investment, capacity and productivity. Together these 
should enhance prospects for controlling industrial costs. 

3.44 Inflation has come down during the first quarter of 1988, aided by 
lower import costs and recent cuts in mortgage interest rates. It may edge up 
a little partly as a result of the Budget proposals and the effects of local 

_ 	 authority rate increases. There will also be some real increases in nationalised 
industry prices following a decline in real terms over the past three years. 
The RPI is forecast to rise by 4 per cent in the year to the fourth quarter of 
198 	t1.1.4-12.›c aryl. cl CI.  C 0_ I n citayt. 	(1.  ? i ) "Ls Oill.ilt +2).  Auvr_ 

 
Table 3.8 	 ices index -b 62-- E 1 1-,0 ot-^-1  L-Itt--r" iLo1/4^ os Vac" za-rt-Lar -  - 

Per cent changes on a year earlier 
Forecasts 

NOT TO BE COPIED 

1987 
Food 	 161 
Nationalised industries 	 6 
Housing 	 15 
Other 	 624 
Total 
	

100 

1987 Q4 
31 
21 
7 
3i 
4 

1988 Q4 

21 
61 

.31  

4 

1989 Q2 

5-3 /1-t 

3 1 1/2_ 

4 

3.45 The GDP deflator measures the price of domestic value adde 
principally unit labour costs and profits per unit of output. It  •  .es not include 
import prices. The GDP deflat 
cent in 1987-88 (a little faster 	

arket prices is 	to rise by 5/per 
ected in the Autumn Statement), 

following an increase of 3% 'per 	t 	86-87. The higher rate of increase in 
1987-88 is accounted for by a recg in North Sea profits, which had fallen 
by over 50 per cent in 1986-87 foll ing the sharp fall in oil prices. The GDP 
deflator is now forecast to rise by 44 per  •  -  1988-89. 

_ 
Productivity and tii-e\ 3.46 Preliminary estimates suggest that 	mployed labour force in Great 

labour market.) Britain rose sharply during 1987; in the yesii ,  to September 1987 it is 
estimated to have risen by 45A00. Self-employment has grown particularly 
strongly, as many more people have taken advantage of the opportunities 
offered by the buoyant economic climate. Total employment has now risen 
by over 14 million since March 1983. 

Table 3.9 Employment 

Thousands, change in GB seasonally adjusted 
Employees in employment 	Self- 	 HM 	CI)  ployed 

Male 	Female 
September 1984 to 

	

September 1985 	 +55 	+200 	 +90 	—3 
September 1985 to 

	

C September 1986 	 —8/ 2.. 	+150 	 +71 	—3 
September 1986 to 

	

September 1987 	 +215 	+225 	 +207* 	—Pi. 	+453 

-,.rzNOT TOoltfOPIED 

employed 	Forces 	la 	force 

* Figures for self-employment after June 1987 are projectisms  basBeDeGETentSEGREWevtous 
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Table 3.10 per head of the employed labour force 

, ges 

1964-73 

Manufacturing 31 
Non-manufacturing' 3 
Whole economy 21 
Non-North Sea economy 21 

to 	 to 	 to 
79 	1979-87 1985 Q4 1986 Q4 1987 Q42  

4 2+ 61 6+ 
li 3i 3+  
2 21 31 31 
2 2+ 31 3i 

22 

2Partly forecast. 'Excludes public services and North Sea oil and gas extraction. 

la, - 

Chart 3.11 Output and productivity 
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3.47 Productivity has also been growing strongly. In 1987 manufacturing 
productivity rose by almost 7 per cent. In the year to 1987Q3 (the latest 
period for which comparable data are available) UK manufacturing 
productivity rose faster than in any othci Illajot indusiiiul country. It has 
now risen by an average of 4 per cent per annum since 1979. Underlying 
growth in labour productivity in manufacturing industry may now be 
higher than in the 1960s. This has been accompanied recently by a substantial 
improvement in capital productivity. Non-manufacturing output per hour 
has risen by about 2 per cent a year since 1979, and by about 21 per cent a 
year since 1983. Output per head has grown less than this, as a result of the 
lar e rise in parr-time employment. 

Ann ua ver 	1984 Q4 	1985 Q4 	1986 Q4 
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cast and outturn 

ble 3.11 compares the main elements of the forecast published in the 
R with the outturn or latest estimate. 

outturn 

1987 	Latest 	Average 
FSBR 	estimate/ errors from 
forecast 	forecast 	past forecasts 

Table 3.11 F 
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Unemployment 
 	- 
3.48 Seasonally adjusted adult unemployment in the UK has fallen in each 
of the last eighteen months. It has now comc down by almost. 650,000 since 
July 1986. Over the same period long term unemployment (over one year's 
duration) has fallen by around 250,000. The improved trend in 

)unemplo ment has been mainly the result of strong growth of output and r  
--etti-pro-yment nemployment should continue to fall in the year ahead.43tre-

y settlements could threaten further progress. 

Total gross 	oduct; per cent 
change betwe 19 	1987 	 3 	4-1 
RP[: per cent inc 	e between the 
fourth quarters of 1986 and 1987 	 4 	4 
Money GDP, per cent change 
between 1986-87 and 1987-88 
Current account of the balance of 
payments in 1987, billion 	 -21 	-1 	3 
PSBR, financial year 1987-88, 	 4 	 5 

of 1987 was in line with the forecast 
co  • 	eticit is now estimated to have 

c data on which the latest 
cry uncertain, it is clear that 

both money and real GDP growth have tz5,en stronger than forecast. The 
PSBR in 198748 is likely to turn out about £1 J  billion lower than last 
year's forecast. This error—which is slightly higher than average errors on 
past forecasts—reflects a combination of lower than expected general 
government expenditure and, in particular, higher than forecast tax 
revenues. 

3.51 This year's forecast is summarised in Table 3.12. 

Risks and uncertainties 

3.52 No forecast is complete without an indication of error m 
Table 3.12 sets out the average errors from past forecasts, alongsi 
forecasts themselves. These average errors provide an indication o 
errors in the current forecast. Those items which represent the relan ly 
small balance between large flows in either direction are particularly s 
to error. For example, the flows on either side of the PSBR, including the 
revenues of the public corporations, arc about 1L 200 1 billion; and for the 
current account of the balance of payments exceed L[1501  billion. 

BUDGET SECRET 	NOT TO BE COPIED 

0 
3.50 Inflation in the fourth guar 
made a year ago while the current 
been rather smaller than forecast. Al 
estimates of GDP in 1987 are based ar 
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PART 2  

CHANCELLOR 

988  A 
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Date: 7 

I have been thinking further about parts 2:9 and 2:10 of 

An alternative presentation might go as follows: 

"Interest rate decisions are taken on a 

comprehensive assessment of monetary conditions 

so as to maintain downward pressure on 

inflation. Increases in domestic costs will 

not be accommodated either by monetary 

expansion or by depreciating the exchange 

rate. 

Exchange rate stability plays a central role 

in both domestic monetary decisions and 

international co -operative arrangements. 	In 

this 	context, 	the Government 	attaches 

particular importance to the exchange rate 

against the Deutschmark." 

2. 	I do not think this loses anything from the presentation we 

have at the moment, but it might fit a little easier with market 

developments and the views in No 10. 

P E MIDDLETON 
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BUDGET CONFIDENTIAL 

FROM: MRS R J BUTLER 
DATE: 7 March 1988 

PS/CHANCELLOR OF THE EXCHEQUER 	cc 	PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr S Davies 
Mr Mowl 
ML Pickford 
Miss Simpson 
Miss C Evans 

FSBR: CHAPTER 5 

I have tried to contact you to discuss your minute of 4 March 

about the possible inclusion in Chapter 5 of a reference to 

the consequential public expenditure saving resulting from the 

increased personal allowances. As you are very tied up I thought 

I had better put pen to paper. 

There are usually a number of Budget measures which have 

consequences for public expenditure but we have not consistently 

sought to present Budgets after taking account of all second 

round effects. Most Budgets have increases in indirect taxes, 

eg higher petrol duty but their expenditure consequences have 

hardly ever been mentioned. 	The savings from the reductions 

in NIS in 1983 and 1984 were mentioned. In 1984, the extension 

of VAT was mentioned as a source of increased costs but it was 

stated that these would be absorbed within existing programmes 

wherever possible. 	Reductions in rates of income tax reduce 

the cost of LAPR and MIRAS but these have never been mentioned. 

The issue seems, 	therefore, 	to have been resolved 

pragmatically. ST estimate the saving to social security from 

any tax changes to be only about £20-25 million, well within 

any margin of error on the social security programme. You will 

want to consider whether you want to go out of your way to 

highlight how little people in low-paid work will gain from 
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sour Budget. DHSS have not been consulted. They may come up 

with a somewhat different costing though they also would probably 

be unenthusiastic about giving prominence to the figure. 

4. 	I have just received your note of today's date about the 

comment on DHSS spending which I will happily incorporate into 

paragraph 5.06. Unfortunately it reached me too late to be 

incorporated into the draft which I gave Mr Richardson to append 

to his minute on 1987-88 outturn this morning but I will pick 

the point up when I next amend the proofs. You may also wish 

to note that the MOD underspend will be shown dS £0 1 billion 

rather than £0.2 billion - the figure was havering close to 

£150 million and the balance has just tipped the other way when 

all the details were worked through. This makes no difference 

to the overall assessment of outturn. 

MRS R J BUTLER 
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FROM: A C S ALLAN 

DATE: 7 March 1988 

CoN Pi(\i AL_ RA7.93 

MRS R J BUTLER cc PS/Chief Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr H Phillips 
Mr Scholar 
Miss Peirson 
Mr Turnbull 
Mr Saunders 
Mr Mowl 
Mr R I G Allen 

FSBR: CHAPTER 5 

The Chancellor has seen Mr Anson's minute to you of 4 March about 

the increase in DHSS spending referred to in paragraph 5.06; he has 

also seen your reply of the same date. 

2. 	He feels, given the figures of £300 million for the pay awards 

out of a total of £475 million, that the wording should say 

"two-thirds of which reflects the 1987 nurses' and doctors' and 

dentists' pay settlements". 

A C S ALLAN 
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MR CULPIN 

Ref 410.. ncs4 

COPY NO. 	OF 

FROM: A C S ALLAN 

DATE: 8 March 1988 

cc PS/Chief Secretary 
PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Odling-Smee 
Mr R I G Allen 
Mr Pickford 
Miss Sinclair 
Mr Riley 
Miss C Evans 
Mr Hudson 
Miss Simpson 
Mr Cropper 
Mr Tyrie 
Mr Call 
PS/IR 
Mr P R H Allen C&E 

BUDGET: PACKAGING 

The 	Chancellor 	has 	seen 	the 	Financial Secretary's 	and 

Economic Secretary's comments on the revised packaging. 	In the 

light of these and on further reflection, he has revised the 

... 	packaging as attached. 

ksk 
A C S ALLAN 
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• 	 ANNEX 

BUDGET PACKAGES 

1. 	Reform and simplification 

Independent taxation 

Higher rate restructuring 

Maintenance & Covenants 

Mortgages  -  residence basis 

Mortgages - home improvement loans 

CGT package 

IHT package 

Capital duty 

Minor reforms/simplifications 

Minor personal allowances 

Lloyd's 

Top slicing relief 

Minor perks (car parking and 3rd party entertainment) 

Reducing Burdens 

Income tax rates & allowances 

CGT package (including CT on company gains) 

IHT changes 

Removal of unjustified tax breaks 

Car benefits etc 

Forestry 

Mortgages - residence basis 

APA for cohabiting couples 

Top slicing 

Keith 

Business 

CT rates & rebasing 

Importers' details 

Business entertainment 

Building societies incorporation 

North Sea changes 



411 
 Employee share schemes 

Lloyd's 

Section 482 

Importers' details 

5. 	Small Business 

BES 

VAT threshold 

Small companies' CT rate 

TNT package 

CGT retirement relief 

Housing  

BES for building for private rent 

Assured tenancies 

Mortgages - residence basis 

Mortgages - home improvement relief 

Other 

Excise duties 

Payroll giving 

PEPs 
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RESTRICTED 
Covering BUDGET CONFIDENTIAL 

FROM: MRS R J BUTLER 
DATE: 9 March 1988 

FSBR: CHAPTER 5 

I attach a copy of the amended proofs of Chapter 5 of the FSBR 

which take on board the estimated outturn figures for 1987-88 

which you and the Chief Secretary agreed yesterday. 

There may be further changes to the GDP figures and the 

GDP deflator which could affect the last two rows of Table 5.01. 

At Mr Odling-Smee's request, I have not emboldened the 

spending authorities in the sub-paragraphs of paragraph 5.06 

as this would, apparently, be out of line with the general editor-

ial style of the document. 

These proofs have to be returned to the printers tomorrow 

(Thursday) and this is the last opportunity for substantive 

amendments. I would be grateful for any further comments you 

may have by noon tomorrow. 

MRS R J BUTLER 
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5 Public expenditure 

5.01 The Government's expenditure plan% were set out in the public 
expenditure White Paper (Cm 288). They arc summarised in Table 5.1. The 
Budget makes no change to these plans, apart from two consequences of the 

tax proposals, described in paragraph 5.04. 

Changes since previous 5.02 Since the last FSBIZ, extra resources have been allocated to priority 
Budget services such as health, education, law and order, defence and inner cities. 

Provision for social security and local authority current spending has also 
been increased. 

01,,tr3  

t if 9-  
tAlrt9v6-.  

Table 5.1 	Public expenditure 

k billion 

1986-87 
Outturn 

Department 
DHSS - social security 44-4 

DHSS - health and personal social services 17.9 

Defence 18-1 

Education and science 15-7 

Scotland, Wales and Northern Ireland 15-4 

Other departments 32-0 

Privatisation proceeds -4.4 

Reserve 

Public expenditure planning total 139-2 

General government gross debt interest* l 7.6 

Other adjustments* 8.0 

General government expenditure* 164.8 

General government expenditure 
excluding privatisation proceeds: \,....., 
1  in real terms (base year 1986-87) 1169 21 

, as a percentage of GDP [43 fl 
■. 

* 1989-90 and 1990-91figures rounded to nearest Z 1 billion. 

1987-88 
Estimated 
outturn 

1988-89 
Plans 

1989-90 
Plans 

46-3 48-5 51•1 

19.7 20-7 21.7 

186 19.2 20.0 

17.1 18-0 18.6 

16.3 17.1 17.5 

33-0 34.9 36.2 

-5.0 -5-0 -5-0 

3.5 7.0 

146.0 156.8 1674 

/17-5/  

A/81413 	/18.n 5.  
A17111  g, 	Af18241$ 
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3 

	

[168.2] 	[17.104-] 
	

[17A] 	[174] 

	

[411] 	[41X1 . 
	[40)n  1/2 	[40] 
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40 

1990-91 
Plans 

53•6 

22.7 

20-6 

19.2 

17.9 

36-7 

-5.0 

10-5 

1764 

	

117X 	i(17,1 

	

j1931' 	1202/ 
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Public spending trends 5.03 The reductionkn the burden of debt interest, in unemployment and in 
subsidies to industry are helping to make room for priority services while 
maintaining the Government's policy of reducing the share of national 
income taken by public expenditure. General government spending 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 
1982-83 to 1411 per cent] now. This fall is planned to continue. 

1987-88 outturn 5.05 The latest estimates for the outturn for the planning total in 1987-88, 
which au, still subject to some uncertainty, suggest that it is likely to be 

expenditure White Paper and the 1987 Budget and L 
Z(1461killion, a2.4billion below the plans shown ina 1987 public 

billion below the 
outturn figure shown in the 1988 public expenditure White Paper. A 
breakdown is shown in Table 5.2. Of the Reserve of 3.5 billion, only 

O' c)  	 
billion has been required to meet additions to departmental 

programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 billion 

Plans' Estimated 
outturn 

Outturn 
minus 
plans 

Central government' 108-3 109•2 +08 
Local authority 
of which: 

40-2 40-9 +07 

relevant expenditure 31.0 32-2 +1.2 
other current 4.9 5-1 +0.1 
capital 4.3 3.7 —06 

Nationalised industries and 
other public corporations 1.6 1.0 —06 
Privatisation proceeds — 5-0 —5O 
Reserve 3-5 — 3.5 

Public expenditure planning total 148-6 146•0 — 2-6 

Plans from The Government's Expenditure Plans 1987-88 to 1989-90 (Cm 56), adjusted for classification 
changes. 

2Excluding finance for nationalised industries and other public corporations. 

Ak.„( 

e,R-AsA wcaltu4' 

5.04 Two of the Budget measures have consequences for public 
expenditure. In parallel with the abolition of tax relief on new covenants  0.0  
between individuals,  including covenants to students (see paragraph 4 the 
parental contribution scale is being revised fork 

This will cost some ke3lamillion 
in 1988-89, rising to Z.,80gillion in 1991-92. In_Rarallel with the change in 
the tax treatment of forestry (see paragraph 1 .k.Slere will be an increase in 
grantsfeeca estimated to cost about  Li  million in 199-90 rising to 
L;million in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to the planning totals. 

Subgr zo/yr/ b-r_A/7 --/A-L.1 147 50 



5  FOR'  pencre  ET443r-9j}GeET-111SfTZS>fg-LY 
 

grtich&tf 	D6 a (avr,  ' 
• 

5.06 The major changes between programme plans and estimated outtum 
for the different spending authorities arc: 

a net increase of £08  billion in central government expenditure: higher 
net payments to the Europcan Communities U0-8 billion) are expected)  	 cr4 	 

.and there ha  .i:e  beend'iicreascAAn DHSS expen iture of 	k0.5billiori on 	 . 

.4,,p-itt.5 
Acalth  Istrcl=p=usoi44.1-se.c-ie4-serotees./ . 	 .  Fre-  Ei  t,„ ■4,:c4%., 

1987 nurses' and doctors' and dentists' pay settlements/-and4{4-3-]-bilhon  relital 
--en-see-441-wrsur4t-yrp-aftry Offset' by lower 'payments by the In' teriCri6611-":5 .„. 
,-Bliard for Agricultural Produce 0071billion) _ 	. -  --ii. 	

-  am  -  '--4: -6-tairwre4r1  
an overspend of al -3/billion on the plans for local authority current 
expenditure; 

a net underspend of £0.6 billion on local authority capital expenditure, 
reflecting L0-4 billion higher gross spending, more than offset by 
L1-0 billion higher capital receipts; 

an improvement of £0-6 billion in the figures for nationalised industries 
and other public corporations, due principally to higher profitability of 
British Steel (L0-4 billion) and/increased capital receipts from new towns 

0-2/billion). 

Table 5.3 	Public expenditure by spending authority 

4 billion 

1986-87 
Outturn 

1987-88 
Estimated 
outturn 

1988-89 
Plans 

1989-90 
Plans 

1990-91 
Plans 

Central government* 
of which: 

104.6 109.2 114.2 1202. 124.7 

Voted in Estimates 7420 76-6 81-0 84.6 87.6 
other 30. t, 32.5 33.2 35.6 37-1 

Local authorities* 
of which: 

37.9 40.9 42-6 44.0 45.2 

relevant expenditure 29.4 32-2 33-2 34-3 35.4 
other current 4.8 5•1 5.4 5.7 5.9 
capital 3.7 3.7 4.0 4.0 3.9 

Nationalised industries 0.4 0.4 0.7 0•0 -0-4 
Other public corporations 0.8 0.6 0-8 1•0 1•0 
Privatisation proceeds - 4.4 -5•0 - 5.0 -50 -50 
Reserve 3.5 7.0 10.5 

Public expenditure planning total 139.2 146.0 156.8 1671 1761 

*Excluding finance for nationalised industries and other public corporations. 

Public expenditure by 5.07 Central government spending makes up about three-quarters of the 
spending authority planning total. About 70 per cent of this is voted by Parliament through the 

annual Supply Estimates and covers the expenditure of government 
departments for their own activities as well as their funding of other bodies 
such as the National Health Service. Most of the remainder consists of social 
security payments paid out of the National Insurance Fund. Spending by 
local authorities accounts for about one quarter of public expenditure. 

ermET ccwF wTiftij 148  51  
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Nationalised industries and other public corporations account for the 
remainder of the total. Table 5.3 gives outturn figures for the last two years 
and the plans as published in the public expenditure White Paper. 

Supply Estimates 5.08 For 1988-89, the plans set out in the public expenditure White Paper 
have now been translated, where appropriate, into detailed control totals in 
Supply Estimates. The total Estimates provision for 1988-89 for which the 
Government is seeking Parliamentary approval is shown in Table 5.4. The 
main Estimates for 1988-89 arc published in a series of booklets on 
15 March 1988 with a Summary and Guide (Cm 328) which explains the 
Supply procedure and summarises the Estimates. It also explains how they 
relate to the public expenditure planning total. 

-4{ % s AtoolvE two 

 

5.09 Of the £108.3 billion included in the Supply Estimates, £83.0 is direct 
public expenditure. The remaining L25.3 billion does not feature directly as 
public expenditure because it consists of grants to local authorities and 
finance for other bodies whose spending is counted as public expenditure. 
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 financial year. 

Table 5.4 Supply expenditure 
billion 

  

1986-87 1987-88 	1988-89 

Final 	 Expected. 	Provision 
outtum 	outtum 

  

Expected outtum 
in 1987 Budget 

    

Main Supply Estimates 99.1 99•1 104.5 108•3 

Supplementaries and net underspending 2.8 2.4 0.9 

Total Supply expenditure 101.9 101.5 105.3 

(public expenditure element) (77.3) (7,j) (79.5) 
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FROM: A C S ALLAN 

DATE: 10 March 1988 

 

MRS R J BUTLER 

 

cc PS/Chief Secretary 
PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr H Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Pickford 
Miss Simpson 
Miss C Evans 
Mr Cropper 

FSBR: CHAPTER 5 

The Chancellor was grateful for your minute of 9 March. He had the 

following comments on the text: 

The side heading for paragraph 5.04 should read "Budget 

consequentials". 

The first sentence of paragraph 5.04 ("Two of the Budget 

measures have consequences for public expenditure") 

should be deleted. 

The first indent of paragraph 5.06 should be redrafted to 

read: 	"4L net increase of £0.8 billion in central 

government expenditure: 	higher net payments to the 

European Communities (£0.8 billion) are expected, partly 

offset by lower payments by the Intervention Board for 

Agricultural Produce (£0.2 billion); and there has been 

an increase of £0.5 billion in DHSS expenditure on 

health, two-thirds of which reflect the 1987 nurses' and 

doctors' and dentists' pay settlements;" (the references 

to MOD expenditure should not be included). 

A C S ALLAN 
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CONFIDENTIAL 

 

FROM: A C S ALLAN 

DATE: 10 March 1988 

MRS R J BUTLER 

 

cc PS/Chief Secretary 
Mr Anson 
Mr H Phillips 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Pickford 
Miss C Evans 

FSBR: CHAPTER 5 

The Chancellor was grateful for your minute of 7 March, and is 

content not to include any references to social security 

consequent ials. 

A 

A C S ALLAN 
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Public spending trends 5.03 The reductiorkn the burden of debt interest, in unemployment and in 
subsidies to industry are helping to make room for priority services while 
maintaining the Government's policy of reducing the share of national 
income taken by public expenditure. General government spending 
excluding privatisation proceeds has fallen from 47 per cent of GDP in 
1982-83 to 141 per cent] now. This fall is planned to continue. 

Budget consequences 5.04 Tvv of the Budget measures have consequences for public 
expenditure n parallel with the abolition of tax relief on new covenants in  

	

KM,/ Ski411,XS, 	between in ividuals, including covenants to students (see paragraph 44 - the 
parental contribution scale is being revised fork-hose-st*Fting-tircir ttVics- 

This will cost some Zaarriillion 
GO. 

in 1988-89, rising to kOmillion in 1991-92. In,Earallel with the change in 
the tax treatment of forestry (see paragraph 4.crc will bs an ticrease in 

	

Jbi C4vm.411:A.al worxtia4C 	grants 	" 	; estimated to cost about k million in 198r-90 nsing to 
Limil ion in 1991-92. The expenditure arising from these changes will be 
charged to the Reserve and will not add to the planning totals. 

1987-88 outturn 5.05 The latest estimates for the outturn for the planning total in 1987-88, 
which as  still subject ilo some uncertainty, suggest that it is likely to be a  46/Pion, 42.4billion below the plans shown in,,te 1987 public 
expenditure White Paper and the 1987 Budget and 	billion below the 
outturn figure shown in the 1988 public expenditure White Paper. A 
breakdown is shown in Table 5.2. Of the Reserve of Z3.5 billion, only 

0'5 	 billion has been required to meet additions to departmental 
programmes. 

Table 5.2 Comparison of plans and estimated outturn for 1987-88 

1987-88 ,C billion 

Plans' Estimated 
outturn 

Outtum 
minus 
plans 

Central government= 108-3 109.2 +08 
Local authority= 
of which: 

40-2 40-9 + 0-7 

relevant expenditure 3F0 32.2 + 1.2 
other current 4-9 5.1 +0.1 
capital 4.3 3.7 -06 

Nationalised industries and 
other public corporations 1.6 1-0 -0.6 

Privatisation proceeds -5.0 -50 

Reserve 3.5 -3.5 

Public expenditure planning total 148-6 146-0 -26 

I  Plans from The Government's Expend:rim. Plans 1987-88 re 1989-90 (Cm 56), adjusted for classification 
changes. 

- 
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6:(WY NO 	OF 16 
FROM: A C S ALLAN 

DATE: 10 March 1988 

MR HIBBERD cc Sir P Middleton 
Sir T Burns 
Mr Odling-Smee 
Mr Peretz 
Mr Sedgwick 
Mr R I G Allen 
Mr Pickford 
Miss Simpson 
Mr Hudson 
Mr Allum 
Miss C Evans 

CHAPTER 3 OF THE FSBR: THE INDUSTRY ACT FORECAST 

The Chancellor was grateful for your minute of 9 March. He was 

content with the various points in your cover note, except that he 

wishes paragraph 3.08 to begin "Sterling has shown considerable 

stability against the Deutschmark over the past year". 

	

2. 	On further reflection, and after seeing the briefing on the 

Q4 balance of payments figures, he now wishes to show a current 

account deficit of £4 billion in 1988, based on a smaller 

invisibles surplus, of £81 billion. This will mean consequential 

amendments to paragraphs 3.07 and 3.30 and to Tables 3.4 and 3.12. 

The deficit should be described as "less than 1 per cent of GDP". 

	

... 3. 	I attach a copy of the pages on which he had drafting 

comments. 

A C S ALLAN 



,1.0 l■ V I • •■ I 	V I.. 	%.,J 16. I I.. 1 167 II IV III L. I 

:3 The economy: recent 
deve4opments and prospects to 
mid-1989 

Summary 
3.01 Growth should be around 3 per cent in 1988, close to the average rate 
over the last six years, but significantly below the 41 per cent growth in 
1987. Inflation is expected to remain low and there are good prospects for a 
further fall in unemployment. 

f Assumptions 3.O The forecast assumes that fiscal and monetary policies are operated 
wit in the framework of the Medium Term Financial Strategy. It assumes rate that North Sea oil prices and 	Ang  remain close to recent levels. 

lite oxii41410. iit_k_b 
Demand and activity 3.9,1 The economy grew strongly in 1987, with GDP growth of 4+ per cent 

and manufacturing output growth of SI per cent. Domestic demand gatisa 7752- 
by just under 4 per cent, the same as in 1986. It is expected to geerLirp-at a 
similar rate in 1988, with slightly slower growth of consumer spending 
being offset by markedly faster growth of investment. GDP is forecast to 
grow by 3 per cent (3+ per cent for non-oil GDP). 

Inflation 3.11? RN inflation averaged just over 4 per cent in 1987. It fell to 3+ per cent 
in January 1988, but is forecast to return to 4 per cent in the fourth quarter of 
1988. 

Labour market 3.4. Employment has risen strongly over the past year, with 
unemployment falling by half a million—the largest decline since the war. 
Unemployment should continue to falliflas 

World economy 3.0S—ONP in the main industrial economies grew by about 3 per cent last 
year. Some slackening in growth is likely in 1988 particularly in the United 
States, and growth in the main industrialised countries in aggregate could 
ease slightly to 2+ per cent. Industrial production picked up strongly during 
1987. Associated with this were faster growth in trade in manufactures and 
some recovery in industrial materials prices. World trade in manufactures 
appears to have grown by about 51 per cent in 1987 and should grow by a 
similar amount this year. 

UK trade and current 3.06 Both export and import volumes grew rapidly last year: some , 
account moderation in growth is likely in 1988. Following recent revisions to the 

surplus on invisibles the current account is now estimated to have been in 
deficit by £11 billion in 1987. A deficit of 

	
is 

forecast for 1988. 
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Exchange rates 3.08 Sterling has b 	ici44. against the itfeutschemark over the past year. 
There was an inflow o S20 eillion into the reserves in the year to February. 
Following the Louvre accord the dollar remained stable against the major 
currencies for much of 1987, before falling further towards the end of the 
year. It has risen slightly in the early months of 1988, in the wake of the G7 
statement just before Christmas and improved US trade figures. 

Interest rates 3.09 Short-term interest rates in the UK fell from 11 per cent at the 
beginning of 1987 to 9 per cent in July. They rose to 10 per cent in August, 
but came down again to 8i per cent in the immediate aftermath of October's 
stock market collapse. Following the restoration of more settled markets 
earlier this year short-term interest rates returned to around 9 per cent. 
Longer term interest rates have followed a similar profile to short-term rates 
but with smaller fluctuations. In recent weeks they have been apauott 9 per 
cent. 

Financial condition 

a. kite 
&Nei' 

Chart 3.1 Interest rates in the UK 

• 

Narrow money 3.10 MO growtli which fell in early 1987, rose rapidly in the summer 	. Sikerla 
reflecting lower interest rates. It .alay Mor -vc to the top ot or outside it target 
range in the early part of the financial year-bitt-s.hrytiirl-be-within-t14-1-6 
pef-6erff-Faffre4a+er-41-the-yet-n- frebn-e 	 41.titt41 Lk. A 

Broad money 3.11 M4, which includes the liabilities of both banks and building societies, 
has grown at close to 16 per cent over the past year. As in recent years there 
has been a sharp fall in its velocity. 1244 17  
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be helped by stronger commodity prices, and hence export earnings. Total 
world trade in 1988 is forecast to continue to grow at close to the rate 
experienced in 1987. 

- )(Relative costs and prices 3.2  OP  Jana labour costs in manufacturing rose only slightly in 1987, at a 
simi r r tc to the average in the other major economies, with rapid 
productivity growth largely offsetting a continuing high level of pay 
increases. Despite some appreciation of sterling agaiw,t-61egi idgibrr-the UK's 
cost competitiveness remains clearly more favourable than in 1984 and 1985 
before the fall in world oil prices. The maintenance of competitiveness in the 
year ahead will depend on success in continuing to restrain unit cost 
increases. 

Table 3.2 The exchange rate and cost competitiveness 
Sterling index 	 Relative unit labour costs' 
(1975=100) (C--....A—ft ev-,zr (1980=100).- 

1985 Q4 80 88 
1986 Q4 68 71 
1987 Q4 75 80 

I Ratio of UK manufacturing sector's costs to those overseas. 

Trade volumes (goods 3.23 Non-oil export volumes rose by 7 per cent in 1987. Manufactured 
other than oil) exports rose particularly strongly, reflecting renewed growth in world trade 

and the UK's strong competitive position. Non-oil export volumes are 
forecast to rise in 1988 by a further 5 per cent. 

cA„.fN - 5 ) 	3.24  The UK increased its share of world trade in manufactures slightly in 
1987 Its volume share has remained broadly stable since 1981, in marked 
contrast to the previous long-term decline. This improved performance is 
forecast to continue in 1988. 

Table 3.3 Visible trade 

Per cent changes on previous year 
All goods 	Goods less oil 

Export 	Import 	Terms of 	Export 	Import 	Terms of 
volume 	volume 	trade' 	volume 	volume 	trade' 

1986 3+ 6+ —5 4 6 — i 
1987 51 7+ 1 7 8+ 1 
1988 Forecast 3+ 61 i 5 6+ 1 
I  Ratio of UK export average values to import average values. 

X 

3.25 Non-oil import volumes fell unexpectedly in early 1987, but rose 
during the rest of the year, and were 8+ per cent higher than in 1986. The 
increases were widespread lwith higher imports of materials andcapital 
goods reflecting the strong growth of UK production, stocks and 	- 
investment. Consumer goods imports also rose in response to the rise in 
consumer spending. The volume of imports is forecast to rise less rapidly 
through the year ahead as output growth slows. 
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1111 Chart  3.5 Export shares and import penetration 

Oil trade 3.26 There was a surplus in oil trade of k4 billion in 1987, little changed 
from 1986. Higher oil prices and a fall in domestic demand for oil more than 
offset a decline in North Sea production. In 1988 oil production is likely to 
be below its 1987 level and close to the centre of the Department of Energy's 
projected output range while domestic demand for oil may rise modestly. 
The oil trade surplus is expected to fall by Zli billion, to about £21 billion. 

Trade prices and the 3.27 The terms of trade, which fell in 1986 as oil prices declined, improved 
terms of trade again in 1987 as oil prices firmed and as sterling's appreciation offset some 

rise in world commodity prices in the latter part of the year. Little further 
change in the terms of trade is assumed during the rest of 1988. 

Invisibles and overseas 3.28 The latest estimate for the surplus on invisibles in 1987, at Z8 billion, is 
assets slightly below the outturn in 1986, with increased transfers to the European 

Community only partly offset by higher net earnings from services and from 
the UK's net overseas assets. The invisible surplus seems likely to rise in 1988 
partly because of lower net payments abroad by North Sea oil companies. 

3.29 The value of the UK's stock of net overseas assets is estimated 
provisionally to have been about Z90 billion at the end of 1987, some 
Z20 billion down on end-1986. This decline is largely due to the fall in 
world equity markets and in the sterling value of UK assets in North 
America following the fall in the US dollar. 	C4 atte  61.1_er) 

Current account 3.30 The current account deficit is estimated to have bee Zli billion in 
1987, the improvement over the forecast in last year's FS 	being due to 

--------1 decline in the oil surplus. The deficit on non-oil trade is forecast to show 

the unexpected strength of exports of manufactures. A deficit of 	s ilhion 
per cent of GDP) is forecast for 1988, largely as a result of the projected 

little further change from the level in the second half of 1987. 

22 
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1986 —54- 4 —7 
1987 —61 z 4 —71 
1988 Forecast —81 21 —61 
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Table 3.4 Current account 

billion 

Manufactures 	Oil 	Other 	Invisibles 	Current 
goods 
	 balance 

Demand and activity 

3.31 The UK economy grew by 4i per cent in 1987. Growth was strong 
throughout the economy: manufacturing output rose by 5-1-per cent, 
construction output by 8 per cent and output of the service industries by 
51 per cent. 

Personal sector 3.32 Consumers' expenditure is now estimated to have risen by 5 per cent in 
expenditure 1987, slightly less than in 1986. 	 was faster 

than the 3f per cent growth in real personal disposable inco 	an the 
savings ratio once again fell. 

3.33 A number of factors could account for the decl e in the savings ratio 
in recent years. Inflation has been at a low level no experienced since the 
1960s. Recent increases in real house prices and equity prices up to 
October 1987 may also have contributed. 	employers have taken so- 
called "holidays" on their contributions to employees' pension funds? 440E --Km.A. 
score as reduced personal saving. 

Chart 3.6 Personal savings ratio 

1..wv_17.D 
P'olc LAE 11- 

F- I1Ff k1 L- 	3.34 Personal borrowing rose further during 1987, in large part reflecting 

increase, despite the October share price far (CIA.ak 3.7 ) 
creased mortgage borrowing. But personal financial assets showed a larger 
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3.37 Current estimates suggest that manufacturing investment grew by 6  
3+ per cent last year, while total non-oil business inve tm nt grew by/ 
cent. Thc latest DTI Investment Intentions Survey 	a strong ick.-- 

1?

in manufacturing investment growth, to about 11 per cent in 1988. e 
anuary CBI Industrial Trends Survey, the first full enquiry since the fall in 

share prices, confirms that prospect, with a near record balance of 
manufactur 	firms expecting to increase investment. On the basis of the 
DTI Sur 	ther steady growth, of about 6 per cent, is expected in non- 
manufac 	•  business investment. This outlook for company investment is 
consistent with the recent and prospective buoyancy in output, real 
profitability/ and company finances, and it will add to industrial capacity. 
North Sea investment fell by about Li billion in 1987 and is expected to 
show little change in 1988. 

Table 3.5 Gross fixed domestic capital formation 

billion at 
1980 prices 

1986 

Per cent changes on previous year 

1986 1987 
Forecast 

1988 

Business' 29.8 —3 411 8+ 

of which (i) non-oil business 27-8 —2 6/ 8+ 
(ii) manufacturing 7.1 — 5+ 3+ 11+ 

Private dwellings2  9-6 6/ % 6V1_ 2 

General government 7.0 51 1 

Total fixed investment 46-4 0 3+ 6 

'Includes investment by public corporations. 	 2 Includes purchase less sales of land by persons, companies and public 
corporations, other than purchases of council houses. 

3.38 Despite a rise in stocks in 1987, stock-output and stock-sales ratios 
continued their trend decline of thc last eight years. These downward trends 
are expected to continue in 1988, though, as last year, there is still likely to 
be modest stockbuilding. 
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Prospects for demand 3.39 GDP growth is likely to mo  s  crate to around 3 per cent (31 per cent 
and activity excluding oil) in 1988, close to th averageosaviheines46431. Domestic 

demand is forecast to rise at arou the same rate in 1988 as in 1987; some 
slowdown in consumer spending should be offset by buoyant investment. 
But 	declining North Sea output (and lower oil exports) may reduce GDP 
growth ba-0)1 per cent, rather more than in 1987. Manufacturing output is 
expected to rise faster than non-oil GDP in 1988, as it did in 1987. 

Table 3.6 Domestic demand and GDP 

Per cent changes on a year earlier 

Forecasts 

1987 1988 1989 H1 
Domestic demand 4 4 21 
Exports of goods and services' 51 (61) 4) 21 (r 3112-  
Imports of goods and services' 71 (81) 5t)41 (4t5 /1.7. 
GDP'-2  41(41) 3(3k) 21 (3) 
Manufacturing production 51 5 21 

tCort-oil shown in brackets. 

2  Average measure. 

Inflation 
3.40 The annual rate of inflation as measured by the RPI was 4.1 per cent in 
1987Q4, in line with the forecasts in the 1987 FSBR and Autumn Statement. 
The average rate for 1987 as a whole was 4.2 per cent. Last year was the first 
time in 23 years that inflation was lower than the grow - 	', which is 
now estimated at 4-3 per cent. 

Chart 3.10 Annual increases in the RPI 

3.41 Pay settlements in manufacturing industry recorded by the CBI show a 
fall of about 1 percentage point between the 1985-86 and 1986-87 pay 
rounds. There was a similar picture in the services sector. Average earnings, 
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boosted by record overtime working in manufacturing, rose by 8 per cent. 
But unit labour costs in manufacturing were broadly unchanged in 1987, 
reflecting a sharp increase in labour productivit 

Chart 3.11 Unit labour costs in manufacturing 
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Prospects 3.42 It is difficult to discern a reliable trend in recent priva 	ector pay 
settlements. T v ha been markedly lower than thexacerit high growth in 
earnings, whi 	c 	record overtime working an7bonus payments. 
Recent data suggest that settlements may turn out a little higher in 1988 than 
in 19871 but overtime working (and overtime earnings) should fall as 
economic growth moves back closer to trend. 

3.43 In 1987 rapid growth in productivity meant that manufacturing unit 
labour costs rose only fractionally, in line with other major industrial 
countries. Continued growth in underlying productivity should mean that 
manufacturing unit labour costs grow only slowly in 1988, though in other 
major industrialised countries no unit labour cost growth at all is forecast. 

Table 3.7 Costs in manufacturing 

X Per  cent changes on/previous year 

Unit labour 
costs 

Cost of materials 
and fuel' 

Estimated total 
unit costs2  

Output 
prices' 

1986 4 —11 41 
1987 5 1+ 41 

1988 Forecast 2 /-2 111 4 1/7- 

Producer prices excluding food, drink and tobacco industries. 	 2  Including costs of bought-in services. 
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3.44 Manufacturers' profit margins rose significantly in 1987 for the third 
year in succession. There may be further increases in 1988 if producers take 
some advantage of falling import costs to raise profits, as they did in 1986. 
Over the longer term, high profitability should lead to continued growth in 
investment, capacity and productivity. Together these should enhance 
prospects for controlling industrial costs. 

• 

3.45 Inflation has comc down ci
lf)

4i.F.wg the first quarter of 1988, aided by 
lower import costs and recent cuts in mortgage interest rates. It may edge up 
a little, partly as a result of the Budget proposals and the effects of local 
authority rate increases. There will also be some real increases in nationalised 
industry prices following a decline in real terms over the past three years. 
The RPI is forecast to rise by 4 per cent in the year to the fourth quarter of 
1988. With substantial cuts in income tax, the tax and price index (TPI) is 
likely to rise more slowly than the RPI during 1988. By the fourth quarter 
of 1988 it is likely to be /134 per cent higher than a year earlier. 

Table 3.8 Retail prices index 

Per cent changes on a year earlier 

Weight in Forecasts 

 

1987 1987Q4 1988Q4 1989Q2 

Food 161 31 2 
Nationalised industries 6 2i 6+ 5:1 
Housing 15 7 63/4  
Other 621 3i 3+ 3+ 
Total 100 4 4 4 

t 3.46 The GDP deflator measures the price of domestic value adde 
principally unit labour costs and profits per unit of output. It does' hot include 
import prices. The GDP deflator at market prices is estimated to have risen by 
5 per cent in 1987-88 (a little faster than expected in the Autumn Statement), 
following an increase of 31 per cent in 1986-87. The higher rate of increase in 
1987-88 is accounted for by a recovery in North Sea profits, which had fallen 
by over 50 per cent in 1986-87 following the sharp fall in oil prices. The GDP 
deflator iszmiovr forecast to rise by 41 per cent in 1988-89. 

Productivity and the labour market 

3.47 Preliminary estimates suggest that the employed labour force in Great 
Britain rose sharply during 1987; in the year to September 1987 it is 
estimated to have risen by 453,000. Self-employment has grown particularly 
strongly, as many more people have taken advantage of the opportunities 

. offered by the buoyant economic climate. Total employment has now risen 
by Over 	million since March 1983. 

/8 
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Table 3.9 ,(Amployment 

Thousands, c,14,a4+ge-iti,G easo ICIFT; 

Employees in employment Self- 	 HM 	Employed 
employed 	Forces 	labour force 

  

Male Female 

September 1984 to 
September 1985 +55 +200 +90 —3 +343 

September 1985 to 
September 1986 —82 +150 +71 —3 +136 

September 1986 to 
September 1987 +25 +225 +207' —4 +453 

hgures for self-employment after June 1987 are projections based on sey-employment growth over the previous _roc years. 

3.48 Productivity has also been growing strongly. In 1987 manufacturing 
productivity rose by almost 7 per cent. In the year to 1987Q3 (the latest 
period for which comparable data are available) UK manufacturing 
productivity rose faster than in any other major industrial country. It has 
now risen by an average of 4 per cent per annum since 1979. Underlying 
growth in labour productivity in manufacturing industry may now be 
higher than in the 1960s. This has been accompanied recently by a substantial Mae. 
improvement in capital productivity. Non-manufacturing output per otfir-- 
has risen by about 2 per cent a year since 1979, and by about 2-i- per cent a vit.  
year since 1983. Output per head has grown less than this, 4&- 1 -46644t—A the 
large rise in part-time employment. 

Chart 3.12 Output and productivity 
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Per cent changes  

Annual averages  

1964-73 1973-79 1979-87 

Manufacturing 3* 4 
Non-manufacturing' 3 1 11 
Whole economy 21 11 2 
Non-North Sea economy 21 2 

1984 Q4
3 

to 
1985 Q4 L.....  

2* 

X 3/4 
X 5l4 
24 I 

1985 Q4 
to 

1986 Q4 
to 

1986 Q4 1987 Q42  
61 6i 
31 3* 
3* 3* 
3* 31 

Total gross domestic productKper cent 
change between 1986 and 1987) 

RPI/(per cent increase between t e 
fourth quarters of 1986 and 1987 

Money GDP/per cent change 
between 1986-87 and 1987-88) 
Current acco unt of the balance of 
payments .iA.1987, Z billion) 

3 4.1 i 

4 4 11 

71 9i 11 

—2k —11 3 
PSBR/ finenc-ia4-1,oes4 987-88, Z billion" 	4 	1 1-3 	- I 4.  

11----1--117L—IQPT11- 1 
	

■ 

• 
Table 3.10 Output per head of the employed labour force 

U 14- 
ON fiD31)(51'P  

cl  (1S 

'Excludes public services and North Sea oil and gas extraction. 	 2Partly forecast. 

3  Fev-r...." 	t9Flt (.5? 	ckel cjirlAiN L0k its/ 	 cti-4-tv- A-Lot 	 fi Au. 

Unemployment 3.49 Seasonally adjusted adult unemployment in the UK has fallen in each 
of the last eighteen months. It has now come down by almost 650,000 since 
July 1986. Over the same period long term unemployment (over one year's 
duration) has fallen by around 250,000. The improved trend in 
unemployment has been mainly the result of strong growth of output and 
employment. Unemployment should continue to fall in the year ahead. But 
excessive pay settlements could threaten further progress. 

Forecast and outturn 

3.50 Table 3.11 compares the main elements of the forecast published in the 
1987 FSBR with the outturn or latest estimate. 

Table 3.11 Forecast and outturn 

1987 	o&atest 	Average 
FSBR 	estimate/ errors from 
forecast 	-1efeetmt- 	past forecasts 

3.51 Inflation in the fourth quarter of 1987 was in line with the forecast 
made a year ago while the current account deficit is now estimated to have 
been rather smaller than forecast. Although the data on which the latest 
estimates of GDP in 1987 are based are still very uncertain, it is clear that 
both money and real GDP growth have been stronger than forecast. The 
PSBR in 1987-88 is likely to turn out about LP/ billion lower than last 
year's forecast. This error—which iOligholy higher than average errors on 
past forecasts—reflects a combination of lower than expected general 
government expenditure and, in particular, higher than forecast tax 
revenues. This is discussed in more detail in Chapter 6. 

3.52 This year's forecast is summarised in Table 3.12. 
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Table 3.12 The prospects: summary 

Forecast 	 Average errors 
from past 

1986 to 1987 	1987 to 1988 	forecasts 1  

percentage 
per cent changes 	 points 

Output and expenditure at 
constant 1980 prices 
Domestic demand 	 4 	 4 	 1 

of which: 
consumers' expenditure 	 5 	 4 	 1 

general government consumption 	 0 	
.2;  k V2- 	 1 

fixed investment 	 31 	 6 	- 	 21 

change in stockbuilding (as per cent of 
level of GDP) 	 XO 	0 	 1 

Exports of goods and services 	 51 	 3, . 	 11 

Imports of goods and services 	 71 	 6 1/2. 	 21 

Gross domestic product: total 	 41 	 3 	 / 
4 

manufactui ing 	 51 	 5 	 11 

Inflation 
Retail prices index per cent changes 

  

1987 Q4 to 1988 Q4 	 4 	 11 

1988 Q2 to 1989 Q2 	 4 	 11 

Deflator for GDP at market prices 	 per cent  changes on  a year  earlier 

Financial year 1987-88 	 5 	 i 
Financial year 1988-89 	 41 	 11 

Money GDP at market prices 	 Z billion 2  

Financial year 1987-88 	 424 (91) 

Financial year 1988-89 	 45f,(71) 
6 

Balance of payments on current account 	 J billion  

1988 
1989 first half (at an annual rate) 	 1 :1 	+ 

31 

4 

 

PSBR 	 ,Z billion 3  

Financial year 1987-88 
Financial year 1988-89 

The errors relate to the average differences (on either side of the central 
. figurc ) between forecast and outturn over the last ten years. 

2  Per cent change on previous financial year in brackets; average error 

shown relates to the forecast of the percentage change. 
3  Per rent of GDP at market prices shown in brackets. 
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MISS SINCLAIR 

REF- : Ics Pt / 114 6 
COPY NO. 	OF Ig. 

FROM: A C S ALLAN 

DATE: 10 March 1988 

cc PS/Financial Secretary 
Sir P Middleton 
Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Odling-Smee 
Mr R I G Allen 
Mr Picktord 
Mr Riley 
Miss Simpson 
Miss C Evans 
Mr Hudson 

PS/IR 
MR P R H Allen - C&E 

FSBR: CHAPTER 4 

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

... agrees with the points in your covering note. I attach a copy of 

the pages on which he had comments. 

2. 	He had a few separate comments on the redrafted paragraphs 

on CGT (paragraphs 30-32 in the Annex). 

(i) Do the costings in paragraph 31 assume annual indexation 

of the exempt amount? They should. 

It looks odd to give figures for 1990-91 and 1991-92 for 

the measures in paragraphs 31 and 32, but not for the 

measure in paragraph 30. 	Do we need these figures at 

all? 

He feels it is absurd to include the sentence "Estimates 

of cost take account of the likely effect of this measure 

on the volume and timing of disposals." three times - 

especially in the context of the reduction in the exempt 

slice. 	He feels it should be included just once, to 

govern the entire CGT package. 

fhr ACS ALLAN 
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Budget tax proposals 

V`) 

Income tax 

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

he main income tax personal allowances and the limit of the basic 
will be increased by twice the amounts due under the statutory 

provisions (based on the increase of 3.7 per cent in the RPI in the 
yea o 	.mbei 1987). This will mean that: 

the igk 	son's and wife's earned income allowances will rise by £180 
from 	L265: 

the marri 	.ance will rise by £300 from £3795  to £4095; 

the additio 	ial allowance and widow's bereavement allowance 
will rise by 	2 	kl 370 to £1 490; 

the age allowance for those aged 65 to 79 will rise by £220 from £2960 
to £3 180 (single) and by £360 from £4 675 to £5 035 (married); 

the age allowance for those aged 80 and over will rise by £240 from 
£3070 to £3310 (single) and b £360 from £4845 to £5205 (married); 

the income limit for age al 
£10600. 

will rise by £800 from £9 800 to 

4.0?The dependent relative allow' 	Etito-to44.4.:Dthe housekeeper 
allowance&and the allowan or to services of a son or daughter& 
4.103will be abolished. 

4.04 From 6 April 1989 an unmarried co i.e will not be entitled to more 
than one additional personal allowance. 

ille basic rate limit will rise from £17 900 to £19300 of taxable 
income. 

  

  

4.06 The basic rate of income tax will be reduced to 	nt. 

4.07 There will be a single higher rate of income tax o 

Life assurance premium 4.08 The rate of premium relief for life assurance policies ta 	ou before 
relief 14 March 1984 will be reduced to 12i- per cent from 6 April 1 

Benefits in kind 4.09 Car benefit scale charges for 1988-89 will be set at twice thei 
levels. 

Mortgage interest relief 4.10 For loans taken out from 1 August 1988, tax relief will be limited t. 
interest on £30 0(K) per residence, regardless of the number of borrowers_ 
Relief on new loans for home improvements will be abolished from 
6 April 1988. So will relief on new loans for the purchase of residences for 
depende it  rclinvictitItlyogVerplemated pousNOT  TO BE  Cptrip 
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Charitab1e giving 

Covenants 

Iro 	tgl ! rb Vieo F  S

-  UDGET-LiSTeNt  

Maintenance payments 

Lt. 

(ii 6treicoiN4  

Cf/X:itvirrS. 
equity plans 

Employee share schemes 

Lloyd's 

tt&teeS Trusts 

teut  0014tita,611g(Vns 

Met ofeetca sma_ 
4;11 Vwctgit.k Was 

bgaL  

4.11 The tax treatment of covenants will be reformed and simplified. 
Non-charitable covenants made by individuals on or after Budget day will ' 
no longer attract tax relief, and income from such covenants 444044e.-afte* 

..13.414fic.;-€61/ will not be taxable in the hands of the recipient. Covenants to 
charities will not bc affected, nor will non-charitable covenants made before 
Budget day. 

4.12 The limit on charitable donations qualifying for tax relief under the 
payroll giving scheme will be doubled from £120 to Z240 a year from 
1988-89. 	

„!( 	tPutii i  

ti

4.13 The tax treatment of maintenance pa mentydill be reformed. People p  eceive maintenance payments unde mo9new arrangements entered 
0 k'I •  or after Budget Day will not be liable to tax on their receipts; the 

aking the maintenance payments will get tax relief only for 
64 , % 

: 
 a divorced or separated spou , up to a limit of kl 490.-Speeittl- yr it   ..,.. 	 . •  erre lief for existing me .  mance ' 

arran 	 -  nd 449-allew all divorced or separated spouse 	receive up to 
Ll 490  4 	cnance payments free of tax. 

 

.406 

BUDGET SECRET 
BUDGET LIST ONLY 

NOT TO BE COPIED 

ance to close will be modified to give 
a-4 syndicates at the end of the 

present a ministrative arrangements for 
c•A 	t 	, 

provisions will continue to a ply to 
his Imieremsfrl will a  .  •  apply to 

4.14 The a 
increased fro 

it on investment in a personal equity plan will be 
to £3000. 

4.15 Following consultation last year, the income tax charge on unapproved 
employee share schemes under Section 79 of the 1972 Finance Act will be 
eased. 

4.16 -C-iterrgeriviiii,e-rrraiir-ter 
taxing members of Lloyd's/  

4.17 The legislation on Lloy 
relief to Lloyd's members who 
underwriting year. 

4.18 The additional rate of income ta 	ed on discretionary and 
accumulation trusts will be reduced fro 	per cent to 10 per cent. 

4.19 The base date for_cp_ital gains will be brought forward from 
-6-April 1965 to 31 March 1982; 
be-l4a494e-t-o-t-e-x. The present in xati 
gains accruin from 31 March 1982 ;  
companies' gains. 

4.?# I Gains, after deduction of the exempt amount an 

4.20/ 

to 1982 and indexation, will be added to income and tax 
rates (as if they were the marginal slice of income). 

The capital gains tax annual exempt amount for 1988-89 

 

for rebasing 
me tax 

 

trusts. 
reduced to £5 000 in the case of individuals and £2 500 in the ca 

4.22 From 6 April 1988, 50 per cent of any gains between £125000 a 
£500000 will qualify for retirement relief, subject to the general conditions 
for the relief. 

NOT TO  EfESTRIED BUDGET SECRET 
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4.23 From BudgetiDay the threshold for inheritance tax will be increased 
from £90000 to £110000. Chargeable transfers above this amount will be 
taxed at a flat rate of 40 per cent, The £100000 limit on the amount that can 
be given to a political party without incurring inheritance tax will be 
abolished. 

4.24 The small companies' rate of corporation tax will be reduced to 
25 per cent for the financial year 1988. 

4.25 The rate of advance corporation tax (ACT) for 1988-89 will go down 
automatically to 1/3rd as a consequence of the reduction in the basic rate of 
int tax. 

Vain rate of corporation tax for the financial year 1988 will be <lc.  
n with other business entertainment, the cost of entertaining 

will no longer be an allowable business expense for tax 
c will take effect from Budget Day, except for 

into before that date. From 1 August 1988 the VAT 
is entertainment will no longer be deductible. 

4.28 A number o changes will be made to prevent tax charges arising on 
the conversion of building societies into public limited companies. 

4.29 Investment in private rented housing will be encouraged by extending 
the Business Expansion Scheme to give relief on investment in companies 
providing rented housing undAtie 	new assured tenancy scheme. 

*711 bç set on relief under the Business 
in any one company in any period of 

f £5 million for investment in 
-housing o 

gir 4.31 Income from the occupation of co 4 	cial woodlands will be 
removed from the scope of Income Tax anti Corporation Tax. 

4.32 The oil allowance for Petroleum Revenue Tax (PRT) will be reduced 
to 100 000 tonnes per chargeable period for all Southern Basin and onshore 
fields given development consent on or after 1 April 1982. (At the same time 
the Secretary of State for Energy proposes to abolish r 	tpayments for 
these fields.) 

= 	'146:1 

4.27 I 
overseas 
purposes. 
commitmcn 
paid by busin 

4.30 A general limit of £500 
Expansion Scheme for total inve 
twelve months, with a higher limi 
qualifying companies providing privoe 

licence 
work 

4.33 A new capital gains relief will be provided for disp 
interests in undeveloped areas wherever the consideration 
programme or another licence interest. 

Company residence and 
migration 

4.34 Section 482(1) (a) and (b) of the Taxes Act will be repealed  "or:.  
from Budget day. In future companies will be resident for tax pur 
the United Kingdom if incorporated here or centrally managed and\ 

ct 

11 
A) 
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incorporated companies wishing to move their 
K incorporated companies moving their residence abroad/ 

may do so without consent if they pay the tax due(ncluding tax o^apital 
gain).  	  

controlled 
abroad, or non-L 

ere. 
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tamp duties 4.35 Ca  •  ital duty and unit trust instrument duty will be abolished with 
effect from udget day 

VAT 4.36 From 16 March 1988 the registration limits will become £22100 per 
annum and £7  500 per quarter. 

4.37 The provision for applying VAT to confectionery will be amended 
with the main effect of taxing all cereal bars at the standard rate. 

Excise duties 4.38 The duties on beer and wines will rise by the equivalent of lp on a 
typical pint of beer, just under 4p on a bottle of table wine, and just over 6p 
on a bottle of sherry (all inclusive of VAT). The duty on spirits will remain 

ed. The minimum duty charge for beer will be abolished and 
will be made for restructuring the duties on low strength m 

4.39 	on leaded petrol will be increased by the equivalent o 
gallon 	of VAT). The duty on unleaded petrol will remain 
unchange 	uty on dery will rise by the equivalent of just under 5p a 
gallon (inc u 	VAT). 

4.40 The spec' 	on cigarettes, hand-rolling tobacco and cigars will 
rise by the equiva 	o ust over 3p on a packet of 20 cigarettes and nearly 
2p on a packet of Ssmall cigars (inclusive of VAT). The duty on pipe 
tobacco will remain unchanged. 

Tax administration 4.41 The VAT civil penalty system, introduced in 1985, has been reviewed 
and various easements are propose 

4.42 In the light of recomme 
be made: 

s by the Keith Committee, changes will 

1 ,4.,_pet.4...t. 
b 

to encourage people to notify t1( nland Revenue if they are liable to tax; 

to improve the information power Co 	land Revenue; 

to charge interest where payment to lIi4nd Revenue of income tax 
deducted by employers is delayed beyonthe end of the tax year. 

4.43 A new system of taxation for married couples will be introduced in 
1990. The details are set out in the box on the next page. 
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1989-90 

Changes from an 
indexed 
base 

Fable 4.1 Direct effects of changes in taxation 

f million 

Estimated effect on receipts in: 
1988-89 

Changes from a 
	

Changes from an 
non-indexed 
	

indexed 
base 
	

base 

INLAND REVENUE 

Income tax 

1 Increase in single allowa 
2 Increase in additional pe 

allowance of £120 
3 Increase in age allowance of £ 

for those aged 65 to 79 
4 Increase in age allowance of £240 

for those aged 80 and over 
5 Increase in income limit for age allowa 

Abolition of minor personal allowances 
Restriction on additional personal allowanL for , 	ried couples 

)4 Increase in basic Fate limit of E1,400 to £19 
9 Reduction of 20 in basic rate 

10 Abolition of higher rates of income tax above 400 
11 Reduction in relief on -life assurance preilums 
12 Fringe benefits - car benefit scales 
13 Fringe benefits - car parking space 
14 Mortgage interest relief ceiling applied to residence 
15 Abolition of tax relief on new home improvement loans 
16 Abolition of tax relief on new loans for homes for dependent 	LI 

and divorced or separated spouses 
17 Abolition of tax relief on new non-charitable covenants 
18 Pavroll giving to charities - increase in donation limit to £240 a 
19 Change in rules for maintenanrp payments 
20 Change in additional rate on discretionary trusts 
21 Lloyd's - reform of administrative arrangements 

LloWs reinsuran:e to :lose - relief for leavers 
23 Unapproved employee snare schemes - relaxation of charse 
2. 	Employee priority in public offer of shares 
25 Approved FA 1984 employee share option s:nemes - resLricted snares 
2f 	 procedure or StteLl: 
27 Redundancy payments - onange to ECE1:: 

28 Withdrawal of 'top-slicinq' relle! for tax cnarce: on orepil7, 
itate3 q  tt, 
Amendment to tax treatmPnf 

oains tax 

3c) Rebasino capital QiiPS 	 E, F!: t:LitE,  to Marcn 195-2 
Ann ,.J.al exempt amoz,t 	,e4U40(.941 	ig-S—Cra0 
Charaino gains of inddvinuals ann 	aL 

Retirement relief 
Buildinp and Co-operatlye sccietv snares 

77 	E'S Provided for dependent relatiyes 

80 and married allowance of £300 
ance and widow's bereavement 

and £360 (married) 

d £360 (married) 

t‘a,  

Pti 

* = NPnlioloie 	- 	Nil 
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for existing maintenance arrangements, in 1988-89 the present rules will 
continue to apply except that a divorced or separated spouse will be exempt 
from tax on the first Cl 490 of maintenance received (after grossing up at the 
basic rate where tax has been deducted by the payer). From 1989-90, all 
payments will be made gross; and relief for the payer will be limited to the 
amount which qualified for relief in 1988-89. The tax liability on the recipient 
will be limited to the amount taxable in 1988-89; and a divorced or separated 
spouse will be exempt from tax on an amount up to the difference between the 
single and married allowances. 

The changes are estimated to yield ,C5 million in 1990-91 spd£15 million in 
1991-92, and £35 million eventually. 

20 Thr additional rate of income taxcharged on the income  of discretionary and 
ation trusts will be reduced from 18 per cent to--  1-0—per cent fr:1988-894 

inistrative arrangements for the assessment and collection of tax from 
Lloyd's will be reformed. The legislation will first take effect for the 

ccount, which closes at the end of 1988. 

22 The 	I 	on Lloyd's reinsurance to close (RIC) will be modified so that 	it 
will not ap 	oyd's members who ceased membership of a syndicate at the 
end of the un 	g year. and are therefore not members of the syndicate to 
which the rele 	premium is paid. The legislation will first take effect for 
the Lloyd's 198 	which closed at the end of 1987. This is the first year 	to 
which the 1987 legiofiln Lloyd's RIC will apply. 

23 The rules (Section 79 Finance Act 1972) governing unapproved employee share 
-..-... schemes will be relaxed with effect from 26 October 1987 (when draft clauses were 

published for consultation). 

24 Any benefit resulting from priorit in applying for a public offer of shares given 
to employees by virtue of their e  • iv  enywill, subject to certain conditions, be 
exempt from income tax. 

25 Changes will be made to the apK'smaiscretionary share option legislation to 
enable employees to borrow to purch their option shares without losing tax 
relief. 

0 
26 Legislation will be introduced to ensure 	Inland Revenue continue to 
have power to make an income tax assessme 	certain types of income assessable 
on the "current year" basis, in the course of the<year in which the income arises. 

27 The limit below which redundancy and certain other lump sum payments are 
exempt from income tax will be increased from £25 000 to £30 000. The reduced 
rates of tax which apply to the next £50000 of such payments will be abolished. 

28 The "top-slicing" relief which applies to the tax charged o 	miums for leases 
and certain other payments will be withdrawn. 

29 The definition of a recognised clearing system will be ame 
deduction of tax rules will be extended to collecting agents obta 
overseas interest and dividends in the UK. 

3 The new system of independent taxation for husbands and wives 
om 1990-91. For income tax the revenue costs in 1990-91 and 1991—'2  oArp, 

the existing distribution of income between husbands and wives) are esti 
£500 million and £1 billion respectively. For capital gains tax, the prospec 
independent taxation may lead some couples to defer disposals until the new 
arrangements are in place; and the figure for 1989-90 in Table 4.1 reflects this. 
Costs for capital gains tax in 1990-91 and 1991-92 are estimated at £50 million and 

million respectively. The estimates arwubject to so4rigli.lifpoadal uncertainty. 
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'NFrom 1988-89, the capital ga of individuals and trusts will be taxed at income 
tax rates, that is as if they fo ed the marginal slice of income. The revenue yield in 
1990-91 is estimated at,Ø5 million and in 1991-92 at £120 million. The figures 
take account of the ely effect of taxing gains at income tax rates on the volume 
and timing ofaposa1s. Until the introduction of - independent taxation in 1990-91, 
the gains of amed couples will be taxed as the marginal slice of the husband's 
income. 

"P-leThe capital gains tax annual c mpt amount will be reduced to £5 000 in the 
case of individuals and Z2 	the case of most trusts. The revenue yield in 1990- 
91 is estimated at £35 njiJfn and in 1991-92 at £50 million. The figures take 
account of the likele1Tect of this measure on the volume and timing of disposals. 
The  z  ts of allo ng separate exempt amounts for husband and wife flour 1990-91 
a

i 	

in these figures but at item 30. 

13  k''' ; ..:  ,  ..,nt relief currently exempts business gains up to £125000, subject to 
certa 	•  mg conditions. From 6 April 1988 half of any business gains between r. £1,,,, ..„000 will also be exempt, subject tothe same conditions. 

314-Ar From  4,, , ,,, 4  ,disposals of shares in Building and Co-operative Societies will 
not qualify 	ation relief. 

3648 From 6 Ap  • afr‘  e capital gains tax exemption for homes provided for 
dependent relati ,'2.11 	abolished. There will be special provisions to ensure that 
exemption continl' 	dwelling would have qualified for this exemption on 

Corporation tax 49 The small companies' rate of corporation tax for the financial year 1988 will be 

- 

 reduced to 25 per cent. 

50 As a consequence of the reduction in the basic rate, the rate of advance 
corporation tax (ACT) for 1988-89 	be 1/3rd of the amount of the distribution. 
The reduction in ACT will be ba 	an increase in the subsequent liability to 
mainstream corporation tax. 

51 The rules for corn any residence 	l4Iiiration will be chan ed. In future 
companies will be resident or tax purpç i t ey are incorporate or are centrally 
managed and controlled here. UK incorp 	panies will be a e to transfer 

C"1  1 	

their  assets abroad and non-UK incorporate 	s will be able to transfer 
their resider—TEe—alicTi.drin both cases without 	 t—on providing for the 
payment of any tax due, including tax 0 4  apitaains.  

52 The Finance (No 2) Act 1987 repealed part of the definition of an investment 

ezze.ruei 	trust. The full definition will be reinstated, and the legislation will include provision 
to ensure that the repeal was never effective. 

53 The indexation allowance will be denied or restricted on dis os I of certain 
intra-group debts and shareholdings. This provision counter 	he indexation 
allowance to create large artificial capital losses %, hich could 	. ficant loss 
of tax. 

54 As a result of a recent court ruling, share exchanges by compa 	t same 
group can now give rise to capital gains or losses being taxed or allo d 	than 
once. The legislation will be amended so as to remove that anomaly. 

55 Capital allowances in respect of properties let on assured tenancy term 
"approved bodies -  will come to an end when the Housing Bill takes effect. 
Changes will be made to the capital allowances legislation to ensure that relie 	r 
past years is not withdrawn and to provide transitional arrangements in respect 
expenditure already incurred. 

Corporation tax and capital 56 Rollover relief will be extended to satellites and spacecraft from 28 July 1987 
gains tax and to milk  quotas and potato quotas from 30 October  1987. 
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Inc 	 orpo ration 
tax a 	1 gains tax 

Income tax, corporation 
tax, capital gains tax and 

stamp duties 

Oil taxation 

(sty 
 

CAA F-0) etdke 

(riz 	.bts 

14)tt_ c:rr, 

57(a) The present flat rate penalty for failure to notify liability to tax will be 
replaced by a fully mitigable penalty up to the amount of tax unpaid. 

The R evemir's power to call for returns of information will be extended to 
details (where relevant for tax) of payments for services by Government 
Departments. grants or subsidies paid out of public funds and the names of licence 
holders. 

The Revenue's  sower to call for documents relatin to tax .a ers suspected of 
avoidance or evasion will be extended to inclu e the Departmen  • 	ational 
Savings, and, in order to identify taxpayers suspected of serious se ault, to 
documents relating to taxpayers whose identity is not known to the Revenue. 

Revenue will be allowed the same access to records held on computer as it 
to records held on paper. 

ted yield of these measures is highly uncertain. 

58 C 
public 
arising. 

ance for Southern Basin and onshore fields given 
ent 	or after 1 Apri11982 is to be reduced to 100 000 tonnes per 

cumulative total of 2 million tonnes. The yield figures in 
is proposal only. At the same time, it is proposed to abolish 

royalties on these fields. These two measures have a cumulative cost of around 
million in the first five years (in part because it is estimated that they will 

accelerate certain developments), but in the long run they are expected to be 
broadly revenue neutral. 

60 For disposals of oil licences 	veloped areas where the consideration 
includes a work programme o 	licence interest, that work programme or 
other licence interest will be dee 	to bve a nil value. 

61 All tariff-related expenditure thdk4ed  by an asset owner will be allowed against 
his PRT liability on tariff income aris 	fro 	hird party use of those assets, even 
though his principal field has ceased prod  j 	o cost will arise until after fields 
owning assets used by others cease produ 

59 The PR 
development 
chargeable period, 
Table 4.1 relate to 

he tax rules concerning the conversion of building societies into 
panics are necessary in order to prevent unintended tax charges 

Inheritance tax in 1988-89 is £220 million 

63 The £100000 exemption limi o 
within one yeatter- death is abolishe 

to political parties made on or 
udget day. 

6 
measured again 

stimated full year cost attributa 
dexed base. 

Stamp duties 64 Capital duty will not be payable on transactions comp et 
Unit trust instrument duty will not be payable on instru 
15 March 1988, nor on property put into an existing trust 

65 Changes are proposed to stamp duties and the reserve tax 
a non-UK company where the shares are paired and can only b 
unit. 

n s 
er 15 March 1988. 

ted after 
ate. 

a UK and 
nsf ed as a 

Value added tax 66 The taxing provision relating to confectionery will be amended, 	am 
effect of taxing all cereal bars at the standard rate. 

67 Amendments will be made to the civil penalty system including the 
introduction of a time-related penalty for late registration; the halving of dail 
penalties; changes to the rules about eligibility to repayment supplement; an 
changes to the rules for persons who persistently misdeclare their liability. 

68 From 16 March 1988 the registration limits will become £22 100 per annum and 
£7500 

Per  1311DGET SECRET 
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etrol will rise to 10-6p a gallon. 

y 5-5 per cent, equivalent to 4-7p a gallon 

81 The specific duties on cigarettes, ha 	r0 	tobacco and cigars will be 
increased by 3-7 per cent or 34p/ packet o 	rettes, 5-3p on a 25 gram packet 
of hand-rolling tobacco and 1.9plalpacket 	11 cigars (all inclusive of VAT). 
82 The duty on pipe tobacco will be unchangte. 

Vehicle excise duties 83 There will be no change in the duties on cars, light vans, motor cycles, buses, 
coaches and most lorries. 

84 From 16 March 1988 the rates of duty for the heaviest rigid lorries will rise by 
about 10 per cent bringing them more into line with rates for 	lated vehicles of 
similar gross weight. 

85 From 1 June 1988 a new tax class will be introduced for l " 1. vehicles 
(special types) capable of carrying very long, wide or heavy loaI,  desite  of VED 
for these special types will be raised to £1 600 

-  WSW  • 
-86t Bus fuel grants to certain bus service operators will automatically 70K1 

, to compensate them for the increase in duty on derv. ,- 

69 The rules for registration of voluntary and intending traders will be simplifed 
and restrictions and conditions removed. 

70 FromAoyal Assenr,Kwhere a taxable person issues himself with an invoice 
under the terms of an approved self-billing arrangement, he will be responsible for 
determining the correct VAT liability. 

71 From 1 August 1988 VAT incurred by businesses on entertaining foreign 
customers will no longer be deductible, bringing it into line with the treatment of 
VAT on other business entertainment. 

Excise duties 72 There will be no change in the rate of duty on spirits. 

7 	e duty on typical beer will be increased by 4.7 per cent, equivalent to lp a 
elusive of VAT). 

October 1988, beer duty will be charged on the basis of £0-90 a hectolitre 
fo 	ree by which the original gravity of the beer exceeds 1 000°. 

cider and perry will be increased by 9-7 per cent or lp a pint 
)• 

ne and made-wine will be increased by 4-5 per cent, equivalent 
of still wine, 5-9p on a 70c1 bottle of sparkling wine and 

(all inclusive of VAT). 

e drinks, not exceeding 5-5 per cent alcohol, will be dutied 
coholic strength on a scale proportionate to table wine duty. 

This will bring duties on wine-based and similar mixed drinks into line. 

78 The duty on leaded petrol will be increased by 5-5 per cent or 5-5p a gallon 
(inclusive of VAT). The duty on unleaded petrol will remain unchanged so that the 
tax differential in favour of unleade 

79 The duty on dery will be in 
(inclusive of VAT).L., 

/7) 
80 There will be no change in the rate of duty on gas oil and fuel oil. 

oct 
77 Lower strengt 
according to their a 

6 -1 p on 

75 
(inclusi 

76 The d tie 
to 3.8p on a 
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• FROM: A C S ALLAN 

DATE: 10 March 1988 

MRS R J BUTLER cc PS/Chief Secretary 
PS/Financial SecretdLy 
Sir P Middleton 
Sir T Burns 
Mr Anson 
Mr H Phillips 
Mr Scholar 
Mr Odling-Smee 
Mr Turnbull 
Mr R I G Allen 
Mr Pickford 
Miss Simpson 
Miss C Evans 
Mr Cropper 

FSBR: CHAPTER 5 

The Chancellor was grateful for your minute of 9 March. He had the 

following comments on the text: 

The side heading for paragraph 5.04 should read "Budget 

consequentials". 

The first sentence of paragraph 5.04 ("Two of the Budget 

measures have consequences for public expenditure") 

should be deleted. 

The first indent of paragraph 5.06 should be redrafted to 

read: 	nalL net increase of £0.8 billion in central 

government expenditure: 	higher net payments to the 

European Communities (£0.8 billion) are expected, partly 

offset by lower payments by the Intervention Board for 

Agricultural Produce (£0.2 billion); and there has been 

an increase of £0.5 billion in DHSS expenditure on 

health, two-thirds of which reflect the 1987 nurses' and 

doctors' and dentists' pay settlements;" (the references 

to MOD expenditure should not be included). 

A C S ALLAN 
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• FROM: A C S ALLAN 

DATE: 11 March 1988 

MISS SINCLAIR cc PS/Financial Secretary 
P Middleton 

Sir T Burns 
Mr Scholar 
Mr Culpin 
Mr Odliny-Smee 
Mr R I G Allen 
Mr Pickford 
Mr Riley 
Miss Simpson 
Miss Evans 
Mr Hudson 

PS/IR 
Mr Calder IR 

Mr P R H Allen C&E 

PSBR: CHAPTER 4 

The Chancellor was grateful for your minute of 11 March. On the 

questions in your paragraph 12: 

he is, reluctantly, content for yields for 1990-91 (only) 

to appear in notes 31 and 32. His reluctance is because, 

although the absence of 1991-92 helps, we have a package 

which involves a net cost ) yet the only figures we show 

are yields. It looks pretty rum. 

He thinks the simple answer looks to be to delete "most", 

but also to delete "on or" in paragraph 4.13 and note 19, 

leaving the text as "people who receive maintenance 

payments under new arrangements entered in to after 

Budget day will not be liable to tax on their receipts 

etc". (As you say, the FSBR is not a legal document). 

He was content to retain the words "in general" in 

paragraph 4.19. 

ri\gr  

A C S ALLAN 
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FROM: J M G TAYLOR 

DATE: 11 March 1988 

&.• 
MR ODLIO‘EE cc PS/Chief Secretary 

PS/Financial Secretary 
PS/Paymaster General 
PS/Economic Secretary 
Sir P Middlelon 
Sir T Burns 
Mr Anson 
Mr Scholar 
Mr Culpin 
Mr Peretz 
Mr Sedgwick 
Mr Turnbull 
Mr R I G Allen 
Mr S Davies 
Mr Pickford 
Mr Riley 
Miss Sinclair 
Miss C Evans 
Mr Cropper 
Mr Tyrie 
Mr Call 

NOTE FOR THE QUEEN AND OVERSEAS PO 

The Chancellor was grateful for your inute of 8 March, and the 

enclosed draft note. 

2. The Chancellor has reworked the °opening section (to 

paragraph 14), and I attach his redraft. I also attach the rest of • . • 
your draft, with his preferred changes marked. 

c=4 
J M G TAYLOR 
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background to this year's Budget is an extremely favourable 

The economy is growing strongly, unemployment is falling 

, while inflation remains low. The public finances are 

exc 

cont 

encour 

policies. 

ally strong. This year's Budget will help the economy to 

his excellent progress, by improving incentives and 

enterprise, against the background of sound financial 

2. 	The main points are: 

tax 

- 	a B 

1988- 

medium 

major ref 

income 

surplus  of £3 billion in both 1987-88 and 

the prospect of a balanced budget over the 

simplification of personal taxation; 

ances raised by twice as much as 

rate reduced to 25p in the £, and 

ve 40 per cent abolished; 

inflation, th 

all higher rate 

a completely new system of taxation for married 

couples,to take effect in 1990, which will, for the first 

time ever, give married w men privacy and independence 

and end tax penalties o iage. 

 

0 

 

Economic Background  

3. 	The strengh and durability of the 	 .  'ic upswing in Britain 

has now exceeded all post War records. T 	is about to enter its 

eighth successive year of sustained growth9 and the sixth in which 

this has been combined with low inflation. 	It has 

longest period of steady growth, at a rate averaging 

year, for half a century. During the 1960s 

Britain's growth rate was the lowest of all th 

economies; during the 1980s, it has been the highe 

4. 	In 1987, total output grew by 41 per cent, 

now seen the 

3 per cent a 

the 1970s, 

European 

ially 

stronger than forecast a year ago, while inflation average 	per 

_ 1 - 
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re than in any other 

ince the War, in every region of the country, and faster than 

y other major nation. The substantial fall in long-term 

yment is particularly encouraging. 

7 acturing industry performed particularly well in 1987. 

Manuf 	g output rose by 51 per cent, and there was a further 

large iprovement in manufacturing productivity: 	in the 1980s, 

output per head in manufacturing industry has risen faster in 

Britain than in any other industrial country. 

After sev 	cessive years of surplus, the current account 

of the balance o•nts is now estimated to have been in deficit 

last year by a li 	er £11 billion. This is a smaller deficit 

than forecast in 1 	ear's Budget, thanks to a better than 

The Chancellor expec 	1988 to be another year of healthy 

growth with low inflation; and there is every prospect that 

unemployment will continue to fall, 

expected performance 

goods up by 81 per cent 

'tole trade, with exports of manufactured 

although probably not as 

rapidly as last year. 	The pace o growth is likely to ease 

somewhat, returning to the under]; 	end of the past few years. 

Output for 1988 as a whole is foreca 	,loe 3 per cent higher than 

in 1987, with the non-oil economy 	by 31 per cent. 	Business 

investment is forecast to grow particu trongly, with a rise 

of 81 per cent. As last year, inflation illtecast end the year at 

4 per cent. 

8. 	With growth in the UK likely to continue to outpace that of 

most other major countries, particularly in continental Europe, and 

with the oil surplus falling as North Sea productitp lines, the 

current account of the balance of payments is foreca  -  •  remain in 

deficit in 1988, by some £4 billion, equivalent to le 	1 per 

cent of GDP. The forecast assumes that the oil price ii 	emain 

close to recent market levels. 
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sin 

powe 

e medium term financial strategy continues to provide the 

k for the Government's economic policy, as it has done 

0. It is designed to reduce the growth of total spending 

he economy steadily over a period of years, at a pace 
/\ 

13.\>  radually squeeze inflation out ot the system, while 
or further sustained economic growth. 

10. Interest rate decisions are based on a continous and 

comprehensive assessment of monetary conditions so as to ensure 

downward pressure 

greater stabilit 

Industry has benefitted from the 

xchange rates over the past year, and the 

inflation. 

Government 

stability, 

particular 

1 to 5 per 

will be no 

will c 

with th 

importance 

cent for nar 

explicit targe 

to pursue a policy of exchange rate 

against the deutschemark being of 

Chancellor is setting a target range of 

ey in 1988-89; like last year, there 

broad money. 

C/7  11. One of the Government's main objectives, since it first took 

office in 1979, has been to bring down Government borrowing. 	It 

has been reduced from 51 per cent of national income in 1978-79 to 

only three-quarters of one per cent in 	86-87. In 1987-88, it now 

looks as if the outturn will be 	dget surplus - something 

previously achieved on only one 	 occasion since 1952. 

[Check] 

12. The Chancellor believes that a balan 

discipline for the medium term, and intends 16hat a zero borrowing 

requirement should be the norm from now on, though there are bound 

to be fluctuations on either side from year to year. For 1988-89, 

the Chancellor has decided that it is prudent to b dget for a 

surplus of £3 billion, the same size as expected 1987-88. 

This is after allowing for the substantial increa  i  i public 

expenditure announced in last November's Autumn ment, 

including additional spending of over El billion on heal 
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The Chancellor is introducing major reforms in personal 

tion, designed to sharpen incentives and provide a further 

to the supply-side of the economy. 

inue as in Odling-Smee draft.] 

ein/4- tox0 

47 The Budget continues the economic policies which have brought about 
the renewed strength of the British economy. It introduces major 

1 taxation including: new arrangements for 

ives which will give married women privacy and 

tax affairs for the first time; an end to the 

ar gains; and the elimination of all personal 

The Chancellor has reduced the basic 

cent, and set a new target of 20 per 

hin the context of a balanced budget. 

14. 

Summary 

reforms of pe 

taxing husband 

independence in 

taxation of inflat 

tax rates over 40 p 

rate of income tax to 

cent. And he has done t 
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The Chancellor is raising the main personal allowances by twice 

unt needed to compensate for inflation - that is, by roughly 

71/2 	cent. 	This includes the special age 	allowance 	for 

pens 	 It also applies to the upper limit for the basic rate 

band 	 Qin,' 4f-  Alhitt) 	(414 cf 
15. He is reducing the basic rate of income tax by 2p in the E, to 

25p. This meets the Government's manifesto commitment. He is also 

announcing a new target for the basic rate, of 20p in the E, to be 

reached as and  11(91.t  is prudent. 

radically reforming the 

all Alit the higher rates 0441110x above 40p. 

reduced from a six rate to a two rate 

hed at a taxable income of £19,300) 

world. 

The income tax changes will benefit all 25 million taxpayers. 

almarried man on average earnings will gain nearly E5 a week. 

cot 

I iLLZ JA' sGPV 

WA  ‘ i oit  •  -, 	r 

tees -. 51% 	 ( A 11 e 4i4  ‘e kill( 17/4111  el , ti, eii(ohr: ) 	, 	i  
Wwitrt

94 	
kivitvi 	arme talifes5,

AvOlcfle;"1 14'f 
20. , e,a, he is abolishing the tax relief on home 
loans, most of which are small and finance minor i mprovemeesih 

as double-glazing, rather than extensions or 1044 conversions,. 

/Vide Leen to-thliik4ed- 1;1/ 4fill')//44 hvaly Mfr-/ed iViig al / riThcei3 
5 

I
ipe : &Alex- ifilf6 1-vve , 
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16. The Chancell 

f' 115 ?°  „14wmtftw6 He is abol 

Income tax will th 

system; and the v.v. rat 

will be one of the lowest 

rat.  
19. Aiiseuzon-4, he is ending the tax shelter for forestry, 

been widely criticised, and switching to an i 

grants 

which has 

ed system of 

ci

eroe_ 

Aq n 
4/1 

ent 
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Capital gains tax 

i$ 6lP dav (; 	jneie 120( / 4v11;. 	1;16 Citt f$ 	 al:JO 	sot 

1 0'113 ,g2-YI 14 	 4'1  gill\rettAIRABE  COPIED 

snyance promlum=payments-is coming down to 

ent-.---It-i-d-TTAATtinnally-set-at-hal4-t1ke-baeic“44, 

ties 
<\ 

22. 	e 5 ncellor is raising the excise duties, as a whole, 

broadly 	line with inflation. However: 

a. 	there is no change in the tax on unleaded petrol: 

this means _that the differential between leaded and 

unleaded 	double to just over 10p a gallon; 

change in the tax on spirits or pipe 

am n rates of vehicle excise duty: 

ED unchanged will be financed from 14 
bb p a gallon; 

Care 

young, from high-alcohol to low-alcohol drinks 

c.39Alto encourage witching, particularly by the 

reductions in the taxation of some low alcohol 

C

( 
	  there , 

, 

drinks and 	
___-_----  

Since 1982, capital gains tax has been charged only on
/
real 

gains i-f_they_hav-Q--kmaien--maele.e.inee—t-itenl- the paper gains which 

simply reflect inflation are no longer taxed. B 	ese arrange- 

ments do not apply to gains made before 1982. This 	that there 

are people and companies who have held assets sin 	1960s or 

1970s, or even earlier, who cannot realise them wi ou, paying 
X 	 rcb 

substantial tax on paper gains made before 1982. 

The Chancellor proposes to rectify this by exempting 

all gains made before 1982. There will then be no taxation o 

gains whatever. 

b. 	there 

tobacco, or IF eia 
the cost0V ke- ,  

41164 
petrol ' 

	
4+:4'0 . 
Yk 
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away under the or's reforms. 

At the same 

relief from capital 

businessman selling his 

the Chancellor is increasing the amount of 

tax which is available to a small 

ss on retirement. 
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SP The real gains  wilIADBETIMAR4611dx  will nticb

eec This will 

charged at the 

ew,i 
.,ilkax rates as income - 25 per cent and 40 p 

the incentive to convert income artificially into capital, 

n 

ga cl

((\, made in the last Budget.) 

for speculative gain rather than income. 	(Companies' 

already taxed at the same rate as their profits: this 

cha  

Th annual exempt amount of gains which individuals can make 

without paying tax is being reduced from £6,600 to £5,000. The 

present high level of the exemption was introduced explicitly to 

compensate for the fact that paper gains made before 1982 were, 

until now, subj 	tax. The need for such compensation falls 

Inheritance tax 

The Chancellor is raising the threshold for inheritance tax 

from £90,000 to £110,000. This will reduce by a quarter the number 

BUDGET SECRET 

of estates which are taxed. In 

people to pass on their homes witho 

ular, it will allow ordinary 

ei g taxed. 

The Chancellor is also reducing thè t from four rates to one 

(having reduced it from seven last year). 	new flat rate will be 

40 per cent. ForiTdMily businesses passin rom one generation to 
AK 

another, this means the effective rate will be only 20 per cent, 

because there is 50 per cent business relief. 

Taxes on business 

The main Corporation Tax rate remains at 35 p 	t. 	The 

small companies' rate is reduced from 27 per cent to 2 •er ent, in 

line with the basic rate of tax. 

The VAT threshold is being increased by the maximum 

)( under EC law ‘tb -I-t—F4-14-1--be. £22,100. 
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Capital Duty,  theBURGEInLISZE9NliMay 	companies which raise 

ital is being abolished, as is the ¼ per cent duty paid on 

roperty put into a unit trust. 

33. 

also 

contac 

special tax reliefs for entertaining foreign customers are 

abolished, so that the entertainment of foreign business 

ut on the same footing as domestic ones. 

34. There will be a change in the rules affecting the small number 

of companies which wish to change their country of residence for tax 

purposes. At present the rules require an application to the 

‘,.. Treasury for 

sanctions. New 

other countries, w 

they wish, provided 

The rules will be base 

involve either an 

criminal sanctions. 

consent, and are backed up by criminal 

similar to those which exist in -er—gee,4.4mmnalLar 

introduced to allow companies to migrate if 

ay the tax due to the UK Exchequer first. 

bjective criteria and will no longer 

on to the Treasury for consent, or 

Business Expansion Scheme 

34. The Chancellor is extending the Business Expansion Scheme, 

tax relief for investment in under which investors obtain immed r) kqe/a4tWALlampatia.e2.),(4 to include inv 

housing for rent. This extension w 

designed to help revive the private rented 

with the deregulation of rents. The 

easier for people seeking work to find acc 

en in companies providing 

ast for five years. It is 

ector, in conjunction 

asures should make it 

odation for themselves 

and their families. 

Share ownership 

35. The Chancellor is increasing the limit on the 

be invested by individuals in Personal Equity Plans f 

£3,000, and relaxing some of the restrictions on sh 

employees in the companies in which they work. 

7 

which can 

2,400 to 

wned by 
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he Chancellor proposes to reform the taxation of maintenance 

a 	venant payments, other than covenants to charity which are 

unt 	 The present arrangements are complex and involve 

unne 	work for both taxpayers and the Revenue. 

Mos maintenance payments are made by divorced men to their 

ex-wives or children. At present the Inland Revenue taxes the 

recipients, and returns the money to donors in tax relief. The 

Chancellor proposes instead that future recipients should be freed 

4 
 aintenance. Donors will still be able to enjoy 

,="t.  separated or divorced wives, but only up 
'MAC. ' 6  e difference between the married allowance 

..  ce 
(:: 	

In 1988-89 this will be £1,490. Existing 

ected, and existing recipients will be 

490 of their maintenance. 

Fr 
Ift-tile--e-a-ee--et covenantVbtween individuals, the Chancellor is 

again making the income tax free in the hands of 	ipients. Tax 

y relief for donors is being abolished. The larges 	oup affected 

will be students and their parents: covenants have simply become a 

from tax on t 

tax relief on p 

)1  to a limit, 

and the single allow 

 ) 

arrangements will be 

freed from tax on the f' 

into the hands of students, 

ome from tax. There will be 

parental contribution to 

convoluted way of getting State sup 

in a way that shelters the parents 

a broadly compensating reduction in 

student grants at mandatory rates. 

Charities 

39. As well as leaving tax relief on covenants to charity 

unchanged, the Chancellor is doubling the amount which people can 

give to charities free of tax under the payrol1-giv4,cheme. 

Independent taxation 

40. The Chancellor is announcing in the Budget that a 	eform 

of the taxation of married couples will take effect in  1s 	the 

earliest practicable date. The present system, which dates 	0 
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ears, taxes the inc  m(BuDGEIttipStrwerpflys  if it belonged to her 

d. 	Thls
lt--  
canead to a tax penalty on marriage, whore married 

es 	imore tax simply because they are married. -rVmnarso 

privacy and independence to married women. 

41. 

ently 

their o 

the new system a husband and wife will be taxed independ- 

11 their income. Married women will pay their own tax on 

ome, and be responsible for their own tax return if one 

is necessary. All tax payers, male or female, married or single, 

will be entitled to the same personal allowance. 

42. The tax 

couples will ge 

difference under 

the married man's a 

will continue to recognise marriage. Married 

ried couple's allowance equal in value to the 

esent system between the single allowance and 

OW ce. 

Tax penalties on marri 

43. The new system will 	a number of the tax penalties on 

marriage. 	The most common penalty, 	taxation of a married 

?'0 	woman's savings income at her husband's 	rate, will disappear 

altogether; and husband and wife will be taxed independently on any 

capital gains they may have, with a 	nual exemption each instead 

of one between them. Transfers o 	tal between husband and wife 

will continue to be free of tax. 

44. The Chancellor is abolishing 

marriage, ahead of Independe 	x t 

viinder the present syst 

er tax penalties on 

frtor-t-gage-i-itteres-t 

arr e couple can get twice 

A 

as much relief-ten-l-oerns-trpr-to-M070$0-) as a married couple.f--14m-i-t-ed 

to-£-4474444. From August 1988 the limit of £30,000 will be applied 

to the house or flat so that married and unmarried i.les will get 

the same amount of relief. 6,-;,, linO ioaras 4, 11hef 6e 

le with 

giving 

In 

al 

45. The second penalty arises because an unmarrie 

children can each claim an Additional Personal Allo 

them more tax relief than a married couple in the same posi 

future unmarried couples will be entitled to only one A 

Personal Allowance. 
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Thus the Chancell °BUD,GeldbIST, GESJI_V11 practical purposes, 

e tax penalties which, under the present system, can arise on 

ge. 
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