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‘. CONFIDENTIAL

FROM: R DEVEREUX
DATE: 3 January 1986

hef
MISS PEIRSéﬁ cc Sir P Middleton

CHANCELLOR OF THE EXCHEQUER Sir T Burns
Mr Cassell
Mr H P Evans
Mr Peretz
Mr Scholar

V4 Mr Watts
L// Dr I Webb

CGBR(0O) & CGBR IN DECEMBER

i The provisional outturn for the CGBR(O) in December is
2 bkl Ton This is £0.4 billion lower than last month's
forecast, reflecting higher Customs & Excise receipts (by

£0.3 billion, probably VAT) and higher Inland Revenue receipts
(by £0.1 billion, probably anticipation of the seasonal peak
in January). The estimate of the outturn is subject to revision

before publication on Friday 17 January.

2. In the first 9 months of 1985-86 the CGBR(O) was
£7.3 billion, £0.6 billion below the Budget profile. Lower

Inland Revenue receipts (mainly PRT) and lower oil royalties

have been more than offset by higher Customs and Excise receipts

(mainly VAT), higher interest receipts and lower supply
expenditure.

25 Oon-lending to local authorities and public corporations
totalled £0.3 billion in December. The CGBR in December was
therefore £1.5 billion, bringing the total since 1 April 1985
o v Rll.7 billion. On-lending to the Electricity Council in
December was £0.4 billion lower than forecast. As usual this

carries no implications for the PCBR; the Council probably

found a more attractive rate in the market.

4. Further analysis of the outturn in December will be given

in the next Ministerial note on the PSBR in tw;Jweeks' time.

/
/

/
R J DEVEREUX

CONFIDENTIAL

By O R et
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CENTRAL GOVERNMENT TRANSACTIONS

£ billion
December 1985 April-December 1985 April-
December 1984
Provisional Last Difference Provisional Budget Difference Outturn
outturn month's outturn profile
forecast d
Inland
Revenue - 38 ke 130T e 0l 316 20 AT 2 = + 532005
Customs
and
Excise st 3Rl SEN2058 S 0] SR R0 R QS0 e A5
Other |
own e
account = {5k i = A 7 74 S IS = 1660
CGBR(0) = 152 et () + 0.4 = Tl T S 016 =8
On-
lending:
- LAs = 02 =g = =S =il Sl =gkl
= BCs = =410 054 el L L = = 0.4
CGBR =5 [ 2 + 0.8 =l = S =SNG = AL

+ indicates a net receipt, or difference which reduces the CGBR.

- indicates a net payment, or difference which increases the CGBR.

CONFIDENTIAL
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FROM: MISS M E PEIRSON

! DATE: 10 January 1986
1. MR CASRELL cc Sir P Middleton
2 CHANCELLOR Sir T Burns

7 Mr H P Evans ;
Mr Peretz |
Mr Scholar |
Mr Devereux
Dr I Webb
Mr Wells - CSO

PSBR IN DECEMBER

1L The first provisional outturn for the PSBR in December
is £1.7 billion; this is £0.8 billion lower than last month's
forecast (see table attached). Available market forecasts

show wide variation (£1-2% billion) with an average close
to the provisional outturn. Our estimate is subject to revision
before publication at 2.30 pm on Friday 17 January.

208 The main reason for the shortfall compared with forecast
is higher Customs and Excise receipts, as reported in Mr
Devereux's minute of 3 January. Overall the CGBR(O) was

£0.5 billion lower than forecast last month; small undershoots
are also recorded on the LABR and PCBR.

B3 In the first 9 months of 1985-86 the PSBR was provisionally
£7.8 billion, £1.1 billion below the Budget profile, and just
below the Autumn Statement forecast for the year as a whole

(£8 billion).
4. The monthly note, presenting updated estimates for
December, will be circulated next Thursday. (A forecast ' for

the remainder of the year will be circulated with the economic
forecast on 31 January.)

f

MISS M E PEIRSON
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£ billion
December 1985 April-December 1985 April-
December 1984
Provisional Last Difference Provisional Budget Difference Outturn
outturn month's outturn profile
forecast

CGBR(0) sl 15357, =05 hchl 09 =020 7.8
LABR 0115 3 03 TN 0.4 0.7 =105 2
PCBR 0.3 0.5 = {0F L G2 0.3 =50 qEa2
PSBR 1557 2.5 = B 758 8.9 =] 1082

CONFIDENTIAL & PERSONAL
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® COVERING CONFIDENTIAL & PERSONAL
//Zzwzj,\;in, FROM: MISS M E PEIRSON
~ DATE: 16 January 1986

ﬁfa Q&qw« 2 /
v J @/k
| PPS/CHANCELLOR ~ ¢ cc Mr cassell
| v
| f
Ei. 6

DRAFT PRESS BRIEFING ON PSBR IN DECEMBER

il I attach the draft press briefing on the PSBR in December,
for tomorrow's publication. fhe aim’ ‘ds - to" ' eirculate ‘the
briefing ' to List A  recipients by 10.30 am ‘tomorrow. Any

comments which the Chancellor might have can be taken on board
provided you can let Mr Clark (ext 3093) have them before

9.30 am tomorrow, and earlier if possible.

e %

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL



CONFIDENTIAL AND PERSONAL

(DRAFT)
From:

MR CULPIN - IDT
MR LANG - CSO Press Office
cc List A

Chancellor Mr Peretz

Chief Secretary Miss O’Mara

Financial Secretary Miss Peirson

Economic Secretary Mr Walsh

Minister of State Mr Watts

Sir P Middleton Mr R Evans

Sir T Burns Mr Ward - CSO

Mr Cassell Mr Wright - B/E

Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 17 JANUARY PSBR PRESS NOTICE

FACTUAL

The PSBR figures for December will be published at 2.30pm on 17 January. The provisional
outturns, together with figures for the first nine months of 1984-85 and 1985-86, are

shown in Table 1. Cumulative figures for the PSBR and its components for 1984-85 and

1983-84 are shown in Table 2 overleaf.

JOHN CLARK
17 January 1986

List B
(distributed at 2.30pm, 17 January)

Mrs Butler

Mr Spencer

Mr Cropper

Mr H Davies

Mr Lord

Mrs Hillier = IR

Mr B Sexton - C and E

Table 1: Borrowing requirement outturns
' £ billion
Apr-Dec Apr-Dec December
1984 1985 1985
Central government
on own account 7.8 7.1 1.1
Local authorities 1 0.4 0.3
Public corporations 1.2 0.2 0.3
PSBR 10.2 7.8 1.7
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 10.1 11.7 1.5

Note: Figures may not sum precisely because of rounding.

CONFIDENTIAL AND PERSONAL
(DRAFT)
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years
Cumulative £ billion
Central government Local authorities Public corporations Public sector
on own account borrowing requirement borrowing requirement borrowing requirement
1983-84 1984-85 1985-86 1983-84 .1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86
Apr 0.9 1.9 1.1 0.5 0.9 0.8 -0.2 -0.4 -0.2 1.2 2.4 18
May 2.4 372 24 0.3 0.8 0.8 -0.3 -0.4 -0.4 2.4 3.6 2.7
Jun 3.7 45 27 -0.1 0.6 0.5 -0.4 -0.5 -0.6 3.2 4.6 2.6
Jul 45 5.0 3.6 -0.0 0.8 0.8 -0.6 -0.7 -1.2 39 5.1 3.2
Aug 5.8 6.2 4.6 0.3 1.4 09 -0.4 -0.7 -1.1 5.6 6.8 4.4
Sep 6.6 6.4 5.1 0.3 12 1.1 -0.0 -0.3 -0.5 6.9 7.4 5.6
Oct 6.7 6.7 49 0.3 1.0 0.7 0.1 0.2 -0.3 7.1 8.0 5.4
Nov 8.3 8.5 6.0 -0.2 0.8 0.1 0.5 0.4 -0.1 8.5 9.6 6.1
Dec 9.1 7.8 71 0.1 1.2 04 0.6 1.2 0.2 9.8 10.2 7.8
Jan 6.3 5.7 0.0 0.9 0.7 1.2 7.1 7.8
Feb 6.7 511 0.1 1.3 0.6 1.3 7.5 7.7
Mar 8.2 6.6 1.2 2.4 0.3 1.1 9.7 10.1

Note: Figures may not sum precisely because of rounding.

.
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(DRAFT)

2. The (provisional) PSBR for December is £1.7 billion. The forecasts of City analysts show

wide variation (E1-2% billion), with an average close to the provisional outturn.

POSITIVE

1. Borrowing in first nine months of 1985-86 was £7.8 billion, i.e. £2.4 billion lower than in

first nine months of 1984-85.

2. Outturn for first nine months is consistent with Autumn Statement forecast for whole
year (£8 billion). (Last three months of 1984-85 and 1983-84 showed small (£0.1 billion)
repayments of debt; Autumn Statement forecast implies small net borrowing (less than £%
billion) in last three months of 1985-86. Margin of error on Autumn Statement forecast is

£2Y billion either way.)

DEFENSIVE/FACTUAL

1. Borrowing in 1985-86

Background
Autumn Statement forecast for 1985-86 £8 billion. Budget forecast was £7.1 billion.

Revised estimate due to reduction in expected North Sea revenues, partly offset by
increase in other taxes. Recent fall in oil price too late to have much effect in 1985-86 (see

Q4). Margin of error on Autumn Statement forecast is £2'; billion either way.

Line to take
Autumn Statement forecast for 1985-86 PSBR is £8 billion. Recent fall in oil price too late
to have much effect in 1985-86, because revenues up to March largely determined by

prices and production up to end of December.

CONFIDENTIAL AND PERSONAL
(DRAFT) 3
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CONFIDENTIAL AND PERSONAL
(DRAFT)

2. Borrowing in December 1985

Background
Borrowing in December 1984 was only £0.6 billion, but that was affected by British

Telecom first receipts of £1.5 billion (included in Consolidated Fund receipts, columns 1
and 4 of table 3). Borrowing in December 1983 was £1.3 billion, much closer to last

month’s £1.7 billion.

Line to take
Comparisons of single months with a year earlier are misleading because of changes in
the seasonal pattern of borrowing and erratic influences. In particular, December 1984 was

affected by first receipts of British Telecom, of £1.5 billion.

3. Effect of higher interest rates

Line to take
This will increase some costs but also some receipts. Probably only small net effect in

current year.

4. Oil Revenues : effect of OPEC decisions

Background
Autumn Statement forecast for total oil revenues (PRT, including advance payments,

corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in Budget. Revenues in
first eleven months of year (April 1985 - February 1986) determined largely by prices and
production up to June 1985. Revenues in March 1986 determined largely by what
happened in July—-December 1985. Fall in dollar price following OPEC meeting in early
December affects deliveries in January 1986 onwards and hence will have little effect on

revenues in 1985-86.

Line to take

As shown in Autumn Statement, oil revenues for year as a whole expected to be reduced

CONFIDENTIAL AND PERSONAL
4 (DRAFT)
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(DRAFT)

by around £2 billion (compared with Budget forecast) owing to fall in sterling oil price.

Since revenues up to end-March depend largely on average prices and production up to

end-December, little effect in 1985-86 from recent fall in oil price.

5. Supply Expenditure

Background
For the first nine months of 1985-86, Supply expenditure (the amount spent by

departments), shown in table 4 of press notice, was about 7% per cent higher than in
April-December 1984. After adjusting for changes in method of paying EC contributions,
the increase is 6% per cent. PEWP forecast is that planning total in 1985-86 will be fully
spent, representing 3% per cent increase on 1984-85, but Supply has different coverage
from planning total (eg the latter includes privatisation proceeds, LA expenditure other
than CG grants to LAs, and PCs’ market borrowing), and other elements in planning total

move differently.

(The comparable year-on-year rise for Supply services in the period April to December
was about 8% per cent. Supply services, shown in table 3 column 6, represent issues to
departments from the Consolidated Fund. The difference between Supply expenditure and
Supply services is explained in paragraph 4 of Notes to Editors. Table 4, which gives the

Supply expenditure figures, was first published last month.)

Line to take

Increase in supply expenditure in April-December (after adjustment for change in method
of paying EC contributions) is 6% per cent above same period of 1984-85. December
outturn is consistent with PEWP forecast for planning total in 1985-86 as a whole: supply

has different coverage from planning total.

6. Privatisation proceeds

Background
Budget forecast for total receipts from central privatisation proceeds in 1985-86 was £2.5

billion - increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks

(originally scheduled for sale in February 1986) because the proceeds will not accrue to

CONFIDENTIAL AND PERSONAL
(DRAFT) 5
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(DRAFT)

HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take
Total net receipts for first nine months of 1985-86 almost £2% billion, some £% billion
more than over the same period last year. Sale of residual shareholding in Cable and

Wireless realised net receipts of £300 million in December.

7. EC refunds and abatements

Line to take

1984 rebate of 1000m ecus (£605 million) received by 6 January 1986: of this, £166 million
was received in December (included as switch between EC no. 1 account in OCGFA (table
3 column 12) and Consolidated Fund (column 4)). Arrangements in respect of 1985 and
subsequent years are different, and reduce UK monthly contributions, starting in January
1986. First monthly abatement (about £70 million), based on 1986 budget figure of 1400m
ecus, affected contribution made on 2 January. [If pressed: Inter—-governmental Agreement
payment of £250 million, to finance inescapable Community obligations in 1985 budget,

paid in December.]

8. Inland Revenue receipts
[See also Q4 on oil revenues]

Background
Total Inland Revenue receipts in December were £3.8 billion. Total for April-December

1985-86 was £36 billion, 103 per cent higher than over the same period last year. Budget
forecast for 1985-86 was for receipts of £56.2 billion, up 11% per cent on 1984-85. No
Autumn Statement forecast of total Inland Revenue taxes only, but stated that oil revenues
expected to be £2 billion lower, and onshore company taxes expected higher, than in

Budget forecast.

Line to take

Receipts in first nine months £36 billion. Monthly pattern of receipts varies from year to
year. As noted in Autumn Statement, receipts in 1985-86 expected to be lower than in
Budget forecast, because of shortfall in oil revenues only partly offset by higher onshore

company taxes.

CONFIDENTIAL AND PERSONAL
6 (DRAFT)
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(DRAFT)

9. Customs and Excise revenues

Background
Customs and Excise revenues in December were £3.1 billion. Total for April-December

1985-86 (£28 billion) was 8% per cent higher than over the same period last year. Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1984-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports). No
Autumn Statement forecast of Customs and Excise taxes only, but stated that expenditure

taxes expected higher than in Budget forecast.

Line to take

Receipts in first nine months £28 billion. Increase over corresponding period last year
greater than Budget forecast of increase for year as a whole, partly because full effect of
change in VAT on imports had not occurred by the end of 1984. Also, as noted in Autumn
Statement, receipts in 1985-86 as a whole now expected to be greater than in Budget

forecast, because of higher expenditure taxes.

10. Local authorities

Background
Preliminary estimate is that local authorities borrowed £0.3 billion in December, bringing

total net borrowing to £0.4 billion in April-December 1985-86, about £3 billion lower than
over corresponding period last year. Budget forecast for 1985-86 as a whole was not given
(breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion for
LABR, was purely notional — based on an arbitrary allocation of the Reserve). No Autumn
Statement forecast of LABR for 1985-86, either. Outturn for 1984-85 was £2.4 billion.

Line to take
Local authorities normally borrow this sort of amount in December. Cumulative borrowing
April-December 1985 (£0.4 billion) well within range of outturns in same period of previous

three years. (Average LABR for whole year in previous three years was £1% billion.)

CONFIDENTIAL AND PERSONAL
(DRAFT) 7
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11. Public corporations

Background
Public corporations (provisionally) borrowed £0.3 billion in December, giving net borrowing

of £0.2 billion for first nine months of 1985-86. No Budget or Autumn Statement forecasts
of PCBR for 1985-86 as a whole — see Q10.

Line to take
Borrowing in 1985-86 is running lower than in 1984-85. (The later months of 1984-85, eg

December 1984, were affected by the miners’ strike).

John Clark (e_xt 3093)
PSF Division, HM Treasury

CONFIDENTIAL AND PERSONAL
(DRAFT)
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FROM:
DATE:

1. MR CAQPFELL

25 CHANCELLOR OF THE EXCHEQUER

Copy with PPS letter, attached, for:

Mr Norgrove - No 10

MISS M E PEIRSON
16 January 1986

cc List A List B (distributed at 2.30 pm, 17 January)
Sir P Middleton Chief Secretary Miss O'Mara
Sir A MEBUENS Financial Secretary Mr Walsh
Mr H Evans Economic Secretary Mr Williams
Mr Peretz Minister of State Mr Powell
Mr Scholar Mr F E R Butler Mr Cropper
Mr L Watts Mr Moore Mr H Davies
Mr Devereux Mr Odling-Smee Mr Lord
Dr Webb Mr Turnbull Mr Wells - CSO
Mrs Butler Mr Calder - IR
Mr Mowl Mr Wilmott - C & E

MONTHLY NOTE ON THE PSBR

1L I attach a report on the PSBR outturn
This outturn will be published by press
tomorrow, 17 January.

2. Forecasts for the final three months of

year are not included in the attached report;

notice

for December.
at 230 . pm

the financial

they are being

constructed as part of the current forecasting round.

WP

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL
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|
} PUBLIC SECTOR BORROWING
|
|

Summary

- The PSBR for December is provisionally estimated at £1.7 billion, £0.8
billion lower than last month’s forecast. Central government own-
account borrowing was £0.5 billion less than forecast, owing mainly to
higher Customs and Excise receipts. In addition there were small

undershoots on local authorities’ and public corporations’ borrowing.

- Borrowing in the first nine months of 1985-86 (£7.8 billion) was £1.1
billion lower than the Budget profile (Chart 1) and £2.4 billion lower
than over the same period last year (Chart 2).

- The usual forecasts for the PSBR in the next three months are not
presented in this note; revised monthly profiles to the end of the
financial year are being constructed as part of the current forecasting

round.

Figures in this report are not seasonally adjusted and also may not sum precisely because

of rounding.

CONFIDENTIAL AND PERSONAL
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Chart 1 : Comparisons with Budget profiles for 1985-86

£ billion cumulative
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Comparisons with last year’'s outturns

£ billion cumulative
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Borrowing in December

CONFIDENTIAL AND PERSONAL

(Comparisons in this section are with last month’s forecast)

The provisional estimate of the PSBR in December is £1.7 billion, £0.8 billion lower than

forecast last month. The differences between forecast and outturn on the individual

sub-sectors are shown in the table below.

Table 1: December 1985 borrowing requirements
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
Forecast” 2.5 1.7 0.3 0.5
Outturn 1.7 1.1 0.3 0.3
Difference -0.8 =05 =0 =01

*made on 16 December

2. Borrowing on central government own account was about £0.5 billion lower than

forecast. Customs and Excise receipts were higher than expected (by £0.3 billion, almost all

due to VAT) as were Inland Revenue receipts (by £0.1 billion, probably timing).

3. Local authorities and public corporations are provisionally estimated to have borrowed

about £0.3 billion each in December, in both cases £0.1 billion less than forecast.

CONFIDENTIAL AND PERSONAL
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April to December

(Comparisons in this section are with the Budget profile)

Table 2: Total April-December borrowing requirements
£ billion
PSBR Comprising
CGBR(O) LABR PCBR
Budget forecast 8.9 7.9 0.7 0.3
Outturn 7.8 74, 0.4 0.2
Difference =il -0.7 =3 -0.1

4. The cumulative PSBR for the first nine months of 1985-86 was £7.8 billion, about £1.1
billion below the Budget profile (see Chart 1 and Table 2). It is about £2.4 billion below the
same period last year (Chart 2), which was affected by the coal strike, and by higher LA

capital expenditure.

5. Cumulative borrowing in April-December on central government own account was £0.7

billion lower than the Budget profile. Higher Customs and Excise receipts (by £0.9 billion,
mainly VAT), higher interest receipts (by £0.5 billion) and lower supply expenditure (by £0.8
billion) were only partly offset by lower Inland Revenue receipts (by £1.2 billion, more than
accounted for by PRT) and lower oil royalties (£0.3 billion). The higher VAT receipts were
apparently due to increases both in total consumers’ expenditure and in the proportion
spent on goods attracting VAT. The lower supply expenditure is mainly due to lower grants
to the NCB and lower ECGD payments, and is offset within the planning total by higher
expenditure on LA capital (affecting the LABR), coal stock rebuilding (affecting the PCBR),

and other items.

6. Local authorities borrowed £0.4 billion in the first nine months of 1985-86, about £0.3

billion less than in the Budget profile. This shortfall can be explained partly by timing
(contrary to the assumption made in the Budget profile, the pattern of rate payments does

CONFIDENTIAL AND PERSONAL
‘ 5
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not seem to have changed this year) and partly by the delay in the teachers’ pay

settlement.

7. Public corporations borrowed £0.2 billion in April-December, about £0.1 billion less than

in the Budget profile. Net borrowing by the British Steel Corporation is lower than
expected, partly offset by higher borrowing by the National Coal Board matching the
reduction in grant (see paragraph 6 above) and higher borrowing by the Electricity Council

for coal stock rebuilding.

6 01/16/86 15:53:35
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Table 3: Latest monthly profiles
(Budget profiles in italics for comparison)

Comprising

CGBR(O) LABR PCBR
1985-86
Apr 1.8 2.7 1.1 1.7 0.8 -0.2
May 1.0 1.4 1.2 27.6 - -0.3
Jun -01 04 03 0.4 -0.3 -0.1
Jul 06 0.3 08 0.2 0.3 -0.6
Aug 2075 1.0 7.6 0.1 0.1
Sep 1.8 =0.7 0.5 = 0.2 0.6
Oct -0.3 -0.2 -0.2 -0.3 -0.4 0.3
Nov 0.7 7.4 1.1 71 -0.6 0.1
Dec Wl 2ed 1.1 7.6 0.3 0.3
Cumulative
Apr 1.8 1.1 17 08 0.5 =0.2
May 2.7 24 34 0.8 0.4 -0.4
Jun 2.6 20 38 05 0.4 -0.6
Jul 3.2 36 39 08 0.4 -1.2
Aug 4.4 46 5.6 09 0.6 -1.1
Sep 5.6 9 =55 1.1 =80:5 -0.5
Oct 5.4 49 5.2 0.7 0.5 -0.3
Nov 6.1 6.0 6.3 01 0.5 -0.1
Dec 7.8 Tl 7.9 04 0.7 0.2

CONFIDENTIAL AND PERSONAL
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Table 4: PSBR for 1985-86 — comparisons with 1984-85
and Budget profile
£ billion
1984-85 1985-86 Differences from
Budget 1984-85 Budget
Outturn profile Outturn outturn profile
1 2 3 3l 3-2
Apr 2.4 2 1.8 =06 SO
May 1.2 1.4 1.0 =02 -0.4
Jun 1.0 0.4 -0.1 =11 =05
Q2 4.6 3.9 2.6 -2.0 =18
Jul 0.6 0.3 0.6 = 0.3
Aug 1.6 1.3 1.2 -0.5 -0.1
Sep 0.6 -0.1 1.3 0.7 1.4
Q3 2.8 1.4 3.0 0.2 156
Oct 0.6 -0.2 -0.3 -0.8 -0.1
Nov 7 1.4 0.7 -1.0 =0.7
Dec 0.6 2.4 1.7 1.1 =07
Q4 2.8 3.6 2.2 =07 =1
Cumulative

Apr 2.4 2.1 1.8 -0.6 =03
May 3.6 35 2.7 -0.8 -0.8
Jun 4.6 3.9 2.6 -2.0 =13
Jul b1 4.2 3.2 -2.0 =1.0
Aug 6.8 5.4 4.4 =24 =1
Sep 7.4 5.5 5.6 S A 0.3
Oct 8.0 B 5.4 -2.6 0.2
Nov 9.6 6.5 6.1 =36 =05
Dec 10.2 8.9 7.8 = =14

CONFIDENTIAL AND PERSONAL

8 01/16/86 15:53:35



01/16/86 15:53:35

CONFIDENTIAL AND PERSONAL

Table 5: Central government transactions — December
£ billion
forecast outturn‘
Receipts e
Consolidated Fund
Inland Revenue 37 3.8
Customs and Excise 2.8 351
Other'® 0.9 1.4
National Loans Fund
Interest etc. receipts 0.5 0.6
‘Total Receipts 7.8 8.9
Expenditure
Consolidated Fund
Supply expenditure® 8.5 8.6
Adjustment to Supply
Services basis® - 0.3
Other 0.6 0.6
National Loans Fund ;
Service of the national debt 0.6 0.6
Net lending 0.1 -0.2
Total Expenditure 9.8 10.0
Other funds and accounts
(+ increases borrowing) 0.3 0.4
(- reduces borrowing)
CGBR 2.3 1.5
On-lending 0.7 0.4
CGBR(0O) 3 1.1

(NDue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

@)includes receipts from sales of assets

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset

to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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Treasury Chambers, Parliament Street, SWIP 3AG
01-233 3000

COVERING CONFIDENTIAL & PERSONAL

| David Norgrove Esg
| 10 Downing Street. 16 January 1986

A% Aﬁww/

MONTHLY NOTE ON PUBLIC SECTOR BORROWING

I enclose this month's note on the PSBR.

The press notice giving the outturn figures for December
will be published at 2.30 pm tomorrow, 17 January.

Yours sincerely
a7

42:9 A o 4;¢nh—__9/>;

V4

RACHEL LOMAX
PRINCIPAL PRIVATE SECRETARY
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PUBLIC SECTOR BORROWING

Summary
‘ - The PSBR for December is provisionally estimated at £1.7 billion, £0.8
billion lower than last month’s forecast. Central government own-
account borrowing was £0.5 billion less than forecast, owing mainly to
higher Customs and Excise receipts. In addition there were small

undershoots on local authorities’ and public corporations’ borrowing.

- Borrowing in the first nine months of 1985-86 (£7.8 billion) was £1.1
billion lower than the Budget profile (Chart 1) and £2.4 billion lower
than over the same period last year (Chart 2).

- The usual forecasts for the PSBR in the next three months are not
presented in this note; revised monthly profiles to the end of the
financial year are being constructed as part of the current forecasting
round.

Figures in this report are not seasonally adjusted and also may not sum precisely because
of rounding.

CONFIDENTIAL AND PERSONAL

01/16/86 15:53:35 1



CONFIDENTIAL AND PERSONAL

Chart 1 : Comparisons with Budget profiles for 1985-86
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Chart 2 : Comparisons with last year's outturns
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Borrowing in December

(Comparisons in this section are with last month’s forecast)

The provisional estimate of the PSBR in December is £1.7 billion, £0.8 billion lower than
forecast last month. The differences between forecast and outturn on the individual

sub-sectors are shown in the table below.

Table 1: December 1985 borrowing requirements
£ billion
PSBR Comprising
CGBR(0O) LABR PCBR
Forecast” 2.5 1.7 0.3 0.5
Qutturn 1.7 1141 g3 0.3
Difference -0.8 =05 -0.1 -0.1

*made on 16 December

2. Borrowing on central government own account was about £0.5 billion lower than

forecast. Customs and Excise receipts were higher than expected (by £0.3 billion, almost all

due to VAT) as were Inland Revenue receipts (by £0.1 billion, probably timing).

3. Local authorities and public corporations are provisionally estimated to have borrowed

about £0.3 billion each in December, in both cases £0.1 billion less than forecast.

CONFIDENTIAL AND PERSONAL
4 01/16/86 15:53:35



01/16/86 15:53:35

CONFIDENTIAL AND PERSONAL

April to December

(Comparisons in this section are with the Budget profile)

Table 2: Total April-December borrowing requirements
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
Budget forecast 8.9 7.9 0.7 0.3
Outturn 7.8 7.1 0.4 0.2
Difference =15 =0.7 =0.3 -0.1

4. The cumulative PSBR for the first nine months of 1985-86 was £7.8 billion, about £1.1
billion below the Budget profile (see Chart 1 and Table 2). It is about £2.4 billion below the
same period last year (Chart 2), which was affected by the coal strike, and by higher LA

capital expenditure.

5. Cumulative borrowing in April-December on central government own account was £0.7

billion lower than the Budget profile. Higher Customs and Excise receipts (by £0.9 billion,
mainly VAT), higher interest receipts (by £0.5 billion) and lower supply expenditure (by £0.8
billion) were only partly offset by lower Inland Revenue receipts (by £1.2 billion, more than
accounted for by PRT) and lower oil royalties (£0.3 billion). The higher VAT receipts were
apparently due to increases both in total consumers’ expenditure and in the proportion
spent on goods attracting VAT. The lower supply expenditure is mainly due to lower grants
to the NCB and lower ECGD payments, and is offset within the planning total by higher
expenditure on LA capital (affecting the LABR), coal stock rebuilding (affecting the PCBR),

and other items.

6. Local authorities borrowed £0.4 billion in the first nine months of 1985-86, about £0.3

billion less than in the Budget profile. This shortfall can be explained partly by timing

(contrary to the assumption made in the Budget profile, the pattern of rate payments does

CONFIDENTIAL AND PERSONAL
5
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not seem to have changed this year) and partly by the delay in the teachers’ pay
settlement.

7. Public corporations borrowed £0.2 billion in April-December, about £0.1 billion less than

in the Budget profile. Net borrowing by the British Steel Corporation is lower than
expected, partly offset by higher borrowing by the National Coal Board matching the
reduction in grant (see paragraph 6 above) and higher borrowing by the Electricity Council
for coal stock rebuilding.

CONFIDENTIAL AND PERSONAL
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Table 3: Latest monthly profiles
(Budget profiles in italics for comparison)
£ billion
PSBR Comprising
CGBR(0O) LABR PCBR
1985-86
Apr 8 2.7 1: 7 08 0.5 -0.2 -0.7
May 1.0 1.4 12 1.6 - 0.1 -03 -0.2
Jun -01 0.4 03 0.4 -0.3 = -0.1 0.7
Jul 06 0.3 09 0.2 0.3 = -06 0.7
Aug 2. 1.3 1.0 7.6 01 0.2 0.1 -0.5
Sep 13 -0.1 0.5 = 0.2 = 0.6 =
Oct -03 -0.2 -0.2 -0.3 -04 -0.7 03 0.2
Nov 07 1.4 | By (e o -0.6 = 01 0.4
Dec ol = 24 ¥l 4z6 03 0.2 03 0.5
Cumulative
Apr 8t 2.7 1.1 1.7 08 0.5 -0.2 -0.7
May 27 35 24 34 08 0.4 -0.4 -0.3
Jun 26 3.9 2.1 38 05 0.4 -0.6 -0.2
Jul 3L 42 30 A8 08 04 -1.2 -0.2
Aug 44 54 46 5.6 09 0.6 -1.1 -0.7
Sep 856 5.3 5155 11056 -0.5 -0.7
Oct 54 5.7 49 52 07 0.5 -0.3 -0.6
Nov 6.1 65 6.0 6.3 01 0.5 -0.1 -0.2
Dec 78 8.9 7 Ry G 04 0.7 02 0.3

CONFIDENTIAL AND PERSONAL
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Table 4: PSBR for 1985-86 - comparisons with 1984-85
and Budget profile
£ billion
1984-85 1985-86 Differences from
Budget 1984-85 Budget
Outturn profile Outturn outturn profile
1 2 3 3=1 3=2
Apr 2.4 2.1 1.8 -0.6 —Q:3
May 2 1.4 1.0 =02 -0.4
Jun 1.0 0.4 -0.1 =i -0.5
Q2 4.6 3.9 2.6 =2:0 =123
Jul 0.6 0.3 0.6 = 0.3
Aug 1.6 1.3 1:2 =0:5 -0.1
Sep 0.6 =0.1 1.3 0.7 1.4
Q3 2.8 1.4 3.0 0.2 1.6
Oct 0.6 ~0.2 -0.3 -0.8 041
Nov 1.7 1.4 0.7 -1.0 =057
Dec 0.6 2.4 1.7 Tl -0.7
Q4 2.8 3.6 2.2 =07 -1.4
Cumulative

Apr 2.4 2.1 1.8 -0.6 =0:3
May 3.6 3.5 2.7 -0.8 -0.8
Jun 4.6 3.9 2.6 =2.0 =13
Jul 5.1 4.2 3.2 =2.0 -1.0
Aug 6.8 5.4 4.4 =24 =4
Sep 7.4 5.3 5.6 =17 0.3
Oct 8.0 5.1 5.4 2.6 0.2
Nov 9.6 6.5 6.1 =36 =0.5
Dec 10.2 8.9 7.8 =24 =11

CONFIDENTIAL AND PERSONAL
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Table 5: Central government transactions - December

£ billion

| forecast outturn”
| Receipts ——
Consolidated Fund

| Inland Revenue 3.7 3.8
Customs and Excise 2.8 3.1
Other? 0.9 1.4

Nationa! Loans Fund
Interest etc. receipts 0.5 0.6
Total Receipts 7.8 8.9
Expenditure
Consolidated Fund
Supply expenditure® 8.5 8.6
Adjustment to Supply
Services basis*’ - 0.3
Other 0.6 0.6
National Loans Fund
Service of the national deot 0.6 0.6
Net lending 0.1 -0.2
Total Expenditure 9.8 10.0

Other funds and accounts
(+ increases borrowing) 0.3 0.4
(- reduces borrowing)

CGBR 2.3 1.5
On-lending 0.7 0.4
CGBR(0) 1.7 1.1

MDue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

2Nncludes receipts from sales of assets

3)0n a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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FROM: SIR T BURNS
DATE: 30 JANUARY 1986

CHANCELLOR OF THE EXCHEQUER )’Lﬂ/“&'c /éir Peter Middleton

M ndnr / s» Mr Cassell

amt (ﬂ?/“y ﬂSPA I~ A}/‘,_:I:”:S Mr Evans

o~ g} ) A : "
g SRS P 7 Ty v :
v Mr Riley o
o) £ O Be Rt e 0 i e i ey, e

Lan

S -~ WV)/’ '] ‘7
_/ﬂf m d\"‘" 4' =
4w~  PUBLIC SECTOR FINANCIAL DEFICIT Lawy - Th & i s M ¢ 4

A & moA
Shrih Vﬂf?}“/fb I”SP)L#IM K N:‘{(xj’w
You asked my views about the use of éﬁé public sgg%or f%@gnsiaﬁj;/

deficit on a cash rather than an accruals basis. C::Z;;V”' Lp;,ﬁy{v'
P e
20 The first question to consider is where, when and why
the PSFD might be presented on a cash rather than an accruals
basis. At the moment the PSFD hardly appears at all in Treasury
publications. It is not shown in the MTFS tables, and it
appears only for the outturn and the forthcoming year in
FSBR table 6.5 (and it could be included as a memo item in

the new summary table showing current and capital transactions

separately). It does, however, appear in all the main CSO
publications. In all these places it is measured on an accruals
basis.

3% I would advise against seeking to change the definition
of the PSFD in government publications. All company accounts,

including those of the private sector, are typically drawn
up on an accruals basis. This basis is reckoned to provide
a more helpful picture of underlying movements in the accounts.
It 1s +the basis that is internationally agreed amongst
statisticians, and the CSO would no doubt resist the change.
This argument need not, of course, prevent us from changing
the definition in the Treasury's publications. But given
that the PSFD in the FSBR attracts virtually no attention,

I see little to be gained from doing that alone.
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4. However, even without changing the definition in government
publications, one could contemplate making more use of the
alternative definition in briefing. The main advantage of
doing this as I see it is that it suggests that the PSFD has

come down faster in recent years than the accrued definition

does:
% of GDP
PSBR PSFD (accrued) PSFD (cash)
1979-80 to 1980-81 55 el 4.5 5.4
1981-82 to 1984-85 Bl B2 Bres
1985-86%* 2002 St SR
1986—-87*%* Zreil) [a3F28] [3.3]

* Autumn Statement forecast

** Rough forecast based on Autumn Statement projections and
assuming PSBR at 2% of GDP.

It does this mainly by raising the PSFD in the early years,
which reflects the fact that taxes were increased (VAT 1in
1979 and income tax 1in 1981) with the associated increase
in revenue accruing before it was received by the government.
(The table at the end shows the annual figures in both £ billion

and as a percentage of GDP).

B However, against this advantage must be set a number
of disadvantages from giving the PSFD on a cash basis the

higher profile:

- It would strengthen the case of those who argue that there
is a "correct" measure of fiscal stance and correspondingly
undermine our efforts to deny this and to rely on the

statement that we take into account all the relevant factors;

- It would not stop commentators from continuing to make their
own special adjustments to the PSBR or one of the definitions

of the PSFD, eg for North Sea o0il and council house sales;



. RESTRICTED

- It might convey the impression that the Government was playing

loose and fast with definitions in order to make a point;
- It appears on the basis of our present forecast that the
PSFD on a cash basis will actually go in a 1less favourable

direction next year than that on an accrued basis.

6. For all these reasons, therefore, I advise against

redefining the PSFD on a cash basis.

T BURNS



FROM : MRS R LOMAX
| DATE : 11 DECEMBER 1985

Mr Cassell

Mr Evans

Mr Odling-Smee
Miss Peirson
Mr Powell

SIR TERENCi/BURNS cc Sir Peter Middleton

PUBLIC SECTOR FINANCIAL DEFICIT

The Chancellor is interested in the idea of redefin ing the public
sector financial deficit to include the accruals adijustment, thus
effectively putting it on a cash basis. He thinks this would make it
more useful for expositional purposes, in part by producing a
smoother series. Miss Peirson produced the attached note in very
short order yesterday which the Chancellor has seen. He finds the
PSFD (cash) table of considerable interest, though he is not
convinced by the arguments in Miss Peirson's covering minute. He has
commented that we also need to consider what we are measuring these

concepts for.

205 The Chancellor would like to discuss these ideas with you at
some stage, preferably before Christmas. He would therefore be

grateful if you would take a look at Miss Peirson's note.

rr

RACHEL TLOMAX

5/hbﬁb3
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’ CONFIDENTIAL
FROM: MISS M E PEIRSON
DATE: 10 December 1985
\ MRS LOMAX cc Sir P Middleton

Mr Odling-Smee -
e Powel

Mr Cassell
X Mr Evans //////

PUBLIC SECTOR FINANCIAL DEFICIT

3L You sa.d that the Chancellor was wondering whether to
adopt, in partial replacement of the PSBR, the PSFD on a cash
basis, ie the PSFD plus the "accruals adjustment" in line

28 of table 6.5 of the FSBR.

2 The PSFD, whether cash or accrued, could not be measured
quickly and accurately, but you said the idea was not to use
i¢ for monitoring purposes but merely as a good alternative
definitioh of the "financial balance". Attempts to meet
criticism of the FSBR by adjusting it for special asset sales
have simply led commentators to adjust it for other asset
sales, North Sea revenues, 01ld Uncle Tom Cobbleigh and all.
But if a wellestablished definition like the PSFD, which already
excludes special asset sales, were used, there would not be

the same temptation to adjust it further.

3 You added that the Chancellor had suggested that the
PSFD should be in cash because then it might show less of
an erratic path in recent years: he was thinking particularly

of the civil service strike effects.

4. My immediate comments are as follows. First, . 1 ~attach
the figures requested, showing the PSFD, both accrued and

cash, as % GDP and in cash. The PSBR is given for comparison.

S Secondly, if there is to be a move to 9\ve more prominence
to the PSFD, 1 recommend that it should be on the usual accrued

basis, for the following reasons:-



. (i) _That is the internationally agreed -basis, and the
“ national accounts definition. We stand more chance

of its being accepted without adjustment if we do not

start adjusting it ourselves.

(ii) The "underlying" path of the PSFD, ie abstracting from
the effects of the civil service strike, is shown more
accurately by the accrued basis than cash, for on the
(estimated) accrued basis there has been an attempt
to remove the effects of the strike. The success of
the attempt depends on the estimates of the strike
effects, which cannot be said to be perfect, but the

result 1is better than if the deficit is translated

back to cash.

6% Against those two points, it is true that keeping the
PSFD on an accrued basis means losing the benefit to 1984-
85 of the acceleration of VAT on imports. But such measures
to affect the timing (only) of improvements in the PSBR are,
I believe, fairly rare. And now that 1984--85 is well over,
and was anyway distorted by the miners' strike, we can afford

to lose that particular benefit.

7 Thirdly, however, I do not recommend giving more prominence

to the PSFD, for the following reasons:-

(a) It would not stop the adjustments, in particular for
North Sea oil. For instance, I attach table 24 of the
current draft of the IMF report on the UK (which officials
are studying), which starts with the general government
financial deficit (described as the "financial balance")
and then adjusts it for sales of council houses, special
sales of assets and North Sea o0il (plus inflation and

certain other changes described as "cyclical").

(b) The PSFD is likely to rise after 1985-86 in relation
to the PSBR, because of the effect on the latter of the
substantially higher special asset sales. A rough forecast

for 1986-87, assuming an unchanged PSBR, is shown in

MW MISS M E PEIRSON

the first table attached.
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PSBR and PSFD

| PSBR PSFD (accrued) PSFD (cash)
| £bn $ GDP £bn $GDP £bn $GDP
| 1971-72 1.0 1.6 0.7 1=k 0.6 |
72-73 2.4 3.6 2.0 3.0 2.0 3.0
73-74 4.3 5.8 3.5 4.6 4.1 5.5
74-75 8.0 8.9 6.0 6.7 6.9 TG
75-76 10.3 9.3 8.1 7.4 8.7 7.9
76-77 8.3 6.4 7.4 5.8 7.8 6.1
77-78 .4 3.6 6.6 4.4 i3 AR
78-79 9.3 5.4 8.5 S - iR 9.5 5.5
79-80 10.0 4.8 8.2 3.9 10.6 5.1
1980-81 12.7 5.4 12.0 5.1 13.3 5.7
81-82 8.6 3.3 5.8 22 7.5 2.9
82-83 8.9 3.1 8.5 3.0 8.3 2.9
83-84 9.7 ;) 12.0 3.9 11.9 3.9
84-85 10.2 3.1 12.5 3.8 32:1 : TR
1985-86* 8.0 5,2 158 S i B | 3.1
1986-87** 757 2.0 123 [3.2] (12.8] a2

* Autumn Statement forecast.

** Rough forecast based on Autumn Statement projections and assuming

PSBR at 2% of GDP.



Table 24. United Kingdom: Cyclical Effect of Fiscal Policy

(In percent of GDP)

1978/79 1979/80 198G/81 1981/82 1982/83 1983/84 1984 /85 1985/86
Budget Actual Budget Revised 1/

Actual fiscel data 2/

Financial belance -.0 -3.0 -4.0 =-1.9 -2.7 -3.9 -2.6 -3.6 -2.8
FPinancial balance,

adjusted for sasles of

council bouses 3/ -4.2 -3.2 -4.3 =-2.4 -3.4 -4 -3.0 --.1 =-3.2 -3.6
Financial balance,

sdjusted for sales of

council houses and

special sales of

sssets 3/ 4.2 =3.7 4.5 2.4 -3.6 -4.8 -3.6 -4.7 =3.9 -4.3

Cyclically peutral
financial balsnoce

=
"Unadjusted &/ 4.0 -3.8 6.6 -7.9 -8.1 -1.6 -7.5 -1.4 -7.0  -$.7 §
Adjusted for sales of
public sector sssets ~4.2 -4.0 -6.8 -8.1 -8.3 -7.8 -7.8 =7.6 =1.2 -7.0 ﬂ
Adjusted for sales of \\
public sector assets
and ofl 5/ -4.2 -3.2 -5.5 -4.0 -5.9 5.3 =5.1 -4.3 -3.8 -4.0
'
Change in cyclical effect 6/ S
(expans lonary +) 4
Unad justed .o -0.8 -1.8 ~3.5 0.7 1.7 -1.3 -0.1 0.4 0.3
Adjusted for sales of
public sector sssets voo -0.8 -1.8 -3.5 0.7 1.7 -1.3 -0.1 -0.4 0.3

Adjusted for sales of
public sector sssets
and oil

Memorandue ftems (expansion-
ary +)
Change 1o inflation
sdjusted financial

balance 7/ wes -3.é 0.2 2.1 2.4 2.4 -1.5 0.3 -1.0 -0.6
Change in inflation-

sdjusted PSBR 7/ 3.1 0.6 2.1 1.4 1.2 =-1.2 0.1 =1.4 -1.1

L2y Wl

Sources: CSO, Financial Statistice; MMSO, Fipancis] Statement sad Budget Report, The Government's
Expenditure Plans; and staff calculations.

1/ Based on Autuen Statiment, November 1985. ;

2/ General goveroment.

3/ Trests sales of assets as financing rather than negative expenditure.

I/ Revenue 18 cyclically neutral 1f fts ratio to sctusl CDP s the same ss in the base year (1978/79).
Cyclicelly peutral expenditure (net of unesployment benefits) maintaios the same ratio to potential GD? as
base year, and adds actual (or projected) uonesployment beneffit. Potential CDP equals actus! CDP {n 1978/79

and grows thereafter at e rate derived by adding 2 percent to the actwz! fmcrease in the CDP deflator.
5/ Trests oi] and §as revenue as cyclicelly neutrsl.

€&/ Cyclical effect fs the difference between the cyclically meutra! dalance and the sctual fiscal

balance. Change (from previous year) fo the cyclical effect indicstes the pet (expensionary or
coatractionsry) fmpulse of fiscal policy.

1/ Mdjusted for the tmpact of price fncresses on outstsnding government debt.

o
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1971-72
72-73
73-74
74-75
75-76
76-77
77-78
78-79
79-80

1980-81
81-82
82-83
83-84
84-85

1985-86

1986-87
87-88
88-89

£bn
L0
2.4
4.3
8.0
L0053
8.3
5.4
.
10.0
Tl
8.6
8.9
9.7
79.1
6.8
7.6
P
¥ -5 16

$GDP
1.6
356
5.8
9.0
958
6.4
3.6
555
4.8
5.4
353
Sk dl
3.2
Sl
SISO
2.0
<75
1.75

Revise D

1979-80 to 1980-81
1981-82 to 1984-85

1985-86 to 1988-89

CONFIDENTIAL

PSBR and PSFD

PSFD (accrued) PSFD cash)
£bn $GDP £bn $GDP
(6177 Il 36 06 Ladl
2.0 B0 2.0 3.0
35 4.6 4.0 53
6.0 Gle 5 TislE
2l 7.4 8.6 TADE::
7.4 5.8 7.8 6.0
6.6 4.4 Toar2 4.7
8:5 4.9 9 5.4
82 3.9 1.3 50
1Al 5l 12.9 585
B 2.3 i3 258
8.6 3§00 8.4 3.0
12.3 4.0 12.2 4.0
14.4 4.4 14.0 4.3
958 2 9.8 2.8
113l Zreal 12.:1 362
el o8 2.8 11.8 20
1L 2.8 122 258

TExT  ThBLe i

PSBR -PSFD (accrued) PSFD (cash)

. 4.5 5.2
3. 3.2 3.5
2.9 2.9

of GDP
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FROM: MISS M E PEIRSON
DATE: 31 January 1986

G

CHANPECOR Mz“ cc Sir P Middleton
( R AL Sir T Burns
™ K e, & Mr Cassell
o Mr Evans
WMQO\,M»‘,,_A‘, & o . Y Sy Mr Peretz

Mr Scholar
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monthly profile of the PSBR in 1985-86. 1t dis  consistent

155 1. attach™ a’” chart: (chart. 1) showing the latest forecast “7’
i both with the outturn profile to December put forward two

weeks ago and with the annual forecast circulated yesterday.
2 For comparison the Budget profile is shown as well.

B Chart 2 attached compares the latest forecast profile
for 1985-86 with the 1984-85 outturn.

4. The new forecast CGBR(O) for January is . based : on

near-outturn figures.

g
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parisons with Budget profiles for 1985-86
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Chart 2 : Comparisons with last year's outturns
£ billion cumulative
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From: X F MURPHY Sl

Date: 3 February 1986

MISS PEIRSON ce PRS =

Sir P Burns
Mr Cassell
Mr H Evans
Mr Scholar
Mr Peretz
Mr Devereux
Mr Powell
Dr Webb

PSBR: MONTHLY PROFILE IN 1985-86

Sir Peter Middleton has seen a copy of your note of 31 January.
2 He would be grateful if you could let him have similar charts

for each of the last 3 years including, in each case, not Jjust
the Budget profile but also the summer forecast.

il

K F MURPHY

Private Secretary
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CHANCELLOR OF THE EXCHEQUER Sir.  T°Burns

Mr Cassell
w/ Mr H P Evans
Mr Peretz

r Mr Scholar

\N,Q Mr Watts
Dr I Webb

CGBR(0O) & CGBR IN JANUARY

1125 The provisional outturn for the CGBR(O) in January is
a surplus of £4.7 billion. This is broadly consistent with
the forecast for 1985/6 as a whole which was circulated last
week (the January surplus is £0.3 billion higher than that
shown' 'in" ‘the. charts: sent ito., you -on 31 January,".-but: this is
thought to be largely due to timing). The estimate of the
outturn is subject to revision before publication on Tuesday
18 February.

P In the first 10 months of 1985/6 the CGBR(O) was
£2.5 billion, £2.3 billion below the Budget profile and much
lower than in the first ten months of 1984/5 (£5.7 billion),

1983/4 (£6.3 billion), and 1982/3 (£5v2 bl Ten). The
difference from the Budget profile reflects higher Customs
and Excise receipts (mainly VAT), higher interest receipts

and lower supply expenditure, all of which are only partly
offset by lower oil royalties and somewhat lower Inland Revenue
receipts. (The: latter is mainly PRT," but-‘is:offset by .a surge
in other Revenue taxes in January which were £% billion higher
than the Budget profile.)

S On-lending to 1local authorities and public corporations
totalled £0.6 billion in January. The CGBR in January Wwas
therefore a surplus of £4.1 billion, bringing the total borrowing
since 1 April 1985 to £7.6 billion.

4. Further analysis of the outturn in January will be given
in the next Ministerial note on the PSBR in two weeks' time.

R J DEVEREUX

CONFIDENTIAL
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CENTRAL GOVERNMENT TRANSACTIONS
£ billion
January 1986 April 1985-January 1986 April 1984 -
January 1985
Provisional Provisional Budget Difference Outturn
outturn outturn profile
Inland
Revenue 05 + 46.5 + 46.9 - 0.4 + 40.7
Customs
| and Excise i > 350 31050 + 100 B2 80
Other
‘ own
account SRS = 81050 =88l el e
e
CGBR(0) + 4.7 & 0P - 4.8 < + 2.3 =5 5y
N
On-lending:
- LAs Zoaaliss =B 8 =6 SN2 ey e
—SPEs = 0nes S AL S =) 5 . - 0.5 O
CGBR B 6 ST 3 - 0.4 { e8]
|
l

+ indicates a net receipt, or difference which reduces the CGBR.

- indicates a net payment, or difference which increases the CGBR. \
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Sir T Burns
Mr Cassell
Mr H Evans
Mr Scholar
Mr Peretz
Mr Devereux

Mr Powell
# Dr Webb
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PSBR: MONTHLY PROFILES /AP Do U

You asked to see charts for each of the last 3 years showing

the Budget profile and summer forecast as well as outturn.

2% Since monthly profiles for the PSBR only began in
November 1982, there is nothing for 1982-83. I attach for
the subsequent 3 years charts showing Budget profile, June

forecast, January forecast and outturn.

he/

M E PEIRSON
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Chart 1 : Outturn and profiles for 1983-84

£ billion cumulative
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Chart 2 : Outturn _and profiles for 1984-85

£ billion cumulative

——— = Estimated outturn in 1984—-85 1

---=- = January forecasts
—.—- = June forecasts [ -
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Chart 3 : Dutturn_and profiles for 1985-86

£ billion cumulative
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CGBR(O) IN 1985-86, AND FEBRUARY PSBR

about
CGBR(O)

Il You enquired
profile for the
outturn, and whether

CGBR(0)

ilis
You also asked when you

the

affected the
would first

difference
up to January and the provisional
forecast for

FROM:
DATE:

between

MISS M E PEIRSON
10 February 1986

cc Sir P Middleton

Sir T Burns
Mr Cassell
Mr H P Evans
Mr Peretz

Mr Scholar
Mrs R Butler
Mr Devereux
Mr Macafee
Mr Powell

Dr Webb

the Budget

1986587

see the February PSBR.
(Mrs Lomax' minute of 5 February to Mr Devereux.)

% The difference in the CGBR(0O) is accounted for as follows:-

April 1985-January 1986, £bn
1985
FSBR Outturn Difference
0il revenues 1LIbEe 9.8 — L]
Other IR receipts 37 .6 38.4 0S8
C & E receipts 30.0 31.0 it
EC refund = 0.6
Supply expenditure -80.8 ST ST 2 08
(excl. onlending)
(inecr=")
Other S D) S l6 o (0]
CGBR(0) - 4.8 S SIS

Comment

Partly onshore
company taxes,
capital taxes,
stamp duty.

Mainly VAT.
Earlier timing.

Offset within planning
total by increase in
other expenditure, eg
affecting LABR and
PCBR.

More than accounted
for by higher
interest receipts.
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L Some of this difference is expected to reverse in February
and March. The EC refund was originally forecast for March,
and has simply come in earlier; some of the very high Inland
Revenue receipts in January is thought to be similarly due
to earlier timing; and a further £0.4 bn worsening of oil
revenues compared with the Budget is expected in the last
two months of the year.

4. However, the CGBR(0) for the whole year is still expected
to be substantially lower than the Budget forecast: by at
least the £0.9 bn quoted in the January forecast and quite
probably rather more.

5% The lower CGBR(O) in 1985-86 does affect the forecast
for 1986-87. But most of the effect was included in the January
forecast, which specifically allowed for the carrying-through
into 1986-87 of the increases in expenditure taxes and capital
taxes in 1985-86 (see report on public sector finances,
page 50). The outturn for January is expected to have only
a small further effect on the latest forecast for 1986-87.

February PSBR

61 We would normally get the provisional outturn of the
February PSBR on Tuesday 11 March, but we shall ask CSO, Bank
and DOE to make a special effort. Then, if nothing goes wrong

(eg with LAs' returns), we hope to let you have a preliminary
estimate in the evening of Monday 10 March. The CGBR will
of course be available earlier (4 March).

i However, the February PSBR will as you know only go some
of the way towards reducing the uncertainty over the PSBR
for the year, since the PSBR in March is such a very uncertain
figure.

ey

MISS M E PEIRSON
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Vv FROM: MISS M E PEIRSON
L/VVA DATE: 11 February 1986
1. MR CASSELL M \} cc Sir P Middleton
2. CHANCELLOR Sir T Burns ¢ )
Mr H P Evans
Mr Peretz

J}yﬁ/ LQ} Mr Scholar
\ \ 5 Mr Devereux

Q; < Dr I Webb L
\ Mr Wells - _CSO wc
A 22 /€

A e B
PSBR IN JANUARY {\) {
i @)\ &

>

@W@
i The first provisional outt&%n for he PSBR in January

is a repayment of £4.5 billion; ie about the same as in the
charts produced following last month's Economic Forecast (see
table attached). It is much larger than available market
forecasts, which are for repayments of £1%-2% billion. our
estimate is subject to revision before publication at 2.30
pm on Tuesday 18 February.

20 The CGBR(0O) was a surplus of £4.6 billion, much as reported
in Mr Devereux's minute of 4 February. The PCBR also showed
a very small repayment; the undershoot of £0.2 billion compared
with last month's forecast was due mainly to a larger than
expected repayment by Electricity. The LABR, however, showed
small net borrowing, instead of the forecast small repayment.

35 In the falEsis 10 months of 1985-86 the PSBR was
provisionally £3.2 billion, £2.4 billion below the Budget
profile. The undershoot of £2.1 billion on the CGBR(0) was
explained in my submission of yesterday (using slightly earlier
figures). The undershoot on the PCBR (by £0.3 billion) is
due to Steel. The LABR, however, has crept back Jjust above
the Budget profile.

4. For comparison, the PSBR in the first 10 months of 1984-85,
1983-84 and 1982-83 was £7.8 billion, £7.1 billion and
£5.1 billion, respectively.

5. The monthly note, presenting updated estimates for January
and forecasts for the rest of 1985-86, will be circulated
next Monday.

o/
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£ billion

January 1986 April-January 1985-86 April-
January 1984-85

Provisional Last Difference Provisional Budget Difference Outturn
outturn month's outturn profile
forecast *

CGBR(O0) = . 4.6 - 4.4 — 20102 2.7 4.8 =i 2l 557
LABR )5k =1 Ol 02 025 0.5 0.1 0.9
PCBR = 0.1 = 10122 = 03 =TS A2
PSBR = AR5 - 4.4 =50l Biar2 5D =24 ot

* Forecast used in chart following January Economic Forecast.
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PPS/CHANCELLOR v cc Mr Cassell

“", Mr Clark

DRAFT PRESS BRIEFING ON PSBR IN JANUARY

s As requested in your minute of' 12 February, I attach
the draft press briefing on the PSBR in January, for the

Chancellor to see over the weekend.

21, The press notice will be published on Tuesday, at 2.30 pm
as usual. Given the impact the January outturn will most
probably make, and the fact of PM's questions that afternoon,
the Chancellor may wish No 10 to have a copy of the final
press briefing the evening before (Monday 17th) rather than
on the morning of publication as usual. If so, we would need
to have the Chancellor's comments in the course of Monday

please.

lwe’

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL
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(DRAFT)
From: JOHN CLARK
18 February 1986
MR CULPIN - IDT
MR LANG - CSO Press Office
cc List A List B
(distributed at 2.30pm, 18 February)

Chancellor Mr Peretz Mrs Butler

Chief Secretary Miss O'Mara Mr Spencer

Financial Secretary Miss Peirson Mr Cropper

Economic Secretary Mr Walsh Mr H Davies

Minister of State Mr Watts Mr Lord

Sir P Middleton Mr R Evans Mrs Hillier = IR

Sir T Burns Mr Ward - CSO Mr B Sexton - C and E

Mr Cassell Mr Wright - B/E

Mr H Evans Mr Norgrove - No. 10

DRAFT BRIEFING FOR 18 FEBRUARY PSBR PRESS NOTICE

FACTUAL

The PSBR figures for January will be published at 2.30pm on 18 February. The provisional
outturns, together with figures for the first ten months of 1984-85 and 1985-86, are shown
in Table 1. Cumulative figures for the PSBR and its components for 1984-85 and 1983-84

are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion

Apr-Jan Apr-Jan January
1984-85 1985-86 1986

Central government

on own account 5.7 2.7 -4.6
Local authorities 0.9 0.5 0.1
Public corporations Tl = -
PSBR 7.8 3.2 -4.5
Memo:

CGBR (including borrowing for

on-lending to LAs and PCs) 8.0 77 -4.1

Note: Figures may not sum precisely because of rounding.

CONFIDENTIAL AND PERSONAL
(DRAFT) < : 1
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Table 2:

PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government

on own account

Local authorities

borrowing requirement

Public corporations

borrowing requirement

Public sector

borrowing requirement

1983-84 1984-85 1985-86

1983-84 1984-85 1985-86

1983-84 1984-85 1985-86

1983-84 1984-85 1985-86

Apr 0.9 1.9
May 2.4 3.2
Jun 3.7 4.5
Jul 4.5 5.0
Aug : 5.8 6.2
Sep 6.6 6.4
Oct 6.7 6.7
Nov 8.3 8.5
Dec 9.1 7.8
Jan 6.3 5.7
Feb 6.7 5.1
Mar 8.2 6.6

1.1
24
2.7
3.6
4.6
5.1
4.9
6.1
7.3
27

0.5
0.3
-0.1
-0.0
0.3
0.3
0.3
-0.2
0.1
0.0
0.1
1.2

0.9
0.8
0.6
0.8
1.4
1.2
1.0
0.8
122
0.9
1.3
2.4

0.8
0.8
0.5

08

0.9
1.1
0.7
0.1
0.4
0.5

-0.2
-0.3
-0.4
-0.6
-0.4
-0.0
0.1
0.5
0.6
0.7
0.6
0.3

-0.4
-0.4
=0.5
-0.7
-0.7
-0.3
0.2
0.4
1
1.2
1.3
1.1

-0.2
-0.5
-0.6
1.2
-1.1
-0.6
-0.4
-0.3
-0.0
-0.0

1.2
24
3.2
3.9
5.6
6.9
7.1
8.5
9.8
7.1
7.5
9.7

2.4
3.6
4.6
5.1
6.8
7.4
8.0
9.6
10.2
7.8
7l
10.1

1.8
2.1
2.6
3.2
4.4
5.6
5.3
6.0
1.7
3.2

Note: Figures may not sum precisely because of rounding.

(Ldvyda)
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. (DRAFT)

2. The (provisional) PSBR for January is a net repayment of debt of £4.5 billion. This is a far
higher repayment than forecast by City analysts (E13%-2" billion, with an average of about
£2V, billion).

POSITIVE

Line to take
1. Borrowing in first ten months of 1985-86 was £3.2 billion. That is £4.6 billion lower than
in first ten months of 1984-85. But compatisons between these two periods are distorted

by several factors, e.g. timing of EC receipts, effects of coal strike.

2. Autumn Statement forecast for whole year was £8 billion, with margin of error of £2%;

(({h e billion either way, giving range of £5%2 - 10% billion. There are always high tax recelpts in
! ' January and high borrowing at the end of the year, w Al *gafw‘/‘
3 bownw Ly %ux,mm by dm" C’
_dec S Auk it o b 'U/UW :
ot N ¢ o Aubum Shbe
; ' . Further forecast will
\ be given in Budget
[ s g 4
e L

( DEFENSIVE/FACTUAL

1. Borrowing in 1985-86

Line to take
Non-oil revenues are buoyant. VAT receipts have been particula budyant, along with
onshore company taxes and other receipts. However, some of high\ January tax receipts

result merely from payments made earlier than usual. Little effectyon oil revenues in

1985-86 from drop in oil prices since December} bul- J Cﬁjhﬁm V‘a”"""*-‘ s

PVaner SR L Gl T Wt

Always high borrowing at end of year; Mw—e%&ﬁk&mahm
mm%mfem éw A J»”M A

WC{%%"ZJ 9\,) It mads o) Vwvaun.
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2. Borrowing in January

Background
The PSBR in January normally shows a large net repayment of debt, owing to seasonally
high tax receipts. January 1986 surplus of £4% billion unusually favourable - repayment in

January of previous 6 years has been £2 - 2% billion.

Line to take

Comparisons of single months are misleading because of changes in the seasonal pattern
of borrowing and erratic influences. For example, more of seasonal Inland Revenue flow
seems to have come in January this year rather than later (see Q3), and January this year
benefitted from EC rebate (see Q6). Lower oil revenues (compared with Budget forecast)
will not be felt in full until March (see Q4).

3. Inland Revenue receipts

Background

Total Inland Revenue receipts in January were £10% billion, compared with £8.2 billion in
January 1985 and £7.9 billion in January 1984. Total for April-January 1985-86 was £46'%
billion, 14% per cent higher than over the same period last yéar. 1985 Budget forecast for
1985-86 was for receipts of £56.2 billion, up 11% per cent on 1984-85.

Line to take

Receipts in January very high compared with January of previous years, owing mainly to
higher corporation tax receipts. Composite rate tax receipts from building societies also
high.

Comparisons of single months are misleading: some receipts in January were earlier than
in previous years (last year in particular some assessments were delayed, and interest

penalty for late payment is now 11 per cent compared with 8 per cent last year).

Higher corporation tax receipts in first ten months (by £2% billion compared with same
period last year) partly reflects higher company profits in 1984, and partly earlier

payments.
Revised forecast for 1985-86 will be given in Budget.

CONFIDENTIAL AND PERSONAL
4 . ) (DRAFT)
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4. Oil Revenues : effect of fall in dollar price

Background
Autumn Statement forecast for total oil revenues (PRT, including advance payments,

corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects
deliveries in January 1986 onwards and hence will have little effect on revenues in
1985-86.

Line to take

:
&t

: since December has little effect in 1985-86, because revenues up to end-March depend
largely on average prices and production up to end-December. [)J!AY Wﬂ;v &*’L ¢
Y%Q'AMFJ K v P~ &t wih e M((Hh\i o duu) ALLEAPIS
[\l VYV ]

5. Customs and Excise receipts

Background
Customs and Excise receipts in January were £3.1 billion. Total for April-January 1985-86

(£31 billion) was 7 per cent higher than over the same period last year. 1985 Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1984-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports). No
Autumn Statement forecast of Customs and Excise taxes only, but stated that expenditure

tax receipts expected higher than in Budget forecast.

Line to take

As noted in Autumn Statement, receipts in 1985-86 as a whole now expected to be greater
than in 1985 Budget forecast, because of higher expenditure tax receipts. Increase in first
ten months (compared with same period last year) is significantly distorted by change in
VAT on imports in 1984-85.

Revised forecast for 1985-86 will be given in Budget.

CONFIDENTIAL AND PERSONAL
(DRAFT) 5
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6. EC refunds and abatements

Line to take

1984 rebate of 1000m ecus (about £600 million) received by 6 January 1986: of this, £439
million was received in January (the rest was in December). (All the money received in
January was new, i.e. it was not already sitting in the EC No. 1 account. So it all benefitted
the PSBR in that month.)

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in January and February each

about £70 million (based on 1986 budget figure of 1400m ecus).

Total reduction in PSBR in January was therefore about £/ billion.

7. Effect of higher interest rates

Line to take

This will increase some costs but also some receipts. Only small net effect in current year.

8. Supply Expenditure

Background
For the first ten months of 1985-86, Supply expenditure (the amount spent by depart-

ments), shown in table 4 of press notice, was about 6% per cent higher than in first ten
months last year. After adjusting for changes in method of paying EC contributions, the
increase is 6 per cent. PEWP forecast is that planning total in 1985-86 will be fully spent,
representingf3"/2 per éent increase on 1984-85, but Supply has different coverage from
planning total (eg the latter includes privatisation proceeds, LA expenditure other than CG
grants to LAs, and PCs’ market borrowing), and other elements in planning total move

differently.

(The comparable year-on-year rise for Supply services in the period April to January was

about 7 per cent. Supply services, shown in table 3 column 6, represent issues to

CONFIDENTIAL AND PERSONAL
(DRAFT)
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departments from the Consolidated Fund. The difference between Supply expenditure and

Supply services is explained in paragraph 4 of Notes to Editors.)

Line to take

Increase in supply expenditure in April-January (after adjustment for change in method of
paying EC contributions) is 6 per cent above same period of 1984-85. The April-January
outturn is consistent with PEWP forecast for planning total in 1985-86 as a whole: Supply

has different coverage from planning total.

9. Privatisation proceeds

Background

Budget forecast for total receipts from central privatisation proceeds in 1985-86 was £2.5
billion - increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks
(originally scheduled for sale in February 1986) because the proceeds will not accrue to
HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take :

No receipts in January. Total net receipts for first ten months of 1985-86 about £2Ya
billion, some £% billion more than over the same period last year. Second call on sale of
residual shareholding in Cable and Wireless will realise net receipts of about £300 million

in March.

10. Local authorities

Background

Preliminary estimate is that local authorities borrowed £0.1 billion in January, bringing total
net borrowing to £0.5 billibn in April-January 1985-86, about £0.4 billion lower than over
corresponding period last year. Budget forecast for 1985-86 as a whole was not given
(breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion for
LABR, was purely notional - based on an arbitrary allocation of the Reserve). No Autumn
Statement forecast of LABR for 1985-86, either. Outturn for 1984-85 was £2.4 billion.

CONFIDENTIAL AND PERSONAL )
(DRAFT) 7
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January outturn somewhat higher than the amount local authorities normally borrow in

Line to take

January. But it follows three months when they borrowed significantly less than in the
past. Cumulative borrowing April-January 1985-86 (£0.5 billion) well within range of
outturns in same period of previous three years. (Average LABR for whole year in previous
three years was £1% billion.) Borrowing probably reduced somewhat so far this year by

delay in teachers’ pay settlement.

11. Public corporations

Background

Public corporations (provisionally) showed a small net repayment of debt in January, giving
net borrowing close to zero for first ten months of 1985-86. No Budget or Autumn
Statement forecasts of PCBR for 1985-86 as a whole - see Q10.

Line to take

Borrowing in 1985-86 is running lower than in 1984-85. (The later months of 1984-85 were
affected by the miners’ strike). Quarterly data from banks has reduced estimated outturn
for first 3 quarters of 1985-86 by £% billion. (Net effect of revisions on PSBR only half that

amount.)

John Clark (ext 3093)
PSF Division, HM Treasury

CONFIDENTIAL AND PERSONAL
8 : (DRAFT)
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cc List A List B (distributed at 2.30 pm, 18 February); | R

Sir P Middleton Chief Secretary Miss O'Mara

Sir. T Burns Financial Secretary Mr Walsh

Mr H Evans Economic Secretary Mr Williams

Mr Peretz Minister of State Mr Powell

Mr Scholar Mr F E R Butler Mr Cropper

Mr L Watts Mr Moore Mr H Davies

Mr Devereux Mr Odling-Smee Mr Lord

Dr Webb Mr Turnbull Mr Wells - CSO

Mrs Butler Mr Calder - IR
Mr Mowl Mr Wilmott - C & E

MONTHLY NOTE ON THE PSBR

k5 I attach a report on the PSBR outturn for January. This

outturn will be published by press notice at 2.30 pm tomorrow,

18 February. I also attach the press briefing, amended in

the light of the Chancellor's comments.

2 The internal report includes forecasts for February and

March. The forecast PSBR for the whole year 1985-86 1is now
lower than in the January forecast, because:-

(a) Inland Revenue non-oil receipts are £0.3 bn
higher, as a result of the high January receipts
(the effect is spread thinly over several taxes);

(b) supply expenditure is £0.1 bn lower, because
an advance in March to the EC seems unlikely;

(c) local authority borrowing is  £0.1 bn lowers:
a high forecast from the Borrowing Intentions Survey
is more than offset by the revised assumption that
teachers' back pay will be paid in 1986-87;

(d) public corporations' borrowing is £0.1 bn lower,
because of improved performance by Steel.
¥e &

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL
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PUBLIC SECTOR BORROWING

Summary

The PSBR for January is provisionally estimated as a net repayment of
debt of £4.5 billion, compared with the December forecast of a net
repayment of £2.6 billion. About half the difference is, however,
expected to be reversed by the end of 1985-86.

The £2 billion higher surplus on central government own-account in
January was mainly due to higher Inland Revenue receipts, earlier
receipt of the 1984 EC refund and lower supply expenditure. Much of

the difference was due to timing.

Borrowing in the first ten months of 1985-86 (£3.2 billion) was £2.4
billion lower than the Budget profile (Chart 1) and £4.6 billion lower
than over the same period last year (Chart 2).

The PSBR in 1985-86 now looks like being in the area £6-6%2 billion,
compared with the Budget forecast of £7.1 billion, but there is still a
wide margin of error in this estimate. Central government own—-account
borrowing is forecast £1% billion lower, partly offset by higher local

authority borrowing.

Figures in this report are not seasonally adjusted and also may not sum precisely because

of rounding.

CONFIDENTIAL AND PERSONAL
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Chart 1 : Comparisons with Budget profiles for 1985-86
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Chart 2 : Comparisons with last year’'s outturns
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Borrowing in January

(Comparisons in this section are with December’s forecast)

The provisional estimate of the PSBR in January is a net repayment of £4.5 billion,
compared with the December forecast of a net repayment of £2.6 billion. The differences

between forecast and outturn on the individual sub—sectors are shown in the table below.

Table 1: January 1986 borrowing requirements
£ billion
PSBR Comprising
CGBR(O) LABR PCBR
Forecast” =26 =2.6 -0.1 0.1
Outturn -4.5 -4.6 0.1 =
Difference = =2.0 0.2 =0

*made on 16 December

2. The surplus on central government own account was about £2 billion higher than

forecast. The table opposite shows our present view of where the differences occurred.

3. Around half of the £2 billion difference is due to timing. More than half of the additional
Inland Revenue receipts appear to be due to earlier payments. The EC refund from the
1984 Community budget was received in December and January, instead of March as
earlier assumed. Supply expenditure was lower than forecast mainIyA because of a delay in
payments in respect of pension rights of staff of the Royal Ordnance Factories (£0.2
billion). The additional surplus on the National Insurance Fund reflects lower expenditure

and slightly higher contributions.

CONFIDENTIAL AND PERSONAL
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£ billion ( - indicates lower borrowing)

Inland Revenue receipts -0.9
of which:
earlier payments of Corporation Tax =3
earlier payments by Building Societies =02
higher PAYE -0.1
higher composite rate tax by banks =-0.1
lower income tax repayments -0.1
higher capital gains tax -0.1

EC refund -0.4

Supply expenditure -0.3

NIF surplus =02

Other -0.2

Net effect on CGBR(0) -2.0

4. Local authorities are provisionally estimated to have borrowed about £0.1 billion in

January, compared with a forecast repayment of £0.1 billion and an average repayment in
January over the past 5 years of £0.2 billion. The monthly pattern of borrowing so far this
year has been unusually erratic; in five of the ten months so far in 1985-86, the LABR has
fallen outside the range of borrowing for the equivalent month over the previous four
years. This month’s underestimation also follows three months of overprediction. However,

over the year as a whole so far, the bias in the forecasts has been small.

5. Public corporations made a small net repayment in January, compared with forecast

borrowing of £0.1 billion; most of the difference is accounted for by a higher than

expected repayment by the Electricity Supply Industry, probably due to earlier timing.

CONFIDENTIAL AND PERSONAL
5
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April to January

(Comparisons in this section are with the Budget profile)

Table 2: Total April-January borrowing requirements
£ billion
PSBR Comprising
CGBR(O) LABR PCBR
Budget forecast 5.5 4.8 0.5 0.3
Outturn 32 250 0.5 -
Difference =2:4 =241 0.1 =03

6. The cumulative PSBR for the first ten months of 1985-86 was £3.2 billion, about £2.4
billion below the Budget profile (see Chart 1 and Table 2). It is about £4.6 billion below the
same period last year (Chart 2), which was affected by the coal strike and by higher LA

capital expenditure.

7. Cumulative borrowing in April-January on central government own account was £2.1

billion lower than the Budget profile. Higher Customs and Excise receipts (by £1.0 billion,
mainly VAT), lower supply expenditure (by £1.1 billion), higher non-oil Inland Revenue:
receipts (by £0.8 billion), and the earlier than expected receipt of the EC refund (£0.6
billion) were only partly offset by lower oil revenues (by £1.4 billion). The lower supply
expenditure is mainly due to lower grants to the NCB and lower ECGD payments; the
reduction is offset within the planning total by higher expenditure on LA capital (affecting
the LABR), coal stock rebuilding (affecting the PCBR), and other items.

8. Local authorities borrowed £0.5 billion in the first ten months of 1985-86, in line with

the Budget profile. The higher capital spending appears to have been offset so far by the

delay in the teachers’ pay settlement.

CONFIDENTIAL AND PERSONAL
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9. Public corporations made a small net repayment in April-January, compared with net

borrowing of about £0.3 billion in the Budget profile. This is due mainly to lower net
borrowing by the British Steel Corporation, which is expected to undershoot its EFL for the
year. (The Electricity Industry made a smaller net repayment in April-January than in the

Budget profile, because of higher coal stock rebuilding.)

February and March

10. Borrowing in the final two months of 1985-86 is expected to total £3 billion. This is
£1% billion more than in the Budget profile, principally because of higher borrowing on

central government own account (see paragraph 13).

11. Table 5 shows the latest detailed profile of borrowing on central government own

account for February and March. A comparison with the Budget forecast for the whole of
1985-86 and with the 1984-85 outturn is presented in Table 6.

12. The forecast of the CGBR(0) for February—March is over £3%; billion higher than the
Budget profile, only partly offsetting the lower borrowing in April-January. Inland Revenue
receipts in February and March are expected to be £0.4 billion lower than in the Budget
profile, despite a generally higher level of non-oil receipts, partly because of lower oil
revenues and partly because of the advance of receipts into January (see paragraph 3).
The EC refund (£0.6 billion) received in December/January was assumed in the Budget

profile to come in March.

13. The monthly path of the CGBR(0) is as follows;

- In February, the CGBR(0) is expected to be about zero. Inland Revenue receipts are

still seasonally high, though much lower than January.

- In March, the CGBR(0) is forecast to be £13% billion. The surge in supply
expenditure is forecast to be rather lower than in previous years, because of
lower expected grant to the Coal Board, and is partly offset by the second call on
Cable and Wireless (£% billion) and seasonally high oil revenues (E1% billion,

despite the reduction compared with the Budget forecast).

CONFIDENTIAL AND PERSONAL
7
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14. Local authorities are forecast to borrow £1% billion over the next two months, almost

all of it in March. This broadly follows the pattern of the past few years, when authorities
have typically borrowed heavily, particularly in March, when virtually no rate income is
received and expenditure is high. The March surge in borrowing has been remarkably
stable in recent years at just over £1 billion. The DOE/CIPFA borrowing intentions survey,
on the same assumption (now seeming most likely, that the teachers’ back pay is not paid
until 1986-87), suggests borrowing of about £13 billion in February and March, but in
recent years the survey has consistently overestimated borrowing in these months, though
the overestimation has been slowly diminishing and is assumed this year to be only about
£% billion.

15. Public corporations are forecast to repay less than £% billion in the next two months,

compared with the Budget forecast repayment of £/ billion. The main difference is on the
Electricity Supply Industry, which is now expected to make a smaller repayment, following

the higher repayment in January.

1985-86

16. For 1985-86 as a whole, the PSBR now looks like being in the area £6-6' billion,

compared with the Budget forecast of £7.1 billion.

17. The CGBR(O) is put £1% billion lower: the main factors are lower supply expenditure
(by about £1% billion, excluding on-lending) and higher Customs and Excise receipts
(mainly VAT), partly offset by lower Inland Revenue receipts (more than accounted for by
lower oil revenues). The shortfall on supply, as it affects the planning total, is largely offset

by higher local authority expenditure and other changes.

18. The LABR seems likely to be £% billion higher (on the still uncertain assumption that
teachers’ back pay is not paid until 1986-87), owing to higher capital expenditure. The
PCBR is about the same, higher coal stock rebuilding by the Electricity Council being offset
by better performance by the Steel Corporation.

CONFIDENTIAL AND PERSONAL
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Table 3: Latest monthly profiles
(Budget profiles in italics for comparison)
£ billion
PSBR Comprising
CGBR(0O) LABR PCBR
1985-86
Apr 1.8 2271 1.3.% 4.7 08 0.5 -0.2 -0.7
May 1.0 7.4 1.2 1.6 - -0.1 -0.3 -0.2
Jun -01 0.4 03 04 -0.3 - -0.1 0.7
Jul 06 0.3 09 0.2 0.3 = -0.6 0.7
Aug 12 4.5 1.0° *1.8 01 0.2 0.1 -0.5
Sep 1.2 -0.7 0.5 = 0.2 = 0.5 -
Oct -0.3 -0.2 -0.1 -0.3 -04 -0.7 02702
Nov 07 7.4 25707 -0.6 - 01 0.4
Dec 1.7 24 1.2 7.6 03 0.2 03 0.5
Jan o 2 7 Sl e | e SIS R 5 U R T gl s
Feb 0.1 -0.8 - -0.6 0.1 - - -0.2
Mar 29 23 1.8 1.6 1.2 1.0 -0.1 -0.3
Cumulative
‘ Apr 18 2.7 11 7.7 08 0.5 -0.2 -0.7
| May 27435 24 34 08 0.4 -05 -0.3
Jun 26 3.9 27 3.8 05 04 -0.6 -0.2
| Jul 32 42 36 3.9 08 0.4 -1.2 -0.2
| Aug 44 54 46 5.6 09 0.6 -1.1 -0.7
Sep 56 5.3 51 5.5 1.1 0.5 -0.6 -0.7
Oct 53 5.7 49 5.2 07 0.5 -04 -0.6
| Nov 60 65 61 6.3 01 0.5 -0.3 -0.2
Dec q.7 8.9 73 7.9 04 0.7 - 0.3
| Jan _.32 55 ____ 2.7 48 0L 0B 06 e 0.3
Feb 33 47 9942 0.6 0.5 - 0.7
Mar 62 7.7 45 58 1.8 7.5 -0.2 -0.2

Figures for April to January are outturns

CONFIDENTIAL AND PERSONAL
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Table 4: PSBR for 1985-86 — comparisons with 1984-85
and Budget profile
£ billion
1984-85 1985-86 Differences from
Budget Latest 1984-85 Budget
Outturn profile update' outturn profile
1 2 3 3= =2

Apr 2.4 2.1 1.8 -0.6 -0.3
May 1:2 1.4 1.0 -0.2 -0.4
Jun 1.0 0.4 -0.1 —q -0.5
Q2 4.6 3.9 2.6 -2.0 Sl
Jul 0.6 0.3 0.6 = 0.3
Aug 1.6 13 152 -0.5 -0.1
Sep 0.6 -0.1 1.2 0.6 1.3
Q3 2.8 1.4 3.0 0.2 1.5
Oct 0.6 -0.2 -0.3 -0.9 -0.1
Nov 14574 1.4 0.7 -1.0 =07
Dec 0.6 2.4 1.7 i =0.7
Q4 2.8 3.6 2.1 -0.8 =5
Jan =24 =34 T 1] A S LR W T (e SRy oy
Feb -0.1 -0.8 0.1 0.2 0.9
Mar 2.4 2.8 2.9 0.5 0.5
Q1 =0.1 =8 -1.5 ~-1.4 0.3
Cumulative
Apr 2.4 2.1 1.8 -0.6 -0.3
May 3.6 3:5 2.7 -0.8 -0.8
Jun 4.6 3.9 2.6 =210 =S
Jul B 4.2 3.2 -2.0 =1.0
Aug 6.8 .4 4.4 =214 =8l
Sep 7.4 53 5.6 =38 0.2
Oct 8.0 5.1 5.3 =T 0.2
Nov 9.6 6.5 6.0 =37 -0.6
Dec 10.2 8.9 7.7 =2.6 =172
Jan 7.8 h.5 i e I - g Ol
Feb 7.7 4.7 3.3 =44 =14
Mar 10.1 71 6.2 -4.0 -0.9

(WFigures for April to January are outturns

CONFIDENTIAL AND PERSONAL
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Table 5: Central government transactions — January
outturn and latest forecasts for February—March

£ billion
January Latest forecasts
forecast™ outturn® Feb Mar
Receipts

Consolidated Fund

Inland Revenue 9.6 10.5 4.6 4.4

Customs and Excise 3.0 3.1 3.6 2.9

Other? 0.9 1.4 1.0 1.2
National Loans Fund

Interest etc. receipts 0.4 0.2 0.4 0.9
Total Receipts 13.8 15.2 9.6 9.4

Expenditure

Consolidated Fund

Supply expenditure® 9.0 8.7 7.9 9.8

Adjustment to Supply

Services basis" 0.1 - = -0.8

Other 0.5 0.4 0.4 0.4
National Loans Fund

Service of the national debt 1.9 1.9 1.1 1.0

Net lending = 0.1 -0.1 0.4
Total Expenditure 1055 11.1 9.3 10.8

\

j Other funds and accounts

i (+ increases borrowing) =():2 = 0.1 1k
| (- reduces borrowing)

CGBR -2.6 -4.1 -0.1 25
On-lending = 0.5 =01 0.7
CGBR(O) -2.6 -4.6 = 1.8

(pye to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

2)ncludes receipts from sales of assets

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

"'made on 16 December

CONFIDENTIAL AND PERSONAL
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Table 6: Central government transactions'” — comparisons

with 1984-85 and Budget profile

. :

£ billion
1984-85 1985-86
Outturn Budget Latest
forecast update
Receipts
Consolidated Fund
Inland Revenue 50.4 56.2 55.5
Customs and Excise 355 36.4 37.4
Other'? 12.4 13.9 13.3
National Loans Fund
Interest etc. receipts 5.4 6.4 6.7
Total Receipts 103.7 112.9 112.8
Expenditure
Consolidated Fund
Supply expenditure®® 93.6 99.6 98.2
Adjustment to Supply
Services basis® -0.1 - 0.2
Other 4.6 4.4 4.5
National Loans Fund
Service of the national debt 12.9 14.1 14.3
Net lending 2.5 2.4 4.8
Total Expenditure 113.5 120.5 122.0
Other funds and accounts
(+ increases borrowing) 0.2 1.5 0.9
(- reduces borrowing)
CGBR 10.1 9.0 10.1
On-lending 35 23 5.6
CGBR(0O) 6.6 5.8 4.5

Mpue to differences in treatment of some items in the accounts between the periods/forecasts shown, and time
lags in some items reaching their final accounting destination, figures for the components identified may not be

strictly comparable.
)ncludes receipts from sales of assets.

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset

to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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) s, FROM: MISS M E PEIRSON
(bu —y DATE: 17 February 1986
MRS LOMAX fl. (<f= e CCoMP - Cassell
7 R Mr Clark
DRAFT PRESS BRIEFING ON PSBR IN JANUARY
1] Many thanks for your note of today —conveying the
Chancellor's comments. There is however one misunderstanding

underlying three of them, which I ought to clear up.

20 Most of the Autumn Statement reduction in o0il revenues
has already come through. The bulk of it was in the form of
reduced PRT in September. Since then oil revenues have continued

to be lower than the Budget profile, but by much smaller amounts.
There are some further effects expected in February and March,
but only around £0.4 bn out of an overall reduction of £1.8 bn
in o0il revenues for the whole year. And the effect in March
is expected to be no bigger than in February, because there
were no further big changes in price or exchange rate (until
December) requiring large settling-up changes.

S Therefore we have to be careful how much we make of the
effect on borrowing in March of reduced oil revenues. I propose
the following changes to the Chancellor's suggestions:-

(i) Page 3 positive 2: keep addition, but delete "first".
(143) Page 3 defensive 1: First dindent: keep expansion,
but redraft as "....but earlier fall referred to in

Autumn Stateggﬂz)iﬁuh—aéaeaéir peemr—rcfTected Trmr—reduced
receipts—andCwill have some further effect in February

and March".
Second indent: keep addition but delete "March".

(iv) Page 5 defensive 4, line to take: redraft second sentence
as "But earlier fall referred to in Autumn Statement
T i is expected

to have some further effect in February and March".

MG

MISS M E PEIRSON
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FROM: MRS R LOMAX
DATE: 17 FEBRUARY 1986

M E PEIRSON cc Mr Cassell
Mr Clark

DRAFT PRESS BRIEFING ON PSBR IN JANUARY

The

Chancellor was grateful for your minute of 14 February,

attaching draft press briefing on the PSBR in January.

2.

He would like to see the following changes: -

2h page 3 positive 2: Add the following to the end of
the last sentence "and this year March borrowing will be

further increased by first effects of lower oil revenues".

atst Page 3 positive 3: re-draft as follows " no need at
this stage to amend Autumn Statement forecast. Further

forecast will be given in the Budget".

iii. Page 3 Defensive 1. First indent: expand final sentence
as follows "little effect on o0il revenue in 1985/86 from
drop in o0il prices since December, but earlier fall referred
to in Autumn Statement will be reflected in reduced receipts
in March". Redraft second indent as follows: "Always high
borrowing at end of year, but this year 1likely to be

exacerbated by lower March oil revenues".

iv. Page 5 Defensive 4, line to take: redraft as follows:
"Sharp fall in o0il prices since December has little effect
in 1985/86, because revenues up to end March depend largely
on average prices and production up to end December. But

earlier fall referred to in Autumn Statement will be reflected

ki

RACHEL LOMAX

in reduced receipts in March".
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From: JOHN CLARK
18 February 1986
MR CULPIN - IDT

MR LANG - CSO Press Office

cc List A List B
(distributed at 2.30pm, 18 February)
—7 Chancellor Mr Peretz Mrs Butler
Chief Secretary Miss O’Mara Mr Spencer
Financial Secretary Miss Peirson Mr Cropper
Economic Secretary Mr Walsh Mr H Davies
Minister of State Mr Watts Mr Lord
Sir P Middleton Mr R Evans Mrs Hillier = IR
Sir T Burns Mr Ward - CSO Mr B Sexton - C and E
Mr Cassell Mr Wright - B/E
Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 18 FEBRUARY PSBR PRESS NOTICE

FACTUAL

The PSBR figures for January will be published at 2.30pm on 18 February. The provisional
outturns, together with figures for the first ten months of 1984-85 and 1985-86, are shown
in Table 1. Cumulative figures for the PSBR and its components for 1984-85 and 1983-84

are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion
Apr-Jan Apr-Jan January
1984-85 1985-86 1986
Central government
on own account L5/ 257 -4.6
Local authorities 0.9 0.5 0.1
Public corporations 1.2 : = =
PSBR 7.8 3.2 -4.5
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 8.0 Tod -4.1
Note: Figures may not sum precisely because of rounding.
CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 February 1986) 1
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector
on own account borrowing requirement borrowing requirement borrowing requirement
1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 E§
2 M
=
Apr 0.9 1.9 1.1 0.5 0.9 0.8 -0.2 -0.4 -0.2 1.2 24 1.8 g; g
May 24 3.2 24 0.3 0.8 0.8 -0.3 -0.4 -0.5 24 3.6 2.7 i 2
Jun 3.7 4.5 27 -0.1 0.6 0.5 -0.4 -0.5 -0.6 3.2 4.6 2.6 ; 5
Jul 4.5 5.0 36 -0.0 0.8 0.8 -0.6 =07 -1.2 3.9 5.1 3.2 g 2
Aug 5.8 6.2 4.6 0.3 1.4 0.9 -0.4 -0.7 -1.1 5.6 6.8 4.4 i %
Sep 6.6 6.4 5.1 0.3 12 1.1 -0.0 -0.3 -0.6 6.9 7.4 5.6 § (23
Oct 6.7 6.7 4.9 0.3 1.0 0.7 0.1 0.2 -0.4 7.1 8.0 5.3 =
Nov 8.3 8.5 6.1 =02 0.8 0.1 0.5 0.4 -0.3 8.5 9.6 6.0 ‘
Dec 9.1 7.8 7.3 0.1 1.2 0.4 0.6 12 -0.0 9.8 10.2 1.7
Jan 6.3 5.7 2.7 0.0 0.9 0.5 0.7 1.2 -0.0 7.1 7.8 3.2
Feb 6.7 5.1 0.1 1.3 0.6 1.3 7.5 7.7
Mar 8.2 6.6 1.2 24 0.3 1.1 9.7 10.1

Note: Figures may not sum precisely because of rounding.



CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 February 1986)

2. The (provisional) PSBR for January is a net repayment of debt of £4.5 billion. This is a far
higher repayment than forecast by City analysts (£13-2' billion, with an average of about
£2% billion).

POSITIVE

Line to take
1. Borrowing in first ten months of 1985-86 was £3.2 billion. That is £4.6 billion lower than
in first ten months of 1984-85. But comparisons between these two periods are distorted

by several factors, e.g. effects of coal strike.

2. Autumn Statement forecast for whole year was £8 billion, with margin of error of £2%
billion either way, giving range of £5% - 10% billion. There are always high tax receipts in
January and high borrowing at the end of the year, and this year March borrowing will be

further increased by effects of lower oil revenues.

3. No need at this stage to amend Autumn Statement forecast. Further forecast will be

given in Budget.

DEFENSIVE/FACTUAL

1. Borrowing in 1985-86

Line to take

Non-oil revenues are higher than in Budget forecast (e.g. VAT and onshore company
taxes). However, some of high January tax receipts result merely from payments made
earlier than usual. Little effect on oil revenues in 1985-86 from drop in oil prices since
December, but earlier fall referred to in Autumn Statement will have some further effect in

February and March.

CONFIDENTIAL AND PERSONAL
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Always high borrowing at end of year, but this year likely to be exacerbated by lower oil
revenues. In last 2 months of 1984-85, 1983-84 and 1982-83 PSBR was £2.3 billion, £2.6
billion and £3.8 billion respectively.

2. Borrowing in January

Background
The PSBR in January normally shows a large net repayment of debt, owing to seasonally

high tax receipts. January 1986 surplus of £4% billion unusually favourable — repayment in

January of previous 6 years has been £2 - 23 billion.

Line to take

Comparisons of single months are misleading because of changes in the seasonal pattern
of borrowing and erratic influences. For example, more of seasonal Inland Revenue flow
seems to have come in January this year rather than later (see Q3), and January this year
benefitted from EC rebate (see QB6). Lower oil revenues (compared with Budget forecast)

will not be felt in full until March (see Q4).

3. Inland Revenue receipts

Background
Total Inland Revenue receipts in January were £10% billion, compared with £8.2 billion in

January 1985 and £7.9 billion in January 1984. Total for April-January 1985-86 was £46%:
billion, 144 per cent higher than over the same period last year. 1985 Budget forecast for
1985-86 was for receipts of £56.2 billion, up 11% per cent on 1984-85.

Line to take

Receipts in January very high compared with January of previous years, owing mainly to
higher corporation tax receipts. Composite rate tax receipts from building societies also
high.

Comparisons of single months are misleading: some receipts in January were earlier than
in previous years (last year in particular some assessments were delayed, and interest

penalty for late payment is now 11 per cent compared with 8 per cent last year).

CONFIDENTIAL AND PERSONAL
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Higher corporation tax receipts in first ten months (by £23% billion compared with same
period last year) partly reflects higher company profits in 1984, and partly earlier

payments.

Revised forecast for 1985-86 will be given in Budget.

4. Oil Revenues : effect of fall in dollar price

Background
Autumn Statement forecast for total oil revenues (PRT, including advance payments,

corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects
deliveries in January 1986 onwards and hence will have little effect on revenues in
1985-86.

Line to take

Sharp fall in oil price since December has little effect in 1985-86, because revenues up to
end-March depend largely on average prices and production up to end-December. But
earlier fall referred to in Autumn Statement is expected to have some further effect in

February and March.

5. Customs and Excise receipts

Background
Customs and Excise receipts in January were £3.1 billion. Total for April-January 1985-86

(£31 billion) was 7 per cent higher than over the same period last year. 1985 Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1984-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports). No
Autumn Statement forecast of Customs and Excise taxes only, but stated that expenditure

tax receipts expected higher than in Budget forecast.

CONFIDENTIAL AND PERSONAL .
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Line to take

As noted in Autumn Statement, receipts in 1985-86 as a whole now expected to be greater
than in 1985 Budget forecast, because of higher expenditure tax receipts. Increase in first
ten months (compared with same period last year) is significantly distorted by change in
VAT on imports in 1984-85.

Revised forecast for 1985-86 will be given in Budget.

6. EC refunds and abatements

Line to take

1984 rebate of 1000m ecus (about £600 million) received by 6 January 1986: of this, £439
million was received in January (the rest was in December). (All the money received in
January was new, i.e. it was not already sitting in the EC No. 1 account. So it all benefitted
the PSBR in that month.)

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in January and February each

about £70 million (based on 1986 budget figure of 1400m ecus).

Total reduction in PSBR in January was therefore about £'2 billion.

7. Effect of higher interest rates

Line to take

This will increase some costs but also some receipts. Only small net effect in current year.

8. Supply Expenditure

Background
For the first ten months of 1985-86, Supply expenditure (the amount spent by depart-

ments), shown in table 4 of press notice, was about 6% per cent higher than in first ten

CONFIDENTIAL AND PERSONAL
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months last year. After adjusting for changes in method of paying EC contributions, the
increase is 6 per cent. PEWP forecast is that planning total in 1985-86 will be fully spent,
representing 3% per cent increase on 1984-85, but Supply has different coverage from
planning total (eg the latter includes privatisation proceeds, LA expenditure other than CG
grants to LAs, and PCs’ market borrowing), and other elements in planning total move

differently.

(The comparable year—on-year rise for Supply services in the period April to January was
about 7 per cent. Supply services, shown in table 3 column 6, represent issues to
departments from the Consolidated Fund. The difference between Supply expenditure and

Supply services is explained in paragraph 4 of Notes to Editors.)

Line to take

Increase in supply expenditure in April-January (after adjustment for change in method of
paying EC contributions) is 6 per cent above same period of 1984-85. The April-January
outturn is consistent with PEWP forecast for planning total in 1985-86 as a whole: Supply

has different coverage from planning total.

9. Privatisation proceeds

Background
Budget forecast for total receipts from central privatisation proceeds in 1985-86 was £2.5

billion — increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks
(originally scheduled for sale in February 1986) because the proceeds will not accrue to
HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take

No receipts in January. Total net receipts for first ten months of 1985-86 about £2Y%
billion, some £% billion more than over the same period last year. Second call on sale of
residual shareholding in Cable and Wireless will realise net receipts of about £300 million

in March. \

CONFIDENTIAL AND PERSONAL
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10. Local authorities

Background
Preliminary estimate is that local authorities borrowed £0.1 billion in January, bringing total

net borrowing to £0.5 billion in April-January 1985-86, about £0.4 billion lower than over
corresponding period last year. Budget forecast for 1985-86 as a whole was not given
(breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion for
LABR, was purely notional - based on an arbitrary allocation of the Reserve). No Autumn
Statement forecast of LABR for 1985-86, either. Outturn for 1984-85 was £2.4 billion.

Line to take

January outturn somewhat higher than the amount local authorities normally borrow in
January. But it follows three months when they borrowed significantly less than in the
past. Cumulative borrowing April-January 1985-86 (£0.5 billion) well within range of
outturns in same period of previous three years. (Average LABR for whole year in previous
three years was £1% billion.) Borrowing probably reduced somewhat so far this year by

delay in teachers’ pay settlement.

11. Public corporations

Background
Public corporations (provisionally) showed a small net repayment of debt in January, giving

net borrowing close to zero for first ten months of 1985-86. No Budget or Autumn
Statement forecasts of PCBR for 1985-86 as a whole - see Q10.

Line to take

Borrowing in 1985-86 is running lower than in 1984-85. (The later months of 1984-85 were
affected by the miners’ strike). Quarterly data from banks has reduced estimated outturn
for first 3 quarters of 1985-86 by £ billion. (Net effect of revisions on PSBR only half that

amount.) H MO/IA\

John Clark (ext 3093)
PSF Division, HM Treasury

CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 February 1986)
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1 The provisional outturn for . the CGBR(0O) in February is

£0.2 billion. This is slightly lo&er than last month's forecast
due to shortfalls on both Inland Revenue (£0.1 billion) and
Customs and Excise (£0.1 billion). The estimate of the outturn
is subject to revision before publication on Tuesday 18 March

(Budget day) in the PSBR press notice.

% Ena ' they  EinmsElailils imonthHsi e 1985/6 the CGBR(O) was

£2.9 billion, and the CGBR(0) forecast for 1985/6 as a whole

now stands at almost £5 billion. Together with the current
forecasts of the LABR and PCBR, this gives a PSBR for 1985/6
(057 ol S5 o ot ] 33 B [ (5 L 1 IR The increase since the earlier forecast

of £6-6% billion arises from higher supply expenditure, lower
revenue in February and apparently lower PRT receipts at the
beginning of March. However the forecast will continue to
change.

39 The implied PSBR for February and March taken together
is around £3% billion, which is high in relation to recent
years. The range in the last 6 years is £0.2 billion (1981-82)
to £3.8 billion (1982-83), with an average of £2 billion (on
higher PSBRs for the whole year).

4. The provisional outturn for the PSBR in February will
be available early next week (hopefully Monday).

R J DEVEREUX
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CONFIDENTIAL
CENTRAL GOVERNMENT TRANSACTIONS ' y
£ billion
February 1986 April 1985-February 1986 April 1984
February 1985
Provisional Provisional Budget Difference Outturn |
outturn outturn profile

Inland

Revenue + 4.4 E 510550 b 5ale 8 =059 503
Customs

and Excise SERRG I + 34.5 it 38E sEaIRN0 HE 32006

Other

own |
account = deh ol == 8i8% 03 = BI0I55 el 2 =830
CGBR(0) SRR =N 2350 =S4 ks o) =Gyl
On-lending:

- LAs s )l G 30 S ddla) =200 e

- PCs (B =0 =808 I 02 =SORI2
CGBR =l =0t =068 059 = T

+ indicates a net receipt, or difference which reduces the CGBR.

- indicates a net payment, or difference which increases the CGBR.

CONFIDENTIAL



49/581
COVERING CONFIDENTIAL & PERSONAL
~
o
D«%t f/'/\.,,()‘ t {;,‘L}.,\..u A
U | )
, 2 Lol
and r""‘?-v> wlio  bele 0 FROM: MISS M E PEIRSON
DATE: 14 March 1986
2:30pm o Budysts duy
! Pt
PPS/CHANCELLOR (oo ) g,-~~..e/jp,,) —7 cc Mr Cassell
A : \7' Mr Clark
Nj\ﬂ&ws o~ X : n
l\m :q,,/‘
DRAFT PRESS BRIEFING ON PSBR IN FEBRUARY /3
1z I attach the draft press briefing on the PSBR in February,
for the Chancellor to see over the weekend. It would be

appreciated if we could receive the Chancellor's comments

as early as possible on Monday.

2 The press notice will be published on Budget Day, at
2.30 pm, ie an hour before the Budget Speech begins. Given
this timing and the impact the February outturn will most
probably make, the Chancellor may wish No 10 to have a copy
\XL of the final press briefing on Monday evening. j

et W e

\/'9 7L MISS M E PEIRSON

e
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(DRAFT)
From: JOHN CLARK
18 March 1986
MR CULPIN - IDT
MR LANG - CSO Press Office
cc List A List B
(distributed at 2.30pm, 18 March)
Chancellor Mr Peretz Mrs Butler
Chief Secretary Miss O’'Mara Mr Spencer
Financial Secretary Miss Peirson Mr Cropper
Economic Secretary Mr Walsh Mr H Davies
Minister of State Mr Devereux Mr Lord
Sir P Middleton Mr Pickford Mrs Hillier = IR
Sir T Burns Mr Ward - CSO Mr B Sexton - C and E
Mr Cassell Mr Wright - B/E
Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 18 MARCH PSBR PRESS NOTICE

FACTUAL

The PSBR figures for February will be published at 2.30pm on Budget Day. The provisional
outturns, together with figures for the first eleven months of 1984-85 and 1985-86, are
shown in Table 1. Cumulative figures for the PSBR and its components for the last three

years are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion
Apr-Feb Apr-Feb February
1984-85 1985-86 1986
Central government
on own account 5.2 2.7 -0.1
Local authorities 1.3 0.5 -
Public corporations 153 -0.5 -0.3
PSBR 7.7 2.8 -0.4
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 7.9 7.6 -0.2
Note: Figures may not sum precisely because of rounding.
CONFIDENTIAL AND PERSONAL
(DRAFT) 1
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector

on own account borrowing requirement borrowing requirement borrowing requirement

1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86

Apr 0.9 1.9 1.1 0.5 0.9 0.8 -0.2 -0.4 -0.2 1.2 24 1.8
May 24 3.2 2.4 0.3 0.8 0.8 -0.3 -04 -0.5 2.4 3.6 2.7
Jun 3.7 45 2.7 -0.1 0.6 0.5 -0.4 -0.5 -0.6 3.2 4.6 2.6
Jul 4.5 5.0 3.6 -0.0 0.8 0.8 -0.6 -0.7 -1.3 3.9 5.1 3.2
Aug 5.8 6.2 4.6 0.3 1.4 0.9 -0.4 -0.7 -1.2 5.6 6.8 4.3
Sep 6.6 6.4 5.1 0.3 1.2 1.1 -0.0 -0.3 -0.6 6.9 7.4 5.6
Oct 6.7 6.7 5.0 0.3 1.0 0.7 0.1 0.2 -0.5 7.1 8.0 5.2
Nov 8.3 85 6.2 -0.2 0.8 0.1 0.5 0.4 -0.4 8.5 9.6 5.9
Dec 9.1 7.8 7.4 0.1 1.2 0.4 0.6 1.2 -0.1 9.8 10.2 7.6
Jan 6.3 b7 28 0.0 0.9 0.5 0.7 1.2 -0.2 7.1 7.8 3.1
Feb 6.7 5.2 2.7 0.1 1.3 0.5 0.6 13 -0.5 7.5 7.7 28
Mar 8.2 6.6 1.2 2.4 0.3 1.1 9.7 10.1

(Ldvya)
TYNOSH3d ANV TVILNIAIINOD

Note: Figures may not sum precisely because of rounding.
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2. The (provisional) PSBR for February is a net repayment of debt of £0.4 billion. City
analysts are expecting substantial net borrowing (£%2-1% billion, with an average of nearly
£1 billion).

POSITIVE

Line to take
1. Borrowing in first eleven months of 1985-86 was £2.8 billion. That is nearly £5 billion
lower than in first eleven months of previous two years. But comparisons between these

periods are distorted by several factors, e.g. effects of coal strike in 1984-85. @
owv

2. Non-oil revenues are higher than in last year's Budget forecast (e.g. VAT capital

taxes), partly offsetting reduction in oil revenues.

3. Further forecast for year as a whole will be given in today’s Budget.

DEFENSIVE/FACTUAL

1. Was outturn known when Budget judgment formed?

Line to take

[ bewram Ka)({/ﬂ/j')é“ A
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2. Borrowing in 1985-86

Background
| Autumn Statement forecast was £8 billion, with margin of error of £2' billion, giving range

of £5%2 - 10% billion. Further forecast in today’s Budget.

Line to take

Borrowing in April = February exceptionally low. However, there is always high borrowing
in March, and this year it will be further increased by effects of lower oil revenues and
other factors (see Defensive 4).

3. Borrowing in February

| Background
| Net borrowing in February normally low; average PSBR of £0.3 billion in month over last six

years, with small repayments in 1982 and 1985.

Line to take

Net repayment somewhat unusual for February, but always get erratic fluctuations. Net
repayment by public corporations in particular may easily be reversed, at least in part, in
| March.

4. Borrowing in March

Line to take
Always high borrowing at end of year. In March of last 3 years PSBR was £2%-3 billion.
|

This year likely to be exacerbated by various factors:
- lower oil revenues (March peak not nearly as high as in previous years)
- timing of Easter (may delay some tax receipts normally paid in March)
- teachers’ pay settlement (some local authorities may pay backpay this month)

- possible reversal of some of public corporations’ net repayment in February.

CONFIDENTIAL AND PERSONAL
4 (DRAFT)



-

CONFIDENTIAL AND PERSONAL

. (DRAFT)

5. Oil Revenues : effect of fall in dollar price

Background
Autumn Statement forecast for total oil revenues (PRT, including advance payments,

corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects

deliveries in January 1986 onwards and hence will have little effect on revenues in

1985-86. w O{Q [ (%m/ g\) Qe /n( b oo wff v’a
e N A PR g 7\‘” e ﬂ%
/" Line to take 11«5 v " -~ //(M

[

Sharp fall in oil price since December has little effect in 1985—86, because revenues up to
~end-March depend largely on average prices and production up to end-December. But
\.ce of £2 billion fall referred to in Autumn Statement (reflecting appreciation of sterling

against dollar) is expected to occur in March.

Today’s Budget contains revised forecast for 1985-86.

6. Inland Revenue receipts

Background
Total Inland Revenue receipts in February were £4.4 billion. Total for April-February

1985-86 was £50.9 billion, 12 per cent higher than over the same period last year. 1985
Budget forecast for 1985-86 was for receipts of £56.2 billion, up 112 per cent on 1984-85.

Line to take
Receipts to February up 12% per cent on last year. Higher corporation tax receipts in first
eleven months (by £2.4 billion compared with same period last year) reflects higher

company profits in 1984.

(Comparisons of single months are misleading: last year in particular/some payments due

q//JLo- It g
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in January were delayed. So this year, January receipts higher and February receipts
slightly lower.)

Today’s Budget contains revised forecast for 1985-86.

7. Customs and Excise receipts

Background

Customs and Excise receipts in February were £3.5 billion. Total for April-February 1985-86
(£34% billion) was 5% per cent higher than over the same period last year. 1985 Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1984-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports).

Line to take
As noted in Autumn Statement, expenditure tax receipts in 1985-86 now expected to be

greater than in 1985 Budget forecast (particularly VAT).

Today’'s Budget contains revised forecast for 1985-86.

8. EC refunds and abatements

Line to take
1984 rebate of 1000m ecus (about £600 million) received by 6 January 1986.

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in February benefitted PSBR by
about £70 million (based on 1986 budget figure of 1400m ecus). |

9. Supply Expenditure

Backgrour;d ;
|
For the first eleven months of 1985-86, Supply expenditure (the amount spent by

|
CONFIDENTIAL AND PERSONAL |
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departments), shown in table 4 of press notice, was about 6% per cent higher than in first
eleven months last year. After adjusting for changes in method of paying EC contributions,
the increase is 6% per cent. Supply has different coverage from planning total (eg the
planning total includes privatisation proceeds, LA expenditure rather than CG grants to LAs,

and PCs’ market borrowing).

Line to take

Increase in supply expenditure in April-February (after adjustment for change in method of
paying EC contributions) is 6% per cent above same period of 1984-85. Supply has
different coverage from planning total, and movements in Supply do not give a guide to
movements in the planning total. Estimated outturns for supply and planning total in
1985-86 given in FSBR (Tables 5.1 and 5.2).

10. Privatisation proceeds

Background
1985 Budget forecast for total receipts from privatisation proceeds in 1985-86 was £2.5

billion - increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks
(originally scheduled for sale in February 1986) because the proceeds will not accrue to
HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take

No receipts in February. Total net receipts for first eleven months of 1985-86 about £2%
billion, some £% billion more than over the same period last year. Second call on sale of
residual shareholding in Cable and Wireless will realise net receipts of about £300 million

in March.

11. Local authorities

Background
Preliminary estimate is that local authorities had small net borrowing in February bringing

total net borrowing to £0.5 billion in April-February 1985-86, about £% billion lower than
over corresponding period last year. 1985 Budget did not contain forecast for 1985-86 as a
whole (breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion

CONFIDENTIAL AND PERSONAL
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for LABR, was purely notional - based on an arbitrary allocation of the Reserve). No
Autumn Statement forecast of LABR for 1985-86, either. But today’s Budget contains
1985-86 forecast. Outturn for 1984-85 was £2.4 billion.

Line to take

February outturn not very different from usual. Cumulative borrowing April-February
1985-86 (£0.5 billion) well within range of outturns in same period of previous three years.
Borrowing probably reduced somewhat so far this year by delay in teachers’ pay
settlement. Some effects from payment of back pay may be felt in March, when LA
borrowing always high anyway.

Today’s Budget will contain forecast for 1985-86.

12. Public corporations

Background

Public corporations (provisionally) showed a net repayment of debt of £0.3 billion in
February, giving a net repayment of nearly £/ billion for first eleven months of 1985-86.
No Budget or Autumn Statement forecasts of PCBR for 1985-86 as a whole - see Q11.

Line to take

Borrowing in 1985-86 is running much lower than in 1984-85. (The later months of
1984-85 were affected by the miners’ strike).

Today’s Budget will contain forecast for 1985-86.

John Clark (ext 3093)
PSF Division, HM Treasury
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David Norgrove Esqg
10 Downing Street. 17 March 1986

MONTHLY NOTE ON PUBLIC SECTOR BORROWING

I enclose this month's note on the PSBR, and also the press
briefing. The February outturn will be published tomorrow
(Budget Day) at 2.30 pm.

=
RACHEL LOMAX
PRINCIPAL PRIVATE SECRETARY
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PUBLIC SECTOR BORROWING

Summary

03/17/86 15:00:14

The PSBR for February is provisionally estimated as a net repayment of
debt of £0.4 billion, compared with last month’'s forecast of net
borrowing of £0.1 billion. Most of the difference was due to lower net
borrowing by public corporations, which is mainly expected to be
reversed in March.

Borrowing in the first eleven months of 1985-86 (£2.8 billion) was £2
billion lower than the Budget profile (Chart 1) and nearly £5 billion
lower than over the same period last year (Chart 2).

Borrowing in March is forecast to total £4 billion, £1%2 billion more
than the March average in the last three years - mainly due to low oil
revenues and expected high local authority borrowing.

The forecast for the PSBR in 1985-86 is thus £6.8 billion, close to the
1985 Budget forecast of £7.1 billion, but the average error at this stage
is around £1 billion.

Figures in this report are not seasonally adjusted and also may not sum precisely because
of rounding.

CONFIDENTIAL AND PERSONAL
1



CONFIDENTIAL AND PERSONAL

Chart 1 : Comparisons with Budget profiles for 1985-86

£ billion cumulative
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Chart 2 : Comparisons with last year’s outturns
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Borrowing in February

(Comparisons in this section are with last month’s forecast)

The provisional estimate of the PSBR in February is a net repayment of £0.4 billion,

compared with last month’s forecast of borrowing of £0.1 billion. The differences between

forecast and outturn on the individual sub—sectors are shown in the table below.

Table 1: February 1986 borrowing requirements
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
Forecast” 0.1 - 0.1 -
Outturn -0.4 =0.1 o =03
Difference =0.5 -0.1 -0.1 =0.3

*made on 17 February

2. Net borrowing on central government own account was about £0.1 billion lower than

forecast, with slightly lower tax revenues more than offset by other changes.

3. Local authorities’ net borrowing is provisionally estimated to have been close to zero in

February, less than £0.1 billion different from last month’s forecast.

4. Public corporations made a net repayment of debt of £0.3 billion in February, compared

with forecast repayment close to zero. The difference is mainly accounted for by a higher

than expected repayment by the Electricity Supply Industry and lower borrowing by British

Gas, and is mostly expected to be reversed in March.

CONFIDENTIAL AND PERSONAL

4

03/17/86 15:00:14



03/17/86 15:00:14

CONFIDENTIAL AND PERSONAL

April to February

(Comparisons in this section are with the 1985 Budget profile)

Table 2: Total April-February borrowing requirements
£ billion
PSBR Comprising
CGBR(0O) LABR PCBR
Budget forecast 4.7 4.2 05 0.1
Outturn 2.8 2.7 0.5 -04
Difference =119 =5 0.1 =05

5. The cumulative PSBR for the first eleven months of 1985-86 was £2.8 billion, nearly £2
billion below the 1985 Budget profile (see Chart 1 and Table 2). It is almost £5 billion below
the same period last year (Chart 2), which was affected by the coal strike in particular.

6. Cumulative borrowing in April-February on central government own account was £1%

billion lower than the 1985 Budget profile. Higher Customs and Excise receipts (by £1.0
billion, mainly VAT), lower supply expenditure (by £0.6 billion), higher non-oil Inland
Revenue receipts (by £0.7 billion), and the earlier than expected receipt of the EC refund
(£0.6 billion) were only partly offset by lower oil revenues (by £1.4 billion). The lower
supply expenditure is mainly due to lower grants to the NCB and lower ECGD-payments;
the reduction is partly offset within the planning total by higher expenditure on LA capital
(affecting the LABR) and other items.

7. Local authorities borrowed £0.5 billion in the first eleven months of 1985-86, in line with

the 1985 Budget profile. The higher capital spending appears to have been offset so far by
the delay in the teachers’ pay settlement.

8. Public corporations made a net repayment of nearly £% billion in April-February,

CONFIDENTIAL AND PERSONAL
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compared with small net borrowing in the 1985 Budget profile. This is due mainly to lower
net borrowing by the British Steel Corporation, which is expected to undershoot its EFL for
the year.

March

9. Borrowing in March is forecast to total £4 billion. This is £1% billion more than in the
1985 Budget profile, the higher borrowing being spread between central government own
account, local authorities and public corporations (see below).

10. Table 5 shows the latest detailed forecast of borrowing on central government own

account for March.

11. The forecast of the CGBR(0O) for March is for net borrowing of about £2% billion, nearly
£3% billion higher than the 1985 Budget forecast. The main factors increasing the CGBR(O)
are the EC refund/abatements (worth £3 billion, and forecast for March in the 1985 Budget
profile but almost all received by the end of February) and a larger deficit on the National
Insurance Fund (by nearly £% billion, partly offsetting the very high surplus in April-
February). Partly offsetting these items, supply expenditure in March is £% billion lower
than in the Budget profile (widely spread over several programmes). Inland Revenue and
Customs and Excise receipts in March are only slightly lower than the forecast in the
Budget profile, a £% billion shortfall on PRT being partly offset by higher non-oil revenues.

12. Compared with the average March CGBR(0) in the last 3 years, the forecast represents
a £% billion increase, which is accounted for by:

- The absence of the usual March peak in PRT. (The Budget profile already assumed

a low March peak in PRT this year, but it has disappeared altogether.)

- The timing of Easter (expected to delay nearly £ billion of tax receipts due by 31
March).

- A high expected deficit on the National Insurance Fund.

CONFIDENTIAL AND PERSONAL
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An offset is a lower than usual end-year surge in supply expenditure. The supply forecast
for March represents an increase of only about 14 per cent on the average in
October-February, compared with corresponding increases of 21-36 per cent in
1982-1985.

13. Local authorities are forecast to borrow over £1% billion in March. Authorities typically

borrow heavily in March, when virtually no rate income is received and expenditure is high.
The surge in borrowing this March is expected to be about £ billion higher than usual, for

the following reasons:

- The DOE/CIPFA borrowing intentions survey for the final quarter of 1985-86
implied, given the January and February outturns, borrowing of £1% billion in
March (on the assumption that the teachers’ back pay would not be paid in
1985-86). In recent years the survey has consistently overestimated borrowing,
but the overestimation has been slowly diminishing and is assumed this year to

be no greater than last year (£ billion).

- On the basis of a sample survey by DOE, half the teachers’ back pay (about £%
billion) is now assumed to be paid in 1985-86.

- The GLC's "tombstone funding” is expected to increase their borrowing slightly.

14. Public corporations are forecast to borrow £% billion in March. This is in contrast with

the usual net repayment in March, and is partly attributable to the expected partial reversal

of the repayment in February.

1985-86

15. For 1985-86 as a whole, the PSBR is forecast at £6.8 billion, compared with the 1985
Budget forecast of £7.1 billion.

16. The CGBR(O) is put £% billion lower (see Table 6). The main factors are lower supply
expenditure (by about £1% billion, excluding on-lending) and higher Customs and Excise
receipts (mainly VAT), partly offset by lower Inland Revenue receipts (more than accounted

CONFIDENTIAL AND PERSONAL
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for by lower oil revenues). The shortfall on supply, as it affects the planning total, is largely
offset by higher local authority expenditure and other changes.

17. The LABR seems likely to be £% billion higher (on the still uncertain assumption that
around half of the teachers’ back pay is paid in 1985-86), owing to higher capital
expenditure. The PCBR is about the same, higher coal stock rebuilding by the Electricity
Council being offset by better performance by the Steel Corporation.

CONFIDENTIAL AND PERSONAL
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Table 3: Latest monthly profiles
(Budget profiles in italics for comparison)
£ billion
PSBR Comprising
CGBR(O) LABR PCBR

1985-86
Apr 18 2T i I 2 08 05 -0.2 -0.1
May 1.0 7.4 1215 - -0.1 -0.3 -0.2
Jun -0.1 0.4 04 0.4 -0.3 - -0.1 0.7
Jul 06 0.3 09 0.2 03 = -0.6 0.7
Aug V2 o f.5 1.0 1.6 01 0.2 0.1 -0.5
Sep 1.2 -0.7 05 = 0.2 = 0.5 =
Oct -03 -0.2 -0.1 -0.3 -04 -0.7 02 0.2
Nov 0.7 1.4 12 1.1 -0.6 - 01 0.4
Dec 1.9 24 12 16 03 0.2 0.3 0.5
Jan -45 -3.4 -4.6 -3.1 0.1 -0.2 -0.1 -
Feb Celd ~0.6. o4 S0y 06 . - ol | 3 ~03_-02__.
Mar 40 2.3 22 1.6 1.6 1.0 0.2 -0.3
Cumulative
Apr 18 2.7 : oy O 08 0.5 -0.2 -0.1
May 27 35 24 34 08 0.4 -05 -0.3
Jun 26 39 27 38 05 0.4 -0.6 -0.2
Jul 3.2 42 26 39 08 04 -13 -0.2
Aug 43 54 46 56 09 0.6 -1.1 -0.7
Sep 56 5.3 51 55 1.1 0.5 -0.6 -0.7
Oct 53 5.1 50 5.2 07 0.5 -04 -0.6
Nov 6.0 6.5 6.2 6.3 01 0.5 -03 -0.2
Dec 77 8.9 74 7.9 04 0.7 -0.1 0.3
Jan 32 55 28 4.8 05 0.5 -0.1 0.3
Feb : SR ¢ S S 27_42___05_05 ___: -04_ _0.1__.
Mar 6.8 7.7 49 538 p 2 -0.2 -0.2

Figures for April to February are outturns

CONFIDENTIAL AND PERSONAL
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Table 4: PSBR for 1985-86 - comparisons with 1984-85
and Budget profile
£ billion
1984-85 1985-86 Differences from
Budget Latest 1984-85 Budget
Outturn profile update'" outturn profile
1 2 3 3=1 3-2

Apr 24 2.1 1.8 -0.6 -0.4
May 1.2 1.4 1.0 -0.2 -0.4
Jun 1.0 0.4 -0.1 =11 -0.6
Q2 46 39 2.6 -2.0 -1.3
Jul 0.6 0.3 0.6 = 0.3
Aug 1.6 13 1.2 =0.5 -0.1
Sep 0.6 -0.1 1.2 0.6 1.3
Q3 2.8 14 3.0 0.2 1.6
Oct 0.6 ~0.2 -0.3 -0.9 -0:1
Nov 17 14 0.7 -1.0 =017/
Dec 0.6 2.4 1.7 1. -0.7
Q4 2.8 36 2.1 ~0.7 -1.5
Jan —2.4 -34 -4.5 =23 =151
Feb -0.1 -0.8 el ot e e [ Y
Mar 24 2.3 4.0 1.6 1
Q1 -0.1 -1.8 -0.9 0.7 1.0
Cumulative
Apr 2.4 2.1 1.8 -0.6 -0.4
May 36 35 27 -0.9 -0.8
Jun 46 39 2.6 -2.0 =13
Jul h:1 42 3.2 -2.0 =1.0
Aug 6.8 5.4 43 -2.4 -1.1
Sep 7.4 5.3 5.6 =18 0.2
Oct 8.0 5.1 53 S2nT 0.2
Nov 9.6 6.5 6.0 =3.7 -0.6
Dec 10.2 89 7.7 -25 -1.2
Jan 7.8 55 3.2 -4.6 =2.4
Feb 7 4.7 EA - O LEnntRRE. - (it R =G
Mar 10.1 7.1 6.8 -33 -0.2

(MFigures for April to February are outturns

CONFIDENTIAL AND PERSONAL
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Table 5: Central government transactions — February
outturn and latest forecasts for March

£ billion
February Latest forecasts
forecast outturn'" March
Receipts T
Consolidated Fund
inland Revenue 4.6 4.4 44
Customs and Excise 3.6 3.5 2.8
Other® 1.0 0.7 1.5
National Loans Fund
Interest etc. receipts 04 0.4 0.8
Total Receipts 9.6 9.0 9.5
Expenditure
Consolidated Fund
Supply expenditure®® 79 8.0 9.4
Adjustment to Supply
Services basis* - -0.3 -0.6
Other 0.4 0.4 0.4
National Loans Fund
Service of the national debt 1.1 1.1 1.0
Net lending =0.1 =02 0.9
Total Expenditure 9.3 9.0 11.1

Other funds and accounts
(+ increases borrowing) ‘ 0.1 -0.2 1.5
(- reduces borrowing)

CGBR -0.1 -0.2 32
On-lending =01 -0.1 0.9
CGBR(O) - -0.1 22

MDue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

2)includes receipts from sales of assets

B)0n a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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Table 6: Central government transactions” — comparisons
with 1984-85 and 1985 Budget profile

£ billion
1984-85 1985-86
Outturn 1985 Budget Latest
forecast update -
Receipts
Consolidated Fund
Inland Revenue 50.4 56.2 55.3
Customs and Excise 35:5 36.4 373
" Other® 124 13.9 13.2
National Loans Fund
Interest etc. receipts 5.4 6.4 6.6
Total Receipts 103.7 112.9 112.4
Expenditure
Consolidated Fund
Supply expenditure® 93.6 99.6 98.1
Adjustment to Supply
Services basis“ -0.1 - -
Other 4.6 4.4 4.5
National Loans Fund
Service of the national debt 12.9 14.1 14.3
Net lending 25 2.4 5.2
Total Expenditure 1135 120.5 122.0
Other funds and accounts
(+ increases borrowing) 0.2 S 1T
(- reduces borrowing)
CGBR 10.1 9.0 10.7
On-lending 35 33 5.8
CGBR(0) 6.6 5.8 49

("'Due to differences in treatment of some items in the accounts between the periods/forecasts shown, and time
lags in some items reaching their final accounting destination, figures for the components identified may not be

strictly comparable.
includes receipts from sales of assets.

3)0n a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset

to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 March 1986)

From: JOHN CLARK
18 March 1986

MR CULPIN - IDT
MR LANG - CSO Press Office

cc List A List B
{distributed at 2.30pm, 18 March)
Chancellor Mr Peretz Mrs Butler
Chief Secretary Miss O'Mara Mr Spencer
Financial Secretary Miss Peirson Mr Cropper
Economic Secretary Mr Walsh Mr H Davies
Minister of State Mr Devereux Mr Lord
Sir P Middleton Mr Pickford Mrs Hillier - IR
Sir T Burns Mr Ward - CSO Mr B Sexton - C and E
Mr Cassell Mr Wright - B/E
Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 18 MARCH PSBR PRESS NOTICE

FACTUAL

The PSBR figures for February will be published at 2.30pm on Budget Day. The provisional
outturns, together with figures for the first eleven months of 1984-85 and 1985-86, are
shown in Table 1. Cumulative figures for the PSBR and its components for the last three
years are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion

Apr-Feb Apr-Feb February
1984-85 1985-86 1986

Central government

on own account 5.2 217 -0.1
Local authorities 13 0.5 -
Public corporations T3 -0.4 -0.3
PSBR 7.7 2.8 -0.4
Memo:

CGBR (including borrowing for

on-lending to LAs and PCs) 79 7.6 -0.2

Note: Figures may not sum precisely because of rounding.

CONFIDENTIAL AND PERSONAL
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector

on own account borrowing requirement borrowing requirement borrowing requirement

1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86

(9861 Y212 8L WAQE'Z 1uN)
TVNOSH3d ANV TVILNIQIINOD

Apr 0.9 1.9 11 0.5 0.9 0.8 =0.2 -0.4 -0.2 1.2 2.4 1.8
May 2.4 3.2 24 0.3 0.8 0.8 -0.3 -0.4 -0.5 24 3.6 27
Jun 3.7 4.5 2.7 -0.1 0.6 0.5 -0.4 ~0.5 -0.6 3.2 4.6 2.6
Jul 45 5.0 3.6 -0.0 0.8 0.8 -0.6 0.7 -1.3 3.9 5.1 3.2
Aug 58 6.2 4.6 0.3 14 0.9 -0.4 -0.7 -1.1 5.6 6.8 4.3
Sep 6.6 6.4 5.1 0.3 14 1.1 -0.0 -0.3 -0.6 6.9 7.4 5.6
Oct 6.7 6.7 5.0 0.3 1.0 0.7 0.1 0.2 -0.4 7.1 8.0 53
Nov 83 85 6.2 -0.2 0.8 0.1 0.5 0.4 -0.3 8.5 9.6 6.0
Dec 9.1 7.8 74 0.1 1.2 04 0.6 1.2 -0.1 9.8 10.2 p 5 |
Jan 6.3 5.7 28 0.0 0.9 0.5 0.7 1.2 -0.1 7.1 7.8 32
Feb 6.7 52 2.7 0.1 13 0.5 0.6 13 -04 7.5 7.7 28
Mar 8.2 6.6 122 24 0.3 1.1 8.7 10.1

Note: Figures may not sum precisely because of rounding.

(9861 Y24 8L wdQg'Z 13uN)
TYNOSH3d ANV TVILNIAIINOD



CONFIDENTIAL AND PERSONAL
{Until 2.30pm 18 March 1886)

2. The (provisional) PSBR for February is a net repayment of debt of £0.4 billion. City
analysts are expecting substantial net borrowing (£%2-1% billion, with an average of nearly
£1 billion).

POSITIVE

Line to take

1. Borrowing in first eleven months of 1985-86 was £2.8 billion. That is nearly £5 billion
lower than in first eleven months of previous two years. But comparisons between these
periods are distorted by several factors, e.g. effects of coal strike in 1984-85.

2. Non-oil revenues are higher than in last year's Budget forecast (e.g. VAT on capital
taxes), partly offsetting reduction in oil revenues.

3. Further forecast for year as a whole will be given in today’s Budget.

DEFENSIVE/FACTUAL

1. Was outturn known when Budget judgment formed?

Line to take

Forecast PSBR outturn for 1985-86 has not changed since final Budget judgment made.

CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 March 1986) 3
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(Until 2.30pm 18 March 1986)

2. Borrowing in 1985-86 ‘

Background
Autumn Statement forecast was £8 billion, with margin of error of £2% billion, giving range
of £5%2 - 10% billion. Further forecast in today’s Budget.

Line to take

Borrowing in April - February exceptionally low. However, there is always high borrowing
in March, and this year it will be further increased by effects of lower oil revenues and
other factors (see Defensive 4).

3. Borrowing in February

Background
Net borrowing in February normally low; average PSBR of £0.3 billion in month over last six
years, with small repayments in 1982 and 1985.

Line to take
Net repayment somewhat unusual for February, but always get erratic fluctuations. Net

repayment by public corporations in particular may easily be reversed, at least in part, in
March.

4. Borrowing in March

Line to take

Always high borrowing at end of year. In March of last 3 years PSBR was £2%-3 billion.
This year likely to be exacerbated by various factors:

- lower oil revenues (March peak not nearly as high as in previous years)
—timing of Easter (may delay some tax receipts normally paid in March)
- teachers’ pay settlement (some local authorities may pay backpay this month)

- possible reversal of some of public corporations’ net repayment in February.

CONFIDENTIAL AND PERSONAL
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5. Oil Revenues : effect of fall in dollar price

Background

Autumn Statement forecast for total oil revenues (PRT, including advance payments,
corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11'% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects
deliveries in January 1986 onwards and hence will have little effect on revenues in
1985-86.

Line to take

Sharp fall in oil price since December has little effect in 1985-86, because revenues up to
end-March depend largely on average prices and production up to end-December. But
much of £2 billion fall referred to in Autumn Statement (reflecting appreciation of sterling
against dollar) is expected to occur in March.

Today’s Budget contains revised forecast for 1985-86.

6. Inland Revenue receipts

Background

Total Inland Revenue receipts in February were £4.4 billion. Total for April-February
1985-86 was £50.9 billion, 122 per cent higher than over the same period last year. 1985
Budget forecast for 1985-86 was for receipts of £56.2 billion, up 112 per cent on 1984-85.

Line to take

Receipts to February up 12% per cent on last year. Higher corporation tax receipts in first
eleven months (by £2.4 billion compared with same period last year) reflects higher
company profits in 1984 and dividend payments in 1985.

(Comparisons of single months are misleading: last year in particular some payments due

CONFIDENTIAL AND PERSONAL
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9

in January were delayed. So this year, January receipts higher and February receipts
slightly lower.)

Today’s Budget contains revised forecast for 1985-86.

7. Customs and Excise receipts

Background

Customs and Excise receipts in February were £3.5 billion. Total for April-February 1985-86
(E34'% billion) was 5% per cent higher than over the same period last year. 1985 Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1884-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports).

Line to take
As noted in Autumn Statement,' expenditure tax receipts in 1985-86 now expected to be
greater than in 1985 Budget forecast (particularly VAT).

Today’s Budget contains revised forecast for 1985-86.

8. EC refunds and abatements

Line to take
1984 rebate of 1000m ecus (about £600 million) received by 6 January 1986.

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in February benefitted PSBR by
about £70 million (based on 1986 budget figure of 1400m ecus).

9. Supply Expenditure

Background
For the first eleven months of 1985-86, Supply expenditure (the amount spent by

CONFIDENTIAL AND PERSONAL
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departments), shown in table 4 of press notice, was about 6% per cent higher than in first
eleven months last year. After adjusting for changes in method of paying EC contributions,
the increase is 6% per cent. Supply has different coverage from planning total (eg the
planning total includes privatisation proceeds, LA expenditure rather than CG grants to LAs,
and PCs’ market borrowing).

Line to take

Increase in supply expenditure in April-February (after adjustment for change in method of
paying EC contributions) is 6% per cent above same period of 1984-85. Supply has
different coverage from planning total, and movements in Supply do not give a guide to
movements in the planning total. Estimated outturns for supply and planning total in
1985-86 given in FSBR (Tables 5.1 and 5.2).

10. Privatisation proceeds

Background

1985 Budget forecast for total receipts from privatisation proceeds in 1985-86 was £2.5
billion - increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks
(originally scheduled for sale in February 1986) because the proceeds will not accrue to
HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take

No receipts in February. Total net receipts for first eleven months of 1985-86 about £2%
billion, some £% billion more than over the same period last year. Second call on sale of
residual shareholding in Cable and Wireless will realise net receipts of about £300 million
in March.

11. Local authorities

Background

Preliminary estimate is that local authorities had small net borrowing in February bringing
total net borrowing to £0.5 billion in April-February 1985-86, about £% billion lower than
over corresponding period last year. 1985 Budget did not contain forecast for 1985-86 as a
whole (breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion

CONFIDENTIAL AND PERSONAL
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for LABR, was purely notional - based on an arbitrary allocation of the Reserve). No
Autumn Statement forecast of LABR for 1985-86, either. But today’s Budget contains
1985-86 forecast. Outturn for 1984-85 was £2.4 billion.

Line to take

February outturn not very different from usual. Cumulative borrowing April-February
1985-86 (£0.5 billion) well within range of outturns in same period of previous three years.
Borrowing probably reduced somewhat so far this year by delay in teachers’ pay

settiement. Some effects from payment of back pay may be felt in March, when LA
borrowing always high anyway.

Today’s Budget will contain forecast for 1985-86.

12. Public corporations

Background

Public corporations (provisionally) showed a net repayment of debt of £0.3 billion in
February, giving a net repayment of nearly £ billion for first eleven months of 1985-86.
No Budget or Autumn Statement forecasts of PCBR for 1985-86 as a whole - see Q11.

Line to take

Borrowing in 1985-86 is running much lower than in 1984-85. (The later months of

1984-85 were affected by the miners’ strike).

ohn Clark (ext 3093)
PSF Division, HM Treasury

Today’s Budget will contain forecast for 1985-86.

CONFIDENTIAL AND PERSONAL
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FROM: P WYNN OWEN
DATE: 17 March 1986

MISS PEIRSON cc Mr Cassell

Mr Clark

DRAFT PRESS BRIEFING ON PSBR IN FEBRUARY

The Chancellor has seen and was grateful for your minute of
14 March.

2.

2.

He has made the following small number of essential changes:

(i) Defensive 1line to take no. 1 - the Chancellor has

commented that the present answer will not do, since it
implies that, had he known, the Budget judgement might have
been different. He would like the answer to be along the
following lines:

"Forecast PSBR outturn for 1985/86 has not changed since final
Budget judgement made."

(ii) Defensive line to take no. 5 - in line 3 replace "some"

by "much". The Chancellor has noted that obviously some of it
will: the point is that a significant proportion of it - at
least 40 per cent - will.

(iii) Defensive line to take no. 6 - the Chancellor'would

rather delete "partly" in 1line 2, otherwise it will be
attributed to 1984 CT reforms.

P WYNN OWEN
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‘. Oil Revenues : effect of fall in dollar price

Background

Autumn Statement forecast for total oil revenues (PRT, including advance payments,
corporation tax (before ACT set off) attributable to North Sea oil and gas production, and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects
deliveries in January 1986 onwards and hence ‘will have little effect on revenues in
1985-86.

Line to take :

Sharp fall in oil price since December has little effect in 1985-86, because revenues up to
end-March depend largely on average prices and production up to end-December. But
seexs. of £2 blllion fall referred to in Autumn Statement (reflecting appreclation of sterling
against dollar) is expected to occur in March.

‘Today's Budget contains revised forecast for 1985-86.

6. Inland Revenue receipts

Background

Total Inland Revenue receipts in February were £4.4 billion. Total for April-February
1985-86 was £50.9 billion, 12'2 per cent higher than over the same period last year. 1985
Budget forecast for 1985-86 was for receipts of £56.2 billion, up 11% per cent on 1984-85.

Line to take
Receipts to February up 12% per cent on last year. Higher corporation tax receinots in first

eleven months (by £2.4 billion compared with same period last year) reflects higher

and o kS Tn 1295 ) 5l
company profits in 138?1?,, W@MW&@W
"~

(Comparisons of single months are misleading: last year in particular some payments due

CONFIDENTIAL AND PERSONAL
(DRAFT)




COVERING CONFIDENTIAL & PERSONAL

48/581

&.
16 MR CA$SELL
21

Copy with PPS letter,

CHANCELLOR OF THE EXCHEQUER

MISS M E PEIRSON
17 March 1986

FROM:
DATE:

attached, for:

Mr Norgrove - No 10
cc List A

Sir P Middleton
Sir T Burns

Mr H Evans

Mr Peretz

Mr Scholar

Mr L Watts

Mr Devereux

Dr Webb

MONTHLY NOTE ON THE PSBR

I
This

attach a

tomorrow, Budget Day.

List B

report

outturn will be published by press

(distributed at 2.30 pm, 18 March)

Chief Secretary Miss O'Mara

Financial Secretary Mr Walsh

Economic Secretary Mr Williams
Minister of State Mr Powell

Mr F E R Butler Mr Cropper

Mr Moore Mr H Davies

Mr Odling-Smee Mr Lord

Mr Turnbull Mr Wells - CSO

Mrs Butler Mr Calder - IR

Mr Mowl Mr Wilmott - C & E

on the PSBR outturn for February.

notice at 2.30 pm

I also attach the press briefing, amended

in the light of the Chancellor's comments.

P

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL




CONFIDENTIAL AND PERSONAL

PUBLIC SECTOR BORROWING

Summary

- The PSBR for February is provisionally estimated as a net repayment of
debt of £0.4 billion, compared with last month's forecast of net
borrowing of £0.1 billion. Most of the difference was due to lower net
borrowing by public corporations, which is mainly expected to be

reversed in March.

- Borrowing in the first eleven months of 1985-86 (£2.8 billion) was £2
billion lower than the Budget profile (Chart 1) and nearly £5 billion
lower than over the same period last year (Chart 2).

- Borrowing in March is forecast to total £4 billion, £1%2 billion more
than the March average in the last three years — mainly due to low oil

revenues and expected high local authority borrowing.

- The forecast for the PSBR in 1985-86 is thus £6.8 billion, close to the
1985 Budget forecast of £7.1 billion, but the average error at this stage

is around £1 billion.

Figures in this report are not seasonally adjusted and also may not sum precisely because

of rounding.

CONFIDENTIAL AND PERSONAL
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| Chart 1 : Comparisons with Budget profiles for 1985-86

£ billion cumulative
—— = Estimated outturn in 1985-86
~-=-=: = |atest forecasts
------- = 1985 Budget profile it
: 1 .9
-~ s
2 \/ ."- - ..I,I :
; e i R
PSBR / \ . ,1
|

T YGRS SN PP PN, S e L e T 5 SO e i
\_’.”—"—"_O
=
il
2 L2
LABR
1
)
T APR. | MAY . _JUN.. JUL . AUG _ SEP. _OCT = NOV .. DEC.  JAN - FEB - ‘MAR
CONFIDENTIAL AND PERSONAL
2 03/17/86 15:00:14



CONFIDENTIAL AND PERSONAL

Chart 2 : Comparisons with last year’'s outturns
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Borrowing in February

(Comparisons in this section are with last month’s forecast)

The provisional estimate of the PSBR in February is a net repayment of £0.4 billion,

compared with last month’s forecast of borrowing of £0.1 billion. The differences between

forecast and outturn on the individual sub—-sectors are shown in the table below.

Table 1: February 1986 borrowing requirements
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
Forecast® 0.1 - 0.1 -
Outturn -04 -0.1 E -0.3
Difference -0.5 -0.1 =05 =03

“made on 17 February

February, less than £0.1 billion different from last month’s forecast.

2. Net borrowing on central government own account was about £0.1 billion lower than

forecast, with slightly lower tax revenues more than offset by other changes.

3. Local authorities’ net borrowing is provisionally estimated to have been close to zero in

4. Public corporations made a net repayment of debt of £0.3 billion in February, compared

with forecast repayment close to zero. The difference is mainly accounted for by a higher

than expected repayment by the Electricity Supply Industry and lower borrowing by British

Gas, and is mostly expected to be reversed in March.

CONFIDENTIAL AND PERSONAL
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April to February

03/17/86 15:00:14

(Comparisons in this section are with the 1985 Budget profile)

Table 2: Total April-February borrowing requirements
£ billion
PSBR Comprising
CGBR(O) LABR PCBR
Budget forecast 4.7 4.2 0.5 0.1
Outturn 2.8 2.7 0.5 -0.4
Difference =19 -1.5 0.1 -0.5

5. The cumulative PSBR for the first eleven months of 1985-86 was £2.8 billion, nearly £2
billion below the 1985 Budget profile (see Chart 1 and Table 2). It is almost £5 billion below

the same period last year (Chart 2), which was affected by the coal strike in particular.

6. Cumulative borrowing in April-February on central government own account was £1%

billion lower than the 1985 Budget profile. Higher Customs and Excise receipts (by £1.0
billion, mainly VAT), lower supply expenditure (by £0.6 billion), higher non-oil Inland
Revenue receipts (by £0.7 billion), and the earlier than expected receipt of the EC refund
(£0.6 billion) were only partly offset by lower oil revenues (by £1.4 billion). The lower
supply expenditure is mainly due to lower grants to the NCB and lower ECGD payments;
the reduction is partly offset within the planning total by higher expenditure on LA capital
(affecting the LABR) and other items.

7. Local authorities borrowed £0.5 billion in the first eleven months of 1985-86, in line with

the 1985 Budget profile. The higher capital spending appears to have been offset so far by

the delay in the teachers’ pay settlement.

8. Public corporations made a net repayment of nearly £% billion in April-February,

CONFIDENTIAL AND PERSONAL
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compared with small net borrowing in the 1985 Budget profile. This is due mainly to lower
net borrowing by the British Steel Corporation, which is expected to undershoot its EFL for
the year.

March

9. Borrowing in March is forecast to total £4 billion. This is £13% billion more than in the
1985 Budget profile, the higher borrowing being spread between central government own

account, local authorities and public corporations (see below).

10. Table 5 shows the latest detailed forecast of borrowing on central government own

account for March.

11. The forecast of the CGBR(O) for March is for net borrowing of about £2% billion, nearly
£% billion higher than the 1985 Budget forecast. The main factors increasing the CGBR(O)
are the EC refund/abatements (worth £34 billion, and forecast for March in the 1985 Budget
profile but almost all received by the end of February) and a larger deficit on the National
Insurance Fund (by nearly £% billion, partly offsetting the very high surplus in April-
February). Partly offsetting these items, supply expenditure in March is £% billion lower
than in the Budget profile (widely spread over several programmes). Inland Revenue and
Customs and Excise receipts in March are only slightly lower than the forecast in the

Budget profile, a £% billion shortfall on PRT being partly offset by higher non-oil revenues.

12. Compared with the average March CGBR(0) in the last 3 years, the forecast represents

a £% billion increase, which is accounted for by:

1 - The absence of the usual March peak in PRT. (The Budget profile already assumed
1 a low March peak in PRT this year, but it has disappeared altogether.)

- The timing of Easter (expected to delay nearly £ billion of tax receipts due by 31
March).

- A high expected deficit on the National Insurance Fund.

CONFIDENTIAL AND PERSONAL
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An offset is a lower than usual end-year surge in supply expenditure. The supply forecast
for March represents an increase of only about 14 per cent on the average in
October-February, compared with corresponding increases of 21-36 per cent in
1982-1985.

13. Local authorities are forecast to borrow over £1% billion in March. Authorities typically

borrow heavily in March, when virtually no rate income is received and expenditure is high.
The surge in borrowing this March is expected to be about £'2 billion higher than usual, for

the following reasons:

- The DOE/CIPFA borrowing intentions survey for the final quarter of 1985-86
implied, given the January and February outturns, borrowing of £13% billion in
March (on the assumption that the teachers’ back pay would not be paid in
1985-86). In recent years the survey has consistently overestimated borrowing,
but the overestimation has been slowly diminishing and is assumed this year to

be no greater than last year (E'2 billion).

- On the basis of a sample survey by DOE, half the teachers’ back pay (about £%
billion) is now assumed to be paid in 1985-86.

- The GLC's “tombstone funding” is expected to increase their borrowing slightly.

14. Public corporations are forecast to borrow £% billion in March. This is in contrast with

the usual net repayment in March, and is partly attributable to the expected partial reversal

of the repayment in February.

1985-86

15. For 1985-86 as a whole, the PSBR is forecast at £6.8 billion, compared with the 1985
Budget forecast of £7.1 billion.

16. The CGBR(O) is put £3% billion lower (see Table 6). The main factors are lower supply
expenditure (by about £1% billion, excluding on-lending) and higher Customs and Excise

receipts (mainly VAT), partly offset by lower Inland Revenue receipts (more than accounted

CONFIDENTIAL AND PERSONAL
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for by lower oil revenues). The shortfall on supply, as it affects the planning total, is largely
offset by higher local authority expenditure and other changes.

around half of the teachers’ back pay is paid in 1985-86), owing to higher capital
expenditure. The PCBR is about the same, higher coal stock rebuilding by the Electricity

|
|
|
‘ 17. The LABR seems likely to be £% billion higher (on the still uncertain assumption that
|
i
i
1
| Council being offset by better performance by the Steel Corporation.

!
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Table 3: Latest monthly profiles
(Budget profiles in italics for comparison)
£ billion
PSBR Comprising
CGBR(0) LABR PCBR

1985-86
Apr 1.8 2.7 11 1.7 08 0.5 -0.2 -0.7
May 1.0 7.4 1.2 7.6 - -0.7 -0.3 -0.2
Jun -0.1 0.4 04 0.4 -0.3 -0.1 0.7
Jul 06 0.3 09 0.2 0.3 = -06 0.7
Aug 128 -1.3 10 7.6 01 0.2 0.1 -0.5
Sep 1.2 -0.7 0.5 = 0.2 = 05 =
Oct -0.3 -0.2 -0.1 -0.3 -04 -0.7 02 0.2
Nov 0.7 7.4 1.2 1.7 -0.6 = 01 0.4
Dec 1.7 2.4 1.2 - 7.6 03 0.2 03 0.5
Jan -45 -34 -46 -3.7 0.1 -0.2 -0.1 =
Feb 2ol 0.8 - =0 ~0.80 e e . i =08 _-02_._.
Mar 40 2.3 22 1.6 16 7.0 0.2 -0.3
Cumulative
Apr 1.8 2.7 | [ 0.8 0.5 -0.2 -0.7
May 27 3.5 24 34 0.8 0.4 -05 -0.3
Jun 26 3.9 27 - 38 05 0.4 -0.6 -0.2
Jul 32 42 36 39 08 0.4 -1.3 -0.2
Aug 43 54 46 5.6 09 0.6 -1.1 -0.7
Sep 56 5.3 b5 5 14 0.5 -0.6 -0.7
Oct 53 5.1 50 52 0.7 0.5 -04 -0.6
Nov 6.0 6.5 6263 0.1 0.5 -0.3 -0.2
Dec A T A5 79 04 0.7 -0.1 0.3
Jan 32 55 28 4.8 05 0.5 -0.1 0.3
Feb .28 47 _.__. 27 42 08 085 . ¢ ~04__0.1_._.
Mar 6.8 7.7 49 5.8 21 1.5 -0.2 -0.2

Figures for April to February are outturns

CONFIDENTIAL AND PERSONAL
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" Table 4: PSBR for 1985-86 — comparisons with 1984-85
and Budget profile
£ billion
1984-85 1985-86 Differences from
Budget Latest 1984-85 Budget
Outturn profile update™ outturn profile
1 2 3 3=1 8=2
Apr 2.4 2.1 1.8 -0.6 -0.4
May 1.2 1.4 1.0 -0.2 -0.4
Jun 1.0 0.4 -0.1 =1 -0.6
Q2 4.6 3.9 2.6 -2.0 SiS
Jul 0.6 0.3 0.6 = 0.3
Aug 1.6 13 1.2 -0.5 -0.1
Sep 0.6 -0.1 1.2 0.6 1.3
Q3 2.8 1.4 3.0 0.2 1.6
Oct 0.6 -0.2 -0.3 -0.9 -0.1
Nov |57/ 1.4 0.7 -1.0 -0.7
Dec 0.6 2.4 1.7 1.1 =U.7
Q4 2.8 3.6 2.1 -0.7 =5
Jan =2.4 -3.4 -4.5 =251 =
Feb =01 -0.8 Bla | |7 N PN IR o 8 FrC RS IS 1. 0. -8k
Mar 2.4 2.3 4.0 1.6 1.7
Q1 =0.1 -1.8 -0.9 -0.7 1.0
Cumulative
Apr 2.4 2.1 1.8 -0.6 -0.4
May 3.6 3.5 2.7 -0.9 -0.8
Jun 4.6 3.9 2.6 -2.0 =1.3
Jul o1 4.2 3.2 = 200) =170
Aug 6.8 5.4 4.3 —=2.4 =il
Sep 7.4 S 5.6 —Tige; 0.2
Oct 8.0 5.1 5.3 —2.7 0.2
Nov 9.6 6.5 6.0 ~8 -0.6
Dec 10.2 8.9 1.7 =25 =2
Jan 7.8 5.5 3.2 -4.6 -2.4
Feb 77 4.7 S R i o il DR
Mar 10.1 7.1 6.8 =315 -0.2

(MFigures for April to February are outturns

CONFIDENTIAL AND PERSONAL
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Table 5: Central government transactions — February
outturn and latest forecasts for March

£ billion
February Latest forecasts
forecast outturn‘" March
Receipts A
Consolidated Fund
inland Revenue 4.6 4.4 4.4
Customs and Excise 3.6 3.5 2.8
Other'? 1.0 0.7 1.5
National Loans Fund
Interest etc. receipts 0.4 0.4 0.8
Total Receipts 9.6 9.0 9.5
Expenditure
Consolidated Fund
Supply expenditure® 7.9 8.0 9.4
Adjustment to Supply .
Services basis* - -0.3 -0.6
Other 0.4 0.4 0.4
National Loans Fund
Service of the national debt 1.1 1.1 1.0
Net lending -0.1 -0.2 0.9
Total Expenditure 9.3 9.0 ’ 11.1

Other funds and accounts
(+ increases borrowing) 0.1 -0.2 15
(- reduces borrowing)

CGBR -0.1 -0.2 3.2
On-lending -0.1 -0.1 0.9
CGBR(O) - -0.1 2.2

(NDue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

@)ncludes receipts from sales of assets

(3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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Table 6: Central government transactions” — comparisons
with 1984-85 and 1985 Budget profile
£ billion
1984-85 1985-86
Outturn 1985 Budget Latest
forecast update
Receipts
Consolidated Fund
Inland Revenue 50.4 56.2 55.3
Customs and Excise 35.5 36.4 37.3
Other? 12.4 13.9 13.2
National Loans Fund
Interest etc. receipts 5.4 6.4 6.6
Total Receipts 103.7 112.9 112.4
Expenditure
Consolidated Fund
Supply expenditure® 93.6 99.6 98.1
Adjustment to Supply
Services basis* -0.1 - -
Other 4.6 4.4 4.5
National Loans Fund
Service of the national debt 12.9 14.1 14.3
Net lending 2.5 2.4 5.2
Total Expenditure 1135 120.5 122.0
Other funds and accounts
(+ increases borrowing) 0.2 1.5 1.1
(- reduces borrowing)
CGBR 10.1 9.0 10.7
On-lending a5 3L3 5.8
CGBR(0) 6.6 5.8 4.9

lags in some items reaching their final accounting destination, figures for the components identified may not be

strictly comparable.

‘ (MDue to differences in treatment of some items in the accounts between the periods/forecasts shown, and time
|
|

@)includes receipts from sales of assets.

3)0n a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset

to this item is included in “Other funds and accounts”.

i CONFIDENTIAL AND PERSONAL
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(Until 2.30pm 18 March 1986)

From: JOHN CLARK
18 March 1986

MR CULPIN - IDT
MR LANG - CSO Press Office

cc List A List B
(distributed at 2.30pm, 18 March)
Chancellor Mr Peretz Mrs Butler
Chief Secretary Miss O’Mara Mr Spencer
Financial Secretary Miss Peirson Mr Cropper
Economic Secretary Mr Walsh Mr H Davies
Minister of State Mr Devereux Mr Lord
Sir P Middleton Mr Pickford Mrs Hillier — IR
Sir T Burns Mr Ward - CSO Mr B Sexton - C and E
Mr Cassell Mr Wright - B/E
Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 18 MARCH PSBR PRESS NOTICE

FACTUAL

The PSBR figures for February will be published at 2.30pm on Budget Day. The provisional
outturns, together with figures for the first eleven months of 1984-85 and 1985-86, are
shown in Table 1. Cumulative figures for the PSBR and its components for the last three

years are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion
Apr-Feb Apr-Feb February
1984-85 1985-86 1986
Central government
on own account 5.2 2.7 -0.1
Local authorities 1.3 0.5 -
Public corporations 1.3 -0.4 -0.3
PSBR 7.7 2.8 -04
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 7.9 7.6 -0.2
Note: Figures may not sum precisely because of rounding.
CONFIDENTIAL AND PERSONAL
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector

on own account borrowing requirement borrowing requirement borrowing requirement

1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86

(9861 Yoie 8L wdQEZ |nun)
TYNOSY3d ANV TVILNIAIINOD

Apr 0.9 1.9 1.1 0.5 0.9 0.8 -0.2 -0.4 -0.2 1.2 2.4 1.8
May 2.4 312 24 0.3 0.8 0.8 -03 -0.4 -0.5 24 3.6 2.7
Jun 3.7 4.5 2.7 -0.1 0.6 0.5 -0.4 -0.5 -0.6 3.2 4.6 2.6
Jul 4.5 5.0 3.6 -0.0 0.8 0.8 -0.6 -0.7 -1.3 3.9 5.1 3.2
Aug 5.8 6.2 4.6 0.3 1.4 0.9 -04 -0.7 -1.1 5.6 6.8 4.3
Sep 6.6 6.4 53 0.3 1.2 1.1 -0.0 -0.3 -0.6 6.9 7.4 5.6
Oct 6.7 6.7 5.0 0.3 1.0 0.7 0.1 0.2 -0.4 7.1 8.0 5.3
Nov 8.3 8.5 6.2 =0.2 0.8 0.1 0.5 0.4 -0.3 8.5 9.6 6.0
Dec 9.1 7.8 7.4 0.1 1.2 0.4 0.6 1.2 -0.1 9.8 10.2 7.7
Jan 6.3 5.7 2.8 0.0 0.9 0.5 0.7 1.2 -0.1 7.1 7.8 3.2
Feb 6.7 5.2 2.7 0.1 13 0.5 0.6 13 -0.4 7D 7.7 28
Mar 8.2 6.6 1.2 24 0.3 1.1 9.7 10.1

Note: Figures may not sum precisely because of rounding.

(9861 Yyo2ieN gL wdQgg 1uN)
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(Until 2.30pm 18 March 1986)

2. The (provisional) PSBR for February is a net repayment of debt of £0.4 billion. City
analysts are expecting substantial net borrowing (£%-1% billion, with an average of nearly
£1 billion).

POSITIVE

Line to take
1. Borrowing in first eleven months of 1985-86 was £2.8 billion. That is nearly £5 billion
lower than in first eleven months of previous two years. But comparisons between these

periods are distorted by several factors, e.g. effects of coal strike in 1984-85.

2. Non-oil revenues are higher than in last year's Budget forecast (e.g. VAT on capital

taxes), partly offsetting reduction in oil revenues.

3. Further forecast for year as a whole will be given in today’s Budget.

DEFENSIVE/FACTUAL

1. Was outturn known when Budget judgment formed?

Line to take

Forecast PSBR outturn for 1985-86 has not changed since final Budget judgment made.

CONFIDENTIAL AND PERSONAL
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(Until 2.30pm 18 March 1986)

2. Borrowing in 1985-86

‘ Background
Autumn Statement forecast was £8 billion, with margin of error of £2% billion, giving range
of £6% - 10% billion. Further forecast in today’s Budget.

Line to take

Borrowing in April - February exceptionally low. However, there is always high borrowing
in March, and this year it will be further increased by effects of lower oil revenues and
other factors (see Defensive 4).

3. Borrowing in February

Background
Net borrowing in February normally low; average PSBR of £0.3 billion in month over last six
years, with small repayments in 1982 and 1985.

Line to take

Net repayment somewhat unusual for February, but always get erratic fluctuations. Net
repayment by public corporations in particular may easily be reversed, at least in part, in
March.

4. Borrowing in March

" Line to take
Always high borrowing at end of year. In March of last 3 years PSBR was £2%-3 billion.
This year likely to be exacerbated by various factors:

- lower oil revenues (March peak not nearly as high as in previous years)
- timing of Easter (may delay some tax receipts normally paid in March)
- teachers’ pay settlement (some local authorities may pay backpay this month)

- possible reversal of some of public corporations’ net repayment in February.

CONFIDENTIAL AND PERSONAL
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5. Oil Revenues : effect of fall in dollar price

Background
Autumn Statement forecast for total oil revenues (PRT, including advance payments,

corporation tax (before ACT set off) attributable to North Sea oil and gas production; and
oil royalties) was £11% billion, £2 billion lower than Budget forecast. Downward revision
mainly reflects higher sterling/dollar exchange rate than assumed in 1985 Budget.
Revenues in first eleven months of year (April 1985 - February 1986) determined largely by
prices and production up to June 1985. Revenues in March 1986 determined largely by
what happened in July-December 1985. Fall in dollar price since December affects
deliveries in January 1986 onwards and hence will have little effect on revenues in
1985-86.

Line to take

Sharp fall in oil price since December has little effect in 1985-86, because revenues up to
end-March depend largely on average prices and production up to end-December. But
much of £2 billion fall referred to in Autumn Statement (reflecting appreciation of sterling

against dollar) is expected to occur in March.

Today’s Budget contains revised forecast for 1985-86.

6. Inland Revenue receipts

Background
Total Inland Revenue receipts in February were £4.4 billion. Total for April-February

1985-86 was £50.9 billion, 12% per cent higher than over the same period last year. 1985
Budget forecast for 1985-86 was for receipts of £56.2 billion, up 11% per cent on 1984-85.

Line to take

Receipts to February up 12% per cent on last year. Higher corporation tax receipts in first
eleven months (by £2.4 billion compared with same period last year) reflects higher
company profits in 1984 and dividend payments in 1985.

(Comparisons of single months are misleading: last year in particular some payments due

CONFIDENTIAL AND PERSONAL
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in January were delayed. So this year, January receipts higher and February receipts
slightly lower.)

Today’s Budget contains revised forecast for 1985-86.

7. Customs and Excise receipts

Background
Customs and Excise receipts in February were £3.5 billion. Total for April-February 1985-86

(E34%. billion) was 5% per cent higher than over the same period last year. 1985 Budget
forecast for 1985-86 was for receipts of £36.3 billion, up 2% per cent on 1984-85 (low
increase because 1984-85 receipts were boosted by change in VAT on imports).

Line to take
As noted in Autumn Statement, expenditure tax receipts in 1985-86 now expected to be
greater than in 1985 Budget forecast (particularly VAT).

Today’s Budget contains revised forecast for 1985-86.

8. EC refunds and abatements

Line to take

1984 rebate of 1000m ecus (about £600 million) received by 6 January 1986.

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in February benefitted PSBR by
about £70 million (based on 1986 budget figure of 1400m ecus).

9. Supply Expenditure

Background
For the first eleven months of 1985-86, Supply expenditure (the amount spent by

CONFIDENTIAL AND PERSONAL
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departments), shown in table 4 of press notice, was about 6% per cent higher than in first
eleven months last year. After adjusting for changes in method of paying EC contributions,
the increase is 6% per cent. Supply has different coverage from planning total (eg the
planning total includes privatisation proceeds, LA expenditure rather than CG grants to LAs,

and PCs’ market borrowing).

Line to take

Increase in supply expenditure in April-February (after adjustment for change in method of
paying EC contributions) is 6% per cent above same period of 1984-85. Supply has
different coverage from planning total, and movements in Supply do not give a guide to
movements in the planning total. Estimated outturns for supply and planning total in
1985-86 given in FSBR (Tables 5.1 and 5.2).

10. Privatisation proceeds

Background
1985 Budget forecast for total receipts from privatisation proceeds in 1985-86 was £2.5

billion - increased to £2.6 billion in PEWP. This does not include the Trustee Savings Banks
(originally scheduled for sale in February 1986) because the proceeds will not accrue to
HMG and so will not benefit the PSBR. Hence the delay in sale has no effect on the PSBR,

or privatisation proceeds.

Line to take

No receipts in February. Total net receipts for first eleven months of 1985-86 about £2%
billion, some £ billion more than over the same period last year. Second call on sale of
residual shareholding in Cable and Wireless will realise net receipts of about £300 million

in March.

11. Local authorities

Background

Preliminary estimate is that local authorities had small net borrowing in February bringing
total net borrowing to £0.5 billion in April-February 1985-86, about £3 billion lower than
over corresponding period last year. 1985 Budget did not contain forecast for 1985-86 as a
whole (breakdown of PSBR of £7.1 billion given in part 6 of the FSBR, including £1.5 billion

CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 March 1986) 7
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for LABR, was purely notional - based on an arbitrary allocation of the Reserve). No
Autumn Statement forecast of LABR for 1985-86, either. But today’s Budget contains
1985-86 forecast. Outturn for 1984-85 was £2.4 billion.

Line to take

February outturn not very different from usual. Cumulative borrowing April-February
1985-86 (£0.5 billion) well within range of outturns in same period of previous three years.
Borrowing probably reduced somewhat so far this year by delay in teachers’ pay
settlement. Some effects from payment of back pay may be felt in March, when LA

borrowing always high anyway.

Today’s Budget will contain forecast for 1985-86.

12. Public corporations

Background

Public corporations (provisionally) showed a net repayment of debt of £0.3 billion in
February, giving a net repayment of nearly £/ billion for first eleven months of 1985-86.
No Budget or Autumn Statement forecasts of PCBR for 1985-86 as a whole - see Q11.

Line to take
Borrowing in 1985-86 is running much lower than in 1984-85. (The later months of
1984-85 were affected by the miners’ strike).

Today’s Budget will contain forecast for 1985-86. %
{ N f
K{ AWK

John Clark (ext 3093)
PSF Division, HM Treasury

CONFIDENTIAL AND PERSONAL
(Until 2.30pm 18 March 1986)
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BUDGET SECRET
until after Budget Speech 18.3.86
then UNCLASSIFIED

.‘ E4

E4 PUBLIC SECTOR BORROWING: HISTORICAL STATISTICS AND INTERNATIONAL
COMPARISONS

[See also World economy: recent developments (Brief B1), MTFS: fiscal projections
(D2), Fiscal policy (E2) and PSBR: 1985-86 and 1986-87 (E3)]

A HISTORICAL STATISTICS -

Factual

PSBR in cash and as percentage of GDP:

PSBR
excluding
privatisa-
PSBR tion
proceeds psFp(l)

Cash In 1984-85 Ratio Ratio to Cash Ratio to
(€ billion) prices to GDP GDP (per (£ billion) GDP

per cent) cent) (per cent)
1971-72 1.0 4.3 1% 1 0.7 1%
1972-73 2.4 9.9 3% 33 R0 3
1973-74 4.3 16.5 54 5% 3.5 41
1974-75 8.0 295 9 9 6.0 61
1975-76 10.3(2)  26.0 9% 9% 8.1 7%
1976-77 8.3 18.6 63 bk 7.4 5%
1677-78 5.4 10.6 3% 4 6.6 41%
1978-79 952 16.4 5% 5% 8.5 5
Average 1974-75
to 1978-79 8.2 19.4 61 63 e 5%
1979-80 10.0 15.3 4% 5 8.2 4
1980-81 12al 16.3 5% 5% 1149 5
1981-82 8.6 10.1 3% 3% 5.9 2%
1982-83 8.9 9.7 3k 3% 8.6 3
1983-84 9.7 10.1 3% 3% 1243 4
1984-85 10.1 10.1 3 3.1 14.4 4%
1985-86 &Budget
forecast) 6.8 6.4 2 Z;ff,.;Zi 10.2 21
Average 1979-80 9.5 11.1 3% 4 10.2 31
to 1985-86
1986-87 (Budget
forecast) 71 (] 153 3 12.2 3%

(

1) public sector financial deficit.

(2) If calculated as same proportion (9% per cent) of 1985-86 GDP, would be
£33 billion (see below).

(3) Outturn to February £2.8 billion.

WPU
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' » : FROM: R DEVEREUX
DATE: 2 April 1986
MR CAS{ELL j cc Sir P Middleton
CHANCELLOR OF THE EXCHEQUER : Sir T Burns

Mr H P Evans
Mr Peretz

: Mr Scholar
_)\//q\/ Miss Peirson o/r
Mr Watts
\ Dr I Webb

CGBR(0O) & CGBR: FIRST ESTIMATES OF OUTTURN IN 1985-86

1 The provisional outturn for the CGBR(O) in 1985-86 is

£4.0 billion. This 1is £0.9 billion lower than forecast in

the Financial Statement and Budget Report on 18 March (see
below) . The estimate of the outturn is subject to revision

before publication on Wednesday 16 April in the PSBR press

notice. (The provisional outturn for the PSBR will be available

next Wednesday.)

2% Several central government receipts were higher than
forecast: Inland Revenue (by £0.2 billion), Customs and Excise
(by £ 0 h el o National Insurance Contributions (by
£0.1 billion) and interest receipts from local authorities
by €051 “badddon). In addition £0.1 billion was received for

the third call on BT shares which is not due until 9 April.

31 Information on the remaining difference is still to come,
but funding for National Insurance Fund benefits appears to
have been lower than forecast. Supply expenditure seems to

be close to forecast.

4. On-lending to 1local authorities and public corporations
totalled  £6.9 billion in. 1985-86,. giving a - CGBR for ‘the year
of £10.9 billion. On-lending to local authorities was £1 billion
higher than forecast in the FSBR, but this does not necessarily
carry any implications for the LABR as it may be offset by

repayments of market debt.

5t Further analysis of the CGBR outturn in March will be




CONFIDENTIAL

given in the next Ministerial note on the PSBR in two weeks'

time.

&

I j«(/\/\i—‘t/\-\

R J DEVEREUX
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CENTRAL GOVERNMENT TRANSACTIONS

CONFIDENTIAL

£ billion
March 1986 April 1985-March 1986 April 1984
March 1985
Provisional Provisional 1986 Difference Outturn
outturn outturn Budget
forecast
Inland
Revenue o T ) + . 55,4 +75 503 + 052 +.:50°24
Customs
and Excise + 2.9 + 37.4 BT 38 + 0 +4 35,5
Other
own
account =808 =969 = O =056 SO
CGBR(0) - 1.3 - 4.0 - 4.9 +.0.9 - 6.6
On-lending:
- LAs =asg = 5.8 - 4.8 - 1.0 = 313
- PCs =N R LR A [ - - 0.1
CGBR —-i3e 3 - 10.9 - 10.7 - 0.2 - 10.1

+ indicates a net receipt,

- indicates a net payment,

or difference which reduces

or difference which increases the CGBR.

CONFIDENTIAL

the CGBR.
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FROM: MISS M E PEIRSON
i DATE: 9 April 1986

i) MR CASSYLL cc Sir P Middleton
2 CHANCELLOR & Sir T Burns

\ A Mr H P Evans

i : , Mr Peretz
e s ! Mr Scholar

Mr Devereux ij- J¥g\r—

!/{ E Dr I Webb / \ |
Pl :.\ Mr Wells - CSO &‘/ Aﬁy L ;

[ / |
) \ e A ‘

o

PSBR IN MARCH AND IN 1985-86 O)& e \.\p“r . W)
i i

\‘g
il The first provisional outturn for the PSBR in the whole
of 1985-86 is £5.9 billion, £0.9 billion lower than the Budget
forecast of £6.8 billion (see table attached) and £%-1 billion
lower than available market forecasts. This estimate is
subject to revision before publication on Wednesday 16 April.

2. The difference from the Budget forecast is 1largely
accounted for by the CGBR(O). Small differences in the LABR
and PCBR are nearly offsetting.

3 The CGBR(O) in 1985-86 1is provisionally £4.1 billion,
£0.8 billion lower than forecast. As reported in Mr Devereux's
minute of 2 April, several central government receipts were
higher than forecast.

4. The LABR in 1985-86 is provisionally £1.8 billion,
£0.3 billion lower than forecast. The PCBR is provisionally
a very small net repayment of debt, smaller than forecast.
(Apart from any revisions before publication next Wednesday,
the PCBR in particular is subject to further revision when
the banks' quarterly returns come in: this could affect
the outturn by up to £4% billion either way.)

153, The monthly note, presenting updated estimates of outturn
for 1985-86 and a forecast monthly profile for 1986-87, will
be circulated next Tuesday. As usual we shall send you a

copy of the draft press briefing at the same time.

ke’

MISS M E PEIRSON
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£ billion
March 1986 1985-86 1984-85
Provisional Last Difference Provisional Budget Difference Outturn
outturn month's outturn forecast
forecast
CGBR(O) | 1.4 2.2 SIS0 4.1 4.9 =08 6.6
LABR 143 156 = [gs 1558 204 =08 2.4
PCBR 0.4 0.2 Qi = = LD 02 5552
PSBR 3.0 4.0 =) 5%9 6.8 =089 HQE2
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2 CHANCELLOR OF THE EXCHEQUER

Copy with PPS letter, attached, for:

Mr Norgrove - No 10

cec' List A

Sir P Middleton
S REBU NS

Mr H Evans

Mr Peretz

Mr Scholar

Mr L Watts

Mr Devereux

Dr Clark

List B (distributed at

Chief Secretary
Financial Secretary
Economic Secretary
Minister of State
Mr F E R Butler

Mr Moore

Mr Odling-Smee

Mr Turnbull

Mrs Butler

Mr Mowl

MONTHLY NOTE ON THE PSBR

FROM:

DATE: 15 April 1986

Cl

~
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MISS M E PEIRSON

A~C~ ‘/'D-\/ . ,ﬁ"’n-t o
)
-
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2430 pm, 16 'April)

Miss O'Mara

Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr
Mr

Walsh

Williams
Ritchie

Cropper

Ross Goobey
Lord

Wells - CSO
Calder - IR
Wilmott - C & E

s I attach a report on the PSBR outturn for 1985-86. This

outturn will be published by press notice at 2.30 pm tomorrow.

2. This note
1986-87, with

three months.

detailed forecasts

also contains monthly borrowing profiles for

of borrowing in the next

hor

MISS M E PEIRSON
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PUBLIC SECTOR BORROWING

Summary

The PSBR for 1985-86 is provisionally estimated at £5.9 billion, 1.6 per
cent of the 1986 Budget estimate of GDP. '

This is about £0.9 billion lower than last month’s Budget forecast,
mainly because several central government receipts were a little higher

than forecast.

The outturn is £1.2 billion lower than the 1985 Budget forecast and
£4.3 billion lower than the 1984-85 outturn (Charts 1 and 2).

Monthly borrowing profiles for 1986-87 are presented in this note
(Chart 2 and Table 4), together with more detailed forecasts of
borrowing in the period April-June (Table 5).

There is again heavy front—end loading. Borrowing over the next three
months is likely to be about the same as in the corresponding period
last year (around £2%2 billion). Borrowing in the first six months is
forecast to be approaching 90 per cent of the year’s total, but this is
dominated by the assumed timing of the sale of British Gas. Excluding
privatisation proceeds, borrowing in the first half year is closer to 60
per cent of the year’s total, slightly below the recent average.

Figures in this report are not seasonally adjusted and also may not sum precisely because

of rounding.

04/15/86 18:39:30 °
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Chart 1 : 1985-86: Comparisons with 1985 Budget profiles
£ billion cumulative
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Chart 2 : 1986-87: Comparisons with outturns for 1984-85 and 1985-86
£ billion cumulative
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Borrowing in 1985-86

(Outturn compared with last month’s Budget forecast)

1. The provisional estimate of the PSBR in 1985-86 is £5.9 billion (1.6 per cent of GDP,
using the FSBR estimate of GDP), compared with last month’s Budget forecast of £6.8
billion. The differences between forecast and outturn on the individual sub-sectors are
shown in the table below. The undershoot of £0.9 billion represents about Y% per cent of

GDP, compared with an average absolute error of about one-third per cent in the previous

Six years.
Table 1: 1985-86 borrowing requirements
£ billion
PSBR Comprising
CGBR(O) LABR PCBR
Forecast” 6.8 4.9 2.1 -0.2
Outturn 5.9 4.1 1.8 =
Difference -0.9 -0.8 -0.3 0.2

*18 March Budget

2. Borrowing on central government’s own account in 1985-86 was £4.1 billion, £0.8 billion

lower than the 1986 Budget forecast. Expenditure was close to forecast, but several central
government receipts were higher than expected (see table opposite). Inland ‘Revenue
receipts of composite rate tax from building societies were higher than forecast. Customs
and Excise receipts of tobacco duty were above the forecast, with larger than expected
clearances from bonded warehouses prior to the Budget. Large payments of interest by
local authorities are due in the last few days of March each year, and the authorities may
pay early or late if the payment date falls at a weekend or bank holiday; this year early
payments (ie prior to Easter) were higher than forecast. Also, £0.1 billion of the third call

on British Telecom shares was paid in March, although the call was not due until 9 April.

CONFIDENTIAL AND PERSONAL
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£billion ( - indicates lower borrowing)

Inland Revenue -0.2
Customs and Excise -0.1
National Insurance Contributions -0.1
Interest Receipts - -0.1
British Telecom Receipts -0.1
Supply expenditure -0.1
Other -0.1
Net effect on CGBR(0) -0.8

3. Local authorities’ borrowing in 1985-8¢ was £1.8 billion, somewhat lower than the

Budget forecast. March is traditionally a month of high borrowing, with little rate income
received, and borrowing this year was further increased by backpay to teachers of perhaps
half the £0.4 billion due (the remainder will be paid in April). On the other hand, Easter may

have increased the usual spillover of borrowing from March into April.

4. Public corporations made a small net repayment of debt in 1985-86, compared with

forecast repayment of £0.2 billion. The difference partly reflects an upward revision of the
estimated outturn for April-February. The estimate for the year is subject to revision when
the banks’ quarterly returns come in: this could affect the outturn by up to £% billion either

way.

Borrowing in first quarter of 1986

5. The outturn in 1985-86 included a surplus of nearly £2 billion on the PSBR in
January-March 1986, compared with very small surpluses in the corresponding quarters of
1984 and 1985, and a forecast surplus of about £% billion for January-March 1987 (see

below). The large surplus in 1986 Q1 resulted from:-

- the increase of £1% billion in corporation tax between January 1985 and January

1986, reflecting the increase in profits in 1984: only a small further increase is

CONFIDENTIAL AND PERSONAL
5
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forecast in January 1987, and is much more than offset by the forecast fall (of
£1% billion) in PRT between 1986 Q1 and 1987 Q1;

- the relatively low end-year surge in supply, which reduced supply substantially in
March 1986 (compared with the proportion in March 1985) but is expected to be
rather higher again in March 1987,

- the £% billion 1984 EC rebate, received mainly in January 1986 (no such rebate is
expected in 1987 Q1 - see below);

- the £% billion privatisation proceeds in March 1986: however, the forecast for
1987 Q1 is nearly £2 billion - see below - and this differences partly offsets the

other differences above.

CONFIDENTIAL AND PERSONAL
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Borrowing in 1986-87 : Monthly Profile

6. The PSBR for 1986-87 was forecast in the 1986 Budget to be £7.1 billion. The monthly
profile in this note is consistent with the Budget forecast for the year as a whole: in
particular, no allowance has been made for the fact that some non-oil revenues turned out
a little higher in 1985-86 than expected, and that this might carry through to 1986-87, nor
for the fact that the average oil price in 1986 might be less than 15 dollars/barrel.

7. As in previous years, most of the borrowing is expected in the first half-year (details are
shown in Chart 2 and Table 4). For 1986-87, the forecast proportion is 87 per cent, though
excluding privatisation proceeds (totalling £43 billion), three—quarters of which are
expected in the second half-year (see paragraph 16), the proportion becomes 63 per cent.
That compares with an average of 68 per cent (excluding privatisation proceeds) in the 8
years up to and including 1985-86 and 86 per cent in 1985-86 itself. Borrowing is not
however forecast to rise much above the total for the year by end-December, as it did in

1985-86, though again that depends heavily on the timing of privatisation proceeds.

8. The concentration of Inland Revenue receipts in the second half of the year is expected
to be only 55 per cent of the annual total, compared with 57% per cent in 1985-86. The
reduction is largely because of the smoothing of building societies’ composite rate tax in
1986-87. The remaining concentration is as usual accounted for mainly by corporation tax
receipts (see paragraph 12). Slightly higher Customs and Excise receipts are also expected
in the second half-year. These higher receipts are partly offset by higher supply

expenditure in the second half-year.

9. The major differences in particular months between the profiles for 1985-86 and

1986-87 shown in Chart 2 arise for the following main reasons:

- (i) lower borrowing in April 1986 than in April 1985 and higher borrowing in June
1986 than in June 1985 because of the BT sale: second call receipts were

received in June 1985 and final call receipts in April 1986;

— (ii) higher borrowing in September 1986 than in September 1985 because of an

CONFIDENTIAL AND PERSONAL
7




CONFIDENTIAL AND PERSONAL .

expected net repayment of PRT this year (see paragraph 12);

- (iii) lower borrowing in December 1986 than in December 1985 because of the

expected sale of British Gas (see paragraph 16);

- (iv) a lower net repayment in January 1987 than in January 1986: Inland Revenue
receipts are expected to fall back slightly from the very high level in January 1986
(owing to changed timing of composite rate tax payments and lower oil
revenues), the 1984 EC rebate was largely received in January 1986, and supply

expenditure is expected to be relatively high in January 1987 (see paragraph 15).

Sectoral split of PSBR in 1986-87

10. The forecast split of the PSBR between central government, local authorities and public
corporations is significantly different from the outturn in 1985-86. A breakdown was not
published in the 1986 Budget but the underlying forecast comprised borrowing of £6.1
billion on central government’s own account, £1.6 billion by local authorities and a surplus
of £0.6 billion by public corporations. In 1985-86 the CGBR(O) was £2 billion lower (see
paragraph 11) but the PCBR and LABR were a little higher.

Central Government borrowing in 1986-87

11. The Budget forecast of borrowing on central government own account in 1986-87 is
£6.1 billion, compared with the provisional outturn of £4.1 billion in 1985-86. The increase
is due to the fall in oil revenues, which partly offsets the rise in other revenues (itself
moderated by the Budget measures). The main feature of the borrowing profile during
1986-87 is the high level of borrowing forecast for the first six months of the year
(virtually all of the £6.1 billion forecast for the whole of 1986-87), repeating the significant
front-end-loading of each of the last two years. (Excluding privatisation proceeds, the
proportion would be only some 80 per cent.) In the next three months central government
borrowing is forecast to rise to about £7 billion before the usual surplus in the final

quarter. Notes on the profiles for the main items are as follows.

CONFIDENTIAL AND PERSONAL
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a) Inland Revenue

12. In general, the main categories of tax receipts are expected to follow a similar pattern
to that in 1985-86. Both Income tax and Corporation tax receipts will peak in January
(totalling some £9% billion), and smaller peaks will occur in July (high advance corporation
tax and Schedule D receipts from the self employed), and October (high mainstream and
advance corporation tax). Some special factors affecting receipts in 1986-87 have also

been taken into account:

- The normal seasonal peaks of Petroleum Revenue tax in September and March are
not expected to occur. Indeed, it is expected that there will be a net repayment in
both months. Part of the PRT payment in September 1986 makes good the
difference between liabilities for January-June 1986 and earlier instalments based
on liability for the period July-December 1985, when the £ oil price was much
higher. So companies will have paid too much PRT in advance instalments and
will be due a repayment. A similar pattern is expected in the second half year,

when the average oil price is forecast to be lower than in the first half year.

- Only three instalments of the new banks’ composite rate tax occurred in 1985-86.
The fourth instalment for the year is due in April 1986. So 1986-87 is the first full

year of receipts, which are expected to peak in April, July, October and January.

- There are new arrangements for the payment of Building Society composite rate
tax and tax on interest paid by local authorities this year. It will be paid quarterly
instead of annually as before. The arrangements are similar to the banks’, but the
payment dates have been staggered, so that peaks are expected in June,
September, December and March. Previously, nearly all the composite rate tax

was paid in the January—March period.

- The effect of Easter falling at the start of 1986-87 (but not at the end, being a

month later) increases receipts slightly in April 1986.

CONFIDENTIAL AND PERSONAL
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b) Customs and Excise

13. The profile is similar to last year after removing the one-off effect of the introduction
in October 1985 of duty deferment on hydro-carbon oil. The implementation of certain
recommendations of the Keith committee is bringing forward VAT revenue as a result of
improved compliance, and will also raise a small amount of additional VAT revenue (from
penalty payments) in the second half of the year. The effect that the date of the Budget
has on the receipts of tobacco, wine and spirits in March and April 1987 is assumed to be

similar to the effect in 1986. Easter is expected to increase receipts slightly in April 1986.

c) Supply expenditure

14. Supply expenditure (excluding on-lending) is forecast to be slightly lower (47% per
cent) in the first half of 1986-87 than in the second. This proportion is lower than in
1985-86 (48% per cent), when higher advance EC payments and grants to the National

Coal Board increased expenditure in the first half-year.

15. Particular features of the forecast profile for 1986-87 are as follows:

- Expenditure on the PSA administration vote will be negative in June, September
and December. This is because Property Repayment Services (PRS) receipts will
be included on the vote in 1986-87 and no longer treated as CFERs. This effect is

offset within the Consolidated Fund.

- The relatively high October, November and January figures are because of various
small differences, for example a changed expected pattern of grants to the
National Coal Board.

- The end-year surge in March 1987 is closer to the historical average than it was
in March 1986 (which was affected by lower than usual end-year payments to the
NCB).

CONFIDENTIAL AND PERSONAL
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d) Privatisation proceeds

16. The Budget forecast of privatisation proceeds is £43 billion. Of this, £1.1 billion has
already been received in April from the third and final call on British Telecom shares. The
sale of British Gas is assumed to raise receipts of the order of £2' billion in 1986-87; the
timing is uncertain but the assumption for the profile is that the major part will come in
December and the rest in March 1987. The balance of the £43% billion is assumed to come
mostly from another major privatisation, the receipts from which are assumed in February
1987. This profile differs markedly from the outturn in 1985-86, when privatisation
proceeds totalled £2.7 billion, of which £1.1 billion came in June 1985 (from the second
call on BT).

e) National Insurance Fund

17. Because social security benefits are being uprated by 1 per cent in July 1986,
compared with 7 per cent in November 1985, the pattern of surpluses and deficits on the
National Insurance Fund is expected to be a little more strongly weighted towards
surpluses at the end of the year (compared with 1985-86, when March contributions were

also affected by Easter).

f) Interest and dividend receipts

18. The profile for interest and dividend receipts is similar to 1985-86 and reflects the
timing of dividend payments by British Petroleum and British Telecom. Total receipts are
slightly lower than in 1985-86 following the sale last year of the remaining shares in Britoil

and Cable and Wireless.

CONFIDENTIAL AND PERSONAL
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g) EEC

19. Net payments to the EEC are assumed to be relatively flat this year, due in part to the
new system of abatements (introduced in January 1986) which spreads the UK ‘refunds’
evenly throughout the year. The profile takes account of an increase in the level of the VAT

abatement in the third quarter.

h) Interest payments

20. The profile of interest payments on the National Debt is similar to 1985-86 with large
payments in May, July, November and January.

Local Authority borrowing in 1986-87

21. Local authorities borrowing in 1986-87 is forecast at £1.6 billion, close to the outturn in
1985-86 (£1.8 billion). The monthly profile in 1986-87 (Chart 2 and Table 4) is based on

seasonal factors derived from borrowing patterns of previous years. In addition, allowance

has been made for payment in April 1986 of the remainder of backpay due to teachers
(assumed to be about £0.2 billion). The main feature of the profile is the usual high net
borrowing in April 1986 and in March 1987, the months of little rate income. (The profile
also allows for spillover from March into April each year.) However, during 1985-86, there
was a very large erratic element in addition to the seasonal fluctuatins, and this may be
repeated in 1986-87.

Public Corporations’ borrowing in 1986-87

22. Public corporations are forecast to be net repayers of debt in 1986-87 (—£0.6 billion),

despite the fall in oil prices. This is an improvement of £/ billion compared with 1985-86
(which was affected by post-strike costs). The forecast profile is however similar to that in
1985-86 until the end of the year, with a net repayment of debt in the first half of 1986-87,

net borrowing in the December quarter and repayments again in 1987 Q1. (The difference

CONFIDENTIAL AND PERSONAL
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between 1986 Q1 and 1987 Q1 is partly because of changed timing of NCB grants.) The
profile is derived mainly from the limited information currently available from individual

industries.

April to June 1986

23. Borrowing is likely to total about £2' billion over the next three months, similar to
borrowing in the same months of 1985-86. Relatively low borrowing in April is largely

offset by relatively higher borrowing in June.

24. Borrowing on central government’s own account in April to June is forecast to be

around £3 billion, low borrowing in April reflecting receipts of about £1 billion from the

final call on British Telecom.

24. Local authorities’ borrowing is expected to total around £% billion. Their borrowing in

April is usually high, and is expected to be further increased this year by backpay to
teachers. On the basis of previous years’ seasonal pattern, small net repayments of debt in

May and June are expected.

25. Public corporations are likely to be in surplus by £%2-3 billion over the first quarter of
1986-87, with the Electricity Supply Industry and British Gas Council showing large

repayments of debt.

CONFIDENTIAL AND PERSONAL
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| Table 2: 1985-86: Outturns

| (1985 Budget profiles in italics for comparison)

! £ billion

PSBR Comprising
CGBR(O) LABR PCBR

1985-86
Apr 1.8 2.7 1 5 [ 08 0.5 -0.2 -0.7
May 1.0 7.4 1.2 7.6 - -0.7 -03 -0.2
Jun -0.1 0.4 04 0.4 -0.3 = -01 0.7
Jul 05 0.3 09 0.2 0.3 = -0.7 0.7
Aug 1.2 . 71.3 100N 7.6 01 0.2 0.1 -0.5
Sep =071 0.5 & 0.2 = 0.5 =
Oct -0.3 -0.2 -0.1 -0.3 -04 -0.7 0.2 0.2
Nov 07 7.4 20 707 -0.6 = 01 0.4
Dec 1.7 2.4 1208 1.6 03 0.2 03 0.5
Jan -45 -3.4 -46 -3.7 01 -0.2 -0.1 =
Feb -04 -0.8 - -0.6 - = -04 -0.2
Mar 30 23 14 7.6 1.3 7.0 04 -0.3
Cumulative
Apr 28727 1.1 1.7 0.8 0.5 -0.2 -0.7
May 27 35 24 3.4 0.8 0.4 -05 -0.3
Jun 26 39 27 3.8 05 0.4 -0.6 -0.2
Jul 31 22 3.6 39 08 0.4 -13 -0.2
Aug 43 54 46 56 09 0.6 -1.2 -0.7
Sep 56 5.3 bl 5.5 1.1 0.5 -06 -0.7
Oct B3 &7 50 w52 0.7 0.5 -0.4 -0.6
Nov 6.0 6.5 6.2 6.3 01 0.5 -03 -0.2
Dec R < 74 7.9 04 0.7 - 0.3
Jan 32 55 28 4.8 05 0.5 -0.1 0.3
Feb 29 4.7 27 542 05 0.5 -04 0.7
Mar 58 7.1 41 5.8 1.8 7.5 - -0.2

CONFIDENTIAL AND PERSONAL
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PSBR for 1985-86 - comparisons with 1984-85

and 1985 Budget profile

£ billion

Apr
May
Jun

Jul
Aug
Sep

Q3

Oct
Nov
Dec

Q4
Jan
Feb
Mar
Q1

Cumulative

Apr
May
Jun

Jul
Aug
Sep

Oct
Nov
Dec

Jan
Feb
Mar

1984-85 1985-86 Differences from
1985 1985

Budget Latest 1984-85 Budget

Outturn profile update!” outturn profile
1 2 3 3-1 3-2
2.4 2.1 1.8 -0.6 -0.4
1.2 1.4 1.0 -0.2 -0.4
1.0 0.4 -0.1 -1.1 -0.6
4.6 3.9 2.6 -2.0 =13
0.6 0.3 0.5 = 0.3
1.7 1.3 1.2 -0.5 -0.1
0.6 -0.1 1.2 0.6 1.4
2.9 1.4 3.0 0.1 1.6
0.6 -0.2 -0.3 -0.9 =05
1.7 1.4 0.7 -0.9 =07
0.6 2.4 1.7 1.1 -0.6
2.8 3.6 2.2 -0.7 -1.4
-2.4 =314 -4.5 =24 -1.1
-0.1 -0.8 -0.4 -0.3 0.4
2.4 2.3 3.0 0.6 0.7
-0.1 -1.8 -1.9 -1.8 =
2.4 2.1 1.8 -0.6 -0.4
3.6 3.5 2.7 -0.9 -0.8
4.6 3.9 2.6 -2.0 =1:3
5.1 4.2 3.1 —2.0 -1.0
6.9 5.4 4.3 =25 =129
7.5 53 5.6 -1.9 0.2
8.0 5.1 53 -2.7 0.2
9.7 6.5 6.0 -3.7 -0.5
10.3 8.9 7.7 -2.5 =1:2
7.8 55 3.2 -4.6 =23
7.8 4.7 2.9 -4.9 -1.9
10.2 7.1 5.9 -4.3 =

04/15/86 18:32:30
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Table 4: Borrowing requirement monthly profiles 1986-87
(1985-86 outturns in italics for comparison)
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
1986-87
Apr 1.1 1.8 07 1.7 09 0.8 -04 -0.2
May 07 1.0 1.0 7.2 -0.1 = -0.2 -0.3
Jun 0.8 -0.7 12 0.4 -0.3 -0.3 - -0.1
Jul - 0.5 0.0 0:8 02 0.3 -0.2 -0.7
Aug 14 “ 1.2 12 “ 1.0 02 0.7 0.1 0.7
Sep 21 w2 1.9" 0.5 01 0.2 02 0.5
Oct 02 -0.3 03 -0.7 -0.2 -0.4 0.2 0.2
Nov 08 0.7 13- 1.2 -05 -0.6 01 0.1
Dec 03 7.7 -04 7.2 03 0.3 03 0.3
Jan -32 -4.5 -31 -4.6 - 0.1 -0.1 -0.7
Feb 0.1 -0.4 0.1 - 0.1 - -0.2 -0.4
Mar 28 3.0 20 1.4 10 1.3 -02 0.4
Cumulative
Apr 11 1.8 07 1.7 09 0.8 -04 -0.2
May 1.8 2.7 1.7 2.4 07 0.8 -0.6 -0.5
Jun 26 2.6 29 2.7 04 0.5 -0.7 -0.6
Jul 2 53T 3.0 36 06 0.8 -09 -7.3
Aug 41 4.3 42 46 08 0.9 -0.8 -7.2
Sep 6.2 56 6.0 5.7 08 7.7 -0.7 -0.6
Oct 64 53 6.3 5.0 06 0.7 -05 -0.4
Nov 72 6.0 74 6.2 02 0.7 -04 -0.3
Dec 477 T3 474 05 0.4 -0.1 -
Jan 42 3.2 40 2.8 04 0.5 -0.2 -0.7
Feb 43 2.9 81 "27 06 0.5 -04 -0.4
Mar 7 i BRI 641...4.1 16 7.8 -0.6 =
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Table 5: Central government transactions — March
outturn and latest forecasts for April-June

£ billion
March Latest forecasts
forecast outturn™ Apr May Jun
Receipts

Consolidated Fund

Inland Revenue 4.4 4.5 3.8 4.2 3.6

Customs and Excise 2.8 2.9 35 33 2.8

Other® 1.5 1.5 1.6 0.9 0.5
National Loans Fund

Interest etc. receipts 0.8 0.9 0.7 0.5 0.6
Total Receipts 9.5 9.9 9.7 8.8 7.5

Expenditure

Consolidated Fund

Supply expenditure® 9.4 9.2 8.7 7.8 7.5

Adjustment to Supply

Services basis* -0.6 -0.3 = = =

Other 0.4 0.4 0.4 0.4 0.4
National Loans Fund

Service of the national debt 1.0 1.0 152 1.6 0.6

Net lending 0.9 2.1 1.7 0.2 0.3
Total Expenditure 11.1 12.3 12.1 10.0 8.8

Other funds and accounts
(+ increases borrowing) 1.5 1.0 = 0.2 0.2
(- reduces borrowing)

CGBR 3.2 3.4 24 1.3 1.5
On-lending 0.9 2.0 1.8 0.3 0.3
CGBR(O) 2.2 14 0.7 1.0 1.2

(Npue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

2)Includes receipts from sales of assets

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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Table 6: Central government transactions'” — comparisons
for the full financial year

£ billion
1985-86 1986-87
1986 Budget Outturn 1986 Budget
forecast forecast
Receipts
Consolidated Fund
Inland Revenue 55.3 55.4 56.0
Customs and Excise 37.3 37.4 40.4
Other'? 13.2 13.3 12.5
National Loans Fund
Interest etc. receipts 6.6 6.6 6.9
Total Receipts 112.4 112.8 115.8
Expenditure
Consolidated Fund
Supply expenditure® 98.1 98.0 101.0
Adjustment to Supply
Services basis® - 0.1 -
Other 45 4.5 5.1
National Loans Fund
Service of the national debt 14.3 14.2 15.4
Net lending 5.2 6.4 5.7

Total Expenditure 122.0 123.2 127.2

Other funds and accounts ;
(+ increases borrowing) 1 0.6 0.5
(- reduces borrowing)

CGBR 10.7 10.9 11.9
On-lending 5.8 6.8 5.8
CGBR(0O) 4.9 4.1 6.1

()Due to differences in treatment of some items in the accounts between the periods/forecasts shown, and time
lags in some items reaching their final accounting destination, figures for the components identified may not be
strictly comparable.

@)includes receipts from sales of assets.

(3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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| FROM: MISS M E PEIRSON
DATE: 15 April 1986
PPS/CHANCELLOR cc Mr Cassell
Mr Clark

!

‘ DRAFT PRESS BRIEFING ON PSBR IN 1985-86
1 I attach the draft press briefing on the PSBR in 1985-86.

|
i The press notice will be published at 2.30 pm tomorrow. st
‘ would be appreciated if we could receive the Chancellor's

comments by 9.30 am tomorrow.

i’
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(DRAFT)
From:

MR CULPIN - IDT
MR LANG - CSO Press Office
cc List A

Chancellor Mr Peretz

Chief Secretary Miss O'Mara

Financial Secretary Miss Peirson

Economic Secretary Mr Walsh

Minister of State Mr Devereux

Sir P Middleton Mr Pickford

Sir T Burns Mr Mansell = CSO

Mr Cassell Mr Wright - B/E

Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 16 APRIL PSBR PRESS NOTICE

FACTUAL

JOHN CLARK
16 April 1986

List B
(distributed at 2.30pm, 16 April)

Mrs Butler

Mr Spencer

Mr Cropper

Mr Ross—-Goobey

Mr Lord

Mrs Hillier - IR

Mr B Sexton - C and E

The PSBR figures for March and for 1985-86 as a whole will be published at 2.30pm on 16
April. The provisional outturns are shown in Table 1. Cumulative figures for the PSBR and

its components for the last three years are shown in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion
March
1984-85 1985-86 1986
Central government
on own account 6.6 4.1 1.4
Local authorities 2.4 1.8 1.3
Public corporations 1.2 - 0.4
PSBR 10.2 5.9 3.0
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 10.1 10.9 34
Note: Figures may not sum precisely because of rounding.
CONFIDENTIAL AND PERSONAL
1
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector

on own account borrowing requirement borrowing requirement borrowing requirement

1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86 1983-84 1984-85 1985-86

Apr 0.9 1.9 1.1 0.5 0.9 0.8 -0.2 -0.4 -0.2 1.2 24 1.8
May 24 3.2 24 0.3 0.8 0.8 -0.3 -0.4 -0.5 2.4 3.6 2.7
Jun 3.7 4.5 2.7 -0.1 0.6 0.5 -0.4 -0.5 -0.6 3.2 4.6 2.6
Jul 4.5 5.0 3.6 -0.0 0.8 0.8 -0.6 -0.7 -13 3.9 5.1 3.1
Aug 5.8 6.2 4.6 0.3 1.4 0.9 -0.4 -0.7 -1.2 5.6 6.9 4.3
Sep 6.6 6.4 5.1 0.3 1.2 1.1 -0.0 -0.2 -0.6 6.9 7.5 5.6
Oct 6.7 6.7 5.0 0.3 1.0 0.7 0.1 0.3 -0.4 7.1 8.0 5.3
Nov 8.3 8.5 6.2 -0.2 0.8 0.1 0.5 0.4 -0.3 8.5 9.7 6.0
Dec 9.1 7.8 7.4 0.1 1.2 04 0.6 1.3 -0.0 9.8 10.3 1.7
Jan 6.3 5.7 28 0.0 0.9 0.5 0.7 1.2 -0.1 7.1 7.8 3.2
Feb 6.7 5.2 217 0.1 13 0.5 0.6 13 -0.4 7.5 7.8 29
Mar 8.2 6.6 4.1 1.2 24 1.8 0.3 1.2 -0.0 9.7 10.2 5.9

(Ldvya)
TYNOSH3d ANV TVILN3IAIINOD

Note: Figures may not sum precisely because of rounding.
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2. The (provisional) PSBR for March is £3.0 billion, bringing the total for 1985-86 to £5.9
billion. City analysts are expecting a higher outturn (£6.4-6.8 billion, with an average of
about £6% billion). The Budget forecast was £6.8 billion.

POSITIVE

Line to take
1. Borrowing in the whole of 1985-86 was provisionally £5.9 billion. That is the lowest
since 1977-78 and, as a proportion of the Budget estimate of GDP (1.6 per cent), the

lowest since 1971-72 (when it was also 1.6 per cent).

2. Non-oil revenues were even higher than in last month’s Budget forecast.

3. 1985 Budget forecast was for 1985-86 PSBR of £7.1 billion. Error on that forecast is
about one-third per cent of GDP, compared with average error in last 5 years of about 1

per cent for year ahead.

DEFENSIVE/FACTUAL

1. 1985-86 outturn lower than expected in March 1986

Background
PSBR in 1985-86 was forecast at £6.8 billion in last month’s Budget, but provisional outturn

is £5.9 billion. Difference was mainly on CGBR (own account) : see table below. Estimated

outturn is only provisional.

Line to take

The error is no larger (in cash terms) than the absolute average of the previous six years,
and is smaller as a per cent of GDP (% per cent, compared with one-third per cent recent
average). Main cause of undershoot was that several central government receipts were

higher than estimated (see table below). Expenditure was close to forecast.

CONFIDENTIAL AND PERSONAL
(DRAFT) 3
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1985-86 : Differences from 1986 Budget forecast

Inland Revenue -0.2
Customs and Excise =00
National Insurance Contributions -0.1
Interest Receipts =0.1
British Telecom Receipts -0.1
Supply expenditure -0.1
Other =01
CGBR(0) -0.8
LABR =

PCBR 0.2
PSBR -0.9

2. 1985-86 outturn lower than Autumn Statement forecast

Line to take
As stated in FSBR, non-oil revenues higher than expected and planning total expected to

show slight shortfall.

3. Effect of 1985-86 undershoot on 1986—-87

Line to take
Some of the factors causing difference between forecast and outturn may tend to carry
through to 1986-87, others may not. In any case 1985-86 undershoot only one of many

factors affecting PSBR in 1886-87. No reason to change Budget forecast for current year.

CONFIDENTIAL AND PERSONAL
(DRAFT)
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4. Easter effects

Line to take
Difficult to estimate effects of Easter falling at end of financial year. Some tax receipts

likely to have been delayed : some allowance was made for that in Budget forecast.

5. Funding in 1985-86

Background
Chancellor announced in October 1985 that sales of debt outside the banking system in

any one year would be limited to the amount needed to fund the PSBR.
Line to take

In the 12 months to banking March, the PSBR was almost exactly funded. (Outturn for 12

months to calendar March will be published in June Bank of England Quarterly Bulletin).

6. Oil Revenues : effect of fall in dollar price

Background
Revenues in March 1986 were determined largely by what happened in July-December

1985. Fall in dollar price since December affects deliveries in January 1986 onwards and

hence had little effect on revenues in 1985-86.

Budget forecast of oil revenues in 1986-87 (around £6 billion) assumed average price of 15
dollars/barrel for North Sea crude for the rest of 1986. If prices were 1 dollar/barrel lower
on average in 1986, but other things - including exchange rate - were unchanged, oil

revenues would be around £% billion lower in 1986-87.

Line to take
Sharp fall in oil price since December had little effect in 1985-86, because revenues up to

end-March depended largely on average prices and production up to end-December.

Much too early to say what pattern of oil prices and production will be in 1986-87.

Uncertain outlook for prices was reflected in Budget caution.

CONFIDENTIAL AND PERSONAL
(DRAFT) 5
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7. Inland Revenue receipts

Background
Total Inland Revenue receipts in March were £4.5 billion, bringing total for 1985-86 to

£55.4 billion, £0.2 billion more than 1986 Budget forecast and 10 per cent up on 1984-85.

Line to take

Receipts in 1985-86 up 10 per cent on 1984-85. Higher corporation tax receipts (by £2'
billion compared with 1984-85) reflects higher company profits in 1984 (than 1983) and
higher dividend payments in 1985 (than 1984).

Overshoot on Budget forecast mainly reflects higher payments of composite rate tax by

building societies.

8. Customs and Excise receipts

Background
Customs and Excise receipts in March were £2.9 billion, bringing total for 1985-86 to £37.4

billion, £0.1 billion higher than 1986 Budget forecast and 5% per cent up on 1984-85.

Line to take
As forecast in 1986 Budget, expenditure tax receipts in 1985-86 were greater than in 1985
Budget forecast (particularly VAT). Small difference from 1986 Budget forecast due mainly

to extra tobacco duty.

9. EC refunds and abatements

Line to take
Total refunds and abatements received in 1985-86 about £800 million. 1984 rebate of

1000m ecus (about £600 million) received by 6 January 1986.

Arrangements in respect of 1985 and subsequent years are different, and from January
1986 are reducing UK monthly contributions; abatements in March benefitted PSBR by
about £75 million (based on 1986 budget figure of 1400m ecus).

CONFIDENTIAL AND PERSONAL
6 (DRAFT)



CONFIDENTIAL AND PERSONAL
(DRAFT)

10. Public spending in 1985-86

Background
1986 FSBR estimate of public expenditure planning total for 1985-86 was £133.9 billion, 3%

per cent up on 1984-85.

Line to take

First indications of outturn from Supply Expenditure data (see Q11) suggest public
expenditure was close to FSBR estimate, but there are still substantial uncertainties which
could go either way - e.g. it will be some time before reasonably firm local authority
figures are available. The first provisional outturn for the planning total as a whole will

appear in the June issue of Financial Statistics.

11. Supply Expenditure

Background
Provisional outturn for supply expenditure in 1985-86 is £98.0 billion, close to Budget

forecast (£98.1 billion). After adjusting for changes in method of paying EC contributions,
the increase on 1984-85 is 4%, per cent. Supply has different coverage from planning total
(eg the planning total includes privatisation proceeds, LA expenditure rather than CG

grants to LAs, and PCs’ market borrowing).

Line to take
Provisional outturn close to 1986 Budget forecast.

12. Privatisation proceeds

Background
Total receipts from privatisation proceeds in 1985-86 was £2.7 billion, compared with £2.6

billion forecast in PEWP and FSBR. Difference of £0.1 billion was due to early receipt of

final call on British Telecom, due on 9 April.

Line to take :
Total March receipts just over £400 million, bringing total for year to about £2.7 billion.

This is about £100 million higher than PEWP/FSBR forecast owing to early receipt of part

CONFIDENTIAL AND PERSONAL
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of final call on BT. March also benefitted (by about £300 million) from second call on sale

of residual shareholding in Cable and Wireless.

Early receipt of part of British Telecom money will reduce receipts in 1986-87, but £0.1

billion is well within margin of error on forecast total of £434 billion for whole year.

Remaining receipts of BT money (over £1 billion) now received in April.

13. Local authorities

Background
Preliminary estimate is that local authorities borrowed £1.3 billion (net) in March, bringing

total net borrowing in 1985-86 to £1.8 billion, about £0.3 billion lower than last month’s
Budget forecast of £2.1 billion. Outturn for 1984-85 was £2.4 billion.

Very high borrowing (of £1.9 billion) from PWLB in March was used in part to repay market
debt.

Line to take
Borrowing by local authorities is always high in March, when little rate income is received.
Error in Budget forecast not large in view of uncertainties involved (compounded in March

by the timing of Easter and uncertainty regarding timing of payment of teachers’ back pay).

14. Public corporations

Background
Public corporations (provisionally) borrowed £0.4 billion in March, giving a very small net

repayment of debt for 1985-86 as a whole. Budget forecast was for a net repayment of
£0.2 billion in 1985-86. (Difference was partly due to revisions to statistical outturns for
April - February.) There was net borrowing of £1.1 billion in 1984-85 (affected by coal

strike).

Line to take

Provisional estimate of public corporations’ net repayment in 1985-86 is lower than

CONFIDENTIAL AND PERSONAL
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forecast in last month’s Budget, but error not large given inevitable uncertainties. Also
outturn subject to revision (up to £% billion either way) when quarterly returns of bank

borrowing are received.

John Clark (ext 3093)
PSF Division, HM Treasury

CONFIDENTIAL AND PERSONAL
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12 MR CA$SELL s cc Sir P Middleton
2. CHANCELLOR OF THE EXCHEQUER(::f— Sir T Burns

Mr H P Evans
Mr Peretz
Mr Scholar

\{ Gr- Miss Peirson o/r
\Sff 4Xﬂ q Mr Watts

V;; vV Mr Briscoe

CGBR(O) AND CGBR IN APRIL \

The preliminary estimate of +the CGBR(O) in April is
£0.1 billion. This is £0.5 billion lower than last month's

forecast, reflecting higher Inland Revenue receipts (by
£0.8 billion, see paragraph 2) and lower Customs & Excise
receipts (by £0.2 billion - a number of items slightly lower
than forecast). The estimate of the outturn is subject to

revision before publication on Monday 19 May.

25 Information about the nature of the increase in Inland
Revenue receipts is still to come; it may be partly due to
earlier payments of Advance Corporation Tax and higher PAYE
receipts. We shall be looking into this as part of the normal

monthly analysis.

3 On-lending to local authorities and public corporations
totalled £2.1 billion, £0.4 billion higher than last month's
forecast with local authorities borrowing very heavily from
the PWLB. The CGBR in April was therefore £2.3 billion.

4. Further analysis of the outturn in April/will be given

in the next Ministerial note on the PSBR in two/weeks' time.

/

fltoc

R J DEVEREUX
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CONFIDENTIAL
CENTRAL GOVERNMENT TRANSACTIONS .
£ billion
April 1986 April 1985
Provisional Last Difference Outturn
outturn month's
forecast

Inland

Revenue . L RTS8 + 0.8 SE S
Customs

and

Excise + 354 S 15, = (s S
Other

own

account - 8.2 =g - 0.1 - 8.2
CGBR(0) - 0.1 — 0% 7 + 0.5 =41l

On-—
lending:
- LAs - 2.4 - 2.0 - 0.4 -
- PCs + 0.3 + 0.2 - + 0.2
CGBR - 2.3 - 2.4 + 0.1 - 0.9

+ indicates a net receipt, or difference which reduces the CGBR.

- indicates a net payment, or difference which increases the CGBR.
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FROM: CATHY RYDING
DATE: 6 May 1986

MR DEVEREUX cc Sir P Middleton

Sir T Burns

Mr Cassell

Mr H P Evans

Mr Peretz

Mr Scholar

Miss Peirson

Mr Watts

Mr Briscoe

CGBR(0O) AND CGBR IN APRIL

The Chancellor was grateful for your minute of 2 May on this
subject. He has asked whether we know which Inland Revenue taxes
are up on forecast.

o g

CATHY RYDING
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. FROM: R J DEVEREUX

6@ DATE: 8 May 1986

1. MISS PEIRSON (eleis Sir P Middleton
Sir T Burns

2. CHANCELLOR OF THE EXCHEQUER Mr Cassell
Mr H P Evans

~/ The uNfarrroubc Mr"Peretz
: : Mr Scholar
A Mr Watts
5 Mr Briscoe
cie Mr Ko (IR)

CGBR(0O) AND CGBR IN APRIL

You asked whether we knew which taxes had contributed to
the large April outturn for Inland Revenue receipts, which

were £0.8 billion higher than forecast.

20 Our information is still provisional, but the biggest
increase appears to be around £400 million in Advance
Corporation Tax, probably more because of earlier receipts
than permanent additional revenue, but it is too early to
be certain. Earlier receipts may be due to the current high
rate of interest on delayed payments. Other increases include
around £200 million for PAYE, believed to be carlier payments

of arrears; and around £50 million of stamp duty.

it It seems 1likely therefore that most of the additional
revenue is due to timing, although there may be a small element
of permanent additional revenue. The forecast of Inland Revenue
receipts over the next three months will be reduced to allow
for the high receipts in April. The prospects for 1986-87

as afwhole will be reassessed as part of the June forecast.

R J DEVEREUX
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FROM: MISS M E PEIRSON

DATE: 12 May 1986

1. MR CASSEYL il A cc Sir P Middleton
2. CHANCELLOR BN oW Sir T Burns
hn C 27 Mr H P Evans
s Mr Peretz
Mr Scholar
” Mr Briscoe
i “/7 \ Mr Devereux o
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PSBR IN APRIL (B ¢ k,"’/ ¥ i
VIV e

iy e
35, The first provisional outturn for e PSBR in April is
£0.9 billion, compared with last month's forecast of
£1.1 billion (see table attached). Available market forecasts
are for net borrowing of £%-2 billion, with an average of
about £1% billion. Our estimate is subject to revision before

publication at 2.30 pm on Monday 19 May.

2 The CGBR(0O) in April was provisionally £0.2 billion,
£0.5 billion lower than 1last month's forecast. As explained
in Mr Devereux's notes of 2 and 8 May, the difference is more
than accounted for by higher Inland Revenue receipts, thought
to be due mainly to timing.

ahs The PCBR provisionally showed net borrowing (©)iE
£0.1 billion, compared with last month's forecast of a net
repayment of £0.4 billion; as yet we have no information to
explain the difference. The LABR showed an undershoot of
S0n 2 birlilibions:

4, The monthly note, presenting updated estimates for April

and detailed forecasts for May-July, will be circulated next
Friday.

ke

MISS M E PEIRSON

P, (O ﬁw@7ﬂ~’ﬁw~ Mr Wells :ﬁj;@v /y~
{:n_ Areretlomn &£ /i‘,'\.ﬁv"'\‘"-f \‘VV N e, v

\
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£hrlsSion
April 1986 April 1985
Provisional Last Difference Outturn
outturn month's
forecast
CGBR(0) 012 @27 - 0.5 Il
LABR 0.6 0.9 =052 0.8
PCBR 01 - 0.4 05 - 0.2
PSBR 0.9 1hsal = 0.2 158
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PERSONAL AND CONFIDENTIAL

FROM: P J CROPPER
/, K DATE 16 May 1986
(}L
CHANCEL cc Chief Secretary

Financial Secretary
rﬂ Economic Secretary

Minister of State

HEALTH SPENDING

The discussion at Prayers last Wednesday was shot through with
perplexity - how was it that the electorate was so unwilling
to be convinced about the Government's health spending record?
If real spending on health was up 24 per cent since 1978/79,
why was so much of the anecdotal evidence so unsatisfactory?

I submit that we must beware of our own propaganda.

2. The actual fact is that if money spending on health is
deflated by the rate of NHS inflation, the increase since 1978/79
comes down to 9 per cent. If from that one deducts 1 per cent
per annum for the effect of an ageing population and % per
cent per annum for the cost of "medical advance" one comes
out with a figure for the increase in the real value of inputs
to the NHS of almost precisely nil since 1978/79.

3'. Meanwhile yesterday's report from the Office of Health
Economics says that whereas in 1960 the UK had been one of
the largest health spenders, the UK is now the smallest spender
on health care amongst the Western developed countries (as
a percentage of GNP). The United States, Sweden and West Germany
spend nearly half as much again as the UK, while the Netherlands,
France and Denmark spend about a third more of their GNP on
health.

4. In the private health sector, where British people actually

have a chance to register their spending preferences, spending

has risen twice as fast in the past decade as in the NHS.



5. Of course, one can prove anything with price indexes,

and we can legitimately claim that a lot of new investment
is taking place, that many lives are being saved by wonderful
new techniques, and that (here and there) management is getting
on top of its problems. But none of these magnitudes can be

demonstrated with simple statistics.

6. Thus we are at the mercy of anecdote. All I hear from
my wife, who does a lot with elderly people in West Kent, is
of a hospital service characterised by something mid way between
cheerful incompetence and wicked neglect. Just about what
one would expect from an organisation staffed by the raw output

of the British State education system.

- The +truth is that in some parts of the country, and in
some aspects of health care, there have been marked improvements
in the past seven years; that the facts have to be carefully
researched, verified and published; and that a constant battle
must be fought against the opposition parties' and the medical

pressure groups' natural urge to paint the blackest picture.

8. Between now the the General Election this represents a
big task for the Party at both central and local level. And
here I come to the real point of this note, which is to record

the two facts that I unearthed in my brief probe of this subject:

1 Christina Dykes, the honest and hard working DHSS
desk officer whom I appointed to the CRD, is leaving
because she has had enough. She follows the very
knowledgeable local government and transport desk
officers, whom I also appointed, and who have also
recently left. And who would be followed by several
more if there were not now a strict ban on anybody

moving from the CRD to be a special adviser.

e Nicholas True, the sole special adviser at DHSS,
has Jjust been elected one of three Tories on the

Richmond council, opposing 43 members of the Alliance,



which will leave him a fat lot of time and energy

for the presentation of our achievements in health

and security.

P J CROPPER
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FROM: MISS M E PEIRSON

DATE: 16 May 1986

fve] ;:Q&ﬁ, f
[ s
s MR CASSELL £
i
¥ 2. CHANCELLOR OF THE EXCHEQUER

Copy with PPS letter, attached, for:

Mr Norgrove - No 10

cc List A List B (distributed at 2.30 pm, 19 May)

Sir P Middleton Chief Secretary Miss O'Mara

Sir ‘I Burns Financial Secretary Mr Walsh

Mr H Evans Economic Secretary Mr Williams

Mr Peretz Minister of State Mr Ritchie

Mr Scholar Mr F E R Butler Mr Cropper

Mr L Watts Mr Moore Mr Ross Goobey

Mr Devereux Mr Odling-Smee Mr Tyrie

Dr Clark Mr Turnbull Mr Wells - CSO
Mrs Butler Mr Calder - IR
Mr Mowl Mr Walmott = C+& E

MONTHLY NOTE ON THE PSBR

15 I attach a report on the PSBR outturn for April. : This
outturn will be published by press notice at 2.30 pm on
Monday 19 May.

25 In this note, the outturn for April is compared with

the forecast made a month ago. Revised forecasts for May-July

are also included.

i/

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL
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PUBLIC SECTOR BORROWING

Summary

- The PSBR for April is provisionally estimated at £0.9 billion, about £0.3
billion lower than last month’s Budget forecast (Chart 1). It is £0.9
billion lower than in April 1985 (Chart 2), because of the British
Telecom receipts in April 1986.

- Borrowing on central government’'s own account was about £0.5 billion
lower than forecast. That is more than accounted for by higher Inland
Revenue receipts, thought to be principally due to timing differences.

- The PSBR is forecast at almost £2 billion over the next three months,
to bring the total for the first four months of 1986-87 to £2% billion,
about the same as in the Budget profile. The shortfall in April is offset
by higher expected borrowing in May, principally because of lower
receipts (particularly Inland Revenue, partly unwinding the increase in
April).

Figures in this report are not seasonally adjusted and also may not sum precisely because

of rounding.

CONFIDENTIAL AND PERSONAL
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Chart 1 : Comparisons with Budget profiles for 1986-87
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Chart 2 : Comparisons with last year’s outturns
£ billion cumulative
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Borrowing in April

(Outturn compared with last month’s Budget forecast)

1. The provisional estimate of the PSBR in April is £0.9 billion, compared with last month’s

forecast of £1.1 billion. The differences between forecast and outturn on the individual

sub-sectors are shown

in the table below.

Table 1: April 1986 borrowing requirements
£ billion
PSBR Comprising
CGBR(0) LABR PCBR
Forecast” 1.1 0.7 0.9 -0.4
Outturn 0.9 0.2 0.7 &
Difference =03 1157 =02 0.4

*made on 15 April

2. Borrowing on central government’s own account was about £0.5 billion lower than

forecast. The table below shows our present view of where the differences occurred.

£billion ( - indicates lower borrowing)

Inland Revenue

Customs and Excise

Supply expenditure (excluding EEC contributions)

Advance EEC contributions

National Insurance contributions

Other

Net effect on CGBR(0)

-0.8
+0.2
+0.2
+0.1
-0.1
=0.1

-0.5

CONFIDENTIAL AND PERSONAL
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3. Higher Inland Revenue receipts were primarily due to Advance Corporation Tax (£0.4
billion), mainly because of earlier receipts (possibly due to the current high rate of interest
on delayed payments) but possibly also including some permanent additional revenue.
Other increases include PAYE (£0.2 billion), probably due to earlier payment of arrears, and
stamp duty (£50 million). Lower Customs and Excise receipts were mainly on tobacco duty
(where the effect of restrictions on pre-Budget clearances from bonded warehouses
seems to have been greater than expected) and VAT on imports. The increase in supply

expenditure was mainly because of higher advances to the health authorities.

4. Local authorities borrowed £0.7 billion in April, £0.2 billion less than forecast last month.

April is traditionally a month of high borrowing, and the difference from forecast is well

within the margin of error.

5. Public corporations made a small net repayment ¢ :debt in April, compared with a

forecast repayment of £0.4 billion. No explanation of the difference is currently available;
several nationalised industries are known to have made large repayments (as expected),
but no information has yet been received on industries undertaking significant borrowing

in the month.

April to July

6. The PSBR in the period May to July is forecast to be almost £2 billion, bringing the total
for the first four months of 1986-87 to £234 billion, about the same as in the Budget
profile. The £% billion shortfall in April is offset by an increase in May. The CGBR(O) for the
four monthks is forecast to be £% billion above the Budget profile, and the LABR nearly £%

billion below.

7. Table 4 shows the latest detailed profile of borrowing on central government own

account for April to July; a comparison with the Budget forecast for those months and

with the outturn in April-July 1985 is provided in Table 5.

8. The higher Inland Revenue receipts in April are expected to unwind in part during May -
July. On the other hand, some of the items which contributed increases to central

government borrowing in April (above the Budget forecast) are not expected to unwind in

CONFIDENTIAL AND PERSONAL
5
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May - July: e.g. lower Customs and Excise receipts, advance payments to the EC and
higher other supply expenditure. Consequently ceqtral government borrowing in April -

July is forecast in total to be. some £% billion higher than in the Budget profile.

9. In May - July, forecast supply expenditure is as usual below the expected average for
the year; but tax receipts are also lower than average (with the exception of Inland

Revenue receipts in July).

- In May, the CGBR(O) is forecast to be £13 billion. Cyclically high VAT receipts are

offset by relatively low receipts of tobacco duty.

- In June, the CGBR(O) is forecast to be rather over £1% billion. Inland Revenue
receipts include the first payment of building societies’ composite rate tax (EVa
billion). Debt interest payments are relatively low. Supply expenditure is also

relatively low.

- In July, the CGBR(O) is forecast to be about flat. Inland Revenue receipts are high,
including the second instalment of Schedule D tax from the self-employed (£1
billion), quarterly advance corporation tax (E1 billion) and the second instalment
of banks’ composite rate tax (£% billion). Privatisation proceeds are assumed to

raise £ billion. These factors are partly offset by high debt interest payments.

10. Local authorities are expected to make a small net repayment of debt over the next
5=
three months, as in the Budget profile. Therefore in April = July the LABR is forecast

slightly below the Budget profile.

11. Public corporations are also expected to make a net repayment (of over £3 billion)

over the next three months, accounted for partly by'the Electricity Supply and Gas
Industries and partly by the assumed reversal of the unexplained borrowing in April
Therefore in April - July the PCBR is forecast about the same as the Budget profile.

CONFIDENTIAL AND PERSONAL
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1985-86

12. The estimate for the PSBR outturn for 1985-86 remains £5.9 billion, or 1.6 per cent of
GDP. The estimate of the LABR has been reduced by £0.2 billion (to £1.7 billion) and the
PCBR raised by £0.2 billion (to £0.1 billion). These revisions follow receipt of further

information on borrowing in the final quarter of 1985-86.

CONFIDENTIAL AND PERSONAL
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Table 2: Borrowing Requirement monthly profiles May-July
(Budget profiles in italics for comparison)
£ billion
PSBR Comprising
CGBR(O) LABR PCBR

1985-86
Apr SO G e 02 0.7 ~ A7 08, - 1 snrl T
May 1.2 07 | B Bl -0.1 -0.7 -03 -0.2
Jun 08 0.8 1.8 Sh2 -03 -0.3 -0.2 =
Jul -0.1 - - 0.1 02 0.2 -03 -0.2
Cumulative
Apr ot S S 0.2 0.7 TGO el
May 27138 19 77.7 0.6 0.7 -04"-0.6
Jun 29 26 32 29 02 0.4 -0.5 -0.7
Jul R8BI 27 33 30 04 0.6 -09 -0.9

Figures for April are outturns

CONFIDENTIAL AND PERSONAL
8
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Table 3: . PSBR for 1986-87 — comparisons with 1985-86
and 1986 Budget profile

£ billion

1985-86 1986-87 Differences from

Budget Latest 1985-86 Budget
Outturn profile update” outturn profile

1 2 3 3= 352

Apr
May
Jun
Q2

Jul
Aug
Sep

Qa3

Oct
Nov
Dec

Q4

Jan -
Feb -0.4
Mar _ 3.0

Q1 =18

QIO
o NS
(=)

o
—_
=]

1
B D O O R i = 1O SRl
oD NNW o Mo o mom™

O NOWw = 000 W N
W oSN W WoN O b

Cumulative

Apr
May
Jun

Jul
Aug
Sep

Oct
Nov
Dec

Jan
Feb
Mar
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(MFigures for April are outturns
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Table 4: Central government transactions — April
outturn and latest forecasts for May-July

£ billion
April Latest forecasts
forecast  outturn‘’ May Jun Jul
Receipts

Consolidated Fund

Inland Revenue 3.8 4.7 3.9 3.5 5.9

Customs and Excise 3.5 34 3.2 2.8 3.2

Other'? 1.6 0.3 0.9 0.5 1.8
National Loans Fund

Interest etc. receipts 0.7 0.6 0.4 0.6 0.3
Total Receipts 9.7 9.0 8.4 Vi 11.2

Expenditure

Consolidated Fund

Supply expenditure® 8.7 9.0 7.8 7.6 8.2

Adjustment to Supply

Services basis® - 0.2 - - -

Other 0.4 0.4 0.3 0.3 0.3
National Loans Fund

Service of the national debt 1.2 18 1.6 0.6 1.9

Net lending 1.7 2.2 1.0 0.3 0.3
Total Expenditure 12.1 13.0 10.6 8.8 10.7

Other funds and accounts
(+ increases borrowing) = =17 0.5 0.2 0.9
(- reduces borrowing)

CGBR 24 2.3 2.7 1.7 0.4
On-lending 1.8 2.1 1.0 0.3 0.4
CGBR(0) 0.7 0.2 7 1.3 -

MDue to time lags in some items reaching their final accounting destination, figures of forecast and outturn may
not be strictly comparable for the components identified, but there is no effect on the overall CGBR.

@)ncludes privatisation proceeds, except where these are temporarily lodged in “other funds and accounts.”

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
It also includes advance payments to the EEC.

(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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Table 5: Central government transactions” - comparisons
for April-July

£ billion
1985 1986
Outturn Budget Latest
forecast update
Receipts
Consolidated Fund
Inland Revenue 15.9 17.7 18.0
Customs and Excise 11.6 12.8 12.5
Other'? 4.0 3.7 3.4
National Loans Fund
Interest etc. receipts 25 2.2 2.0
Total Receipts 337 36.2 35.9
Expenditure
Consolidated Fund
Supply expenditure® 315 32.0 32.6
Adjustment to Supply
Services basis® 0.3 - 0.2
Other 1.3 74 58
National Loans Fund
Service of the national debt 4.9 53 5.3
Net lending 0.3 2.6 3.9
Total Expenditure 38.3 41.5 43.2

Other funds and accounts
(+ increases borrowing) =417 0.4 -0.2
(- reduces borrowing)

CGBR 3.5 5.7 7.1

On-lending -0.1 2.7 3.9

CGBR(O) 3.6 3.0 3.3
=

(MDuye to differences in treatment of some items in the accounts between the periods/forecasts shown, and time
lags in some items reaching their final accounting destination, figures for the components identified may not be
strictly comparable.

(2)includes privatisation proceeds, except where these are temporarily lodged in “other funds and accounts.”

3)On a cheques issued basis. Supply includes an element of on-lending in the form of public dividend capital etc.
It also includes advance payments to the EEC.

(4)Reflects changes in balances of departmental accounts with the Paymaster General, timing and other
differences between cheques issued by departments and payments to them from the Consolidated Fund. An offset
to this item is included in “Other funds and accounts”.

CONFIDENTIAL AND PERSONAL
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DRAFT PRESS BRIEFING ON PSBR IN APRIL
i I attach the draft press briefing on the PSBR in April.

The press notice will be published at 2.30 pm on Monday.

It would be appreciated if we could receive the Chancellor's

comments by 9.30 am on Monday.

MISS M E PEIRSON

COVERING CONFIDENTIAL & PERSONAL
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. (DRAFT)
From: JOHN CLARK
19 May 1986
MR CULPIN - IDT
MR LANG - CSO Press Office
cc List A List B
(distributed at 2.30pm, 19 May)
Chancellor Mr Peretz Mrs Butler
Chief Secretary Miss O'Mara Mr Spencer
Financial Secretary Miss Peirson Mr Cropper
Economic Secretary Mr Walsh Mr Ross-Goobey
Minister of State Mr Devereux Mr Tyrie
Sir P Middleton Mr Pickford Mr Ko - IR
Sir T Burns Mr Mansell = CSO Mr B Sexton - C and E
Mr Cassell Mr Wright - B/E
Mr H Evans Mr Norgrove - No. 10

BRIEFING FOR 19 MAY PSBR PRESS NOTICE

FACTUAL

The PSBR figures for April will be published at 2.30pm on 19 May. The provisional outturns,
together with figures for the first four months of 1985 and 1986, are shown in Table 1.
Cumulative figures for the PSBR and its components for 1984-85 and 1985-86 are shown

in Table 2 overleaf.

Table 1: Borrowing requirement outturns
£ billion
Jan—-Apr Jan-Apr April
1985 1986 1986
Central government
on own account {51 -3.0 0.2
Local authorities 2.0 1.9 0.7
Public corporations =0.3 0.1 -
PSBR 1.6 -1.0 0.9
Memo:
CGBR (including borrowing for
on-lending to LAs and PCs) 0.9 1.5 2.3

Note: Figures may not sum precisely because of rounding.

CONFIDENTIAL AND PERSONAL
(DRAFT) 1
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Table 2: PUBLIC SECTOR BORROWING REQUIREMENT - Comparison with the last two years

Cumulative £ billion

Central government Local authorities Public corporations Public sector

on own account borrowing requirement borrowing requirement borrowing requirement

1984-85 1985-86 1986-87 1984-85 1985-86 1986-87 1984-85 1985-86 1986-87 1984-85 1985-86 1986-87 §

2

Apr 1.9 1.1 0.2 0.9 0.8 0.7 -0.4 -0.2 -0.0 2.4 1.8 0.9 =
May 3L2 24 0.8 0.8 -0.4 -0.5 3.6 257 ’]au ,32
Jun 4.5 2.7 0.6 0.5 -0.5 -0.6 4.6 2.6 -
Jul 5.0 3.6 0.8 0.8 07  -13 5.1 3.1 -
Aug 6.2 4.6 14 0.9 07 et 6.9 43 2
Sep 6.4 5.1 1.2 1.1 =0.2 -0.6 7.5 5.6 =
Oct 6.7 5.0 1.0 0.7 0.3 -0.4 8.0 5:3 =
Nov 8.5 6.2 0.8 0.1 0.4 -0.3 9.7 6.0
Dec 7.8 7.4 L2 i 0A 1.3 -0.0 10.3 7.7
Jan 5.7 2.8 0.9 0.5 1.2 -0.0 7.8 352
Feb 5.2 2.7 1.3 0.5 1.3 -0.3 7.8 29
Mar 6.6 4.1 24 1.7 1.2 0.1 10.2 5.9 l

Note: Figures may not sum precisely because of rounding.



CONFIDENTIAL AND PERSONAL
(DRAFT)

2. The (provisional) PSBR for April is £0.9 billion. This is lower than the average expectation
of City analysts (about £1% billion), although the range of their forecasts is wide (E%2 - 2
billion).

POSITIVE

Line to take

1. PSBR for first four months of 1986 shows a net repayment of debt of £1.0 billion,
compared with net borrowing of £2.3 billion in January-April 1984 and £1.6 billion in
January-April 1985.

2. Non-oil revenues continue to be buoyant, reflecting healthy and vigorous economy.

DEFENSIVE/FACTUAL

1. Factors affecting April PSBR

Line to take

Should not look at one month’s figures. But
= Re_ceipts of over £1 billion from third call on BT (see Q9).
- Inland Revenue receipts buoyant (see Q5).
- Local authorities’ borrowing seasonally high in the month (see Q10).

- Easter effects; some receipts likely to have been delayed from March into April.

CONFIDENTIAL AND PERSONAL
(DRAFT) 3
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2. Borrowing in 1986-87

Line to take

No reason to change Budget forecast of £7.1 billion.

3. Proportion of borrowing in first half-year

Background
On average around two-thirds of borrowing occurs in first half of financial year. Pattern of

borrowing in 1986-87 particularly uncertain — depends heavily on timing of privatisation

proceeds. As usual, most Inland Revenue receipts likely to come in second half-year.

Line to take
Proportion of borrowing in first half year very uncertain at this stage, partly owing to
dependence on timing of privatisation proceeds. Probable that, as usual, most borrowing

will occur in first half-year.

4. Qil revenues : effect of fall in dollar price

Background

Budget forecast of oil revenues in 1986-87 (around £6 billion) assumed average price of 15
dollars/barrel for North Sea crude for the rest of 1986. If prices were 1 dollar/barrel lower
on average in 1986, but other things - including exchange rate - were unchanged, oil

revenues would be around £% billion lower in 1986-87.

Line to take
Revenues in April (PRT instalment payment) based largely on prices and production in
second half of 1985. Drop in dollar price since December will not affect PRT receipts until

September.

Much too early to say what pattern of oil prices and production will be in whole of

1986-87. Uncertain outlook for prices was reflected in Budget caution.

CONFIDENTIAL AND PERSONAL
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5. Inland Revenue receipts

Background
Total Inland Revenue receipts in April were £4.7 billion. Total for first four months of 1986

(£24.1 billion) up 11% per cent on same period last year.

Line to take

Receipts in first four months of 1986 up 11% per cent on January-April 1985. Rise mainly
due to higher corporation tax receipts and higher income tax (including building societies’
composite rate tax). The higher corporation tax receipts reflect higher company profits in
1984 (than 1983) and higher dividend payments in six months up to end-March 1986

(compared with same period in previous year).

6. Customs and Excise receipts

Background
Customs and Excise receipts in April were £3.4 billion. Total for first four months of 1986

(£12.9 billion) down by £0.3 billion on same period last year, which was affected by
changed arrangements for VAT on imports (accounting for about £3% billion). If remove that

effect, four-month total was 3% per cent up.

Line to take
Receipts in January-April 1986 were £12.9 billion, about 32 per cent up on the same
period last year after allowing for the effects in 1985 of withdrawal of postponed

accounting for VAT on imports.

7. EC refunds and abatements

Line to take
At present, UK contributions in 1986 are being reduced by a total of 1400m ecus in equal
monthly instalments (this is likely to be increased in a supplementary Budget, but the net

effect of Budget decisions uncertain). Benefit to PSBR in April about £75 million.

CONFIDENTIAL AND PERSONAL
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8. Supply Expenditure

Background
Provisional outturn for supply expenditure in April is £9.0 billion, up by over £% billion on

April 1985; over £ billion of this increase is accounted for by extra rate support grant
(repayment of excess holdback in respect of 1984-85). Total January - April 1986

(provisionally £34.9 billion) very close to total for same period last year (£34.8 billion).

Line to take
Provisional estimate £9.0 billion in April, but little can be read into one month’s figures.
Better to look over a longer period - expenditure in first four months of 1986 almost the

same as over same period last year.

9. Privatisation proceeds

Background
Receipts in April were £1.1 billion, from final call on British Telecom. Budget forecast for
total receipts in 1986-87 £43 billion.

Line to take

Final call on British Telecom realised £1.1 billion in April (and £0.1 billion in March).

10. Local authorities

Background
Preliminary estimate is that local authorities borrowed £0.7 billion (net) in April. Very high

borrowing (of £2.4 billion) from PWLB in April was used in part to repay market debt.

Line to take
Borrowing by local authorities is always high in April, when little rate income is received.

Borrowing in first four months of 1986 very close to borrowing in same period of 1985.

CONFIDENTIAL AND PERSONAL
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11. Public corporations

Line to take

Public corporations (provisionally) made a small net repayment of debt in April. There is
usually a net repayment of debt in the month. Borrowing in first four months of 1986 is a
little higher than in same period oi 1985, despite the coal strike (the chief effect of the
strike on borrowing in 1984-85 occurred earlier, in late 1984): one reason is that the NCB
received substantially less in grants in early 1986 than in early 1985, owing to improved

trading performance.

12. Revisions to 1985-86 outturns

Line to take

The estimate of the PSBR for 1985-86 is still £5.9 billion, but there are small
(approximately offsetting) changes to the LABR and PCBR. Local authorities’ borrowing in
1985-86 has been revised down a little since last month following receipt of fuller
quarterly returns on authorities’ borrowing in January-March; while the estimate of public
corporations’ borrowing in 1985-86 has been revised up slightly, with fuller information

now available on corporations’ transactions with banks.

John Clark (ext 3093)
PSF Division, HM Treasury
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FROM: Minister of State

DATE: 19 May 1986

i
CHANCELLOR (r cc Chief Secretary
Financial Secretary
Economic Secretary

Mr Cropper

HEALTH SPENDING

I have seen Peter Cropper's note of 16 May. One of my closest
friends is Robert Maxwell, who until the mid-70s, was a colleague
of John Banham's at McKinsey on public health provision issues.
He 1left to be Secretary of the Special Trustees at St Thomas's
(with 30 per cent of his time available for international
consulting) and latterly has been Secretary of the King's Fund.
He is not, I suspect, an automatic supporter of our Party but
he is a man of wisdom, great goodwill and sound reason. T
agreeable to collegues, I would be happy to take him out for
a long meal to discuss the whole of this issue, the basis being

personal friendship and confidentiality therefrom.

PR,

PETER BROOKE
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] r{c({fgf’yhckr\h~ DATE: 3 June 1986
MISS PEIBSON : cc Sir P Middleton
CHANCELLOR OF THE EXCHEQUER Sir T Burns

Mr Cassell
P Mr H P Evans

// Mr Peretz

/ Mr Scholar

// Mr Watts
Mr Briscoe

CGBR(O) & CGBR IN MAY

1 The provisional outturn for the CGBR(O) in May is
glaenbillions This  ‘ass £0.1 billion" lower than last “month's
forecast, reflecting higher Customs & Excise receipts (by
£0%d "bid Pren, mainly  VAT) and higher national insurance

contributions (by £0.2 billion), partly offset by lower Inland

Revenue receipts (by £0.2 billion, probably income tax). The

estimate of the outturn is subject to revision before publication

on Tuesday 17 June.

2. In the first 2 months of 1986-87 the CGBR(0O) was
£1.8 billion, £0.1 billion above the Budget profile. Higher

Inland Revenue receipts (£0.3 billion, mainly corporation tax)

and higher national insurance contributions (£0.3 billion)
have been more than offset by a number of small changes to
other items (including slightly lower Customs receipts and

slightly higher supply expenditure).

3% On-lending to local authorities and public corporations
totalled £0.9 billion in May. The CGBR in May was therefore
£2.4 billion, bringing the total since 1 April 1986 E0
£4.8 billion.

4. Further -analysis of- the ‘outturn in May/wWill be given in

the next Ministerial note on the PSBR in two Weeks' time.
R J DEVEREUX

CONFIDENTIAL
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CENTRAL GOVERNMENT TRANSACTIONS

£ billion

May 1986 April-May 1986 April-
May 1985
Provisional Last Difference Provisional Budget Difference Outturn
outturn month's outturn profile
forecast
Inland
Revenue Hat B 30 = 0, 2 e Bl o ohe 0 + 4053 Sl d
Customs
and
Excise 3. S R QRS ARG + 6.8 SO + 6.4
Other
own
account =856 = 8.8 et 057 =70 =66 =03 = 1165
CGBR(O) =16 — s R0 i () k) =R O] =24
On-
lending:
- LAs =088 il {0 SENOEND = 3.2 =2 =059 = {fle I
= PEs =05 - - R PRD = 012 = 0.2
CGBR =l =2 ER03 - 4.8 =38 =i 158 = s
]

+ indicates a net receipt, or difference

- indicates a net payment, or difference

which reduces

the CGBR.

which increases the CGBR.
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FROM:
DATE:

CHIEF SECRETARY ece:

(
\

N

)
\ 3
J $f‘ \;vav

J E MORTIMER
9 JUNE 1986

Chancellor
Minister of State
Economic Secretary
Sir P Middleton
Sir G Littler

Mr F E R Butler
Mr Lavelle

Mr Edwards

Mr Scholar

Mr Turnbull

Mr Grag .

Mr Crabbie

Mr Addison

Mr Cropper

1986 SURVEY: PROGRAMME 2.7: NET PAYMENTS TO COMMUNITY INSTITUTIONS

We would be grateful to know whether you are content for the changes

(as compared with the PEWP<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>